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BANK OWNEBSHIP AND OWNERSHIP OF BANKS
by Ragnhild Lundstr&z

In 1910 Skånes Enskilda Bank merged with Skandinaviska Kredit-
aktiebolaget. Bank mergers were nothing new or extraordinary for
Sweden. Ever sinte the 1860s there had been numerous such mergers,
usually, however, in the form of smaller lotal or regional banks
being amalgamated by larger ones. This merger was different in that
respect.

Skånes Enskilda Bank was the largest joint-stock bank in
Sweden with unlimited liability and Skandinaviska Kredit was the
largest joint-stock bank with limited liability. Therefore the
merger between these two caused much attention and unrest in the
contemporary Swedish banking  world, in that it upset the existing
order. Although these two banks had been the largest banks in their
respective  category for almost fifty years, there was not a
considerable differente  in size between them and the ten or so
banks following in order. With the merger this changed dramat-
ically; the new Skandinaviska Kreditaktiebolaget accounted for
about 15 per cent of total Swedish bank assets and those following
in size were not even half as large.

This merger thus set off a virtual merger mania among Swedish
commercial banks - as the joint-stock banks of this type, whether
with limited or unlimited liability, were classified. Despite the
founding of a sizeable number of new banks in the 19109, the number
of Swedish banks was decimated, from 86 in 1909 to 32 in 1925,
because of mergers. In 1909 the twelve largest banks had held
approximately 60 per cent of total Swedish bank assets. They did
so also in 1925, but by then the twelve banks had become feur.'

' BiSOS/SOS,  Uppgifter om bankerna 1909, 1925 respectively.
During the very short period from 1917 to 1919, 15 new banks were
founded. E.Söderlund,  Skandinaviska Banken i det svenska
bankväsendets historia 1914-1939 (Uppsala 1978), p.94.



Skandinaviska Kreditaktiebolaget and Svenska Handelsbanken
were the largest of these four, each with approximately 20 per cent
of total bank assets. Stockholms Enskilda Bank and Göteborgs Bank,
numbers 3 and 4 in order of size, were not even half as large as
the two first-mentioned banks, yet substantially larger than the
rest of the banks. Sinte the 192Os, there has been much talk of
various 'bank-spheres', pertaining especially to the first three
banks mentioned above and articulated perhaps particularly  in the
1950s and 1960s.'

By bank-sphere is meant, in short, a close relationship
between a bank and its customers, and, sinte the term is used only
in connection with commercial banks, customers in this respect are
most often synonymous with finns. Close relations between banks and
industry are of course nothing special for Sweden. Nor is the
debate on such a relationship and its implications a new one, as
is well known. This concept naturally plays an important role
also in our project. One of the aims of the project is to analyse
if, and if so how, the existence of bank-spheres, or networks
between banks and industry, or finante capital, affected the
development and structure of Swedish industry.

The purpose of this working paper is to distuss this concept
on a very disaggregated level, vis. to look at some of the actors
involved, and to do so for a period preceeding the one on which our
project focuses. As a starting point for such a discussion  1 have
chosen the merger between Skånes Enskilda Bank and Skandinaviska
Kreditaktiebolaget in 1910.

Skånes Enskilda Bank had been founded in 1830 as a note-
issuing joint-stock bank and as such naturally had unlimited
liability. It was founded by three merchants in a - at the time -

' One still refers to 'bank-spheres', although now mainly in
connection to two such spheres, sinte the merger 1972 of
Skandinaviska Kredit and Stockholms Enskilda Bank.
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booming commercial town in the southernmost part of Sweden.3 As
did the rest of the joint-stock banks founded in the various
provinces of Sweden in the 183Os, Skånes Enskilda Bank took a
complacent attitude towards deposits. Instead it relied heavily on
its issuing of bank-notes, which it lent on long-term.

Not until the end of the 18508, when the son-in-law of one of
the founders became a director and alternating chairman4,  did the
bank change its policy. It adopted the banking policy advocated
especially by A 0 Wallenberg and Stockholms Enskilda Bank, founded
in 1856, which was geared more towards acquiring deposits and
practiced short-term lending.

Skånes Enskilda Bank, as most other banks, opened branch
offices, in its case in several other towns in Skåne and adjacent
provinces - eventually one also in Stockholm - and amalgamated with
some smaller banks. It was not until the late 1890s that the bank
actually met with some hard tompetition  in its main region, which
was one of the fastest growing in Sweden with regard to industries,
particularly tonsumer  goods industries. Already in 1910, however,
two of the new competitors  together had assets and deposits equal
in sise to those of Skånes Enskilda Bank, which might be seen as
an indication  that changes were necessary.

Skandinaviska Kreditaktiebolaget was founded in Gothenburg in
1863. Originally it was intended to be a credit-mobilier  and
therefore did not use the term bank in its name, sinte banks so far
had not had the possibility to own shares. Skandinaviska Kredit was
an ordinary joint-stock Company with limited liability.

3 Information on Skånes Enskilda Bank from E. Söderlund,
Skandinaviska Banken i det svenska bankvasendets  historia, 1
(Stockholm 1964), on 19th century banking mainly from Ibid.,
"Affärsbankerna och den ekonomiska utvecklingen i Sverige från
1830- till 1930-talet" in Festskrift ti1 Kristof Glamann (Odense
1983).

4 The bank had two chainnen, each serving as "managers" for
half or a quarter of a year.
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A 0 Wallenberg, who had always had a bent for investment
banking which he found it difficult to pursue in "bis" Stockholms
Enskilda Bank with unlimited liability, was one of the promoters
and founders of Skandinaviska Kreditbolaget. The majority of share-
holders, though, was to be found within merchant circles in
Gothenburg, Sweden's largest export-town, and it was these
merchants who were to decide the policy of Skandinaviska
Kreditbolaget. It developed into a rather ordinary bank of its
time. Already during its setond year of existence it opened a
branch office in Stockholm, thereby establishing itself as the main
competitor  to Stockholms Enskilda Bank for some time.

Skandinaviska Kreditbolaget was strongly linked to the large
merchants and merchants-industrialists of Gothenburg; its main
office was situated in the very premises of the old prestigious
merchant house Ekmans'. Several Gothenburg merchant houses had
engaged early in Swedish ironworks. At the time of the foundation
of Skandinaviska Kreditbolaget, they had become active in the fast-
growing saw-mil1 industry. They most probably looked upon their
investment in the bank more as a means of solving the seasonal
and/or temporary liquidity problems of their finns and businesses
than as another source of income.

This attitude seems to have been rather tommon-place. The same
has been said about Moses Taylor - and later his son-in-law James
Stillman - when they acquired an equity majority in the [National]
City Bank of New York.5 Like these two industrialists and
financiers, the large Gothenburg merchants-industrialists had
assets that exceeded those of the bank, at least during the early
period of the bank's existence. Their Gothenburg-based  finns and
their various and numerous torporations all over Sweden became
customers  of Skandinaviska Kreditbolaget. The bank supplied them
with short-term working capital, but it also, when needed and found

5 Ii van B Cleveland, T P Huertas, Citibank 1812-1970 (New
York 1970), p.29.
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appropriate as to time, arranged for long-term financing through
underwriting and selling their bonds.

This was what all Swedish comercial banks did from the 1860s
and onwards. In the middle of the 189Os, the commercial banks began
engaging in long-term financing of Swedish industry on a much
larger scale than before; actual lending increased more than the
bill and acceptante business. In many cases such financing was
arranged in an indirect way and formally still on short-term
conditions. Banks administered and guaranteed the issuing of share
capital, often by forming syndicates, and they increased lending
against shares as collateral.

The ratio of equity to total assets of Swedish banks rose
considerably from 1895 to the outbreak of the First World War. This
was a result both of a lowering of leverage in the existing banks6
and of the founding of a great number of new banks with unlimited
liability. In the early 19109, Swedish commercial banks had an
equity-to-assets ratio that was quite comparable to that of German
banks, in some cases even higher.'

The share-owners of Skånes Enskilda Bank had many traits in
tommon with the Gothenburg group of Skandinaviska Kreditbolaget.
One of the more influential groups in Skånes Enskilda Bank was made
up of the members of the family Tranchell, heirs to Julius
Tranchell,  the "sugar king", who had introduced sugar-manufacturing
based on beat-sugar in Sweden.' Another  such group was the Kockum

6 According to a law of 1897, note-issuing from 1904 was to
be a monopoly of the central bank, Sveriges Riksbank, owned by
the parliament (Riksdag). Many of the hitherto note-issuing banks
found it appropriate to raise their own capital, and for those
that changed to limited liability, this was a must.

' S. Brisman, De modärna affärsbankerna (Stockholm 1915),
table on p. 274 and BiSOS, Uppgifter om bankerna 1913.

' Information on share-owners in Register över
Huvudlottägare i enskilda banker 1904-1911, Skånes Enskilda Bank
(Pat.och reg.verkets  arkiv, RA), on the family Tranchell in J.
Kuuse, Sockerbolaget Cardo 1907-1982 (Stockholm 1982), p. 30 f.
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family. Beginning  with a tobacco factory in the early part of the
19th century and expanding in 1840 to foundries and engineering
industry, the family's sphere of interest in 1910 included almost
every kind of Skbne-based industries - breweries, sugar manufac-
turing, flour mills, shipyards, textile factories, cement
production - plus a number of lotal railroad lines serving several
of these industries. 9

Carl Herslow, the chairman of the bank sinte 1893, had large
economic interests in several of the same or similar industries,
besides being a publisher - and founder - of newspapers. The three
mentioned families were all interrelated. Julius Tranchell and one
of the Kockums had been brothers-in-law. Carl Herslow was married
to a Tranchell; his son married a Kockum.

Skandinaviska Kreditbolaget and Skånes Enskilda Bank had had
a particular  matter in tommon, the so-talled Sugar Trust, for a
couple of years. In 1907 the manufacturing of sugar in Sweden was
virtually monopolixed. A great number of independent sugar
torporations (some of them the result of previous mergers), all
protected from foreign tompetition by high customs duties, merged
into Svenska Sockerbolaget. With a share capita1 - although it
contained a lat of "water"-  much larger than that of any Swedish
bank, Sockerbolaget thus became the largest torporation in Sweden,
which it remained for a considerable time to come. The Company
produced 97 per cent of all sugar in Sweden and alone accounted for
5 per cent of the value of all industrial production in the
country. Merging in 1907 were i.a. Carnegie & Co. in Gothenburg,
the "flag ship" of the old merchant house of Ekmans, mentioned
above. Amalgamated  into Sockerbolaget were also all the sugar
companies in Skåne in which the Tranchells, the Kockums and the
Herslows had large share holdings and influence."

' J. Glete, Ägande och industriell omvandling (Stockholm
1987), p.98; also Lazarus, Svenska millionärer.

lo J. Kuuse, op. cit., p. 56 ff.



1 am not implying that the formation of the "Sugar Trust" caused
the merger between Skånes Enskilda Bank and Skandinaviska
Kreditbolaget. E. Söderlund who has written the biography of
Skandinaviska Banken points to other possible reasons. The lending
of Skånes Enskilda Bank was somewhat disproportionate to the
deposits it received. The liquidity of the bank was strained. There
was also a need for writing off reserves against losses that the
bank had encountered in connection with some risky lending. Skånes
Enskilda Bank had also established itself in Gothenburg by
amalgamating with a smaller bank there, thus perhaps becoming a
competitor of Skandinaviska Kredit." But surely the negotiations
and dealings that preceeded the formation of the sugar trust must
have been of som8 importante. At the very least, the persons
involved had been able to get to know each other better, and they
now had a tommon interest.

Seen from above, this development appears to be an almost
perfect example of the Hilferding theory, were it not for the
future development of both Skandinaviska Banken and the "Sugar
Trust". Later on, an industrialigt and entrepreneur named Kreuger
led Skandinaviska Banken astray. And the sugar torporation is to-
day owned by Volvo. It still holds a monopoly as regards sugar
manufacturing, although it has diversified into i.a. chemicals.

It is questionable whether the merger of Skånes Enskilda Bank
and Skandinaviska Kreditbolaget did in fatt imply any great
changes. Both banks had previously been managed in a collegiate way
rather similar  to that practised by old finns. Skandinaviska Banken
was now run as three formally equal entities, each with a great
independence of its own. In both Gothenburg and Skåne, large

l1 E. Söderlund, Skandinaviska Banken i det svenska
bankväsendets historia, 1, p. 355 f., II, p.161 f. It is
interesting to note that in the contemporary business world, the
merger was considered to be a "suicide"  on the part of Skånes
Enskilda Bank, the only explanation for which must be a poor
economy.
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industrialists continued to wield great influence, although new up-
and-coming industrialists were eventually substituted for old ones.
One still gets the impression of a collegiate way of running these
branthes  of the bank, and it seems as if influence emanated from
industry to bank and not vice versa. For the Stockholm branch,  the
picture is somewhat more complicated. From 1917 it was managed by
a person who had made his career as a manager in several banks. He
was also something of an entrepreneur. In the early 192Os,  however,
he met and became involved with the business of Kreuger, who
outwitted him in this latter capacity.

At the time of the merger there was much talk both within and
between Stockholms Enskilda Bank and Stockholms Handelsbank as to
other plans involving these two banks and Skandinaviska
Kreditbolaget, and there was much disgruntlement about the
unexpected outcome.'*

Both these Stockholm banks were intensively involved in
investment banking at this time. The founder of Stockholms Enskilda
Bank had tried to start this type of activity as early as the
18708, but he more or less failed; such business was premature for
Sweden in those days. It was left up to his sons to fulfil1 his
intentions. Around the tum of the century such business was
facilitated, although in an indirect way, by the large capita1
imports into Sweden. During the time span between the placing of
the - for Swedish conditions - usually large loans on the foreign
market and the need for such loans by the Swedish borrower,
considerable amounts of money were deposited in banks on short
term. Beside the tommission  received for negotiating a loan, the
possibilities of obtaining such deposits were of great advantage
to the banks involved. Such deposits could form the basis for

'* K G Hildebrand, 1 omvandlingens tjänst Svenska
Handelsbanken 1871-1955 (Stockholm 1971), p. 90 f. and also
correspondence, used in my own research on Stockholms Enskilda
Bank, between the brothers Wallenberg and between them and C
Frisk.
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initiating mergers or for starting new industrial projects,  the
shares of which were later, and hopefully quickly, to be sold.

From the first years of the 1890s until the war, two banks
dominated this kind of business in Sweden, Stockholms Handelsbank
and Stockholms Enskilda Bank, the main reason for this being their
excellent contacts with foreign banks.

Another reason for the success in investment banking of the
brothers Wallenberg in Stockholms Enskilda Bank and Louis Fraenckel
in Stockholms Handelsbank was the fatt that their decisions were
not questioned and could be executed immediately without much
deliberation. There hardly existed any equally strong partners
which might have had conflicting interests. In the Wallenberg case
this rested on ownership of a controlling equity in the bank; sinte
the early part of the 189Os, the family owned almost 50 per cent
of the bank's share capital. In the case of Fraenckel and
Stockholms Handelsbank, the reason for Fraenckel's dominante is not
quite so clear. His banking finn was amalgamated with Stockholms
Handelsbank in 1893 when he became manager of the bank and it seems
plausible that he received a rather considerable portion of the
shares in the bank in exchange, although none of the biographies
on the bank mention anything about this. Furthermore, Fraenckel's
contacts with foreign banks or banking finns, primarily the
Warburgs in Hamburg, were invaluable in times of liquidity
problems. After the crisis in 1907, Stockholms Handelsbank showed
the highest ratio of foreign borrowing to total liabilities of all
Swedish banks.13

Stockholms Handelsbank was tremendously expansive around the
turn of the century. Fraenckel took the initiative to, and himself
negotiated, several large mergers: of breweries, of tobacco
manufacturing companies, of ironworks and of sugar companies; and
practically all the torporations resulting from these mergers also

l3 BiSOS, Uppgifter om bankerna 1910. Also K G Hildebrand,
op.cit., pp.79 ff.
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became customers of Stockholms Handelsbank. It was actually
Fraenckel who was the initiator of Svenska Sockerbolaget. He bought
up several small sugar manufacturing finns in Skåne and amalgamated
them into what was later to become the largest of the companies
that formed the OSugar Trust". Much to his chagrin, he was not
asked to join in the negotiations that led to the final merger of
all the sugar producers.14 The industrialists in Sk%nes Enskilda
Bank and Skandinaviska Kreditbolaget apparently did not want to get
too involved with a typical investment banker like Fraenckel. Or,
for that matter, with K A Wallenberg, who at heart was also an
investment banker.

This says something about the differente in character, viz.
as to control and decision-making, between Stockholms Handelsbank
on the one hand and Skandinaviska Kreditbolaget and Skånes Enskilda
Bank on the other. Perhaps this differente in character - in
ambition - of the managers of the banks discussed here can at least
partly be explained by a differente in generation and status. In
tontrast to the people in control of Skandinaviska Banken and
Skånes Enskilda Bank, neither K A Wallenberg nor Fraenckel had any
large fortunes or any especially  high social status when they
started their careers as bankers.15 The former were all socially and
economically well established, all setond or third or fourth
generation. Both these types of bankers used their banks as a tool
for obtaining their goals, but the goals were somewhat different.

l4 K G Hildebrand, op.cit., pp. 51-53.

Is When K A Wallenberg took over the management of
Stockholms Enskilda Bank after the death of his father, the bank
was in a somewhat dismal state, having barely escaped liquidation
in 1878 (thanks to assistance by the state), and heavily tied up
with railroad bonds that were as yet unsaleable.
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At this time, from the middle of the 1890s and until 1920, one of
the quickest ways to make a fortune was to buy and sel1 shares,
provided, as is the case today, that one is good at it.

It has become quite a tommon practice in recent
years for parties about to put through big deals to first
obtain control of a bank, whereby their efforts could be
facilitated. Big deals are not possible if banking
assistance is withheld.

This is a quotation fromthe U.S.Investor in 1899.16  It could easily
have been said in Sweden too at the very same time. There were many
who aspired to become investment bankers at the end of the 1890s
and several were successful, at least for some time.

There were fundamentally two ways in which this could be done,
one to acquire enough shares in an already existing bank, another
to found a new bank. Both these ways were practised.

It was fairly easy to get a controlling interest in the
"enskilda" banks, those with unlimited liability, although it took
a group of some three or four persons to do so, and it was easier
the earlier in the beginning boom that one started.

Most of the banks with unlimited liability were old. This was
reflected in the structure of owners, in the kind of people that
owned the shares of these banks. In 1886, which is the only year
of which there exists an investigation of the shareholders in all
the banks -27 at that time- with unlimited liability, there were
altogether 10 716 such owners. Three banks had not answered the
investigation, decimating the number of known shareholders to a
little more than 9500." Approximately 30 per cent of those were
women. The setond largest group was made up of publit ad-
ministrators, officials in state, city or municipal governments and
officers in the army and navy.

l6 Taken from V Carosso, Investment Banking  in America
(Cambridge, Mass. 1970), p. 47.

" P Lidell, Sveriges Bankmatrikel 1886 (Stockholm 1886), p
458 ff.



This only depicts the number of shareholders, not the amount
of shares held by each group. From my own research on Stockholms
Enskilda Bank it appears as if the percentage of women owners was
rather similar to the percentage of total shares which they held.18
Their fathers, or more likely their husbands, might have belonged
to the founders, or had bought the shares, and the shares had been
kept. Shares in "enskilda" banks were considered as very safe
placing and they gave a steady dividend which was higher than
deposit rates. The fairly large percentage of women owners plus the
fatt that women never attended share holders' meetings implied that
the proportion of shares needed for control of the banks with
unlimited liability was lower, in principle so to say, than in most
other joint-stock finns.

I have so far tried to investigate the ownership of four banks
with unlimited liability besides Stockholms Enskilda Bank: Skånes
Enskilda Bank, Uplands Enskilda Bank, Hernösands Enskilda Bank and
Värmlands Enskilda Bank. Although the share registers are kept
rather poorly and it therefore sometimes is difficult to interpret
them, it is quite obvious, that there were great changes in the
last two mentioned banks from around the tum of the century.

As regards the bank in Härnösand, it had until then been a
typical provincial bank, most of its owners living in the province
or in nearby places. Around 1900 several larger owners appeared
with their domicile in Stockholm and Örebro, some of them wholesale
merchants  and stock- brokers.lg Bernosands Enskilda Bank merged
with Norrbottens Enskilda Bank in 1903 and with Örebro Handelsbank
in 1905. Söderlund who naturally had no reason to investigate these
mergers himself mentions that the state inspector of banks saw no

It3 Somewhat later, in the early 19008, women owned around 25
per cent of the share capita1 in Stockholms Enskilda Bank. This
figure excludes the women of the Wallenberg family. If these were
included, the figure is considerably higher.

" Register över huvudlottägare i enskilda banker, Pat. o.
reg.verket(RA)



logital reason for Hernösands Enskilda Bank to merge with two such
weak banks; their deposit business was small and they had engaged
themselves in some risky lending." Judging from the change in
ownership, there is a possibility that it was the other way around,
vis. that the owners of shares in the two "weak" banks, who
apparently were more of investment bankers, managed to see to it
that their banks were amalgamated with a larger and more solid
bank.

As for the bank in Värmland, which had been founded in 1832,
there was also a change in and a toncentration  of ownership,
although somewhat later, in the 1910s. In this case, it was some
people in the bank personell, originally cashiers, later in a
mangerial position, who increased their share holding and thereby
managed to get control of the bank." Söderlund gives Värmlands
Enskilda Bank as an example of banks run by management." This is
true but the management at the same time had control of ownership.

As long as the "enskilda" banks had unlimited liability -
after 1903 when their right to issue notes was withdrawn it became
optional- the sale of shares and the economic status of a new owner
had to be approved by the shareholders' meeting, an approval which
was sometimes delegated to the board. Information as to who were
shareholders and who might want to dispose of their shares was
most easily available to the board members and to the managers.
Therefore, being a board member of a bank or working in a bank
facilitated the purchase of bank shares.

A great number of the "enskilda " banks became engaged in
investment banking, some also in speculation.  The alternative way
of investment banking, the founding of a new bank, was widely

" E Söderlund, op.cit. II, p. 67 f.

" Register över huvudlottägare. Pat. o. reg. verket (RA)

" E Söderlund, op.cit.11, p. 334f.
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practised from around the middle of the 1890s. During the period
1896-1908 only, 56 new banks were founded.23

When after 1912 Swedish banks were allowed to own shares in
other joint-stock companies, yet other possibilities for investment
banking were opened. From this time and until 1919, all three
possibilities were taken advantage off, and often combined. Thus,
the consequences of the fall in stock prices and in Swedish export
trade and shipping after the war became so devastating to many
banks. During these very years, 1912-1919, there had been a
combination of investment banking and bank ownership in industry,
although it is my opinion that the investment banking type of
business, vis. handling and short-term financing of the issuing of
shares, still had preference, at least in the minds of the bank
managers.

In the middle of the 1920s only four of the 56 new banks
founded in the period of 1896-1908 still existed and several of the
"enskilda" banks had had to be reconstructed. It had been
particularly  difficult for the small banks with entrepreneurial or
speculative  leaders.

Formal possibilities for bank ownership of industry,
regardless of the owners of banks, only existed in Sweden for
roughly twenty years, from 1912 until 1934. Prior to that, banks
with limited liability had the possibility of owning shares until
1886, although the few that tried defaulted very soon. Yet,
possibilities for finante capitalism, or bank dominante  of
industry, existed with regard to all types of banks both prior to
1912 and after 1934. Whether this was practised or not was,
however, as 1 see it, conditioned by the structure of the ownership
in the banks. Industry can of course be dependent on banks as such
but hardly , in the long run, on any one particular  bank.
Experience shows, and not least the experience of to-day, that the
liquidity in society has a great influence on industry's dependence

23 E Söderlund, op.cit., II, p. 109
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on banks. In times of shortage of liquid funds, whether in good or
bad years, the importante of banks for industry increases. In times
of high liquidity in the economy, industry -and its management-
becomes more independent. Thus, for pennanency in the structure of
bank-spheres, joint ownership is vital.
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INTERLOCKING DIRECTORATES BETWJMN  BANKS AND INDUSTRY
IN SWEDEN 1928 AND 1937 - A PILOTSTUDY

by Jan Ottosson

INTRODUCTION

Durinq recent years there has been an emerqinq debate concerninq
the role and the functions of interlockinq directorates. An old
phenomenon - interlockinq directorates - has been confronted by
new approaches  and new questions. Socioloqists and orqanizational
theorists, in particular,  have developed this field of research.
The links between banks and industry have attracted most attention,
but we still know too little about the historital development in
different European countries - why and how different forms of
networks have developed in a historital  context.

In the Swedish part of the international project "Bank-Industry
Relations in Interwar Europe: Austria,Hunqary and Sweden", one
study (forthcominq dissertation) focuses on different kinds of
personal relations between banks and industry in Sweden durinq the
20th century. In this paper, special attention is paid to the
interwar years.

The aim of the paper is to provide a brief outline of the debate
concerninq interlockinq directorates and to summarize a pilot study
of interlockinqs between banks and industry 1928 and 1937 in
Sweden.



THE INTERNATIONAL DEBATE

The debate concerning the role and the function

17

of interlocking
directorates is varied and complex.' Galbraith, among others,
maintains that the board has become powerless. The "techno-
structure" has become more important in the companies' decision
making. Thus, interlockings is a variable with low, or negligible,
explanatory value.' This opinion has strongly been questioned by
other schalars, who argue that the strategic decisions are still
taken by the boards of the Company.

Among those who think that interlocking directorates is a phenomena
worth attention, we find at least three different lines of
research. The first one - the control perspective - claims that
interlockings is a way of controlling another Company. A viewpoint
closely  connected with this is the social elite perspective.3

The setond view emphasises the intercorporate cohesion between
companies. Interlockings are seen as an indication  that tommon
interests exist between the interlocked organisations. A number of

' For summaries of the debate, see e.g. Beth Mints and
Michael Schwarts, The Power Structure of American  Business,
Chicago: University of Chicago Press, 1985. Mark Mixruchi, The
American Corporate Network 1904-1974, Sage Publications,  1982.
Networks of Corporate Power, ed. by Frans M Stokman et al.,
Polity Press, 1985. Johannes M Pennings,.Interlocking  Director-
ates, Jossey-Bass,
Environments,

1980. Howard Aldrich, Organisations and
Prentice-Hall, 1979.

' Mizruchi, op. cit., p.35.

3 See e . g . John Scott, Corporations, Classes and Capitalism,
Hutchinson, 1985 and Networks of Corporate Power, op. cit., p. 3.
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American investigations about the implications of interlockings for
tompetition  are exponents of this view. 4

The third view - the resource dependence perspective - suggests
that interlockings are a type of strategy to handle important
resources in the corporation's environment. By "coopting",  in
Mizruchis words, a member of the board from another Company, it
can be easier for the Company to handle strategic  resources.'

During the last ten years this approach has been complemented with
a transaction-cost view.6 According to this viewpoint, inter-
lockings are seen as one of many different ways a Company can
choose between market solutions and intemalized activities within
the boundaries of the firm.7 One reason for choosing interlockings
in this tontext can be to avoid "information impactedness", which
would imply better organizational performance.' ,

' See e.g. Peter C Dooley, "The Interlocking Directorate",
The American Economic Review, Barth 1969, pp. 314-323.

' See e.g. Pennings, op. cit. and R. S. Burt, "Testing a
Struttural  Theory of Corporate Cooptation: Interorganizational
Directorate Ties as a Strategy for Avoiding Market Constraints on
Profits", American Sociologital  Review, 1980, vol. 45, pp. 821-
841.

6 For a detailed discussion of the transaction-cost ap-
proach, see e.g Oliver E Williamson, The Economic Institutions of
Capitalism, Free Press, 1985.

7 See Between Market and Hierarchy, eds. Ingemund Hägg and
Finn Wiedersheim-Paul, Department of Business Administration,
Uppsala University, 1984.

s Pennings, op. cit., p. 136.
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An intense discussion  has taken place during the past years
concerning to what extent the resource dependence school and the
social cohesion/social elite school differ or complement  each
other. There is also an interesting debate regarding the role and
relevante  of transaction cost economics in this connection. 9

Until recently, most of the studies regarding interlockings were
concerned with identifying the relation between the number of
interlockings and different performance data, in order to
investigate organisational effectiveness. The results are not
unequivocal. Some studies seem to confirm a positive correlation
between size, debt-equity ratios and the degree of financial-
nonfinancial (vertical)  interlocks. Pennings, however, is critical
towards using a crude measure such as debt/equity  ratio. His
conclusions about the significance of these findings are more
cautious than Mizruchi's, who sees the interlocks significantly
correlated with the factors mentioned above.l' Pennings' own
findings tonfinn that vertical interlockings are based on their
transactional relations." The different choices of variables and
sampling techniques in the studies make it difficult to draw any
conclusions from this debate, which certsinly Will continue.

During the last years there seems to be a tendency towards a
widening of the scope of the debate to include network analysis in
an intercorporate relation-concept. Another interesting view in
this connection is Hirschman's "Exit, Voice, Loyalty" notion,
originally developed for the tonsumer market. Different groups of
shareholders Will use different forms of Voice instruments.

' Intercorporate Relations. The Struttural  Analysis of
Business, ed. by Mark S Misruchi and Michael Schwars, Cambridge
University Press, 1987, p. 4.

lo Pennings, op. cit., p. 54 and Misruchi, op. cit., p. 37.

l1 Pennings, op. cit., p. 130.
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Interlocking directorates is seen as one example of Voice. This
approach tam be further developed for research on interlocking."

During the 198O's, more attention has been given to various
sophisticated methods to measure and identify different interlock-
ing networks. The finantial and nonfinancial companies are seen
II . . . as an element of an interorganizational system....D*'3  In this
field of research, the emphasis lies more on the network structure
and less on the relations between interlockings and debt/equity
ratios etc. The advantage of these new techniques is that we can
measure direction, centrality, strength, connectivity and different
interest groups in the network, in order to more specifically
distuss the role and functions of different organisations and their
relations in a network, expressed in terms of personal ties.

Centrality is an indicator  of the position of the organisation in
the network.14 A high centrality of a particular organixation is
related to a high potential for influence. Thus, it is suggested
that a high degree of centrality is related to a high magnitude of
control over the most crucial resources in a network. From a
managerial theory perspective, one hypothesis could be that the
centrality of finantial organizations Will decline over time, sinte
the non-finantial organisations will become more independent of the
banks etc. via self-generated growth from internal funds. This
hypothesis is, however, very general and does not take into account
the different patterns of development in various countries. We need

l2 See Nedlund, Gunnar, et al., Institutioner som aktieägare
(Institutions as Shareowners), Kristianstad, 1985 for an
interesting discussion  in this direction.

l3 Misruchi, op. cit., p. 27.

14 'Mints  and Schwartz, op. cit., p. 261.
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more empirital research in order to further distuss the implica-
tions of this hypothesis and the development in various countries.

The most tommon measure of centrality in the organixational
network concept is based on Bonacich's three criteria: the number
of links to other points, the intensity and the centrality. The
finn with the highest degree of centrality Will have a store of 1,
all other finns ranging from 0 to 1.15 However, the "pure "
centrality measure does not tel1 us anything about the strength
and the direction of the ties.

There are researchers who get significantly  different results when
they use a measure of strong and weak links in the network, instead
of using only a one-link definition. If a measure of strong and
weak links is not used, there is a risk of getting one big cluster
- a phenomena which is interesting as such, but makes a more
detailed study of the network structure difficult to execute.16
There are, however, several problems as to how to handle, the
definition of weak and strong ties/links.

By weighting the "sender" organization higher than the receiving
organisation in a centrality index, it is also possible to get an
idea of the direction of a tie in a network. There are, however,
also practical problems connected to the direction-modification  of
the centrality measure, such as providing adequate weights and
identifying sender and receiving organisations. The flexibility of
the centrality measure, i.e. the ability to introduce strength and
directionality, seems to give it advantages, compared with the

Is For a detailed discussion of the centrality measure, see
Mintz and Schwartz, OP. cit., p. 272.

l6 Mixruchi, op. cit., p. 61
ti., p. 154.

and Mints and Schwarts, OE)I
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traditional method of measuring and comparing the number of
interlocks  connected with each organisation."

Connectivity is seen as a measurement of the interdependence
between different organizations in the network. A high degree of
connectivity indicates a greater interdependence in the system.
From a "managerialist"-perspective, this would imply that the
connectivity should be lower over a long period of time, sinte the
companies Will be able to reach a higher degree of finantial
independence i.e. from internal financing.  Mizruchi suggests three
different messures of connectivity: the density measure, the
interlocked position ratio and the degree of reachability.

The density measures the frequency of interaction  with a ratio
based on the number of connected Enes in a graph, divided with
the number of all the possible numbers of lines. The setond measure
shows the relation of insiders versus outsiders on the board. A
greater number of outsiders suggests a higher degree of ties with
other organisations. The reachability tells us how many finns that
can be reached in a network. Thus, a high degree of reachability
indicetes a tightly connected network.

The last operationalized indicator is the analysis of cliques, seen
as a .measurement  of different interest groups." From the above
mentianed "managerialist"-perspective,  the cliques should
disintegrate over time, the distribution of interlockings and
centràlity becoming more equal and the finantial  institutions no
longer having the same central positions in a network.

" Mints and Schwartz, op. cit., p. 264.

'* Nizruchi ibid p. 33.r -I
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There are different techniques to measure and identify interest-
groups in networks. One of them, peak analysis, has several
advantages, e.g. opportunities to identify hierarchies and mixed
memberships in a network, which is not possible to do with other
kinds of clique identifying methods, such as factor analysis,
blockmodel and graphtheoretic approaches. One disadvantage is that
there must be a very good fit with regard to the centrality-
measure, which is the foundation of the peak-analysis messure."

The new techniques, developed for interorganisational analysis,
seem to be good measures, but there are still problems when we
attempt to classify e.g. directions in a network. Further research
and empirital  tests are needed.

A PILOT STUDY

The pilot study is concentrated on one specific part of the complex
problem of interlockings between banks and industry, the
relationship between interlocks, sise and debt in the interwar
period. As was mentioned earlier, there are several complicated
aspects to this type of analysis. There are, however, some
advantages to making a pilot study as a starting point. The Swedish
sources enables us to make a detailed study of the correlation
between the amount of loans to the Company, the loaning bank and
bank-industry interlockings.

The questions and hypotheses which have been the base for the
database structure are derived both from the control perspective,

lg See ibid-.I p. 78 and Mints and Schwarts, op. cit., p. 276
for a detailed discussion  of the different methods for clique
identification. Mizruchi defines a peak "...as a pofnt which is
more central than any point with which it directly interlocks.  A
point is a member of the clique defined by a particular  peak if
every more central point with which it interlocks  is also a
member of that clique." (Misruchi, op. cit., p. 77.)
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as well as from the resource dependence view. Unfortunately, the
limited scope of this pilot study does not provide any possibility
of testing the various methods for measuring the different aspects
of network analysis, mentioned above.

The hypotheses are as follows:
1. The number of interlockings is correlated positively with the
size of the Company within a certain  range. When the companies have
become large enough to be seen as interesting customers of the
banks, interlocking is one method to control and/or to "coopt" the
organization. When the companies get large enough to generating
their own financing, the number of interlocks Will probably
decline.
2. The number of interlocks between banks and industry is
positively correlated with the bank loans to the companies.
3. The number of interlockings is negatively correlated with the
solidity of the companies.

HOW to measure interlocking directorships

Although the number of interlockings is a very crude measure, it
can generate  interesting questions to be followed up. There are,
however, some problems with the definition of interlocks. The
traditional definition of an interlocking directorship is a person
who is a member of two or more boards." This definition has some
weaknesses, from the point of view of investigating personal
relations ‘between banks and industry.

If we investigate the personal relations between the companies and
the banks, we also have to investigate the indirect  interlockings
via holdinq companies which are connected with the banks. Indirect
interlockings is defined by Pennings as "...two organizations

'O Pennings, p .0 . mt., p. 1.
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/that/ are linked by a path by one or more third organizations.D@21
Another weakness is that bank executives in top and middle manage-
ment who are not members of the bank's board, but have a membership
on a Company board - executing a tommission  for the bank - are not
included in the traditional definition. 22

Other personal relations, e.g solicitors who have close personal
relations with members of bank boards are difficult to measure. We
have some help from bank monographs etc for the largest banks in
Sweden, but there is still a problem when we start looking at
regional and lotal banks.23

In this study, the traditional definition mentioned above is used,
with all its limitations. One probable effect of this limitation
is that the number of bank-interlockings in a wider sense is under-
estimated.

Method

Thirteen companies 1928 and seventeen companies 1937 in the
engineering industry were selected from the Swedish Bank Inspec-

21 m.,p. 37. Pennings is, however, critical of the
relevante of these indirect interlockings seen from a inter-
organixational point of view.

" Some preliminary finding8 from a study of "Sveriges
Bankmatrikel" (Swedish Banking Register) 1927 and 1938 show that
there is support for further research on this point. The members
of the boards in the companies investigated 1928 and 1937 were
checked against the name register in "Sveriges Bankmatrikel".
Some directors  were represented on the board of the lotal bank,
which was not noted in "Svenska aktiebolag" (Swedish limited
liability companies). Further, some accountants on the companies'
boards were bank employees.

23 Håkan Lindgren, Bank, investmentbolag, bankirfirma.
Stockholms Enskilda Bank 1924-1945, Stockholm 1988, pp. 398-399
and 408-413.
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torate's register. Four companies of the original 17 in 1937 were
not registered in "Svenska Aktiebolag" in 1928. The lowest limit
for being registered in "Svenska aktiebolag" in 1928 was 250 000
SEK. The database structure is shown in Appendix A.

The survey is not statistically significant and should merely be
seen as a test of the database structure and a reference for
further research. The selection of the companies was not done
randomly, and the number of observations is also very small.

The sources which have been used are the work of reference "Svenska
Aktiebolag" (something like Compass) and The Swedish Bank Inspec-
torate's engagements register. In "Svenska Aktiebolag" there is a
name register, listing allordinarymemberships on different boards
for every director  from 1927 onwards. Accountants, deputy members
or board members in companies with a share capita1 less than 250
000 SEK (1937) were not included in the name register.

The structure of the Swedish Bank Inspectorate's engagement regis-
ter has been described earlier by Hans Sjögren.

It is difficult to choose a good measure of Company size. In this
study the companies' share capita1 has been used. There is a bias
problem. Turnover could have been used as an alternative measure-
ment and/or to complement share capital. A crude measure of sol-
idity is used: equity capital/equity capita1 + credit capital.

Results

Measured as the percentage  of the members of the board, there were
fewer interlockings between the banks and the companies in 1937,
compared with 1928 (see Table 1). We get the same result if we
campare the bank-industry interlockings share of total inter-
lockings (from 25% 1928 to 19% in 1937).
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____________________--__-_---------------------------------------

TABLE 1: BANK-COMPANY INTERLOCKINGS 1928 AND 1937. TOTAL NDMBER
AND PERCENTAGE OF THE TOTAL OF THE MEMBERS OF THE COMPANY BOARDS
1928: n=13 companies; 1937: n=17 companies.
______-----------~---~--~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~-

1928 14 15
1937 11 10

Ne also find representatives from more than one bank on the
companies' board both 1928 and 1937. Only one of these banks had
a loan connection with the Company. This talls for further research
about the extent and variation over time.
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The correlation between different variables and the reqression
model/

The correlation between interlockings and three different variables
1928 and 1937 is shown in Table 2. The r2-values show only the
regression between the variables in a simple regression model. The
correlation is positive between sise and bank-industry
interlockings and stronger in 1937 compared with 1928. The
relationship between interlockings and bank loans is positive both
years, but stronger in 1937. Solidity is negatively correlated and
also show a stronger relationship in 1928. The results show that
there is a relationship between the variables in line with the
hypotheses for the companies in the study.

In order to try to see which variables explain the greatest part
of the variation of the bank-industry interlockings, a regression
analysis was done. We get the best fit of the regression model if
we use a multiple regression model with two x-variables: share cap-
ital and bank loans. These two variables explains over 80% of the
variation of the interlockings in 1928 (r2= 0.820). If we introduce
a third variable in the model, solidity, very little of the varia-
tion is explained (all three variables: r2= 0.826 in 1928).

The same results appear for 1937, though the loans and the share
capita1 explains less of the variation (r2= 0.638). Also in this
case, solidity contributes little to the explanation of the
variation of interlockings (r2 for all three variables 1937:
0.6711..



29

TABLE 2: CORRELATIONS BETWEEN SIZE, BANK LOANS, SOLIDITY AND INTER-
LOCKINGS BETWEEN BARKS AND COMPANIES.
_----------~-----~~----------------------------__________________

SIZE,1928 0.421 0.177
SIZE,1937 0.797 0.635
BANKLOARS,1928 0.114 0.013
BANKLOARS,1937 0.788 0.621
SOLIDITY,1928 - 0.351 0.123
SOLIDITY,1937 - 0.084 0.007
----------------~--------------~------------------_______________

There seems to be a relationship between the variation in bank-
Company-interlockings and the sise of the companies, the loans from
the banks and the companies' solidity.

Earlier Swedish research conceming interlockings has merely been
concentrated on the social elite perspective and the toncentration
of power and the implications for monopoly and tompetition.
Research results for the earlier period are difficult to campare,
mainly because of their different scopes and the different
principles for the surveys.24

One publit investigation from 1968 discusses the loans from the
largest banks and the interlockings for 1962/63. The scope of this
investigation is limited, however, i.e. in the year of investiga-

24 See SOU 1968:3, p.74 for a survey and criticism of the
earlier Swedish research concerning interlocks between banks and
industry, especially for the years 1903, 1918, 1933, 1941, 1942
and 1958. Hagström (the author of the publit investigation) con-
cludes that several of the investigations are biased. A
tomparison  between 1942 and 1962 made by Hagström, shows, in-
terestingly enough, an increase in the number of interlocks
between the largest companies and banks.
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tion and the aggregated leve1 of the study. It also concentrates
on the largest banks and companies. 25

One study from 1986 discusses the relationships between different
performance variables and interlockings for 66 companies listed on
the stock exchange in the 1970's. Lundgren finds no significant
correlations between performance data and the degree of interlock-
ings. 26 The disadvantage with this method is that we cannot be sure
that there really is a direct, causal relationship between these
different variables." Also lacking  is a measurement of the board
size and the direction of the interlocks  in this tontext.

Although we cannot strictly  test the hypotheses mentioned above,
there seem to be interesting indications for further research based
on the Swedish sources.

Implications for further research

A more detailed study of the members of the boards, especially  in
terms of the members' age, professional background  and rate of
turnover is necessary. These variables can be studied in "broken
link" studies. This type of study tries to answer such questions
when and how often the interlockings are interrupted and if the
link is >broken  or continued after the retirement of an interlock-
ing director, the hypothesis being that if there is a resource
dependence, the organizations Will try not to break the link.

25 E., p.74.

26 Anders Lundgren, Handlingar och strukturer. En organisa-
tionsteoretisk studie av styrelsearbetets villkor i stora
företaq, Stockholm: Stockholm School of Economics, EFI, 1986, p.
195.

27 Lundgren, op. cit., p. 188.
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There is an interesting possibility to test some of the hypotheses
derived from the resource dependence school, sinte the Swedish
sources allows us to trace the amount of loans to the Company from
the loan-giving  bank. In order to have a better starting point for
further investigations, the database structure must be developed,
particularly in order to study the years before 1927. There is
still a need for further discussions about the causal relations
between different performance data and interlockings. We also do
not know in the present study the direction of the interlocking
ties.

In conclusion, there is a need for further research concerning the
complex research field of personal relations between banks and
industry. We also have to investigate not only the degree of
interlockings and the eventual relationships with different
organisational characteristics, but also the structure and the
development of the interorganizational network. It is als0
important to have a more sophisticated definition of interlocking
directorships, in order to study different personal relations and
their implications between banks and industry. A regional and lotal
perspective is also interesting in this perspective. This is, from
my point of view, essential in order to further develop and test
the network hypothesis - mentioned earlier - derived both from the
social elite perspective and the resource dependence school.
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APPENDIX A

1. Identity number of the Company.

2. Name of the torporation.

3. Share capital.

4. Year.

5. Location of the Company.

6 and 7. Loans to the Company.

8. Debt/equity  ratio.20

9. The lending bank.

10. Setond lending bank.

11 and 12. First and setond interlocking banks.

13. Total number of board members.

14. Number of interlocking directors with no direct connections to

a bank.

15. Number of interlocking directorates with direct connections to

a bank.

16. Sum of 15. and 16.

17. Sum of interlockings on the Company board.

18-23. Occupation/title of 15.(e.g. Chairman of the board, etc).

" The debt/equity ratio is defined as owner capital/owner
capital+total capital.
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