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Introduction 

 

Recently, growing interest concerning the interaction between the state and 

regulation of new technologies has evolved. Economic theory in the neoclassical 

sense have, however, not been especially helpful in giving answer to important 

questions regarding why the state initiate or change its policy towards new 

technology. Two main analytical traditions concerning the role and function of the 

state in the shaping of regulatory orders have dominated the discussion. The 

positive school emphasizes the state as the guardian of public interest, while the 

older versions of the normative school saw the state as captured by interest 

groups.1 However, the interrelation between the state and interest groups have 

lately been a matter of some discussion by social scientists, critical to the older 

static analysis of interest groups introduced by Olson. 2 In the recent discussion 

regarding the function of interest groups, the importance of ‘defining moments’ or 

‘windows of opportunity’ have been emphasized. The possibilities of interest 

groups to act in political situations characterized by uncertainty and crises have 

been of special interest. In this respect, the learning behavior of politicians facing 

a new situation has recently attracted attention by political economists. 3  Different 

modes of regulation are not only relatively stable institutions but old ones seem to 

influence the establishment of new ones as well as the process by which they are 

implemented. The existence of different ‘national’ modes of regulation suggest 

that some form of path dependence can bring us new insights to the actual process 

of regulation over time. These issues suggest that a path dependence approach 

will be of benefit in explaining various responses among politicians and private 

actors towards regulatory issues.  

In this paper we will address the question how to understand the 

historical development of regulation and which conditions create the development 

 
1 Dixit (1996). 
2 Olson (1965, 1982). 
3 Jonung (1999). 
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of governance and how do such orders change. We will illuminate our argument 

by studying why some European states choose to regulate, intervene, and 

subsidize network industries in different ways. 4  By doing so, it will be possible to 

further interpret the windows of opportunity and the role of interest groups vs. 

politicians in these respects. By using the example of early civil aviation in 

Europe, with special emphasis on the Swedish case, we will argue that the various 

patterns of state involvement neither can be considered only as a case of market 

failure, nor only as an example of interest groups actions since the different ways 

actors created and acted upon ideas of the role of the state in a new transport mean 

shows that the initial position of state involvement was not a clear-cut matter.5  

 

  

Regulations and Path Dependence 

 

Visible hand regulation is since hundreds of years a common feature of the market 

economy. Hence, the dismantling of the dirigiste mercantilist State during the 19th 

century did not at all mean total de-regulation. Rather a process of de-regulation 

occurred which implied the replacement of old forms of regulation with new ones. 

Nor did this mean that the State’s interference in market processes was seriously 

weakened. It is certainly possible to argue that the opposite occurred, namely that 

perhaps the most important precondition for the rise of a modern industrialised 

economy during the 19th century was the modern centralised State, which was 

able both to create new rules of the game and had the ability to enforce them, to 

invest in new infra-structures including communication networks, to open and 

develop new markets, invest in higher learning and education, etc.6 Much of the 

same can be said of the last two decades which everywhere has implied a quest 

for new regulative orders and the renewal of governance. The disruption of the 

Keynesian State has certainly meant that governance in many markets have 

changed radically. However, to speak of uni-lateral de-regulation is to neglect the 

 
4 See Millward & Singleton (eds) (1995), Foreman-Peck & Millward (1994) and Goldin & 

Libecap (eds) (1994). See also arguments in Magnusson & Ottosson (eds) (2001). 
5 Dobbin (1994) and Dunlavy (1994) are good examples of comparative perspectives on the 

development of railway policies in various countries. 
6 See also Magnusson (2001). 
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importance – as for example Stephen Vogel (1996) has reminded us - of all the 

new regulations that have appeared in the wake of the old ones.  

Hence in many cases – most pertinently perhaps with the 

communications industries - state monopolies have disappeared, which has led to 

much work to reconstruct these industries, to create a more competetive structure, 

etc. A major problem has, however, been – and still remain so – to understand the 

historical development of regulation. Which conditions create the development of 

governance and how do such orders change? A number of suggestions to 

understand such processes over time have been presented in different theoretical 

schools. However, neither market failure nor rent-seeking can satisfactorily 

explain all forms of governance and regulation change. Most certainly new 

transaction cost economics, by emphasising the role of contractual hazards for 

understanding the introduction of governance institutions, is certainly helpful to 

some extent (Williamson 1996, p. 5f). Hence, by insisting on the importance of 

bounded rationality and incomplete contracts by agents who are opportunistic or 

even open rent-seekers, we can also acknowledge the existence and even survival 

of quite irrational forms of governance – in contrast to the ‘old’ market failure 

argument. The main problem with this modern ‘new institutional’ view is that it 

neglects the historical dimension of regulation. Hence, different modes of 

regulation are not only relatively stable institutions but old ones seems to 

influence the establishment of new ones as well as the process by which they are 

implemented. This in its turn means that it is worthwhile to study the history of 

regulation. It is common among today’s scholars to acknowledge the existence of 

different ‘national’ modes of regulation. This implies that to recognise the 

importance of some form of path dependence in this case is necessary and will 

bring new insights to the actual process of regulation over time. 

It is clear that the concept of ‘path dependence’ is useful in order to 

understand the process of technological change. Without doubt, technological 

processes over time are characterised by lock-in effects by ‘historical accidents’ 

(David) or ‘small events’ (Arthur). However, as both David and Arthur make 

clear the alleged existence of path dependence also have consequences for 

standard economic theory. Thus, it is for example obvious that the existence of 
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path dependency upsets any standard neo-classical theory which does not admit 

the existence of positive transaction costs. In a world of zero transaction costs 

(and no increasing returns of scale) markets would be perfect and there would be 

no place for either path dependency or, for that matter, institutions (North 1990, 

p.93f). However, most economists today acknowledge the existence of transaction 

costs (for example information costs). Hence, it is possible that path dependence 

to some extent can be taken care of within a neo-classical framework (for example 

as more or less typical specifications of Marshall´s external economics). 

The notion of path dependency suggests that lock-in effects and sub-

optimal behaviour may persist and that history matters in explaining these 

deficiencies. Without doubt, in an (economic) world of path dependency, positive 

transaction costs and perhaps also a high degree of uncertainty there is no 

guarantee that rational and maximising behaviour will lead to efficient (economic) 

solutions. Hence, by adding the purposeful actors to the picture Douglass North 

argues that ‘…(t)he increasing returns characteristic of an initial set of institutions 

that provide disincentives to productive activity will create organizations and 

interest groups with a stake in the existing constraints.’ Moreover, North points 

out that in this sense purposeful action may lead to the preserverance of both 

productive and unproductive paths (North 1990, p. 99). 

In an even more radical fashion, Hodgson for example, has stated 

that the existence of path dependency not only illustrates the possibility of a 

number of different equilibria outcomes, but that it also undermines the belief in 

the selection principle as a means to achieve efficient outcomes in the long run. 

This means that it is not possible to regard ‘natural selection’ - as it was presented 

by Friedman and Alchian - as a last instance safety net to guarantee that the 

market, regardless of the existence of path dependency, will pick the most 

‘efficient’ solution after a process of trial and error characterised by brute 

competition. Hence, as we have seen, the argument is not seldom that the 

admittance of path dependence have a number of implications for standard 

economic theory. This however raises a number of pertinent questions. Is it 

possible to be a bit more specific regarding the consequences of the introduction 

of the concept ‘path dependence’ into economics? What is path dependency more 
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exactly and to what extent can it be regarded as a challenge to standard neo-

classical economics? 

Confronting the issue to what extent path dependency is a challenge 

to standard (neoclassical) economic theory, Liebowitz and Margolis in an 

important contribution have suggested that the phenomenon of path dependency is 

best handled within traditional (neo-classical) economic analysis (Liebowitz & 

Margolis 1995, p. 206f). In order to amplify this argumentation they introduce 

three different forms - or ‘degrees’ - of path dependency, mainly differing because 

of different levels of available information. In the first two instances the situation 

of path dependency (the first and second degree of path dependence) is most 

easily cleared within a neo-classical framework. 

The third degree of path dependence depicts a situation when the 

actor may be well aware of that better (more efficient) alternatives exist but still 

rejects them and instead choose the path-dependent outcome. While the first two 

degrees of path dependency are consistent with neo-classical rational behaviour 

leading to predictable and (at least bounded) efficient solutions, the third degree 

of path dependence is obviously not compatible with a neo-classical framework of 

interpretation. Although such behaviour may exist, Liebowitz and Margolis 

argues, it is highly unusual in real life situations. Instead in most cases path 

dependence can either be explained against the background of the first or second 

degree of path dependence. 

With reference to Nelson’s and Winter’s discussion of routines, we 

must furthermore acknowledge that such rule following mechanisms can be long-

lasting (Nelson & Winter 1982). Moreover they are most certainly introduced 

when actors make their choices facing a high degree of uncertainty and imperfect 

information. In order to illustrate the validity of the claim that also third degree 

path dependency is common, Rutherford presents a number of examples such as 

that many firms follow rules in this sense, that many consumers tend to stick to a 

certain consumption pattern despite changes in relative prices, that voters take 

time to take place in elections although they know that their vote make no 

difference and that non-voting carries no or very small social disapproval, that 

many persons follow ‘...a rule of honesty or of proper behaviour despite 



 6 

opportunities to violate the rule to his or her own advantage and remain 

undetected.’ (Rutherford 1994, p. 54). To this we can also add what Douglass 

North has especially emphasise: the fact that many people tend to stubbornly hold 

on to ideologies, many times without better reason than that they have always 

done so (North 1990). Certainly, as Rutherford points out, it would be 

theoretically possible to make such genuine rule following consistent with a 

rationalist behaviour if only we adjust the individual´s utility function (for 

example the desire for honesty or for that matter of rule following). To what 

extent this would also supply a rationalist explanation of the adherence to the rule 

is, to say the least, an open question (Rutherford 1994, p. 54). 

Most certainly, we must add, Liebowitz and Margolis are certainly 

right in that if ‘path dependency’ is to serve as anything more than a catchword 

for sweeping criticism of neo-classical economics, it is important that we try to be 

more specific regarding its theoretical status. Hence, it seems clear that path 

dependency in its third aspect - path dependency as ‘genuine rule following’ - can 

not be said to be satisfactory handled within a neo-classical framework. This is 

especially the case as ‘genuine rule following’ is more common than Liebowitz 

and Margolis wants to admit. Hence, we might agree with Rutherfords judgement 

‘ (t)hat such genuine rule following behaviour exists is now widely accepted’. 

Furthermore as Jon Elster has argued social norm behaviour - in the sense of 

genuine rule following or path dependence of the third degree - must alongside 

with altruism, envy and self-interest be acknowledged as the basic ‘cement of 

society’ 1989, p. 287): 

While there is certainly much to be gained by introducing path 

dependency/genuine rule following into economics there are certainly also some 

problems which should not be taken lightly. One question already dealt with is to 

what extent path dependent behaviour or choice replaces rational behaviour. As 

Liebowitz and Margolis has argued it is fruitful in this context to distinguish 

between different forms of path dependency while at the same time argue for - in 

contrast to them - that genuine path dependence and rule following is a quite 

common feature in social society. Secondly, it might seem natural to think of path 

dependent situations in a world of uncertainty and when information is socially 
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selected; but how then does change occur? When is the path abandoned, and for 

what reasons?  

Several scholars have recently argued that one way to start might be 

to acknowledge the existence of punctuated equilibrium situations (Gersick 1991; 

Andersen 1994, Nelson 1994). However, a problem with this approach is its focus 

on merely external factors (chocks) in starting the rapid process of change (Thelen 

and Steinmo 1992). The question is of course whether such change can occur 

from internal causes, for example by some kind of adaptive rationality model as 

for example suggested by Rutherford (Rutherford 1994, p. 80; Heiner 1983). 

According to such thinking adaptation and learning occurs over time. Adaptive 

behaviour and learning will in turn ensure change and cam even lead to the 

abandonment of a certain path. An advantage of this approach is that it stresses 

small and gradual changes over time – and not merely external shocks.  

The role of adaptation and learning in economic life has of course 

been discussed intensively during recent years and is inherent in much 

evolutionary theory – including the Nelson and Winter approach. However, there 

are at least two questions that might be put in this context. First, to what extent 

adaptive learning is really possible given biased and path determined information? 

In its strongest version this doubt would come close to deterministic approaches 

such as structuralism or social constructivism. Hence a number of epistemological 

questions could be raised in this context, for example to what extent knowledge is 

cumulative, how determinate social codes are, etc. Most certainly, it is impossible 

to give a definite answer to such questions which since long have contributed to a 

seemingly endless controversy between economics and sociology (Vanberg 1994, 

p. 11f). Secondly, as for example Groenewegen and Vromen have argued it is 

crucial to understand whether and to what extent adaptive learning (they use the 

firm as an example) should  be seen as a parallel to a Darwinian selection 

mechanism, i.e. that inferior ideas, strategies or paths will be abandoned and the 

better adopted by selection. They argue that learning on the whole is contextual 

and that there exists path dependencies in human learning. Thus there is no a 

priori reason to believe that any evolutionary mechanism exists which will hinder 

positive feedback. However, even though the role of history and the feedback 
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mechanism itself might prevent the search for better rules as well as lead to that 

adaptation of new rules occur too slowly in relation to a changing environment 

they argue that learning might lead to change, i.e. to the adoption of a better 

solution and a change of path. The reasons for their somewhat eclectic standpoint 

they summarise in two points. First, they point to the fact that there exists a 

number of learning theories which widely differs on the determinacy of contextual 

and path dependent learning. Secondly, they argue that individuals may employ 

‘different learning rules in different situations’. Hence the motivation of agents 

may differ regarding the ‘appetite for exploring fresh alternatives’. Under what 

circumstances such motivations differ they do not really discuss but instead 

propose ‘further process analysis.’ (Groenewegen and Vromen 1997, p. 54f). 

Perhaps a general way of dealing with the problem of path 

dependency and change could take its point of departure from social science 

discussions during recent years regarding the relation between structure and 

agency. Within this discussion – which includes partakers such as Giddens, 

Macintyre and Bhaskar – an attempt has been made to replace structuralism by a 

more praxis-oriented view of the interrelationship between structure and agent.7 

Moreover, political institutionalists have also in recent years moderated the 

discussion by emphasising interaction processes between actors and structures, 

and discussing the role of internal and external factors as well as gradual and 

abrupt patterns of change related to processes of historical evolution (Thelen and 

Steinmo 1992).  

There may be different solutions to this dilemma but it is certainly a 

first order issue if path dependence shall become really useful as a tool for 

understanding economic reality that the role of change is further elaborated. As 

we know from historical experience paths are followed but also abandoned. 

Hence, besides (punctuated) accidents we must acknowledge both the role of 

purposeful actors as well as the existence of strong positive feedback mechanisms. 

We still know too little to give each factor its proper weight as well as how they 

interact in real economies.   

 
7 For Gidden’s still very relevant discussion on these issues, see especially Giddens (1984), 

chapters 1 and 2. 
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We have so far seen that path dependence can be a useful tool for 

understanding technological development as well as serve as a challenge to 

standard economic theory. Lastly here the question will be put whether this 

concept also can be of use for understanding the trajectories of policy regulation. 

In an important contribution to the study of regulation Dixit has emphasised the 

role of transaction costs when introducing and implementing new regulations. His 

point of departure is that the political process in principle should be looked upon 

as a principal-agent problem which takes place in real time: ‘What we can do is to 

understand how the whole system consisting of markets and governments copes 

with the whole set of problems of conflicting information, incentives and actions 

that preclude a fully ideal outcome’.(Dixit 1996, p. 3). Hence, any introduction as 

well as replacement of governance or governance regimes will lead to costs as 

well as gains. Whether there will be a net gain or a net loss is a large extent an 

empirical question. Without doubt, a substantial part of the costs involved are of 

the kind which we commonly recognise as transaction costs. Moreover, as 

politicking – which for example Gary Libecap reminds us of (Libecap 2001) – is 

strongly characterised by contracting in a world of uncertainty where (political) 

actors often prefer to put forward incomplete contracts to pursue their own or 

other’s (special) interests, it is likely that high transaction costs will lead to that 

people tend to abide to some form of rule following, including ‘genuine rule 

following’. Without any doubt, this will tend to enforce behaviour which we 

might want to call ‘path dependent behaviour. Hence, it seems very fruitful to 

study the role of rule following as well as path dependence in political processes, 

for example when new governance rules are introduced and perhaps most 

pertinently during the process when they are implemented.  

Rational choice theory has so far been the main challenger to 

sociological organisation theory in order to understand how politics is made and 

implemented. Also some institutionalists among political scientists have tried to 

disentagle how (political) institutions, rules etc shape the outcome of the political 

process, governance, etc.8 However, there seems to be a gap here between more 

crude ‘rent-seeking’ theories and institutional approaches which might be 

 
8 A brief overview of different modern theories of regulation is given in Baldwin & Cave (1999). 
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combined to some extent if we introduce an understanding of the political process 

as a process in which governmental and other governance bodies operate in a 

situation of uncertainty and incomplete contracting. 

How can we then make use of the concept ‘path dependence’? 

Political and institutional historians as Theda Skocpol and others have since long 

emphasised the role of history to understand how governments and administrative 

bodies operate; their basic conclusion is that here as elsewhere ‘history matters’. 

Others have spoken of ‘national’ traditions of governance in which the past play 

an important role for the subsequent development of regulation - much in the 

same manner as when historian’s of technology talk about ‘national innovation 

systems’, etc. For example Arne Kaijser has detected a special ‘Swedish’ regime 

of governance, an ‘infrasystem’, for railways, electricity and telecommunications.  

More specifically, he argues that in Sweden there existed ‘a relatively stable’ 

institutional regime for infrasystems from the 1850s to the 1970s which was 

‘changed considerably’ during the 1980s and 1990s (Kaijser 1999, p. 224). 

Change -- he argues -- can come both within the system as a consequence of 

different forms of friction as well as from the outside in the form of great 

technological leaps, political change, etc. 

Hence, path dependence, ‘history’, undoubtedly plays an important 

role in understanding political processes as well as governance over time. 

However, when also adding uncertainty and incomplete contracting to the picture 

we are able to understand better why different forms of rule following (path 

dependence) is pursued in certain cases and not in others. In accordance with what 

was said earlier such rule following occur in cases when there is a ‘radical’ or 

even ‘structural’ uncertainty (ignorance?) (Langlois 1989, p. 228) and the process 

of contracting is a very complicated matter to understand indeed. Moreover, by 

using these different theoretical tools we might also be better equipped to grasp 

why and for what reasons rules are abandoned. In this case we certainly must 

acknowledge the role of new technologies etc, for arriving at a situation of 

‘punctuated equilibrium’. However, there are also ‘internal’ factors of great 

importance in this case. As for example Douglass North has emphasised, different 

incentive structures are closely connected to the formal and informal ‘rules of the 
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game’ ( i.e. institutions) (North 1990). As many historical records seem to suggest 

the competition of economic entitlements seems to have been especially severe in 

cases where property rights were less developed and when incomplete contracting 

occur. 9 Moreover, in such cases we can be assured that conflicts between 

different interest groups appear in an acute and open form. Such conflicts in turn 

propel change and might lead to changes in governance and regimes of regulation. 

Without doubt, this seems to be one way which determine the paths of governance 

and policy regulation. 

The main theme of this paper is that it is important to apply a longer 

historical perspective, both in identifying formative moments of regulatory 

settings and when discussing the forces which bring about changes of institutional 

change. The small export-oriented Swedish economy will be used as a role model 

to illustrate this theme. The much discussed Swedish model combined, up until 

the 1990s, a remarkable economic growth  with strong regulation of various 

important sectors.10 One way of describing this model os to look at it as a 

compromise between labour, capital, and the State. Hence the Swedish model 

implied state regulation of specific markets (finance, housing, transportation) and 

during some decades after World War II, there existed ambitions to plan the 

economy at the macro level. To some extent also state owned enterprises were 

part of the picture. The number of state owned enterprises remained however 

small in Sweden compared to for instance in France. Sweden has since long been 

one of the most corporatist countries in Western Europe, together with e.g. 

Austria, mainly due to its strong and influential trade unions. The structure of 

political decision-making made the ’Swedish Model’ synonymous with a 

corporatist state. Up until the early 1990s, the Swedish transport and 

communication sector was considered one of the most regulated in the Swedish 

economy. Above all, the relations between the Government, politicians, different 

 
9 See for example the seminal analysis by  Gary Libecap, which has been followed by many other 

studies. 
10 The Swedish Model has often been used in three other meanings; as a metaphor for a growing 

market economy, where the unions and the employers’ organisations have reached centrally co-

ordinated agreements. Also, the Swedish model has been described as middle way between 

socialism and capitalism. Another interpretation suggests that a general welfare model might be a 

good description of the Swedish model (Magnusson 2000, Murhem & Ottosson 2000). 
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agencies and private interests, as well as the way in which decisions have been 

made in this sector, are central to the contributions.  

Going back to the late 19th century, the role of the State was 

important in several respects when Sweden became a successful and export-

oriented late-comer during the first industrial revolution. First, the state was a 

crucial actor in financing and initiating several infrastructure projects, such as 

canals and railways. Second, during this initial phase of the modern Swedish 

economy close connections between private interests and the State were formed. 

During the second industrial revolution the division of labour between the state 

and the private actors in Sweden became even more pronounced, especially after 

the formative agreement between the labour unions and the national employers’ 

organisation in 1938, the so-called ‘Saltsjöbaden agreement’. This agreement 

implied that the State distributed economic growth created in the private sector 

(Magnusson 2000).  

Also, in several network industries the State became more dominant during 

the interwar years,  for instance as guardian of  various aspects of  economic 

activities. This role of the State in the transport and communication sector was 

however not self-evident. On the contrary, from the introduction of modern infra-

structure systems during the late nineteenth century and early twentieth century a 

dual model, permitting both private and state ownership, was developed (Kaijser 

1994). This model gave the State a central but not dominant role in regulating and 

owning such industries. In several cases, private actors were allowed to enter the 

market. The state acted as owner and as a regulator. Hence the invisible hand of 

the market was allowed to work in parts of each industry but was strictly 

regulated. Moreover, the Swedish model of dual infrastructure systems, where 

both private actors and the state coexisted in several network industries, was 

partly found also in the other Scandinavian countries (Thue 1994). However, 

during the first decades of the twentieth century several of these systems were 

nationalized but in some sectors a quite different development took place 

permitting both private and public ownership.  

 After the Second World War, macro economic planning together 

with ambitions of regulating several areas of the economy evolved. Several 
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economists have argued that the large amount of regulations implemented 

contributed to a slower economic growth, due to less competitive markets in 

Sweden (Lindbeck 1998, Fölster & Peltzman 1995, Krantz 2000). The 

development of various heavy regulated sectors of the economy was a fact up 

until the late 1980s and 1990s when a new era of the Swedish economy was 

entered, with a number of industries being deregulated. Also now, the role of the 

state was crucial since new regulations and new institutional settings were 

formulated by public actors. 

Of course, the ambitions of the state regarding economic activities 

was not limited to only regulating various industries. It also included investment 

activities as well as distribution of subsidies. One of the most interesting aspects 

in this respect concerns how such measures were initiated, or changed, by public 

actors. Was the process of growing ambitions regarding what the state could – or 

should - do a reflection of market failures? Or was it a reflection of interest groups 

interacting with the state in a process where the actors’ primary concern was rent-

seeking?  

The empirical Swedish case deals with the question how institutions 

and regulations were formed in the transport and communications sector in 

Sweden during the 20th century. The period embraces both the first and the second 

industrial revolution, and includes structural changes in all transport and 

communications markets. This period also covers the emergence of regulations in 

several network industries. We would therefore suggest that the cases from 

Sweden shows a rather nuanced picture of a complex historical process.  

Also, these stylized cases illustrate various policy implementations 

chosen with marked ‘policy styles’ (to paraphrase Hughes (1988)). Differences 

between policy decisions and their implementation suggest that taking account of 

different institutional settings, a complex network of actors, as well as specific 

historical factors give us more explanatory power in analyzing the development of 

policy actions. Indeed, policy decisions are often the result of a dynamic process 

where such decisions often reflect a complex change in the relation between 

formal and informal institutions and the actors themselves. These decisions were 

the result of a process ranging over a long period of time with several shifts in 
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arguments, policies chosen, and implementation. In almost all cases, the processes 

reflected neither broad public interest nor narrow self-interest. Comparing the 

development of policy actions in the sectors studied the main difference is the 

marked policy patterns as well as the policy shifts. The paths chosen towards 

public ownership and massive regulatory policies included several steps, as well 

as various mixes of regulatory regimes.  

In several Swedish network industries during the late nineteenth 

century and early twentieth century a dual model, permitting both private and 

state ownership, was developed (Kaijser 1994). This model gave the state a 

central, but not dominant, role in regulating and owning such industries. In several 

cases, private actors were allowed to enter the market. The state acted as owner, 

and as a regulator. The invisible hand of the market was allowed to work in other 

parts of each industry but was strictly regulated. The Swedish model of dual 

infrastructure systems, where both private actors and the state coexisted in several 

network industries, was partly also a Scandinavian system. However, during the 

first decades of the twentieth century, several of these systems were nationalized 

but in some sectors a quite different development took place. In the following, 

some remarks will be made regarding the factors behind the various degrees of 

state ownership in the case of civil aviation in Sweden. 

In the case of civil aviation, the state took several different positions 

towards state ownership, from a liberal phase towards more direct ownership, but 

finally sharing ownership both with other Scandinavian states, as well as private 

owners through the making of the airline company SAS (Scandinavian Airlines 

System) in 1946. In early civil aviation both airports as well as civil aviation 

companies were private, a state of the art soon to be changed, since several 

airports were publicly owned, either by the state or the local municipality. Also in 

this case, as compared with the developing telephone market, the Swedish 

parliament and government were fairly passive during the first decade of this 

emerging technology, which entered Sweden for the first time in 1909. The 

Swedish Aeronautical Association was founded in the year 1900 by promoting 

early airships and balloons. (Svenska Aeronautiska Sällskapet) This society was 

the most important body to promote the interest in the art of aviation, and later on, 
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the regulation of this technology. The society was the forum and a club of military 

officers, engineers, financiers, early aviation industry entrepreneurs, as well as 

active pilots. Often, these early Swedish enthusiasts were industrialists, pilots, and 

military officers, all at the same time (for example, Carl Cederström and Enoch 

Thulin). This organization, which started in 1900, eventually became a meeting 

point for flying enthusiasts. 

 This Association was also important in promoting the first legislation regarding 

air traffic in Sweden, as well as in initiating Scandinavian cooperation regarding 

air traffic regulations in 1918. The small group of key people in this Association 

was also appointed to sit on various state committees, which initiated the first 

legislation. One key person in this organization was Karl Amundson, a Swedish 

officer, the First Chief of the Swedish Air Force in 1925. Other important people 

in this respect were those behind the first airplane industries; engineers, 

entrepreneurs, and military officers trying to start regular airline companies. It 

was not until the early 1920s that Sweden approved the first civil aviation 

legislation. Key parts of the governance structure were influenced by the model in 

maritime transport, with harbors owned by the state, and the shipping companies 

run by private entrepreneurs. Another important part of this new legislation was 

the creation of the first forerunner of a state agency, dedicated to the regulation 

and monitoring of Swedish civil aviation. As shown above, these duties were 

performed well over a century by a private association. This association was also 

deeply involved in the design of the new agency.  

 Another important aspect concerns the important role of other state agencies in 

the making of a new means of transport. Two state agencies, the Swedish Post 

Office and the National Board of WaterPower, were crucial in promoting early 

Swedish aviation. The Swedish Post Master General early became a keen 

ambassador of aviation, by subsidizing civil aviation companies through generous 

airmail fares. The Swedish Post Office became one of the key players in the 

development of this new technology since they saw several reasons in promoting 

flying activities. It was possible to speed up the mail service, the Post Office was 

also early in adopting other new means of transport. Also, the Post Master 

General was interested in flying and knew the leading Swedish flying pioneers at 
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the time. The National Board Of Water Power started its own civil aviation 

service in the early 1920s in northern Sweden, after the failure of a private 

company to promote the necessary service. The Board first tried to find the best 

flying company among several competitors. However, the flying conditions in 

north Sweden was worse than the relatively small private company expected. This 

private failure led to the conclusion at the Board that they themselves should start 

a regular airline service for a limited period. 

The civil aviation lines were privately owned with state subsidies mostly 

through airmail subsidies up until 1924. After this point, a private firm was 

granted monopoly rights. However, due to financial difficulties and growing state 

subsidies, the state wanted more influence over the company. They bought the 

company in the mid-1930s. However, part of the shares was still privately owned. 

During the Second World War, a private company, SILA, was founded by the 

largest private industries in Sweden, preparing the ground for civil aviation 

transatlantic traffic. The reason for the political acceptance of starting a new 

aviation company was due to political reasons. Since Sweden was neutral during 

the war, it was considered politically sensitive to give the state owned company 

ABA an assignment to negotiate with the US regarding intercontinental flights. 

Instead, it was considered better to give this task to a private firm. Discussions 

between the prime minister and the banker Mr Marcus Wallenberg resulted in the 

making of SILA in 1943. After successful negotiations in the US, the comapny 

was prepared to start intercontinental flights after the war. Due to earlier 

agreements among the Scandinavian airline companies before the war, plans to 

start a new company aimed at intercontinental flights from Scandinavia to the US 

took form. The three countries Denmark, Sweden and Norway after long and 

complicated negotiations finally started this company in 1946. During the 

following years new problems arise. The two Swedish companies ABA (state 

owned) and SILA (private owned) merged. Also, the three countries decided to 

fully integrate also the European traffic in one single jointly owned company.  

Both the various phases of state intervention in the civil aviation as well as the 

complicated negotiations between the two Swedish companies, two other 

Scandinavian companies, and three governments, show us conclusively how such 
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complex patterns might be difficult to explain in the light of the positive and 

normative theories mentioned above. This is also particularly clear when 

analyzing the complex roles of several state agencies in promoting a new means 

of transport. 

The case of the growing civil aviation industry in Sweden could of course be 

analyzed by interest group theories to some extent, while the process of 

nationalization might be further understood by normative arguments regarding 

market failure. However the dynamics of the process, and the strategic role of 

other state agencies, such as the Post Office, in promoting the new means of 

transport point to the need for complementary models. This is also the case 

regarding the entrance of new private actors in the 1940s, marking the start of the 

SAS process. This process actually made the Swedish State share the ownership 

with two other governments and private actors. 11 

The Swedish case of early civil aviation illuminates a complex web of actors 

and entrepreneurs interacting with the State in the process of building new 

institutional settings. Also, the subsequent changes of State involvement require 

more discussion of the learning processes involved in the interaction between 

politicians and private actors. I suggest that patterns of state intervention in one 

country can be traced to institutional arrangements in other sectors.  Also, such 

state intervention patterns were inspired by the development in other countries. 

Both these issues points towards a more dynamic approach in explaining 

responses among politicians and private actors towards the art of commercial 

flying.  

 

 

Conclusions 

 

 

The role of the state in regulating, intervening and subsidizing the infant Swedish 

civil aviation industry gives us insights not only in the processes of emerging 

 
11 See also Ottosson (2001) for overview of the history of Swedish civil aviation regulations. 
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technology and the positions taken by the state. 12  It also gives a good example of 

the complex learning processes when politicians try to cope with uncertainty and 

incomplete information. It also illuminates the making of interest groups as well 

as the role of entrepreneurs entering the political arena. The example of early civil 

aviation also suggest that the political options were not clear-cut. The natural 

monopoly argument was one of several options available, but was not chosen 

immediately. Instead, a short period of relatively low entries, several competing 

private companies were allowed. The question of state ownership entered the 

political scene at different stages in various countries. The role of subsidies was 

debated, and not uncontroversial. However, several countries adopted very soon a 

generous policy towards the new companies.  

 

When comparing the development of some early European civil aviation 

companies, the first conclusion is that the first six to seven years after the first 

world war was characterized by a rather liberal policy, especially regarding 

subsidies and the question of private ownership. Indeed, in the cases discussed 

above, private initiatives and also semiprivate regulations were at hand. During 

the formative 1920s, the policy changed in a number of countries regarding 

subsidies to the new aviation companies. In some countries a number of private 

airlines received subsidies, while in others only one company was the ‘chosen 

instrument’. After merger processes, the newly formed monopolies could be both 

private, as in England and Sweden, or state owned, as in Germany. It seems that 

the politicians were influenced by the actions of other agencies regarding both the 

sums and the principles in giving subsidies to aviation companies. 

The differences between the making of policy decisions and 

implementation suggest the fruitfulness of taking account of different institutional 

settings, a complex network of actors, as well as the specific historical factors. 

This gives us more explanatory power in analyzing the development of policy 

actions chosen, compared with the two static models mentioned in the 

introduction. Indeed, policy decisions are often the result of a dynamic process, 

where such decisions often reflect a complex change in the relation between 

 
12 See Vietor (2000) for a review of the factors behind the American regulatory patterns. 
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formal and informal institutions and the actors themselves. These decisions were 

the result of processes ranging over a long period of time, with several shifts in 

arguments, policies chosen, and implementation. In most all cases, the processes 

reflected neither broad public interest nor narrow self-interest, although such 

factors also were important elements. It might be argued that the dynamic 

elements themselves in the interaction between market and politics as well as 

between private actors and public interest call for more sophisticated tools of 

analysis.13 

The case of civil aviation shows that the initial formative moment of 

various regulations of the industry took several years to emerge before a more 

permanent regulatory order appeared after the Second World War. This points to 

one critical question raised earlier in this paper, namely the crucial part of how 

new regulatory regimes appear in relation to old path dependent patterns. Our 

stylized example shows that the formative moment might be crucial for the initial 

conditions of a regulatory system and take place over a long period of time. 

The paths chosen towards public ownership and massive regulatory 

policies included several steps, as well as various mixes of regulatory regimes. 

The transition process from a period of free flying towards a more regulated 

governance regime in early European and Swedish civil aviation suggests that 

mechanisms behind governance changes might be better understood as a process 

of how politicians cope with new circumstances and new technology.  

The different ways actors created and acted upon ideas of the role of 

the state in a new transport mean shows that the initial position of state 

involvement was not a clear-cut matter. The Swedish case of early civil aviation 

illuminates a complex web of actors and entrepreneurs interacting with the state in 

the process of building new institutional settings. Also, the subsequent changes of 

state involvement require more discussion of the learning processes involved in 

the interaction between politicians and private actors.14 These issues suggest that a 

more dynamic approach might be of some benefit in explaining various responses 

 
13 Here, we would like to draw attention to Kreugers (1996) seminal work on American Sugar. 
14 This discussion is inspired by Dixit and Williamson’s notion of the role of transaction costs in 

the political economy. See Dixit (1996) and Williamson (1996). In this context, actors are acting in 

uncertainty, with bounded rationality, and the political contract is complex and incomplete.  
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among politicians and private actors towards regulation. This might also help us 

to better understand the constitution of new regulatory settings in relation to path 

dependent patterns. 
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