G @ | TOGETHER

!{’\N i D/? L&y

=S~ vears | for a sustainable future
OCCASION

This publication has been made available to the public on the occasion of the 50" anniversary of the
United Nations Industrial Development Organisation.

’-.
Sy
B QNIDQI
s 77

vears | for a sustainable future

DISCLAIMER

This document has been produced without formal United Nations editing. The designations
employed and the presentation of the material in this document do not imply the expression of any
opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development
Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.

FAIR USE POLICY
Any part of this publication may be quoted and referenced for educational and research purposes
without additional permission from UNIDO. However, those who make use of quoting and
referencing this publication are requested to follow the Fair Use Policy of giving due credit to
UNIDO.
CONTACT

Please contact publications@unido.org for further information concerning UNIDO publications.

For more information about UNIDO, please visit us at www.unido.org

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria

Tel: (+43-1) 26026-0 * www.unido.org * unido@unido.org


mailto:publications@unido.org
http://www.unido.org/

Distr.

LIMITED
ID/WG.41/20
United Nations Industrial Development Organization c/m ‘{E(é?)'-“
Organisation for Econonic Co-operation and Development - 24 Noverer 1269
Development “antre ENGLISH

Fxpert Croup Meet’ng on the Role ani Promotion *
of Subcontracting ir Industrial Development

Paris, France, 6-11 October 19€9

SOME ASPECTS OF SUB-CONTRACTIRC
I8 THE SWIDISH ENGINTEPING INDUSTRY

by

&ten S. Hemmingsson
Suedish Association of Metalworking Industries, Stockholm

y The views and opinions expressed in this paper are those of the author
and do arot necessarily reflect the views of the secretariat of UKIDO.
This document has been reproduced without formal editing.

id. 69-6028




J——

We regret that some of the pages in the microfiche
copy of this report may not be up to the proper
legibility standards, even though the best possible
COpy was used for preparing the master fiche.







CVIRIGLS MEWAL LA o - 1 -
Teonomie Jelicy Dapurtaent

CONIRACTING
ETHG TIDUSTRY
(Y S8 4 e S 1 Yo %

The eff craenth of the C&wedish
engineerin: Iinduor ol ot **“1t;u’} from the degree
of specialisny o, waioy 1T hus been acle o reaﬁh TAsLks e Tae
sub=~contiao ! coser g ey Jorms o Coesparsiion hetwaan
firnas. T SaDeconornclTy 3500 Leom, whe enryreent P Q?";-;F'li‘.if;gfd R ltends
te a hectrr nn il nenowr ees oL accomt is

4 taven of tiho ~om : Viteren, Jlrems, it 18 a
/ . e 3 o - -
situaticr sintiar pinemaking: deseriled by Adam
Smith appi'ed inan i sector 4s & whole.
. L
. Definit._cns

be menticrned to elarify the langusge.

A fev p&irtﬁ pusht Lo

e
1, HMoteris o« cemlemanud

P Syt oo
f’:}{ S A5 AR VANINSY

Anearanrition

aectures, parts, compoenents, eta.
210.0 0y Rhe ovurchasing form or for

Lo end-product,

2, Mumetion ;) a updeesih ing “CLK?H” ey b puTehAaRe)
+ R . 1 At 142 . , ) b
i e RATa a&i“ﬂ&atsc Limy Tatiiitiar o thie S

onfine ourseliven

.
% yE P PR -
AV el TG “;,*

¥a
ducts and

aboul pito-
[

SWCRET -

_ N L LR EE TR .

the s Ay 3 PRI : : 238 G Lnguyn ‘“,;"J!, MRS VRS LA - ShYyerkry -
” . . P v . S T Y o

ing firme oL 2., Uhe v, 1 tRAans chemient Jndustriesd,

iy
iae

contractor

dewmand {ur
it will fes :
the eyecrps 10 dermi Ld **"*9?" Tomparary wore
not c¥pani S "t

the deming
i1l no 1
15 nnt sav
5luaCe it ms

s . n 3 ,
of denaat L3 T teantad
.
" ¢

.- ‘ . .
antpaciav; whether L e Lings :
ton fa~.i e .es Jrom o cunecontpactors or ThoLovest In Lls oown ot
- . PO on
I his Geclsion will derend on tle

and mooeing

autcoone




vhen an analysis shows the merits of puying facilities
from & sub-contractor tio main contractor will refrain from in-
vestinT in his oW pocoaress for the wors in question. The co-
operation petwecn main ana sub-contractor haconmes lggg—term.
Thetir combined rescirces resuit 1o the desired end product and
poth hove the opportualy to specialice in their own fields.

Volume of SuUD-COALTACT (13 in gggﬁiﬁgwgggjgg:gjng industry

An input-outnat anoavcis of the Swedifh enzineering indus-
try SHOWS tnat ano.t TH oper cent oo dus tolol production recircu=-
lates within the sector &b suo-conbriecting LLans, that 1s semi-
menufactures, parto il Ccur.tanents (¢fr ez vam 1), 1In 1¢67 the
total produaction A0 pne enoanecring industy  amcunted G
29,400 milliong i (5,400 mill., $). The feme year sub-deliveries
amounted to 7,500 il v (1,500 wmill, #\  The share of sub-
deliveries in total srodection nas iporeased over the years.

In the same ycar the short-term type of sub=-contracting
amounted to some 400 mill. =i (80 mill. %). As could be expected
this type of suh-nontractins 1s more or 1ess marsinal and subject
to rather stron’ flactuat ons depeading on th= level of demand for
end-products. This 3o e tllustesbtlion to the utheory of derived
demond. VWe have mide A sl ostudy o8 the behaviour of the demand
{or short-term coeeone oY L Gt g hoow ann slack neriods in

ehe ongineerint fadaniry Coty dicoron 2)., uring tne sixtles ub
to 1066 the 1evel ot BrGL et lon ip the Swed!sh enineering ndus-
try inercased oF L0 per nont nos ToLl. Thers was & conzideranle
laclc of capncitl. i lﬁé? e lzvel of poeGaetinn remaired sta-
¢ onary compored to S OdG haut at e Salbe + i~ there vas an increase
in capacity whern earm lev nvesneents ripenec. The atilisation of
capacity within Lae et n3 o whaole ¢iminished. Tn 1€66 mein
contractors Hou Ly casne by from sup-contractors for U565 mill. SLr,
vhile the figure 0or 1357 was 405 mill. 38T This 15 a cdaurease

by 11 per cent fron 1056 to 1067 and vhis siagle opservation ndi-
cotes that snsri-term « . p-contracting puts the sub-contractor 1in

a role as 5LoC. OnSoTeD.

v

Sizes of main and snbh-coatrnetor fiens

- . as—

A ecouple of vears ajo the Swedish Association of Metal-
working Industries, Doawdces Medapfihienuy 4. made a study of the
size of firms engared o Tnh-contracting s purchasers or vendors.
Taple 1 shows Sul-coarract purehases vy main sontractors. 1t will
be secn irom Jhe Lol taat o4 per cent of the respondent firms
bought 25 per ccat It A0re of tneir total involced sales frem sun-
contractors, that 1. somi-manufactores, narts and components.
There are import2ot Ajfferences between the various tirm size
groups.

In tabie 2 vou sze sales by sub-contracters. No less than
b5 per cent of the suamoerins Tlrms reoors that 25 per cent or more
of their total salez .° aan-contract work ifoir other engineering




firms. Here azain it is nossible to discern & difference in the
angagement in sub-contracting by Tirms in various size groups. Ik
is guite clear that smaller rirms work to a far greater degrae al
gub-contractors than their lavger colleagues. BT per cent of the
firms in the smallest cilae groun {less than 25 enaployees) scll
more than half their outpud in tre form of sub-contract deliveries
to other engineering riiis.

Yhen you put the Luoe taples together rou sec Ltrat selliers
of sub=-coniract work are mostly swall firms, while <ne purchagers,
mein contraclurs, are to a lerze cxtent big £irms. This irdicates
that cub-contracting arreaments a3 ~rer from other typzc of sales
agreements.

Tmprovine the funetion’ny of suh-contractor moxrkats

o e e R

-

When the merita of @ne ub-conbrector zvstem are clasd One
may wisn Lo lmprove ioe Tuastooning.  The main point is of cours
to bring maln and SUD- SO LLRLLLIY in touch witn each other. whis
is highly practical in “us ~aracter and congerns the asilities
for prospective employers of sulecontraetors Lo astablish contacts
with suivable firms 2nd clso, ol course. fecilitias for the sub=
contractor to rsach L pre.protive customers wicn infoavmosicn
about wnat ne is 2blo Co o porsoon. There arc maiy wave to aatan-
ligh %nege esntacts.  noaany cnsed tine persoaar nouledge of wha
buyees avout 1ikely supy Liove and thelp abilities Lo sonnly LUOU=

¢ucts ol services 1s encuin. Corventional advertising 45 alan
employed by both suvpliers and parchasers of sub-contracting work.
Maay companizs have preparlc r:.isters of poteatial manui'necturers
of varlous componenis. wost Fivms do, houwever, Iipd 1t negessary
to exemine the market afresn cach time they are oounsidering the
enployment of a sube-contracoor. ‘ - : -

Reglisters of sub-contractors

As far back as 1¢57 the Meianftrbund issued ita first
register of sub-contractors Lo supplement the existing and less
aystematic sources of n:-rmavion. The register has subsaquentiy
been revised every twe years, .t {ndicates which firme are tech-
nically e3uipped to undertave various kinds of prodcssing. ™h
register contains information apout some 400 firms.

Siace 1667 Cne en~ rcering industryv assoclations 1a the
otinar ilordis countries nhave issued the same kind ol registers.
The national registers are arranzed in the same way and the same
type of processing operatichs are covered in all four. The vegis-
ters are exchanged betheen tne rational asscciatlons and dlatri-
puted to all member firms. The 2in of th.s oveinr to widen tne
opportuniities of maln “né sub-contractors ir alil four countiries
to get in touch with each cther. The reg.ster has hecomt &
valueble tool for firms seeicins new suppllers.




Sub-contractors' exchange o Lo Coe

The register of sub-contractors has one fault - it 1is not
always up-to-date. A cenipany that is registered as having ocapacity
for certain types of work might turn up to be fully booked when
it receives a request from a purchaser. It was for this and other
reasons that the Mekanférbund found it appropriate to institute a
sub-contractors' exchange in the bezinning of 1065, The aim was
Yo create a medium for member firms to advertise Tree capacity or
the need for sub-contractors, It was decided to publish the in- ‘
formation once a month, - o s

The procedure is very simple., Once a month each menmber

firm get a form or which they can 1ist the types of capacities
Ahey are looking for., Thie information is gathered, edited and
published by the Mekanfdrbund. When an advertisement atitracts
interest, the interested purcr.aser or seller contacts the Mekan-
f8rbund to have the name of the firm behind the advertisement,
. The advertisements are published under ccda. The main
reason for that is that it is felt that the firms wish to have
them published so. It alsc gives the Mekanf8rbund a chance to
register the effect of the sub-contractors' exochange.

In practice it has turned cut to be mainly firms seelking
work, that use the medium. One reason for tiray mav he that the
purchesing departments ave advised too late %o be able to wait for

& new issue of the exchange but have to make Airect approaches'to‘
possible Sub~-contractors., : . o : ..

Nordic sub-contractors' exchange

On the basis of the ideas developed by the Swedish Aaae-
ciation of the Metalworking Industries in its gsub-contractors
exchanze, the four Nordic countries encered into co-operation,
This resulted in the Nordic sub-contractors' exchange in cffect
8ince early 1966, It is operated in the same way as the original

Swedish one, Advertisements are exchanged between the national
a8sociations, ~ : :

From the Swedish point of view the Nordic sub-contractors'
exchange is mor~ or less a one-sided affair, that is interest in
the other Nordic countries 1s confined to selling goods and ser-
vices to Sweden. Even if advertisements about free capacity in
Sweden are published in the other countries resulting enquiries
are rather few, Thisg can ba seen {rcm table J, which elso indi-
cates the effects of the slack demand in 1€67.

The experiences of the Nordiso sub-contractors' exchange
8eem to indicate that sub-contractors are sought as near the main
contractor's plant and officos as is possible. This is certainly
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true about the short-term type of sub-contracting, where materials
are sent from the main contractor to the sub-contractor for pro-
cessing. But when the sub~contractor has a specialised know-how
he is less Cependent on the geographical distance to the pur-~
chaser.

Other aspects of stimulating sub-contractor system

The Mekanftrbund has taken a great interest in improving
the functioning of the sub-contracting system. Various check-
1ists have bzaen worked out for the assessment of sub-contractors
for the formulaticn of enquiries, ectc.

One important aspect of sub-contracting is how to reduce
risks of delayed deliveries and other troubles. In all cases the
advantages of risk distributiocn must be velghed against optimising
production runs. The sub-contractar also runs a risk if the
demand for a main contractor's product is falling abruptly. In

some cases it may be wise to put all eggs in one basket but it is
more likely that it 1is not.

Studies made by the Mskanftrtund has indicated that there
are only a very few cases wvilere there exists an undesirable
dependence., It can be taken as a rule-or-tnumb not to rely on
less than two sub-contractors for one's supply and not to rely
on less than two main contraciors, preforably in different end-
product lines, for cne's sub-contract woerk.
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Disgrem 2 Relations between shcrt-term sub-contiracting snd
development of engincering production.

v « « = = = Short-tern sub-contracting work

ase——— ’Pétél— -engineering production
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2ABLE 1. Outsido purchases by main
of productiorn
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contractors in propextion tn thelir to%d) valuoe

Size of mairn contracter, No. of exploysen Totols !
Outside purchasec .
as percentage of 1 - ¢h 26 - 100} W01 - 509 ‘ Over 500
total production
Yo. | ¥ Ro.} & No.} % Ro. ‘ < Ro. %
- 10 16 16 52 A7 36 43 | &) 32 107 44
11 - 25 2 16 14 20 10 27 19 27 64 22
26 - 50 10 18 25 24 2123 32 £7 8
%1 «100 1 4 5 1 4 5 6 9 16 6
L R A R "
Totals 21 }]100 69 | 100 63 100§ 7t 100 /4 { 100 '
‘MM' _ - - - &

' wABLE 2. Sales uade subocutrsat in propertien 4o total value of ubssatrasios’s

~ sales
T ‘
Subcontract ssles as L Sige of suhcontrsctor, Kou. of eaployves Totclu‘j
reent of totel i
pe : “h:‘;‘ Tue L 1.2 26 - 100] 101 - 500 | Ovexr 500
wo.l % {vo.! % {Fo.] % |mo.j & [fwo, &
SRR —»--1
- 10 4 14 25 33 |32 a1 27| 62 sy |l 3
11- & 2 1 16 22 13 17 4 2 35 16
?f - 50 6 22 8 1 12 4 9 271 12
= 16 1 87 2% 34 123 ¢ 30 0 3. 20 Lray Ml
Totals 28 100 74 1100 |57 1100 | 44 |100 223 (10

-
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