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This paper problematises the perception that enhanced competi- Received 26 October 2022
tion within the Swedish residential construction sector offers a Accepted 4 September
panacea to rising building costs and deteriorating housing afford- 2023

ability. The paper investigates the relationships between housing KEYWORDS

production, exchange, and consumption from three perspectives: Housing; residential

(i) an historical analysis of the residential construction industry; (ii) construction;

elite semi-structured interviews with stakeholders, and (iii) an competition; political
exploration of state crisis management. Instead of viewing compe- ~ economy; land; Sweden
tition within the construction sector as an isolated sphere, we

argue that the inherent unevenness within this sector needs to be

grasped in combination with broader political-economic develop-

ments. We claim that rising productions costs (particularly in the

tenant-owner sector) have been fuelled by soaring land prices, and

that this situation has provided fertile terrain for rent-seeking

throughout the housing supply chain. We conclude that calls for

more competition, both in Sweden and further afield, tend to over-

simplify the complex issue of housing provision and shroud more

fundamental housing system imbalances.

Introduction

Apprehension about the deleterious effects of weak competition in the construction
sector has been prevalent throughout the OECD for many years now (OECD, 2010).
After all, this is an industry which builds and maintains the essential structures and
infrastructures on which we all rely. But perhaps the segment of this industry which
elicits most unease among policymakers, regulators, and households, is the residential
construction sector.

This paper critically explores the nature and dynamics of competition in the
Swedish residential construction sector from the mid-twentieth century onward.
Since the 1960s, at least eight Swedish government reports (SOUs), and a plethora
of other state agency reports have identified a lack of competition as a problem for
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housing supply and affordability (SOU 1968; SOU 1972; SOU 1982; SOU 1990; SOU
2000; SOU 2002; SOU 2015; SOU 2020).

The sector has historically been highly concentrated (Ball, 2014, p.38), with
significant entry barriers (Segerstedt & Olofsson, 2010, p. 348). It has also been
labelled oligopolistic (Emanuelsson, 2015). A report from the Swedish Competition
Authority (Konkurrensverket) revealed that, between 1993 and 2004, the Swedish
construction industry had ‘the largest number of revealed or suspected cartels’
(Konkurrensverket, 2004, p. 40) of any sector and, in a recent survey of those
‘active in the construction industry, Konkurrensverket reported that some 49 per
cent believe there are cartels and that 71 per cent believe there is corruption
(Konkurrensverket, 2019).

Sweden’s residential construction costs have been estimated to be some 70 per
cent higher than the EU average (Sveriges Allménnytta, 2021) - and, while the
construction sector as a whole is one of the largest contributors to GDP of any
single industrial sector (Byggforetagen, 2020), it is also among the least productive,
with productivity since the mid-1990s reducing, on average, by 0.2 per cent per
year (Konkurrensverket, 2018, p. 44).

Concomitantly, as house prices and mortgage debt have risen unprecedentedly -
during decades in which the ratio of new housing to population growth has significantly
lagged Sweden’s Nordic neighbours (Bergman & Nyberg 2021, p. 85) - scholars and
commentators have routinely decried the lack of affordable homes in Swedens cities
(Lind, 2016a).

The precise extent to which weak competition might contribute to sluggish
housing supply and worsening affordability is difficult to ascertain precisely
(Bergman & Nyberg, 2021). A slew of confounding supply-side variables — ranging
from planning and building regulations to the availability of buildable land (SOU,
2015) - make the task of modelling housing supply elasticities vis-a-vis production
costs and prices notoriously tricky (Englund, 2011, p. 47).

And vyet, the consequences of weak competition on housing supply and afford-
ability are widely asserted in Sweden and throughout the OECD. A report from
Sweden’s central bank identified weak competition as a major problem, claiming
that “..large construction companies [...] make use of their oligopoly position
and charge higher prices, which holds back construction” (Emanuelsson,
2015, p. 62).

These reports, articles, surveys, and official investigations all point to classic
examples of market failure, and there is widespread agreement among both domestic
agencies (SKR, 2020) and intergovernmental organisations alike (OECD, 2019, p. 6)
that weak competition, alongside other supply-side maladies such as restrictive
land-use, burdensome planning procedures and rent regulations (SOU, 2015), are
detrimental to the functioning of the Swedish housing market.

There is also widespread agreement regarding the remedies to said maladies,
which have been the same for decades: deregulating supply-side constraints (e.g.
those related to planning regulations and land) and promoting competition. While
scholars have robustly critiqued the view that ‘overregulation’ has contributed to
worsening housing accessibility and affordability (Rodriguez-Pose and Storper, 2020),
less attention has been paid to the role of competition.
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The main question this paper interrogates is: Will enhanced competition within
the Swedish residential construction industry necessarily alleviate the current prob-
lems associated with lacklustre affordable housing supply? In addressing this, we
explore the following sub-questions: What other drivers are contributing to worsening
housing affordability? What explains the widening production cost differentials
between different tenures in Sweden today? And how can we understand these
phenomena within their broader political-economic context?

We find the oft-prescribed solutions of promoting competition and deregulation
to address the problems of high costs, low supply elasticities and deteriorating
housing affordability, are often insufficient. If the official policy aim is to promote
housing affordability and accessibility — as the most recent investigation into com-
petition suggests (SOU, 2020) - then, the focus of policy makers and regulators,
we argue, should also be directed elsewhere, and not remain fixated on narrow
definitions and metrics of competition within the residential construction sec-
tor alone.

While acknowledging that the sector is indeed concentrated, and that the effects
of concentrated market power are by no means benign, we claim that arguments
calling for more competition as a remedy to Sweden’s housing sector malaises rest
on two incomplete assumptions. First, the notion that housing markets perform like
any other markets. And second, that correctives (such as encouraging more active
firms) can be readily applied so that resources can be allocated more efficiently to
address housing market imbalances.

We argue, in line with Rodriguez-Pose and Storper (2020), that even in national,
regional, or urban contexts where increased competition may lead to increases in
aggregate housing supply, this is unlikely to translate into any straightforward
improvements in affordability (ibid.), in a context of thirty years of (nigh) unre-
strained credit growth and constrained land supply (Ryan-Collins, 2021).

The paper is structured accordingly: Section one provides a theoretical exposition
of competition in the housing sector. Here we claim that the relationship between
competition, costs and prices needs to be grasped in combination with the broader
political economic milieu and the ensuing competition for development gains and
rents (Duncan, 1986), which spans the entire housing chain.

Section two explores the peculiarities of the residential housing market and how
changes in market structure have developed in relation to broader changes in
Sweden’s political economy through time. Using policy document and report analysis,
we show how modes of competition are spatially and temporally contingent, and
that recent increases in the number of firms has not increased housing affordability.

Section three provides an actor-based perspective, based on semi-structured inter-
views with developers and contractors. Here we see further how competition is far
from static; how it varies geographically, in different market segments, and depending
on contracting type, procurement form, extent of vertical integration and project
size. We also see how few actors gain from lowering costs during periods where
housing prices are high and rising.

Section four analyses housing costs and prices across tenures in relation to state
governance and crisis management. In crisis periods, such as 1990-94, 2008-2009
and 2020, the Swedish state has reliably intervened to defend the established nexus
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of property and wealth. Rising costs, we argue, should rather be analysed within a
broader framework of ongoing competition within and beyond the sector.

We conclude by arguing that a transformation of the residential construction
sector may well be warranted but that, in terms of questions related to costs, prices,
and affordability, the required transformations are likely to have limited effect without
changes to Sweden’s broader political-economic model.

Competition as a static state or dynamic, contingent process?

Competition is central to justifications for using markets to allocate resources effi-
ciently, but while the ostensive benefits of competitive markets have been extolled
by state and non-state actors and agencies alike, there is surprisingly little agreement
surrounding the concept (Arora-Jonsson, Brunsson and Hasse, 2020); or indeed its
measurement (Ergen & Kohl, 2019). As Peter Neary notes, ‘competitiveness is an
elusive concept’ (Neary, 2006, p. 197).

Firms can compete in various ways, including through price, quality, brand loyalty,
and innovation, depending on how the market is defined. Structural measures and
performance measures (OECD, 2021)! are two main approaches to measuring com-
petition, with the former approach focusing on observable structural characteristics
of a market such as market concentration and entry barriers (Martin 1993, p. 451),
while the latter approach considers mark-ups and profits as proxies for assessing
competitive conditions (OECD, 2021).

Interpretations of these measures are not straightforward and can be interpreted
in mutually inconsistent ways (Christophers, 2016). For instance, above normal
profits or increased concentration can be a sign of weak competition or the exact
opposite — a highly dynamic, innovate market, which has pushed out weaker firms
(Schumpeter, 1943/2010).

The challenges of measuring competition are particularly pronounced in interna-
tional comparisons (Ergen & Kohl, 2019), due to differences in measurement and
interpretations, and low statistical reliability (Lind, 2016a), and the nature of housing
as a ‘singular and peculiar commodity’ (Arnott, 1987, p. 960). The combination of
spatial fixity (ibid., p. 960), low supply elasticities, long production times (Ball, 2014,
p.4; 1988), and the bespoke nature of the multitude tasks which construction actors
carry out on any given project (Warsame, 2009, p.154), adds to the difficulties of
applying standard models. Indeed, most unlike other consumer durables, ‘construction
levels do not seem to be impacted by construction costs’ (DiPasquale, 1999, p. 15),
and prices do not appear to be sufficient in explaining levels of new construction
(ibid., p. 22).

Here, following Brett Christophers, we view competition as a dynamic process
contingent on broader social and economic relations of property and wealth, rather
than an abstract static state or condition (Christophers 2016, p. 54). Such an
approach differs from traditional government reports, which often reduce compe-
tition within the residential construction sector to ambiguous statistical proxy
measures analyzed in isolation from the broader political economy. When compe-
tition is taken for granted as an abstract state (or aim), we learn very little about
how it actually works.
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We view competition here as what the multitude of actors in the housing pro-
vision nexus actually do in the race to extract profits. Sometimes, competition is
expressed as open rivalry, other times through collaboration and cartels: everything
to compete for profits and market share (Shaikh, 2016). In this understanding, as
Christophers notes, competition and monopoly are ‘co-constitutive of one another’
(Christophers, 2016, p. 50).

Anwar Shaikh, like Christophers, rejects the dichotomy between competition
and monopoly explicitly, arguing that capitalism is neither constituted by ‘perfect’
competition or ‘monopoly’ capitalism, but what he terms ‘real competition’. Real
competition ‘pits seller against seller, seller against buyer, and buyer against buyer.
It pits capital against capital, capital against labor, and labor against labor. It
operates not only on prices and profits but also on wages and rents’ (Shaikh 2016,
p. 260).

For our present purposes, we must look beyond analysing supply-side market
dynamics in isolation of the workings of the housing sector and wider political
economy (Harloe & Martens, 1984, p. 268), and instead focus on the ‘inter-relation
between production, exchange and consumption, and the social relations involved
therein (Ball & Harloe, 1992, p. 4). The relationship between competition, costs,
and prices in this continuum, then, necessarily needs be grasped in combination
with broader patterns of accumulation in which the competition for value appro-
priation (Duncan, 1986, p. 17) spans the entire housing chain from production,
through to exchange and consumption. As Simon Duncan notes:

The question then is who will appropriate this value realised on sale — the original
landowner (who realised what was going on in advance of building), the builder (who
sells the houses), the state (which normally provides the infrastructure allowing sales)
or [...] the consumer. (Duncan, 1986, p. 17)

In addition to struggles between capital and labour, competition extends both
vertically (from landowners, through to the developers, building contractors,
sub-contractors, and buyers) and horizontally between these actors, crucially, medi-
ated by the state at both local and national levels.

We explore these intricate and uneven interactions through time, tracing the
tendency toward growing concentration within the residential construction sector
throughout the mid- to late-twentieth century during an era in which Sweden’s
system of regulation attempted to guard against speculation (Elander, 1991, p. 30).
We explore how these dynamics changed as Sweden’s social market model (Kemeny,
1995) entered a period of protracted crisis during the 1980s and in the aftermath
of the Swedish Banking Crisis, and demonstrate how - under conditions of falling
real interest rates, permissive mortgage lending, widening socio-economic inequalities,
and a retreat of the state from housing provision and financing - the competition
over value appropriation is key to understanding the relationship between supply,
costs and prices.

As competition is always context-dependent, we start with some background on
the Swedish construction sector and the peculiarities of the construction and land
market, with a view to showing how the intereaction between broader housing
regime changes and residential construction are mutually co-constitutive.
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Background: the Swedish residential construction sector

At a glance, with around 27,000 active contracting firms, of which over 80% have
fewer than four employees (Byggforetagen, 2023), it might seem that the Swedish
construction sector of late is highly unconcentrated. However, when one looks at
market shares and profits generated within this sector, and in specific market seg-
ments, such as multi-family dwellings, a different picture emerges.

Four companies Peab, NCC, JM and Skanska have historically (and still today)
been the largest house-building contractors. These are often labelled the Big Four,
although Norwegian-owned Veidekke has recently replaced JM in the top four. The
Big Four accounted for over 12 per cent of net profits generated within the entire
construction sector in 2018, but that figure had been as high as 26 per cent in 2016
(SCB, 2020; JM, 2023; NCC, 2023; Peab, 2023; Skanska, 2023). A mere 0.1 per cent
of construction enterprises (categorised as ‘large enterprises’) contributed 21.4 per
cent of gross value added (Eurostat, 2020), making this one of the most concentrated
sectors in Europe.

This degree of firm concentration is not a new phenomenon (Barlow & King,
1992), and dates to the development of Rehn-Meidner model, a political economic
plan adopted by the Social Democratic party in the early 1950s (Ryner, 2002, p.
86). Stagnating and weak firms were ‘punished’ (ibid.) by the enforcement of higher
wages and active labour market policies. Low productivity firms were absorbed by
more productive, (often) larger firms who were then able to pay higher wages
(Erixon, 2010, p. 681). This, as Ball notes, produced °..huge vertically-integrated
industrialised firms [that came] to dominate the industry under state patronage’
(Ball, 2014, p. 38, emphasis added). In the late-1960s some companies controlled
the entire supply chain - from raw material extraction, building material production
to construction and development (SOU, 1968).

Another facet of state patronage included interest rate subsidies on State Housing
Loans (SHL). These covered between 22-30 per cent of the mortgageable value of
the development project (Duncan, 1986, p. 21), depending on the tenure form, and
were central to Sweden’s social market model of regulation (Kemeny, 1995). These
loans, which were allocated at below market rates of interest, alongside a complex
nexus of national and subnational building and planning regulations, are considered
to have protected the residential construction industry from global competition
(Segerstedt & Olofsson, 2010, p. 348). Construction companies, which had large
resources, nationwide operations and technical expertise also benefited from the
state-sponsored trend towards larger projects in the 1960s and early-1970s (Bengs,
2015), not least the Million Programme (1965-75).

Any adverse effects of growing concentration vis-a-vis housing supply, however,
were not fully realised while projects were large, efficiency gains were the norm, and
state support as well as regulation was widespread. Even during the economic turbu-
lence of the 1970s, where output declined, building material prices soared, and projects
were generally smaller, loosening credit conditions (initially at least) helped to stimulate
both demand and supply, particularly for single-family homes (Blackwell, 2021).

Changes in financial market regulation during the 1980s led to takeovers and
mergers, which accentuated the concentrated nature of Swedish residential housing
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construction (Barlow and King, 1992, p. 390). Skanska for example acquired over
30 different construction companies during the 1980s and NCC almost as many
(Ericson & Johansson, 1994, p. 133). At the end of the 1980s, the five largest con-
tracting companies had two thirds of the market (ibid.) and, at this point, Skanska
and NCC ranked among the largest construction companies in Europe, in 6th and
11th place respectively (SOU 1990, p. 90).

The Swedish banking crisis in 1991 and the phasing out of supply-side interest
rate subsidies, which had benefited Swedish construction for decades, further accen-
tuated the trend toward concentration in the 1990s. In the wake of the crisis,
bankruptcies, acquisitions, and mergers led to an extensive structural reorganization
among construction companies, as housing production plummeted.

Of the ten largest construction companies in the country in 1991, only the Big
Four (Skanska, NCC, Peab and JM) remained at the beginning of the new millen-
nium (SOU, 2002). By 2002, 36 per cent of housing completions were produced by
the Big Four. To put that figure in context, the fop 400 housebuilder’s share of
residential housebuilding in the USA, was 32 per cent (Ball, 2008). The mergers
gave the leading companies access to new markets and allowed them to diversify
risk by broadening their land and project portfolios.

From 2010 to 2019, the number of completed units in multi-dwelling buildings
almost quadrupled. The increasing building volumes and continued strong demand
created opportunities for small and medium sized firms to enter the market. As a
result, market concentration at the national level among developers and contractors
has decreased over the last decade (Konkurrensverket, 2018). In 2013, the number
of developers who finished housing projects stood at 300. Four years later, the
corresponding figure was 600 (ibid., p. 27). In terms of turnover, there has been a
similar trend. Between 2013 and 2017, the Big Four’s market share in housing
development decreased from 27 per cent to 13 per cent and their turnover share
in housing construction decreased from 50 per cent to 33 per cent (ibid., p. 26).2

However, despite decreased concentration, a report by Konkurrensverket indicates
that this has done little to dent profitability among the major players. Indeed, despite
decreased concentration and increased residential housing output (all indicators of
improved competitiveness) during the last decade, costs, prices, and profits in the
sector have all risen (Konkurrensverket 2018, p. 159). As the report notes: ‘profit-
ability has risen in all companies since 2013 and if it has fallen, it has done so
from high levels’ (Konkurrensverket, 2018, pp. 31-32).

In short, an increase in the absolute number of active development and contracting
firms has not reduced costs, prices nor profits in the sector (SKR, 2020). Nor has
it aided affordability by any metric. Furthermore, while their profit share has
decreased, the Big Four have, to a large extent, maintained their dominance in
contracting and development, especially in public housing developments. In certain
segments of the market, including private cooperative development and certain
regions, high concentration remains (SOU, 2015).

Finally, the market for strategic inputs remains concentrated (Konkurrensverket,
2021). The cement market in Sweden is dominated by one company, with Cementa
AB - a subsidiary of the German Heidelberg Cement Group - having an 85-90
per cent market share (ibid.). Similarly, the market for factory produced concrete
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is dominated by three large companies, with Peab subsidiary, Swerock, having a two
thirds market share (SOU 2015, p .107). Markets for other strategic construction
materials such as plasterboard and mineral wool are similarly concentrated
(SOU, 2015).

Based on our document analysis, and secondary literature, Table 1 provides a
schematic overview of the development of the residential construction sector through
time, alongside broader changes in the Swedish housing regime. To complement our
historical analysis, we now discuss actors’ perspectives on competition.

Concentration, market power and competition, according to developers and
contractors

To investigate how competition is perceived by actors within the construction indus-
try, 15 semi-structured interviews were conducted during the spring and summer
of 2020. Representatives from companies of different sizes, geographic scopes, own-
ership structures and production methods were selected to get a diverse sample.
Some worked for companies with a municipal or regional scope while others had
national and even international operations. Two branch organizations and one policy
expert were also interviewed, and the interview transcripts were anonymized and
transcribed. The transcribed interviews were then thematically analysed.

Among the developers interviewed there was a general view that competition and
the number of active firms has increased in the last decade. While the number of
active development and contracting firms were seen as increasing competition for

Table 1. The Swedish housing regime, construction, and housing finance through time.

Key Features of Key Policies and Residential Construction
Period Housing Regime Interventions Housing Finance Competition
1950s-1970s Social Democratic ~ Million Dwelling Programme State Housing Loans  Growing market
Era: Housing as (1965-1974). Interest subsidies for concentration, dominated
a public good. Public Housing construction. ~ construction. by few, major
Expansion and Rent Control. industrialized firms (Ball,
modernisation of Tenure neutrality. 2014).
housing stock. Construction increasingly
vertically integrated.
1980-1990s Deregulation and  Gradual deregulation of  Increasingly Increased concentration
marketisation. rent control (mid-1970s market-based across all dimensions.
onward). housing finance. Oligopoly dominated by
Rapid deregulation of capital State Housing Loans &  major construction firms
market (1980s). interest subsidies (Blackwell, 2021).
Privatisation of public phased out (1990s).
housing.
2000s-2010s Privatisation and  Privatisation of public Demand-side stimuli  Increasing competition from
financialisation housing expanded. (mortgage interest smaller firm.
Propping up the Liberalisation of rents tax deductions and Limited competition from
market through setting. housing benefit) foreign firms.
crisis Housing as a commodity. remain. Vertically-integration remains
management  Public housing to compete Limited supply-side concentrated.
on market terms. subsidies — mostly New firms enter the
Further relaxing of rent credit guarantees contracting and developer
regulation on new for developers. market (from 2010s
builds. Low real interest rates.  onward), but concentration
Very limited remains with sub-markets.
introduction of Market for strategic inputs

supply-side subsidies.  remains highly concentrated
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projects, interviewees highlighted that there are many other factors that influence
market conditions.

Even if concentration has decreased on the contracting market, the recent uptick
in housing construction has still led to a shortage of contractors. ‘For several
years with a steady increase in construction’ a nation-wide developer explains,
‘contractors have been able to choose which projects to engage in’ (interview,
CEO, 13.05.2020). This has, in turn, pushed up construction costs. A CEO of a
municipal (public) housing company describes the effects of the building boom
as follows: ‘It creates a lack of manpower, lack of materials, a lack of everything
and then it results in the whole thing becoming damn expensive’ (interview, CEO,
02.07.2020).

To address the shortage of contractors, Sveriges Allmdnytta (the branch organi-
sation of Swedish municipal housing companies) has launched a strategic project to
attract foreign companies to bid on housing projects. However, this is not a straight-
forward task, as one company manager noted: “To enter the Swedish market as an
international construction company, means a lot of work and high risks for a rel-
atively small market’ (interview, Manager, 13.05.2020).

Even if the number of active firms has increased overall, competition varies
geographically and by market segment. One company which focuses on developing
cheaper housing products explained that they rarely compete in the same market
segment as the Big Four (interview, manager, 15.07.2020). Another company manager
explained that ‘we always ensure that we are in the lower price segment of the
market while most other development companies are in the middle and higher price
segments’ (interview, manager, 13.05.2020). To compete in lower price segments,
some of the interviewed firms had developed niche housing products, such as
multi-unit housing with wooden frames or housing with prefabricated and industrial
components.

The procurement type and contract will also influence the extent of competition
for projects. There are turnkey contracts (totalentreprenad), partnering contracts
(samverkansentreprenad) and trade contracts (general/utforandeentreprenad). Different
combinations of these alternatives shift the risks involved and can promote or limit
competition. Public housing construction in Sweden can be procured through bid-
ding on tenders in accordance with public sector regulations (Lagen om Offentlig
Upphandling LOU) or through private partnerships.

Competition for public housing tenders is particularly limited. An official at a
municipal housing company stated that almost all bids on their tenders were made
by the Big Four (interview, Manager, 01.07.2020). This is confirmed by reports from
Konkurrensverket, which found that the three largest national companies still dom-
inate the bids for public tenders. In 2015, their combined market turnover was 53
per cent of all public projects (Konkurrensverket, 2015b). According to the inter-
viewed contractors, competition for public housing tenders is limited due to the
complexity of public tenders which often requires that contractors have the capacity
for large scale operations and the ability to offer turnkey projects. ‘If tenders are
too complicated for small and medium sized firms’ explains a CEO from one of
the Big Four companies, ‘competition becomes limited to larger companies’ (interview,
manager, 25.06.2020).
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Size and scale of firms plays a role for competition. To explain how competition
for public tenders can be skewed in favour of larger firms, one medium sized con-
tractor (interview, manager, 27.05.2020) gave the hypothetical example of a munic-
ipality wanting to develop a new neighbourhood. To get a development-permit the
municipality required that the developer also should be prepared to build roads and
connect the area to the water and sewage system. A smaller housing developer
typically does not have the capacity for this kind of project, and therefore the only
way to participate is to later buy a land parcel from the large developer who won
the bid to develop the land. The problem for the smaller developer is that they are
forced to buy land from another developer at a higher cost than that which the
municipality initially charged. The larger developers therefore extract economic rents
on land. This skews the competition, according to the contractor, in favour of larger
development firms who can develop and buy large land parcels (ibid). Several
developers interviewed also claimed that complicated municipal regulations and
long-processing times for building permits made it harder for small companies to
compete for bids.

Larger development and contracting firms were also seen as benefiting from their
scale during economic downturns and several of the company officials interviewed
considered vertical integration to be an important factor for survival during reces-
sions. “The companies that have good networks or those who themselves own the
whole value chain, one contractor explains, ‘survive a down-turn because then you
can adapt your product to a great extent and shape it to fit your own capacity...
you can keep your whole machinery moving, have access to the whole value chain’
(interview, manager, 27.05.2020).

By the same token, companies which lack control over their supply chains are
more vulnerable in market downturns. ‘If you are in the middle of a supply chain,
it is hard to affect the supply’ explains one CEO, ‘How do you get a new contract
if you don’t have a tight relationship with a developer?” (interview, manager,
27.05.2020). The same CEO highlighted the importance of having access to land.
Landbanks are a source of market power for large developers and this is particularly
true in areas with limited land for construction. According to the CEO of a
medium-sized contracting and development company,

[t]here are four or five construction giants that dominate the market. The same group
of companies possesses considerable land-banks. Depending on demand and supply
you can choose to enter a project or not. This means that smaller companies are not
able to compete on the same terms because the large companies are the ones to decide
on starting new projects or not (interview, manager, 27.05.2020).

This problem was confirmed by a government report from 2015, in which the
investigators concluded that when developers own large swathes of land such as in
larger residential developments, they are likely to limit supply by building housing
units in stages to keep prices inflated (SOU, 2015). This points to a larger problem.
Sandro Scocco and Lars Fredrik Andersson pointed to the fact that construction
costs have ‘adjusted upwards’ against rising prices (Scocco and Andersson, 2018, p.
43). The tendency reveals a more fundamental problem in the housing construction
sector: there are very few incentives for developers or other firms within the industry
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to reduce prices regardless of the number of firms. A CEO of a development firm
is worth quoting at length:

Eight years ago, I took part in a study where they asked twenty actors in the sector:
can construction costs be reduced by 50 per cent? Most did not answer 50 per cent
but said that it should be possible to reduce costs by 25 per cent. Then the follow-up
question was: Who benefits from reducing construction costs by 25 per cent? The
answer was that the architects do not earn anything from making it cheaper, nor do
the developers make much money from making it cheaper. The only party that would
benefit from it being cheaper were the ones who bought the homes. So what would
be the motives and incentives to lower construction costs? There are really no incen-
tives... (interview, manager, 27.05.2020)

Several interviewees argued similarly that cost reductions did not lower the end
price of housing, only shift the allocation of profits. One company manager from the
Big Four suggested that profits end up in the lower parts of the supply chain, such
as suppliers of building materials, when housing prices rise (interview, manager,
25.06.2020), and a CEO of another company suggested that the lack of competition
for different inputs was the ‘source of the cost problemy’ in the housing construction
industry (interview, CEO, 15.04.2020). Versions of this argument also come through
in some government reports, not least a 2015 report that argued that firms in the
construction sector have a ‘tendency to use reduced prices within a sub-sector or
a sub-area to raise their own prices or fees’ (SOU 2015).

What this means is that ‘increased’ competition and lowered constructions costs
in one segment of the market do not necessarily translate into benefits for consumers
in the form of lower house prices or rents in new builds, particularly in the context
of stable, long-term house price growth, and low real interest rates. The competition
over value appropriation (Duncan, 1986) is a central guiding logic among actors
within the housing supply sector in Sweden, and this logic spans the entire housing
chain from production, through to exchange and consumption. One-sided under-
standings of competition based on static measures of supply elasticities and con-
centration in one segment of the market or the supply chain, then, tell us very little
about how competition over the realisation of value appropriation across the housing
market actually works.

Michael Ball notes that, ‘the long-term price of housing is determined by the
costs of its supply’ (2006, p. 44) but, analysing the Swedish residential construction
industry, it is tempting to think that the reverse may be equally true, i.e. developers
determine production costs and fees according to house price and rent levels. Hans
Lind has similarly argued that developers and construction firms use ‘backward
accounting’ beginning with the highest possible price and, then ‘computing a cal-
culation so that it looks like there are costs behind it’ (Lind in Rossetti, 2017; see
also Claussen, 2013).

To understand why the sector has been able to rely on high prices despite fluc-
tuations in the market and economic turbulence in recent decades, we need to see
construction and housing as part of a broader political economic whole. We now
turn our attention to state policies — especially during periods of economic dislo-
cation - to highlight the role of state crisis management in stimulating house
price growth.
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Competition, crises, and the role of the state

Since the calamitous banking crisis of the early-1990s in Sweden, a common pattern
of economic governance has emerged: the Swedish state has sought to shore up the
existing nexus of property and wealth using fiscal, regulatory, and monetary levers.
The resolution to the crisis of the early-1990s helped to create the basis for a regime
of unprecedented house price growth which, prior to 2022, proved remarkably stable
by OECD comparisons. However, as we explore here, the consequences for housing
provision have not been benign.

The Swedish banking crisis (1990-1994)

The early-1990s banking crisis had its roots in the wave of financial deregulation
during the 1980s, when an unprecedented boom in the commercial and residential
housing sectors during the latter half of the 1980s turned to bust. Much of the
financing being directed towards the commercial and residential housing sectors
during this time had come from the banks and finance companies financing long-term
loans by borrowing in commercial paper markets with short maturities (Jennergren,
2002). This ended badly, however, when real interest rates rose, and tax conditions
were altered to favour savings (choking off household demand further) leading to
a slew of finance company and banking defaults.

The intimate connection between the finance companies and Sweden’s largest
banks meant that, by 1991, the crisis in the finance company sector transmuted
into an all-out banking crisis — the worst in Sweden’s modern history- and a severe
collapse in aggregate demand. After piecemeal approaches to bailing out troubled
banks, the state’s response shifted to underpinning the banking sector as a whole
and nationalising toxic debts.

In the aftermath of the crisis, the state took a more long-term view to financial
regulation. Banks were required to increase their capital buffers; the Swedish Financial
Services Authority (Finansinspektionen) forced banks to take over the loan portfolios
of many of the remaining finance companies (Englund, 1999, p. 90), and Swedish
regulators started to apply ‘forward-looking accounting principles’ which ‘required
banks to make reservations for expected credit losses before they were actually
realised’ (Copenhagen Economics, 2016). Far from tempering the dynamics of the
calamitous boom and bust cycle which had wreaked havoc on the Swedish economy,
however, from the mid-1990s onward, we witness a trend-growth in house prices
and household debt (see Figure 1).

Unlike the 1980s, however, residential housing construction and investment
remained stubbornly low throughout the 1990s and 2000s (Blackwell, 2019). The
phasing out of supply subsidies from 1992 onward had a considerable impact here,
particularly on the public housing sector, and, since the mid-1990s, demand-side
stimuli have been the favoured approach of state housing policy. Real mortgage
interest rates (i.e. rates adjusted for inflation minus tax deductions) have been around
zero (or even negative) for much of the past two decades and mortgage-indebted
households have received mortgage interest tax deductions which have ballooned to
become the single largest state housing subsidy (Blackwell, 2021).
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Figure 1. Development of mortgage debt, house prices, disposable income and rents,

1990-2020.
(1990=100).
Source: SCB, 2021.

The fiscal response following on from the 1990s crisis was overwhelmingly to
support the owners of existing assets (primarily housing). This dovetailed with a
monetary policy regime established by the newly independent Riksbank, which
progressively lowered the policy rate throughout the 1990s and early 2000s; the
effects of which can be observed in Figure 1.

The great recession (2007-09)
Amid global economic turmoil, the Riksbank, like many other central banks, reacted
by reducing its policy rate. The reduction from 4,75 per cent in October 2008 to
0,25 per cent just nine months later, however, was one of the most dramatic. Despite
a brief period of rate raising to stabilise the krona, by 2014 Sweden became one of
only a handful of countries to have reduced its base rate to zero. The following
year, the policy rate went negative, and the Riksbank’s Quantitative Easing (QE)
programme (launched in 2015) further helped to lower the general rate of interest.
At a national level, the state intervened in several ways to prevent the economy
from faltering, and the construction and housing sectors from collapsing. Changes
were made regarding rules for National Housing Credit Guarantee Board (BKN).
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From 1 July 2009, BKN was able to provide credit guarantees during the construc-
tion process, whereas previously they could only do so after construction was
completed. If a bank could provide 80 per cent in credit, the state would guarantee
up to 90 per cent (BKN 2009a, 2009b). The government also introduced a tax rebate
for building, extensions and maintenance services, intended to boost the demand
for household services and thus stimulate the building industry (Pirttila and Selin,
2011, p.11; Holgersen, 2017).

High house prices are often attributed to supply-side constraints (Gyourko, 2009),
but during the upswing in residential construction following the global economic
crisis, housing in Sweden’s main cities remained expensive and inaccessible to many
(Lind, 2016a).

As house prices continued their unprecedented rises, there has been reluctance
at almost every turn to address the problem of worsening affordability. In response
to warnings of a housing bubble made at an IMF meeting in Washington in 2015,
and the IMF’s proposal that Sweden should phase out mortgage interest tax deduc-
tions, the then Swedish Finance Minister, Magdalena Andersson (later to become
Prime Minister), stated that, “...although I am not averse to a tightening, any changes
must be made carefully [...] If there are major changes, prices can be affected,
which in turn affects consumption and hence GDP growth’ (Andersson in
Arenander, 2015).

Legislation was introduced to limit mortgage durations in 2016, alongside stricter
amortisation requirements, which moderated house price growth. Mortgage debt
continued to rise nonetheless, and the stabilisation in house price rises would prove
to be short-lived.

The ‘corona-crisis’ (2020-)

2020 was a year in which supply chains were shut down and demand was choked
off across the world due to the Coronavirus pandemic. However, demand for housing
was seemingly little affected and, in Sweden, house prices increased at their fastest
rates since the lead-up to the crisis in 2008. Increasing by an estimated 17.2 per
cent between the second quarter of 2020 and the second quarter of 2021, Sweden
ranked fifth in the world for house price growth (Knight Frank, 2021) during
this period.

Throughout 2020, the Riksbank targeted a particular security: covered mortgage
bonds (Sverige Riksbank, 2021). By adding another 200 billion kronor ($21 billion)
to its existing quantitative easing programme (Bloomberg, 2020), this provided an
extraordinary stimulus which boosted housing demand. As of November 2021,
Riksbank holdings of Swedish covered mortgage bonds accounted for nearly 20 per
cent of the entire outstanding stock on the Swedish covered bond market
(Riksbank, 2021).

House prices have risen dramatically, aggravating affordability, and entrenching
pre-existing inequalities in the process, but more debt-fuelled demand has not led
a greater supply of affordable homes. Instead, the trajectories of production costs
and tenant-owned apartment prices have mirrored each other. This, one might
expect. But to position this relationship within a broader context, we explore this
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Figure 2. Net production cost (per m2) by tenure form, cooperative apartment price index (per

m2), and yearly rent index (per m2) in Sweden, 1996-2020.
Sources: SCB (2021); Svensk Maklarstatistik (2021).

development in relation to production costs for both public and private multi-dwelling
rental units over time (Figure 2).

By decompartmentalising the costs for producing multi-dwelling buildings for rent
(both public and private) and multi-dwellings to buy (tenant ownership), in relation
to rents and tenant-owned cooperative apartment prices respectively (using indexed
values) we can see how the relationship between prices or rent indices and costs have
evolved since the mid-1990s. What these data reveal is that it has become significantly
more costly to build cooperative apartments than rental apartments, and that the cost
differentials between these two tenures have widened over time. Controlling for area,
it was more than 40% more expensive to build cooperative-owned apartments than
rental apartment dwellings in 2018, compared to around 3 per cent in 1998.

This comparison is by no means perfect, as we cannot control for interior quality.
However, there are certain endogenous controls which makes the comparison insight-
ful. First, the area is controlled for. Second, building and planning laws (while
varying from municipality to municipality) are held constant and there should be
no fundamental difference in the quality of the materials used to build the apart-
ment (Lind, 2016b, p.7). So, what explains these production cost differentials?

While an analysis such as this can make no causal claims, the association it
points to is intriguing. The main difference in production costs between these ten-
ures appears to be explained by the movement in prices/rents which the end products
can command. This, we intimate, is one of the factors driving production costs,
and prices, for cooperative apartments, and supports Lind’s ‘backward accounting’
hypothesis (Lind in Rosseti, 2017).

Seen from the perspective of the state’s crisis management, then, this development
is not merely a question of a lack of competition or supply-side regulatory constraints
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(Rodriguez-Pose and Storper, 2020). At nearly every turn the state has developed
policies and programmes to promote borrowing, and in the context of nearly 30years
of house price rises, both established and newer actors throughout the housing
supply nexus have few incentives to cut costs. If building materials, for instance,
were to be cheaper this would create the potential for value appropriation somewhere
else in the supply chain (i.e. landowners; administrative costs; wages or shareholders),
or even for the end user.* Only in the case of public housing construction would
increased competition among firms temper this tendency, but the very law (LOU)
which aims to promote competition for public tenders currently skews in favour of
larger firms.

Extending our time horizons, and using different metrics, we can see that, at an
aggregate level, construction costs (that is: production costs minus land costs) across
all tenures have increased, in fact, only slightly above consumer prices over the past
four decades. Where are the rest of the costs coming from then?

Figure 3 charts the development of construction costs, alongside other inputs
such as the development of the capital stock of dwelling and land values (nationally),

Figure 3. Capital stock of dwellings and land, mortgage debt, construction costs and inflation,
1980-2020.

(1980=100).

Sources: Sverige Riksbank, 2021; SCB, 2021.
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mortgage debt and inflation since 1980. The real price movers here have very little
to do with how much it costs to build new dwellings, or current supply, but in the
cost of land and the existing dwellings which sit on said land. This, we would
suggest, can partly account for the cost differentials observed in Figure 2 (above).

Prices are high because reduced borrowing costs have pushed up land values
(Miles and Monro, 2019). Firms within the housing supply chain may (and patently
do) benefit from this, and larger firms appear be more adept at extracting rents
via their ownership of, and access to, buildable land than their smaller competitors,
but neither a lack of competition in the construction industry per se nor supply-side
constraints appear to the central driver of these house price dynamics.

Finally, looking at the relationship between prices and aggregate housing supply,
Figure 4 plots the development of nominal house prices and the ratio of homes per
person in Sweden since 1945.

Figure 4 paints a surprising picture. There have never been more housing units
per capita in Sweden than now. A caveat is necessary here, however. Clearly such
an analysis is not spatially sensitive, and regional differences (particularly in Sweden’s
main cities) will show different tendencies. There is also the issue of allocation
which cannot be accommodated here (Sweden has the highest proportion of
single-person households in the EU). Nevertheless, it further demonstrates, in line
with Miles and Monros (2019) analysis of the UK, that house price changes in
Sweden (nationally) since the late-1990s have little connection to aggregate housing
supply. The notion that increased competition or deregulation will dramatically
boost supply, thereby automatically feeding into lower prices, then, appears
questionable.

Figure 4. Nominal house prices and ratio of homes per person.
Sources: Jorda, Schularick &Taylor (2017) & SCB (2023).
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Discussion & analysis: uneven and combined competition

In this paper we have investigated competition in the Swedish residential construction
sector from three vantage points: historical and contemporary background to the
Swedish construction sector; elite interviews with developers and contractors; and
an analysis of Sweden’s crisis management and broader economic policy.

For those dreaming of efficient markets, the Swedish construction sector is a
reminder of the highly political character of markets. There may indeed be arguments
for reorganising the sector so that more companies are included, and power and
profits are more equally distributed between more actors,* but the main assumption
of government policies and dozens of white papers, that ‘more’ competition (i.e. an
increased number of active firms) will lead to lower house prices and rents appears
unconvincing, based on the record of the past 40 years. More construction firms will
have little impact on the supply of developable land, machinery, or building materials;
and even if the supply of these essential components were to increase substantially,
the competition over value appropriation (Duncan, 1986) would likely be captured
elsewhere in the housing supply chain under the current contours of Sweden’s reg-
ulatory regime. Relatedly, the impacts of any increase in labour market supply or
flexibility will not necessarily, ceteris paribus, translate into lower prices or rents.

Construction costs and prices have continued to rise despite decreased concen-
tration and increased output during the last decades. To understand why, we need
to pay careful attention to how competition is articulated within the sector, polices
outside the sector, as well as relations between the sector and broader political
economy. Here we offer some reflections on how competition in the Swedish con-
struction sector could be grasped as uneven and combined.® This is our lens to see
how competition is constituted by the dialectics between processes within the sector
and beyond the sector.

Competitive conditions vary over space and time and between types of market
segments (e.g. between rental and dwellings for sale; urban and rural, and depending
on the type of procurement the contracts). Market power does not only arise
through concentration but can be maintained and enhanced through e.g. vertical
and horizontal integration, access to buildable land, knowledge of procurement
procedures and types of contracts, and social networks. However, if we see com-
petition as only uneven - as an autonomous sphere where actors are collaborating
or competing in various degrees - the problematique becomes seemingly non-political.
This, we argue, is the point of departure for a vast number of the white papers,
government reports and policy documents. From this narrow perspective, a lack
of competition becomes a technical challenge that needs to be ‘fixed.

Rather, we argue the need to see competition over value appropriation and rents
as uneven and combined. When the entire housing chain - from production, through
to exchange and consumption - is incorporated into the analysis, we see how state
policies are vital components for understanding how the relationship between costs
and prices under different regimes of competition have developed in relation to
changes in the Swedish housing regime over time.

Competition within the sector always develops dialectically with broader political
and economic processes, like e.g. the Rehn-Meidner model, Sweden’s Million
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Programme, and crisis management after 1990s, 2008 and 2020. Reports that have
argued for more competition and less regulation to increase housing supply and
dampen price rises have been published while, at the same time, policy makers have
been using the fiscal and monetary tools available to stimulate housing demand.
The recent proposal to introduce start loans to first time buyers would be in keeping
with this tradition (SOU, 2022).

Politicians investigating how to lower production costs have been doggedly looking
in the same direction for decades. Why? Qualified speculation is that policy makers
do (unconsciously?) believe that improved competitiveness and regulatory looseness
will contribute to lower prices and more accessible housing. It could also be seen
as simply a convenient rhetorical shift of blame, as it turns our attention to chal-
lenges in the abstract ‘market’ rather than politics. The dozens of white papers are,
however, often vague on how this will be done and the latest government report
on competition does not suggest any changes to regulations or laws. It only has
recommendations for how companies could change their behaviour. It is unclear
how these recommendations will be enforced or monitored.

These reports assume that competition in the form of increased numbers of active
firms lowers prices, by increasing innovation, productivity, and balancing supply
and demand. Yet none of the papers, to date, have found a strong correlation between
lowered market concentration and lower prices, or any of the other parameters
(innovation, productivity, supply) that competition is meant to improve. Rather
‘competition’ is vaguely used as an empty signifier to symbolize ‘efficiency, ‘choice’
and even ‘freedom’ (SOU 2015:72).

When seeing competition as an uneven and combined process, some underlying
assumptions become questionable. And questions turn highly political. The main
reason house prices are high appears to be primarily due to political and institutional
factors, not (a lack of) ‘competition’ or supply-side constraints related to planning
regulations (Rodriguez-Pose and Storper, 2020). What is needed to supress the seem-
ingly inexorable rise in house prices and rents — if this really is to be the aim of
state housing policy - is a fundamental change in state policy relating to the tax
treatment of assets and land (Ryan-Collins, 2021), substantially expanded fiscal sup-
port for public housing construction (and the rules governing public procurement
therein), and a rethink of the central bank interventions of the past 30years. This
is, however, not a minor issue, and comes with potentially volatile implications,
particularly in an era of high debt and endemic economic uncertainty (Holgersen, 2022).

Concluding comments

In this paper, we have taken a critical perspective on the role of competition in the
residential construction sector. The argument put forth is that understandings of
the interrelationships between competition, costs, and prices must be viewed in
conjunction with broader patterns and logics of accumulation which span the entire
housing supply chain.

Increasing competition or deregulation may (or may not) lead to more housing
supply, but the extent to which increased supply will feed into improving accessibility
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and affordability is, as we have seen, not straightforward. Worsening affordability
has been driven by increased mortgage liquidity, which has fed into the production
of tenant ownership apartments, driven by the ‘housing-finance cycle’ (Ryan-Collins,
2021). This has contributed to the widening of production cost differentials between
rental housing and tenant ownership apartments, and has been supported by the
asymmetry in tax and subsidy support between tenures, which has widened since
the dismantling of Sweden’s social market housing model.

Politicians and policy makers have been hesitant to take action to address the
problem of ever-increasing housing prices, despite recognizing the negative impacts.
Instead, it has become more convenient for them to attribute the socially and polit-
ically produced housing crisis to a lack of competition in an abstract market. The
state, it appears, will continue to defend the existing nexus of property and wealth
to avoid financial stress and economic dislocation, as demonstrated by the crisis
management in 1991, 2008 and 2020, until something breaks. Those who write
white papers on this issue seem to have failed to take this conclusion into account,
possibly because it would not attribute the problems of Sweden’s current housing
system to abstract market forces but instead to the actions of the state.

Notes

1. Both approaches have been operationalized to assess competition in the construction
sector. A cross-sectional study from Ball (2008) has suggested that an increased num-
ber of active firms may reduce costs (and prices), but the evidence base otherwise is
thin. An OECD report notes that “there is no apparent cross-country correlation be-
tween available measures of mark-ups in the construction industry and the estimated
supply responsiveness” (Andrews et al., 2011:31).

2. Other measures of market concentration indicate a similar trend (SOU, 2015).

3. In Sweden it is common to purchase newly built cooperatives off plan. According to some
estimate, between 10-20 percent of all newly built condominjums in the Stockholm
region are purchased by individuals who never intend to move in, but who hope to
sell for profit (Bergstrom, 2016).

4. Regarding profits, the industry as a whole is below the average profit rate when compared
to other industrial branches. Those at the top, however - and particularly those in the
building material supply chain - have exhibited much higher rates of profit over time
(SCB, 2020; Annual Reports, various years).

5.  We do not intervene in the established discourses on uneven and combined development,
which have historically been about how capitalism has developed differently over time
and space.
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