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The development plan has been based on the prevailing conditions
in the manufacturing industry and the fact that an opening up
the European Common Market will drastically change these con-
ditions. Beginning in 1973 the Icelandic market will gradually
be an open market where industrial firms from all Western
countries can compete on similar conditions.

The basic aim of the development plan is to suggest ways and
means to prepare the industrial firms and all institutions
assisting the industry for this new situation.

The preparation of the plan has consequently been carried
through with the following objectives in mind:

1 To create an instrument to be used in the further pro-
gramming and implementation of necessary actions in the
process of industrialization in Iceland.

2 To prové the necessity of changes in various areas,
changes that seem to be necessary for the future develop-
ment of the Icelandic society but may be of disadvantage
for certain groups of pecple or for certain individuals.

3 To provide a homogenous system of proposals needed for
a progressive development of manufacturing industries
during the planning period.

4 To present facts and figures needed for an effective
appraisal of the realism in proposed actions.

5 To prepare a programme of action for an efficient start
of the implementation of the development plan.

] To provide a set of supplementary information to be used

by politicians, industrialists, and the general public
{n their appraisal of pros and cons of proposed actions.

e



I11

.
’

The primary goal in the process of further industrialization
in Iceland is to increase the competitive power of the firm.

The production per man-year is considerably lower in too many
Icelandic firms compared to corresponding firms in neighbouring

countries - and there are many reasons for that.

In spite of some disadvantages (lack of domestic raw materials,
limited domestic market and long distances to material and
product markets) it is clear, however, that through joint
efforts it wiil be possible to reach the target of the plan,
which has been formulated as follows:

A PROGRESSIVE MANUFACTURING INDUSTRY CAPABLE OF
COMPETING WITH OTHER INDUSTRIES ON THE WORLD
MARKET AND EMPLOYING AROUND 20,000 PEOPLE IN 1980.

To reach the targets for 1980 requires a series of substantial

changes and improvements in many areas of activity. The out-
come of this part of the development process depends to a qreat
extent upon the mutual connection of changes and improvements,
timely implementation and the overall co-ordination.

A model of an overall plan of industrialization has been pre-

pared based on the following two basic principles:

1

Specialization of functions

In the process of industrialization the responsibility
for the fulfilment of established targets are decentra-
lized. A number of institutions, agencies, marketing

firms and industrial firms, each perform one speciilized
function in one distinctive area of activity: wholesalers
for the supply of materials, general agencies for supply
and maintenance of machinery, industrial firms for pro-
duction, wholesalers and branch-organizations for export
marketing of goods, and the whole industrial infrastruc-
ture for all kinds of services and financial support.




Specialization in the manufacturing of industrial products

In the process of manufacturing the firms are concentrat-
ing their effort on a very limited number of products
utilizing all the advantages of specialization.

basic ideas behind this model of industrialization are:
otimum utilization of limited resources during the plann-
ing period;
an adequate introduction of new industrial goods on the
world market,

the need for an instrument for balanced actions of develop-

ment in various areas.
The model has been visualized on page V.

This model just shcws the overall approach to be used in indu-
strial development especially in the development of the indu-
strial infrastructure. It is of course up to the individual
firm to decide what shall be the responsibilities of the firm
and what shall be bought from outside service institutions.

A fundamental aim in all decision-making during the first years
of the planning period is to achieve a satisfactory balance in
investments and actions in various activities in the process
of industrialization.

Too large investments in advisory services without correspond-
ing investments in product development and export marketing
may cause unemployment and too much effort put into export
marketing without a substantial improvement in product quality
and industrial discipline could spoil export possibilities for
a long period of time. Examples can be mainfolded.

All areas of activity 4are interrelated and a continous follow
up of investments and actions is of great importance. Almost
any investment in some area without a corresponding investment
in some other area (s) may cause severe disturbances in the
society. The model may serve as a good instrument in the
process of follow up.
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The realization of this model in practice include a variety of
measures of which the following are the most important:

1.

A change-over from highly diversified production on order
to specialized production for stock in export oriented.in
dustries.

This change-over is a slow process and a difficult one to
manage and carry through, but it is the most necessary step
to take.

Establishment of specialized firms serving the whole manu-
facturing industry, such as an iron foundry, firms for tool
design and tool making, heat-treating and electro-plating.
These firms are one of the prerequisites for specialization
in other firms.

Establishment of export agencies responsible for marketing
research, trade information, export promotion as well as

the execution of the export of manufactured products.
Besides the already established agency for the canning indu-
stry, The Seafood Corporation, it seems necessary to establish
two more agencies during the planning period: one responsible
for the export of goods from the engineering industry, the
shipbuilding industry and the furniture industry and one for
woolen products, skin and skin products, garments and sundry
exports.

These institutions could also assist the firms in the import
of machinery, special equipment and spare parts.
Establishment of specialized institutions or firms responsi-
ble for the import of raw materials.

Two agencies could be envisaged during the planning period:
one for the import of wood and wood products and one for
the import of all kinds of raw materials for the engineering
and shipbuilding industries.

Development of a comprehensive programme for basic and fur-

ther training of all categories of industrial personnel and
putting this programme into practice.

The process of training and retraining is an ingredient part
of the process of specialization in production.

Further development of the industrial infrastructure.

Of special importance is the establishment of an Industrial
Development Centre and a number of Industrial Centres.
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7. Improvement of the productivity of labour within individual
industrial firms (as measured in the volume of production
per man-year).

8. Adaptation of government rules and regulations affecting
manufacturing industries to the conditions of today and to-
morrow.

8, State financial support to the further development of the

industrial infrastructure as well as to individual firms

for investments and general rationalization.

Experiences from other countries prove that this is an essen-

tial part of the implementation.

Large investments in small-scale industry and in large-scale

industrial projects are necessary if full employment condi-

tions are to be maintained.

The power requirements in large-scale industries call for

the establishment of two more power plants during the plann-

ing period.

It seems to be possible to finance these investments without

-
[}

to much disturbances in the overall allocation of capital
during the planning period.

The overall economic policy must be more industry oriented
aiming at a major increase in the productivity of labour.
It seems advisable to extend the development plan presented
here to include the fish processing industry and the con-
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struction industry.

Investments in the industrial infrastructure could then be
better utilized, the programme for further training could
be developed for the whole industry, and the effects on
wages and prices of improvements in the productivity of
labour better controlled.

In Appendix 1 a list of "Essential ingredients in an industrial
development strategy in Iceland" is presented. Four of the jtems
on the list is repeated here in order to emphasize the need of
overall co-operation in the implementation of the Industrial
Development Plan.
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The four ingredients in a development strategy are:

1 A foundation of generally accepted basic values and
primary objectives.

2 A constructive attitude towards industrial development
from politicians and the Althing, state and communal
authorities, representatives for agriculture, fishery,
and other sectors of the society and from the public in

large.
| A constructive attitude from industrialists towards pro-
,' . fessional management and improvement of managerial

techniques - eventually at the sacrifice of the system
of family-owned companies.
4 Realistic recognition of needs and weaknesses.




1.1

1 IDENTIFICATION OF THE PROBLEM

The preparation of a long-term development plan for one sector
of the society has to be based on the following factors:
- the basic values and primary objectives formulated for
the society as a whole and the allocation of priorities
in balancing primaj& objectives;
- the economic situation in the country and major changes
that can be foreseen during the planning period;
- the economic policy put into practice;
- the prevailing situation in the sector of current interest;
- the international situation and major changes that can be
foreseen during the planning period influencing the develop-
ment in the sector in question.

The factors that have the greatest influence on the problems to
be solved in this plan are the first one and the last one.

1.1 Basic values and primary objectives

The basic values and areas for primary objectives to be used in
development planning are the same almost in all countries. What
differs is the allocation of priorities in balancing primary
objectives: employment, economic growth, price stability, balance
of payments, and living conditions. '

The preparation of this long-term industrial development plan

has been based on the following allocation of priorities:

- full employment with due regard to price stability, which
means unemployment for 1.5-2.0 per cent of the labour
force;

- optimum economic growth with due regard to good and equal
living conditions for all citizens.

Full employment means that manufacturing industries are supposed
to employ around 20,000 people 1980.

1.2 The international situation

The entry into EFTA and the provisional agreement with EEC will
gradually create a completely new situation for the manufacturing
industry. The domestic market sofar protected by tariffs and
trade regulations will no longer exist. Instead there will be
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a European market involving 16 nations and 300 millon people
where a great number of industrial firms will compete on almost
the same conditions. Product quality, product price, and delivery
reliability will be the measures of competitiveness and the
qualifications for survival.

One of the results of this new situation will be that the share
of the Icelandic market controlled by Icelandic firms will be
preduced for several sectors of industry. From 1959, when Norway
entered EFTA, to 1970 the Norwegian industry lost 13 per cent of
the share of the domestic market for textile goods, 19 per cent
for ready made clothing, 41 per cent for shoes, and 16 per cent
for furniture. After ten years inside EEC the share of the do-
mestic market in Belgium for the Belgian manufacturing industry
was reduced from 58 to 38 per cent.

These facts give in a nutshell the fundamental problem to be
solved by the future development of manufacturing industry:

- if the existing firms in many industries will survive it
is necessary to compensate the loss of the share in the
Icelandic market through export of industrial goods. So
they did in Norway and so in Belgium;

- 1in order to make it possible to create export marketg for
affected industries the product quality and delivery reli-
ability have to be improved and the product costs sub-
stantially reduced;

-  for.the fulfilment of the "full employment" objective the
overall volume of production in manufacturing industries
must be materially increased which also means a corres-
ponding increase of the export of industrial goods;

- all industrial firms will be involved in this process of
productivity improvement, even those firms producing for
the Jcelandic market only. If so will not be the case
these firms will not be able to attract competent manpower
or pay competitive rewards. This is, of course, valid for
other sectors of the society, too.

The alternatives for the manufacturing industry seems to be:

- a substantial increase in production per man-year and
export of industrial goods or

- stagnation, close down ot factories and unemployment.
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1.3 The magnitude of the problem

Based on official statistics the following comgarison is made

of the average gross value added per man—yea\r'1 in manufacturing
industries in Sweden, Norway, Finland and Iceland for the year
1970. For further details see the diagram in Fig. 2.3.

Gross value added

. per man-year US § Per cent
Sweden 10,000 100
Norway 8,300 83
Finland 6,100 61
Iceland 4,900 49

There might be differences in reliability of statistics but the
fact can be established the the production per man-year is lower
in Iceland than is the case in Sweden, Norway and Finland.
Direct comparisons within certain industries made recently prove
this fact. |

It is of course unrealistic to believe that the Icelandic indu-
stries shall be able to reach the same level of average compe-
titiveness during the planning period as have the Norwegian and
Finnish industries. It seems realistic, however, that through
joint efforts it might be possible to double the average pro-
duction per man-year up to 1980. That would give the expor'&
industries a possibility to reach a level of competitivenes that
might make it possible to compete on the world market on a larger
scale.

1.4 The purpose of development planning

The preparation of the long-term development plan for the manu-
facturing industry has been carried out with the following

1) Gross value added has been defined as follows: for a given
enterprise, the market price of goods completed, less the cost
of materials purchases from others is value added. Value added
may be gross or net. Gross value added includes payments for
taxes, interest, rent, profits, reserves for depreciation, and
compensation to management and other employees, including
social security. Net value added excludes depreciation. The
Gross National Product is the total gross value added by all
the productive enterprises in the economy.
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objectives in mind:
1

To create an instrument to be used in the further.pro-
gramning and implementation of necessary actions in the
process of further industrialization in Iceland.

To prove the necessity of changes in various areas, changes
that seem to be necessary for the future development of the
Icelandic society but may be of disadvantage for certain
groups of people or for certain individuals.

To pvbvide a homogenous system of proposals needed for a
progressive development of manufacturing industries during
the planning period.

To present facts and figures needed for an effective
appraisal of the realism in proposed actions.

To prepare a programme of action for an efficient start

of the implementation of the development plan.

To provide a set of supplementary information to be used
by politicians, industrialists, and the general public

to be used in their appraisal of pros and cons of proposed
actions.
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2. IN OPMENT
P NG IN I 1

2.1 Historic back

The industrial development in Iceland differs in many respects
from industrial development in other West-European countries.
There are many reasons for that, some of which will be discussed
here.

Iceland is the most sparsely populated country in Europe -
approximately 2 inhabitants per square kilometer (Norway,
which comes second to Iceland is this respect, has 11 inhabit-
ants per sq.km.). This means a 1imited domestic market, com-
plicated communications, and a lot of problems related to
regional development. _

The most important natural resources are the extensive
grasslands and rich fishing banks. On these depend the two
occupations of farming and fishing, which have always provided
the Icelander’s chief means of livelihood.

Other important natural resources are the sources of
energy available in the form of water-power and geothermal'
heat. The average annual hydro-electric potential of techni-
cal explotiable power has been estimated at 4 million kW of
continuous capacity.

Iceland is, however, lacking most of the classical raw
materials for industrial production other than products from
agriculture and fishing. Large quantities of perlite and pumice
have been found and there are several deposits of dia-
tomaceous earth of which the largest one, at the bottom of
Lake Myvatn, is used for production of high grade diatomite.

No more deposits of economic importance have been found.
Minerals containing copper, lead, zink and other valuable
metals have been found in the south-eastern part of the
country, but no big deposits have been discovered.

Manufacturing industry started rather late in Iceland.

The changeover from handicraft to industrial production start-
ed between 1920 and 1930 and it was first during and after
World War II that industry employed more people than any other
occupation. (See table 2.1).



TABLE 2.1

Breakdownl’ of population in Iceland 1880 - 1980
according to source of livelihood (in percentages)

1860 1880 1890 1910 1920 1930 1940 1950 1960
Primary sectors

Agriculture .. 79.5 73.9 65.5 §1.0 42.9 35.8 30.6 19.9 15.5
Pishing ...... 9.4 12.% 18.1 18.7 18.9 16.7 15.9 10.8 7.3
Industry ....... 1.1 2.2 2.9 0.3 11.3 18.9 21.3 32.5 35.§
Services ....... 5.5 5.8 7.1 18.3 22.6 24.7 27.0 29.5 32.7
Pensioners etc. 4.5 5.7 6.4 3.7 ¥.3 3.9 5.2 7.3 9.0

100.0 100.0 1000 1000 1000 1000 1000 1000 1000

1) Allowance must be made for inaccuracy in the table owing
to variation in classification methods over the years.
(Iceland 1966, p. 163).

During the last century labour has been moving from agricul-
ture and fishing to industry and trade and service (in noTe
general termg from the primary to the secondary and tertiary
sectors). This is shown clearly in the diagram in fig 2.1.
This tendency is the same in all western countries. A resarka-
ble change in this trend, however, ocurred in Iceland after
1964. The downward trend in the primary sector stopped and
from 1965 onwards the size of the labour force is unchanged
around 19% of the total. In the industrial sector the upward
trend stopped and changed into the opposite - from 1964 there
is a decrease in employment from 48 to 46%. The trade and ser-
vice sector is, however, still increasing even though the trend
is not as clear as beforo.i)

1) One explanation to this change in the trend might be the
change in the statistical technique used. Up to 1980 the
figures are based on Census Data and from 1963 onwards
on accident-insured work-weeks. The trend after 1983 is,
however, still to be explained.
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- The expansion of manufacturing industries has been
followed, contrary to agriculture and fisheries, by a rapid
{ncrease in employment. From 1950 to 1960 the number of man-
years in manufacturing industries increased by 50 per cent.

Investments were, however, much lower per employee in
manufacturing industries than {n agriculture and fisheries
during the same period, as can be seen in Table 2.2.

TABLE 2.2

Gross Investments in pifferent Sectors 1981 - 80.

Gross Number of Gross Investmants
Investments ®Ban-years per man-year 1960
198561-80 19680
Mill.kr 1.000 kr.
1954 prices 195% prices
Agriculturs 1.400 12.200 11%
Fishing 600 $.400 111
Industry 1.2%0 10.000 (1]
Fish Processing 480 7.000 (1}
Other Industries 780 11.800 (] ]
Other Sectors 6.470 36 .000 -
Total 9.700 72.400 13

From "Draft Development Programme 1962-66", page I1:20.

Gross fixed asset formation has alwvays been lower in
manufacturing industries (excl. fish processing and aluminum
production) than in agriculture. From Table 2.3 it can be foun
that during the period 1960-1970 the share of manufacturing
industries has been slightly below 7 per cent of the total
except for two years. In agriculture the share has been well

above 7 per cent of the total, from 7.3 to 11.1 per cent.
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2.2 The Prevailing Industrial Situttidn

Manufacturing industries (exclusive fish processing) employed
1970 about 14.160 people or 16.8 per cent of the total laﬁour
force, which is more than any other single sector of the econ-
omy did that year (Table 2.u4). The estimated contribution to the
total gross national product was 1969 15.6 per cent and manu-
facturing industries have for the first time reached the same
level in this matter as fishing and fish processing (Table 2.5).

by small firms engaged in relatively unsophisticated processing.
The size distribution of the 2.160 firms are dominated by the
one-man category of companies (almost 750) and only about 150
firms employ more than 20 persons.

The distribution of industrial enterprises according to number
of people employed is visualized in fig. 2.2,

As can be seep in
Table 2.6 the manufacturing industry has the iraditioﬁal distri-
bution of employment among industries. Food industry (including
dairy industry, slaughterhouses, other food, beverages and to:
bacco) employed 1970 2.340 people, textile choes and garments
2.030 and furnitures and fixtures 1.498, in all about 40 per
cent of the total number of employees.
Normally the employment in these industries proportionally de-
creases while the employment increases in such branches as metal
industry, chemicals and petrochemicals and electrical appliances.
In Table 2.6 it can be seen that the downward tendency in textiles,
shoes and garments has turned upwards during 1970 and also for
food industry and furniture and fixtures there is in fact an
upward trend. In petrochemicals there is a great increase (in
the statistics aluminum is included in this group), but in metal
industry and electrical appliances there is almost status quo.




2.7
TABLE 2.4 Distribution of Employment by Sector’
Per cent.
—
1960 1963 1966 1968 1969 19870
——
Agriculture 16.0 13.7 12.8 13.0 12.9 12.0
Fishing 8.2 6.6 5.8 5.8 6.0 6.7
Manufacturing:
of which:
" Fish processing 10.1 9.9 8.4 7.2 8.2 0.8
Other 18.§ 17.9 17.1 18.8 16.5 16.8
Construction 10.7 10.6 12.1 13.7 11.5 10.9
Electricity, gas, water, etc. 1.0 o.» 0.5 0.5 0.7 0.6
Commerce, banking, etc. 14.7 16.5 18.1 17.9 17.5 17.9
Transport and communications 8.2 9,6 9.5 9.0 8.8 8.4
Other services 15,7 4.8 15.7 17.1 17.9 18.1
Total 100.0 100.0 100.0 100.0 100.0 200.0

1 Based on compulsory accident insurance figures for weeks
worked in each sector.
Source: The Economic Institute.

M

. TABLE 2.5 Gross National Product by Industrial Origin
Per cent.

960 6
Agriculture 9.6 7.6 7.5
Fishing and fish processing 16.8 18.5 15.3
Manufacturing other than fish processing 14.3 13.9 15.6
Construction 11.7 18.2 13.8
Public administration 6.3 6.3 7.5
Ownership of dwellings 7.7 7.5 8.7
Other services 33.6 31.0 31.8

Total 100.0 100.0 100.0 t

Note This table, which is based on factor cost data at

constant 1960 prices, is subject to very wide margins of

orior and should be treated as indicating approximate values
only.
Source: The Economic Institute.

|




2.8
Number of Distribution of Industrial Enterprises
enterprisce According to Number of Man = Years 1969
800 |
The Total Number of Enterprises 3. 1587

M3 The Total Number of Man - Years 18,000
700
600
500 T
400

344
300 283
200 -
148

100 66

0wl 1-2% 2-8 | S5=10 | 1020 | 20=30 | 30+40 | 40060 | 60«

Fig, 2.2

Number of Man ~ Years
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Production_for_ the domestic market. Manufacturing industries
are engaged almost exclusively in production for the domestic
market. In 1969 only 6 per cent of the total value of indu-
strial production was exported. Exports concentrated to a few
industries- tannery, canning and woll industry (aluminium and
diatomite not included). This means, of course, a highly limited
market, to a certain extent limited competition and thus limited

industrial development.

The_content_of production. Manufacturing in many industries
can be characterized as "production on order" and there are
very few firms built up completely for "production for stock".
That means a great number of runs in manufacturing and conse-
quently low utilization of machinery and manpower. Some indu-
stries, especially metal industry and shipbuilding, are to a
great extent working with maintenance and repair (mostly for
the fishing industry) and to a less extent with production of
industrial goods, and there is not always a clear distinction

between the two areas.

== e A e R e R e R R

cation of any young industry is perhaps that the industrial '
infrastructure is incomplete. The supply of materials, machin-
ery and special equipment is inadequately organized, the labour
market is not supplying specialized labour trained for the con-
ditions of today or tomorrow, the capital market is not supply-~
ing investment money and working capital in sufficient quanti-
ties and on reasonable terms, the advisory services in technical,
economical, managerial and marketing areas have not yet reached
neither the capacity nor the capability needed, and specific
services such as tool design and tool making, heat-treating,
and electro-plating cannot meet the real demand.

there are quite a number co-operative owned firms and some state
owned. The family owned firms are in a state of change-over from

first to second generation qf owners-managers which involves a lot
of replacement problems, reorganization problems as well as finan-
cial problems. The owner and the Tounder of the firm was in the
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normal case a technician and consequently more concentrating on

manufacturing and less on marketing. The owner is in the normal

case also the manager of the firm and as such he is not inclined
to share the responsibiiity for the activities of the firm -with

anyone - not even his son. Partly as a result of this fact there
{s a shortage of specialists in top management in many firms.

Lick_of_industrial_tradition. Being a young industry many firms
have not yet reached the lev-l of specialization in manufacturing
needed in the compctition of today and tomorrow. With a highly
specialized production it is easier to utilize effectively all
managerial techniques available but, on the other hand, spe~ia-
1ized firms are more depending on contributions from other firms

. (sub-contracting and specific services) and from outside service
institutions and, first of all, on reactions from the market.

In all this calls for a high level of industrial discipline which

include, among other things, deliveries on time, in accordance

with azrced specifications and at low ccsts. Industrial discip-
line is an important part of industrial tradition - a nece:sary
ingredient ‘n the process of industrialization.

The econcinic_policy. The prevailing situation in manufacturing

- . A W A e e r e e @ T - -

industries is to a great extent a 1 sult of the economic policy
of the country: the economic policy has not had as an objecfive
+he expansion of the manufacturing industry. In a report from
1966 Arne Haarr gives the fullowing comments:

" *"Th- we .. expuan: on in the lcelandic consumer goods industry
(excluding fish precessing) is surprising, in view of the
fact -hat i~~lan¢, by means o restrictions and high import
" tics, h.: tollowed a veiry restrictive import policy. This
would have b.en expected to provide the basis for a flour-
ishing of the home industries which were thus insulated from
foreinn competit ¢n. That there hac not been such an expansion
is presuaubly partl; Lecause the size of the home market hcs
in many sectors been a l1imiting factor. But the main explana-
tion must clearly be sought in the fact that the Icelandic
home industry, so far as can be ascertained, has worked under
very difficult conlitions during most of the post-war period.
The muin hindrance has been that economin policy has not had
as an objectiv: the expansion of these manufacturing activi-
ties. Among the “ictors restricting expansion, can in parti-
~ular Le mentioncc the following:

‘5 the s+rist ontrol of imp.rts, there have for long
periods been =stortages and irregular sipplies of raw materials
and semima-.ufactures, and the choice of sources of supply has
often beern restricted. In the same way, access to imports of
sachinery .nd technical eouipment has been limited.

tn the -...~1c. {irms within thc home industries have had small
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possibilities for the credit financing of equipment of new
investments. Available loan sums have, generally speaking,
been alloted to other purposes than the home industries,

To counteract inflation a strict price control has been practi-
sed. In many instances this has prevented enterprises, from
exploiting the tariff protection. The price control has been
based on general prohibitions of price increases, unless it
could be documented by the submission of accounts and calcula-
tions that the costs of production had risen. Very narrow
1imits have been fixed for the profits an enterprise can take.
In the immediate postwar years the system of price control

in Norway was based on similar principles. Experience showed
that the weakness of this system, inter alia, is that it does
not encourage the producer to rationalise his production or
improve the quality of his product. Moreover, the system can
often bring losses to the producers, if the costs of the

means of production, raw materials and manpower rise sharply,

as happened in Iceland during thf post-war years.
. the westment
Taxation policy has worked against¥the by earned money. Accord-

ing to the rules prior to the tax reform in 1961, total taxes
to the central government and the local authorities could in
certain cases exceed the total taxable income. The effects

of taxation have been accentuated by the sharp rise in con-
struction eosts and in the prices of machinery so that the
real value of savings funds has declined. In the case of im-
ported technical equipment this is connected, inter alia,
with the increases in the import duties.

During the past 2 to 3 years (1960-63) there has been & rea-
lignment of economic policy, which has improved conditions in
many respects. Mention can be made of some of the most import-
ant changes, such as freer access to imports of raw materials
and means of production, a radical change in industrial taxa-
tion by the tax reforms of 1961 and an easier access to cre-
dit financing. There can be little doubt, however, that the
Icelandic home industry today still bears the marks of the
restraint imposed on developments through many years".
In connection with structural conditions Haarr means that
the small domestic market has a limiting effect on the size of
the firms but he also means that it is possible that a number
of factors determined by the national economic policy have been
important. "Until the tax reform of 1961 income tax to the state
payable by industrial joint stock companies was progressive, a
situation which must naturally have tended to work against the
creation of larger units. It would also seem that the forms of

tax control gave certain advantages to the small units".
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Small units do not, however, necessarily means low productivity
of labour. But if, as it is in many Icelandic firms, it is com-
bined with a grest variety of products within one unit, it be-
comee one of the main reasons for low productivity of labour.
This state of things is of course to a great extent related to
the fact that a limited domestic market can force a factecry to
expand by starting the production of new items, since sales with-
in the country impose limits on how much can be produced and

sold of one individual unit. Haarr‘s comment to this is: "There
{s 1ittle doudbt that the special conditions of the post-war years-
{nter alia the strict import controls and tariff protection,
price control etc. - have given firms the incentive tc epread
production unnecessarily wide".

2.3 Large-scels industries

Opportunities for large-scale industries in Iceland may be said
to fall into two categories: 1) Energy intensive industries,
where cheap power is of decieive importance, without Iceland
supplying any considerable materials or services cf cther kinds;
2) Industries employing a combination of power sources and local
raw materials, and then not necessarily on such a large scale
nor so dependant on the price of power.

The first and only very large industry in the former categery

{s the aluminus smelter, owned and operated by the Icelandic
Aluminium Company Ltd (ISAL), a subsidiary of Alusuisse. The
smelter is lccated at Straumsvik near the town of Nafnarfjdrdur
in the south-weet.

ISAL went intc operation in the fourth quarter of 1968 with an
annual capacity of 30,000 mtons from 120 reduction furnaces. In
1970, & first expansion took plnco when 40 pots totalling 10,000
mtons were added.

Production capacity is now boing further expanded to 70,000 atons
per annum including a second potroom with 120 pots and 30,000
atons new capacity, plus a second silo for alumina capable of
holding 40,000 mtons.

The master agresment between the Icelandic Government Alusuisee

]
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is for 30 years, with the possibility of two 10-year extensions.
Provisions include performance guarantess, power prices, tax-
lations and financial obligations.

At present alumina is imported from Guyana, Surinam and Ju.aica.
Future supplies from Australia are anticipated now that Alusuisse
have completed their bauxite mine and alumina plant at Gove,
Northern Australia. With the second potroom operational in 1973,
the staff strength will be around 530 men. Over 98 per csnt are
Icelandic citizens. |

In the latter category the Diatomite Plant, the Cement Factory
and the Fertiliser Plant can be considsred to belong.

In 1967, a plant for the proceseing of diatomacecus earth was
completed at Lake Mfvatn in northsrn Icsland. The plant is jointly
owned by Icelandic Government and ths Johns-Manville Corporation
of the U.S.A.

Diatomacsous earth is dredged from the bottom of Lake Mjvatn and
dried nearby. The processing plant is similar to other diatomite
plants except that geothermal stean is utilised as the source

of heat. :

Initially, the plant had an annual capacity of 12,000 mtons but
this has been doudbled. The production schedule for 1972 envisages
a total production of 22,000 ton and with the results obtained,
it is reascnable to expect that a total output of 24-25,000 tons
will be shortly within reach. Exports in 1971 of 17,000 mtons
were valued at 157 million Icelandic Kronur. Regular employees
are around 50.

Iceland is self-sufficisnt in cement output, with production
from one cement plant of 110,000 mtons annual capacity located
at Akranes, near Reykjavik.

The phnt, which started up in 1988, is wholly owned by the
Icelandic Government. Annual production is equivalent to approxi-
mately 500 kg per capita, an unusually high figure that is attri-
butable to a lack of alternative local building materials.

The cement process is not typical. In the absence of limestons
and silica-rich clays for convential cement manufacture, the raw
materials employed are sea-dredged calcareous sand and liparite.
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In Paxa Bay, some 18 km offshore from Akranes, calcareous sand
was discoversd containing 88 per cent shell and 18 per cent tuff
or basalt fragments. This shell sand is suitadle for the pro-
duction of first-rate Portland cement by the addition of sflica.
Volcanic liparite, averaging 76 per cent silica, is found 30 km
inland from Akranes. ‘

Annual production is about 90,000 mtons of Portland cement. Small
quantities of Portland possolana cement are also made from clinker
together with tuff and liparite. ‘

Cement distridbution to customers scattered around the Icelandic
coast is accomplished chisfly Dy a coaster capable of carrying
1,200 tons in bags on pallets.

Regular employees are around 100.

Nitrogeneous fertilisers are manufactured at the government owned
plant, AburBarverkemidja Rfxisins, Gufunesi, at an annual rate
of 24,000 mtons gross weight. An expansion of the production has
now been carried through aiming at a further processing of this
smmoniumnitrate together with imported saterials into compound
fertilisers. It is envisaged that the production will reach
00-84,000 during 1973. Regular employses are around 180.

e e e s . <=
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2.4 The industrial infrastructure

The term infrastructure is often used as a name on one sector
of the economy covering activities that are necessary for the
efficient utilization of resources in other sectors.
Activities consituting the infrastructure are such as education,
publich health, power production and distribution, transporta-
tion systems and communication facilities, telecummunication,
radio, TV, wholesale and retail trade, hotels, restaurants, and
personal services.
Similarly the industrial infrastructure is composed of those
areas and activities specifically needed for an efficiently

' working industry. Some of the most important areas and activities
will be mentioned here with very brief connents.“

- capital market: not sufficient capacity and organization
for future needs; investment capital limited and expensive,
lack of effective channels for risk-oriented capital, the
system for working credits unsatisfactorily organized, quite
expensive and time consuming, and inadequate guarantee for
efficient utilization of capital. '

- labour market: one could almost say that there does not
exist a labour market in Iceland which meet the needs of a
modern industry; vocational training is regulated by Acts
based more on the needs of handicraft fifteen years ago
than on demands of a modern industry today - or tomorrow;

. the supply of skilled labour for industry is thus very
limited and the rules for selection and employment out of
date.

- whole sale trade and general agencies for export and import:
the channels for import of materials and machinery and the
export of industrial goods are not effectively organized
and not working with the effeciency needed in future.

- transportation systems and communication facilities: in-
creased efficiency in sea transportation and lower freight
costs is one of many conditions for increased competitive
power for Icelandic firms on the world market.

1) See also the Appendices in Volume II: 3.1 The Labour Market,
3.2 The Capital Market, and 5.2 The Industrial Infrastructure,
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- processing facilities for specific operations (e.g. heat-
treating, electro-plating, tool making): facilities for
this kind of industrial processes are almost conﬁlhtely
missing; specialized firms serving the whole industry are
urgently needed.

- 1institutions for product-oriented research and experiments,
and materials testing have neither the capacity nor the
aim and direction needed for the industry of today.

« 1institutions for training of industrial personnel are work-
ing with very limited funds and consequently with a very
low overall efficiency for the industry.

- 4institutions for advisory services have neither the capa-
bility nor the capacity for the actual needs of assistance
on firm level and further training of specialists are
urgently needed. ' '

- 1industrial information services (statistics, libraries etc.)
cannot meet the current needs.

- specific industrial services such as book-keeping bureaus,

accountants, patent agencies, designers, legal services,
construction bureaus and type-writing offices are not' all
capable to meet future needs.
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Exports of goods and services play an important role in the
Icelandic economy. In 1969 and 1970 exports counted for 48
per cent and in 1971 for 40 per cent of the GNP. '

As can be seen in TABLE 2.7 marine products have for nany
years been the dominating group of products counting for
92-89 per cent of the export value during the latest three
years.

In 1971 the exports of manufactured goods (aluminum and dia-
tomite not included) amounted to 5.7 per cent of total ex-
ports or 732 million Icelandic Xr: skin and skin products

- 207 MXr, knitted goods and garments - 187 MKr, canned fish
products - 177 MKr, and other - 165 MKr.

There were in 1971 1u4 firms exporting industrial goods in
+he manufacturing industry.

The main export markets for Icelandic industrial goods were
in 1971 U.S.S.R., U.S.A. and North-western Europe, as shown
in TABLE 2.8.

The main products exported to U.S.S.R. are knitted goods.
and canned fish products, to U.S.A. canned fish products,
skins, knitted goods and garments, and to Finland hides

and skins.

In 1968 the Federation of Icelandic Industries established
an Export Bureau to co-ordinate efforts in export promo* ion
and to maintain a program of continuing contact between indu-
stry and State to mobilize established companies and to bring
new companies into the export field.

Following an act of Parliament a new EXPORT BOARD OF ICELANDIC
INDUSTRIES was established in July 1971, to promote the ex-
port of Icelandic manufactured goods. This new EXPORT BOARD
took over all services and staff of its forerunner the Ex-
port Bureau Federaticn of Icelandiec Incustries.

Founder members of the New Export Board are Federation of
Icelandic Industries, Federation of Icelandic Master-Crafts-
men, the Federation of Icelandic Co-operative Societies, the
Ministry of Commerce and the Minictry of Industry.
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DEVELOPMENT PLAN FOR THE ICELANDIC MANUFACTURING INDUSTRY

1973 - 1980

INTRODUCTION AND ACKNOWLEDGEMENTS

One of the recommendations put forward by Albert Walterston
in his report in 1969 "A PRACTICAL PLANNING PROGRAM FOR ICELAND"
runs as follows:

"A system of annual national budgets and annual, inte-
grated public investment plans linked to programs of
seven years or more for the most important production
gectors and subsectors offers Iceland the flexible
planning approach dictated by present circumstances”.

The decision to enter into EFTA further emphasized the need
for sectoral planning and consequently the Government in 1970
designated the Industrial Development Institute of Iceland with
the preparation of a Development Plan for the Manufacturing
Industry.

In accordance with an agreement between the Government and
UNDP/UNIDO/UNCTAD dated 30 April 1971 a group of international
experts were attached to the Institute and to the Export Board.

The preparatory studies started in September 1971 and the first
draft of the plan was delivered during December 1372. This draft
was circulated amongst a number of institutions and persons and
the comments received have been considered in the present edi-
tion.

The main report - Volume I - is written in a rather concentrated
form. In order to clarify the terminology used and explain the
background and alternative views on various problems a series
of Appendices is presented in Volume II as supplementary in-
formation.




The principal functions of the Export Board is devoted to

providing market information and investigation of export

sales prospects, trade fairs participation and introquction

of new manufacturing companies in the export field.

The sphere of the Export Board will be concentrated on the

manufacturing industries as opposed to the agricultural and

fishing industries but the whole Icelandic economy is his-

torically divided into these three sections.

The Export Board chief emphasis are on the following manu-

facturing groups:

1. The textile industry

2. The canning industry

3. The furniture industry

4. Light engineering. In particular manufacturing of equip-
ment serving the fish industry. .

5. Arts and crafts (incl. manufacturing of silverware and
lava ceramics).

TABLE 2.8 Beograph f 971

Countries Thousands of Per cent Per cent
Icelandic Kr. '

EFTA-countries
Finland 91,275
United Kingdom 42,960
Faroe Islands 37,330
Denmark 27,478
Sweden 26.020
Other 16,780 241,840

EEC-countries
West Germany 40,700

Other 17,100 $7,800

Eastern Europe
U.S.S.R. 224,370

usA 151,400
Other countries 57,440

Total 732,800

Export Board 1972.
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Branch-organized institutions for the co-ordination and exe-
cution as well as marketing research and exrort promotion have
for a lung time been established within the fish processing
industry. The first institution with these responsibilities
within the ranufacturing industry was established in 1972 in
the =arning industry:the Ssafood Corporation.

The Icelandic Seafood Corporation is an independant institution

with its own finances and bookkeeping, set up by The Icelandic

Government and most of the Icelandic Canners in co-operation.

With the Corporation there are now affiliated 20 Canneries, all
' along the coast of Iceland. '

Its starting capital is to be Icel. kr. 12%.000.000,- outright

grant, payable over tha next H years.

The Government of JTceland has further the right to guarantee

a loan of Icel. kr. 00.000.000,~- for the Corporation.

The Corporaticns income will be commissicns on the sale.of goods

for the membtcrs, and on production gcods purchased for the memberc.

According to the Charter of the Corporation, its purpose is:

"To in-rease mathodically the production and export of canned

and preserved gonis. and further o° Shrimps and Molluscs, for

those o' the m-mbers of the Corporaticrm, that so wish.

This, the Corporatinn will seek to do, by making market analysis,
" marketinm, and sales-promotion ior the goods produced by its

memberc.

Further, by modifying the goods to suit the prospective markets,

initating production of new goods and establishing strict quality

control.

Purchasing of all production goods, that the members may need

will bc centralized, and lastly, the Corporation will give the

members the tochnical advice they need".

As said under 1, the Corporation is an independent institution,

but it is forcseen, that after 5 years, the various members can

take it over.




2.6 Economic growth in manufacturing industries

Economic growth in industry is normally measured by the changes
in volume or value of production per man-hour or man-year.'The
accuracy of measurement is, however, normally rather limited,
for different reasons: the statistical figures giving volume

of production are always subject to wide margins, the value of
production at different times has to be measured in the same
prices, the labour content of a man-year varies from year to
year because of variations in the number of working-hours per
week, the number of hours in over-time work, and the composition
of the labour force. The measurement gives, for these reasons,
an indication only.

The economic growth in Icelandic manufacturing industry during
the period 1959 - 1969 can be studied in a series of tables on
the following pages. Table 2.9 shows quantity indices of pro-
duction in manufacturing industries 1959 - 1969. The overall
increase in the volume of production in 1969, 9 per cent, is the

same as during the whole period 1963 - 1968. Table 2.10 shows
the development of value added per man-year in some industries

during the same periocd. In table 2.12 the volume of production
and the number of man-years are put together in an index over
productivity of labour during the period 1960 - 1968 (1960 = 100).
The last line shows the overall increase to be 17.3% during this
period. (All three tables are taken from Gudmundur Magndsson:
"I8nprdunardform", 1971).

This increase of labour productivity is, however, larger than

in other sectors of the economy. Estimates of average labour
productivity based on data for the year 1965-69 are presented

in Table 2.13, which is taken from "ICELAND - OECD Economic
Surveys, 1972", page 18. The figures in the table are commented
as foilows:

"With due reserve for the considerable margins of
error to which these estimates are subject, it would appear
that in 1965 and 1966 average productivity was considerably
higher in fishing and tish processing than in other sectors,
even though the rate of increase in the volume of the catch
declined sparply in the latter year. It should be noted
that the relative productivity of protected industries (as
shown in 2.13) is overstated to the extent that these indu-
stries are able to maintain higher prices because of tariff
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Table 2.10 Value added per man-year in some industries
during the period 1964-1969 (1.000 kronur)

1964 1% 1%4 1967 1968 1999
............................ % ] % 1)
Bongood «..oooivnniiiiniininienininaniiee “ 19 14 156 » ”e
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Ui tur, spuni og velneder ...... .00 166 181 100 0 i1 b
Voldarhmoalbuader .............coo0iiinaies 10 i 1293 M - I »
Bhdgord ........oiiiiiiiiieiiiicieeireee. 19 181 181 11 " 244
Potagond ....ooooviiiiiiiiiiniiiniieineins 113 18 168 193 19 ]
Niagagnolramioiule ............ccc.ounnes <38 10 21 ™ n: e
Tansdtuingaemll ... ........cooiieiiiieinien 19 811 "l Ul .
Papploovbrugesd ...........0ciiiiiiiinia m m . I | ] s »
Stsnogverhunohinme ..........00ii00 i 16 1 mn 168 4 @
........................... Nereas n 19 160 1% " e
undiensbbollneder ..........00000s ne m 3 m ] 113
og bk ......ooiiiiiiiiiiiiiiinna oo :: = :: :'l’ ::;
Awner nedur {m. 8. beelntutiev.) .
................................. 14 19 m 133 ] ]
Smill og vidigerdiy relmagasiabje ............ 1 108 19 ] " | 1] ]
Moot alie (anner en ) eetiieiniienins 160 1M m e " "
. Holmit: Unaid ¢r tolem fri Linahagestalnnainni,
Grens

Table 2.11 value added in per cent of sales prices in some
industries during the period 1964-1969

Avp. 1961 1963 1966 1967 1968 1989
», % % % ) % %
B0 MUAMrldnadur .. ... e e e 130 s le2 '
IO KoRgd ... 218 B4 A2 519 538 46
B Balpotiogerd ...........ooiii i irer e irees (L% ] 4.1 46.3 Mo [ K] “ae
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"l m ogvelmadur ........oi00iiiiene W 2.2 w1 0.3 “e Y
m :“'.‘ ................................ ;:; :: S1.1 804 882 44

......................................... X 41.6 LX) .0 4.9
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S0 Papplrovieugeed . .........oovvnenenninnniniiinins M M1 %6 M1 M4 9
Ml Btnuogverbmmskioma .....oiiiiiiiii el T W1 Wl 1T s M
P8 LodurvBrugend ..........coceieeeiinininniin, T I TY T X T TX T R Y
211 Komnlohur wndiestsbabdnadus . ...........c0vv.nnn... M2 439 e M3 44 )
s -u-m ................................... 9 M1 389 Ns N N
B9  Anmer MRadOr ... ooiiieiiaenenian, N1 M4 M8 M N4 NS
0% Bowemtelbnoder ....................... eerererias 0L N1 Ws B 6s W
. 200 Benbdi og vilgertie reRad)e ..........o.0inininrnnn. a1 A1 NS M) 6 6)
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1
Table 2.12 +Productivity index for small scale industry
(excl. fish processing) 1960-1968
“
. .mau
As o Prombidnit) fywn ol 1 9
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protection and gsubsidies. High tariff protection and sub-
gidies thus provide for a permanent level of redistribution
of income between the export and domestic sectors. The same
seems to hold for manufacturing although allowance has to
be made for the fact that the capital labour ratic in this
sector has been significantly below the national average.
There seems little reason to doubt that marginal producti-
vity in fisheries exceeds that in other sectors during a
cyclical upswing. At the same time, lower average producti-
vity in agriculture offers prima facie evidence of the rela-
tively weak position of this sector".

The current level of productivity of labour is considerably low

in the Icelandic manufacturing industry in comparison with
corresponding industries in neighbouring countries. The diagram

in Fig. 2.3 shows the average gross value added per man-year

in Iceland, Finland, Norway and Sweden during the period 1968-
1971. The figures for 1971 does not include Iceland and the
figures from the other countries for this year are preliminary
only.

The Icelandic figures are based on gtatistics from Efnahagsstofnun
and Framkvamdastofnun rikisins and cover manufacturing indu- .,

stries other than fish processing, but includes canning of fish

product and excludes slaughterhouses.

The figures for Norway and Finland are based on OECD statistics
and for Sweden on official Swedish statistics. All figures are
based on the price of each year.

As mentioned before comparisons of average figures from official
statistics just give a rough indication. Direct comparisons,
however, of production per man-year made in 1970 and 1971
between small groups of firms in Iceland and Norway in some
branches of industry show the same tendency as in 1{llustrated
in Fig. 2.3.
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Fig. 2.3 Average gross value added per man year in four

countries during the period 1968-1971 (in prices
of each year). The figures for 1971 are preliminary
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2.7 Additional problems in the nearest future

The Icelandic industry has now reached a stage of develop-
ment where changes in many respects seem to be inevitable:
expansion of the market for industrial products, improvement
of managerial techniques, restructuring of some branches of
industry, and a change in attitude and approach towards indu-
strial production.

1 Entr!'into EFTA_and_tentative agreement with EEC means

EFTA and EEC means limited tariff protection and more competi-
tion on the domestic market from high-competitive foreign
firms. Some industries will be more affected than others.
From 1959 to 1970 the Norwegian industry lost 13 per cent
of the share of the domestic market for textile, 19 per cent
for ready made clothing, 41 per cent for shoes and 16 per cent
for furniture.

In order to survive it is necessary in some industries
to substantially increase the competitive power. This aim can
be achieved through improved utilization of manpower and capi-
tal, which means, either the same volume of production with
less manpower (discharge of labour), or increased volume of
production with the same manpower (the increased volume of
production has to be sold on the world market).

2 All firms may_be_involved: Increased production per man-
year in some firms means a higher earning capacity and higher
manpower compensation in these firms. It also means, however,
additional problems for all non-competitive firms in all sect-
ors (difficulties in attracting skilled labour, in paying high
wages, in high labour turnover and in profitability). The ine-

vitable consequenses will be a process of restructuring sever-

al branches of industry.
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3 Change of attitude_and_approach_towards industrial pro-

duction: Necessary ingredients in a process of producti-
vity improvement are such activities as product develéﬁmgnt,
marketing, managerial planning and control, export promotion,
and progressive mandgement, which means that the traditional
Icelandic attitude and approach towards industrial production
and industrial management must be adapted to new conditions:
high financial requirements means in many cases a widening of
ownership (family firms may have to be transferred into joint-
stock companies), utilization of new techniques in management
engineering and managerial economics means in many cases a sep-
aration of ownership from managership and the introduction of

professional managers.

- a more restrictive product policy, which in some cases means
a closer co-operation between firms on a subcontracting basis -
This calls for a high industrial discipline: deliveries accord-
ing to specifications and agreements, and deliveries on time
at low costs. These qualifications are of course of extreme
importance also in the introductory stage of production for
exports.

From the experience gained in connection with the estadblish-
ment of a system of sub-contractors at Volvo, producer of motor-
cars, it is a very long and troublesome way to become an accepta-
ble subcontractor.

§  Responsibility for employment: The age composition of
the Icelandic population is relatively youngish, the 0-15 year
group being almost double the number of 30-45 year group. From
this it follows that the labour force will continue to grow
at the high rate of 2 per cent alghough the growth of the
overall population has slowed down to below 1.5 per cent per

annum.

The expected annual increase of the labour force will not
£ind an outlet neither in the fishery nor in the agricultural




In the process of preparation of the Development Plan a great
number of specialists have made valuable contributions.

In the UNIDO--teain of experts Messrs. Jens A. Rinnan, Antti J. Sal-
mela and George W. Dziecielewski together with the Icelandic
specialists Messrs. Helgi G. Pdrdarson, Sigurdur AuBunsson, *
Eggert Hauksson, Bj¥rn Jéhannsson, Jén Svavar Fridjénsson and
Glafur H. Kjartansson carried out a series of depth studies in
various industries and prepared a number of study reports.

Mr. William B. Thompson performed a comprehensive Market Study
for the Sea Chemical Project assisted by Mr. Georg Gunnarsson,
Mr. Bengt-Olov Bystrom studied Industrial Services, Mr. V.
Alexandrov, assisted by Mr. Asbj¥rn Einarsson carried through

a prefeasibility study of electro-smelting of ilmenite, and Mr.
Jands E. Ujhelyi, assisted by Messrs. Adalsteinn Jénsson and
H8rdur Joénsson studied the industrial application of perlite

and other volcanic miterials.

In the parallell UNCTAD-Project a team of experts have been
attached to the Export Board under the Managing Director Ulfur
Sigurmundsson, who together with the experts Messrs. T. Torbjdrn-
sen, H.E.Berggren and A.H.R.Delens have co-operated in the export
phase of the preparation of the plan.

The Industrial Development Institute has been the Centre of
Studies. The Managing Director, Sveinn Bji¥rnsson, has taken an
active part in the work of the team, contributed efficiently in
numerous discussions and served as a connecting link between the
study group and Icelandic Institutions and all the Icelanders,
who have been involved in one way or the other. The Board of the
Institute under the Chairman Arni Vilhjdlmsson has followed
closely the studies from the very beginning and continously
appraised the results. The Staff members of the Institute have
all been involved in the project and exellently taken their share
of the workload. A special reward, however, should be given to
Mrs. Herdis Bj8rnsddttir, for the perfect managing and execution
of all the typing and printing of numerous reports.

To name all the persons who have contributed is impossible but
some must be singled out for special recognition:

The Ministry of Industry: Mr. Magnus Kjartansson, the Minister,
Mr. Arni Snavarr, Secretary General, Messrs. Arni P. Arnason and
br8stur Glafsson.
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sector. In both these sectors the manpover employed will
rather decrease in future than increase, which means that it
is necessary for the industry to create employment possibili-
ties in order to absorb a great portion of the annual increase
in the labour force. To this should be added, as mentioned
before, that if the increased volume of production achieved
through an increase in production per man-year can not be sold
on the domestic market or on the world market the alternative
is to limit the production and discharge labour.

A necessary prerequisite for a satisfactory solution of
the employment problem in the future is enterprising spirit
and a good climate for entrepeneurship, industrial ventures,
inventions, and development of new products and markets.

6 Still lacking_the support_of _a strong unified_industrial

T R colaeomonen ceoocoeoeeaneeneoemlooame moedmoamaeeehe oo

organizations, which means inefficient utilization of manpower
and financial means, limited power, inadequate advisory and’
information services, and risks for different opinions on
industrial development.
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3 GENERAL PROSPECTS FOR INDUSTRIAL DEVELOPMENT

3.1 The Labour Market

The total population of Iceland at the close of 197b was
207.174. According to estimates made this figure will have
risen to about 230.000 by 1980,

Changes in population during recent years have been chara-
cterized by a large expansion of the age group 15-19 years. This
trend will .continue through the next few years. The relatively
large supply of young labour with more advanced education must
be regarded as a favourable feature of population development.
The number of school-children between 7-14 years will also con-
tinue to expand rapidly, though at a decreasing rate.

The potential labour force was in 1970 137.900 persons
(64.9%0 men and 62.960 women) and the actual labour force the
same year 81.282 persons (58.15% men and 23.128 women). The in-
crease in the actual labour force up to 1980 has been estimated
at 17.000 - 18.000 persons. The number of persons employed in
manufacturing industries was in 1370 13.700 persons.

For several branches of industry there does not exist an
adequate labour market in Iceland as in other industrialized
countries. In accordance with tradition, handicrafts have an
important position in Iceland, and altogether there are 61
legalized handicraft trades. No special demarcation line is
drawn between industrial trades and handicraft trades.

The vocational training in Iceland is regulated by two
Acts, i.e. the Act on Apprentice training of 2§ May, 1949, that
was brought into force from 1 January 1950, and the Act on Voca-
tional schools that was brought into force from 1 October 1955.
The Act on apprenticeship training regulates the conditions of
training in the workshop. The Act embraces the whole country
and includes all ages.

The Guilds of handicrafts include by tradition both masters
and journeymen. In collaboration with these organization,
training schemes have been drawn up in twelve trades, but in

other trades there are no special schemes.
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In an industry with high specialized production processes
the requirements on labour and labour training are quite differ-
ent from what is the case in handicraft and artisan trades.

An adequate basic education and further training adapted to
actual needs in each branch of industry is a primary prere-
quisite for a successful process of industrialization in Ice-

land.
For further details about the Icelandic labour market see

Appendix 3.1.
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3.2 The capital market

The growth of manufacturing industry is still a relatively new

phenomenon in the Icelandic economy. Industry has grown as a
result of tariff protection on an import substitution basis and
is becoming an increasingly important sector. Most companies,
however, are still small family owned firms or partnerships whose
ability to raise money is restricted by the credit worthiness of
the owners rather than that of the firms.

The opportunities for self-finance are limited by the family or
partnership‘s savings and their income. Since the bulk of savings
are usually used up in the establishment of the enterprise only
income from profits remains as a source of self finance. Profits,
however, in the majority of cases are not high enough to enable
the firm to finance re-equipment, modernization or expansion.

The level of private and public savings is quite high and would
be more than sufficient tc cover the needs for credit finance in
manufacturing industries. Manufacturers have, however, to com-
pete for these resources against all other credit users and es-
pecially the traditional industries, i.e. agriculture and fighing.
Although there has been a marked improvement in recent yearé and
particularly since 1969, traditional attitudes persist in Govern-
ment, financial institutions and the public at large. An example
of this is the variable discount rate, which for agriculture and
fishery products is 6% rediscounted at 5.25%, whereas in the case
of manufacturing products it is 9 to 9.5%. Rediscounting for
manufacturing industries has only recently been introduced.

Some seventeen Investment Credit Funds are in existence. The
majority of these were establisghed to channel capital to the
traditional industries and only one with rather limited funds
deals with the needs for manufacturers. An additional sources of
credit is the Nordic Fund established in 1970. Although capital
{s available from this fund few industrial firms can benefit from
it as it is primarily aimed at the establishment of new enter-
prises rather than the improvement of existing firms. f
The banking system is therefore the chief supplier of credit to
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manufacturing establishments. Its loans for investmeﬁts are
norminally expensive but nevertheless not prohibitive. A far

more serious aspect which has limited the availability of capi-
tal to individual manufacturers has been the banks inabilit&

to judge the credit worthiness of the enterprise. Manufacturers
as a group are reluctant to disclose their accounts even to the
banks as a result of which their ability to borrow is restricted.
A possitive change has, however, occurred during the last few
years.

This attitude of secrecy so common amongst small family businesses
in all countries is perhaps the main reason why a Stock Exchange
does not exist in Iceland. Floating shares would of course be a
cheap way of obtaining additional capital but since this implies
accountability to shareholders, the disclosure of accounts and

a loss of control (even if only partial) few companies are really
interested in this type of development. The result is, that al-
though the Central Bank has had the authority to organize a Stock
Exchange for several years no action has sofar been taken.

The persistence of a fairly high rate of inflation, around 12 per
cent per annum, has also influenced adversely the availability

of capital. Rapidly rising manufacturing costs have put increas-
ing pressures on limited resources of working capital with the
result that many manufacturers are no longer able to exist with-
out borrowing. The existing price freeze introduced with the aim
of containing inflation has of course put even greater strains

on the manufacturer’s ability to meet his day to day commitments

from his own resources.

Inflation has also helped to develop practices which tend to
1imit even further liquid assets. Hedging against inflation manu-
facturers and the community at large tend to overstock, invest

in housing, machinery, office space and the like, keeping liquid
assets to a minimum. .

A series of tables in Appendix 3.2 give additional information

on the existing structure of the capital market.




3.3 Energy resources

Economically exploitable hydroelectric power is estimated
at about 35.000 million kWh per annum, equivalent to 4.000 MW
capacity in continous operation. Up to 1970 about 24u4. MW capacity
had been installed producing 1.%413 million kWh. This represents
a utilization of about 6 per cent of potential capacity.

Electric services are provided by companies owned by the
state or jointly by the state and municipalities. Over 97 per
cent of Iceland’s population enjoys the benefit of electric
power.

Unfortunately it has not been possible to get an overall
view of the current utilization of the energy resources in the
country, giving details about installed capacity, distribution
of consumption by categories of consumers, variations in consump-
tion of different kinds, price in various parts of the country
and for various categories of consumers, the magnitude of dis-
turbances, and, which would be of great importance, the plans
for future extension. Such a plan should be of great help in
many connections. For the southern part of the country, however,
covered by the activities of Landsvirkjun most of this informa-
tion is available.

Landsvirkjun’s present power system consists of six inter-
connected generating stations, namely, Steingrimsstdd, Ljdsafoss
and Irafoss hydros on the River Sog, the Burfell hydro with three
initial units on the River Thjorsd, a steamturbine stat.on at
Ellidaar, and a gasturbine station at Straumsvik. This system is
presently in the process of being expanded. The capabilities of
the system upon completion of these additions in 1972 will be

as follows:
Installed Annual
Rated Firm
Capacity Energy
MW GWh

Stgingrfmsstﬂd Hydro (2 units) 27 140
Ljdsafoss (3 units) 1% 110
frafoss (3 units) 48 250

Total Sog Hydro 30 500
Burfell Hydro (6 units) 210 1650
300 2150
Ellidaar Steam (2 units) 19
Gasturbine Straumsvik (2 units) 35

35.

T —————————————————




3.6

ZLE6T NNMIOLS/MNNO Pu® T/.6T YIENIAON NNNJOLSSOVHVNII

s3uerd Jemod jo uvoTIdwnsucd BUTPNTIIUT ‘¥Sn [eaIUIY  (S)
jueld wnrutenyy (%)

3z0daty YJARTIAN (€)

aueTd UMW)  (2)

IUPTd IIZTTTIIBI (1)

€°nLE $°06 8°€827 IL6T
"t9 ShS <s It nn o T in €ln T T°nEE £°06 " A ] 4 OL6T
«09 LY A tl €9 06 €n 098 Z°EEE S-ss L ENZ 6961
ELS - 1s L] 1¢ ) ¢ 43 L39 6°0LT Z°8n L°22t 0961
6SS - 1 £t “L 969 8 4 S99 0°oLT €°Ln Lot L961
THS - L] ] £1 89 - 299 h “Z9 T1°891 L LTt 996 T
508 - Oh £T 10T €99 T 9 6°€ST T°1¢ L°T21 S96T
594 - I 13 § t 4] ¢ 299 €l €59 £ 60T 9°92 L°TT1 %961
oSt - In £T Let ™8 4§ 629 9°9nT 6°n L 121 £961
81In - Th €T L 4 ¢ 909 1 3 ¢ €6S s$°8Z1 9°¢Z 601 Z961
88¢t - :1:4 18 8 TSt 88S Zt 9LS 6°L21 6°%¢ 0°sot 1961
S9¢ - ST £T €Y 9£S £T €2S 0°ZZ1 0°LY 0°s01 0961
() (v (&) () (O 1308 Jeyig oapAg 3 a :avex

owu:mw M JO spuesnoyl)
:owum&:wnmwllllllllllllll, UOTIONPOId JeeL jo pue v sjuerd

(UMY JO SUOTITITH)

danod o1Tqnd 3o A3rowde)

JeaA Buranp uoridumsuod pue UOTIONPOIG

UOT3QWNSUC) pu® SATIONpOJd TSIUP(g Jemog jo Katoede, 1°€ 21qey

PU——




3.7

Three power stations owned by others are interconnected with
Landsvirkjun’s system. These tations are the Andakill hydro, now
being enlarged from 3.5 MW to 8 MW, the Westmann Islands 4% MW diesel,
and 7 MW of diesel capacity at the Keflavik NATO Base. These gtati-
ons will serve mainly as standby stations for their respective

areas after certain improvements now under way are completed in
1972. Landsvirkjun will thus be relieved of corresponding service
requirements to those areas during system disturbances.

Master planning studies extending over the past 12 years have
identified a number of potential sites for reservoir storage and
generating stations in the Thjorsa Basin. Detailed studies have
gshown that Landsvirkjun’s next logical hydro developments are first
the Sigalda and then the Hrauneyjafoss stations on the River Tungnaa
one of the main reasons for this being that they both utilize the
already existing Thorisvatn storage. The stations are very similar
in most respects and according to feasibility studies already made
their main features are as follows:

Sigalda Hrauneyjafoss

Net head m 70.9 82.0

Useable intake pondage 3 140x10° 28x105

Installed capacity MW 150 160

Addition;of annual firm energy

to existing system GWh 850 1000

One transmission line will carry the power from both stations
to the main local center in the Reykjavik area and this line to-
gether with the existing line from the Burfell station and the
above discussed reserve line from Burfell to Geithals will furnish
adequate transmission capacity.

The construction of the Sigalda Plant will commence in spring
1973 and is scheduled to be completed in autumn 1976. It is hoped
that construction of the Hrauneyjafoss Plant can start before
Sigalda is completed.
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3.4 Export marketing opportunities

Provided the infrastructural prerequisites are established
effectively, the export opportunities of various induéfries
seem to be rather promising.

The industry with the greatest export potential in terms of

new products and employment opportunities is the metalworking
sector. Some of the existing products possess export potential,
especially items connected with the fishing industry: herring
grading machines, automatic fishing reels, plate freezers and
hydraulic winches. These are examples of products which have

a good performance quality, acceptable price level and incor-
porate technical features specially adopted to customer needs.
New products have, however, to be developed and/or introduced
on a license basis.

Within the leather goods indusfry some leather goods are being
exported. The potential for increasing these exports exists but
the extent to which expansion will take place will be deter-
mined by raw material supply and new product development. Lo-
cal raw materials can be augmented through imports to be used
in a large sector of hitherto only marginally exploited léather
products, such as belts, leather bound photograph and stamp
albums, wallets, purses, handbags, travel goods and the like.
The main advantage of the development of this type of industry
in Iceland lies in the fact that these product can be produced
competitively on a small scale, capital requirements for mach-
inery are relatively small, and the production can be located
in any part of the country. This production could also have

a multiplier effect in the metalworking sector by creating
demand for local manufacture of zip fastners, press studs,
buckles, frames, etc.

The export potential for the knitwear industry is very strong
as long as emphasis on distinctive Icelandic features is main-
tained. Icelandic knitwear already sells well in the U.S.A.
and Western Europe as a result of its distinctive design. An
adaptation of similar design features to, say, carpets could
also prove successful. A higher level of product specializa-
tion is, however, required within this industry in order to
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achieve volume output with consequent reductions of unit costs.
The products should follow fashion trends in design and colour
without loosing their distinctive Icelandic image.

are lim’ ' "
Although export opportunities within the furniture industry in-
dividual items of special design could find sales outlets abroad.
Exports of office furniture, i.e. chairs, have begun and have
proved successful. This indicates that with proper design, accept-
able prices, and good product quality other products could also

find outlets abroad.

Lava ceramic products are already exported and the potential
demand seems to be unlimited in the foreseeable future. Although
these products are unique in their field they do compete against
ceramics made from more traditional materials and for that rea-
son product prices are of imporiancc. Even in this industry
product specialization is one of the ways towards lower product

costs. including
canning
Fish proceasing/hlthough one of the largest single industries

in Iceland is still relatively undeveloped. A far larger PoPr-
tion of value added can be obtained through relatively minor
changes and additions in processing methods. Market oriented
products and product packaging should be developed with due
regard to differences in taste and habits in various countries.
Care must also be taken with strict adherence to rules and
regulations regarding food and health, often varying from
country to country.
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3.5 Regional aspects on industrial development

3.5.1 Conflicting objectives

In development planning there is always the problem of con-
flicting objectives:

- gshort-term or long-term perspectives: short-term invest-
ments which will show immediate results and will raise
the level of 1iving for the present generation or invest-
ments which are focussed on the longer run development;

- economic, social or physical planning objectives to be
selected as prime objectives: if the most rapid economic
growth is selected as the prime objective the result will
be a certain set of policies regarding the utilization of
human, economic and physical resources, if full employment
is assigned the highest priority the type of planning, the
concentration of resources may be directed somewhat differ-
ently;

- national versus regional objectives: it may be in the in-
terest of the national objectives to try to concentrate
on particular areas which can be most fruithfully developed
at the sacrifice of the development in other areas;

- {ndividual versus national objectives: the objectives for
the individual are frequently in conflict with the objective
for the economy or society as a whole;

- the public versus the private sector: finally, there is
the conflict which is constantly present in the democratic
nations, namely, the relative roles of the public and
private sectors. '

Conflicting objectives have been one of the main reasons for
the relatively limited effect the process of regional development
has had in many countries. In the Scandinavian countries, for

instance, (Norway, Sweden and Finland) enormous amounts of money
have been spent in the attempts to establish industrial firms

in the Northern part of these countries and all kxinds of aid

has been tried. Conflicting objectives have, however, to a great
extent limited the impact.
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3.5.2 Public support_ for_industrial firms in development areas
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In the past maximum economic growth has almost everywhere been
considered to be the prime and determinant objective. This approach
brings about very definite requirements regarding location gf
industries, covering such factors as supply of power, manpower

and raw materials, transportation facilities, the proximity of
auxiliary and support industries, infrastructure, and industrial
gervices. The end result is a centralization of industries to
certain areas well suited for efficient industrial production.
Nowadays however, full employment is more and more considered

as an essential objective in development planning and this fact
changes considerably the basic approach in location of industries.
Assistance can be provided by the state and/or by the communities
in order to compensate firms for the additional expenses involved
in being located in a development area rather than in the area of
their choice, which is generally in a highly developed part of
the country where all advantages mentioned above are available.

In many countries provision is made for direct stimuli for attract-
ing or expanding industrial activity, in addition to the measures
affecting the infrastructure. Such stimuli may cover new firms,
those which have moved from congested areas, or existing firms
carrying out rationalization and expansion programmes. These
direct aids mainly take the form of loans, grants or fiscal exemp-
tions although a wide range of different kinds of measures are
used, especially for specific purposes, and there are wide varia-
tions in the terms and conditions under which loans and grants

are given.

In general, the measures apply to manufacturing and extraction
enterprises only, but in some countries tourism is also included
and also commercial establishments. For the most part, foreign
firms enjoy the same advantages as the national ones.

Regional development is, however, more of a political than an
economic problem and public support to industrial undertakings

is just one part of it. It is also a very complicated problem
which, for certain, not is to be solved in a sectoral plan.

1) For more details see Appendix 3.4: REGIONAL ASPECTS ON INDUSTRI-
AL DEVELOPMENT and Appendix §,3: INDUSTRIAL CENTRES.
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3.5.3 Development areas_in Iceland

Regional development is a more complicated problem in Iceland
than in any other West-European country because of the large
centralization of the population to the Reykjav{ik area, the’
sparsely populated countryside, and climatic conditions.

The map on the next page shows the distribution of inhabitants
by December 1st, 1960 sencus. Each dot denotes 50 persons and
the encircled areas indicate a population exceeding 500. The
number of inhabitants in these areas is indicated on the map in
thousands. Dots forming squares show villages of less than $00
inhabitants. The map is included in "Proposed Development Areas
in Iceland", by Cand.Oecon. Valdimar Kristinsson, 1963.
Kristinsson also discuss alternative development areas outside
Reykjavik and Akureyri as illustrated below.

The uninterrupted line shows a
possible administrative division
of the country between leykjavik
and Akureyri anide from the
central governmental admini~
stration in the capital. The
dotted line shows a possible
administrative arean of a town
which wirvht be built in the
future on the east coast, Butl
the futurc will decide whother
more than 2 or 3 citios will be
built in Iceland.

The illustration shows the developwent areax arnd
other important centres discussed in this syrvey.
The arrows arc intended Lo indicate wheorefrom it
would be mnkt natural to scek miscellancous sNorvices
after the den=+1)y poputated nucleus have been
further developed.
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Regarding the future prospects for industrial development in
development areas outside Reykjavik and Akureyri it is a fact
that there are a number of small industrial undertakings managed
by progressive and skilful manufacturers. If these firms could be
provided with public support and industrial services of different
kinds they could most certainly be further developed.

Relative dependence on agriculture and fishing in Northern and

Eastern Iceland is greater than for the country as a whole. Incomes

are below average in these regions, while variations in the fish
catch lead to considerably more unemployment than in other parts
of the country. There is also a seasonal unemployment problem as
the fish catch is concentrated to particular parts of the year.
The problems are increased by the low density of population and
difficulty of communication outside the Reykjavik area. These
factors have resulted in net emigration from the countryside to
the towns and from regional centres to Reykjavik. Extrapolations
suggest that if no action were taken almost half of the growth
of the population outside the capital would emigrate to the
Reykjavik area. As this migration would probably be concentrated
to the more active sections of the population the burden of pro-
viding basic infrastructure development of small communities
would be considerably increased.

Table 3.7 pomegraphic, Kmploymeet oad Jovome Deta by Bagion

] Nerth
TR N N wWet Sewd  Bes  Tew

Pur cont of tetal popuistion, 1970 506 18.7 49 (%] (X 3 e
growth in

1960190 of 222 90 -3¢ 121 137 1.6 ([ ¥
Net migration as per cent of popu-

lation growth, ms-ms;' + 3 -33 -9 -10 -3 -30 [
Unemployment as per cent of popu-

lation, 1969 per 0.6 14 0.5 0.7 3 1.5 10

1970 03 1.8 0.2 0.2 02 09 a3

Proportion of labour fores in :

fishing industry, 1969 4.7 9.1 190 LS 118 210 142

Percentags devistion from mean
income for whole country, 1969 + 8.7 -9.5 -4 -1t 47 -152 0

1 Rased on extrapeintion of 1960-1943 saperienss
Sowrce: The Lconomic Institute and Hagtidindi.
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Table 3.3  Dunibutien of Suglopment by Sester and Reglen
Por comt
Esstern
Region, 1963 Region, 1968 Country, 1968
1.0 270 130
S ine 103 76 r
a=nnmuhaum¢ 152 79 154
Comstruction 8.7 74 133
Bleciricity, gae, water, . 06 0.1 09
Traasport, siorage and communicetions 5.1 7.9 9.1
Commerce 9.7 9.1 150
Other services 1.6 7 199
Totsl 100.0 100.0 T
Sowrve: The Reonomis Iastinnte.
" Some medium term regional programs have been drawn up in the

recent past, and have been partly or fully implemented. These
are the Westfjords communications program, the North Iceland
industrial and employment program and the East Iceland road
program. Other programs have had regional aspects, such as
the electrification program of 1954 - “63, with later additions,
and the main highway program of 1969 - °72. Since its establish-
ment in 1966 the Employment Equalization Fund has allocated its
own as well as external finance to regional programs, which have
been drawn up by the Economic Institute.
Now both these institutions have been merged into the new State
Development Institute, and the fund will henceforth operate
under the name of the Regional Fund. In addition to the resources
. of the previous fund, the institute is specially authorized by
its founding legislation to borrow up to 300 million kr. annually
for 5 years for this fund. This decision reflects increased em-
phasis being laid on regional policy. '
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4.1
OVERALL TARGETS

Overall targets for the manufacturing industry up ‘to 1980

In the determination of the overall targets for the manu-
facturing industries in 1980 due consideration has to be
given to, on the one side, the primary objective "Economic
growth" (tentatively formulated as "Optimum economic growth")
and on the other side the primary objective "Employment"
(tentatively formulated as "Full employment"” which means
about 98 per cent of the labour force), and the possibilities
for productivity improvement within individual industrial
firms.

As stated under 3.1 the net increase of the total labour
force is estimated at 17.000 - 18.000 people during the
period 1970-80 or about 1.760 peopl’e per annum. The net
increase will most certainly not be added proportionately

to the existing pattern of occupation. The Economic Insti-:
tute presented in 1968 three alternative projections of the
distribution ¢f employment among main economic sectors.
These projections have now been revised by Framkvamdastofnun
rikisins (November 1972) and projection No. 2, which is con-
sidered to be the most realistic one, is presented in Table
4.2,

As an alternative is added in the same table a Proposed
target level of employment in 1980 based on the same total
employment. This alternative is based on the new industrial
situation in coming years after the entry into EFTA and the
tentative agreement with EEC, which will make it possible

to put more emphasis on the primary objective "Economic
growth",

The future distribution of employment by sectors will to a
great extent be influenced by the possibilities of each
sector to pay competitive rewards for well done work. One
explanation for the relative stagnation of the industrial
sector from 1964 onwards (fig. 2.1 on page 2.3) might be

the lack of competitive power in many industrial enterprises

and the inab’lity to pay competitive wages. This fact seems
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also to have had an influence on the projections esta-
blished in 1968. With the substantial increase of pfo-
duction per man-year that by necessity has to be achieved
during the planﬁing period the inflow of labour into the
industrial sector will most certainly show a more positive
trend.

The enlarged Furopean market and the increased competitive
power of the industrial enterprises will also have another
effect on the future distribution of employment among sec-
tors. It is in the interest of the Society that manpower
resources are utilized in those sectors where the best con-
tribution to GNP can be achieved - the objective of "Optimum
economic growth" best attained.

This flow of manpower can to a certain extent be influenced
by effective allocation of investmnent capital. The effic-
iency of the allocation of investment money to various sec-
tors is normally meadured through “he incremental capital
output ratio, which mpans the relationship between the in-
vestments and the corgesponding increase in productioﬁ.
This ratio has been calculated for the period 1954-1960 for
the different sectors of the Icelandic society, and the
results are shown in Table 4.1.

TABLE 4.1 The Incremental Capital Output Ratio.
Annual average 1954-60. Miilions of kronur.
1954 prices.

Fixed Asset Anrual Increase Ratio
Formation in Production

1 Agriculture 980 90 11.0
2 Fishing 300 60 §.0
3 Fish Processing 300 120 2.5
4 Manufacturing other

than 3 470 140 3.5
5 Other Sectors 4.450 - -
Total 6.500 980 6.5

From "Draft Development Programme 1962-66", page I:30.
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In the comments to the table it is said that the stati-
sties behind thé table are not fully reliable and that

the figures for that reason just give the order of magni-
tude.

According to investigations made by OEEC for the same
period'the ratio 6.5 was almost the same as that for Hol-
land and Sweden, considerably lower that that for Norway,
and higher than that for West-Germany, Austria and France.
The ratio also expresses the number of years needed for
recovery of the investments - the recoupment period. The
lower the ratio is the better.

The length of the recoupment periocd for different sectors
is quite normal for a West European country even today. 1)
The period of recovery of investments is always much longer
in agriculture than in industry.

Bearing this in mind it is adviseable from the nationql‘
economic point of view to increase the formation of fixed
assets in industry and decrease the same in agriculture.
As a consequence of this the flow of manpower from agri-
culture to industry will increase, in the years to come.
The estimated decrease of employment in the fishing sector
is, of course, more doubtful and an estimate for which it
seems to be little justfication. The estimate is, however,
based on the volume of catch as reflected in Tadle 4.6 and
a better utilization of manpower in bigger fishing vessels.

1) Study also Table 2.13 and the
comments to the table made by the
OECD - secretariat
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As a conclusion the overall target for 1980 has been formu-
lated as follows:

A PROGRESSIVE MANUFACTURING INDUSTRY CAPABLE 0%
COMPETING WITH OTHER INDUSTRIES ON THE WORLD
MARKET AND EMPLOYING 19.000-21.000 PEOPmE IN 1980.

Is it realistic to think of such a target?

First, regarding the competitive power of the firm. There are
already some factories working with a productivity of labour
comparable to that of competing firms in neighbouring countries.
If the average production per man-year in small-scale industry
could reach 1.800.000 - 2.000.000 kronur in 1980 the best firms
will reach a production of 3.000.000 - 3.500.000 kronur per man-
year and that makes it possible to compete on the world market.
Second, regarding the employment of 19,000 - 21,000 people in
1980 in manufacturing industries, which means that acmething
like 6,000-8,000 new iobs have to be created in 7 years, in
addition to those jobs needed in a continous process of pro-
ductivity improvement, in all perhaps 15,000 new jobs.
According to statistics about 25.000 new jobs a‘e created in
Norway each year. About 20.000 of these result from expansion
in existing firms. The scope for employment in new firms in

new areas, therefore, should be some 5.000 jobs a year. The
extent that firms might be induced to move intc new areas

the figure would increase, but probably not beyond 8.000.
15.000 new jobs in 7 years means 2.500 new jobs every year

and with the Norwegian figures in mind it seems to be a

realistic target.

The labour force in Manufacturing Industries for the period
1964 - 1970 and forecasts for 1975 and 1980 has been visua-
lized in Fig. 4.1.
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It should be emphasized once again that 19,000-21,000 employees
in the manufacturing industry 1980 is not a target in itself but
a consequence of the acceptance of the primary objective "full
employment”, and the estimates of the distribution of employment.
If the manufacturing industry will employ only 17,000 or 18,000
people in 1980 the target is achieved as long as the other 2,000
- 3,000 people can be employed with satisfaction in other sectors
of the economy.
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4.2 Planned Growth in Small-scale Manufacturing Industries

Icelandic industry is predominatly small-scale and’
will remain so over the planning period. Official statistics
show about 2.150 enterprises engaged in the manufacturing
sector and employing just above 13.000 man-years. These fig-
ures however, overstate the true size of the manufacturing
sector as they include a large number of one-man businesses
and other very small enterprises engaged primarily in service
and handicraft activities. These firms which account for app-
roximately 4.000 to 5.000 man-years could be more properly
defined as artisan workshops rather than industrial enterprises.

They do of course perform an indispensible service to the
community and will always exist. They are, however, unlikely
to make a significant contribution to either employment or
productivity and are, therafore, treated as a constant in the
plans projections.

In part 3.4 the various potential growth industries
and products were discussed. Here we are concerned
with those small-scale industry sectors which can create
additional employment and maintain long-term growth through
the development of competitive products. Such industries have
one or more of the following characteristics:

- industries based on local raw materials e.g. leather,
fur and skin products, woollen knitwear, lava ceramics;
products which are already exported and whose potential

for further growth is considerable.

- industries based on imported raw materials manufacturing
products specifically adapted to Icelandic conditions,
e.g. fishing boat accessories, fishing gear, automatic
reels, winches, fish processing and canning equipment,
weatherproof clothing of functional design. Such products
would have an excellent test market in Iceland and once
accepted by local fishermen would have a strong sales

appeal internationally.
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- industries based on imported raw materials that can
operate profitably on an import substitution basis .
due to design, specification or specific variable
requirements, and are therefore particularly suife§
to small scale production e.g. hand-bags, purses,
shopping bags, travel goods, lamp shades, silvervare,
jewelry, and ornaments. Other products in this cate-
gory could easily be made in Iceland. One example is
fast moving spare parts for motor vehicles and agri-
cultural tractors, e.g. exhaust systems, gaskets, roof
racks, fan belts etc.

Based on the assumption that existing enterprises will
become more competitive through a greater degree of product
specialisation and development on the one hand and improve
their production techniques, cost control, management techniques
etc. on the other the following manpower utilization figures
are envisaged for 1980,

Table 4.3
Proijected man-year employed in small-scale manufacturing industry
Industry 1870 1980
Food, incl. fish canning, excl. slaughter-

houses 1,587 3,000
Textiles, shoes and garments 2,030 1,900
Furnitures and fixtures 1,498 1,500
Paper products 191 400
Printing and allied products 1,214 1,400
Leather, furs and skins 146 400
Rubber products 91 100
Chemicals and petrochemicals, excl. aluminum,

diatomite, cement, fertilizer 860 1,000
Metal products 1,92% 4,300
Electrical appliances 381 s$00
Transport equipment, incl. shipyards 2,325 3,000
Other manufacturing 479 500

Total 12,703 18,000
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The extent to which the above figures are achievable
will depend on the expansion of the present product rar{ge
manufactured in Iceland while at the same time individual
firms introduce a higher degree of product specialization
into their product range. Not only product specialization
but also specialization by function or process will have to
be introduced. The projected employment of 4.300 man-years
in the metal-working sector will only materialize if func-
tional specialization becomes a reality. Specialist companies
providing heat treatment, tools and dies, stampings, forgings,
castings of at least ferrous materials are a prerequisite to
the expansion of this sector.

The non-existence of a modern iron foundry has been a
severe limiting factor on the variety of metal prdducts which
can be produced in Iceland. If in addition to ferrous casting
non-ferrous metals could also be treated, then the growth of
this industry sector would be more promising.

The degree to which small scale industry will grow up.
to 1980 in thus closely connected with the implementation of
large-scale projects discussed below.
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4.3 Prospects for Resource - based Industries
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Iceland is one among the few high-income countries of the world
which can still base their economir growth to a large extent on
valuable natural resources. This is one advantage that sparsely

populated countries have.

The fish sector is a typical resource industry and it has been
the dynamic factor in economic growth since the turn of the
century. It seems now likely that Iceland s other major resource -
energy - can be exploited on a large scale. The first steps have
already been made and now the time seems ripe-for a major advance
in this field as the cost of electric power is rising rapidly in
neighbouring countries while tariff barriers for Icelandic pro-
ducts into Furope are being removed. The construction of power
plants, industrial plants and the operation of these could for
some time to come provide a similar kind of dynamism as the
development of fisheries has done since the turn of the century.

-—---—--—-——.---—--.--....-—--.—-.-——--__.-‘-....-..

The Committee on Power Intensive Indus:%y in Iceland was establish-
ed by the Minister of Industry in September 1971. The Committee

is responsible for discussions with prospective industrial buyers
of electrical Power from the Sigalde Hydro-electric power project
and the technical and cconomic evaluation of projects of power
consuming nature. At the outset the Committee took over the already
existing contacts with foreign corporations interested in establish-
ing power consuming industries in Iceland and other contacts have
been established since then. Many different projects have been

of fered for study and the Committee has held many meetings with
various interested foreign corporations as well as others. The
project studies and discussions are at various stages and no con-
tpacts have been finanlized yet. It should be noted however that

if more than one of the projects under discussion should be rea-
1ized the total power requirement goes beyond the capacity of the
proposed Sigalda plant and would necessitate the construction of
additional power plants and most of the projects under study
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would start production before 13980. The interest shown by the
foreign discussion partners of the Committee indicates that there
will be no lack of investment opportunities if enough electrical
power is provided for.

4.3.3 Aluminium

The aluminium reduction industry is already represented in Ice-
land by the smelter of the Icelandic Aluminium Company Ltd.,6a
wholy owned subsidiary of the Swiss Aluminium Ltd. There is no
question that the heavy power consumption of around 15.000 Kwhrs
per ton of product that characterizes this industry makes Iceland
. an attractive location. It comes therefore as no surprise that
this aluminium corporation has shown interest in enlarging its
operations in Iceland. Besides an addition of 20 MW or 10.000
tons per year to the second potline of the existing smelter
bringing the annual output of that smelter up to 87.000 tons,
Swise Aluminium Ltd. has shown strong interest in establishing
a third potline in Iceland in cooperation with the Icelandic
Government. This proposal is now under study by the Committee on
Power Intensive Industries and Swiss Aluminium Ltd. The orginal
proposal was for a 60 MW 32.000 tons a year potline but other
stages are at the present being evaluated. About 150 people
would be employed in the new potline. Besides the above mentioned
joint company a Commission of the Government of Iceland and Swiss
. Aluminium Ltd. submitted last year a project study on an aluminium
smelter in northern Iceland. The initial capacity of that smelter
would be 50.000 tons per year with possibilities of expansion
up to 200,000 tons per year. Other major aluminium producers have
also shown interest in building aluminium reduction plants in
Iceland and have contacted the Committee on Power Intensive Indu-
stry in Iceland. As the aluminium market grows stronger after
the recession prospects for the building of further aluminium
smelters in Iceland should become very real.

Some thoughts have been given to the possibilities of further
processing of aluminium and some preliminary studies have been
made. Although under the present condition no further processing
of aluminium will be carried out during the next decade in Ice-
land, this will likely become actual in the future.
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b.3.4 Silicium
The production of silicium is very power intensive. To prodyce
one ton of silicium about 13.500 Kwhrs are needed. The main
market for silicium is within the aluminium industry which
takes about 60% of the world output and in the chemical industry
which takes about 30% of the annual output. At the moment two
projects are under study, one calling for a smelter with annual
capacity of 12.000 tons of silicium using about 170 Gwhrs per
year and employing about 100 people and the other study calls
for a production of about 20.000 tons per year and an electrical
. consumption of about 300 Gwhrs. Further contacts have been esta-
blished in the silicium field but as yet there are not other
studies being prepared.

The ferro-alloys reduction industry seems to possess many differ-
ent features, which would make it a logical component in the
build-up of power-oriented export industries in Iceland.

The production units are of a size that makes Icelandic parti-

cipation seem feasible. The units can be enlarged stepwise as ‘
the build-up of the power supply progresses. Besides being rela-
tively power-intensive (3.500 - 16.000 Kwhrs per ton of product)
. the ferro-alloys industry is transport-oriented, as up to 5 tons
of material are moved for each ton produced, which calls for good
harbours of which Iceland has an abundance.

During the last few years a change in location patterns for this
industry has been observed for different reasons and a number of
old ferro-alloys plants have been closed down and others are
scheduled to do so. The main customer of the ferro-alloys industry
is the steel-industry. Some alloys such as ferro-mangan and ferro-
silicon are basic raw-materials for the steel-industry, but others
lime ferro-chrome, are indispendable for special production, like
stainless steel. With the growing steel-production, and in parti-
cular special production like stainless steel, the demand for

ferro-alloys is expanding.
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The Committee on Power Intensive Industry in Iceland’has been
contacted by several ferro-alloys producers on the possibilities
of establishing various ferro-alloys plants in Iceland. At the
moment negotiations with three of the leading ferro-alloys , ro-
ducers of the world are in progress concerning three different
ferro-alloy plants. Those negoti_ations and the acompanying pro-
ject studies are at different stages but it is expected that all
three would be brought to conclusion during the year 1973.

It should be noted that most of the projects under study
are made on the assumption that maintenance will be bought from
local machine repair shops.

Following is a brief description of the plants at present under
study.

A) Ferro-silicon

The project under study comprises a plant of two furnaces of 25
MW to produce 75% ferro-silicon. The yearly production would be
about 43.000 'ons of ferro-silicon. The yearly consumption of
energy would be about 400 Gwhrs and the amount of electrical
energy needed to produce 1 ton of product is about 9.300 Kwhrs.
Estimated capital cost of this plant is 22 mill. U.S.$§ and about
100 people would be employed in the plant. A second stage of
this plant would be the adding of two 25 MW furnaces to double
production, when the energy becomes available.

b) Ferro-mangan

The project under study is a ferro- and siliconmangan smelter
with a yearly carocity of about 120.000 tons. The smelter would
be equiped with two 35 MW furnaces and would require about 500
Gwhrs of energy per year. About 4.200 Kwhrs are needed to produce
1 ton of product. Estimated capital cost is about 20 mill. U.S.$
and the smelter would employ about 120 people. Doubling of the
capacity of the plant is foreseen at a later stage.

c) Ferro-chrome

The project under study is a one 30 MW furnace operation capable
of producing 75.000 tons of ferro-chrome per year. The annual
electrical consumption would be about 260 Gwhrs per year and the

amount of energy required to produce 1 ton of ferro-chrome is
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about 3.500 Kwhrs. Estimated capital cost is about 11 mill.
U.S.$ and the plant would employ about 130 people. At a later
stage 1 and possibly 2 furnaces would be added to the plant.

4.3.6 Electro-smelting of ilmenite

Through the initiative and with the assistance of UNIDO studies
have been made on the possibility of establishing an electro-
metalurgical plant for processing ilmenite concentrates to 88 -
904 TiO2 contained slag and pig iron in Iceland. A pre-feasibility
study and a market study have been carried out by UNIDO and the
results seem promising. The proposed plant would have an annual
capacity of about 100.000 tons. The annual electrical consumption
would be about 260 Gwhrs and 2.600 Kwhrs would be needed per ton
of product. Estimated capital cost is about 18 mill. U.S.$ and
the plant would need about 210 employees. Further studies on

this project will be carried out in co-operation with UNIDO
during the year 19373.

There are deposits of ilmenitic sand and ores in Iceland and the
quality and availability has been investigated. Sofar the investi-
gations show that the quality is not as good as it should be for
a profitable utilization. Further investigations will, however,

be carried through. The pre-feasibility studies were based on
iimenitic sand concentractes to be imported from Senegal or
Gambia.
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4.3.7 Production of alumina

Alumina, which is the material used in the production of alu-
minum, is produced from bauxite. Although the establishment of
alumina production close to deposits of bauxite is a new general
trend in the world-aluminum industry, the volume of bauxite ore
transported to overseas locations of alumina plants annually is
also increasing and it has nearly doubled during the last ten
years.

TABLE 4.4 World export of bauxite and alumina 1961 - 1970 in
million longtons

World export World export
. of bauxite of alumina
1961 14,94 1,24
1962 16,04 1,3
1963 15,46 1,87
1964 17,31 1,49
1965 19,41 1,98
1966 20,75 1,95
1967 21,54 2,73
19680 21,57 3,38
1969 24,42 4,24
1970 25,97 5,57

Source: Bauxite and Alumina - A changing Pattern. H.P.Drewry, 1972.

" Beyond this fact, additional favourable local conditions for
processing bauxite to alumina may balance or even exceed the
additional transportation costs for bauxite compared to alumina
(the volume of bauxite to be transported is more than double that
of alumina). This may be the case in Iceland, where cheap geother-
mal steam, cheap hydro-power electricity and eventally locally
produced caustic soda may considerably reduce investment and
production costs of processing imported bauxite into alumina.

The existence of a developing aluminum producing industry opera-
ting on imported alumina, the central location between the European
and American continents and its accessability by sea at reasonable
distances from rich bauxite deposits located in West-Africa and

in the region of the Carribean sea seems to create favourable

conditions for the project, both from the side of alumina market
and of bauxite supply.
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The consumption of high pressure steam is estimated at 6-7
tons per ton of alumina, of electric power 300-400 kWh per
ton of alumina, and of caustic soda 70-80 kg per ton of alumina.

For a plant producing 300 tons of alumina per annum the annual
requirements are: 10 MW of electric power and 24.000 tons of
caustic soda (which could be produced in the sea chemical pro-
ject).

4.3.0 The Sea Chemjcal Projsct

One of the most promising large-scale projects is the
Sea Chemical Project and a comprehensive Feasidility Report
has been published by The National Research Council in July
41972. The following is a quotation from the Summary of the
Report:

"during the last six years the National Research Council
has sponsored studies on the recovery of minerals from
seawvater and geothermal brine. These studies included

an initial broad review of the possibilities and, later,
specific feasibility studies, geothermal field studies
and drillings, in-depth technical experimentation, market
studies and other specialized work and engineering ana-
lyses. The major efforts have been directed at the pro-
duction of salt and byproducts from brine on one hand,
and the production of magnesium chloride and soda ash

or ultimately magnesium metal and chlorine on the other.

The purpose of this volume {s to report on the technical
and economic feasibility of producing 250,000 tons per
year of salt and byproducts. It brings to conclusion the
studies described above which have taken several years

to perform.

T™e principal results of these studies are that a plant
producing 250.000 tons per year of common salt, 25.000
tons per year of potassium chloride, 60,000 tons per
year of 80% calcium chloride and 700 tons of bromine can
be built at the cost of $12,240,000 for on-site invest-
sent, and $1,290,000 for offsite storage and transporta-
tion facilities, or a total investment of $13,530,000.
The yearly operating cost for the glant inside battery
limits is estimated at $3,557,000 including 158 for de-
preciation and {nterest on total investment. At full
production capacity the estimate of local sales and ex-
port value (ex-works) is $4,052,000 giving a nominal
net profit before taxes of ‘uss,ooo. The "break even"

point is at 6u% of indicated capacity.
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The average pretax return on investment, ROI, for this
project is 13,5%, Cash flow analysis based on an opera-
ting model allowing for gradual start-up and ultimate,
attainment of 110% of rated capacity gives a discounted
cash flow rate or return on total investment ($12,240,000)
of 16,48 before taxes. Similarly a financial analysis
for 30% owner capital participation gives a discounted
rate or return on that investment ($3,672,600) of 22,25%
after taxes and payment of loans and interest on loans.
e "present" value of the venture at the time of start-
up at 10% discount factor over 15 years is $3,181,000.

Market analyses show the existence of markets for all
products of the salt plant and specific interest was
discovered for the products of an Icelandic plant among
potential customers in Scandinavia. in Germany and in
Canada. With a well guided market strategy all products

. of the plant should find sales outlets and an estimated
possible market share of an Icelandic producer more than
meets the projected outputs of products.

The comeptitive position of the Icelandic salt plant
appears strong with a wide price margin existing for
the calcium chloride, for which there is expected to

be a strong competition. If full advantage can be taken
of the existing prices, an additional cash surplus of
about $600,000 can be expected".

The multiplier effect of this project is illustrated in Fig. 4.2.

The National Research Council has for some time sponsored studies
on the development of a process for the production of HgCl2 suit-

‘ able as a feed for magnesium electrolysis cells. The raw materials
are salt, seashellsand and seawater. '

A process has now been developed which appears to be technically
and economically feasible for Icelandic conditions provided a
market can be developed for magnesium metal production. The pro-
cess would give soda ash as byproduct from the magnesium chloride
production, and the production of magnesium metal from this source
of HgCl2 would allow the full advantage of chlorine byproduct.

The process is outlined in Fig. 4.3. Initially it is based on

lime precipitation of Mg(OH)2 out of seawater, followed by car- ‘
bonation to produce a Mg(HCo,), intermediate. Reacting this with

NaCl, either by direct contact or via an ion-exchange step, it

gives rise to NaHCO3 precipitate on one hand and HgCl2 solution

on the other. The bicarbonate can be processed to give soda ash
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while the MgCl, solution can be concentrated to give solid
hydrates of MgCl,. Final dehydration can result in cell feed
to suit the cell design selected for the magnesium metal pro-
duction.

Detailed laboratory experiments have been conducted on all major
steps except the final dehydration, and the processes have been
found to work satisfactorily in principle.

A cost estimate has been prepared on the basis of 27.000 tons
of magnesium metal, which would require a production of 110.000
tons per year of anhydrous magnesium chloride. The following is
a summary of the capital cost estimate for the various process -
steps assuming the plant is built at Reykjanes, Iceland.

TABLE 4.4 Summary of Capital Investment Cost
-Direct process for MgCl, production -

’

Lime Manufacture 3.400.000
MgOH Precipitation 1.210.000
Preparation of Crude HgCl2 and NaHCO3 3.300.000
Soda Ash Production . 3.450.000
HgCl2 Concentration and Crystallization §.235.000
Spray Drying System 4.850.000

Investment in HgC12 Plant § 21.445.000

The ion-exchange process would involve some difference in equip-
ment whose effect would be to increase this estimate by $100.000.

The followirg gives a summary of the yearly production cost for
various process steps, including in each case 7% depreciation.
8% interest ic charged against the total investment.

_
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TABLE 4.5 Summary of H3612 Production Cost
$/year '
Lime Manufacture ' 1.390.000
MgOH Precipitation 194.000
Preparation of Crude HgCl2 and NlHCOa 946.000 .
Soda Ash Production $86.000
HgCl2 Concentration and Crystallisation 726.000
Spray Drying 1.347.000
Interest on Inv. 8% 1.716.000
Total processing cost 6.905.000
+ sales of 120.000 t soda ash at $33/t 3.960.000
H.Clz processing cost 2.945.,000
g -1

1f we consider the processing cost from the point of view of

the H;Cl2 only, we can see that the sale of byproduct soda ash
pays for practically all process cost up to the concentration

of HgClz, including the depreciation and 8V interest on the
investment in those parts of the process, as outlined in Table 1.

The present state of development of this project is sufficiently
far advanced and its economic prospects so attractive that a
major development effort is warranted. A Joint venture with a
foreign company with expertize in marketing and magnesium reduc-
tion technology, is highly desirable.

A pilot stage will be necessary to test the novel technical
aspects of the process on a continuous scale, and in order to
better specify final design parameters.

With the attractive long term outlook for the marketing of magne-
sium metal and the rather unique combination of raw material and
energy resources in Iceland, this project could become a pro-
fitable enterprise if the right time is chosen to initiate it.

__
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4,3.9 Seaweed industry

The National Research Council (NRC) and the National Energy

Authority (NEA) have jointly sponsored studies on the drying of
seaweeds by geothermal heat at Reykhélar at Breidafisrdur. The
2 sublitt-
oral area below 20 meters depth, some of which is heavily grown

bay at Breidafj¥rdur covers an approximately 3.000 km

with seaweeds. It is estimated that one 17 km2 area contains
aproximately 85,000 tonns of Laminaria digitata and could yield
enough raw material for an annual production of 3,000 tons of
dry L, digitata suitable for the alginate industry. Large amounts
of Laminaria saccharina also grow in this area and large quantities
. of Ascophyllum nodosum cover the littoral shores of the innumerable
islands in BreidafjSrdur.
The NRC and the NEA have sponsored feasibility studies on a drying
plant producing dry Laminaria digitata. A feasibility report was
presented in October 1972 and the first steps have now been taken
towards the establishment of a plant producing 4,000 tons seaweed
meal for the alginate industry.

4.3.10 Industrial Application of Perlite, Pumice and other

VYolcanic Materials

The deposits of perlite, pumice, volcanic ash and cinders are
of large size and in many cases favourably located. So far there
. has been only a limited use made of these resources, in the

building industry and in road construction. The reports in recent
years of the growing industrial application of these materials
in the making of glass, glass fibers, ceramic, insulation, filter
aids and fillers for light-weight concreate and active mineral
additive for portland cement, give good reason to consider the
possible use of the Icelandic reserves for these applications.

With the assistance of UNIDO a series of studies have been carried
through. The areas of special interest in the present investi-

gations are perlite as aggregate for concrete, fibers from basalt f
and perlite as reinforcement in different composites, and perlite
as raw material for glass, perlite foams.
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4.3.11 Projects to be implemented during the planning period

Some preliminary figures about the projects discussed in previous
chapters are put together in Table 4.4: production per annum,
investment costs, manpower requirements, power requirements, and
volume of output.

In the allocation of priorities and the planning of project im-
plementation it is necessary to consider a number of factors:
the investment and working capital to be obtained, all categories
of specialists needed (for feasibility studies, for project
appraisal, for project design, for process design, for facility
design, for project implementation), construction capacity
needed, managerial personnel for plant management, and all the
requirsments from the industrial infrastructure, first of all
the supply of electric power, transportation systems and communi-
cation facilities.

In order to achieve a proper balance in all these activities and
avoid undesirable peaks in employment in certain areas and short-
age of specialists it seems necessary to formulate a series of
criteria for the overall allocation of priorities, to appraise
selected projects and, finally, to allocate priorities.




In this report a long-term development plan is presented for

one sector of the Icelandic economy, the manufacturing industry.
Normally a sector plan is a part of a complete development plan
covering all sectors of the economy, where basic values and
primary objectives are formulated, the aims and goals for the
economic policy established, and the adequate co-ordination of
activities within all sectors secured.

In this case one sector has been studied separately and conse-
quently the study has had to be based on a series of assumptions.
The realism of these assumptions has to be evaluated before the
plan itself is appraised.

The basic values and areas for primary objectives to be used

in development planning are the same almost in all countries.
What differs is the allocation of priorities in balancing
primary objectives: employment, economic growth, price stability,
balance of payments, and 1iving conditions.

The preparation of this long-term industrial development plan
has been based on the following allocation of priorities:

- full esployment with due regard to price stability,

- optimun economic growth with due regard to good and egqual
- 1iving conditions for all citiszens.

Full employment means that manufacturing industries are supposaed
to employ around 20,000 people 1980.

The allocation of priority has been determined by the high per
capita income on one side and on the new situation that will
arise after Iceland’s entry into EFTA and the tentative agree-
ment with EEC on the other.
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b.h Fffect on the National economy

4.4,1 Effect on_the exports of goods and services

The effect on the National economy of a substantial in-
crease in the value of production per man-year in manﬁf’apturing
{ndustries is visualized in the diagram in Fig. 4.2. The diagram
is based, partly on-‘the figures from Table 4.3 which is quoted
from "OECD Economic Surveys: ICELAND, March 1972" and partly
from the figures in Table 4.u.

Table 4.5 Forecast of Export Values and Shares of net exports
in 1974 and 1980.

/, shars of
net exports!

MIL Kr. % |Mill K. % [Mill.Kr. % | 1970 1980

9% 194 1980

Fish products 10081 78| 12000 67 17000 56 8 &
Aluminium and other snergy-imentive

production 1708 13 } 4250 3| 950 1 s 2
Other manufacturing (incl. dimtomite) 51y 4 120 7§ o0 10 $ 1l
Agricultural and other produciy 549 L) L) VI 600 2 E 3

“TTweT Ti00 | 179% 100 | F0100 100 | 100 100

. I Sharm of domestie value sdded ia aaporis.
Sowrce: * Indusiria! Development Perpectives . keelund 1978,

The consumption of industrial goods from the lcelandic
small-scale industry on the domestic market in 1975 and 1980
{s calculated from the situation in 1370 when about 27 per cent
of the National expenditure consisted of goods from small scale
{ndustry. The same percentage has been used in 1975 and 25 per
cent in 1980. This is, of course, very optimistic. Experiences
from other countries show that the manufacturing industries in
a country loose a considerable share of the domestic market when
the country enter EFTA or EEC. As mentioned before the Belgian
industry had 58 per cent of the domestic market in 1958 but
only 38 per cent in 1968 after several years inside EEC. The

gsame tendency has been illustrated in Norway.
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Table 4.6 Forecast and targets of export values 1975 and 1980
(1970 prices).

1970 1378 " 1980

Labour force in small-scale

manufacturing industries 12.700 15.000 18,000-19,000
Labour force in large-scale

manufacturing industries 700 800 1000-2000

Value of production per man-
year in small-scale industry
in kronur 950.000 1.400.000 1.800.000

Value of production per man-
year in large-scale industry

in kronur 3.600.000 &.000.000 4.200.000
. Value of production in small-

gcale industry in mill.kronur 12,100 21.000 32.000-

34,000

Value of production in large-

scale industry in mill.kronur 2,550 3.200 4000-8000

National expenditure in mill. 1)

kronur 41,400 $2.000 65.000

Icelandic small-scale indast-

ries “share of domestic market 11.440 14,000 16.0Q0

Export of fish and agriculture '

products in mill.kronur 10.670 13.500 17.000

Export of industrial goods
from small-scale industries

in mill.kronur 660 7.000 16000-18000 ]
Export of industrial goods

. from large-scale industries
in mill.kronur 2.227 3.200 4000-7000

1) National expenditure increased during the period 1961-1970
by 58 per cent. The annual increase during the period 1970-
1980 has been estimated to be the same.
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It should be empasized that the enormous increase of the export
of manufactured goods from the small-scale industry is not a
target in itself but a consequence of the necessary increase in
production per man-year and the limited domestic market.
Regarding the estimated increase in value added per man-year of
90-100 per cent during the period 1370-1980 can be compared’ with
the following figures from neighbouring countries (based on OECD
statistic)

Increase in value added per man-year

Norway 1961-1970 4$ per cent
Finland 1960-1970 100 per cent
Denmark 1960-1970 80 per cent

¥.4,2 Effect on_wages, prices_and inflation

One of the basic aims of the process of further industrialization
is lower product prices, first of all in export industries. This
aim could be achieved only through increased productivity of la-
bour.

A consequence, however, of increased productivity of labour with-
in individual industrial firms will be an upward trend in wages.
This development may cause difficulties for service industries,
industrial firms producing for th: domestic market, where the
pressure from foreign competition is limited, and for other sec-
tors of the society as well.

The high-wage problem does exist already within the fish process-
ing industry and measures taken within this sector for the purposes
of control can be utilized even in the export sector of manufactu-
ring industries.

One way to avoid undesirable effects from a sudden increase in
state financial support to one specific sector is to extend the
development plan to include also the fish processing industry and
the construction industry. The problems are almost the same in
these industries as they are in the manufacturing industry and

the needs of industrial services and state financial support are
of the same magnitude. The Industrial Development Centre could

in such a case be a real development centre for the whole industry.

The problem of inflation and full employment has been discussed
in Appendix 1, page App. 1.9.
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5 TARGETS AND CORRESPONDING DEMANDS

5.1 Targets for 1980

A progressive manufacturing industry efficiently utilizing
a labour force of 19.000-21.000 people shall have the following
characteristics: (1970 prices).

Employment

Small-scale industry 18.000-19.000 people

Large-scale industry 1.000- 2,000 "
@ rotal 19.000-21.000 "

ggoductivity of labour

- o o e e - - - -

Average production per man-year

small-scale industry: value added 700,000 kronur
gross output 1.800.000 "

large-scale industry: value added 1.200.000 "
gross output 4,200,000 "

Value of Qroduction per_annum

P = L R e e R R

small-scale industry: value addeqd 12.000-13,000 Mkr
gross output 32.000-34.000 "
" large-scale industry: value added 1.000- 2.000 "
gross output 4.000- 8,000 "
. Export of industrial products_per annum
small scale-industry: 16.000-18.000 Mkr
large-scale industry 4.000- 8.000 "

The targets are visualized in a series of diagrams on the
following pages.

It should be emphasized that the prime target is full employ-
ment and the targets established for productivity of 1labour,

value of production per annum, and export of industrial pro-

ducts per annum are consequential targets only.

L ——— T
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$.1 LABOUR FORCFE 5.2 I

The target labour force in manufacturing industries for
1980 is 19.000-21.000 people. This represents an increase
over the 1970 level of about 45 per cent.
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$.2 EMPLOYMENT

The target level of employment has been set at 19.000, which
means an unemployment figure of slightly below 2 per cent.
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The competitive power of the firm can be expressed as the effi-
ciency of utilization of resources for a definitive purpose.

Resources in this sense are:

manpower

management and know-how
physical facilities

raw materials

capital

Available resources can be better utilized in many respects:

Manpower - expensive, not 1imited during the planning period.

specialization of production

adequate training

adequate introduction into work

adequate preplanning of work: methods of work, work in-
structions, detail drawings, materials specifications,
tool specifications and quality specifications '
adequate production planning and control

adequate work place arrangements

good working environments and human relations

competitive wages
limited, not expensive during the planning period

specialization of production

adequate training of managers and supervisors

adequate organization of the firm

adequate assistance from specialists inside and outside
the firm

adequate selection of managers and supervisors

more effective utilization of managerieal techniques,
eppecially for all kinds of planning and control of
activities, product quality and production costs.
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Physical facilities - expensive, rather limited during the
planning period.

- specialization of production

- adequate facility planning

- utilization of outside services: industrial centres
advisory service institutions, firms for specific processes,
(tool design and tool making, maintenance and repair), sub-
contrhcting, whole sale houses and general agencies.

« improved maintenance of machinery and equipment.

" Raw_materials - expensive, not limited during the planning

period.

- specialization of production

- adequate product design

- adequate materials control: purchasing, storing and using
of materials

- utilization of outside services: whole salers

Capital expensive, limited during the planning period.

- specialization of production

- adequate management, managerial planning and control

- utilization of outside services: industrial centres
. leasing and factoring.

The process of productivity improvement has to be initiated by
the management of the firm. For most firms it is not possible,
however, to carry out the studies needed and implement the
necessary improvements by themselves and to estimate the long-
term effects, because of shortage of specialist knowledge and
financial means. For many reasons it would be of great advantage
if these studies could be carried out for groups of firms or for

the whole branch of an industry utilizing experienced specialists.
Experiences from other countries prove that studies and imple-
mentation of this kind have to be financially supported by the
State.
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5.3 Demands on the structure of industry

The existing structure of Icelandic industry is the normal one
fov the early stage 0f industrial development. Almost all firms
arewgelatlvely small, the majority are family-owned and family-
managed. There are some co-operative firms and a few are state-
owned enterprises. All firms produce a greggng%giﬁgy of products.
The most competitive branches of industry are ‘food, textile and

furniture.

In the normal process of industrial development some firms grow
in size, production becomes more specialized, new firms are
established, the new branches of importance are metal industry,
electrical appliances and chemical industries and some large-
scale projects are established. A distinction between ownership
and management develops, ownership is going outside the family,
professional management is introduced, the firms become more
dependant on each other and co-operation in different forms
starts (purshasing, marketing, specific technological processes,
sub-contracting). '

Tre intensity of this process is normally determined by the
level of competition. Icelandic industry is in the early stage
of this process and very great changes will occur during the
next 10-20 years.

The process will most certainly be directed towards an industrial
situation where one group of relatively small firms cover the
service sector (handicraft and small-scale service production)

and another group of medium-sized and large firms become responsi-
ble for highly specialized production of industrial goods, with

some firms working for the export market only.

The different steps in the process of development are normally.

1 change-over from a mixture of customer service and industrial
production to specialized firms for services and for industrial
production respectively
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2 change-over from the assumption of multiple duties to specia-
lized industrial production (utilizing whole salers for import
and storing of materials, and marketing of finished products,
ctc.)

3 change-over from service-directed production on order to
market-directed production for stock

¥ change-over from isolated multiproduct firms to specialized,
. co-operating firms

5 change-over from family-owned firms to joint stock companies

¢ change-over from ownership-managership to professional
managership.

In order to facilitate the process of restructuring and to avoid
undesirable disturbances in the national economy aid labour
market, a prerequisite is the adaption of positive attitudes

by all parties involved, so that actions are taken in line with
established objectives.
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5.4 Demands on Export Agencies

The exports of manufactured goods (execl. aluminum and diatomite)
had a value of 660 mill. Kronur in 1970 and might increase to
16,000-18,000 mill. Kronur in 1980. To find markets and customers
for this volume of products is a challenging task. 1

A market introduction of new manufactured products on highly
competitive markets abroad must be based on technical improve-
ments in the manufacturing process, reliable delivery terms and
available service facilities. Product specialization and co-
ordination of production and marketing activities are required.
Regular supplies, suitable promotional activities, good design,
packaging with sales appeal and high quality products at com-
petitive prices, are vital elements of an export success.

In order to utilize specialist knowledge effectively it is nec-
essary to assign the responsibility for the export of industrial
goods to a small group of organizdtions: private export firms,
State organizations, 515, branch-organizaed institutions and a
few highly specialized industrial firms.

On the market side these firms as 4 group can initiate and carry
out all kinds of marketing research and product potential analysis
and organizec trade missions and participations in trade fairs and
exhibitions,

On the production side indus*rial firms can get advice and assi-
stance in product selection, product and package design, and
marking and labelling requirements.

The experiences gained sofar from the activities within the
canning industry, after the establishment of the Icelandic Sea-
food Corporation, are promising. The Corporation takes the re-
sponsibility for the exports as well as market analysis and ex-
port promotion. Large export orders can more easily be effected
through co-operation by a group of firms and market possibilities
can be more effectively utilized.

1) The export marketing problems are at present studied by a
group of UNCTAD experts and Icelandic counterparts attached to
the Export Board and a comprehensive report will be presented

early spring 1973.
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Ffor the increased exports envisaged during the planning period
{+ seems adviseable to establish two more export organizations
besides the Seafood Corporation. One could be assigned the re-
sponsibilities for the export of products from the engineering
industry, the shipbuilding industry and the furniture industry
and one for woolen products, skin and skin products, garments
and sundry exports as a complement to already established ex-
port organizations (SIS and Alafoss). Exports from the food
industry other than canning could be included in the programme
of the Seafood Corporation.

" Financing is an integral part of all marketing, requiring both
gshort-term and long-term credits. In some European countries it
has been the general policy by the authorities to encourage
banks, subject to normal banking criteria, to give priority to
finance exports. Special arrangements exist, under which the
banks provide at a fixed rate of interest medium and long-term
credits for two years or more, where lending is supported by an
unconditional guarantee tc the bank by an Export Credits Guarantee
Tnstitution. The same procedure could be adopted by Icelandic
authorities by supporting suitable financing institutions.




5.5 Demands on the industrial infrastructure

The institutions involved in an effectively working industrial

infrastructure are many as illustrated in Fig. 5.2. The responsi--
bility "assigned" to each institution is indicated with'index
figures at the bottom of each square. These figures refer to the
1list of assistance activities presented in App. 5.1 on pages
12-13.
"Assignment of responsibilities" is, of course, the result of
negotiations and agreements, a process that by necessity may take
several years.
The establishment of an industrial infrastructure of this kind is
one of the most essential elements in the development plan:
- it has to be initiated very soon
- it has to be agreed upon and supported by all parties
involved
it has to be financially supported by the State
current laws and regulations affecting this area have to
be adapted to the conditions of tomorrow.i)

One of the key institutions in this infrastructure is a develop-
ment centre with an organization, a capacity and a status that
makes it capable to take primary responsibilities for important
parts of the implementation of the industrial development plan.
The duties, capacity, organization, staff requirements etc. of
this institutions, tentatively called the Industrial Development
Centre (IDCI), is described in App. 5.2, pages 8-20.

The organization of IDCI is suggested to be based on the follow-
ing principles:

1 Management by objectives, which once has been defined as

"democratic leadership which makes it possible to substi-
tute for control from outside the more stricter, more
exacting and more effective control from inside" (Drucker).
Group responsibility, which means management by the right
of knowledge rather than by the right of position and group
decisions instead of decisions by individuals.
Project-oriented activities and team work. As much work as
possible performed in working groups specially established
for each project.

1) The current views of the Export Board on Export Marketing

Services and Export Promotion are expressed in Appendix 5.4
and a deatiled description of various aspects on the Industrial
Infrastructure in Appendix 5.2.
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the Industry to improve the competitive power of individual
firms and for the State to secure full employment. If the Indu-
stry and the State can agree on this objective it seems advise-
able to organize the Centre as an independent body outsiﬁe the
bureaucratic machinery of the State. Only in doing so will it
be possible to fully utilize the scarce resources of high-skilled
specialists, research facilities, and capital, and achieve the
flexibility needed for this kind of work.

The long-term responsibilities for the Centre should be esta-
blished in the governing law and short-term responsibilities

in annual programmes and project work programmes.

The financing of the Centre can be shared by the Industry, the
State and the users of the Centre “s services.

The continous follow up and control could be carried out during
regular meetings by the Board, through monthly reports, through
appraisal of project reports, and through an annual report com-
paring the annual programme with attained results.

of the Centre is determined by the following factors:

1 The urgent beed of assistance of all kind to industry
during 1973-74.
2 Three UNIDO-experts will be attached to the Industrial

Development Institute during the period 1 March-1 November
1973 to assistlr"{he completion of the industrial develop-
ment plan and in the first steps of implementation.

fen

Some governing laws may have to be changed.

&=

A smooth process of amalgamation of existing institutions
simplifies the staffing of the Centre.

The establishment of the Centre is suggested to be carried out
in three steps.

Step 1: Extension of the capacity of the Industrial Development
Institute. The extension involves the establishment of
four groups to which will be assigned the responsibility
for: Advisory Services, Product Development, Industrial
Inquireies, Information and Industrial Contacts, and
Office Services.
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S'ggg 2: Co-ordination of the activities within the Building
Research Institute, the Industrial Research Inatitute,
the Industrial Development Institute, the Expart Board,
and the current activities in training of industrial
managers and supervisors.

The co-ordination involves the employment of a full-

time specialist acting as chairman in the Executive

Team as well as in an Interim Board. The Interim Board
could consist of the Chairman and five members, one
representative for each of the involved institutions.

The organization is visualized in Fig. §.2.4 in App. 5.2

Step 3: Amalgamation of the five institutions into an INDUSTRIAL
DEVELOPMENT CENTRE.

The lamalgamation involves the employment of a full-time
general manager and the establishment of a Board and
five Divisions. The organization is visualized in Fig.
5.3

The following tentative time schedule for the establishment

seems to be realistic:

Step 1: 1 March 1973

Step 2: 1 July 1973

Step 3: 1 January 4974

A Committee established by the Minister of Industry in May 1972
has been working on the co-ordination of the activities within
the institutions mentioned above and the Final Report will be
presented in the middle of December.

In connection with the establishment of IDCI it is necessary
to increase substantially the staff capacity, to begin with

in the Industrial Development Institute (IDI) and the Export
Board. (EB).

From 1 March 1973 three UNIDO experts will be attached to the
IDI, which means that qualified Icelandic counterparts should
be employed from the same date.

An efficient start of the implementation of the Industrial

Development Plan calls for the following staff capacity within
IDI for 1973.
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$.3 NET OUTPUT PER EMPLOYEE

The target net output (value added) per person employed

in 1980 has been set at 700.000 kronur in small-gcale
Kronur industry and 1.200.000 kr. in large-scale industry, which

means an increase from 1970 with 100% and 20% respectively.
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750.000 <«
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5.4 GROSS OUTPUT PER EMPLOYEE

The target gross output per person employed in

1980 has been set at 1.800.000 kronur in small-scale and
4.200.000 kronur in large-scale industry, which means an
increase above 1970 level of 90% and 15% respectively.
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Activities Total New Salary Date of
emp- grade employment
loyees
1 General Management 1 -
2  Advisory Services 41) 1 27 1.3.1973
1 25 1.3.1973
1 25 1.7.1973
3 Product Development w2 4 27 1.3.1973
1 25 1.7.1973
4 Standardization Services 2 1 25 1.3.1973
1 21 1.7.1973
5 Industrial Inquiries 1 1 25 1.3.1973
" 6 Industrial Contacts 1 1 25 1.3.1973
7 Library 2 -
8 Office Services:
typewriting and printing 1 13 1.3.1973
2 10 1.7.1973
Total 21 12

1) Include 2 UNIDO experts
2) Includes one UNIDO expert

The requirements of new staff members at the Export Board are:

1 Marketing Research and Export Promotion 1 27 1.7.1973
. 1 25 1.7.1973

2 Trade Information 1 27 1.7.1973

If it will be possible to establish the co-ordination of develop-
ment institutions along the lines suggested in Fig. 5.2.4 in
App. 2 a full-time chairman of the Interim Board will be required
from 1 July 1973.
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5.6 Demands on resources

The resources to be dealt with in this section are:
raw materials

power

physical facilities

manpower

innovators and managerial personnel

D M F oW N

capital.

1 Raw materials

Most of the raw materials for the manufacturing industry have

" to be imported which means that the process of import and the

government rules and regulations controlling the import are de-
cisive factors in the process of further industrialization.
The prevailing conditions have to be improved in many respects:

- the responsibility for the import of raw materials should
be assigned to a small number of specialized firms or -
branch-organized institutions aiming at reliability of
quality and delivery of materials and low prices;

- the government rules and regulations should be formulated
in such a way that Icelandic firm can reach as far as
possible the same competitive position as have competing
firms in neighbouring countries;

. - it might be necessary to subsidize extra transportation
costs for industrial firms located outside Reykjavik and
Akureyri ;

- long-term planning of the supply of materials and effective
procedures for materials control should be introduced in
all industrial firms.

Regarding the domestic raw materials, such as perlite, pumice
and other volcanic materials, diatomite, skin and wool, seaweed,
and products from the fisheries and agriculture, it is desirable
that they are further manufactured into exportable products,
thereby securing employment and increasing export value.

In this context, however, it is necessary to intensify the
research on material requirements and material quality as well
as on the utilization and the process of transferring materials

into finished products.
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2 Power

The new hydro-electric power plant Sigalda, with an installed
capacity of 150 MW, is scheduled to be in production during the
latter half of 1976 and the plant of Hrauneyjafoss (installed
capacity 160 MW) could be in production during 1973. The in-
stalled capacity in the Southern part of Iceland would thereby
be almost doubled from 1973 to 1980.

There are already alternative market combinations for the additio-
nal firm energy from Sigalda, based on an increase of the con-
sumption of the ordinary market and combinations of large-scale
industrial projects.

The Hrauneyjafoss plant could then cover the additional demand
from the small-scale manufacturing industry and some additional
large-scale projects.

Thus, the availability of electrical energy up to 1980 seems to
be in balance with the capacity to establish large-scale indust-
rial projects during the same period.

The geothermal energy has been developed to date on a limited
scale, chiefly for houschold heating. The sole industrial appli-
cation is at the Lake Myvatn diatomite plant, where there is
also a 2,500 kW electric power plant employing geothermal steam.

There are two basically different forms of geothermal heat occurr-
ences: recurrent heat and non-recurrent heat. Recurrent heat,
comparable to hydro-power resources, consists of the natural
dissipation of heat to the surface in thermal areas and has been
estimated to be one million kcal per second.

Non-recurrent heat is analogous to mineral deposits and consiste
of the heat content of the hot bedrock in these regions. The
bedrock heat reservoir has been estimated at 10g kcal, of which
one to ten per cent is recoverable. Recoverability depends upon
such factors as bedrock permeability.

The non-recurrent heat content of bedrock is by far the most
important form of commecially useful geothermal energy. These ¥
resources thus can be considered as heat mines. It seems to be
large opportunities for commercial applications of these re-
sources.,



3 Physical facilities

P A e Y

The physical facilities in many firms of all branches of industry
can be described as follows: small premises and narrow space for
incoming and outgoing goods, inadequate buildings (cften old,
multistory buildings, small and low-ceiling floor-areas, and in-
adequate floor ocayouts) and fairly good machinery and equipment,
very often with a capacity much above the actual needs but badly
maintained.

The future demands in this area are closely coherent with the
process of specialization of manufacturing within individual
firms. The requirements are more pronounced in buildings and
floor layouts and less in machinery. The introduction of new
industrial products, however, may call for new types of machinery
and future demands on reliability in product quality and delivery
time require preventive maintenance and prompt delivery of spare
parts. These problems could be greatly simplified if more uni-
formity could be achieved in the selection of machines.

The proposed centralization of the import of machinery to a small
number of specialized firms and the establishment of industrial
centres could greatly improve the effective utilization of physi-
cal facilities.

) Hanpower

At present the capacity and capability of manpower is not fully

utilized within the manufacturing industry for reasons discussed

elsewhere in this report (inadequate floor layouts, insufficient

product and production planning, low level of machanization in

materials handling, high labour turnover and unsatisfactory |
working conditions).

In a production characterized of high specialization, however,

the inherent capability of the operators, in manufacturing as

well as in the office, is quite different from what it is in a

diversified handicraft production. The full efficiency of specia-

lization ¢an be achieved only, if and when a complete new system

of basic and further training of all categories of industrial i
personnel is introduced. Manpower will be ir abundance in terms of

numbers but future requirements in manpower capacity and capa-

bility can be achieved only through intensified training.
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Capable innovators and progressive business managers is a rare
resource in all countries but also one of the key factors in
industrial development. '

The capacity and capability of this kind of individuals is a
result of inherent ability and adaptability, special kind of
interests and intentions, specialized training and a specific
combination of progressive spirit and laziness.

Consequently, individuals with these characteristics cannot be
created "by foree", they are created by existing circumstances.
What could be done is to create a4 good climate of entrepeneur-
ship, facilitating the promotion of feasible ideas and inventions,
a generous support to product development, and financial support
to small undertakings.

In this connection the industrial centres to be established could
be a valuable contribution.

) Cagital

— - -

In Tables 5.1 - 5.4 an attempt has been made to estimate the
capital needed for the implementation of the development plan.
Table 5.1 covers investments in the small-scale industry and
additional funds needed for the improvement of industrial ser-
vices. The investments in small-scale industries are based on

an eastimated need of 10,000 new workplaces up to 1980. Estimated
cost per workplace is based on experiences made in Norway and
Finland. The building costs for Industrial Centres in Norway are
15-20 million Norwegian kroner for 1,000 employees (1970 prices).
The average investment costs for one workplace in small-scale
industry in Finland are 24,000 US dollars (1971 prices). There
are, of course wide variations in costs for different industries.
Along with the investments follows the need for working capital,
here estimated at about 12 per cent of investments. Depreciation
is taken into consideration in the estimates of the number of new
workplaces.

The Industrial Development Centre will be the key institution

in the process of implementation and a substantial increase in
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capacity and capability is of great importance.

Investments in small-scale industries have to be balanced with
corresponding investments in export marketing. The establishment
of two new institutions, responsible for marketing research, export
promotion, part of product development, ac well as the execution
of exports, are necessary complements to the new inputs made in
production. (see page 5.16).

The same arguments are applicable when it comes to the establish-
ment of two institutions for impnrt of raw materials. The most
urgent needs are efficient imports of wood and wood product for
the furniture and construction industries and of all kinds of

raw materials for the engineering and shipbuilding industries.

Experiences from other Scandinavian countries show that it is

of great importance for industrial development that there are
possibilities for State financial support in various forms,
especially in the areas of product development, export marketing
and productivity improvement in industrial firms.

Tn Table 5.2 one alternative of many for investments in large-
scale industrial projects i& selected in order to illustrate the
magnitude of capital needed for such investments during the
planning period. Tt should be emphasized that the figures for
volume of annual production as well as for investments are in

a few cases enly based on complete feasibility studies.

Table 5.3 gives a summary of the estimated Gross Fixed Asset
Formation (GFAF) in the various sectors during the planning period.
The total estimated OFAF is distributed amongst the sectors in
money and per rent and GFAF ig also expressed in per cent of the
Cross National Product (GNP). The annual increase of GNP has

been estimated at ",5 per cent from 137% and onwards.

The total GFAT during the period 1971 - 1980 amounts to 205,250
thousand krona in 1471 prices and the total GNP to 653,500 thous-
and krona. GFAT is thus 31.4 per cent per annum of GNP as an

average (variations from 28,0 to 33,0 per cent). Corresponding
figures for thc pericd 1961 - 1370 were in 1960 prices: GFAF -
33,246, GNP - 112,964, and GFAF in per cent of GNP - 29,4 per
cent as an average (variations from 23,2 per cent in 1961 to
35,7 in 1967; see the last lire in Table 5.3).
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The total demand of capital for the implementation of the develop-
ment plan during the period 1973-1980 is summarized in Table 5.4
below.

Table 5.4 The needs of capital for implementation of the develop-
ment plan during the period 1973-80 (1971 prices)
Million krona.

Investments Investments Additional Total

in small- in large- funds in

scale indus- scale indus- 1)Industr‘ial

try 1) trial projects ~‘Services
1973 1,200 70 60 1,330
1974 2,500 1,100 aso 3,950
1978 2,500 1,750 400 4,650
1976 3,600 1,750 25 5,875
1977 3,600 1,640 525 5,765
1978 4,500 1,530 500 6,530
1979 4,500 1,640 500 6,640
1980 4,500 1,640 500 6,640
1873-80 26,900 11,120 3,360 41,380

1) Including working capital and start up costs.
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Table 5.1. Investments in Small-scale Industry
and additional funds in
Industrial Services 1973-80.
1971 prices.
L ——
Total
Mill.
kr.
| 973 T4 75 76 77 78 . 79 1980
1 Five Industrial
Centres including
5,000 workplaces 12,000 1,000 1,000 2,000 2,000 2,000 2,000 2,000
2 Workplaces for
another 5,000
" employees 12,000 h,200 1,200 1,200 1,200 1,200 2,000 2,000 2,000
3 Working Capital 2,900 300 300 400 400 $00 500 500
4 Additional funds
for Industrial De-
velopment Centre 950 50 100 100 128 125 150 150 150
§ Two Institutions
for Export of in-
dustrial products 350 50 50 50 50 80 50 50
6 Two Institutions
for Import of raw
materials 350 50 50 50 50 50 50 €0
7 State Financial
Support in Product
Development 500 50 100 100 100 50 50 50
8 State Financial
Support in Export
.Marketing 600 50 50 100 100 100 100 100
9 State Financial
Support in Produc-
tivity Improvement
in Industrial
Firms 610 10 50 50 100 100 100 100 100
-
TOTAL 30.260 P.280 2,850 2,900 4,125 4,125 5,000 5,000 5,000
—H; e . & A 2 N I
Gross Fixed Asset
Formation (GFAF) 24,000 ﬁ,200 2,200 2,200 3,200 3,200 4,000 4,000 4,000
Working Capital 2,900 300 300 400 400 500 500 500
Additional Funds i
Industrial Services n] 3,360 60 350 400 §25 528 500 500 500

- =




Table 5.2. Rough estimates of volume
of production and investment costs
in large-scale industrial projlects
1973-74. 1971 prices.

Volume |Rough
of pro- {estimat
Manufactured products |[duction |of in- Planning period
Tons/ |vestmen
annum M) 29,74 10,76 .72.74, 70,080
1 Sea weed 10,000 400 | J2,L88, -0l
2 Sea chemicals:NaCl 250,000 1,400 2350 if8 A28 400 feol
3 Aluminum (extension)| 10,000 600 Log Yo lo0
%  Aluminum (new potlinJ)32,000 2,500 L90.0001
5 Silicium 12,000
6 Ferro mangan 120,000 | 2,000 -0 000 309,
7 Ferro silicon 45,000 2,100 Jee 100 128,
8 TFerro chrome 75,000 ‘
o 9 Ti0, slag I 100,000 | 1,500 w20, 500, 90,
10 Basalt castings 15,000 250 219
11 Basalt fibers 15,000 250 Al
12 Iron castings 10,000 250 L0, 100,
/vanzntmn-'t-vtm
TOTAL 9,520 | 70 950-/.5/500 |40e /300 /n0e |90y

Working capital and
start up costs 16v L5 25D avo 230 290 2¥0
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VALUE OF PRODUCTION PER ANNUM IN SMALL-SCALE INDUSTRY

5.4

The target level of net output (value added) per annum
in 1980 has been set ad 12.000-13.000 mill.kronur and of
gross output at 32.000-34,000 mill.kr., which is an in-
crease of the 1970 level of about 250% and about 210%
respectively.

M

Net output

1970

1975

1980

$.6 VALUE OF PRODUCTION PER ANNUM IN LARGE-SCALE INDUSTRY

The target level of net output (value added) per annum in
1980 has been set at 1.200-2.400 mill.kr. and of gross out-
put at 4,000-8.000 mill.kr., which is an increase of the
1970 level with 40-260% and 60-300% respectively.
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TABLE 5.3.

Gross Fixed Asset Formation and Gross

1971 Prices.

GFAF in § of

_Mationa!
. GNP 19¢
E.

19"

74 1 1972 1 1973 V| 4974
Mkr L Mkr rrA% Mkr L Mk $ |
Gross Fixed Asset Formation|[16.0501100.0;16.140 100.0(16.600]100.0/18.2860] 100.0
Increase in per cent 100.0 100.6 103.5 113.7
Annual increase in % 0.6 2.9 10.2
I Industrial Assets 8.350| 52.0f 7.870] 48.8| 7.950| 48.0| 9.100{ %9.9
1 Agriculture 960 1.050 1,050 1.050
2 Fishing 790 1.860 2.980 2.100
3 Fish Processing 530 650 715 800
4 Large-scale Industry 710 930 70 950
5 Small-scale Industry 1.140 1.20 1.210 2.200
€ Transport Equipment 2.750 98 685 700
7 Commercial Buildings 690 85 660 700
8 Various Machinery &
Equipment 780 58 580 600
IT Residential Construction | 2.700] 16.8 3.10* 19.2] 3.290] 19.8| 3.400{ 18.6
TII Public Works & Buildings| §.000| 31.2 5.17q 32.0] 5.360] 32.2| 5.750] 31.5%
Llectric Power, g.& d. 1.510 1.18( 1.085 1.300
§ o ka U O J .
Gross National Product 52.500]/100.0 55.56# 105.0{56.188) 60.000
Annual increase in % 9.2 5.8 4.7 4.5
GFAT in % of GNP 30.6 29.1 28.6 30.0
1961 1962 1963 1964
GFAF in % of GNP 23.2 24,7 29.6 31.7

1) Source: Pjédarbiskapurinn - Framvindan 1972 og horfur 1973.

;J
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5.31
and Gross National Product 1971 - 2. Forecast 1973 - 80
in § of GNP 1961 - 1970 (1960 prices)

1974 «J 1975 1976 1977 1978 1979 1980
Mkr | % Mke | % | Mkr s | Mk t | Mkr s | Mkr $ | Mxr 4
8.260 100.0’ 19.850 [100.0|21.275{100.0/22.325|100.0}23.850100.0|24.800[100.0}26.100{100.0
113.7 } 123.7 131.5 139.0 148.7 185.0 162.5

10.2 ' 10,0 7.8 7.8 6.8 4.2 5.2
9,100 49.9 n.550| 48.210.775] s0.6{211.125]u9.9 }12.150] so0.9}12.500] S0.4}{13.300| 51.0
1.050 0 1.100 1.150 1.250 1.300 1.350 1.500
2.100 1.650 1.325% 1.400 1.400 1.400 1.600

800 1.000 1.200 1,300 1.400 1.500 1.700

950 1.500 1.500 1.400 1.300 1.400 1.400
2.200 2,200 3.200 3.200 4.000 4.000 4.000

700 800 900 1.000 1.000 1.100 1.100

700 700 800 800 900 300 1.000

600 600 700 775% 850 850 1.000
3500 18.6 3.800( 19.1| v.000| 18.8§ v.200f 18.8| 4.500] 18.8| w.800| 19.4| 5.000{19.2

; o 750l 31 f;s.soo 32.7| 6.500] 30.6] 7.000] 31.3| 7.200] 30.3| 7.500] 30.2} 7.800{29.8
i . 200 $1.800 1.800 1.800 1.800 1.800 1.800
»0,800 3.500 66.350 69.350 72.450 75.700 79.100
4.5 | 4.5 4.5 4.5 4.5 4.5 4.5

0.0 5 31.3 32.1 32.2 33.0 32.7 32.9

J

i
1964 965 1966 1967 1968 1969 1970
1.7 31.0 35.7 3.5 25.9 26.6

: 8-8
)

.




$.32

5.7 Demands on the economic policy

Industrial development in the past has to a great extent been
concentrated on the processing of fish for export. The processing
industry is highly modernized and capital intensive and producti-
vity of labour is of highest international standard.

Even if there are signs of diminishing returns on additional
capital inputs productivity in the fisheries is likely to remain
much higher than in manufacturing industries and other sectors of
the society.

Fluctuations in fisheries have, however, represented a major
problem from the point of view of maintaining economic stability:
changing climatic and biological conditions and fishing efforts

of other nations are factors over which Iceland has little control.
Large fluctuations in catches have disrupted economic developments
time and again.

The manufacturing industry has been and is still highly dependent
upon deliveries to the fisheries sector, or upon demand derived
from incomes generated in this sector. Indirectly this fact has
had a great influence on the possibilities for development within
the manufacturing industry.

The parity of the Icelandic Krona has been fixed primarily with

a view to ensuring a reasonable return in the fisheries and fish
processing. But as such a parity the small-scale manufacturing
enterprises producing mainly for the domestic market could operate
only behind high tariffs, which made it possible to keep prices
high enough to pay competitive wages and obtain a reasonable re-
turn on invested capital.

Through a system of protection and financial support the agri-
culture, the industry and other sectors have shared the superior
profitability in the fisheries sector.

Given the limited possibilities of further expansion in the

fisheries and the rapid growth of the labour force, the economic
policy must be more industry oriented aiming at a major increase
in productivity of labour if full employment conditionsare to

be maintained.




5.8 Demands on regional industrial development

The principal aims of regional economic policy are both complex
and interrelated. They can be summarized very broadly as inclu-
ding, mainly: ‘

a) The planning of economic development and investment in
accordance not only with the need to promote the overall
progress of the national economy but also with the diverse
needs and the potentialities of the different regions and
with the geographical distribution of the population and
manpower.

b) A reduction of the imbalance between regions in the distri-
bution of economic activity and in the levels of income,
prosperity and welfare.

c) The maintenance and encouragement of the social and cultural
basis of the life of the regional populations, including
the preservation and best use of natural, cultural and
amenity resources.

d) The planning of the physical environment and infrastructure,
including housing, communications and other forms of fixed
capital in accordance with consistent and coherent national,
inter-regional and regional aims and with the economic
resources available.

The emphasis given to these varied objectives necessarily differs
according to the different circumstances and needs, and such
factors as size and the importance of inter-regional disparities.

These varied features of regional economic planning suggest that
it is impracticable to treat economic, physical and social plann-
ing in isolation from each other. Physical and social development
requires the investment of resources and therefore poses economic
problems of scale, priorities, of costs and benefits. Economic
development influences and is influenced by, physical and social
development. A balance has to be struck between all the objectives
of policy. Regional planning is therefore essentially an exercise
in co-ordination aimed at both improving the economic foundations
of a region and meeting its physical and social needs, within the
framework of national needs, resources and potential.

In connection with industrial development provision is normally

made for direct stimuli for attracting or expanding industrial
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activity. Such stimuli may cover new firms, those which have

moved from congested areas or existing firms carrying out rationa-
lization and expansion programmes. These direct aids mainly take
the form of loans, grants or fiscal exemptions although a wide
range of different kinds of measures are used.

The question of the conditions attached to the provision of
assistance is closely related to that of its orientation. Sub-
sidies may be given on land, labour or capital or on a combination
of these. In other countries the emphasis has been largely on
subsidizing investments, but this has the disadvantage that, in
the short run at any rate, and before the multiplier effect work
through, employment might fall rather than increase. Accordingly,
in some countries there has been a discussion of switching the
emphasis to the subsidization of labour rather than to the other
factors of production. (As part of its total approach to develop-
ment area incentives, the United Kingdom included in 1967 a measure
for subsidizing labour costs in these areas (the Regional Employ-
ment Premium) which is guaranteed by Government to run for at
least seven years.) With regard to subsidies on capital, there
is increasing awareness of the need for reducing the burden of
investment in new projects and of operating costs in the earlier
years, and this is one of the main reasons for the increasing
popularity of grants and grant-like assistance. The question of
proper balance between subsidies to capital and to labour may be
differently approached in different regions and the answers may
change from time to time.

Two areas for subsidies of special importance in this country
are transportation and freight costs and the cost for electric
power. Transportation and freight costs put an extra burden on
production outside the Reykjavik- and Akureyri-areas, and differ-
ent prices for electric power in different areas of the country
complicates competition on equal conditions. (See Table 5.5).

In some countries fiscal concessions are used as a means to pro-
mote regional industrial development. Such concessions are used
either on a highly-selective basis with a view to promoting
adaptation rather than the implementation of new industries, or
they may be given for a long run of years. In the early years of
a new enterprise profits are generally low so that if the concess-

jons were limited to a few years only, the benefit to the firm

might be negligible.
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Free depreciation during 5-10 years or extra annual depreciation
and tax free reserves for investment are other measures which
could be used.

An efficient tool in regional industrial development is the
establishment of industrial centres with inbuilt industrial ser-
vices combined with financial support in investment, product
development and export marketing. See Appendix 5.3.




Table 5.5 5.36
SAMANABURDUR A NOXXRUM RAFORKUYERDUM 1970-1972

COMPARISON OF SOME ELECTRICITY PRICES

H-inilinn'otkunlnoncst'ic Use l Stérar v‘lzr/l.auc Pc:wcr Ind.
i ; 3000 kwn,d Nerb. fbdd 2.500/8%: nyt.timi ‘
L lé;::::::rgupply 3 room flat utilization hrs.
Utilitiss
1970 1971 1972 1970 1971119172
aur/kih aur/kWh aur/khh aur/kwh aur/kvWh | aur/kvh
1. Reykjavik 213 253 27 13¢ 162 by ]
2. HafnarfjdOrdur 269 269 299 181 191 210
.u 3. Vatnsleyse 23) 278 298 179 214 ne
4. Njardvixur 233 287 296 1 208 "o
5. Keflavik 228 280 288 173 1 1
6. Gerdar 228 258 r{ 1) 173 19 216
7. Sandgerdi 2% 272 25¢ 177 202 2%
8. Grindavix 212 244 296 159 192 22
9. Eyrarbakki 232 287 riy 1é¢ 190 205
10. Stokkssyri 232 287 297 166 190 208
11. Selfose 232 267 297 168 180 208
12. Hveragerdi 232 267 297 166 190 205
13. Vestmannaeyjar 287 296 326 17s 203 22
l4. Akranes 214 230 253 ! pLE | 180 17¢
. 15. Borgarnes 212 231 254 168 170 LY
16. Patreksfjdrdur 202 1 321 1se 169 Y 1}
17. fsafjsrdur 27 305 308 190 202 202
1R, caubdrkrékur 232 260 290 180 201 220
19, Siglufjdrdur 22 283 208 161 194 22?
20. Akureyri 214 236 270 124 in? 103
21, Hlisavik r{} ] r{ ¥ 294 17s 198 218
22, Reydarfjdrdur 200 222 28 1) i7e 198
23, Rafm.v.rikisins 3ve [ L) in . 21¢ 219 8
MebBaltal/Average 239 207 ' 2% 189 190 209

MiBad vid mite v/
Hid-year figures

Source: ORKUMAL, November 1972




¢ TENTATIVE PROGRAMME OF ACTION 1973-74

8.1 Activities to be initiated and performed

The activities to be initiated and performed during 1973-74

as a consequence of an acceptance of the dbasic aims and meaning
of the Long-term Industrial Development Plan are put together
in seven groups as follows:

ececacvenesleaaa e

1 Prepare the governing law for the Industrial Development
Centre of Iceland (IDCI).
2 Formulate criteria of selection, determine priorities and

decide on the establishment of large-scale industrial pro-
jects now under consideration.

3 Identify and review rules and regulations affecting the
manufacturing industry and adapt to new conditions when
necessary (including the laws covering the activities in
joint stock companies and book keeping in industrial firms).

4 Study ways and means for State Financial Support to the
manufacturing industry.
-3 Develop a complete new system for the basic education and

further training of all categories of industrial personnel
including a new Department of Industrial Engineering at
the University of Iceland.

6 Study the feasibility of the establishment of branch org-
anized institutions and specialized firms for import of
materials and machinery and for export of industrial goods.

6.1.2 Planning and_programme preparation

1 Review, revise, modify, and complete the Long-term Indust-
rial Development Plan and the Tentative Programme of Action
for 1973-7u.

Prepare a Tentative Programme of Action for 1975

T e R N e L L L LTIy

2

6

1 The Industrial Development Centre of Iceland (IDCI)

2 One Industrial Centre

3 Some branch organized institutions or firms for import of
materials ard machinery and export of industrial goods

b One factoring firm
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6.1.“

6.5.1

1

6.1.6

6.2

Education and further training of_industrial personnel

Intensify the training of managers, supervisors and foremen,
and specialists in industry.

Prepare the establishment of an Industrial Engineering
Department at the University of Iceland.

Support on-the-job training within industrial firms.
Finalize and put into practice the stardard system of
accounting and cost accounting.

Prepare text-bokks and booklets covering various areas
of industrial engineering and managerial economics,
including procedures, forms, and instructions for
introduction.

Advisory_services

" Initiate and carry through studies of productivity

improvement in selected industries.

Initiate and carry through studies on product development
in selected industries.

Initiate and intensify market research and export promotion.
Assist on request industrial firms in all matters connected
with production and marketing of industrial products.

Project studies

Continue the studies on industrial application of perlite,
pumic and other volcanic materials.

Continue the studies of design, standardization, production,
ownership, and use of fish boxes.

Carry out a feasibility study of electro-smelting of
ilmenite.

Follow up the studies on the Sea Chemical Project.

Prepare for the establishment of an undertaking for

drying of seaweed.

Locate, design, and prepare all documents needed for the
establishment of the first Industrial Centre.

Carry out the studies needed for the large-scale industrial

projects given the highest priority.




6.2

6.3

Prepare a Plan of action for the firm for 1973-74.
Intensify further training of all employees.

Start the implementation of the Plan of Action for the
firm for 1973-7u.

fo-ordination, direction, and performance of implementa-

tion activities and distribution of responsibilities

The co-ordination, direction, and performance of the implementa-

tion of the Development Plan can be organized, as a suggestion,

in the following way:

1

A Governing Committee is established by the Ministry of
Industry for the overall co-ordination and direction. The
chairman as well as the secretary must be full time. This
commit+ee can from 1 July 1973 constitute the Interim Board
of IDCI as shown in Tiec. 5.2.4 on page App. 5.2.14. The
chairman of the Governing Committee can also be selected
for the post as Managing Director of IDCI from 1 January
1674 as shown in Fig. 5.3 page 5.2.7.

A number of Special Committees are established by the
Governing Committee for the performance of special investi-
ga.icns ae listed under 6.1.1 above.

A number of Procj.ct Groups are established bv IDCI for the

planring and programme preparation, training of industrial

personnel, advisory services and project studies as listed
under 6.1.2, 6.1.4, 6.1.5 and 6.1.6 above.

Distribution of responsibilities:

1

The Governing Committec is assigned the responsibility for
the overall co-ordination and direction of implementation
activities, the assignment of Special Committees, the
approval of work programmes, allocation of funds, and the
review and follow up of the work of these committees, and,
as an Interim Board of IDCI, for the effective utilization
of alotted funds.
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5.7

Kronur
20.000.000

15.000.000

10.000.000

$.000.000

5.5
EXPORT OF INDUSTRIAL PRODUCTS PER ANNUM

The target level of export per annum in 1980 has been set
at. 17,000 mill.kronur from small scale-industry and 7.000
mi'lfl.kronur from large-scale industry.

—~—

rge-scale

industry
—————

1970 1975 1980




6.4

The key posts in this organization are the posts of Chairman of
the Governing Committee and Managing Director of IDCI and the
outcome of combined efforts is to a very great extent depending
on the capacity and capability of the man (or men) selected for
these posts.

6.3 Time schedule for the implementation activities

As has been pointed out before in this report an early start of
the process of development during 1973-74 is of immense import-
ance for a successful fulfilment of the Development Plan objec-
tives.

A time schedule for such an early start is visualized in Fig.

6 on the following page.

It should be emphasized, however, that the possibilities for an
effective performance of activities in accordance with this time
schedule is depending on the prompt establishment and proper
manning of the Governing Committee and the capacity and capability
inherent in IDCI.

6.4 Manpower requirements

A rough estimate of the manpower requirements is made below. At
this stage of development it seems advisable not to make too
elaborate estimates as the volume of work to be performed has
to be measured from a series of proposals only.

Number of manmonths

1973 1974

1 Chairman of the Governing Committee 10
2 Members of the Governing Committee --
3 Managing Director of IDCI 12
4 Chairman and Members of the Board of IDCI --
5 New employees at IDCI 96 144
6 New employees at the Export Board 18 36
7 New employees at the B.R.TI. - -
8 New employees at the I.R.I. - -
9 Members of the six Special Committees --
10 Members of a number of Project Groups

to be selected outside IDCI -—- -
11 Specialist for the administartion and

execution of further training -- -
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6.8
€.6 Costs of implementation of the Development Plan 1973

The costs of implementation during 1973 have been estimated on the
basis of the tentative work programme. The intention is to show
the magnitude of funds needed only, and, for natural reasons,

it is a rough estimate as rather few figures have been based on
real work programmes.

1,000 kronur
Special_investigations (page 6.1)
Overall costs of six Special Committees 2,000
Planning and_programme preparation (page 6.1)
To be performed by IDCI cmana

Establishment of new institutions (page 6.1)

The industrial Development Centre (App. 5.2.21) 38,000

One Industrial Centre (no investments 1973) e
Branch-organized institutions ( " ) e
One Factoring Firm ( " ) S,

To be performed by IDCI ceee
Advigory Services (page 8.2)

To be performed by IDCI —eee
Project_studies (page 6.2)

To be performed by IDCI .

The_Governing Committee (page 6.3)

Salaries for the Chairman and Secretary (full
time 1 March - 31 December 1973) and five
Committee Members 1,900

Expenses . 1,100 3,000

State financial support to industrial firms for
productivity improvement and product development 10,000

Total 53,000 kronyr




6.7

For the development of export-oriented industries UNDP has
allotted the following amounts for 1973:
UNDP/UNIDO 126.080 US dollars 12,000,000 kronur
UNDP/UNCTAD 65,050 US dollars 6,000,000 "

The overall additional funds to be utilized in the implementation
of the Industrial Development Plan during 1973 can be susmarized
as follows:

Alt. 1 Alt.21)

Estimated additional funds for IDCI  §3,000,000 &6,000,000
and the Governing Committee

UNDP/UNIDO and UNDP/UNCTAD 18,000,000 25,000,000
Total 71,000,000 71,000,000

TV In AIt. 7 it is assumed that gart of the costs for the feasi-
bility study of electro-smelting of ilmenite - 7,000,000
kronur - will be financed through UNDP/UNIDO.
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1 THE CONCEPT OF DEVELOPMENT PLANNING

1.1 Introduction

The main objective of the industrial development plan is to
increase the competitive power of Icelandic industrial
enterprises. This is a complicated process and Icelandic
industries have a long way to go.

The process of industrial development in a country can,
to a greater or less extent, be directed by the Government.
As one extreme one can select the industrial development in
USA during the period 1865-1325. Government actions, both
Federal and State Governments, were based on a pronounced
laissez-faire policy and attempts to direct the development
process, for instance through anti-trust laws, had a very
limited impact.

In the initial stages the big industrialists were heavily
influenced by the philosophy introduced by Herbert Spencer
and his American follower, the political economist William .
Graham Sumner, who accepted completely Spencer's theories
of evolution and its application in the social and economic
field. He also applied Spencer’s "survival of the fittest"
in political economy and often quoted is the following sen-
tence of his:

"Let us be understood that we cannot go outside of this
alternative: liberty, inequality, survival of the fittest;
not-liberty, equality, survival of the un-fittest. The
former carries the society forwards and favors all its
best numbers; the latter carries society downwards and
favors all its worst numbers."

As an opposite extreme there is the Sovjet Industrialisa-
t{ion Process from 1928 and onwards, which is based on a com-
plete centralization of power and directed in detail by the




5§.1.2 Demands on various areas for 1980

The Icelandic industry is in a stage of transition from
handicraft production on order to industrial manufacturing
for stock. '

To reach the targets for 1980 requires a series of substantial
changes and improvements in many areas of activity. The out-
come of this part of the development process depends to a
great extent upon the mutual connection of changes and im-
provements, timely implementation and the overall co-ordina-
tion.

A model of an overall plan of industrialization has been

prepared based on the following two basic principles:

1 Specialization of functions

In the process of industrialization the responsibility
for the fulfilment of established targets are decentra-
lized. A number of institutions, agencies, marketing
firms and industrial firms, each perform one specialized
function in one distinctive area of activity: wholeéalers
for the supply of materials, general agencies for supply
and maintenance of machinery, industrial firms for pro-
duction, wholesalers and branch-organizations for market-
ing of goods, and the whole industrial infrastructure for
all kinds of services and financial support.

Specialization in the manufacturing of industrial products.

In the process of manufacturing the firms are concentrat-
ing their effort on a very limited number of products
utilizing all the advantages of specialization.

basic ideas behind this model of industrialization are:
otimum utilization of limited resources during the plann-
ing period;

an adequate introduction of new industrial goods on the
world market;

the need for an instrument for balanced actions of develop-
ment in various areas.
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Government. The first one in a long series of five-year
plans was introduced in 1928 and well-known is the conm-
prehensive long-term plan for 1960-1980. Based on a philo-
sophy of socialism a hierarchy of plans are prepared dealing
in detail with industrial problems down to firm level. The
planning procedurs includes a continous follow-up and a very
strict control.

Government planning was in many western countries during
the thirties and fourties very often mixed up with socialism
and there was a very strong opposition from commerce and indu-
stry towards government interference in industrial develop-
ment. Nowadays, however, it is generally accepted that Govern-
ment support is a necessary prerequisite for industrial develop-
ment,

1.2 The Concept of Economic Planning

Preparation of a plan means forming a view of the future.
In the context of industrial development planning the plann-
ing period should be short enough to facilitate realistic ‘
prognosis but long enough to cover large scale investments.
Five years have been found to be a reasonable period.

The view of the future must be more than a collection of
projects and programmes. It ought to form a coherent whole,
co-ordinating economic factors, activities of different bodies
and various sectors of the society, and eliminating internal
contradictions and major inconsistencies.

Every real plan presupposes, to a varying degree, a desire
to transform the future and to mould it in a particular vay.
The plan is not merely a forecast of the future, its purpose
is to deliberately influence the course of events. To this
end the plan contains descriptions of selected target areas,
formulation of targets, and choices and priorities.
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The plan should comdine odbjective expectations with an
affirmation of will. The plan should, however, be regarded
not only as a set of odbjectives, but as a 'trntogj hroviding
for responees needed to deal with various kinds of unforseen
svents. .

In this connection the terms “Indicative Planning" and
"Inperative Planning” have been used. "Indicative Planning”
means formylation of guiding principles and general terms of
reference, outlining the overall course of action. "Impsrative
Planning® add to this detail instructions and targets on firm
level and includes furthermore a more strict follow up and
government control.

There are aleo the terms "Macroeconomio Planning® and
"Miocroeconomic Planning”. "Macroeconomic Planning” considsrs
ths society as a whole with its most important units and
ssctors, whereas "Mioroeconomic Planning" considers individual
ssotors, regions, industries, or even industrial entsrprises.

It is essential that each objective of the plan should
be combined with suitable actions providing means of achieving
it. Throughout the planning period it is also essential that
its progress should be kept under review, and that authorities
have adequate means of dealing with any obstacles. This implies
that the plan should not be a formal document but a programme
of action, which is bdinding for the whols administration.

The plan is nothing if it ie a purely technical device,
however sophisticated it may be as an academic exercise. It
is only worth something if it reflecte real determination.
Determination first of all on the Government’s part, since
it is the Government which in principls has the means of
economic policy of achieving it. Determination too, at least
implicitly, on the part of majority of ths population who
sndorse its statsd odbjectives and the vision of the future
which the plan provides.
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1.3 Hierarchy of Development Plans

An Industrial Development Plan is, or should be, an
integrated part of a ‘well-articulated set of perspectives,
plans and programmes. The foundation of this set are BASIC
VALUES AND PRIMARY OBJECTIVES accepted by the majority of
citizens and the final target area is LIVING CONDITIONS FOR
ALL CITTZENS not only in the existing but also in coming
generatiors.

The Long-Term Plan of Industrial Development has to be
co-ordinated with the Perspectives of Social Development and
it should include a short-term Programme of Action for the
first two years of the plan period. The Annual National Budget
can then for aclual areas be banhd on facts and figures in
the Short-Term Programme.

Perspectives, plans and programmes are all influenced by
the political and economic situation on the Internatic..as
and thc Domestic scene and by the conditions on the World
Market for industrial products.

The hierarchy of plans and the areas of influence are
visualized in fig. 1.1 on page App. 1:5.

1.4 Planning for Whom?

One of the primary objectives in development planning in
all countries is economic growth. Economic growth as such is
a matter of intertemporal distributicn of public and private
consumption or, in other wor s, a problem of choice between
consumption today or consumption som:time in future. An
acceleration in economic growth thus means a temporary decrease
of the cur: 2nt consumption possibilities. It can also be ob-
served that the rate of ecoromic grewth in a country is now
generally cci =i - 7 ~athar 5 oa vy~ olt af the balance of
consumption at different pcints of time than a measure of
economic and technical efficiency.
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Fig. 1.1 Nierarchy of development plans
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Economic growth is thus to a great extent determined by
the ratio~of pudblic and private savings and the corresponding

vélume of investments. In this connection it is not only the
volume of conventional investments (in industry, agriculture,
fisheries, etc.) that counts, but also investments in education
and training, research and development, and other parts of the
social and industrial infrastructure.

(The definition of saving: accumulation of wealth through
postponement of consumption),

Before the dotorninction of the volume of savings out of
the Gross Domestic Product (GDP) (partly achieved through taxa-
tidn of private consumption) the political decision makers
have to decide: for whom are we planning? The preferences for
economic growth varies with the age of the individual and the
expected remainder of his length of 1ife. The young portion ‘of
the population has more to gain from economic growth based on
limited consumption today whereas for elderly citisens only
short-term investments with quick return are advantageous.

The political decision makers must also take into consid-
eration the interests of the coming generations and their de-
mands and expectations. It is their responsibility to secure
& balanced development of the economic and social 1ife even if
necessary actions come into collision with the interests of the
existing generation.

-
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2 LONG-TERM DEVELOPMENT OBJECTIVES
2.1 Formulation of Long-term Development Objectives

The basic objectives to be formulated for the long-term
development work within the Icelandic industry cover the
following areas:

- ‘cuﬁloyment

. - economic growth
- price stability
- balance of payments

- living conditions for all citisens.

These objective areas are all closely related and thus it
is not possible to formulate the objectives for one area
without considering the problems within other areas. For
example, it is difficult to achieve price stability and
full employment simultaneously or maximum economic growth
without certain limitations in the individual’s conditions

of 1life. .
The relationship between and the primary qualifications for
. the different objective areas are visualized in Fig. 1.2

along with the primary prerequisites, the current demands
in Iceland, and the actions to be taken within each area.
This is just an outline and a base for further discussion.

- The final formulation of long-term objectives is not a part
of this study.
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2.2 Full employment and price stability

If the long-term objective is formulated as. full employment:
there might be difficulties in the area of price stability.
This problem has been widely discussed in economics for a
long time.

In a celebrated article that appeared in 1958, Professor A.W.
Phillips set out to illustrate how the law of supply and de-
mand is applied with respect to wage increases. Taking the un-
employment percentage as a measure of the strenght of demand
relative to the availably supply of labour, Phillips argues
that:

"When the demand for a commodity or service is high
relative to the nupgly of it we can expect itw price to rise,
the rate of rise being greater the greater the excess demand.
Conversely, when the demand is low relative to the supply we
expect the prise to fall, the fall being greater the greater
the deficiency of demand. It seems plausible that this prin-

ciple should operate as one of the factors determining the
rate of change of money wage rates, which are price of

labor services®.

When he plotted the data on changes in money wage rates and
unemployment in the United.Kingdom over almost a century up
to 1957, Phillips found a significant and remarkably stable
relationship between the change in money wages and the level
of unemployment.

In the diagram in fig. 1.3 this theory is applied to Swedish
conditions during the period 1985 - 65. The diagram should

be interpreted with cautiousness, especially outside the inter-
val of actual observations. One gets, however, the impression
that increases both in wages agreed upon in the central agree-
ments and "18neglidning" are very sensitive to the conditions
on the labour market, especially when the percentage of unem-
ployment is low (1.0 - 1:5%).
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Fig. 1.3 The relationship the change in money
wvages and the level of unemployment

in Sweden 1988 - 1968,
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The limited resources are managerial capability, specialist
knowledge and money.

During the planning period there will be a pronounced shortage
of capable managers and of all kinds of specialist knowledge
{n all areas of industrial production and industrial services.
It is obvious that only with a very high specialization of
functions it will be possible to achieve a balanced process

of industrial development.

The establishment of service institutions, investments in
physical facilities and machinery, the financing of industrial
services and the financial support to various industrial acti-
vities will cause a big demand of money, especially during the
first years of the planning period before the accumulation of
capital will have any effect. Specialization of functions as
well as specialization in manufacturing within industrial
firms will to a great extent simplify the financing of all
these investments and expenditures.

One of the consequences of the increased productivity of labour
will be a sharp increase in the export of industrial goods and,
furthermore, from industries which are at present produéing
for the Icelandic market only. To introduce new industrial
goods on foreign markets is a very intricate business in it-
<83f but in this special case it is a matter of another di-
mension - to introduce within a couple of years industrial
goods from several Icelandic industries on new markets in sev-
eral countries.

Mistakes made by one firm may cause difficulties not only for
other firms in the same branch of industry but also for firms
in other industries. Instead of decentralizing the responsi-
bility for export marketing to all industrial firms it seems
to be necessary to centralize these activities to a few export
organizations (branch organizations or whole sale houses).

A small number of qualified specialists can much more effi-
ciently solve all the problems connected with export marketing.
They can also be made responsible for a continous control of
product design, product quality and the proper fulfilment of
delivery times, especially during the first years of the

planning period.
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Long-term development planning in the sense of indi-
cative or imperative planning is a rather new governaent
activity. The first five-year plan wvas established in the
Sovijet Union for the years 1928/29 - 1932/33. After World
War II the same type of imperative planning was introduced
in several East-European countries.

Some West-European countries started long-term investiga-
tions and in some cases long-term indicative planning in connee-
tion with the reconstruction of national sconomies after World
var II and the utilization of the Marshall Funds. These
countries were France, Holland (industrial development plmn.in.),
Norway and Sweden. In the sixties long-term planning was in-
troduced in Belgium, Greece, Ireland, Spain and Great Britain.
In Iceland a Draft Development Programme for the period 1962-
1968, ‘ was prepared

In the following pages a short description will be given
of the system of development planning used in France, Holland,
Norway and Sweden and some short notes about the Icelandic
five-year programme.

3.1 Development Planning in France

Development planning was introduced in France in 1946
shortly after the liberation. Since then five five-years
plans have been put into effect of which the latest reached
its terminal year in 1970.
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The first plan was in effect a programme of invest-
ment in the major sectors which was intended to reconstruct
the foundations of the French economy. The second and third
plans were far more complete production plans, covering all
sectors of the economy and co-ordinating sectorial objectives.
The IVth plan and even more the Vth include perspectives for
the trend in prices, incomes, lsavinga, and finacial flows.

The evolution has therefore been in the direction of

. more complete, more detailed, and more coherent planning.

France is a country with a market economy and planning
does not claim to be a substitute for the market. The plan
seeks on the contrary to play the role of a market'surny
generalised on a national scale. It represents a coherent
picture of the future for which the various economic decisions-
makers can make provision. The plan proposes therefore to
reduce the uncertainty of the future and to make it easier to
adapt to changes which are inevitable consequences of economic
growth.

The plan is not only a forecast of the probable future.
It also contains a set of aime and targets. In presenting the
plan to the Parliament, the Government undertakes to use it

‘ as a framework for its investment programme and as an instru-
ment for the orientation of economic expansion and social
progress.

The preparation of the plan is a collective endeavour.
Representatives of the Government, industry and trade unions
all take part. For this purpose a complex machinery of commit-
tees and working groups has been set up for concerting the
views of all the parties concerned. It has been estimated
that in all about 3.000 persons take part in the preparation
of a plan during a period of about 3 years.

The French plan relates to industrial sectors and not
to industrial enterprises. Except in a small number of highly
concentrated sectors, it does not set objectives for indi-
vidual enterprises. The authorities intervene only when there
is clearly a considerable risk of disequilibriunm.
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‘These general characteristics show that the French
plan is a complex mixture of spontaneous and normative
elements. Each part of it combines forecasts and objectives.

It is a representative example of indicative planning.

The body responsible for formulating the plan is the
"Commissariat Général du Plan". For some years it has been
directly responsible to the Prime Minister. The "Commissariat"
is, however, not directly responsible for the execytion of
the plan, which is the task entrusted to the various ministries,
but it is responsible for reporting of progress made.

3.2 Development Planning in Holland

long-term planning of industrial development was
introduced in Holland 1952 and the first five-year plan |
covered the period 1953/57. In order to achieve a continous |
follow up and a stabilization of the long~term economy a
comprehensive system of short-term pPlanning has later been
introduced. For this purpose an econometric model has been
developed consisting of 32 equations and as many variables,
Variables for primary objectives are the surplus (dificit)
in the balance of payments, the employment, the investment
level, the share of salaries and wages in the GDP, and the
price level. Among the independent variables the following
can be mentioned: direct and indirect taxes, government
expenditures, the level of salaries and wages, gross fixed
capital formation, imports and exports, transportation costs,
and rate of interest.

The model has been developed by a planning bureau, which
is an interdepartmental government body. This bureau is re-
sponsible for the annual follow up and determination of
expected outcome in various target areas as a result based
on forecasted changes in independent variables.
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3.3 Development Planning in Norway

The first long-term perspectives, prepared by Stati-
stik Centraldyrd, contained some alternatives of economic
development after the World War II. An Appendix to the
National Budget for 1945/46 presented alternative figures
for the GDP, the balance of trade, public and private con-
sumption and investments for the period 1946-50. The aim
vas just to show alternatives of economic development in
connection with the changeover from a war to a peace
economy,

The first, as well as the gecond plan 1949-52; were not
ratified by the Storting but the Government regarded it as a
part of the government programme and utilized the basic
principles of the plan in order to carry through the pro-
posed comprehensive investment programme.

The following three long-term plans, 1954-57, 19560-81
and 1962-65 dealt primarily with the utilization of re-
cources for investments, public and private consumption
and, to a great extent, with regional development, especi-
ally the development of Northern Norway.

Sofar the long-term plans had been just guide-lines
for the preparaton of the annual state budget. From 1983,
however, the responsibility for long-term development
- planning was given to a department in the Ministry of
Finance and, at the same time, a new system for the long-
term planning (4 year periods) was introduced.

Based on preliminary estimates of the total national
income the Government makes a tentative distribution of
means for the various budget areas. Each Ministry is then
responsible for the preparation of their part of the long-
term plan.

The first result of this new system was presented as
the plan for 1966-69, in which plan the first year’s figures
were identical with the national budget for 1966. The same
system has been used for the long-term plan 1970-73.
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3.+ Development Planning in Sweden

The first long-term analysis of the economic develop-
ment in Sweden appeared as an appendix to the national
budget in 1948 and dealt with the development of GDP and
public finances during the period 1947-52, This analysis

‘was made within the Ministry of Finance.

In 1948 the perspectives were widened. A committee of
experts was given the responsibility to study the whole
economic development from 1947 to 1952 and the result of
this study became the first long-term development plan.

The same type of committee prepared the following three
plans but from 1965 and onwards the planning has been
carried out in the Ministry of Finance.

The long-term planning in Sweden can be characterised
more as & series of forecasts, to a certain extent con-
taining recommendations. rather than detailed plans for
sconomic development. The analysis is based on a series
of detailed inquieries and discussion with representatives
for incustry and commerce and various orgunizations in the
private and public sector. With all facts and figures in
hand a consistent prognosis is prepared for th: economy
as a vhole, remaining contradictions ar! inconsistencies
are discusced, and different alternative directions evaluated.

To a-certain extent these prognoses could be called
hypotheses or projections; one tries to explain or forecast
what will happen in some sectors if something (exports or
productivity) develops in a certain direction.

This type of long-term development planning ie a very
modest form of indicative planning. No production targets
are formul-tcd and normally there are no attempts from the
Government tc pe-suade the private sector to direct their
decisions in accordance with planned figures. Generally
the Government has nct even accepted the prognoses as offi-
cial government policy. The chairman of the above mentioned
committees, Ingvar Svennilsson, made 1965 the following
comments to this:
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"It has not been zart of the Swedish planning process
to go back to the various economic units (after collecting
data) and negotiate a revieion of their plane according to
the integrated national perspective. This would be regarded
as an unsound intervention in the competitive system. Firms
and sectors are expected to adjust to the market development
that actually follows, guided by the information they receive

in the published national projection ... The national projection

creates in “image’ of economic growth that hae a backing in
Government policy. This “image’ will stimulate industry to
zlan for its long-term expansion and make it possidle to do
t more realistically. In this way, national projections
may contribute to create a better balanced economic growth".

The terms "plan" and "planning" are not widely used.
The title of the latest analysis is: "The Swedish Economy
1971-1975 and the General Outlook up to 1990. The 1970 Long-
term Survey." The main purpose of this survey and the over-
alli approach is descridbed in the introduction to the survey
ae follows:

"The main purpoee of this survey has been to specify
the dcr nds on scoromic policy that will arise from these
ge-ls 2 ‘1 to confrent these demands with the restriction
that will operate during the period. The pesults presented
here are not to be taken. as :mpoulo for plans for the
coming five-year period, either for the economy as a whole
or for the government sector. Our main intention has been
to clarify relationships between different parts of the
economy and, in the fArm of conditional forecasts, describe
the consequences of alternative goals. The report should
thu; be regarded as a basis for decisions concerning economic
policy. ,
0f course the Government cannot determine its approach
to these problems simply by selecting here and now only
one of the reported alternatives as a plan for development
1970-1975 and then following this during theee years. For
one thing the Swedish economy is far too expoeed to various
disturbances that cannot yet be foreseen and, for another,
the alternative dovologncntl calculated here are far too
uncertain. The material presented here shou'd be regarded
instead as a basis for a mﬁ”‘%ﬁ“ in economic
policy during the next five years. By s we mean that
the rature of rconomic policy during the next few years
must be detern.ned in the light of the goals that are set
up for the five-ycar period as a whole. In one or two year’s
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time a reappraisal will havs to be made in the light of
actual development, and new decisions may have to be taken
with ths help of additional experience gained in the interval.

The methodological procedure adopted for this survey
largely follows the pattern for the last two survays.
The purpose of the msthod is to obtain & total ggngig*gn;
pattern of devslopment in the Swedish economy for eac
constellation of given goals. In the process, allowance is
asde for the current economic and technical restrictions,
which means for instance that ths demand for labour does
not exceed the forecast supply, that the total demand for
goods and eervicee is compatible with the country’s pro-
ductive capacity and that the rising demand of the pudlic
sectors during full employment is accompanied by an equally
large reduction of demand from other ssctors.”

3.5 Deveiopment Plenning in Iceland

In 1861 three Norwegian experts at the command of the.
Icelandic Government prepared a "Draft Development Programmq
for Iceland 1962-1966". Ths Programme was prepared in closé
collaboration with all Ministries and various National
Institutions, especially Framkvamdabanki, Hagstofa and
Sedlabanki. : '

The Draft Development Programme covers such areas as
Production, and Investments, Exports, Imports and Balance
of Trade, Finance, Population and Employment, and the follow-
ing rectors: Agriculture, Fishing and Fish Processing, Manu-
facturing Industries, Construction, Powsr, Education and
Research, and Social Services.

In the Handbook "Iceland 1968" the Development Pro-
gramme is described as follows: (pages 219-220)

To follow up the stadbilization programme of 1960 the
Government adopted in April 1963 its first long-range
economic programme for the years 1363-1966, The programme
envisaged a 4 per cent annual rate of economic growth and
stresgsed the need for economic stability. It also indicated
the conditicns undar which stability could be achieved.

-
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More particularly, the programme envisaged greater private
and public investment, the latter notably in the fields of
electric power, transportation, schools and residential
housing. It aimed at'a rate of growth of public consumption
considerably above that of national product, while private
consumption was expected to increase at a slower rate than
the national product. The programme stressed the need for
1nponin§ better order and coordination upon public decision-
making in this respect. In continuation of the long-range
programme specialized investment programmes have been
prepared annually for important branches of the public
sector. Public investment credit funds and some large-scale
private industrial projects have also been covered. Pro-
grammes of this kind, improving internal co-ordination as
they do, are intended to provide an important means of

" managing aggregate demand as well as improving the allo-
cation of resources for investment.

During the period covered by the long-range programme

developments have been different in important respects
from what the original programme envisaged. The national
product, and national income in particular, have grown
much faster than expected, mainly as a result of the strong
performance of the fishing and fish processing industries,
and sharp rises in wages and salaries have led to increases
in aggregate demand with the result that private consump-
tion and investment have increased at much higher rates
than expected.

The Government had intended to have a second four-year
programme, for 1967-70, prepared in 1967. However, several
factors induced it to abandon the idea.

. The big problems in forecasting may be illustrated by
comparing forecasts of the growth rate of the major demand
components in the "Economic Programme 1963-866" with the actual
outcome.

Table 1. Growth of Major Demand Components, 1963-1966
Forecast vs. Actual Outcome
Per cent

Avcrago annual real growth rate

Forecast ; Outcome
|
Gross mational product 4.0 9.0
Private consumption s 0
Public consumption 5.7 : 73
Groms fined asset formation 6.1 g 149

Sowee: OLCD National Asssunis and (icelundic) Economis Programms [96)-1964.
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4 "MANAGEMENT, MOTIVES AND SOCIETY"

In order to indicate some characteristics in the Icelandic way
of thinking some quotations are made from a thesis prepared

by Sveinbjdrn Eggert Peterson: '"Management, Motives and
Society, A Study of the Relationship Between Sociological
Variables and Some Attributes of Personality Among the Upper
Classes in Iceland", Massachusetts Institute of Technology,
1970. The purpose of the study was to inquire into the rela-
tionship between sociological variables and managerial atti-
tudes and we will just quote some of his findings:

"Participation is a multi-faceted phenomenon. There is
also a suggestion in the statistical data that a belief
in participation is an attribute of the Icelandic elite.
Participation ranges from a personal responsibility to
be involved in the immediate task, through membership
in a variety of organizations, to a keen interest in all
that is happening in the world." (page 219).

SEP notes as a pecularity of Icelandic Economic organiza-
tion "the plurality of organizations when economic common
sense would suggest one would do." And he quotes Sallé:

"To form groups seems for the Icelanders to be a vital
necessity. The contradiction with that fierce individualism
wrich we have already remarked is merely apparent. ...
Individualism is able to flourish nowhere better than

in a well organized society." (Michel Sallé: "lLa Vie
Economique et Politique en Icelande'", 1968).

And SEP gives an example:

"There are six commercial banks, each with branches
throughout the country, serving a population of 200.000.
Three of these are owned outright by the state, and the
state has a minority interest in the fourth. One bank

is privately owned and another is owned by the co-opera-
tive movement. If one takes into account that for decades
"government was the co-operatives", then the national
government is involved in five of the six." (p.222)

SEP also quote Bjarni Benediktasson, the Prime Minister,
who once explained it in this way:
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"Here is more than one state bank that carries on the
usual commercial barking functions since men have not
been willing to agree that control over that capital
which is at the bank management. It was not thought
enough, that the bank management be so divided to give
sxpression of different points of view, but rather {t
“has seemed necessary to have many banks to quiet, the
fear of monopoly, and to make it less likely that ‘the
request of any loan applicant would be rejected as un-
reasonable. ... The people like to have a choice." ¢

(p.222) ’

S8EP gives another example and some comments:

"In recent years, about half of the total catch of
demersal fish has been prccessed into frozen f£ish. The
largsst single market for Iceland’s frozen fish is the
United States, and Iceland is second only to Canada in

. lxzorts of frozen fish to the U.S.A. But in tackling
this market, 1.000 times larger than themsslves, the
Icelanders emplc— -wo soparate c-,garizations, One has
its U.S. Headquar.2rs in Harrisburf, Pennsylvania, the
other in Cambridge, Maryland. One is a union of the
privately owned frcezing plants, the other a ‘co-opera-
tives. T suggest, howevar, i{hat there is a more basic
psycholcrical rzason: the paternalistiec view of authority .
and the baciec ristrust of those cutside one’s immediate
circle of intimate personal aquaintances effectively
limits the size of orgonization which can be efficiently
managed for the effeciont style of Icelandic manage-
ment req.i: 's that the manager b personally able to |
have contact witii the furtherr 't corners of his organiga-
tion." (p..2¢=-223)

L

And again SEP quote Bjarni Lencdiktse:-:

. "Abov. a1ll, i i3 the .mallneds of the population which
has set its mar.. cn Icelandic nuiion-1 14fe vesenee
Because of the smallness of our sociziy, all transactions
among men here <t home are more perscnal than elsewhere.
And more than that. Eecause each knows the other, or
knows something about him, many people think that all
or most administrative decisions are taken from a per-
sonal point of view." (p.223)

And SEP gives the fo.lowing comr nts:

"Undoubtedly, the smallness of the population has high-
tened tr- importance of the individnal to the whole
society; 1. h.. ais -ade picsible a social structure
which deperds on each person knowing, or knowing of,
almost every other perion. The unifyii;; element is per-
son21 knowledge of others." (;.223)
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Specialization in manufacturing within individual firms is of
such importance for the productivity of labour that there are

no needs to put forward all the advantages. On the contrary one
could say that if a satisfactory level of specialization in pro-
duction within individual firms is not achieved there will be no
possibilities to reach the targets formulated for 1980.

The model has been visualized in Fig. 5.1.

This model just shows the overall approach to be used in indu-
strial development especially in the development of the indu-
strial infrastructure. It is of course up to the individual
firm to decide what shall be the responsibilities of the firm
' and what shall be bought from outside service institutions.
A fundamental aim in all decision-making during the first years
of the planning period is to achieve a satisfactory balance in
investments and actions in various activities in the process
of industrialization.
Too large investments in advisory services without correspond-
ing investments in product development and export marketing
may cause unemployment and too much effort put into export
marketing without a substantial improvement in product quality
and industrial discipline could spoil export possibilities
for a long period of time. Examples can be manifolded.
All areas of activity are interrelated and a continous follow
up of investments and actions is of great importance. Almost
" any investment in some area without a corresponding invest-
ment in some other area(s) may cause severe disturbances in
the society. The model may serve as a good instrument in the
process of follow up.

The implementation of such a process of specialization of
functions and manufacturing is, indeed, a very complicated one.
It has to be based on free will with an intention to co-operate
for the fullfilment of a common target. Full understanding of the
content and importance of various actions, reliable information,

confidence in common goals, acceptance of the idea of co-opera-
tion, and state financial support to individual firms are some
of the ingredients needed for a successful implementation.




] GRED1
STRATEGY IN ICELAND

Summarizing from preceding paragraphs the following list
can be produced covering the essential ingredients in an indu-
strial development strategy in Iceland.

1 A foundation of generally accepted basic values and
primary objectives.

2 A constructive attitude towards industrial development
from politicians and the Althing, state and communal
authorities, representatives for agriculture, fishery,
and other sectors of the society and from the public in
large. '

3 A constructive attitude from industrialists towards pro-
fessional management and improvement of managerial
techniques - eventually at the sacrifice of the system
of family-owned companies.

" Realistic recognition of needs and weaknesses.

A set of laws, rules and regulations affecting industry
adapted to dovclopmeﬁt requirements.

s The existence of an adequate industrial infrastructure
(institutions for applied research, technical and advis-
ory services, teaching and training, and a vital capital
market) | ‘

7  Careful definition and redefinition of development targets
at frequent intervals.

) Firm intention and corresponding power to influence develop-
ment towards development objectives and targets.

) Instruments with which development can be steered.

10 Institutions for continuous evaluation of performance
against explicit criteria.
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¢ BASIC PREMISES FOR DEVELOPMENT PLANNING IN ICELAND
The following guide lines are suggested for discussion

and reformulation:

1 The primary aim of the plan is to increase the competi-
tive power of Icelandic industrial enterprises. '

2 The plan is an instrument to assist politicians and
industrialists in steering industrial development so that
this aim can be implemented in best possible wav.

3 The plan will be discussed in the Althing and be an
integral part of the Government’s programme.

" Point of departure shall be a set of objectives based on
an cverall view of economic, social and human conditions

. - not focused on economic growth only. ) )

5 The plan shall be based on the idea of centralized plann-
ing and decentralized decisions.

6 The plan shall be in a limited way indicative but in no

way imperative: relating to industries - not to industrial
enterprises.

7 The plan shall not be only a forecart on probable future
but it shall contain a set of aims and targets.
8 The plan shall be flexible enough to allow adjustments’

of the timetable for the implementation of measures: the
list of planned measures is given but the timetable of
implementation must be adapted to circumstances and the
scale of specific measures may have to be adapted to the

. actual situation. The plan must be flexible but not so
flexible that it becomes meaningless.

9 Regional development must be taken into consideration
eventually at the sacrifice of optimal industrial effi-
ciency. Aims and targets may be differently formulated
in different regions.

10 Governmental evaluations and controls shall be in the
form of what is termed indirect control, which means
working with or through the market mechanism; direct
controls, which means ignoring or evading the market
shall be avoided.

11 In the overall approach and in the formulation of aims

and targets it is a matter of course to take into
sincere consideration the characteristic features of
the Icelandic society.
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JHE LADOUR MARKET App. 3.10
31.1  _Pepyjstion and popylation trends

The total population of Iceland at the cloee of 1970 was 204.578,
Accerdiag to estimates made this figure will have risea to abowt

130,000 by 1980,

Changes in population during recont years have been characterised

by a large expansion of the age group 15419 years. This trend will
continue through the next few years. The relatively large supply of
young labour with more advanced education must be regarded 2o a
favourable feature of population development, The aumber of schoel-
children between 7-14 years will also coatinue to expand rapidly, though
ot & decreasiag rate. Figures for children and young people in the typlcal
ages for education and training are given in Table 3.1,

. Table 3.1.1 Number of persons at education age
7-14 15 .19 7-19
JORre Bl il 19029
1950 19.700 12,200 31.900
1998 35.000 11,500 36.500
1960 30.200 14,500 44,700
1968 34,200 16.000 $2.200
1970 36.900 20.400 $7.300

From fig. 3.1.] it can be asticed that the 0-15 years age groupse are
aslmeet double the sumber of the 30-45 year groups.

09 o0
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I 30]-34
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Rerter (ipvs.) ‘ Konwr (i pie.)

Fig. 3.1.1 The age composition of @he Icelandic population




[ _ e |

3.1.3 Ogeupatien
Developments i the age greup 1969 yoars which almest entirely cover

mmmmv.m;ndMMnlt. On the bdasis
of the populatien census of 1| December 1960 the Statistical Bureas s
prepeared a survey of the pupulatien’s distribution by ecenemic sestor
ia 1960. The survey is based oa a sample study and the figures must
be treated with some reserve.

Table 3.1.2 Population distribution i2 1960, Perseas born in 1948

204 eerlier,
Number of perocns
Mareh July Nevember
Claseified by
esenemic sectors 6.000 73.380 67.350
. Net classified by
ocenomic secters
Houwsewives 20.978 20.1718 38,000
Daughters at home a8 . 438 600
Studeats, schoslehildren 7.700 1,300 6.1
Peasioned porscas, ofe 9.578 9.088 9.978
Others 2.7 1.98 3.280
Omitted from the sample 900 900 900
Net classified by
escaomic sector $0,080 42,880 48,550
Teotal accordiag to
pepulation register 118.900 115,900 115,900
. R is clear from Tabls 3.1.2 that seascaal movements ia employment

have been very streag and that activity is greatest during the summer,
The increase in employment falle malaly in agriculture aad construc-
tion. There is, however, a considerable transfer of labour betweea the
individual sectors. This is shown in detail in Table 3.1.3., While there
Wwas aa addition to the active working population between March and July
of abeut 7.500 people (Table3,1.2), Table3.1.3, records s tetal of
33.000 persons who moved feem one Job to another during the course of
the year 1960. The figures refer oaly to transfere from ome ecomomic
oector to another and not to moves within each sector. The table is
based on a sample which covers approximately 4 per ceat of the adult
population and the figures must therefore be treated with reserve,
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Table 3.1.3
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App. 3.4
They should, even 0o, furaish & good illnstvasion of magnitude of
transiers,
The labour circulation is a real prebiom for manufacturing industries,
Seme figures frem a sample investigation frem 196] can be used te ;
{llustrate this preblem (Table 3,1.4), :

Table 3.1.4 Number of man-years utilized and number of persons
employed in some branches of industry (1981)

No, of No. of Average
un/:un pereons lon{th of
oRp

of & oymsent
weeks . per worker
during

. year

Biscuit making , 128 322 3.5 months
Ghdcolate and sugar products 102 e 6.2 "
Margarine (Y ) 60 . 6.8 "
Other foods and beverages ] ) 129 5.2
Spinning and weaving mills
and carpet factories 200. 611 .0 *
Knitting mille 127 241 6.2 *
Shoe factories 103 t 1] 5.0 "
Ready-made clothing 708 1801 8.8 "
Paints and varnishes 1] 138 6.5 "
Soap, detergents etc. 1] 0" 6.3 "
" -t c 1] 12 9.3 "
Total 1970 3973 __ ¢ _menthe

These figures must be regarded ae illustrative, but they
show that the labour force in these industries is characterised

by an unusually high degree of instability. The figures show
that the average worker stays in the same factory only half

& year before leaving to find new employment. Recent findinge
indicate that there are some improvemente:but that the prodlem
does ptill exist.
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5.1.3

The aumber of men and womea in different age groups in the petential
and in the actual labour force during the peried 1969 - 1908 are pre-

Sented in Tables 3.1.6 and 3,1.7. From these tables the fellowiag
abstraste is made (Table3.1,s), '

Table 3.1.83 The dturnnuudmuu‘mhth poteatial and
the actual labour force in different age groups in 1970

——

Age groupe

Mea

Women

Tonal

Petential
Number %

Actual
Number %

Number %

Actual “
Mumber %

10,823 16
9.110 14

30000 46

15,306 24
64.939 100

6.314 60
8.199 90
29.100 97
14,541 95

50.184 9

9.629 16
8.208 13
28,328 4
18,403 23

61.568100

$.777 60
.64 &
0.498 30
4.031 32

32.991 %

1) The actual labeur force in per ceat of the petential labeur foree
The correspendiag figuree for Sweden were in 1965

Age groups

foree

3.601,247

force

2.101.47081 2,585,204 1,191,716 &4




o

76S/9S 0L/S/HT unujoissSeyeuz3

Table 3.1.6

6£1°90T 929°9L TOT°QT TIH#9°T& 9€C° 0T %¥S0°6T 626°2% #8E°IT +#16°0T Sg6T
106° %01 L€9°GL TO0°8T 9#G°Of Geh°Ool 8H6°8T 008°TH €GS°TIT QOTI°TIT 861
esn cot 694wl TLL°LT 0GG°6€ TRC°OT 90L°8T €LL°O% #€S°TIT gle° 11 €g6T
986° 101 62¢€ €L 2#S°LT 9G6G°gE 6£€°01 GON°QT 8¥L°6L @84 TT lgn°T1 2861
68¢ °001 290°2L SQIC°Lt T19G°LE 00¢°0T 92z 2T €cl°gf #wn 1T Lig°11 1861
558°86 L68°0L 680°LT +49G°9€ gSc°0OT 886°LT G69°l¢ Q6£°TT LLS°TT . 0861
8TC °L6 059°69 658°9T 89G6°GC LI2°0OT 9%L°LT 899°9¢ 2GC°IT 9.9°TIT 6161
onG°G6 6%C°89 66G°9T ¢9l°%C TTO0°OT CLh LY 9€8°GC €2T°IT L129°IT 861
TLL°C6 950°L9 #HE€ 9T LS6°€C GOR°6 #02°L1 l00°S¢ G68°0T T8G°TIT LL6T
000°26 29L°G9 060°9T 0ST°CC 0u9°6 L6°9T SGLT°#€ 199°0T 9£G°T1 9.L61
922°06 99h°H9 GCQ°ST 24€°2¢ G6L°6 699°91 2H#€°CC 6£4°0T O6%4°TT Gl6T
€Gh°88 691°C9 08G°GT #EG°T1{ 6R1°6 00%°9T 605°2¢ O0T2°0T #hy°IT %161
959°98 T16°T9 #TIC QT L26°0C 146°8 02T 9T +88°I¢ GC6°6 (T2°1T €161
%98 ° %8 869°09 9G0°ST QIC°0€ 469°g . 6%8°GT 9S2°1¢ 099°6 ¢g6°01 clét
110°¢cg Low°6G 66L°4T 60L°62 9u4°g 8LG°CT g29°0¢ ¢ 98€°6  ¢Glot .61
2ge 18 #ST°QS  THG#T 00T1°62 661°Q 90¢%T 000°0€ OT1°6  €25°0T1 0L6T
6461 €06°9G  #gEZHT T64°82 2G6°) PLO°ST 2iC62 g8  ¢62-01 - 6961
—%5-o1 %53t 958 %7 00 $9-0%! &w-%z we-02 BT-CT  :Iviaeh
Jnuoy Fo Jetawn  69-0G 64%-S2 ¥c-02 *
RACL 211 .
ATOJNUUTAJY . . esjrels ¥ TprQld

uam :Gg6T O3 3Iseoaa0y - sdnoud 3Fe ut
20403 anoqel [en3idoe ay3 pue [eriuajod ¥yl 9-1°g 2IqelL




|

34S/9S 0L/S/n1 unujoissdeyeusy

Table 3.1.7

6CT°90T 929°9L €16°62 €Gg°C MCAt pg6bsy Go2'9 €pC-2g TIS-61 C2( ty LOT'TT 2Ol
T06°40T 1C9°SL #92°62 #18°S mmoﬂ €c0tS  8EE€'9  BYE'TR 0B 6T 96T°0% 622°TIT €95°0T
2G4 °COT 694 ¥l €g6°82 2yl°G 6GL°TT 120°G 1T9%°9 G92°08 THT°61 @6T°6¢ @ST°1IT g9l 01
986°TOT 62C°CL 169°82 T1.9°GC T94°IT O066°% GCG°9 #80°6L 206°8T 202°g¢ 8BO°IT 268°01
68€°00T 290°2L Lz€°ge ©65:6 TOT'TT 8S6°% O019°9 96g8°LL 099°8T €02°LE LTO°TT 9T0°TT
GGR° g6 LGB°OL QE6°L2 92G°G 298°0%' 926°%  #89°9 " 0TL°9L 6Th°8T G02°9¢ 9%6°0T OHT T
gIC°L6 0G9°69 899°Ll2 #SH°S _29G°0T 68°% €GL°9 G2C°SL OBI°8T Lo2°Sc Gl8°0T £92°1T
O%G°G6 64¢°g9 T61°Le 9lL°S fec ot 6LL°% GTL°9 GET°HL 616°LT €O4*%€ T29°0T 26T°11
TLL°€6 9G0°Ll9 GTL°92 162°G 080°0T G99 % €19°9 Gkl-2l I1S9°LY T109°¢E 99£°0T TBT°1T
000°26 =29L°Ge gLZ*92 612°C  6£8°6 0GS°% 0£9°9 €SETIL 96€°LT 96L°ec TTT 0T 050° 1T
922°06 99%°#9 O09L°G2 OH#T°G Q6G°6 SCh“% 186°9 T96°69 CCT°LT 466°T¢ G48°6 6L6°01
CGH°gR 691°Co #g2°GZ 290°GC L1G€°6 02E°% GnSG*9  CLG°g9 el8°9T O6I°T¢ 009°6 806°01
9G9°98 TI6°19 Gl 42 4L6°% GQI°6 4614 26£°9 691°L9 61S°9T LI9°0¢ 02€° 6 €99°01
%#98°%#8 8G9°09 90z°42 988°% <CI10°6 690°% g’y  £9L°S9 €ge 9T #%0°0£ 2#0°6  Lé6L ‘01
 4l0°€8 L0H°6G L99°C2 L6 % 488 §¥6°C GRO°9  L9c°§9 T66°GT Tif°62 %9L°8 INT°OT
2g2°18 #61°QG Q2T°Ce 6oLy 699°g 618°¢ T1€6°C 996°29 L69°GT 868°8c 98%°8 G88°6
€64 6L <€06°9S omm..m.o. T29°%~ g6%°g 469°€ LLL°S G9G°19 <O4°GT G2€°ge goc°g 629°6
&5-01 69-GT  89-21 3% ¢~ %% “$09  Bo-tt 69-0% Oy-%2 ‘he-0c OBr-GU
< lﬁnnumou%“ JelJe)y Januo} €69-0G 64-G2 #2-02 61-GT ° STIV
: | ATOJTGUTAIY TIpiesjaes ¥ ipield

uawom :§g§F O3 Iseoaxoy - sdnoad a3e ut
20403 anoqel [enjoe Y3 pue Teraualjod aylr L(°T°€ d1qel




‘hon are no statistics unlhm over the mbor dpon.o m.‘
ia various economic sectors. The statistics in this ares are based
on accideat-insured wvork-weeks, where computed man-years are the
same as the aumber of work-weeks times 1/52. The distribution of

employmest by secters duriag the pericd 1903-19711s presented In
table 3.1.9.

From Table 3,1.9 the fellowiag abetracts is made giviag the details
ia the development sinee 1963, (Tadle 3.1.6),

“ablc 3.1.8 T™he Distridution of employment by sectors 1983 - 1971
1963 1968 1906 1908 1987 1968 1949 1970
) ) | ] i ) ) )

b

Primary Sector 20.3 19.4 10.7 18.0 10.8 18.9 10.7
fricult\ﬂ“ 13.7 12.¢ 11.% 12.8 13.0 12.9 1.0
F .hinz 6.8 [ ) .1 5.8 $.8 e.0 8.7

Secondary

s.g:or $9.% §8.2 49.8 N7.8 47.1 86,2 b§,7 V6.0
Fish

processing 9.9 9.9 0% 8.0 7.3 7.2 0.2 8.0

Manufacturing 17.9 17.§ 17.1 17.1 8.6 15.9 1.8 17.8

Energy o8 0.6 0.8 0.8 0.6 0.8 0.7 13'3
Construction 10.8 11.9 11.0 12.1 1.8 13.7 11.6 3-8
Transport 9.6 0.8 0.8 9.8 0,2 9.0 .0 ¢

Tertiary ;
Sector 31.9 3.6 32.9 33.0 v.1 35.0 35.% '38.9
Trade and .
Commerce 13.7 13.3 8.2 "18.0 18,0 16,0 13.8 13.8
rin.ﬂc‘n. 2.8 3.0 3.2 3.8 3.7 A‘o. §.0 LY |
Services 1.9 15.1 15,8 15.7 15.8 17.1 17.0 ‘.o’

The average rate of unemployment has after the recession been
rather low, in 1989 2.5%, 1970 1.3¢ and 1971 0.7%.
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App. 3.1110

From the last line in Table 3,6 it can be found that the total number of
man -years has increased from 67.500 in 1963 to 81,660 in 1970, The
further increse during the period 1970-1980 has been estimated at
17,000 - 18,000 persons. The reasons for this estimate has been

axplained as follows?

"The age composition of the Icelandic population is relatively
youngish, tLe 0-15 ycar age groups being almost double the
number of the 30-45 year groups. (see fig, 4 on page 12),
From this it follows that the labour force will continue to grow
at a high rate of 2 per cent although the growth of overall popu-
la.on has slowed down to below 1,3 per cent per annum, Due
to an adverse balance of migration, the actual rate of pupulation
growth, as distrinct from the natural rate, has fallen further
still. These recent changes are lagely the outcome of cyclical
. factors, and the balance of migration is obviourly improving
again, but official projections taking the most recent trenda
into account have not been finalized yet. The projected increar«
of labour force wi.'. however, remain relatively little changed
by these recent tren. - and will resuit in some 22 per cent net
increase over the deca - now started, or by 17-18,000 people,

("Iceland, Genex. Economic Review, 1971, p. 63).
3.1.+4 Volume of labou- " houre
The statuary working week Lias chzrsed fi -v. 48 hours in 1960 to 44
houre in 1965, 44 hours in 1970, and 40 hour. 'n 1971, Since 1960
two 15 minutes coffi-breal.s a day are paid for, "here are no stati-

stics available showing the mean working hours per w« -k, The mean
workin;, week means the statnary working week plus overiir.~ and
minus absenteism shorter than onc week, Regarding the volume of
abscnteciom in Icelandic industry there are ro reliable statistics

. available but some indications can be received from Swedish labour
atatisti~s. 'Table 3.1,8 shows the changes in number of persons not
at woek as a perccntage of number employed during the period 1965-1769,
The {igur=s refer to absenteism of more than a weelk,
As cin be reen .a the table there is an increase in absenteeism of1,2
per cent in total over the period, There i{s a tendency towards increarsed
absenteeisr i1 many industrialized contries.

Table 3,]:]0 Absentecism 1965-1969. No, of persons not at work as a pereentage of no. em-

rloyed,

1968 1966 1907 1968 1969
Men 53 6.0 S.6 6.4 6.3
Marpied vinrons 80 73 8.5 9.1 9.6
S0 le women 6.2 6.3 6.9 6.8 7.1
votal 6.0 6.3 -4 71 12
Total no. absent? 224,900 238,900 240,200 262,500 - 275,000

' Exgl, the-2 on vroliday.

Svurce: Ladour force sutveys 1962-1909,
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The aumber of helidaye for industrial 1abeur has incressed from
10 daye in 1960 to 31 daye in 1963 and 1970 and 24 daye ia 1971,
ThermNquovamuymhm
frem during the seventies. 1f ws entimate this reductien to be of
the sise of an extra week’s heliday and if we further aosume that
the aumber of hours overtime will be unchanged and that abeer'seiom
insreases with 2 percent ia ten years we can got the fellowiag

eemparisens
Table 3.1511 Change in workiag houre ever the peried 1960-1980

19¢0 1970 1971 1911 Y 1900 190e?

Satuary wosking week, heure 4 “ 40 37.% 40 9.0
. Number of heurs evertime 1) 2 2 2 2 [
Average abseatesism ia % V) 3 T 1 9 * 9
Number of holidays 18 3 T T 30 3
Number of workiag daye per . .
p— 2,300 2,000 1,0701,768 1.000 1.690

1) Estimated figure
2) Witheut considering extra helideys
3) Escluding two coffi-breaks

nuu.mpuumo.uumnmummdm
bours por annum seems to be almest 30 por cont,
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3.1.6 _Some problems gounected with jabeys

Ap isadequate labour market

For several branches of industry there dose not exist an adequate
labour market in lceland as in other industrialiced countries. In
accordance with tradition, handicrafts have an importaat positien in
leeland, and altogether there are 61 approved handicraft trades.

No special divided line is drawn between industrial trades aad haadi.
craft trades,

The vocational training in Iceland is regulated by two Acts, i.e.

the Act on Apprentice traiaing of 25 May, 1949, that was brought

into force from 1 January 1950, and the Act on Vocational echoel

that was brought into force from 1 October 1933. The Act on apprentice-
ship training regulates the conditions of training in the workshep. The
Act embraces the whole country and includes all ages.

The Guilde of handicra fts include by tradition both masters and
jouraeymen. Ia collaboration with these ezganisations, tutph.
schemes have been drawn up in twelwe trades, but in other trades
there are no special schemee.

Ia an industry with highly specialised preduction procesees the
requiremente on labour and labour training are quite different from
what {0 the caee in handicraft and artisan trades. There are already
investigations under way aiming at a reorieatation of the basic edu-
cation and further training of industrial 1abour and it should be emphae
sised that in the process of industrailisation an adequate labour market
is ome of the primary prerequisites.
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Regional industr roblems

Relative dependence on agriculture and fishing in Northern and Eastern
Icsland is greater than for the country as a whole, Incomes are below
average in these regions, while variations in the fish catch lead to
considerably more unemploymaent than in other parts of the country,
There is also a seasonal unemployment problsme as the fish catch

is concentrated to particular parts of the year., The problems are
increased by the low density of population and difficulty of communie
cation outside th Reykjavik area. These factors have resulted in

net emigration from the country to the towns and from the regiomal
centres to Reykjavik. Extrapolations suggest that if no action wers
taken almost half of the growth of population outside the capital

would migrate to the Reykjavik area. As this migration would
probably be concentrated to the more activs section of the population
the burden of providing basic infrastructurs dsvelopment for small
communities would he cousiderably increased,

Table 3,1,12 Demegraphie, Zmployment end Income Data by Regies

RE e N e sevn B e

e cont of total population, 1970 586 187 49 69 X1 535
M%lromh in population, .

1960-1 2.2 0 -3¢ 12 137 1.6 e
Net migration as per cent of popu-

fation growth, 1965-19¢5! +9 -33 53 -10 -30 -% [
Unempioyment as per cent of popu-

i 1o L A
Proportion of labour force in ) ' '

fishing industry, 1969 4.7 % 1O 13.5 s ns 43
Percengage deviation from mean

income for whole couatry, 1969 +37 53 64 -1 47 -152 ]

1 Basod on exiropointion of 19601963 srperionne
.’u::v: The Beonemis Inetitete sad Megridindl.
Table 3.1.13 Divivibution of Employment by Sester sad Regles
Por ot
Ne rthern Eastiorn Whols
Region, 1965  Region, 1968  Country, 1960

Agriculture ML 210 18

Fish processing ' n;'g 3’1 ;3

Other manuiacturing . 152 79 158

Construction 87 X 13.3

Electricity, gas, water, etc. 0.6 o) 09

Transport, storsge and communications 51 1. .1

Commerce 9.7 9.1 150

Other services _o.he 0.7 199

Total 1000 W00 T 1008

Sewee: The Beonumis Instiiuse.
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A ser.es of tables prepared and commsentad upom by
Kristinn Hallgrinmsson

3-1 1lpcomes, consumption, and savings in households 1960-1970.

Table 3-1 shows the composition of private consumption expendi-
ture, 1900-1968, by commodity snd service, both at current market prices
and at market prices of 1960. More detailed information about methodo-
logy vaed to collect these dats, and a further analysis of the structure
of private consumption is found in Eir{ka A. Fr{8rikadéttir, "Einkaneyzla
& fslandi 1957-1967" (Private Consumption in lceland 1957-1967),
Piérméletffindi, Vol. 17, No. 2 (1970), pp. 115-129, Separate incomes
and saving of howasholds are yet unavailadle,but private sector saving
and incomes are given in Tables 3-10-A and 3-10-B,

3-2 Communities; income, expenditures, investmcnts, borrowing 1960-1970.

Table 3-2 Communities: income, expenditure, and saving 1960-1970.
Sourcus: Current income and current oxpenditure (and saving) 1960-19686:
The Statistical Burceau of Jceland: Communsl Finance (SveitarsjéBarroiknin-
ger), 1953-196z, 19631965, 1966-1968. Saving 1969 and 1970 bascd on

preliminary estimates mude st the Central Bank of Iceland basrd on a

asmple of the accounti:. of individual communes. Fixed capital formation
by commmitios :: given in Table 3-10-A.

3= Qevermment: ircom., public con-umption, investmonts, trsnsfors,

porrowing 196C-1970.

Se¢ Tables 3-3-A and 3-3-0.

3-4 Profits, investments, self-financiny, borrowing 1960-1970 in
ivate business.

Unavailahble.
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3-8 To fixed ssaets formation and sources of saving 1960-1970.

Total fixed sasets formation given in Tables 3-5-A and 3-3-R,

Gross savings by economic aector in Table J-10.

3-6 The credit market 1972,

Final figures for 1972 4re not availadble. Table 3-8 givea sec-
torsl breakdown of credit by deposit institutions cutstanding st end of
1970 and 1971.

al market 197

See: Table 3-8-A Consolidated cash flow of investment credit funda,
penaion funda, and the unemployment insurance fumd, 1969, 1970, 1971,
1072 (eatimated), 1973 (projocted). Table 3-8-0: Cssh flows of invest-
mont credit funds 1969-1973, Table J-8-C Caah flows of individual invest-
aent credit funds 1972 (estimated). Table 3-8D Cash flows of individual
inveatsent credit funds, projection 1973. Table 1-8-E Cash flow of pension
funds 1969-1973. Table 3-8-F Caah flow of the unemployment insurance fund.
See® also Table 3-8-G: Establiahmont and Enlargements of Limited Limbility
Companies 1971,
' Explanations. HL.F..Initial share capits]l and incrcased share capital.
OR.H. Paid initial share capital and increased share cspital aa of the time
the information was gathered.

Pootnote 1): There included increaaed share capital of the lcelandis
Aluninum Co. L.td., Icel. kr. 100,0 milliona.

Pootnote 2): Increased share capital of the Icelsndic Alusinua Co. Ltd.
not included.

Landbdnadur: Agricuiture. 8jdvaritvegur: Fisheries. Versiun: Coamerce,

1Onalur: Manufacturing Industries. Sasglngur: Communicationa.

Linastofnanir: Credit Institutiona. Verktakar: Contractors.

Pjémusta: Services. Samtals: Total.

Source: The Official CGasette.

Table 3-10-A Bxpenditure on gross domestic product, and grosa natiomal
profuct, and gross domestic saving by aector, 1960-1970., Current pricea.

Table 3-10-D Same as Table 3-10-A, but expressed in 1960 prices.
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Those tables ars supplemental to previous tables, and provide
additional information about components of the consumption, investment
; and saving aggregates in the gross domestic product. BSources: published
material from the Economic Development Inastitute, except in the following

instances:

a) local government con'uu-puon = public consumption expenditure -
contrsl government expenditure

) private other fixed capital formation s private capitsl forma-
tien - private residential capital formation

. c) publie fimed capital formatien and all sub-categories thereof
are based on dsta swimitted by the Bcomemic Development
Institute,

q) gress domestic saving = fined capitsl formatiem + net
increase in stocks + extermal balances on goeds and servioes

e) @gress private ssving o grees demestic saving - grees puwblic
saving

£) gress municipal goverament saving. Seoo couments en Table 3-3.
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5.2 Demands on the individual firm

The demands on the individual firm can be formulated to be

increased competitive power with the same or rather an increased
number of employees.

The demands on the competitive power of the firm and ways and
means to be used in its accomplishment is to a great extent
determined by the nature of the objectives established

for the firm. These objectives are of two types: objectives of
the firm as an integrated part of the national economy and objec-
tives of those who are involved in the activities of the firm.
For an Icelandic firm in the prevailing situation the primary
objectives at national level are:

- to create employment possibilities
- to produce for export
- to contribute properly to the GDP

At firm level the objectives of the firm are formulated out
of a series of interests manifested by the parties involved:

- the owners

- the board of directors
the employees
the management group
the customers
the suppliers
the granters of loans
the competitors
the public
the state authorities
the communal authorities

The formulation of the objectives of the firm is one of the
primary tasks for the management. It is a complicated process
and a process where all employees should be involved. In this
process could also be included the co-ordination of

national objectives with those at the firm level. Harmony of

objectives is one of the primary prerequisites for an efficient

process of industrialization.
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engineoring drawings in many instances result ia the msau-
facture of sany items in batches whose comstituent items
siow dinensionaldifferences through mea adberance: to
toleranece limite.

DELIVERY - Delivery is slow due to limited capacity asd lack
of production plamning. They are also uareliable as manu-
facturers tend to make unrealisitc promises to customers
which they kaow they can not keep.

W - Altbhough guarentees exist, many
manufacturers are reluctant to render the services to whigh
these:guareatees comsit them. After sales service is thus
inadequate due to attitude, lack of service facilties and
low profitability as many firme omit to iaclude adequate
provisions for after sales service ia their selling prioce
calculations.

’ H
.

Some of the existing prodicdts pesess export potsntial eapecially
items oconsected with the fishing industry. MNydrautic winches

are an example of such products having good quality acceptable
prioce and incorporate techincal features specially adopted to
customer needs. To improve the competative position of the
motalworking sector and augment the currently vYery narrow range
of saleabls products two basic changes in the structure of this
industry will have to be introduced.

The first change involves a reorganisation of the curremt raw
saterial supply. This invioves the elimenation of small batch
inefficient buying, practices which raige unnecosssarily the prioce
0f inported rav materials. Another need is the establishment

of efficient casting facilities for both ferrous and man fevwous
metals. A small fgundry using scrap metal augsented by imported
pig iron and or scrap would meet present requiremsnts. Ouce
electrosmelting of ilmenite is introduced some 15.000 toms of
localy produced pig iron would become available.

The second major change in the metalvorking sector requires firms
to specialise. Specialisation by product bowvever is not sufficieag
in locelandic conditions. A considerable degree of specialisation




- Agpe $.4:9

by precess is alse required. Metal ocasting] teol aad die making,
hoat treataent, galvasising, electroplating etc. should be por-
fermed by specialist firms. These are COEBOR requirements which
Can caly be performed ecomomically oa a sub-contract basis as
wvith fow exceptions none of the existing metal maaufacturers
have sufficieat throughput to justify capital expoaditure oa
thedr 6wa plast for thepe prupese.

|
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TER LEATMER INDUSTRY ( INCLUDING LEATNER QOOD§ ),
1. 95§ AXD sTRUCTURE

8) The leather industry sector is largely based upon the tanaing
of sheepskins. Small quantities of horse and cow hides are
also tanned but an only a very limited scale. A revival of
mink farming will add to the raw materials available for leather
product processing. There are four tanneries, three of which,
account for appreximately 90 to 95% of total output. Two of
thes are at Akureyri and the other at SanSarkrékur, bave been
nevly re-equipped with modern production machinery.

The total number of man years employed in tanning and leather
products was 98 in 1968.

The value added per man year was 356.000 kr. in 1968.

The existing product range consists of tanned fleeces pro-
sessed to varying degrees of finish. The majority of theee
skins are finished in suede either with long or cut wool
facings.

The industry’s capacity is roughly 500.000 skins per asaus
leaving some 200.000 to 300.000 skins for export. These are
mostly exported as unprocessed salted skins. A small nuaber
to-date has been exported in wet-blue a trend which can be
expected to grow as the new plants begin to utilize their in-
stalled capacity more effectively. Leather products exported
to date consist mainly of: rugs, suede Jackets, coats, caps,
gloves etc.




s) FRICE - The price of lslandic tamned products, especially that
of fleeces on a suede backing is competative. This due to
the fact that the tanneries specialisze to a large exteant oa
this type of product and that skins are a by-product of meat
production.

QUALITY - The quality varies videly being determined by the
varying quality of rav skims and the ¢fficiency of imdividual
tanneries.

DELIVERY - Delivery is usualy good but quantities are re-
stricted by the rather limited supply of good quality looally
produced skims. Output could be augmented by tanaiag imported
skins. '

EXPORT OPPERTWIITIRS

As bas been mentioned already rav skims, taaned recessed pelts

and some leather goods are being exported. The potential for
increasing these exports even further exists if output and product
specialisation are internsified. The extent to which expansion
vill take place however, will be determined by raw material supply
oa the one hand and nev product development especially in the
leather goods sector on the other. Local rav materials ocan be
sugmented through imports, vhich a large sector of hithertoo only
marginally exploited leather products is available for development.

Leather gift articles such as belts, leather bound photograph aad
stamp albums, wallets, purses, handbags, travel goods td name but
a few, could be made in Iceland. The market for these products
bas been expanding rapidly all over the world and good quality
products of distinctive design would find a ready market. The
sain advantage of the development of this type of industry in
Iceland lies in the fact that there products can be manufactured
competatively on a small scale industry basis in practically any
part of the country. By their nature the manufacture of these pro-
ducts is labour intensive requireing only small capﬁll outlays

for simple machinery (i.e. sewing machines, small presses, cutting
tables etc.) and could therefore be located in pockets of either
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chrenic or nsocsonal uncaployment oa & regiemal basis.

The products which would gemerate the largest demand for eaplep-
soat ore purses and handbags. These products would not oaly
employ workers ia the actual mamufacturing proosss but oould alee
have a sultiplier effect ia the metalworking sector by ereating
domand for local mamsufacture of sip fastaers, press studs, buckles,
franes oto.
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chrenic or sesscnal uncapleymsat oa & regienal basis.

The preducts vhich would gemerate the largest demand for capleg-
seat ore purses and handbags. Theee preducts weuld not ealy
eaploy werkers in the actual saaufacturiag precess but ceuld alse
have a multiplier eoffect in the metalworking secter by ereating
domand for local manufacture of sip fastners, press stude, buekles,
fremse oto.
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1. SIZE AND STRUCTURE

a)

b)

c)

d)

e)

The wool industry in Iceland is currently based upon local
rav materials. The relatively fixed size of the sheep
population,which is reared primarily for meat, determines

the size and quality of the annual supply of raw wool. Some
700.000 to 800.000 fleeces yield approximately 1.100 tons of
wool of varying quality.

There are at the present time 2 spinning plants, 3 weaving

'Plants, 5 carpet making plants and 19 knitting firms in

Iceland which utilize this wool.

The total number of man years employed by this sector of
industry was 617 in 1968. Of this total spinning and
weaving (including carpet making) accounted for 402 man years
and knitwear 215 man years.

The value added has increased greatly in this sector in
recent years. This has been mainly due to an extension of
export markets for selected Icelandic wool products.

The existing product range coneists of yarn, cloth, carpets,
blankets and knitwear.

Exports of woollen products have begun to develop in recent
years. The main products exported to-date are blankets to
the U.S.5.R. and knitwear to the U.S.A. and Western Eurppe.

2. COMPETATIVE POSITION

a)

b)
c)

PRICE - Spinning and weaving of standard products is un-
competative in price. These functions only survive as a
result of high tariff protection which onee removed would
render these operations compled€®ly uneconomic by internatio-
nal standards.

QUALITY - The quality of exported items is acceptable.
DELIVERY - With the renewal of production equipment delivery
has now become acceptable as the sfhortages in spinning and
weaving capacity were augmented. |
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SERORZ_QPPORTUMITIRS
4) The export potential of this industry is very strong as
long as emphasis on distinctive lcelandic design is main-
tained. Icelandic knitwear already sells well in the U.S.A.
and Western Europe as a result of its distinctive design.
An adaptation of similar design features to say carpets

could also prove highly successful. A test market in
tourist shops could test the validity of suoh new designs.



1. STRUCTUR

a)

b)

c)
d)

e)

THE FURNI®URE INDUSTRY (INCLUDING FIXTURES)

The furniture and fixture industry consists of some 320
firas who for the most part are engaged in the production
of both catagories of product. The vast majority are very
small one man businesses with craftmanship as their main
feature. Only 7 employ over 20 man years and these together
with a few smaller establishments form the most progressive
part of the industry.

The industry employed 1340 man years in 1968 of which the
20 largest companies accounted for 404. Turnover per man
year in 1970 was 785.000 Kr. in these 20 fisms.

The value added per man year was Kr. in 19

The product range manufactured includes the fell complement
of furniture and fixtures.

Small quantities of chairs have been sxported but to date
these exports have been en a test marke¢ rather than per-
menent basis.

2, COMPETATIVE POSITION

a)

PRICE - Raw materials which are all imported are well above
competative prices and thus raise the cost of the final pro-
duct. Price control, intended to limit Merk ups on imported
raw materials and prevent price rises has the opposite effect
of discriminating against rational purchasing policies. It
becomes more profitable for the importer to buy high priced
raw materials well aboue market prices rather than to pur-
chase at the lowest cost. The user i.e. the furniture manu-
facturer on the other hand thus finds himself at an auto-
matic cost disadvantage of serious proportions both in home,
and especialy export marke¢s as the average material costs
of this sector are 42% of total costs.
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b) QUALITY - The best Icelandic furniture compares favoura-
bly with imported products in quality. The bulk of local products,
however, does not reach this high standard.

e) DELIVERY - Delivery is slow as the capacity of individual
firms is very restricted.

3 0 tie

Although export opportunities are limited individual items
of special design could find sales outlets abroad. The industry
is very diffused both in terms of number of enterprises and
variety of products produced by each of these small manufactures.
Some amalgamations or mergers woyld greatly improve the viability
of this industry and a greater degree of product specialization
is required. As an import substitution industry its products are
acieptable and will continue to supply a high proportion of local
needs.
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1. ALRE_AND STRUCIVRE

a)

b)

c)
d4)

" e)

a)

b)

Some 21 firms are currently engaged in the manufacture

of plastic products from imported raw matenrials i.e. P.V.C.
polyethelene etc. Most firms are very small, producing a
heterogeneous product range.

Although the total number of man years employed is still
low ( 181 in 1968 ), it is one of the rapidly expanding
industrial sectors with increases in output of up to 30%
per annum in recent years.

The value added per man year in 1968 was 318.000 kr.

The building industry and packaging have been the main
customers for this output and the product range.therefore,
reflects .the needs of these sectors. Existing products in-
clude items such as insulation material, hoses, pipes,

home utensils, electrical line installations, light fitt-
ings, plastic bags, bottles, containers, floats etc.
To-date, no direct exports of plastic products have been
achieved, but packaging material sold to airlines, the

duty free port at Keflavik and the fish processing industry
is exported indirectly.

SOMPETATIVE POSITION

PRICE - The industry has been able to compete &n the home
market at acceptable prices but this position would alter

if the current 15% tariff was lowered. The 5% import duty
on raw materials, the duties on imported production equip-
ment and the additional raw material transport costs make
Icelandic plastic products uncompetative in foreign markets.
QUALITY - The overall quality of products is acceptable in
the home market but are often lacking in competative design.
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¢) DELIVERY - Due to the existance of some spare capacity
delivery for home market demand is good. Any new large
and sustained demand for additional output however, could
only be met by increased investment in new plant.

3. EXPORT OPPERTUNITIES

Existing products are not exported as the cost disdduansgge
incurred by Icelandic manufactures due to double transport
costs, duty on raw materials and high cost low productive
labour preclude a competative price in international markets.
The only export prospects in this industry could arise out
of selling items with special design features which could
overcome this inbuilt cost disadvantage.




1.
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a) This iadustry comsists of twvo firme both of which started teo
ssaufacture lava ceramics oa a basdicraft basis. Omne of these
conpanies has now been coaverted to lime production with
Ozsechoslovak equpment.

®) 1a 1971 some 100 man years vere employed ia this secter of
vhich 90 were employed by the large fira.

c) Total output was some 38 million kr. of which 30 nillion was
produoed by GLIT.

d) The product range oonsists of distictively designed ceramic

articles such as plates, ashtrays, oraameatal vases, lamps, eoto.

o) Appromimately 8 milliom kr. were exported ia 1971, a further
16 millioa 80ld to touriets and the balance #0ld ia the home
sarket.

8) IBICE - Being of a highly specisl desiga these products are
Mghly competative and even obtaia a price advaatage through
uaiqueness.

) QUALITY - 1is good ia both durability and desigs.

¢) DSLIVERY - ocapacity imstalled is well belov demand and ther-
fore delivery prodblems for large orders osuld arise.

These producta are already exported bdth directly and indirectly
cand the poteatial demand is ualimited in the forsesable future.
The rate of expansion vwill depead to a large exteat upom ability
to supply this latient demand.

T™he main markets are EFTA, R.3.C. and Nerth America.



1.

e)
»)
e)
d)

e)

m.'i"“ b

PAINTS, LAQUERS AND ALLIED CHENEGMAS.
STRUCTURE .

The total number of firms was 5 in 1968.

Total man years employed 102 in 1068.

The value added per man year was 390.000 kr.

The product range conferms to demand in the building and
decorating sectors and has shown a steady growth.

Paints are exported to the USSR under special cosditioms.

COMPRTATIVE POSITION.

e)

»)
e)

PRICE - Being produced from entirely imported raw materials
these products are not competative imterastiomaly but do
compete in lceland with the belp of high tariffe.

QUALITY - Ne problem in gquality.

DELIVERY - delivery is no real problea except frea an
organisational point of view.

RXPORT POSSIBILITIES.

Except in exceptional circumstances export poteatial is very
1imited in this industry as oosts are well above iatersatiomal
oompetative levels.
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APPENDIX 3.4

REGIONAL ASPECTS ON INDUSTRIAL DEVELOPMENT

A brief description of the objectives and scope and the concepts
of regional development policies in the Nordic countries. Based
on "The Regional Factor in economic development", OECD, 1970.

1 INTRODUCTION

Negative factors such as lack of natural resources, unfavourable
climatic and geografic features have always placed some regions
at a disadvantage in relation to other regions in the same
country. Initial disadvantages of this kind have led to others
such as inadequate social services and infrastructure and the
absences of employment opportunities.

The motivation for regional development policies arises bagically
in connection with one or another of the following categories

of problems: unemployment in certain parts of the country (high
level of unemployment; lack of employment opportunities; in-
stability of employment;threat of future employment), excessive
outward migration (especially of people of working age) leading
to a deterioration in the population structure and a progressive
underuse and decline of social assets, markeddlsparxties in per
capita income, extreme unevenness in the distribution of popu-
lation and resources. These problems emerge from underlying
structural imbalances and have, as post-war experience has
demonstrated, for the most part to be solved through national
policies aimed at maintaining high levels of demand in the
economy as a whole.,

This implies that regional policies form part of national
policies and must be considered in the context of national
policies. All kinds of national economie and social policies
have regional implications, the role of regional economic
policy being essentially based on the recognition that the
process of economic growth is uneven in time and space.
Regional policy is not solely designed to provide relief to
depressed areas; it is part of the broad approach to the

e
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attainment of general economic and social goals. On the
practical level, it is important for regional policies to
cover not only the problem areas but also the expanding ones.
Areas which are now prosperous may well show symptoms of dé-
pression in the future.

While the broad aims of the regional development policies of
different countries are very similar, the characteristics and
scope of the individual policies differ markedly. The specific
policies adopted in each country and the resources devoted

to the programmes will depend on the nature and scale of the
problems encountered, the objectives in view, the level of
economic and social development and on institutional and
political factors. The modification of an existing regional
pattern of economic development and growth prospects iﬁ
essentially a long-term task. To be effective, therefore,
regional policies must be based on a comprehensive approach
that takes account of long-term population growth and movement,
and economic and technological trends in which the various
elements of national and regional policies are co-ordinated.

2 REGIONAL PROBLEMS IN NORDIC COUNTRIES

The over-riding characteristic of the Nordic group of countries,
apart from Denmark which, however, faces special problems
because of the large number of islands of which it is composed,
is the vastness of the area, the wide differences in climatic
conditions and vegetation and the low density of population.
These conditions give rise to particular problems, amongst
others, with regard to communications, agricultural production
and the development of manufacturing industries. A small number
of core-areas can be distinguished where the rate of economic
growth is very rapid. But outside the core-areas the economy,
in great tracts of the Nordic area, is in general dominated

by scattered, mainly primary, industries undergoing radical
transformation or in decline. This development involves an J
outflow of population to the industry and services of the
core-areas and also from rural to urban areas within the
different areas. By and large the main problem regions in

Finland, Norway and Sweden are
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to be found in the north, are remote from the core-éreas,
and have a hard climate and a one-sided industrial structure
involving a constant risk of unemployment or underemployment.

Against this general background, differences in degree and
structure of economic and social development give rise to
important qualitative and quantitative differences in present
and anticipated regional problems in each country. SWEDEN,
which has one of the world“s highest levels of per capita
income, is faced, in addition to the problems listed above,
with a number of problems associated with affluence: the
difficulty of providing people remaining in depopulated areas
with a standard of services equivalent to that available in
other parts of the country; the highly developed and expanding
motorisation of the population; the increase in the amount of
built-up area per capita; an .nplanned use of land resources.
NORWAY °S regional development problems largely stem froﬁ the
dispersed type of settlement and geographic and topographic
conditions causing an imbalance between employment and pro-
duction. The agriculture, forestry and fishing sector accounted
in 1960 for one-fifth of total employment but for only 9% of
GNP. These factors explain the extensive internal migration,
especially after the last war, leading to more concentrated
settlement. Two distinct features are particular to DENMARK®S
regional problems: the dominance of Copenhagen where 35% of the
whole population lives, and the farreaching effects on the
growth pattern of the population and of economic activity
arising from structural changes in agriculture.

The principal problem of FINLANDS development regions is that
their productive activity lacks efficiency which manifests

itself in the fact that primary production is dominant. In 1967
the primary sectors (agriculture, forestry and fishing) accounted
for 15% of GNP but 27% of total employment. In agriculture the
respective figures were 9% and 23%. In addition, it is chara-
cteristic of these regions that traditional industries grow
slowly and labour is being released from agriculture. This
results in unemployment and emigration from development regions.
Additional problems are caused by the high birth rate in the

North, the low income level and the substantial dispersion
between different income groups.

App. d.u.4

3 THE OBJECTIVES AND SCOPE OF REGIONAL DEVELOPMEMT POLICIES

3.1 The general approach

While most countries have had policies to help depressed areas
for a number of years - many being started during the ‘nter-

war depression years - there has recently been much new thinking
on the subject and reappraisals of the role of Government. In
many cases these have led to drastic changes in policy. A common
feature of this new approach in the various countries is that
Governments are increasingly thinking in terms of regional
development policies rather than in terms of aid to depressed
areas. The basic reason for this development is two-fold. On
the one hand, it is becoming increasingly apparent that the
growth policies to which many countries are committed can leave
pockets of excessive unemployment and low income which are
politically, socially and economically undesirable and can
themselves impede the success of growth policies. On the other
hand, it has become necessary to include in regional policy

the strong regions so as to be better able to define their
prospects and their participation in economic development as

a whole.

In all countries the orginal aim of regional policy was to
combat unemployment in selected areas by means of specific
measures and was essentially motivated by social welfare con-
siderations. While such considerations remain important, the
economic factor has in many countries become the main driving
force behind regional policy. In many instances sectoral
planning e.g. housing, communications, education, hospitals,
etc. is far more developed than co-ordination between the
sectors and regional policy aimed at securing harmonious
economic development, particularly in the public sector, is
therefore largely concerned with securing co-ordination
between the sectors at regional and local level. A major
objective is therefore to balance regional and local claims
to resources and to give the executive authorities the possi-
bility of making long-term plans on the basis of reliable
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estimates of available means. Other major motives for vegionai

policies can also be discerned. The increasingly numerous and
complex conflicts concerning land use, e.g. the rival claims

of industry, agriculture, recreation and nature preservation,
have led in many cases to nationally inspired physical plann-
ing and to increasingly close integration of physical plann-

ing with regional planning.

The principal aims of regional economic policy are, in con-
sequence, both complex and interrelated. They can perhaps be
summarized very broadly as including, mainly:

a) The planning of economic development and investment in
accordance not only with the need to promote the overall
progress of the national economy but also with the diverse
needs and the potentialities of the different regions and
with the geographical distribution of the population and
manpower.

A reduction of the imbalance between regions in the distri-
bution of economic activity and in the levels of income,
prosperity and welfare.

The maintenance and encouragement of the social and cultural
basis of the life of the regional populations, including
the preservation and best use of natural, cultural and
amenity resources.

The planning of the physical environment and infrastruc-
ture, including housing, communications and other forms

of fixed capital in accordance with consistent and c¢oher-
ent national, inter-regional and regional aims and with

the economic resources available.

The emphasis given to these varied objectives necessarily
differs according to the different circumstances and needs
of each country, and such factors as size and the importance
of inter-regional disparities.

These varied features of regional economic planning suggest
that it is impracticable to treat economic, physical and

social planning in isolation from each other. Physical and
social development requires the investment of resources and
therefore poses economic problems of scale, priorities, of

~




App. 3.4.6

costs and benefits. Lconomic development influences and is
influenced by, physical and social development. A balance

has to be struck between all the objectives of policy. Regional
planning is therefore essentially an exercise in co-ordination
aimed at both improving the economic foundations of a region
and meeting its physical and social needs, within the frame-
work of national needs, resources and potential.

Regional policy, therefore, is mainly concerned with overall
economic and social growth, and not merely with restructuring,
and is geared to the central objective of economic growth as
well as the correction of imbalances in regional employment
and incomes.

3.2 National objectives in Nordic countries

Several examples of the shift in regional policy aims from
exclusive concern with alleviating unemployment in the less
favoured regions to the wider concept of stimulating potential
development in suitable parts of the country are to be found
in Scandinavia.

Each country undertakes its regional development policy on a
strictly national basis, although co-operation is taking place
on a number of joint projects under the auspices of the Nordic
Council, and the role of regional policy in general economic
and social policies naturally varies from one country to an-
other, but all regard the locational pianning of public in-
vestment in infrastructure and social services as being central
to regional policy. The basic aims of regional development
policy are similar: to promote a distribution of economic
resources that is conducive to full employment and growth

and which enables people 1living in different parts of the
country to share in the general progress of the nation.

In NORWAY regional policy and national economic policy are
very closely related. This is because regional problems con-
cerning settlement patterns and industrial structure are so

widespread that they represent vital national problems.
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Regional policy is aimed at promoting better regional balance
and alleviating readjustment problems arising from structural

changes in the economy.

After the cessation in 1961 of the ten year North Norway Pro-
gramme (covering 12% of the population and 35% of the land
area), there has not been any new designation of development
areas. The Regional Development Fund provides assistance of
different kinds to economically weak districts in all parts
of the country. It is up to the administration of the ‘Fund,
acting within the criteria laid down by Parliament, to decide
which location or area is eligible for assistance.

In the case of SWEDEN, two long-term objectives have been
formulated for regional policy with regard to the distri-
bution of resources and the location of industry and commerce.
First, to promote a distribution of economic activity that
leads to the country’s capital and labour resources being
fully utilized and distributed in such a way as to favour
rapid economic progress. Second, to contribute to an equita-
ble distribution of the rising standard of living and the
provision of satisfactory social and cultural services to
people in different parts of the country,

The most important means to reach thesge goals is an effective
regional planning, guiding and co-ordinating the allocation
of resources. Under a new system of economic support for
location purposes instituted for a trial period of 5 years
from 1st July, 1965 assistance is primarily intended for
the aid area but, subject to Governmental authorization, may
be used in other parts of the country where major employment
problems are expected or have arisen because of the closing
down of an enterprise in connection with rationalization or
for similar reasons and where it is deemed necessary to
support an industrial centre with an unbalanced economy.

The aid area covers the northern part of the country which
has less than 20% of the total population but covers two
thirds of the country.
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In DENMARK the aim of policy, as defined in the 1967 Revised
Regional Development Act, is to foster economic growth in
areas where such growth is needed for the population to share
in the general economic, social and cultural progress of the
nation. The Act stipulates that it is the du<y of the Board

to advise the Minister of Commerce on designation. The Act
does not include any criteria as to how this should be done,
but a variety of criteria such as income, unemployment, growth
in population, urbanization, decline in agricultural production,
are likely to be used. When the legislation came into force

in 1958 it applied to the whole of Denmark apart from Copen-
hagen. With the improvement in employment it has been narrowed
to a limited area and at present covers 35% of the land area
and 25% of the population.

In accordance with the 1966 legislation the development regions
in FINLAND - designated on the basis of development indicators
- comprise the whole east and north, parts of the central and
western areas and the archipelago in the south-west. It com-
prises 79% of the total area and 40% of the population but

is divided into two zones, one being subject to stronger
measures than the other. The zones were designated according
to their distance from the industrialized'part of the country,
mainly in the south-west. However, the determination of new
boundaries for the development regions and zones is now under
consideration.

The Committee report of the Regional Development Board which
was presented to the Cabinet in May 1969, included proposals
for new development region boundaries. These were determined
on the basis of the stage of development attained by each
commune; more than 40 variables were used for measuring this.
The preparation of the proposals for the new legislation on
development regions has been based mainly on the principle
that the solution to these problems is to be found in the
pursuance of a policy aimed at developing a new structure

of production in these regions. Development policy is conse-
quently directed at concentrating productive activity in

those industries whose products enjoy increasing demand,
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which have good competitive power, and which will be able to
absorb labour as it is released from the traditional sectors.
In order to change the production structure it is essential
that a sufficient share of the resoureces devoted to develop-
ment work should be directed to those centres in the region
which are capable of development as the result of already

possessing a diversified industrial structure and a developed
service network.

4 BASIC CONCEPTS OF REGIONAL DEVELOPMENT POLICIES

In the NORDIC countries the policy of assistance to depressed
regions has evolved in the direction of a regional develop-
ment policy integrated in the context of the national economy
and aimed at stimulating the regional potential where it exists.
This implies a policy of redistribution of economic resources
to contribute to full employment and growth. Thus in the peri-
pheral regions, problems of unemployment, depopulation and
inadequate services are being tackled by concentrating public
measures in districts where conditions are considered most
suitable for economic growth while at the same time measures
are taken to assist the residual populations and those wishing
to migrate. Tt is recognized tuat in the long run there is no
way of preventing many rural areas and even urban areas from
losing population to those parts of peripheral regions where
there are employment opportunities (growth points), and to

the expanding areas in other parts of the country. The emphasis
given to each of the elements of policy - stimulation of growth
centres in problem areas, assistance to residual populations,
labour mobility inducements - varies from one country to an-
other,

Co-ordination of physical planning with the allocation of
resources is uncder developrent in all the Scandinavian countries
and has advanced further in Norway, and to some extent also in

Sweden, than in the other countries, although numerous problems
subsist,
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In DENMARK the emphasis has been placed on location policy,
the major aim being to reduce economic and social disparties
between groups of population. As a step towards integratiop
and co-ordination of the government’s investment policy a
National Planning Committee was set up in 1961 with the task
of establishing policies for the allocation of funds for
public works where thece will have a decisive effect, in
determining industrial location and future urbanization.
With the recent introduction of 3-year budgeting and impend-
ing perspective budgeting covering 10-15 years, regional
development policy is likely over the coming years to become
'. more closely integrated with economic and physical planning.
Overall physical planning for larger areas than individual
municipalities is only to a limited extent legally obligatory,
but in several parts of the country voluntary regional plann-
ing by groups of local government units is taking place.
Attention is currently focussed on the delineation issue
which is closely linked *to reform of the administrative
system.

NORWAY has the longest history of regional development policy
but has, perhaps, the most complex problem of all the Scandi-
navian countries. More so than elsewhere in Scandinavia
regional prcblems concerning settlement patterns and industrial
structure, because they are so widespread, have to form part

'. of national policy. National fiscal, budgetary and investment
policies are also supported by a wide range of regional policy
instruments. Increasing attention has been given to the inte-
gration of regional policy guidelines and measures into the
Annual National Budget and the Four Year National Programme
and to the regional co-ordination of infrastructure invest-
ments.

By Act of Parliament of 18th June, 1965, all communes will
have to work out an integrated advisory plan for land use
within the commune as well as plans for main infrastructure
investments. Communes forming a geographical and economic
unit are required to co-operate together (within "planning
regions", generally composed of 4-7 communes). In each of

the 18 counties a planning section has been set up to deal
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with regional problems in the county and to co-ordinate and
guide physical planning within and between communes. Although
there are so far no arrangements for overall physical planning
at the national level, four Planning Commissions have been’
Set up to present integrated advisory rlans for eight counties
(including 0slo) in south-eastern Norway, the greater part of
western Norway, the Trondelag region, and North Norway, re-
spectively.

Preliminary work has been done on the regionalization of
national plans, the starting point being to broaden the per-
spective of the sectoral plans and budgets prepared at county
level. Special attention is given to the regional co-ordination
of infrastructure investments. The complexity of Norway ‘s pro-
belms is illustrated by the fact that fop the time being no
complete scheme has been worked out on future urbanization

and growth area poliey. These ‘questions touch strongly on
local and political interests and there are divergent views
A8 to whether preference should be given to large or small
centres or whether expanding areas should be given more atten-
tion than declining ones. In order to gain experience one
growth centre, or one growth area, has been designated in

each of the 15 counties outside the 0Oslo area,

SWEDEN, to a greater extent than the other countries, and

in some respects in contrast to them, has followed a policy

of promoting the transfer of labour from the sparsely populated
parts of the country to the expanding areas. This is partly
because it is widely accepted by government, industry and
labour that it is necessary not only to facilitate but also
to promote structural changes in order to maintain full em-
ployment and a rising standard of living, and partly because
Swedish experience has been that only a relatively small
number of places are going to be attractive to industry and
people. Great importance is attached to social welfare measures
taken to alleviate the situation of residual populations,
mainly older people loath to leave theirp life-long environ-
ment, in the sparsely populated areas. Extensive use has been
made of relief works to provide job opportunities for people
living in these areas.

———— <
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In Sweden the most important communities from the point of
view of services have been classified "A" centres. There are
70 such centres, normally with a population of at least
30,000 inhabitants, i.e. the minimum number required for al
secondary school and many other services. In the aid area
there are 20 such places, most of them coastal towns, and
about 75% of the new job opportunities have been or will be

created in them.

Regional planning has until now mostly taken place on a
sectoral basis (e.g. roads, housing, etc.) in line with
long-term economic planning while co-ordination between the
sectors has to some extent been lagging behind. Such co-
ordination has primarily been effected through the physical
planning of the communes or groups of communes. The ability
of the communes to fulfil this task has been strengthened

by the new division of the country into blocks of communes,
which was completed in 1964, Tt was further decided that
co-ordination between the communes and between the different
planning sectors of the state authorities as a basic element
of regional policy should mainly be carried out in co-opera-
tion hetween communal and state authorities under the super-
vision of the provincial governor’s office. This work resulted
in 1967 in a provisional form of county planning. Of particular
interest in the work being cariied out at county level is the
attempt to give a more quantitative and specific content to
planning in the form of "frames" for the future population

to be planned for in various areas, indicating the need for
dwellings, schools, rocad, etc., and calculations for employ-
ment in the various sectors of the economy according to
assumptions made under different alternatives. In response

to the increasing conflicts between industry, recreational
interests and the preservation of nature, work has been
started on national land utilization planning.

In FINLAND, although since the 1930 s regional aspects have
been taken into account in national economic policy, the
broad lines of an overall regional development policy have
only recently been formulated. At the beginning of 1965 the
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Committee entrusted with this task submitted a provisional
report in which primary importance was given to designating
development areas, to questions of vocational training and
financial incentives for industry. The first step was taken
with the decision to enforce the present laws on development
regions for 1966-1970. However, this did not as yet constitute
the formulation of a coherent overall regional development
policy with clearly defined aims. The Regional Development
Board was founded in 1966 for continued research and the
planning of regional development policy. The committee report
of the Board presented to the Cabinet in May 1969 constitutes
the first overall regional development plan for Finland. In
the preparation of the report an effort was made to increase
the participation of the development regions in discussions
regarding their problems as well as in decision-making. Special
provincial research officers have, inter alia, been appointed
to the provincial offices in the development regions in order
to define the aims of each region and the ways of achieving
them. In addition, the planning of land use, which in Finland
is entrusted to federations of regional planning, is now being
co-ordinated with the planning of general social policy and,
especially, with other types of regional planning. Consequently,
efforts are being made to increase the co-operation between
central and district Government officials, on the one hand,
and the various planning bodies, on the other. Regional econ-
omic planning as such will be inaugurated in about 1973.

5 ADMINISTRATIVE CO-ORDINATING BODIES

In the Nordic group of countries only Denmark and Norway
have set up bodies specifically for the purpose of implement-
ing regional policy.

In DENMARK, the Regional Developmernt Board is charged with
administrating the 1967 Revised Regional Development Act and
is solely responsible for the administration of financial aid.
The designation of development areas is undertaken by the
Minister of Commerce. In NORWAY, the Fegional Development Fund
is charged with the provision of assistance for establishing
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new activities in areas having special employment difficulties
or a weak industrial base with a view to increasing employ-
ment and obtaining an efficient utilization of labour. The
Fund“s scope of activity is considerably wider than the pro-
cessing of applications for financial support. Thus it assists
in the investigation of industrial possibilities, takes action
to assist the realization of these possibilities and draws the
attention of the competent authorities to problems which need
to be resolved in order to strengthen economic development in
the districts. Its resources are used in accordance with guide-
lines drawn up by the Government from time to time. The main
co-ordination work is carried out by the Ministry of Local
Government and Labour,

In SWEDEN, the central agency for industrial location is the
National Labour Market Board which undertakes advisory and
information services, economic and labour market surveys and
acts as the executive body with regard to financial aid. At
Government level, industrial location is handled by the Ministry
of Housing and Labour. The Government has appointed a Location
Committee with the task of discussing regional problems and
giving advice to the Government. It consists of representatives
of industry and commerce, the employer and employee organisa-
tions, the unions of local authorities and certain central
government authorities.

The FINNISH Government body responsible for the planning of
regional development policy and the preparation of the pro-
posed measures in the Regional Development Board. Its members
represent, inter-alia, the central government, central muni-
cipal organisations, industry and research institutions as

well as the different regions of the country. Within the
development regions social policy is planned inter-alia by

the province research officers for regional development and,

as far as land use is concerned, by Federations of Regional
Planning. The implementation of regional development policy
measures is entrusted to the Ministry of Commerce and Industry,
The Ministry of Communications and Public Works and the Ministry
of Finance. There is no Government body in Finland responsible
for both the planning and implementation of regional develop-

ment policy.
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6 SPECIFIC MEASURES FOR IMPLEMENTING REGIONAL DEVELOPMENT

POLICIES

Three broad categories of measures are used to implement regio-
nal policy: those bearing on the development of infrastructure,
which may not only be specific but also cover the co-ordination
of public investment programmes in general, those with man-
power mobility, education, vocational training, aids to adapta-
tion and welfare and those concerned with stimulating the
expansion of industry in selected parts of the country. To some
extent, these categories overlap with one another. Moreover, it
' is not always possible to isolate all the measures of official
assistance affecting regional policies. This is especially so
in countries where the integration of regional policy into
national economic policies has been carried furthest. For
instance, when assistance is given to sectoral activities such
as the re-organisation of shipbuilding or tourism, account is
taken of the regional aspects. Furthermore, some countries
give priorities to development areas.

Amongst the Nordic group of countries, NORWAY has a system
of providing financial aid to weaker communes of up to 70%
of total costs for infrastructure investments aimed at strength-
ening the employment and structural base of the economy. DENMARK,
FINLAND, and SWEDEN do not provide special assistance for in-
' frastructure development out of regional development funds.
Co-ordination between the sectors (e.g. roads, schools, hous~
ing, etc.), is primarily effected through planning. In Denmark,
the Regional Development Fund may recommend to the appropriate
authorities that communications and similar facilities be pro-
vided in order to promcte development.

All countries attach great importance to the training and re-
training of workers in designated development areas both to
combat unemployment and to encourage industrialists to locate
in them. Great attention to these prcblems has been paid in
Sweden where the concept of an active manpower policy has
been carried furthest and where regional policies are an in-
tricate part of manpower policies. Sweden does not link re-

location allowances to the firm hut to the individual.
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Allowances are given to people who leave the aid area, as
well as to those moving to growth centres within it. Since‘
1963 around 10,000 people per year from the northern parts
of the country have obtained special transfer grants to take
up jobs in the central and southern areas. However, at the
same time over 6,000 people per year obtained such grants
for moving to jobs within the northern area.

In FINLAND special transfer grants have been used to encourage
people to move from under-employmen\ areas to regions where
work is available. Both in 1967 and 1968 such grants were
allocated to almoet 5,000 workers is one form or another.
Inter-professional mobility has also been encouraged through
special training courses and increased vocational education

in the development regions. Enhanced attention is likely to

be given to meacures directed towards labour in future regi-
onal development policy.

In DENMARK an Act of February 1969 makes provision for finan-
cial support for the training and education of manpower in
development areas. The financing of regional development is
normally made possible through a central fund supplemented

by additional resources, from regular budgetary appropriations,
State, provincial, and local authorities, or from other funds
for supporting nationwide aspects of governmental policies,
e.g. general industrial of sectoral.

In SWEDEN the Labour Market Board which is entrusted with the
application of regional development policies as well as man-
power policies has a budget of around 2,000 million Swedish
crowns. This is equivalent to 1.5% of the total national
income or 5% of the central government expenditure. For a five
year period starting from the second half of 1965 a programme
for investment grants and loans has been made available. The
total financial aid according to this programme has been made
available. The total financial aid according to this programme
has been successively revised and amounts now to 1,000 million
crowns during the period 1st July 1965 - 1st July 1870. On the

1,100 million crowns 200 millior are made available in the form
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of grants. However, the use of investment reserve funds in
Sweden (and in Norway also) involves an element of tax sub-
sidy which cannot readily be calculated.

In NORWAY expenditures are centralized in the Regional Develop-
ment Fund which between 1952 and 1968 disbursed 1,250 million
Kr. in loans and guarantees. In the carlier years, disburse-
ments were relatively small but by 1968 had risen to 244 million
kr.

In DENMARK from 1958 to the present time, 344.2 million Kr. of
loan guarantees were given. Guarantees for loans for working
capital amounted to 3.25 million Kr. Loans to local authorities
for industrial building amount to 79.3 million Xr. and the
miscellaneous capital grants to 6 million Kr. State expenditure
is of the order of 27 billion Kr. so, in comparison, the ex-
penditure for regional development is very modest. This is

also borne out by the comparison with industrial investment
which amounts to 2 billion Kr. per annum. It should be noted
that the loan guarantees which are the main form of incentives
in Denmark (and are also of great importance in Norway) do not
involve the use of Government funds.

As far as FINLAND is concerned it is very difficult to give an
estimate of the financial support given to regional develop-
ment because it is largely granted within the ordinary expendi-
tures of the different ministries. The relative amount of State
aid to the development regions is dependent in many cases -

as are State grants to communes - on the stage of development
of the region; underdeveloped areas are supported to a greater
extent than those representing a more advanced stage. State
regional development aid in the form of subsidized interest
rates and tax reductions has so far been rather modest. In

the next few years, however, support in this form is expected
to exceed 10 million US dollars annually.
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7 THE PROMOTION OF INDUSTRIALIZATION IN DEVELOPMENT AREAS

7.1 Direct aids

.

In the development regions of all the countries studied, in
addition to the measures affecting infrastructure, provision

is made for direct stimuli for attracting or expanding indust-.
al activity. Such stimuli may cover new firms, those which
have moved from congested areas or existing firms carrying

out rationalization and expansion programmes. These direct

aids mainly take the form of loans, grants or fiscal exemp-
tions although a wide range of different kinds of measures

are used, especially for specific purposes, and there are

wide inter-country variations in the terms and conditions

under which loans and grants are given.

In general, the measures apply to manufacturing and extraction
enterprises only, but in a number of countries tourism (hotels,
camping sites, etc.) are also included, and in one or two cases
commercial establishments also. For the most part, foreign

firms enjoy the same advantages as the national ones.

Some countries provide assistance on a far more generous scale
than others. Assistance is designed to compensate firms for the
additional expenses involved in being located in a development
area rather than in the area of their choice, which is generally
in a highly-developed part of the country where there are ad-
vantages such as easier access to raw materials and markets,
availability of skilled labour, infrastructure, the proximity
of auxiliary and support industries, etc.

When comparing the position between one country and another,
it is useful to bear in mind the underlying concepts of the
measures and the ways in which they are applied. The measures
taken in each country grow out of the problems. But the solu-
tions adopted may have a motivation outside the problems, e.g.
one country may prefer to give subsidies on interest rather
than on capital because for political reasons it has not been
possible to set up a sufficiently large fund. Another country
may feel that the risk of distortion of competition is less
with loans and loan guarantees than it is with grants.
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In general, the tendency is towards greater flexibility, both
in the range of measures adopted and in the conditions attached
to them. In some cases, countries which had formerly linked
the provision of aid directly to the creation of new jobs ‘
have now rescinded or softened these conditions. This is
because encouragement is given to the implantation of the

new growth industries rather than the old, labour-intensive
industries. The new industries are generally less labour-
intensive and more capitalintensive than the old ones, but,
in the long run, have important multiplier effects on employ-
ment. On the whole, it would seem that there are few labour-
intensive industries with a growth potential.

The question of the conditions attached to the provision of
assistance is closely related to that of its orientation.
Subsidies may be given on land, labour or capital or on a
combination of these. Up to now the emphasis has been largely
on subsidizing investments, but this has the disadvantage
that, in the short run at any rate, and before the multiplier
effects work through, employment might fall rather than in-
crease. Accordingly, in some countries there has been a dis-
cussion of switching the emphasis to the subsidization of
labour rather than to the other factors of production. With
regard 1o subsidies on capital, there is increasing awareness
of the need for reducing the burden of investment in new
projects and of operating costs in the earlier years, and
this is one of the main reasons for the increasing popularity
of grants and grant-like assistance. The whole question of
proper balance between subsidies to capital and to labour
deserves further study.

With one important exception - investment reserve funds -

the means used for inducing industrialists to go to problem
areas are similar in the Nordic countries to those used else-
where, but the emphasis placed on one or other of them and
the total financial burden involved varies considerably from
one country to another. As compared with incentives in some

other countries they are selective and not automatic. This
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involves a considerable amount of individual judgement, but
in exercising this the authorities collaborate as far as
possible with the banks. Although the credit-worthiness of.
the individual firm is the primary criterion, caution is
used in giving aid to declining branches. The incentives
are positive (there are no constraints on location) and
once-for-ali. A common feature is that for the most part
loans and loan guarantees rather than grants are provided.
This is mainly because of the risk of distorsion of competi-
tion. The main exception to this general rule is that in
SWEDEN building grants generally not exceeding 35% of total
cost may be given.

In DENMARK and NORWAY the principal advantage to the indu-
strialist of the loans and loan guarantees is that they are
weakly secured, so providing credit that would not otherwise
be available. While in the case of Norway the loans are direct-
ly given to industrialists at market rates of interest, in
Denmark loans as against loan guarantees to industrialists,
are given to the commune for the financing of industrial
buildings at subsidized rates of interest and so indirectly
benefitting the industrialist. FINLAND°S system of investment
credits differs from the Danish and Norwegian systems in that
the loans from the usual financial sources are made available
at subsidized rates of interest in the development areas and
cover a wider range of activities. In its recently-presented
report, the Regional Development Board has suggested that the
measures to be directed towards firms should mainly be those
which will facilitate the establishment of an enterprise or
i{ts expansion or re-establishment after a change of location,
i.e. to help firms over a "take-off" period. Thereafter no
direct aid should be given to enterprises, for the Board
considers it inappropriate to give continuous support to
firms to help them finance additional costs arising from
their geographical location. It should be noted that in all
four countries the tourist trade is also eligible for assist-
ance. In Norway public purchase of shares in private firms

may be made in special circumstances.
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7.2 Fiscal concessions

In eight countries - France, Germany, Italy, the United
States, Finland, Belgium, Norway and Sweden - fiscal con- .
cessions are used as a means to promote regional develcpment
policies., It will be noted that such concessions are used
either on a highly-selective basis with a view to promoting
adaptation rather than the implantation of completely new
industries, or, where the purpose is to promote industria-
lization, they may be given for a long run of years (e.g. 10-
year concessions in Italy). In the early years of a new enter-
prise profits are generally low so that if the concessions
were limited to a few years only, the benefit to the firm
might be negligible.

FINLAND

Free depreciation during 10 years on investments made in
1966-70 in the development area. An extra annual deprecia-
tion is given in zone I in excess of other allowances. This
annual depreciation in 3% of the initial costs of fixed
assets procured in connection with the establishment or ex-
pansion.

Building investments of the above-mentioned type obtained
in the same connection are not considered to be taxable pro-
Perty for taxation purposes for 1966-80.

NORWAY

- .- -

Setting aside of tax free reserves for investment purposes

in lagging areas. When investment takes place part of the
reserves is permanently exempted from taxation. These incen-
tives are most favourable for investment in North Norway. As
from 1970 a reorganization and an extension of the tax incen-
tive system will take place.

SWEDEN

The Swedish investment reserve funds scheme is primarily
designed to level out investments over the various phases
of the business cycle. This scheme gives firms the opportuni-

ty of making tax-free allocations of profits to special funds
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to be used for future investment purposes. The right to

benefit from the scheme is reserved forp joint-stock companies,

economic associations and savings banks. A condition is that

a certain part of the fund must be placed in a blocked, non-
interest-bearing account with the Central Bank. The rest of

.the fund remains with the company.

The Government, or by the Government ‘s authorization, the
Labour Market Board, decides when the investment funds may
be utilized. Authorizations to draw on investment funds
imply primarily a fixing of the time during which the funds
may be used. Authorizations may be limited to certain types
of investments, e.g. building or machinery. They may also

be restricted to certain branches of industry or to certain
regions,

The Government has also by special permission authorized the
utilization of investment funds, through which investments of
importance from the point of view of regional development
policies have been possible. These permissions are subject

to certain restrictions as regards the advantages connected
with the utilization of the funds. Thus, the normally included
right to an extra tax deduction is not granted. Furthermore,
the amount that may be utilized is maximized at 75% of the
accumulated funds or future allocations of the firm and must
not exceed 75% of the investment costs.

7.3  Industrial zoning

The continuing sharp rises in land values in most industria-
lized countries is a serious hindrance to the carrying out

of urban development and industrialization plans, and various
methods to remedy this situation have been adopted, in parti-
cular the planning and laying out of industrial expansion
zones and the promotion of industrial building for sale or
letting.
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In these industrial areas (industrial estates, industrial
centres) the growing needs for industrial services could be
provided for. See also Appendix §.3: Industrial Centres.

8 ASSESSMENT OF THE IMPACT OF REGIONAL DEVELOPMENT POLICIES

Assessment of the effect of regional policies is complicated
by cyclical economic movements and by the changes taking place
in economic and social structures, but there are indications,
in particular derived from employment and unemployment data,
that these policies are having the desired effects, although
more markedly in some countries than in others. Recent experi-
ence in many countries is that the successes achieved in com-
bating regional unemployment depend to a great extent on the
management of the economy on a broad scale. In few, if any
countries is it foreseen that serious regional imbalances

will be overcome in the short term or that the need will not
continue, in the next decade at least, for specific regional
policies to ensure that the regions play their full part in
national growth.

As might be expected, progress in reducing regional disparties
is most noticeable in the countries where expenditure on regi-
onal development policies is relatively greater, or where
policies have been pursued for long periods. Progress is, in
general, faster with regard to industrialization than with
regard to standards of living because of a time-gap. One con-
sequence of industrialization in its early stages is an influx
of unskilled manpower from rural areas to the towns and this
leads to a continuation of the imbalance in the labour market.
A further factor is that the increasingly rapid growth of the
service sector is adding a new degree of complexity to regional
problems, and, insofar as gervice sectors tend to concentrate
in the expanding regions of the country, makes the attainment
of an even balance of employment all the harder.

With regard to the governmental measures, it is apparent that
more attention will have to be given in the future to the

improvement of the social environment in the development areas
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since it is increasingly recognized that human and psychologi-
cal factore are key ingredients of successful regional policies.
Vocational training and re-training are also likely to becbme
an increasingly important aspect of regional policies. The

need for technically qualified workers is much greater in th2

new industries.

In the Nordie countries, a general idea of the effects of the
regional policies pursued can be obtained from data on new

jobs created, even if those fipures often don“t show the net
effect of the measures. In SWEDEN the firms have estimated

that the investment incentives given them until now under

the programme introduced in 1985 should lead to the creation

of 15,000 new jobs have been created since 139%8. In NORWAY

no exact figure can be given, as action for creating new jobs
intermingles with work on strengthening existing employment

and special development measures 1ink up with ordinary means.
Regional development activities have been increasing from year
to year. Subsidized ratec of interest have been used in FINLAND
for ecredit schemes through which over 3,000 permanent jobs were
provided between the latter part of 13966 and the end of 1968.

9 A REGIONAL INDUSTRIAL DEVELOPMENT FUND

The principles of application of a regional industrial develop-
ment fund can be illustrated by the following description of
the development fund established in Finland in 1971.

Objectives

1.1 In order to avoid overconcentration of industry in the
already developed southern part of FINLAND and at the
same time to encourage the spread of industrial activity
to the less developed areas of the country, a special
fund was established in the beginning of 1971.

1.2 An other objective is to co-ordinate the governments
regional policies with those of local authorities.
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As a part of its functions this fund administration is
entrusted with the study and selection of the most suit-
able industries for the development regions. In this.
connection finance for selected industry sectors such

as tourism, forestry nurseries, fur farming, market
gardening, fish farming have been considered.

Qualifications for financial assistance

All projects proposals must be cost effective with
eventual selfsustaining profitability.

Priority is given to labour intensive industries, small
gscale or medium sized, which are either export oriented
or substitute imports.

Special attention is given to enterprises with lack of
capital and/or need for management aid.

Services available under the fund

The fund can provide and/or finance feasibility studies
and all sectorial investigations or regional development.

The fund can finance studies or give financial support
to companies engaged in regional development activities
i.e. research establishments, marketing research, com-

pares consultancy services etc.

Prior to a commitment of funds the Fund investigates the
viability of projects and the management efficiency of

client companies.

A full training program is envisaged under the Fund
whereby management, production administrative and market-

ing training courses can be organized or financed.
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In co-operation with established educational authorities

the Fund will ensure that the manpower requirements of

the developing regions are co-ordinated with supply possi-

bilities. ‘

The Fund is empowered when the need arises to:

a) Establish new enterprises.

b) Grant loans to existing enterprises.

¢) Buy out existing enterprises to envigorate their
activities and then re-sell them as a profitable con-
cern.

Rules for financial assistance

The application of financial aid is governed by rules

. which vary according to the nature of the recipient.

The Fund provides its own services free of charge. In
cases when their gervices are delegated to outside bodies
e.i, training establishments, consultancy agencies etc.
the Fund will provide finance up to a maximum of 75% of
the total cost. Of this up to 50% (60% in certain regions)
is not repayable. For investment and working capital loans
of up to 75% are available,

Interest and amortization

INVESTMENT CAPITAL - can be financed to a maximum of 20
years at 9.5% interest. During the first four years
amortization is free and support on interest payments is
provided.

WORKING CAPITAL - can be granted for a maximum of 10 years
at 9.5% interest.

Guarantees

Normal guarantees are required but in cases where these
are not available a State supported Insurance Agency
which grants a guarantee at resonable premiums can be
utilized.
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APPENDIX 5.1 App.5.1.1.

THE NEEDS OF ASSISTANCE AT FIRM LEVEL

1 INTRODUCTION

The current demand from industrial firms for assistance of
various kinds differs in many respects from the current needs
of assistance and even more from future needs, and there are
many reasons for that:

- the size of the firms and the stage of development: many
firms are small and just in a stage of changeover from
handicraft to industry, from production on order to
production for stock, which means a more complicated
production process, technologically and economically,
and new problems to be solved; '

- the structure of the manufacturing industry: the number
of large and medium-sized firms is very limited, which

means that the natural inflow of know-how into the smaller

firms does not exist. The small firms cannot always Tecog-
nize the real reasons for high production costs and con-
sequently they do not realize the actual needs of assist-
ance in problem solving;

-~ the prevailing industrial situation with tariff protection

and limited competition from industries abroad has had as
a result that the incitement for cost reduction within
industrial firms has been rather limited and consequently
the demand for technical assistance unproportionally low;

- there is a shortage of specialists on industrial engineering

in too many firms which means that there is lack of capa-
city and capability both in the stage of programming and

request and in the process of implementation and follow up;

- there are to many gaps in the established system offering
industrial assistance, which has had as a result that the
process of two-way communication needed has not come into
effect;

- in the new industrial situation which will be a result of

Iceland’s entry into EFTA and the tentative agreement with

EEC the needs of assistance of all kinds will be drasti-
cally changed both in content and volume.
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NEEDS OF ASSISTANCE IN VARIOUS AREAS

Physical facilities

Physical facilities include premises, buildings for production,
officies, stores and laboratories, building installations,
processing machinery, equipment for handling, moving and stor-
ing materials, and facilities for power distribution, factory
services, employee services, safety and maintenance.
During the studies carried out in the last two years it has
been observed that physical facilities is one of those areas

" where large reduction of production costs can easily be achieved;

adequate building design can facilitate a smoth flow of
production, reduce the costs of materials handling, and
increase the level of utilization of floor area,;

adequate arrangement of processing machinery and well de-
signed and flexible floor layouts based on mechanical hand-
ling of materials in storing and production can heavily
improve the utilization of manpower and machine capacity,
a well designed and correctly implemented system of pre-
ventive maintenance can assure adequate continuity of ope-
rations and maintain factory capacity at minimum costs;
long-term planning and continous adaptation of buildings
and machinery to production requirements can prevent un--
desireable interruptions in production.

The needs of assistance specific for this area are:

advisory services for the preparation of factory and floor
layouts, design of systems for materials handling and pre-
ventive maintance, and all stages of implementation;
specific services, such as heat-treating, electro-plating
and tool making;

leasing of physical facilities at low costs, preferably

in industrial centres.
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Supply and storing of materials

The production in many firms is based on imported raw materials

and component parts and will be so to a much greater extent in

the future.
At present a great many firms are importing both raw materials

and component parts for their own use, which means unnecessarily
high material costs, improductive use of manpower, large quanti-
ties of materials stored, working capital unprofitably invested
in materials, and problems with late deliveries.

Great advantages could be achieved, both at firm level and from
national economic point of view, if a small group of effective

importers could take care of all imports.

The needs of assistance specific for this area egover:

continous supply of raw materials and component parts at
short notice and low costs from importers;

preparatory operations to be carried out by the importers,
such as cutting, welding and coating of steel bars and
plates or drying, sawing, cutting and painting of timber,
wood and wood products; o
all kinds of testing of materials and component partsﬁ

2.3 Manpower
. The utilization of manpower in production has found to be un-

necessarily low in many firms due to the following reasons:

the large variety of products produced in each firm;
inadequate preparatory planning of production (incomplete
drawings, quality specifications, work instructions, time
schedules, and quality control reauirements);

improper layouts, too much manual handling, insufficient
maintenance of machinery, and, in some cases, old machinery;
insufficient instructions in new operations, mainly due to
foremen’s inability and lack of time to give proper instruc-
tions;

unsatisfactory human relations partly due to managerial

and supervisory incapability to manage;

the exceptionally high labour turnover in too many firms;




App. 5.1.“.

- 1incapability of managers, supervisors and operators to

meet the requirements of industrial production of today.
specific for
The needs of assista‘ﬂ'&é‘ S area cover:

- intensified further training of all kinds for all 'c‘a'ge-
gories of industrial personnel;

- information conferences and seminars discussing human
relation problems; '

- written material in Icelandic for self-studies.

2.4 Capital

Weak points in this area are difficulties to finance invest-
ments at low costs, the shortage of working capital and the
system normally used for payment of customer bills.

Investments in buildings, machinery and stocks can very seldom
be financed by self-earned money. In the past the taxation
policy has in fact worked against the financing of investment
by earned money. This is a big disadvantage in the competition
with firms in other countries. As can be seen in Fig. 5.1.1.
the situation for industries in Sweden is more favourable. o
During the period 1960-63 about 65 per cent of all investments
(incl. stocks) were financed by earned money.

The possibilities to get loans for investments have improved
but the interest is still quite high. The present system cover-
ing credits for working capital seems less satisfactory. The
normal way of financing working credits is in the form of short-
term bills, to a limited extent also current account credit.

An adequate and assured access to working credits is of major
importance for the continuity of production and thereby also
for productivity and capacity utilization. Shortages of working
capital often result in stoppages in production and the uneconomic
short-term planning instead of the more effective long-term
planning.' Moreover, it seems to be the case that the need of
working capital and therefor also working credits is of a perma-
nent nature, even if the amounts can vary comewhat from month
to month. For this reason, short-term bills are hardly an ex-
pedient form for the provision of working credits. It is very
time consuming; for the firms, for the customers, and for the
the banks. The customers are, furthermore, granted unusual
long terms of payment - three to four months have been observed.
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The needs of assistance in this area cover:

- possibilities for leasing of buildings, processing maéhinery,
and other equipment (see App.5.3: Industrial Centqeg and
App.5.7: Leasing); »

- possibilities for utilizing the services of factoring firms
(see App.5.8: Factoring);

- easier terms for investments in buildings, processing
machinery, other equipment and stocks;

- easier terms for working credits;

- a taxation policy working for the financing of investments
by earned money.

2.5 Management and organization

The managers of industrial firms will be the key persons and
effective top management the prerequisite number one in the
process of progressive industrialization in the future.
The efficiency in this field is at present not as good as it
could be and the needs of assistance are as important as they
are necessary: .
- intensified training of managers specifically in managing
activities and managing people;
- intensified training of supervisors specifically in manag-
ing people;
- qualified assistance from specialists on management and
organizational matters;
- written material in Icelandic for self-studies.

2.6 Marketing

The main objective of the process of marketing is to direct
the activities of the firm towards customer wants and needs
and to balance production volume and growth with market poten-
tials. The process of marketing then becomes the initiating

business activity, including the creation of demand, the adapta-
tion of products to customer wants, the development of products

and product packages for competitive selling and effective




App. 5.1.7.

distribution, marketing research, the promotion of sales, .
the persuasion of the customer to buy, the selling (transfer
of ownership), and the services needed for customer satis-
faction. '
The process of marketing is obviously a very complicated one,
especially when it comes to export marketing. To reach the
targets formulated for 1980 it seems to be necessary to assign
the primary responsibility for export marketing to specialists
organized in branch organizations or whole sale houses. The
result of this arrangement would be much greater marketing
efficiency, less risk for failures, and better utilization of
manpower for industrial production in the individual firms.
It is obvious, however, that the final responsibility for an
efficient performance has to be shared by the industrial firms
and the marketing institutions. An effective co-ordination has
to be based on mutual confidence, continous co-operation and
full acceptance of common goals.
The needs of assistance specific for this area cover:

- shared responsibility for export marketing;

- advisory services in domestic marketing and some aspects

of export marketing.

2.7 Product planning and product development

Almost all Icelandic manufacturing firms are trying to produce
too many products at the same time or too many varieties of the
same product. One of the easiest ways to reach higher competitive
power is through specialization in production - and it the only
way to go. One of the many advantages is better utilization of
manpower, which can be excellently illustrated by the curve in
Fig. 5.1.2. If a worker is repeating the same Ration
time becomes almost constant. If the time for operation number
one and onwards are plotted in a diagram one gets what is called
a learning curve. If the worker has to change from one operation
to another too often one gets a series of curves, which clearly

illustrates the difference in utilization of the workers efforts.
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Fig.5.1.2. Typical learning curves.
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Long-range product planning and the composition of a product
programme will be a new activity in many firms and it will be
closely connected with product selection and product develop-
ment.

Selection of industrial products includes search for new pro-
ducts or new uses for existing products, search for licenses
and sub-contracts and corresponding negotiations, feasibility
studies and marketability testing.

Product development is a contirous process covering a series
of phases: the conception of an idea, the formulation of uti-

‘1ity objectives, the initial design, the adaptation of proto-

types to actual production, the testing of product performance
and market acceptability, the testing of materials and component
parts, and the subsequent changes and improvement of technical
features in order to meet customer demands.

Consequently, product development is an extremely complex
activity where the success and effectiveness depends upon a
contribution of many functions - product oriented research,
engineering, marketing, production, and finance.

In some cases the conseption of the idea is the key point (the
export of Icelandic fresh water ), in other cases the process
of product development is a very complicated and expensive one.
It is obvious that with the great increase in volume of produc-
tion during the planning period there is only one choice: to

assign the responsibility for product selection and product
development to one institution working in very close co-opera-
tion with all branches of industry and individual firms.
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The needs of assistance specific for this area cover:

- shared responsibility for product selection and product
development; .

- advisory services in long-range product planning and.
composition of the product programme.

2.8 Production planning and control

The process of production planning deals with the short-range
planning of the manufacturing process. Its target is low pro-
duction costs achieved by effective co-ordination of all
. activities involved: product and methods development, tooling,
materials supply and inventory control, storing and handling
of materials, quality planning, quality control, and cost
control. : _
The production budget outlines the course of action. It in-
cludes the sales budget, inventory budget, materials budget,
purchases budget, and manpower budget, all of them for the
next twelve months.
A continous follow up of time schedules, quality requirements
and costs makes it possible to discover delays and mistakes
in time and take actions accordingly.
Too much of this is missing in too many firms causing low
utilization of manpower, machinery and material, instability
. in product quality, unnecessary delays in delivery times and
high product costs.
The needs of assistance specific for this area are:

- training courses for planning personnel specifically
in production planning and control;

- information conferences and seminars for managers and
supervisors dealing with production planning and con-
trol,;

- advisory services in all aspects of production planning
and control;

- booklets describing procedures in various areas of
sales planning and production planning and control,

including forms, instructions, advice for implementa-
tion etc..
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2.9 Production

If all the activities influencing the efficiency of prddhqtion
described in previous chapters are performed effectively it
will be much more simple to produce good quality products in
time at low costs. In years to come, however, there will be

in many firms a great need of work simplification, problem
solving and cost reduction in all fields of production.

The needs for assistance for this specific area are:

- training courses for industrial personnel dealing with
work simplification, problem solving, and cost reduction
in industrial production;
information conferences and seminars for managers and
supervisors in work simplification, problem solving
and cost reduction;
written material in Icelandic for self-studies.

2.10  Cost accounting and cost control

The preparation of budgets is a part of production planningt
and an essential tool for budget preparation is cost account-
ing. In long-term planning, product selection, and all kinds
of decision-making a clear understanding of cost elements and
cost variation is of great help.

The accounting systems now in use in industrial firms mainly
serve the needs of the taxinpg authorities and, consequently,
all requirements for budgeting and cost control are very
seldom met.

A governmental committee has been established for the prepara-
tion of a standard accounting system based on the latest
Norwegian edition of "Kontoplan - NS 4100". Such a plan is a
very good start and with a unified system of accounts and
procedures the training of accountants and implementation of
cost accounting will be greatly simplified.
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The needs of assistance specific for this area are:

- advisory services in connection with the implementation
of a standard accounting system; '.
training courses for accountants in cost aceounting and
cost control; °
information conferences and seminars for managers and
supervisors dealing with cost accounting and cost control.

2.11  Productivity improvement

Work simplification, activity sampling, value analysis, syste-
matic problem solving and cost reduction studies are effective
tools in the never ending process of productivity improvement.
It is not feasible, however for small-scale manufacturing firms
to employ specialists capable of utilizing these tools. They
must rely on services from consultants, branch-organized institu-
tions or other service institutions.
The needs of assistance specific for this area are:
- advisory services in all fields of productivity improve-
ment;
information conferences and seminars for managers and
supervisors dealing with various aspects on the process
of productivity improvement.

THE PROVISION OF ASSISTANCE AT FIRM LEVEL

The needs of assistance today and in the future in various
areas within an industrial firm have been surveyed in the

previous chapters. From this survey it is possible to recognize
four kinds of industrial services which must be provided through
the industrial infrastructure in the future:

1 Performance activities
2 Advisory activities

3 Supporting activities

4 Development activities.
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The activities within each group are as follows:

1

1.1

1.2

2.1

2.2

3.4

Performance activities

Supply and storing of materials and preparatory
operations;

Import, maintenance and repair of machinery, tools

and equipment and storage of spare parts;

Selection and development of industrial products;
Marketing research, sales forecasting, initial market
selection; and export promotion;

Export marketing of industrial products;

Insurance activities connected with industrial activities;
State and communal services related to industry;

Specific services: book-keeping, advertising, tool design
and tool making, specific production processas.

Advisory services on technical, economical, -anlgerigl,
and marketing matters.

Assistance in implementation of projects, processes

and programmes.

Basic training of all categories of industrial personnel
Industrial centres with inbuilt services
Financial support: financing investments
supplying working capital
leasing services
factoring services
Institutional support of various kinds.
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" Development activities

“.1 Product-oriented research and experiments

4.2 Further training of all categories of industrial per-
sonnel; ‘

“,3 Further training of specialists for infrastructural
institutions;

.4 Standardization of component parts, quality characterist-
ics, materials characteristics, and procedures.

4.5 Information activities: conferences and seminars, indu-
strial statistics, industrial libraries.

Assistance to individual firms has toti?:aufully planned and
based on facts about the prevailing situation in the firm,
correctly introduced and continously followed up. If adequately
performed any form of assistance will be a good investment.
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App. 5.2.1
THE INDUSTRIAL INFRASTRUCTURE
1 THE.CONCEPT OF INFRASTRUCTURE

In development planning the economic system is normally
divided in national and international sectors.

National sectors are sectors from which producfn cannot be
distributed abroad because of prohibitive costs of transportation.
International sectors are such sectors from which products are
distributed abroad.

A special group of national sectors are regional sectors from
which for the same reasons products cannot be distributed to
other national sectors.

In this connection infrastructure is considered as one national
sector, whose activities are necessary for the efficient utili-
zation of resources in other sectors. '

Activities constituting the infrastructure are such as education,
pudblic health, power production and distribution, telecommuni-
cation, radio, TV, transportation systems and communication
facilities, wholesale and retail trade, hotels, restaurants, and
personal services. '
Similarly the industrial infrastructure is composed of those
areas and activities specifically needed for an efficiently

working industry:
The most important areas and activities are:

- capital market

- labour market

- power production and distribution

- wholesale trade and general agencies(export, import, as
well as domestic marketing)

- transportation systems and communication facilities,
shipping agencies

- telecommunication services incl. radio and TV

- communal services (water, electricity, refuse collecting,
local communication facilities)

- processing facilities for specific operations (heat trea-
ting electroplating)
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- materials testing services

- industrial estates

- applied industrial research

- advisory serviées (technical and economical matters,
management, marketing)

= industrial information services (statistics, libraries)

- facilities for training of industrial personnel

- industrial standardization services

- financial services (commercial banks, investment funds,
leasing, factoring)

- gpecific industrial services (book-keeping bureaus, accoun
tants, patent agencies, designers, legal services, type-
writing offices, construction bureaus)

- insurance services. '

2 THE DUTIES OF THE INDUSTRIAL INFRASTRUCTURE

For the implementation of an intensified process of industri-
alization in Iceland a model of action has been presented in
chapter §, Volume I, based on specialization of functions and
specialization of production within individual firms.

To reach the targets formulated for 1980 it seems evidently
that a high level of specialization has to be achieved in

both aspects during the planning period. The possibilities

to reach a high level of specialization of production is,
however, to a great extent depending upon the capacity and
capability of all those institutions that are assisting the
industry in various areas. In Appendix 5.1 it has been clearly
explained that in some areas, for instance import of materials
and machinery, product development, and export marketing, the
responsibilities for execution have to be assigned to special
institutions and in other areas the needs of assistance from
specialists is of great importance for the productivity of
the firm.

The overall co-ordination of activities within the industrial
infrastructure is visualized in Fig. 5.2.1.
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3 INSTITUTIONAL ASPECTS ON THE INDUSTRIAL INFRASTRUCTURE

The institutions involved in an effectively working industrial
infrastructure are many and the responsibility assigned' to each
institution is indicated in Fig. 5.2.2, where the index figures
at the bottom of each square refer to the list of assistance
activities presented on page 12-13 in Appendix 5.1.

"Assignment of responsibilities" is, of course, the result of
negotiations and agreements, a process that by necessity may
take several years.

The advantages of specialization of functions can be illustrated
by many examples.

1 Supply_of materials

The production in many firms are based on imported raw materials
and component parts and will be so to a much greater extent in
coming years.

Substantial reductions in the overall cost of materials can be
achieved if the responsibility for import is assigned to a small
group of importing firms, where specialists find the best sourc-
es, buy in large quantities, control the quality and secure'
proper delivery time schedules. The costs of materials can be
further reduced if these firms also are responsible for stor-
ing and short time delivery and for preparatory operations, such
as cutting of steel bars and plates and protective coating
against rust, or drying, sawing and cutting of timber and wood.
For the individual firm this procedure will result in short and
reliable delivery times, better utilization of working capital
(less inventory), better utilization of manpower, and in all
lower material costs. A study of different alternatives for the
import of wood and wooden products is presented in Appendix 5.§.

2 Supply_of machinery_and_spare parts

Full utilization of machinery and equipment of different kinds
calls for effective maintenance and repair, which in turn calls
for adequate supply of spare parts, skilled maintenance workers
and a well formulated procedure and continous follow up. It has
been found during several studies that maintenance and repair
of machinery is a weak point in Icelandic industries and that

preventive maintenance is almost nonexisting.
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The advantages for the individual firm are:

- prompt delivery of spare parts without investment in own
store ’

- continous preventive maintenace on a contract basis

- better utilization of manpower and machinery due to fewer
machine break-downs

- better utilization of manpower due to less paper work,

coaseecaeeanesesasnemeshaccwaces oo ame

" 3 Product_selection_and_product development

Product selection and product development is a very complex

set of problems and procedures - technical, economical, finan-

cial and legal.

It has been found in many countries that small-scale industrial

firms can manage these problems themselves up to a certain

level, but above this level they need assistance from outside

institutions.

It is obvious that with the great increase in volume of produc-

tion needed during the planning period it is only one choice:

to assign the responsibility for product selection and develop-

ment to one institution working in very close co-operation with
" different branches of industry.

Other examples have been discussed in other chapters, such as
export marketing and export promotion, specific services like
bookkeeping and accounting, and specific technical processes,
lixe heat-treating and electroplating, where specialization of

functions can make it possible to improve the productivity of
labour within individual firms.
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) INDUSTRIAL DEVELOPMENT CENTRE OF ICELAND (IDCI)

4.1 Identification of IDCI

One of the key institutions in the proposed industrial
infrastructure is a‘development centre with an organization,

a capacity and a status that makes it capable to take primary
responsibilities for important parts of the implementation of
the industrial development plan.

This institution, which tentatively has been called INDUSTRIAL
DEVELOPMENT CENTRE OF ICELAND (IDCI) can best be indentified
by the following description.

LY T TR Ty

process of further industrialization in accordance with the
lines established in the industrial development plan. Sofar
the development plan is dealing with the manufacturing industry
only but it seems advisable to extend it to include also the
building industry and the fish processing industry. The needs
of assistance are in many areas the same for all three inQust-
ries and a development centre may well be organized in such a
way that it could serve the whole Icelandic industry.

finances should be determined by the real needs - not the
foreseeable demand - during the planning period, which means
that the Centre should be capable to make studies and propose
actions in areas where the needs are common for a branch of
industry or for the whole industry.

4.1.3 _Capability. The capability should be adequate for the
formulation of plans and programmes for various kinds of
projects, for the administration of project work, for project
management, for appraisal of projects, and for an effective

follow up and feed-back, but not necessarily for the execution

of project investigations. See also 4.1.4.
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categorized as follows:

1 Firm-oriented - all kinds of advisory services and assist-
" ance in implementation of project, pro-
cesses and programmes.

2 Industry-oriented - product selection and product develop-
ment, marketing services and export pro-
motion, standardization services, and in-
formation activities.

3 Programme-oriented - product-oriented research, all kinds
of further training, and standardization.

4 Project-oriented - product development, market research,
some types of advisory services, and
feasibility studies. |

There are, of course, no clear boundaries between the four
categories. A great deal of the activities in category 1 and

2 can be classified as project development.

Project development may be thought of as a constantly gréwing
and changing set of concepts, as a process of developing a
project idea into an organized set of blue-prints, charts,
diagrammes and other information necessary for the fulfilment
of the project objectives., The process of developing a project
passes through various stages during which the concepts are

developed and examined and certain decisions are made.

Projects are being developed within a certain institutional
machinery which pre-determines the range of possible economic
agents interested in the project. The scope and depth of in-
formation needed for decisions at various stages of project
development will, of course, depend on the type of the project,
the economic consequences and the parties involved.

An essential part of the work-load at the IDCT has to be carried
out by project groups where the project manager normally is
selected among the staff of IDCIwhile the acting members of

the project group may be selected from other institutions.




e e

App. 5.2.9

within IDCI shall cover the following areas: (the index
figures refer to the list of activities in App. 5.1 pages
5.1, 12-13)

1.3 Selection and development of industrial products
1.4 Marketing research, sales forecasting, initial market
selection and export promotion.

The primary responsibilities for IDCI in these areas can be
specified as follows:

Product development: the formulation of utility objectives,
adaptation of prototypes to actual pro-
duction, the testing of product perform-
ance and market acceptability, the testing
of materials and component parts, the
final product design, package design, and
necessary feasibility and investment stud-
ies.

Marketing and marketing research: evaluation of export poteh-
tials and product potential analysis’,
selection of export markets for selected
products, market analysis, overall sales
forecasting, and outlining of export
marketing programmes.

Servicing activities

2.1 Advisory services on technical, economical, managerial,
and marketing matters.

2.2 Assistance in implementation of projects, processes, and
programmes.

In these areas of industrial engineering and managerial econom-
ics IDCI is working in an advisory capacity only. IDCI could,
however, also be given the responsibility for initiating studies
of productivity improvement in industrial firms, e.g. produc-
tivity studies of a branch of industry, studies in connection
with the establishment of an industrial centre, or studies in
connection with large state financial support.
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4.1 Product-oriented research and experiments.
Product-oriented research and experiments of all kinds demanded
by industrial firms in product and process development and in
connection with improvement of existing products and processes
shall be the primary responsibility of the IDCI.

4.2 Further training of all categories of industrial personnel.

4.3 Further training of specialists for infrastructural insti-
tutions.

IDCI shall be responsible for the long-term planning of further
training of management personnel, specialists, supervisors, and
foremen in industrial firms and in firms connected with the
infrastructure, the preparation of plans and programmes, the
administration of training courses, conferences, and seminars,
and, to a certain extent, also for the execution of courses,
conferences and seminars.

IDCI shall also be given the responsibility for the long-term
planning and the preparation of plans and programmes for further
training of operators in industrial firms and service institu-
tions.

) Standardization of component parts, quality characterist-
ics, material characteristics, and procedures. .
IDCI shall be responsible for the further development of stand-
ardization in all branches of industry, for the preparation,
renewal, and distribution of standards, for international con=-
tacts, and for all advisory services in connection with stand-
ardization.

4.5 Information activities: conferences and seminars, indust-
rial statistics, industrial inquieries, libraries.

IDCI shall be responsible for an efficient information to all
firms in industry and the industrial infrastructure in all
matters connected with industry and trade, establishment and
management of a central library for industrial books, journals
and films, and for an efficient utilization of audo visual aids.
IDCI should also be selected as the institution responsible for
efficient contacts with international institutions in the fields
related to industry and industrial development.

As an additional task the IDCI could be given the responsibility
for the annual follow up of the fulfilment of the industrial
development programme and for the annual revision of plans

and programmes.
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4.1.6 _Organization. The organization of IDCI is suggested to

L X TN XN - DN ey St ey

be based on the following three principles:

1 Management by objectives, which once has been defined as
"democratic leadership which makes it possible to substi-
tute for control from outside the more stricter, more

exacting and more effective control from inside" (Drucker).

2 Group responsibility, which means management by the right
of knowledge rather than by the right of position and group
decisions instead of decisions by individuals.

3 Project-oriented activities and team work. As much work as

possible performed in working groups specially established
for each project.

4.1.7_Status. The Centre is considered to be an instrument for
the Industry to improve the competitive power of individual
firms and for the State to secure full employment. If the Indu-
stry and the State can agree on this objective it seems advise-
able to organize the Centre as an independent body outside the
bureaucratic machinery of the State. Only in doing so will it
be posesible to fully utilize the scarce resources of high-skilled
specialists, research facilities, and capital, and achieve the
flexibility needed for this kind of work. .
The long-term responsibilities for the Centre should be esta-
blished in the governing law and short-term responsibilities

in annual programmes and project work programmes.

The financing of the Centre can be shared by the Industry, the
State and the users of the Centre’s services.

The continous follow up and control could be carried out during
regular meetings by the Board, through monthly reports, through
appraisal of project reports, and through an annual report com-
paring the annual programme with attained results.

of the Centre is determined by the following factors:

1 The urgent beed of assistance of all kind to industry
during 1973-74,
2 Three UNIDO-experts will be attached to the Industrial

Development Iqstitute during the period 1 March-1 November
1973 to assisf?%he completion of the industrial develop-
ment plan and in the first steps of implementation.
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Some governing laws may have to be changed.

&

A smooth process of amalgamation of existing institutions
simplifies the staffing of the Centre.

The establishment of the Centre is suggested to be carried out
in three steps.

Step 1: Extension of the capacity of the Industrial Development
Institute. The extension involves the establishment of
four groups to which will be assigned the responsibility
for: Advisory Services, Product Development, Industrial
Inquireies, Information and Industrial Contacts, and
Office Services. The organization is visualized in Fig.
5.2.3,

Step 2: Co-ordination of the activities within the Building
Research Institute, the Industrial Research Institute,
the Industrial Development Institute, the Export Board,
and the current activities in training of industrial
managers and supervisors.

The co-ordination involves the employment of a full-
time specialist acting as chairman in the Executive
Team as well as in an Interim Board. The Interim Beoard
could consist of the Chairman and five members, one
representative for each of the involved institutions.
The organization is visualized in Fig. 5.2.u.

Step 3: Amalgamation of the five institutions into an INDUSTRIAL
DEVELOPMENT CENTRE.

The amalgamation involves the employment of a full-time
general manager and the establishment of a Board and
five Divisions. The organization is visualized in Fig.
5.2.5,

The following tentative time schedule for the establishment

seems to be realistic:

Step 1: 1 March 1972
Step 2: 1 July 1972
Step 3: 1 January 1973.

A Committee established by the Minister of Industry in May 1972
has been working on the co-ordination of the activities within
the institutions mentioned above and the Final Report will be
presented in the middle of December.
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8.2 Wo: rOgY for 1973

The work programme for 1973 include the following projects:

1 Projects that can be initiated after 1 &crch 1973

Project No. 1:

2 Projects

Continue the studies of industrial
application of perlite, pumice and other
volcanic materials.

: Continue the studies of design, pro-

duction, ownership and use of fish-boxes.
Prepare plans and programmes for the Advis-
ory Section and simultaneously initiate and
carry through studies of productivity im-
provement in some industries.

: Prepare plans and programmes for the Project

Development Section and simultaneously initiate
the process of product development within
selected industries.

Pf'epare plans and programmes for the Section
for Industrial Inquiries, Library and Indu-
strial Contacts.

: Study all problems connected with the establish-

ment of the first Industrial Centre.

Project No. 7:
8:

10.

that can be initiated after 1 July 1973

Feasibility study of electrosmelting of ilmenite.
Prepare plans and programmes for an effective
co-ordination of product development, marketing
research and export promotion, and simultaneously
initiate and intensify marketing research and
export promotion.

9: Appraise, revise, modify, and complete the

Long-term Industrial Development Plan and the
Tentative Programme of Action for 1973-74,
Prepare a Tentative Programme of Action for 197§.
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4.3 Staff requirements in the Industrial Development Institute
and the Export Board for 1973.

In connection with the establishment of IDCI it is necessary
to increase substantially the staff capacity, to begin with

in the Industrial Development Institute (IDI) and the Export
Board. (EB).

From 1 March 1973 three UNIDO experts will be attached to the
IDI, which means that qualified Icelandic counterparts should
be employed from the same date.

An efficient start of the implementation of the Industrial
Development Plan calls for the following staff capacity within
IDI for 1973,

Activities Total New Salary Date of
emp~- grade employment
loyees

1 General Management 1 -

Advisory Services hi) 1 27 1.3.1973

1 25 1.3.1973

1 25 1.7.1973

3 Product Development 32) 4 27 1.3.1973
1 25 1.7.1973

4 Standardization Services 2 1 25 1.3.1973
1 21 1.7.1973

5 Industrial Inquiries 1 1 25 1.3,1973

6 Industrial Contacts 1 1 24 1.7.1973

? Library 2 -

8 Office Services: 6

typewriting and printing 1 13 1.3.1973
2 10 1.7.1973
Total 21 12

1) Include 7 UNIDO experts
2) Includes one UNIDO experts

The capability needed for specialists in various fields can
be illustrated by the following quotations form the Job Des-
criptions for the UNIDO experts:
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Industrial Engineer - Product Development
DUTIES

The expert, as a member of a team of experts under the leader-
ship of a Senior Industrial Economist, will be expected to:

1, assist in the identification and formulation of objectives
and goals for the Section of Product Development. This
Section will offer the services to Icelandic industrial
firms in the field of product development, and product
design, feasibility studies, project evaluation, and
the establishment of materials and quality specifica-
tions, production processes, quality control require-
ments and other sctivities in connection with the in-
troduction of new industrial products;

2. Dbe responsible for the formulation of work procedures in
the Section, the adaptation of product development
techniques to Icelandic conditions, and the preparation
of materials to be used in the process of information
to and training of industrial personnel;-

3. participate in the programming of and carrying out of
advisory services within industrial firms;

4. be responsible for the training of staff personnel in the
Section; “

5. assist in the preparation of programmes for and the realiza-
tion of training courses in the field of product develop-
ment for industrial personnel;

6. advise on any other matter of industrial development with-
in his field of expertise which could be useful to the
work of the Institute in the process of Industrial
Services.,

QUALIFICATIONS

Industrial Engineer with high level knowledge and practical
experience of all aspects of industrial engineering in all
stages of development and implementation, particularly, in
the field of product development, product adaptation to manu-
facturing requirements, and the process of introducing new
products in manufacturing and marketing.

Experience of training industrial personnel is an advantage.
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Industrial Engineer - Industrial Engineering Services
DUTIES

The expert, as a member of a team of experts under the leader-
ship of a Senior Industrial Economist, will be expected to:

1. assist in the identification and formulation of objectives
and goals for the Section of Industrial Engineering
Services. This Section will offer the services to Ice-
landic industrial firms in the field of industrial engi-
neering especially, production planning and control,
purchasing, materials control and storing of materials,
layout engineering, materials handling, maintenance and
repair, and quality planning and control;

2. be responsible for the formulation of work procedures in
Section, the adaptation of industrial engineering
techniques to Icelandic conditions, and the preparation
of materials to be used in the process of information
to and training of industrial personnel;

3. participate in the programming of and carrying out of
advisory services within industrial firms;

4. be responsible for the training of staff personnel in the
section;

§. assist in the preparation of programmes for and the
realization of training courses in that part of indu-
strial engineering which cover the area of production;

6. advise on any other matter of industrial development with-
in his field of expertise which could be useful to the
work of the Institute in the process of Industrial Ser-
vices.

QUALIFICATIONS

Industrial Engineer with high level practical experience and
knowledge of all aspects of industrial engineering in all
stages of development and implementation particularly in the
field of production in mediumsized and small enterprises in
various industries.

Experience of training industrial personnel is an advantage.

000000000
Corresponding requirements are valid for the Icelandic specia-

liste to be employed. Ways and means have to be found to make
it possible to attract qualified applicants.
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The requirements of new staff members at the Export Board are:

1 Marketing Research and Export Promotion 1 27 1.7.1973
1 25 1.7.1973
2 Trade Information 1 27 1.7.1973

If it will be possible to establish the co-ordination of de-
velopment institutions along the lines suggested in Fig. 5.2.4
a full-time chairman of the Interim Board will be required
from 1 July 1973.

4.4 Capital requirements for IDCI during 1973

The preparation of the budget for 1973 has to be based on the
following premisses:

1 To reach the targets stated in the industrial development
plan requires a substantial input of manpower and money
during 1973, 1974 and 1975.

2 The areas of greatest importance to be covered by IDCI
during this period are further training of managers and
supervisors in industrial firms and specialists in ser-
vice institutions, product selection and product develop-
ment, market research, marketing services, export pro-
motion, and productivity improvement in individual firms.

3 The main part of these services have to be offered free
of costs for the firms involved.

The approved budgets for 1973 for the institutions included in
the IDCI are as follows: (1,000 krona).

State Additional Sub- Estimated Total

Funds Funds Total Revenues
IDI 9,856 - 9,856 500 10,356
IRI 13,559 9,100 22,853 2,000 24,659
BRI 15,850 5,500 21,350 5,000 26,350
EB 5,500 2,000 7,500 -——— 7,500
Further Training 2,953 --- 2,953 1,1%0 4,103

TOTAL 47,718 16,600 64,318 8,650 72,968
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The requirements of new staff members at the Export Board are:

1 Marketing Research and Export Promotion 1 27 1.7.1973
1 25 1.7.1973
2 Trade Information 1 27 1.7.1973

If it will be possible to establish the co-ordination of de-
velopment institutions along the lines suggested in Fig. 5.2.4
a full-time chairman of the Interim Board will be required
from 1 July 1973.

4.4 Capital requirements for IDCI during 1973

The preparation of the budget for 1973 has to be based on the
following premisses:

1 To reach the targets stated in the industrial development
plan requires a substantial input of manpower and money
during 1973, 1974 and 1975.

2 The areas of greatest importance to be covered by IDCI
during this period are further training of managers and
supervisors in industrial firms and specialists in ser-
vice institutions, product selection and product develop-
ment, market research, marketing services, export pro-
motion, and productivity improvement in individual firms.

3 The main part of these services have to be offered free
of costs for the firms involved.

The approved budgets for 1973 for the institutions included in
the IDCI are as follows: (1,000 krona).

State Additional Sub- Estimated Total

Funds Funds Total Revenues
IDI 9,856 .- 9,856 500 10,356
IR1 13,559 9,100 22,659 2,000 24,659
BRI 15,850 5,500 21,350 5,000 26,350
EB 5,500 2,000 7,500 -——— 7,500
Further Training 2,953 - 2,953 1,150 4,103

TOTAL 47,718 16,600 64,318 8,650 72,968
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The additional costs for the implementation of the Development
Plan during 1973 have been roughly estimated as follows:

Salaries for additional personnel (based on
the table on page 5.2.17)

Special Projects:
Study of industrial application of
perlite, pumice and other volcanic
materials 1,830

Study of design, standardization,
ownership and production of fish-
boxes 2,000

Locate, design, and prepare all do-
cuments needed for the establishment
of the first Industrial Centre 2,000

Three standardization projects: in
metal industry, shipbuilding industry

and construction 1,500
Feasibility study of electro-smelting 1)
of ilmenite 9,000

Study of two more large-scale indust-
rial projects given high priority 2,000

Additional expenses (travelling costs,
books and films, and extra office ex-
penses

Subtotal

Salaries for additional personnel (based on
the table on page 5.2.20)

Additional funds for Marketing Research, Export
Promotion and participation in Trade Fairs

Additional expenses
Subtotal

Additional funds for product-oriented research
(the difference between requested and approved
budget for 1973)

Part of the costs for this study (around 7,000 mill
be financed through UNDP/UNIDO as part of Iceland’s
programme.

1,000 kronur

4,500

18,330

—22000

24,830 kronur

9580

3,000

—3a000
$,000 kronur

kronur) may
five year
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1,000 kronyr
Building Research_ Institute
Additional funds for product-oriented research
(the difference between requested and approved
budget for 1973) 2,000 kronur

g Further training of industrial personnel

Additional funds (for training courses and seminars,
visual aids and preparation of text books) 22000 kronur

Tota) Funds 39,000 kponur

CONCLUDING REMARKS

1 The long-term industrial development plan has been built
up around two basic principles:

- specialization of functions and
- specialization of manufacturing

2 This type of specialization will make it possible to fully
utilize the limited resources: managerial capability,
specialist knowledge, and money for the achievement of
stated targets.

3 Along with specialization of functions follows assignment
of responsibilities to various institutions for certain

. activities in the industrial infrastructure.

% One of the key institutions is the proposed Industrial
Development Centre, built up around the Industrial Develop-
ment Institute, the Export Board, the Industrial Research
Institute, and the Building Research Institute.
Branch-organized Institutions and specialized firms for
export of industrial goods is another group of organizations
which will play an important role in the future development
of export oriented industries. As these instituons and
firms also will be assigned the responsibility for marketing
research and export promotion it seems advisable to include
the Export Board in the group of organizations forming the
Industrial Development Centre.
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The most critical years of the planning period are 1978,

1974 and 1975, the years when the competition from industrial

firms in foreign countries has not yet come to a real start.

The areas of greatest importance to be covered by the IDCI

during this period are:

- further training of managers and supervisors in industrial
" firms and specialists in service institutions;

= product selection and product development;

= marketing research and export promotion on a higher level;

- productivity improvement within industrial firms.

It is no doubt that investments in these activities during

this period will give substantial rewards. An additional

investment in IDCI of 38 mill. krona during 1973 is thus

a good investment and, furthermore, an essential investment

for the achievement of aims and targets stated in the develop-

ment plan.

|
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JERURTRIAL CENTRES
1 THR CONCEPT OF INDUSTRIAL CENTRE
1.1 Indvptriel Estates_and_Industrisl_ Perks

Induetrial Cesntres ae they will de described here have
been developed from what in the United Kingdom ie called
"Industrial Eetates" and in U.S.A. "Industrial Parke".
Industrial Estates, which have been in use in the U.K.
for more than thirty years, has once been defined as
followe:
"An industrial estate is an area of land eelected
and planned by, as well as being under the control
of, a development agsncy whose taek is to ‘construct,
or allow to be constructed, industrial buildings and

to provide those services considered nscessary or worth
while for the development of the estate".

"The estate can be of virtually any size. The develop-
aent organiszation can be public or private. The factor-
iee cah bde uholli planned and built in advance; they
oan be partly built in advance; or they can be buit
Oon request according to the specificatione of the
eventual users. They can be lesaeed or sold at an
economic or uneconomic rent or price. The services
can be of a wide variety, from the basic infrastruc-
ture of roads, eewers, 11¢ht1n y Sae, eleotricity,
etc. to sstate cantesns, training schoole, etc.
estate can be run at a loss, at a profit, or with the
aim of only recovering costs."

(Quotation from "Regional Policy in EFTA - Industrial
Cetates”, Geneva, March 1970).

An induetrial area is modification of the industrial estate.
The industrial area is a tract of land developed for the use
of a group of industrial snterprises according to a compre-
hensive plan. An enterprise which is allotted a plot in the
area is reeponsible for constructing ite own factory building.
Providing a developed plot is in itself a service to an
industrialist but it may not prove adequats to stimulate

the growth of indigenous snterprises. Small induetrialiets

in particular would need ready-made factory buildinge and
other supporting services; it may, therefors, prove necessar,
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to adopt the policy of building factories to meet demand.

Various types of industrial estates have been established
in industrially sdvanced and developing countries and sincs
the estate suited to a particular area would depend on the
special local needs and circumstances, it is not possible
to lay down uniform criteria for them.

Industrial estates may be sponsored by co-operatives or
associations of industrialists, chambers of commerce or
local bodies such as municipalities or corporations. The
Government may wish to encourage nongoverment agencies to
undertake such ventures by giving theam financial support
or by providing technical services on the estates. Even
whsn the estates are started by the Government, adequate
inducement could be offered to the occupants to take over
responsibility for them in due course. Factories nny be
offered on hire-purchase tarms or for outright Ill. to the
tenants, and those who rent factories may be encouraged to
take them over en a hire-purchase basis when they are adle
to afford it.

The factory accommodation provided on industrial estates
may be either general purpose or custom-built. The general
purpose or standard type of factory can meet satisfactorily
the requirements of the majority of tenants. The special
advantage of estates with the standard type of factéries

is that standardisation leads to certain economies in con-
struction.

The most common estates are those which provide factory
accommodation to all industries, subject to the usual re-
strictions on "obnoxious" industries or on very heavy con-
sumers of power, water etc.

Specialized industrial estates include: "single-trade
estates", which provide accommodations exclusively for

units in the same industry group; "functional estates”,

in which the functions of the of the industry are subdivided
among & number of small units; "nursery estates”, which

are devised to offer more space to small units as they grow;
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' SIED AND OTRUCTORE.

a) The total number of firas in the metalvorking sector is 269
0f which 16 are shipyards. The majority of these firms are
small and engaged in jodbbing shop service activities 1.e.
ehip repatr, Sarage work, machine servicing and maintenamce
etc. Ouly a fev produce salable items for the home sarket.

b) The total number of man years employed by this industry in
1968 was 1730. This number has imcreased substantialy howe
ever, as a result of increasing job appertunities created

‘ by growing demand in recent years.

c) The total output of this sector as measured by gross value
added per man year is low eg. 368.000 kr, in 1908.

d) If one disoounts shipyards, ship repair, saintenamce and
service workshops only some 300 to 400 man years are currently
employed in the production of marketable metal products.
These include: ventilation channels, radiators, lamp poste,
hydrautic winches, steel doors, nails, fishing gear, electeic
reels, stoves, freesing plant equipment, prefabricated
etructureal stesl aand structures, hose and Pipe, tittings

and nossles.
e¢) To-date there have been no significant exporte frea this
. sector, except in a few isolated instances oa a trail basis.

8. CONPETATIVE POSITION.

8) FRICE - The prices of locally preduced setal products bave
achieved varying degrees of competative power ocompered to
imported equivelante. As a general rule prices are competa-
tive in the home market but profitability 1e low due to high
cost ravw materials, high labour costs, lov productivity
and jobbing shop procitices which ignore speecialimation cost
control and planaing.

b) QUALITY - The quality of indevidual étems ie bhigh bdut the
lack of strict adberance to standarde, tbe mpw oxistence of

1) To be revised and rewritten for the final edition.
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"ancillary sstates”, for small units working as subcon-
tractors to large industry; "free-sone estates” for small-
scale export industries; and "flattsd factories” or ‘multi-
storeyed factories for small units located in urban areas
whers land suitable for industrial use is scarce.

Ipdustrial Centres

Industrial Centres of a kind suggested to be introduced in
Iceland differ from Industrial Estates and Industrial Parks
in two ways:

1 8ise of the estadlishment
2 Servicss to be offsred to the firms involved

1:2.1 8ise. In the U.K., where the industrial estates
system primarily has been used as a means for securing
industrial modbility and is considered to have been an ex-
tremely useful means of securing regional development obdjec-
tivss, an industrial estate employing about 5.000 people is
considered a rational unit.

For the community. benefits arise from lower infrastructure
costs, greater prospects of conserving amenity, and greater
prospects of attaining 12gional and urban policies which
rely on industrial mobility. The benefits to the community
are probably greater with the larger estatss.

For industry, the benefits arise first out of the external
economies present in any industrial concsntration; secondly,

-fyom the easy access to a variety of factory forms and sises;

and, thirdly, from the assistance offered by the develop-
ment agency in organizing facilitiss to improve their long-
tera growth prospects.

In Norway, where the system of industrial centres (called
"{industrivekstanlegg") vas introduced in 1968 it is assumed
that as a rule many of the advantages of an industrial
centre - e.g. the industrial and social environment, savings
by provision of common facilities and services, etc. - can
be odbtainsd in centrss imploying 1,000 - 2,000 people.
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T™his year it has been decided to establish two of thess
six centres employing 300 people each.

1:2:.2 Services. A special feature in the industrial centre
as diltin;uinhod'froa the industrial estate is that in
addition to the normal communal services and financial
support offersd in the estate an industrial centre offers
industrial services in management, marketing, and general
rationalization by a group of specialists attached to the
centre. The capacity and capability of these services are
dstermined by the size of the centre and the demand from
the firms involved.

T ENTR (4]
RUCTURE

As components in the industrial infrastructure industrial

centres serve the following purposes:

- to provide industrial buildings of various sises and
design, including communal services of all kinds, on
moderate conditionl;

- to initiate and make it convenient for the firms in-
volvel to co-operate: in production (sudb-contracting,
maintenance, levelling of variations in work load,
specific operations or processes), in purchasing,
transportation, marksting, and advertising and pudbli-
city;

- direct support to managers in specific areas of manage-
ment, e.g. personal advices in managerial prcblems,
continous training in business management, support in
recruitment problems, assistance in long-term plann-
ing and advice in financial problems;

- to provide advisory services in all aspects of indu-
strial engineering and economics. (see also point 3
below)

- to provide common services to all firms involved, such
as:

recruitment of personnel
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training oi personnsl
procurement of all kinds
' transportation services

advertising and publicity
marketing services

and such common facilities as
display rooms
storing facilities
copying and printing facilities
telephone services
nursing
canteen
guarding and fire proection facilities

I N OF AN IND c

The industrial centres can be governed and financed by

a Government institution or by a community.

The responsibility for the direct management of a centse
should be given to a parson with the capacity and caba-
bility to manage along the lines described above.

For the advisory services he ghall have to his disposal a
small group of four or five: one engineer or technician,

one economist, one draughtsman and one typist. In larger
centres it might be feasible to add to the group an auditor.
This advisory group shall work in very close contact with
the Industrial Development Centre (IDC), be strongly supp-
orted and to a certain extent governed by IDC (procedures
and methods of investigations and implementation, appraisal
of proposals in complicated cases before implementation

and continous follow up of advisory activities and results).
The advisory group shall also be the local information
centre for IDC acting as a connecting link between IDC

and the industrial firms in the area, especially in quest-
ions connected with export marketing, product development,
and training of industrial personnel. |




Appn 5030' :

The main part of the advisory services shall be offered
free °f costs, at least during the first 3-4 ycarq‘éf the
planning period. '

INVESTMENT COSTS

The costs for investment in physical facilities (site and
site yreparation, connecting roads, common services as
power, water, heating, ¥entilation, drainage etc., but
excluding production mactinery) is determined by site
location and conditic», size and voluae of buildings, and
the type of manufacturing the buildings are deszigned for.
The Norwegian authorities estimates these investment costs
at 15,000-20,000 Norwegian crowns pa2r employee, which ..eans
190,000-260,000 Icelandic kronur. '

In Finland, where the lack of capital has been the main
bottlcneck .n the process of in-ustr. alization, new work
pYaces wit,'n the manufucturing industiy have been esta-
bl shed using between 3,000 and 6,700 US$, which means

26! ,000-531,000 Icelandic kronur. (These figures incluhc,
how 'ver, production machinery).

In 1he coust estimates irom a Swedish industrial centre the
inve~tment costs per employec are 33,000 Swkr or about
600,000 “celundic ronur. it should be noted, however, that
t* » floor area per worker is 100 zquare metre, which is
very high. The average in English esta-es is three workers
per 00 squarc meire, ac « ~ompariso~. The description of
¢ standard building in a btv2dish industrial centre and

c. 3t estimates are ittached to this Appendix.

LOCATION C. INDUSTRIAL CENTRES IN ICELAND

The Industrial Centres are supposed to be local centres
of yreat impertence in the process of industrialization

during tn¢ pianning verlod 4d for that reason it is ad-
visable to c.refully study all factors i-~fluencing the
location of a centre.
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Such factors are from the point of view of industry, an

appropriate site for an industrial estate must offén an

adequate supply of water and electricity as well as space

for possible future expansion; satisfactory communications

are also essential. While these factors are necessary,

they are not sufficient in themselves. It is also import-

ant that a general environment in which industry can thrive

and grow already exists or can be provided.

The starting point for an evaluation of the suitability of

a given area as a site for an industrial estate should be

an analysis of the current population within a relatively

large area, and of the migration trends.

It is a common argument against establishing industry in

rural areas that transport costs will be too high if the

new location is distant from main markets. This seems to

be true in respect of products with a low value added. A

Swedish investigation concludes that about one-third of

Swedish industrial firms, and about half of the people

employed in industry, operate in sectors where location

has an insignificant effact on transport costs.

A Norwagian study of the importance of transport costs

for location in industry in rural areas concluded:

(a) that transport costs mean little for firms producing
commodities with a relatively high value added per ton;

(b) that these firms can expect compensation for the higher
transport costs in the form of lower wages;

(e) <that typical growth industries are best suited for
establishment in rural areas; and

(d) <that the industrial branches which seem to satisfy
these requirements best are machine industry, elec-
tronics industry, parts of the metal products industry
and textile industry.

An adequate supply of labour of different types is essential
in industrial development. Favourable conditions for future
settlement are often a major consideration in a firm’s
location decision.
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The possibility of satisfying the demand for labour will
depend on the local labour market situation as well.as

on the attractiveness of the area to potential settlers.
Education and health facilities, and good opportunities

for recreational activities, are of great significance

in this context. There is reason to assume that a well-
developed and diversified social environment will be a
factor of increasing importance in deciding the settle-
ment structure of the country.

As a consequence, industry is likely to move, in the first
place, towards areas with sufficient population to provide
the establishment and development of a diverse and expand-
ing social structure. The existance of secondary schools
would appear to be of particular importance. It appears
that the best policy is to attract industry towards areas
where there are prospects of a positive and mutually favour-
able relationship between industry and environment.
Experience shows that industrial expansion takes place, for
the most part, within existing firms. Irrespective of
whether the expansion is in a geographically distant branch
factory or whether the whole plant moves into new premises,
key personnel, notably technical personnel, will normally
have to be transferred. The low mobility of this category
of worker is an important factor in firms “location decis-
ions. It seems that personnel of this kind are very parti-
cular about the anvirsinent to which they are to move.
Fortunately there are examples of firms which have pro-
fitably been established in areas where all these condi-
tions were not met. The same thing is likely to happen

in the future, and such developments often have considera-
ble importance for the area concerned. It will certainly
be necessary to continue to support single factories which
offer the chance of providing new and lasting employment

in the development districts.
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EXPORT MARKETING AND EXPORT PROMOTION

1 CHANGED EXPORT PATTERN LEADING TO NEW DEMAND ON
EXPORT MARKETING.

As stated in the UNCTAD Work Programme of March 1972, the
competitive power is considerably lower in Icelandic indu-
strial firms than in firms of corresponding industries in
neighbouring countries. The main reasons for this are:

(a) The manufacturing industries in Iceland have, for a
long time, been highly protected by tariffs. Due to
lack of stiff, foreign competition, the domestic sales
have been good and profitable.

(b) The production is, in many firms, split up on too many
products.

(¢) The previous lack of an overall industrial policy.

The lack of foreign competition on the domestic market ln&
the lack of specialisation have resulted in a low producti-
vity and low competitive power. Furthermore, there is a
shortage of marketing and sales personnel of all categories
in Icelandic manufacturing industries for export marketing
efforts.

During the last few years efforts have been made to diversify
industry production of manufactured goods and develop export
oriented industries.

In the periocd 1963 - 1987 the average share of figh and fish
products was about 908 of total exports, accounting for more
than 1/3 of the GNP. The percentage share of manufactured
products in the export pattern (including aluminium and
diatomite) increased from 2,2% of total exports in 1968 to
3,48 in 1968 and 18,48 in 1970.
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Fish and processed fish products still account for the
major part of commodity export. An increased diversifica-
tion in exports of manufactured goods seems to be necessary
for Iceland, if the high living standard and full employment
is to be maintained.

The changing pattern in the export from fish and primary
manufacturing towards secondary manufacturing leeds to
drastic changes in the requirements on export marketing.

Iceland has made agrcements with EFTA and EEC. These
agreements will result in less tariff protection for Ice-
landic manufacturing industries, a stiffening of the com-
petition on the domestic market and 1oss of domestic sales.
Companies can compensate for.this loss in domestic sales

by building up exports.

In all countries of the westerh world there are export
promotion organisations, playing a more and more important
rele in development of exports. An effective export pro-
motion organisation in Iceland would assist in giving
equal opportunities for Icelandic manufacturers within

EEC and EFTA. There is therefore a need for an efficient
scrvice institution in Iceland stimulating exports and
giving services in the following fields:

- product development,

- product and package design,
-  product potential analysis,
- market research,

- market analysis,

- export planning,

- product introduction,

-  export promotion.
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2 S ON EXPOR R -
AMD_PROCESSORS.

A study of export potentials has been carried out by the
UNCTAD experts and their Icelandic counterparts, based on
current exports, available raw material and efforts to
ascertain salable products feasible to produce in Iceland.

Most of the manufacturing companies in Iceland are intcf-
ested in exports and are willing to adapt their products
for exports. The financing of daily operations is, however,
a most serious problem for the interviewed firme.

To attain an export success, the management of the export-
ing companies must be fully aware of the following demands
on export marketing:

2.1. Objectives

Definite, realistic long-range and short-term objectives
must be established for sales, export, profit, investment,
growth and expansion.-

. Policies d Pro e

Basic operating policies must comply with company objectives.
A company programme for achievenment of the objectives must
be put in writing.

2.3, Organisation

The following needs must be known:
- the kind of organisation needs to accomplish
objectives,
- the kind of marketing personnel needed,
- methods of exacution for the marketing programme,
- the marketing policies to be followed.
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2.4. Products and Prices

Product and service objectives and policies must be
defined. Quality, design and price of the export pro-
ducts must be in line with the basic company objectives
and policies and with the competitive situation.

Necessary steps must be taken to secure correct export
pricing and documentation and utilisation of suitable
credit facilities.

2.5. Product Development and Product Design

The importance of product development and product design
for competitive export marketing cannot be overstated.
International competition to produce the right product

for a given market requires careful attention.

Product design is an integral part of successful market-
ing, which must be organised and programmed systematically.

The product design and product development activity can-
not exist in isolation from marketing or manufacture.
Those concerned with product design must know the needs
of the market, while those concerned with manufacturing
techniques must concentrate upon problems of manufactur-
ing efficiency.

It should be strassed that design must be directly
orientated towards the needs of the market, taking sales
and manufacturing policies into account.

2,6. Finance and Control

Profit standards for various levels of production must be
stipulated. Financial planning and control must be directed
to achieve stipulated profit standards. Budget Programmes
must be flexible and include capital expenditures.

In export business management must also deal with market
financing. It must provide and manage funds and credits ‘

‘related to the transactions involved in the flow of goods ‘

and services from the manufacturer to the consumer. Credit
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facilitates the movement of export products from the -
producer to the buyers abroad and with adequate finan-
cing facilities, exports may increase considerably.

2.1, Export Goals and Export Service

The "break even" point of sales volume must be known.
Discounts to trade channels must be adequate. Enquiries,
orders, and correspondance must be handled with expedience.
Price lists, catalogues and specifications must be up to
date and clear.

Finally marketing research must be utilised when planning
sales activities and product development.

3 THE_EXPORT BOARD_OF ICELANDIC INDUSTRIES

3.1, History - Present organisation

The Export Doard of Icelandic Industries was established

in July 1971, to promote export of Icelandic manufactured
goods. Founder members were Federation of Icelandic Indu-
stries, Federation of Icelandic Master Craftsmen, Federa-
tion of Icelandic Co-operative Societies and the Ministry
of Industry.

The new Export Board took over all services of the Export
Bureau of the Federation of Icclandic Industry, established

in 1968. The principal functions of the Export Board have so
far been to provide market information to potential exporters,
organise trade fairs participation and introduce new manu-
facturing companies in the export field.

The Export Board has, presently, neither the capacity, ex-
pertise nor organisation needed to carry out its functions

in an efficient way. Therefore, the need is felt for strength-
ening the functional capacity of the institution.
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3.2, Services required by the indugtry

The main information and assistance required from the
Export Board are the following:

- general market information,

- foreign trade regulations,

- export opportunities abroad,

= import regulations and inport duties on main markets,
« developments in foreign markets,

- marking and labelling requirements on main markets,
- shipping opportunities,

- distribution channels,

- sales leads,

- trade fairs and exhibitions,

- names of foreign trade magaszines.

3.2.2, Market_analysis

Direct assistance is required by exporters regarding the
study of export potentials, product selection and market
selection.

When evaluating a product’s export potential the exporter
needs advice from the Export Board regarding:

- quality,
- disign,
- ”ic‘ »

= technical characteristics,

- packaging,

= c¢olour,

- originality,

- prequired maintenance and service,
= patents and trade marks.

Those products that seem to offer the greatest potential
for present and future exports should be indentified.



App. §.4.7.

When a product has been considered to have export potential,
exporters will need assistance for a preliminary screening
of export markets, taking the following criteria into con-
sideration:
- exports previously done of selected products by
country of destination,

- irowth of imports of selected products by import-
ng countries,

- . economic, political and cultural links,
- GNP per capita and economic growth,

- market access (custom tariffs, import quotas,
sanitary and security regulations, technical
specifications),

- languages spoken,
=  transport time and cost by air and ship,
- climate.

Exporters will also need the following information:

- size of potential market,

- duties and taxes applicable,

- development of local industry,
- state of competitions,

- special regulations or specifications
concerning selected product.

$.2.3. Export Marketing Plans_-_Selection_of Marketing_

Icelandic exporters will need market reports, market

surveys and economic data from potential markets, as

well as assistance in planning export marketing pro-

grammes. Desk and field research will have to be con-
ducted on markets and products.

Assistance should be available on new product develop-
ment including the possibility of manufacturing under
license. The carrying out of market studies and outlining
marketing plans include information on insurance, shipping
and transport.
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When considering the most suitable type of marketing
organisation abroad the particular circumstances of the

business concerned have to be taken to account. Whether

to appoint agents or to set up sales offices, is a

matter to be decided after careful consideration, taking

the following factors into account:

the
the
the
the
its

product,

market,

competitive situation,
economy of the firm,
business activity.

Regardless of the marketing representatives which are

chosen, direct visits to the markets should be under-

taken by the marketing manager. He needs to get into
direct contact with the market and get information about
it in order to sell, in order to asses agents or sales

representatives, or to support them in their export
promotion efforts.

3.2.4. Contacting Companies_and_Authorities Abroad.

The correct use of foreign languages in export business

correspondence or when contacting authorities abroad,

is very important. It appears that potential Icelandic
exporters to a great extent will need assistance with

this from the Export Board.

It is to be assumed however, that the export training
courses planned to be arranged by the Export Board for
export business personnel will gradually make the
companies concerned self-supporting in this field.
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The possibilities of establishing contact and co-opération
with existing industry will be one of the factors thch
decides how many and which sites to select for industrial
centres. In the short run there might appear to be limited
interest in relocation on the part of industry.

However, it can be assumed that the reluctance of some
enterpreneurs to moving their plants, stems from a failure
to appreciate the advantages of an alternative location,

or perhaps even from exaggerated ideas of the problems in-
volved in relocating. It will probably be necessary to pro-
vide more effective guidance and inducements for the re-
location of industry.

Considering the tendency towards larger units of production
in modern industry in an attempt to secure economie of
scale and reduce costs, there would appear to be a limit

to how small an industrial centre cab be. Care must there-
fore be taken to select such industries as offer reasona-
ble prospects of being competitive. In some cases, it may
be possible to induce already existing industry in the
congested areas to relocate in new areas or, at least, to
establish plants there for production of components.

Areas to be investigated for furtur location of Industrial
Centres, besides Reykjavik and Akureyri, could be, as a
suggestion, Borgarnes, Bl¥nduds, Siglufjdrdur, Sauddrkrékur
and Selfoss, and a free-zone area in Reykjavik or Keflavik.

EXPERIENCES FROM NORWAY

As in the United Kingdom, the Industrial Estates Corpora-
tion is the formal owner of the site and buildings of an
industrial estate. The cost of developing the site, erect-
ing the buildings and of running the common facilities when
the estate is operating would also be the responsibility

of the Corporation. The capital cost of establishing indu-
stry employing some 1,000 workers and employees is ~aut
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3.3, Services to be Initiated by the Export Board.

3.3.1. Collection and Dissemination of Market_Information
It must be assumed that especially small and medium sized
firms lack all kinds of market information and knowledge
of export techniques and strategy, which should be given
by the Export Board. A Bulletin for Exporters will be
published regularily containing the following types of
information:

- announcements of commercial events,

- international news items with commercial
implications,

- information concerning Iceland ‘s trade promotion
facilities, : ~

- country-by-country commercial information of
interest to Icelandic exporters,

- information on EFTA, EEC and other trade blocs,

- any information affecting the competitive
situation of Icelandic exporters,

= trade inquiries,

- details of trade agreements with specific countries,
= announcements of new trade promotion schemes,

= new material received by the Export Board’s library.

3.3.2. Arranging Trade Missions_and_Incoming Buyers "Missions

The Export Board will also organise indirect and direct
trade missions abroad for Icelandic exporters.

The main purpose of any trade mission is to develop exports.
The purpose of an indirect trade mission is to compile in-
formation which will benefit an entire business community.
This is more of a survey mission, which returns information
concerning general market conditions and all sales or agency
opportunities. On a direct trade mission the exporters con-
cerned take part, the aim being to build up exports.
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The Export Board should also be prepared to arrange
incoming buyers‘missions to Iceland. In addition to
excellent demonstrational opportunities connected with
such visits, it must be assumed that the buyers concerned
will be positively influenced by the traditional Icelandic
hospitality.

3.3.3. Arranging_Trade Fairs_abroad
The Export Board should be in a position to undertake the
physical planning and the organising of participation in
relevant trade fairs and exhibitions abroad. It should con-
cern itself with the design and layout of the stands, the
supervision of their erection, the shipping of samples and
the production of publicity material. :

Trade fairs and exhibitions are numerous and vary greatly
in nature, size and importance. The Export Board should
stimulate collective participation by exporters at trade
fairs.

The Export Board should assist in arranging Department
Store Promotions abroad. Display material must be pro-
vided and other Store Promotion material must be sent
out in good time. In certain cases financial assistance
towards advertising should be considered.

The Export Board should be responsible for promotional

and display elements in store-promotions of Icelandic
goods and other similar events abroad. At home, it could
arrange Product Shows and other events stimulating exports.

3.3.5. Product Group_ Campaigns

Export Campaigns for selected product groups can take
place abroad in selected markets and for certain periods.

Suitable product groups should be indentified and pro-
motion programmes must be established.
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3.3.6. Product_and_Package Design

Good design is very important for export success. The
Export Board should therefore give consultancy services
and grants in the following fields:

-  product design,
- package design,
- training of designers.

The Export Board will provide general information and
consultancy service on design, including advice and
assistance to firms in assessing their design performance
and prescribing means of improving it. Possible design
objectives are:
- to adapt or invent. a product to meet new
competition,

- to adapt to an actual or potential change in
market taste,

- to exploit a new market,

- to simplify an existing product design so as to
reduce manufacturing expense,

- to take advantage of technological change.

3.3.7. Incentive Grants_and Award
The Export Board should be able to give incentive grants
for participation in trade fairs and exhibitions and

other promotional activities in co-operation with the
Exhibition Board. The Export Board should also be able

to give annual awards to exporters within different fields
showing the biggest proportional export increase.

Incentive grants should be available for a variety of
purposes, including:

- market investigations and export-stimulating

activities,

- marketing research and consultancy,

- overseas trade fair participation,

- individual or group advertising,

- product group,

- design projects including employment of
product and package designers,
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- engaging design consultants,

- training of design personnel,

- overseas study tours by designers,
~ tax reliefs etc.

3.3.8. Organising Export Semipars.

The Export Board should be able to organise training
courses in export sales and marketing activities abroad
Aims of the training:

- to provide the trainess with the fullest

possible instruction in the art and
techniques of export marketing,

- to develop the trainees ‘capacity to
communicate with people abroad,
- to prepare the trainee mentally for

conditions in which he will have to
work abroad,

- to give the trainee a detailed picture
of the Icelandic economy and of condi-
tions abroad relevant to exports,

- to develop the trainee’s knowledge of
one foreign language to the highest
possible level.

Training facilities should be available to provide
education and research to develop the skills of busi-
ness personnel who are in charge of managerial market-
ing and routine duties in export. ’

The research work should have two aims:

- to prepare material for education,
- to publish studies of international
markets for the use of exporters.
When necessary the Export Board should provide expert
assistance in the planning and implementation of pro-
grammes for export courses desired by various industry
and business organisations.
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Unit Marketing Service Unit
2 Trade Informatio : 4 Marketing Officers

Officers
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3.4, isation of the rt .

In order to carry out the tasks indicated in this report,

the following organisational structure of the Export ‘Board

i{s envisaged by 1974/7§:

BOARD
OF DIRECTORS

l
MANAGING DIRECTOR

For the period 1976-1978, an addition of 1 or 2 officers
will be needed and by 1980 it is expected that the staff

will consist of 14-16 people.

3.4.1. Trade_Information Unit - _Functions

The functions of the Trade Information Unig and its
officers will be the following:

a) Information on export markets e.g. On foreign trade
regulations, distribution methods and market trends.

Details should be available from all important markets
on customs duties, export documentation and regulations

governing import licensing, goods and drug standards

and labelling. A comprehensive and up-to-date informa-

tion register will have to be maintaned, with duty-
classification of all merchandise.

.
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Exporters should be provided with advice and guidance
on the most efficient methods of shipping goods to -any
European and overseas destination. Advice should be
given on the availability and costs of sea and air
freight containerisation, trans-shipment and warehous-
ing. Exporters should also be assisted in preparing
c.i.f. quotations.

Complaints on transport matters should be investigated
and close liaison with transport companies and port
authorities should be maintained. Negotiations with
shipping companies for competitive rates and improved
services should be undertaken regularly.

Making publicity abroad for Icelandic exports:

- preparation of information material for exports,

- handle press relations,

- editing of Information Bulletin and drafting
of Annual Reports,

- 1iason on Publicity Matters with other State
Bodies.
Information on export opportunities, trade vcgulatioﬂl,
distribution methods and market trends.

Maintaining an Export Library, containing different
kinds of literature on trade and markct information.

Clippings and photocopies of articles should be organised

in a systematic way.

The informative material should be improved continuously
by the acquistion of relevant publications, including
periodicals from export markets.

Service Unit - _Functions

The Market Research Unit will produce market reports,

market surveys and economic data for exporters, to

assist them in planning export marketing programmes.
Contacts should be established with leading international
reasearch institutes. Direct assistance will be given to
exporters regarding;
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- a) the study of export potential i.e. product potential
analysis,

b) product selection,

c¢) market selection,

d) market research and analysis
e) outlining marketing plans.

Other services to be rendered by this unit are:

- statistical analysis and forecasts,

- answering trade enquiries,

- . providing export marketing advice and design
export plans for exporters,

- servicing trade associations and co-operative
export groups,

- handling store promotions, trade fairs and
exhibitions abroad,

- designing and handling training programmes in
export,

- giving design advisory service,

- handling design seminars and exhibitions,

- handling export seminars and courses,

- designing grants schemes.

Administrative matters, including

- recruitment of personnel,

- annual reports (editing),

- budget control,

- insurance matters,

- export financing,

- incentive grants and awards.

3.4.4. Marketing Officers_Specialised_in_Product Groups

In 1974 the Market Research and Marketing Service Unit

of the Export Board will have four marketing officers, |
each of whom should specialise in selected export product
groups, 1i.e.




Officer No 1: woolen textiles,
knitwear,
skin and skin products,
leather goods,

Officer No 2: machinery and equipment for the
fishing fleet,
metal working industry,

Officer No 3: canned fish products,
- chocolates,

Officer No u: - furniture,
gift ware,
- miscellaneous,

The question whether or not the Export Board should
have Marketing Officers based on the main markets in
addition to those employed at headquarters, has been
thoroughly discussed with the Board of Directors.

It has been recommended that during the first few years
all marketing officers should be based in Iceland, with
travels abroad as required. This would imply better
possibilities of co-ordinating export promotion activities

with the limited funds available and also allow the Exgort
Board to pay top executive salaries to attract very qualified
marketing officers for the home office.

The cost of operation of the Export Board is covered by
annual allocations from the Treasury and by contributions
from founder members. In addition the Export Board of
Icelandic Industries is authorised to claim fees from
those parties that use its services. The Export Board of
Icelandic Industries is exempt from payment of public
taxes and rates to the 3tate Treasury and to the Municipal
Authorities.

The total budgets in 1971 and 1972 amounted to 6,8 mill.
Icelandic Kr. and 6,6 mill. Icelandic Kr. respectively,
of which 4,1 mill. was received as governmental support
in 1971 and % mill. in 1972.
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Icelandic exports of manufactured goods, excluding
aluminum and diatomite, amounted to Icel. Kr. 535 Mill,
(approx $6,2 mili.) in 1970 and Icel. Kr. 732 Mill,
(approx. $8,4 mill.) in 1971. The total budgets of the
Export Board of Icelandic Industries were approximately
1,38 of the above export value in 1970 and 0,9% in 1971,

In order to accomplish the tasks and execute the activities
outlined in this report, the following estimates of opera-
tional costs are considered to be realistic up to and
including 1976:

(in 1000 Icel. Kr.)
1973 1974 197§ 197¢

1. Participation in
trade fairs,
exhibitions, pub- : .
licity activities 5.600 7.000 7.500 8.000

2. Market Research,
Marketing Service
Product develop-
ment, Design

development, 4.000 4.800 5.800 6.000
3. Trade promotion !

general travel 1.200 1.400 1.900 2.000
4. Rents, rates,

office expenses, 3.600 4.500 4.700 5.250
$. Salaries and

allowances 5,600 7.300 7.600 8,750

20.000 25.000 27.500 30.000

The above budget suggestions call for the following
comments:

In order to promote, assist and develop exports in the
manner which the Export Board considers necessary or
degsirable, it is necessary to give emphasis on

- matters affecting or connected with development

of exports,

- improvement of industrial design in Iceland,

- promotional activities,

- publicity activities,

- market research,

- marketing service,
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product development,
design development.

This will of course result in an increase in salary

expenses and in expenses for main export promotion
activities.

With these aspects taken into consideration, the follow-

ing budget

amounts up to 1976 are considered to be realistic

estimates:

for 1973: 20 mill. Icel. Kr.
for 1974: 25 mill. Icel. Kr.
for 1975: 27,5 mill. Icel. Kr.
for 1976: 30 mill. Tcel. Kr.

In case of inflationary effects or a devaluation of the

Icelandic Krone in the course of the next few years, the

budget amounts will have to be adjusted accordingly.

3.4.6. Possible Alternatives for Financing Export_Board.

Other methods of financing the export promotion activities

might be

by levy on all exports (as in Norway),
giving the organisation a completely independent
position,

by grant-in-aid from the ministry concerned
(as in Eire) to a completely independent
organisation,

by a combination of the above methods and/or by
charging for the services rendered,

by a government grant combined with membership
fees, contribution from industry organisations
and income from publications (as in Finland),

by a levy on import as well as on export (as in
Austria).
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estimated at some 15-20 million Kroner. It is suggested
that a yearly programme of this order would concti:ﬁte

a reasonable pace for introducing industrial estatee in
Norway. )

Industrial buildings will, as a rule, remain the property
of the Corporation. Interested firms are in general ex-
pected to rent the premises. The rent should in principle
be calculated on normal commercial terms, i.e. 8o as to
secure a reasonable return on the capital invested once
the estate is fully developed and the firms concerned
have overcome their teething troubles. Firms may, however,
receive financial support in the form of loans and grants
from other government bodies, e.g. the Regional Develop-
ment Fund, to help them to.meet the costs of moving to,
and establishing themselves on, an industrial estate.

Organigation

The Industrial Estates Corporation (SIVA) is a Government
Corporation under the control of the Ministry of Locai
Government and Labour. The Corporation is managed by a
Board of seven members including the Managing Director.

The six part-time members and their deputies are appointed
by the Minister on the advice of the Board. The head office
of the Corporation is in Trondheim.

The purpose of the Corporation is to build and run indu-
strial estates on an area of land owned by it. The Cor-
poration provides the basic services and constructs indu-
strial builds for lease or sale. The Corporation may also
co-operate with other organizations in building and running
industrial estates, and can provide industrial buildings

on single sites.
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A direct comparison with the corresponding export
promotion budgets in other countries is somewhat
difficult as promotion activities usually cover a
larger range of products than is the case in Iceland.

Furthermore, other countries have built up their exports
of manufactured goods over decades, whereas Iceland is
about to start a new export offensive and, therefore,
will need comparatively bigger funds available to finance
the required activities.

As regards financing Icelandic export promotion activities
in the future, it is recommended that the grant-in-aid
from the Government is being raised to such an extent that
the budgeted operational costs of 20 mill., Icel. Kr. in
1973, 25 mill. Icel. Kr. in 1974, 27,5 mill. Icel. Kr. in
197% and 30 mill. Icel. Kr. in 1976 are being covered.

According to Icelandic export statistics, total exports
amounted to

12.900 mill. Icel. Kr. in 1970 and
13.200 mill. Icel. Kr. in 1971,

If 0,3% of this total export value were used for export
promotion purposes (as is the case with the Irish Export
Board), the allocated amounts to Icelandic export pro-
motion purposes would have been the following in mentioned
years:

1970: 38,7 mill. Icel. Kr.
1971: 39,6 mill. Icel. Kr.

In the long run it must be assumed that all Icelandic
export industries will benefit from the activities of

the Export Board and it is recommended that the country’s
total export value is taken into consideration when future
Government contributions are being stipulated to cover
future export promotion activities.
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The reason why the Irish export promotion budget of 0,3%
of total exports is mentioned above, is the fact that
economic and industry conditions in Eire in the eaij
1950 “s had certain parallels to economic conditions in
Iceland to-day. The Irish Export Board is an independent
state organisation for the promotion of exports, established
in 1952. At that time, the Irish industry had sufficiently
developed to supply the home market with most of the essen-
tial goods required for a population of just under three
million. Today, in terms of output, sophistication and
export performance, Irish industry is far beyond anything
that could have been thought possible twenty years ago.

Manufacturing industry now accounts for the greater por-
portion of the GNP and produces the largest single cate-
gory of Irish exports., Industrial exports are the main
generator of growth in the economy and upon them Eire
chiefly relies to tighten the brake on unemployment and
emigration and to support an increased standard of living.
Agriculture continues to play its vital role in the life.of
Eire but the Irish economy is no longer one-diemsionalj

The objectives of the Irish organisation is to maximise
exports and to promote high standards of Industrial Design.
The Irish Export Board is responsible for raising the Irish
Industrial Design and has solved this task very success-
fully, resulting in a remarkable export increase. Design
grants are being given to the manufacturers, which is also
the case with grants for promotional activities.

4 GOVERNMENTAL SUPPORT

4.1. Finance

Financing is an integral part of all marketing, requiring
both short-term and long-term capital. As the composition
of Icelandic exports gradually will have a stronger element
of manufactured products, Icelandic financing institutions
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must offer better credit facilities. Without adequate
financing, distribution will be hampered and result in
a rise of the cost of marketing.

Many Icelandic firms have difficulties in arranging short-
term finance. An increase in the companies ‘permanent capi-
tal is also very often required. Although it is desirable
to be paid in cash before or on delivery to overseas’
customers, exporters must very often sell on credit terms
if they are to develop their exports. Icelandic exporters
should be given the same financing possibilities as com-

. peting exporters from other countries. In some European
countries it has been the general policy of the authorities
in recent years to encourage banks, subject to normal bank-
ing criteria, to give priority to finance for exports.
Special arrangements exist, under which the banks provide,
at a fixed rate of interest, medium and long-term credit
for two years or more where lending is supported by an
unconditional guarantee to the bank by an Export Credits
Guarantee Institution. The same procedure should be adopted
by Icelandic authorities by supporting suitable financihg
institutions.

The possibility of Governmental support by arranging pay-

‘ ment of Icelandic exports through an export house or a con-
firming house should also be looked into. The basic function
of a confirming house is to assist the buyer by confirming
orders already placed so that the exporter may receive pay-
ment from the confirming house as and when the goods are
shipped. Any credit period the buyer may require is arranged
and carried by the confirming house which thus takes the
credit risk over from the supplier,

Icelandic exporters should also be able to secure non-
recourse finance from factoring companies’services to ex-
porters. A factor buys from his clients their invoice depts
at a discount. Some factors undertake collections for their
clients, at the same time ensuring them constant flow of
payments.
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4.2. Ingurance

One of the means of export promotion is to protect the
exporter against risks, which could lead to the buyer
not effecting payment as stipulated in the contract.

By granting an export credit guarantee Icelandic author-
ities should cover the greatest part of the loss which
is caused to the exporter in such a case. An exporter
may suf.fer considerable loss

- 4if the buyer fails to pay,

- if political disturbances or war frustrate
fulfilment of the contract,

- if there is any other cause of loss,

- if new import licensing restrictions are
imposed in the buyer s country.

Icelandic exporters should be in a position to take
insurance with an Export Credits Guarantee Institution,
enabling him to compete on equal terms with exporters
from other countries.

Selling abroad involves more risk than selling in the

home market, but if the exporter can insure against these
risks in return for a small premium, he is protected from
major unforeseeable loss if he is not paid. Many exporters
must give credit over lengthy periods if they are to develop
their exports. The longer the credit, the more they depend
on bank finance to bridge the interval between delivery

and payment.

4.3, Foreign Service Assistance

The Icelandic embassies and consulates abroad should be
able to provide Icelandic exporters and the Export Board
with vital points of contact with export markets. They
should also provide office facilities and secretarial
assistance for the marketing officers working for the
Export Board in main markets on their stays abroad pro-

moting Icelandic exports.
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As soon as sufficient export promotion funds are availa-
ble, the Export Board should establish its own offices
abroad, based in the main business centres on the,mgin
export markets. This will secure an efficient export.
promotion organisation.

4.4, Other support

The Government should consider tax reliefs for exporters.
The possibility of reducing transportation costs to a
competitive level should also be looked into.

Drawback procedures should be facilitated and improved.

5. CONCLUSIONS

The importance of exports for the individuals, the manu-
facturing companies and for Iceland can never be under-
estimated.

The coming years up to 1980 should be considered as a
pioneer period for the export promotion of Icelandic
manufactured goods.

Most companies in Iceland cannot do the export them-
gelves without help as they lack the means to finance

'l' an efficient export department of their own. The present
and future Icelandic exporters need, therefore, a very
strong Export Board rendering professional marketing
gervice. The responsibility of setting up the objectives
and the responsibility for the operation of such an
organisation must lie in the hands of the individual
exporters themselves as in other countries, in order to
secure the flexibility and integrity necessary to gain
strong footholds on foreign markets.

As the exporters themselves cannot afford to finance an
efficient and strong Export Board the complete financial
backing and support by the Icelandic Government is necessary.

An independent, efficient and strong Export Board should

gecure the strong and diversified export growth which is

necessary for Iceland.
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THE IMPORT OF WOOD AND WOOD PRODUCTS

1 The existing system

The absence of indigenous forrests, with commercially
exploitable timber resources has forced Icelandic wood-using
industries i.e. construction, furniture and fixtures to rely
on imports of this essential raw material. In the absence of
rational purchasing policies however , wood and wood products
are imported at prices which are considerably higher than those
prevailing in international markets. Icelandic user-industries
are thus placed at an automatic competitive disadvantage with
respect to their raw material costs which can account for as
much as 42% of total cost in for example the furniture industry.

Several factors contribute to this unfavourable situation
but, foremost among these is the balkanized structure of the
wood-using industries in Iceland;e.g. the furniture industri -
including fixtures consists of some 320 seperate firms. The:
vast majority of these are very small, one-man businesses a
large proportion of whom nevertheless import their own wood
supplies. The resulting small batch ordering deprives Icelandic
importers of all bargaining power and usually restricts their
sources to traditional suppliers who in many cases are not the
cheapest. Since the purchasing of raw-materials is a highly
specialised function requiering specialised knowledge and skill
to obtain optimum prices, it is not surprising that the pre-
vailing ad-hoc system can not achieve these results.

A powerfull contributing factor perpetuating this situa-
tion is the existing system of price controls. This was intro-
duced as a means of limiting mark-ups on imported raw materials
thereby restricting price rises. In practice however, the effect
of these controls has been the opposite, especially in the case
of wood imported by timber merchants. Since the mark-up is
pegged at 18%. there is an inducement to buy at the highest f.o.b.
price thereby maximising profit per shipment. This is the main
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reason why some 65% of furniture manufacturers persist in im-
porting directly uneconomic quantitees of timber for their own
use, despite the fact that this lies up considerable amounts
of their own scarce capital and management resources.

Iceland ‘s adherance to EFTA and its current negotiations
with the EEC will undoubtedly remove the existing tariff pro-
tection which wood using industries still enjoy in the Icelandic
market. All opportunities to reduce manufacturing costs must
therefore be seized to retain or create a competitive position
for Icelandic products. The introduction of a more rational,
efficient and above all specialised wood purchasing system would
be an invaluable aid to the lowering of manufacturing costs.

The need for the establishment of a specialised Wood Import
Centre is therefore quite apparent.

2 The wood import centre

The primary function of such a Centre would be to pool
the demand for wood imports and provide the specialist skills
required to obtain rational and efficient low cost purchasing.
Bulk buying with its accompanying bargaining advantages would
replace the present small lot ordering. This would also
result in reduced shipping and handling costs. Buying at source
instead of from middle-men would further reduce costs by cutt-
ing out their mark-up.

Apart from central specialist buying facilities .the Centre
could also provide storage, drying and eventually pre-process-
ing such as saw-milling, surface heat treating etc. Once
sawing, cutting and preparing facilities are established con-
siderable amounts of saw dust and chips would become available
for the manufacture of shipboard. Thus the Centre would not
only provide an efficient centralised buying agency but also,
contribute to the establishment of new industrial facilities
giving additional employment opportunities and saving foreign
exchange.

The organisation of a Wood Import Centre could take one of
several forms:

- existing timber importers merchants could pool their
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resources and thereby create a central buying organization.
There is however no incentive to do so under the existing
system of price controls

an association of wood using manufactures could establlsh
the Centre. This would ensure lower priced wood imports
but would need ‘a considerable amount of good will and co-
operation between its members. The necessary capital to
finance the venture may also be difficult to raise.

the Government could establish the Centre. This would have
the advantage of access to capital but, entails the danger
that the imposition of government administrative practices
could stifle the efficiency of the Centre.

The best solution however, probably lies in a conbination
of private initiative with Government involvement and
active support. The establishment of the Wood Import Centre
is envisaged in three phases.

In phase one: the Centre would work as a super importer having

the advantage of enhanced bargaining power and building up
experience and know how in bulk purchasing. Apart from optaining
wood and wood products at competitive prices the Centre would
provide storage facilities to enable it to re-sell to Icelandic
users from stock. During this phase the Centre would be in
direct competition with existing importers (merchants or manu-
facturers) and would have to power its ability to obtain cheaper
saw materials. It should be able to obtain a 50% share of total
wood imports within one year of its establishment and would
therefore require covered storage space of some 3.Soom3. The
capital reuqired to cover outlays for office facilities,
establishment costs storage and materials handling equipment is
estimated to be about 40,000,000 Icel.Kr. during phase one.

Phase two: would see the expansion of the Centre ‘s activities
through the establishment of a saw-millsWood in the round could
now be imported and processed locally. Assuming that the Centre
accounts for some 80% of total wood imports at this stage,

indoor storage space will have to be augmented to 8500m3 and

gsome 3000m2 of outdoor storage space provided. Equipment for

sawing, cutting, boiling and drying of lags has to be installed.
The bulk of. the capital requirement for this expansion should be
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financed from the Center’s own resources.

Phase three: In this final phase the Centre develops into a
fully fledged Service Centre for the wood working industries
in Iceland. The Centre would perform all the more difficult

tasks such as wood curing, drying, surface heat treatment etc.
This will give Icelandic manufacturers access to advanced
equipment the purchase of which individually, they would be
unable to justify in economic terms. The ultimate aim of the
Centre should be to strike a balance, which will give the
optimum division of work between manufacturers and the Centre.

3 Summary of conclusions

a) Due to the existing highly inefficient system of imports
the need for a Wood Import Centre is obvious.
b) The benefits arrising out of the establishment of such
a Centre far outweight the moderate capital requirements. These
include:
- lower priced raw material supply to user industries thereby
strengthening the competative position of these industries.
- Foreign exchange savings as a result of cheaper supply and
lower shipping and handling charges.
- The creation of some 60 to 80 new job opportunities,
- The provision cf storage and processing facilities to
. customers thereby releasing capital in the user industries
currently tied up in raw material stocks and storage and
improving their often critical working capital position.

d) Due teo the realatively weak structural position of the
user industries Government help in the establishmeat of the
Centre will be required in the follewing fields:

- Provision of a suitably located site with easy access to

harbour power facilities and near to the bulk of potential

customers,

- Provision of electrical and peothermal energy at favourable
prices.

- Provision of finance during period of establishment through
direct grant or government guaranteed loan facilities.

- Possib?lity of providing government owned buildings e.g.
unused barrel factories, as storage sheds.
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d) The saw mill and cutting facilities of the Centre
would produce some 3,000m3 of pood quality saw dust and wood
sharings. Another 6,000m3 could be collegted from the wood
working and building industries. Another 30,000m3 could be
made available from sawing of all lags for domestic use in
the construction industry. This gives a total of nearly 40,000m
of wood waste availadle for use in the manufacture of say ship-
board'particle board etc. A proposed layout of a wood import
centre and a series of tables showing the feasibility are
attached.

[ Wood import and eventual re-export

The demand for wood in Western Europe is increasing and
traditional suppliers are finding growing difficulties in
supplying this demand. The distance from forest to user are
increasing and transport costs rise as trees are felled in
ever more inaccessible places. Northern Russia has vast forrest
resources but suffers from ice blocked harbours 8 to 9 months
. per year, and can therefore only export a portion of its poten-
tial as buyers are unwilling to stack one years supply.

Iceland with its ice free harbours, geothermal resources for
drying and position in the North Atlantic could become an
ideal staging post for this wood. Large quantities of logs
could be shipped to Iceland during the summer from Murmansk and
could be stored, dried, cut, and re-exported to Western Eurape
during the closed season of Arctic ports.

15.901972
Bi8rn Jdhansson.
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The main activities of the Board during the initial year
have been concentrated on:

(a) establishing the administration of the Corporation;

(b) sélecting sites for the first industrial estates;

(c) working out directives for the construction and
running of the estates.

These activities have primarily been based upon Parlia-
mentary Proposition No. 65 (1966-1967) and on directions
given by the Ministry of Local Government and .Labour.

The Board intends to benefit from this early experience
before building up a complete and permanent administration,
in accordance with Proposition No. 65 and the Parlia-
mentary decision which laid it down that experience of
industrial estates as one form of regional development,
policy should be assessed in the initial phase. On the
basis of this experience a decision will later be taken
ag to the scope of the Corporation’s activities and the
speed with each estate should be developed. In making
these acsessments the Board has made full use of the
advice of private consultants. At the end of 1968 per-
manently employed staff at the Corporation’s office
amounted tc only three persons, including the Director.
The Board consider it necessary to extend the permanent
staff during 1969,

During the autumn of 1968 tne Board and the administration
of the Corporation were preparing plans for the three
first industrial estates to be build in Norway. This work
was carried out in close collaboration with local authori-
ties and interested government bodies. Industrialists
interested in renting premises were contacted. In November -
December the Board recommended to the Ministry of Local
Government and Labour that the following places should be
selected:
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Niiverandi .
fyrirkomulag 1. Afangi 11, Afangi
Erl.kostn. Plankar 39.000 °  Plankar 39,000 Trjdbolir 18,000
Sponn 37.000 Sponn 37.000
Gervitrjav. 37,000 Gervitrjav. 37.000 Gervitrjlv. 37,000
apl. 48,000 Sponapl. 48,000 Spbnapl,  48.000
M&F afsl, 161.000 161,000 97.000
1 16,000 10. 000
FOB 161,000 145,000 87.000
Trygg. &flutn, 24,000 24,000 28. 000
CIF 185. 000 169.000 116, 000
Tollur 34.000 30.000 17.000
Annar kostn, 36.000 36. 000 28.000
255. 000 235.000 160. 000
Launak, 20.000
Purrkun 30,000
Veitugj. 16.000
66. 000
Afskr, 10,000
Vextir 3.000
79.000
Lagsrvert 256, 000 236. 000 239. 000
Alagn, 1% 46.000 42.000 43.000
Stluvers 301,000 277.000 382.000
300
18% &lagn.
18% dlagn. 1% flagn.
Annar kostn. e e
200 1 Tollur Annar kostn, Innl, vinnslukost,
Trvag . flutn Tollur
Trygg. utn.,
-y & OQuin Annar kostn,
w —M
1909 Trygg. & flutn,
Erl. kostn. Erl. kostn, Erl. kostn.
0




HRAFNI FYRIR BYGGINGARIDNADINN

1.8.1 1 sambandi vit innkaupamidstst trjdviru hiisgagna- og innréttingai®naBinn
er hegt ab hugsa sér ab sii mibsttt sjii einnig um ianflutning & hriefni
fyrir byggingaibna®inn, en hann er samkvamt innflutningssk§rslu fyrir
1968 - 1870

Vertm. { 1000, - kr.

bjt tiflu Iv,

Al t3lvavm { toflu IV mb sjh, ab of InnkaupamiSettdin tekur o8 sbr
ianflutaing & hriefni til byggingaitnaSarins, mi retkna mes:;

ca. 100% aukn. veltu
ca, 280% aukn. & magni

STARD INNKAUPAMDSTUDVAR FYRIR BYGOGINGA., HUSGAGNA- 00
INNRETTINGAIDNADINN

Fyrir hlsgagna- og innréttingai®nadinn var fyrir fulls aftings Amtled

168aptrs 5000 md
par af 2000 m2 undir paki

B relkna¥ or met a8 mibstdSin sjki um innfl, & ca. 00-80% af hrbetnt
byggingsiSustarine (ca. 19,000 tonn) eyket Amtius 108arplet

{ oa. 20,000 m?

3.3.8,)
f frembaldl af 8rum Gfangs uppbyggingar miSettOvarinaar p.o. stgm &
ofai &r trikbolum koma til athugunar miguleikar & framleiSelu & spbaa.
plétum GOr spfnum og afgbngum sem tilfalla vis stgun & trjkbolum svo
og vit abra vinnslu sem hugsanlegt er, at mitstdtin Gtfsret.
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App. 5.6.1

APPENDIX 5.6

FACTORING AND LEASING SERVICES

1 FACTORING SERVICES

The factoring services offered by a Factoring firm to an Indu-
strial firm could include the following:

- finance services: the Factoring firm lends the Industrial
firm money with customer invoices as a security for the loan;
collecting services: the Factoring firm collects the customer
invoices for the Industrial firm;

- book-keeping services: the Factoring firm deliver weekly or
fortnightly statements of customers accounts, summary of the
credit situation, and sales statistics.

The procedure could best be described with reference to the illu-
stration below.

Sy 3 1nvoice ’
= B
|

:’

Indunt:isrl Customer

fim

The Industrial firm is delivering the goods and the invoice
to the Customer with a note that the invoice will be collect-
ed by the Factoring firm.

The copies of the invoice are sent to the Factoring firm.

The Factoring firm informs the Customer about credit and
payment conditions.




A’p. 50‘02

" The Factoring firm pays the Industrial firm in ‘cash or
{nform the firm of credit possibilities.
5 The Factoring firm collects the invoices from the Customer. '
] The Factoring firm deliver the money to the Industrial firm
or reduce the credit.
7 Once a week or fortnightly the Factoring firm deliver to
the Industrial firm statesments of customers accounts, state-
ment of the credit situation, and if requested some sales
statistics.

Regarding the finance services there are two alternatives:

i The factoring firm buys the invoices and the Industrial

firm receives an amount of money corresponding to

a) maximum 90 per cent of total amount of the invoices
minus interest and fee to the Factoring firm. The rest,
10 per cent, is paid when the customers have paid the
{invoices or 2 months after the day of delivery

b) the total amount of the invoices (minus the fee to the
Factoring firm) when the customers have paid the in-
voices or 2 months after the day of delivery.

2 The Factoring firm gives the Industrial firm a credit with
the invoices as a gsecurity. Normally the credit corresponds
to 80 per cent of the total amount of the invoices.

The costs for factoring services consists of interest on credits
and the fee for collecting, book keeping and statistics. The fee
depends on various factors such';he branch of industry, the total
volume of sales, the average amount of the individual invoices,
the average sales volume per customer, the type of customers,

the solidity of the customers, and the normal conditions of
credit that the industrial firm states for the customers. Normally
the fee is somewhere between 0.15 and 1.5 per cent.

Financing through factoring is rather expensive.
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App. 5.12

Forde in Sogn og Fjordana county (West Norway)
Risor in Aust-Agder county (Southern districts of Norway)
Werdalsora in Nord-Trondelag county (Trondheimsfjord).

On 23rd December 1968 the proposed sites were confirmed

by the Ministry after the proposals had been informally

discussed in the Cabinet.

The three places so far selected for building industrial

estates in Norway are all relatively thinly populated, and

they are situated in economically weaker districts of the

country. They have, however, a relatively favourable loca-

tion in the regions concerned, and comparatively good

communications and public services.
and the surrounding region has about 25,000 inhabit-
ants. In 1965 Forde was chosen as a growth centre in
Sogn og Fjordane county. During the last few years
considerable investments in roads, water supplies,
sewers, public services etc. have been made. Under:
the direction of the Municipality and the Regionai
Development Fund two advance factory buildings have
been erected and leased to industrial firms. Indust-
rial sites of about 135 acres are available.

L R R R e N

and the region has about 16,000 inhabitants. The Cor-
poration has acquired about 75 acres of land. The

cost of the site works to be undertaken by the Corpora-
tion was estimated at two million Norwegian Kroner.

The first factory building on this estate was inaugura-
ted in August, 1969. Tr~ building has already been

let.

and the surrounding region about 31,000 inhabitants.
At Verdalsora in Verdal there was already available
an industrial site of about 250 acres, of which the
Corporation has acquired 75 acres as a first step.
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App. 5.1)

The building works began as soon as the site was
selected, and the first building on this estate
was ready for use and leased in June, 1869.

Recently, two additional industrial estates have bdeen
designated, one at Hastad in Troms county (North Norway)
and the other at Kongsvinger in Hedmark county (Eastern
Norway).
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TBKNISK BESKRIVNING SAMT KOSTNADSKALKYLER AVSEENDE
STANDARDLOKALER I INDUSTRICENTRUM

Nedan redovisas en industridbyggnad & 1,260 m2, 45,8 m
ling och 28 m bred med 100 m2 kontor, arkiv och sociala
utrymmen, omfattande 3 kontorsrum, ett utstillmingsut-’
ryame samt personalrum fdr 12 kollektivanstillda,

o LAY 7 o
+ + + 4
+ + + * ‘g
~
+ * +
| e | b...[é:.'!'____,‘
oot §[ San /900
vdir 7 #~
/- 400

Alternativa fasadltsningar. Kan planeras med finater
osh d¥rrar efter planeringene krav,

- ismae - -
5- [T ﬂ . |
- ITERL [ ] »
- [T L] a!

/‘77, '7,-,“2(’/4‘9“"' PAR 7ol el
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Kortfattad teknisk beakrivniqg i1l induatribyggnad enl

1o

6,

1,

Grundliggning: DBygonade. srundliigges pi utbredda bee

tongplattor pd ringa djup, varigenom ingreppen i uark
bli cbetydliga, Markpakinningen ir liten, vorfdr dven
tomter med mindre goda markfsrhillanden kan kouma i
fraga,

stomme: Prefabricerad betonzstomme enl av oss utvecke
ad prin~ip, Pelartitheten = uppburet tak per pelare
dr 105 m2, vilkct motosvarar t ox ca 20 m spannvidd c/o
5~ n  enl konventionclltbypgnadssdatt, Stomkosinaden
blir eca 50 % ligre.

Ytterviggar: lattbetongelement 20 em som monteras sti-
ende och btehandlas med akrylatputs utvindigt och med
industriplest pd insidan, Plementen medpge en totul byng-
nadshs jd@ mellen 3,0 och 5,4 m med 60 cm intervall, Med
smirre avvikelsce irdn standarddetaljer kan fiven 6,0 m
byggnadshidjd dstadkommns, K-vidrde = 0,65,

Takskiva: Horrugerad stalplit galv, typ t ex Robertson
QD 90/1,25 med brannlackerad undersida, Isolering med

5 em gullfiber 3094 el likv, ¥lictras mot plAten med
varmasfalt. Trelagstickning med underhéllsfri papp,
Ytpapp 3AT 1300/6CC Ljusera skiffer.

Takfotsbeslag av gnlv. stilplat, som samtidigt utgor
infietningsdon mellan tok och vigg., Leve som standarde
t11lbehdr, K-virde = 0,65,

Golv: Enskikts Letongzolv armerat med SA-nat, Tilldten

belastning: 10,000 kg axceltryck.
Alternativt ligges hdrdbetons i onsknd firg, vilket

(S15)

ger ett underhalisfritt icke dammande golv aom tAl
iven tyngre industri., Pristilligg ca 10 4 12:- kr/m2,

Fopster och portar: Fénsterpartier onl sperialtillverke
ning lev, fardiglackeradc, Glasng fére nontage med
dubbelt 5-7 mm mnskinglas, Fensterpartierna kan utfor-
mas enl olikn onckemdl med dubbel- ¢ller enkcldorrar,
galler foér ventilation, kontorsfonster etc samt ar
sinscmellan uthbytbars i1 fasaden,

Portar utfdéras som indtgdende vikportar av stll och
med glingddrr dir si erfordras,

Kontora-och personalrumsdel: Utféres prefabricerat med
vgggar av regelstonme med utviindig beklidned nv gipse
skivor och invindigt med spinskivor. Isolering med stene
ull, Golv- och véggbekl, i personalrum utgires av Pvee
matta som helklisirane, Golvbeldggning i1 kontor utgdres
av hcltickningsmattor av nadltilt, WC utféres lika per-
sonnlrum, Tvittrénna av rostfri stél,




App. 5.16

8, lUpryirmnin:: Uppvarening clier «enom virnlulftsinbldse-
ning som fordelas vin polvkunaler vilket ger om mycket
Jiimn varoeférdelning, Sivil varmluftspanna som konvene
tioncll varmvattenparns kan Fowma 1 friga, T kontor
termostatstyrde ol-radiatorur,

9. Bglxsning: Nogeffekt lysrorsarmaturcr som monteras mot
takplaten, Allménbelysning ca 40C Llux, 1 kontor rmatu-
rer for allminbelysning samt orf, vigguttag, Ing 3118
tioncn utfores med synliga ledningar,

10, %gka rbeteas Normalt riknas med en gruafyllnad om mox
om, vilkct forutedttcr cn rcl. plou towt, Dnikel tille
fartsviig samt uppgrusning intill 5 m frén byggnnd.
Schakt for servisl.daingar intill 15 m {rdan byzgn-=d.
industribygenad onl SYNTEM U

adssanncnatillning {or

. N%tl&ittn*nﬁar: Byggnadsytn 1,260 m2, lingd 45,8 m, Bredd
»0 B, H8Jd 5,4 m, Kontors- och personclrum tot. ca 100

82, Uppvirmning med varmluftepanna,

Tomtcn antogces vara rel, plun, Morken bostér av dtminstone
halvfaust lcra,

Iglngsdttning bor cke 3G utt bygprnuden tir undor tak- fére
vintcrperiodons bdrjnn,

Slutligen forutcdttes ntt cntreprendr som tidignrce utfort
byggnadcr enl SYSTENM U deltar i anbudsgivaningen,

Byganndcns standard och utférande framgar av "Kortfottad
tcknisk beskrivning till industrityeenac enl SYSTERH Ul."
av den 27.2.71.

Byggnadsarbetien 260:= kr/m2

Yalningsarbeten 101- "

VVE€-inatnllation 25t= "
. Plétarbeten, vent, S5ie W

Fl=installntion cnl punkt
9 exkl cl, fér mnskin-

utrusning 2hy= "
52§ te Kr/m2

Projckteringskostnader en 10:- kr/me,

Dygenaden dr utbygagiar ¢t 2lla hall, Kontor m n /il montce
ringsbara clement och kan varicrac, Om liten yta cerfordens
kan utrymmena hingns i 2:a plan och golvytan utnyttjna fér
produktion,

Uppdelning av ytan kan ske 1 manga alternatiy genom att nne-
vinda pelarraderna, antingen pii lidngden eller pa bredden,
Minsta enhet ca 100 n2,

Mruteittningen fir rcdovisuwl: kostnnder, dr ntt proj ktoe
ringsplancringsen foljcr den uppliigening sowm arbetatn frim
for SYSTEM U,






