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INTRO W J1 W

An expert in industrial expcre Frliciea, W, Y. George Uzieniel ewski, was
appointed by the United Natirrna Industrial Divelnpment “reanizaticn {UNIDOY to
participate in a mission t+ I-eiani in ~onnexicn wi‘h 'he vreparation of a long-term
development plan for manufa turing industry. ilis 7188100 lasted approximately three
and a half months, from 31 Ausuct 1972 tc 07 Jetaber 14972 and frem 27 November 1972
to 12 January 1973. His contribution ‘c the 1evelo>prrant plan and his conclusions
are outlined in chapters [-IV ¢f this repcrt. e aisc summarized tre reports of
other experts, inccrporated their recommendaticns intc ‘he iraft <f the development

plan and edited it,




I. CACITAL MAGKET IN I ELAND

When speaking with Icelandir businessmen cne ga1ns the impression tha“. one of
tueir major preoccupations is the lack of liquid assets. Both investment capital
and working capital seem to be in short supply in manufacturing industry, and credit,
when available, is °xpensive. his does not mean that there are no funde available
in Iceland, but merely indicates that, for a variety of reasons, manufacturing induetry

has not been able to attract sufficient quantities of the available capital resources,.

The need for capital

The growth of manufacturing industry is stij] a very new phenomenon in the
Icelandic economy. Industry has grown as a result of tariff Protection on an import-
substitution basis and is becoming an lncreasingly 1mportant secior, lost companiee,
however, are still very 3mall family-owned businesses or partnerships, whose ability

to raise money is restri-ted bty the credjit worthiness of the Ownersa, rat! ar than that
of the firms.

“he opportunities for self-finance are limited by the family or partnership's
Savings and their income., Jince the bulk of savings are usually used up in the
Sstablishment of the enterprise, only income from profits remains as a source for
Self-finance. Profits however, in the majority of cases, are not high enough to
enable the entrepreneur to finance re-equipment, modernization or expansica.

"he availabilxtz of capital

The level of private and public savings 1s quite high and would be more than
ufficient to cover the needs for credit finance in manufacturing industry.
Mnufacturers have, however, to compeie for these resources against all other credit
Wsers and especially the traditional industries, ..e, agricul ture and fishing.

The fishing industry and agriculture, because of their long-standing importance
in the economy, have traditionally received preferentia) treatment, both from the
Oovernment and from financial institutiong. The bulk of available credit resources

s therefore beern allocated to these sectors on favourable terme. Marufacturing
industry on the other hand has not been ®upported to the same extent .




Although there has bheen a markeAd improvement .n recert years and parti-ularly
since 1969, traditional attitudeg rersi1st in ‘overnment, financial i1ns*titutions and
the public at large, whih stil! tend t. view the developrent ~f industry with rather
mixed feelings, he terms and ~ost ~f .redi* o manufaturing industry ape even
today higher than for traditional industries. Anoexanple <€ this 13 the variatle
di scount rate, whih for agriciltural and fishery wroducts 18 £ rer ent red: scounted
at 53 per ~ent, whereas ir the ~sse .f mar.i:a tu.rel PO e 1 1s at o er Lent to
*’)‘} per rent. Hedis-ounting frp manufa ‘turirgt industries was introdu-ed in the autimp

of 1972 for the first time.

Yome 17 :nvestment redit !“.nds are ir ex:.iten e he mayrity 2f these were
established to canalize —apital ‘c trne traditional Industries and only | deals with
the needs of manufacturers. /n additional sour e 4 credit 1s the iordic rund,
established in 197 ', \1though "apital 18 available from this fund, few [celandi~
entrepreneurs ~an benefit from 1t, as 1t 18 primarily aimed at the establishment ~f
new enterprises rather than the i1mprovement «f existing firms, Aurthermore, the
minimum 8ize of loan, about half a million 'Inyted tates i5ilars, 18 well in exuess
of what most | elandi~ busiressmen need or can gustitfy 1n terms of viabie prc jects,
'he banking system i1s therefore the -hief suprlier of credit tao manufa-turing
establishments. [ts loans are expencive, but rot irohikbitive. .\ far more serious
factor that limits the availability of ~arital tc individual manufacturers is the
bank®' inability to judge the credit-worthiness of the enterprise. Manufacturers
48 a group are reluctant to dis-lose tneir accounts, even to the banks, as a result

of which their ability to borrow is restricted.

Thie attitude of Se“recy, 80 ‘ummon among small family businesses in all
countries, is perhaps the main reasorn why rn stock exchange exists in !celand.
Floating shares would, of rourse, te a cheap way of vitaining - {dit1-nal ‘apital,
but since this implies accountability tc shareholders, the disclomire of accounts
and a loes of control (even if only partial), few companie are interested in this
type of development. he result is that, although the -‘entral "ank hag had the
authority to urganize a atock exchange for several years, no action has sc far been
taken.

The ipfluence of inflation

The persistence of a fairly high rate of inflation, around 1?2 per cent per annum,
hae also influenced advereely the availability of capital . lapidly rising manufactur-
ing costs have put increasing pressures on limited resources of working capital, with
the result that many manufacturers are no longer able to exist without borrowing. The

sxieting price freese, introduced with the aim of containing inflation, hae, of course,
put uven greater strains on the mamufacturer's ability to meet his day-to-day ocommit-
ments from his own resources.




Inflation has also helped to develop Practices that tend tn limit even further
liquid assets. Jdedging against inflation, manufacturers and the community at large
tend to oversto~k, i1nvest 1n housing, furniture, office Space etc., keeping liquid

agsets to a minimum.

‘onclusions
——————t 018

Although there is no feneral la k -f capital resources in Iceland, Mmflcturtng
industry still finds it daffisult to attain access to sufficient funds to cover 1ts

short- and long-term needs.

Fart cf these diffi-ulties stems from traditional attitudes, but induetry itself

is also partly responsitle for 1ts plight,

‘he disinclination to discloge a:counts, justify proposed expendi tures and
pProvide financial 1nstitutions with the necessary btackground on which loan applice-

tions are assessed, limits the ability to borrow 1in many cases.

ThBe Tovernment and financial institutions are only now beginning to provide
adequate facilities to firance the development of manufa-turing industry and still
display a marked preference 1n favour of traditional induatries.

"he opportunities for self-finance are small and are further restricted by the

owners' precccupaiion to retain secrecy, fear of losing contpol et:,

Inflatior and contpnls have tended to restpri t the already inadequate amounts
of working capital by encouraging the spread of pra :1~es desiyned as hedges against
inflation.

Finally, it can be stated that the ~arital maprket is only beginning to recognise
the increasingly important role of manufacturing industry within the sconomy. This
realisation will undoubted, Lring the required changes 1n attitudes, procedures and
Priorities in the next few Years which in due rourse wjill enadble industry to fimance
its short- and long-term capital requirements on a more competitive basis tham
hitherto.
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An alternative scluticn ex1sts in the raising of eff; ‘1eny of an i1ndustrial
sector through intercompany ~o-opera‘isn. ne no single small ~ompany can afford

manufacture,

the necessary human and ‘apital resources o effetively 1es1yn,

advertise, package and marke:

1n these fields .an prove tenef) 1al to 1ndividual ‘cmpanies and Lhe sectar a3 o
whole.

1ts produ~ts, esnecial 1y 1n export markets, ~o-operation

There are no hard and tast rule.
O -operation as these
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other countries has shown, however, that ‘8 can accrue to
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obtained at a

services to improve their efficiency:
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nusultancy and marketing know-how.
far lower .ost t. each manufacturer

services, ‘hese can be

on & co-operative basis.

An example of intercompany co
Year industry. s a result of al
the United ‘tates of Ameri ca,

-operation already exiats in [reland in
arge order for knitted woollen ladies
which no single manufacturer

the knit-
~oate from
‘ould #upply due to their

A8 a result of this the
in co-operation with Alafoss, haas sold

restricted output capacity,
[celand Import in llew vark,
in the United Statee.

& joint effort was initiated,

some 40,000 coats

Im this case, Alafose acted as the co-

the sewing firms ana as their purchasing
makers at

ordinator between the knitting factories,

centre. Alafoass bought the coats from the
6 fized price and sold them to lcsland Import,
through ite representative in ek javik,

to shipment to the United States.

New York. Iceland Import,
controlled the Quality at ite

own cost prior




Alafoss also provided the raw material, 1.e. yarn, accessories etc,, at a
S5 per -~ent mark-up, guaranteed quality and, when necessary, provided credit of up to

3 months. ihe coats' designers, “ynsia Limited, received a 4.5 per ront commi ssion .

In the above example, design, quality control, raw-material supply, short-term
finance, costing, pricing and marketing have all teen taken care of, leaving individual
knitwear factories with only the task of production.  limilar schemes suitably
modified to suit other industries rould also prove to be effective, provided the will

to co-operate exists.

"he main disadvantage of intercompany co-operation is that the small manufac-
turers are controiled by a larger one, i.e. Alafoss, and thus lose some of their
independence. Such losas, however, is only 1llusory since, without ~o-operation they
may remain fully independent, tut bankrupt. This order of coats would not have been

delivered if a co-operative effort had not materialised.
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"he demand for wood 1n - estern urope 1y 1. reasins and traditiconal suppliers

Are exveriencing difficulties in upplying *ri16 demand. he distances from forest

L0 user are increasins and tranaport ~osts moup® AL irees jre felled in lnaccessatble
areas. Northern %3 has vast f.rest resour-es put auffers from irce-tlocked harbours
eight to nine months her year, and -.an theref- re ¢nly expoert a portion of 1t

potential as buyers are unwilling t» at- 'k s one-year supply.

Iceland with itg 17e-free harbiurs, ge-thermal resour-es for irying and itg
position in the Ncrth Atlanti~ 15 an ideal Stasing port for ‘his wood. Large
quantities of logs ~ould be shipped t¢ !-ejand during the summer from furmansk and
~ould be stored, dried, -ut and re-exported !. ‘estern “urope during the ~losed
season of Arcti~ ports.

‘he non-existence of indigenous forests with commerc-ially exnloitable timber
resourcee has for-ced !relandi~ wood-using industries, i.e. monstruztion, furniture
and firtures, to rely on imports of thisg essential raw material. [n the absence of
rational purchasing policies,howevor, wood and wood products ire imported at prices
that are coneideradly higher than thoge prevailing on international markets,
Icelandic wood-using industries are thus placed at a ~ompetitive disadvnntage with
reepect to their raw-material costs that can account for ag mich as 42 per cent of

total cost ae, for example, in the furniture industry.

Several factors contribute to thig unfavouratl e Situation; foramoes among
theee ie the fragmentary structure of the wood-using industries in Iceland, e.g. the
furni ture industry, including fixtures, consists of some 320 separate firms, The

vast majority of these firms are very emall, one-man businesses. A large proportion

of them import their own wood muppliee. The resulting small orders deprive Icelandic
importers of all bargaining power and usually restrict their sources to traditional
Suppliers, who, in many C&ees, are not the cheapest. ince the purchasing of raw
materials is a highly specialised function requiring specialized knowledge and skill

to obtain optimum prices, it is not surpriging that the prevailing ad-hoc system cannot
achieve these results.




A larre fator ‘hat terpetiates this situation 1. Lhe exislin: system of price
controls, his system waas introduced ag 1 reans of limitan, mark-ups on imported
raw materials thereby restri-ting iri‘e 1iges. .n “rioticey however, the effect of
these controls has been the Pivesrte, esre 1ally in ne case of wend imported hy
timher merchanto, irn-e the mark-ur 1s veped At 17 cer cent ‘here 14 an i1ndu-ement
to buy at the hishest r. .t . ~pi-e therely maintaining profit rep shipment. ‘'his 1s
the main reason why ' ner ent L furniiu ¢ manufa turers; rersist 1n the direct
import ~f une onomical uintities « 1 timter for ‘heir own use, lespite the fa~t thye

this tres up -cnsideratlc wrounts U tnelr own o arce “apltal and managemen: resources;,

T-eland's adherence t+ .. ip Fean fres roone aas o pneq - ant 1t iprent
negotiations with the Mur~pear & remie ommunity (77 will undoubtedly remove the
existing tariff pro‘erti.n taa* wiod-using 1ndustries enioy 1n the |.elandi: market.
ALl opportunities t. redu e mANULA turlng - osts must therefore te taken to retain or
Create a -ompetitlive rosition for icelundyr o products, he introduction of a more
rational, efficient and acvove all “Peciailzed wocd-purchasing System would he an
invaluatle aid 1o the loweringe of ranufa~turing ~usts, tie need f{r the establishment

of a specrialized rod import éntre 1s theref. re riite apparent,

ue wood 1mport centre

“he primary fun tion of su h o eLiry wouit b to b0l the demand for wood
imports and provide <ne spe-lalized ski1lls required te (btaip rational and effirient
low-cost prurchasing., ‘ulx Cuyllg with i's a onpanyive barsaining alvantages would
replace the present small-lot arderirg . Fis woull aise result in reduced shipping
and handling costs. UYIRg At ossurce instead o f fpom mididlemen would further reduce

costs.

Apart from central, spe:ialized buying fa 1l1ties, the “entre rould also provide
8torage, drying and eventually pre-processing: Jush as saw-milling, surface heat-
treating etc. ince sawing, cutting and prejaring fatili.ies are established, sawdust
and chips would beccme availatble fur the manufacturing 5f -hipbeard. Thus the centre
would not only provide an effi~ient entralized tuying ai-ency but also contribute to
the establishment of new industrial Tacilities, which offer new employment opportunities

and save foreign exchange.

‘he organization of a yoo0d import r~entre could take one of 8everal forms:

(a) Existing timber importers could pool their resources and thereby create a
central buying organization. here 13, however, no incentive to do g0 under the
existing system of price controls.

(b) An association of wood-using manufacturers could establish the centre.
This would ensure cheaper wood impor's but would neeu a ~onsiderable amount of good-
will and co-operatiun between its members. The hecessary capital to finance the
venture may also be difficult to raise,
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"entre is envisaged in three ~ha.o.;.
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raw materials. It should bte abie to cttarm a 9 per cent share Lf Vurtul oW st oymr o
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of some 3,500 m”’. he rapltal required for offy e fa 1l1tiey, ectar;ignrern:

storage and material s-handling €Qulpment 1s estimated 'c e g0yt 1o

& i,

In phase two, the ‘entre's a tivities woild te expandet tar uh cte esTaril -

ment of a saw-mill. 'lood in the reund could now te imiarted ard sps ezsetl 1w, L,

issuming that the entre account £ r ¥ per cept ¥ v gl Wwe ol dmoerte a1 47,
) .

. . R oo : I's <

indoor storage space woiuii have 1, vte awmented v Y, m oapd 3 g Ut fooy

storage space provided. Tquipment top Sawing, ~uttinc, toiiing and ryine 0 -
must be installed.  he bulk of the :aprtal requiremernt fir ‘nis CXPALSI(N UNoLLl Te
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financed from the "entre's own recour -es.

:n phase three, the ‘entre develops intc a fallfledred service entpe for the

wood-working industries in I:eland. he ‘entre would nerform all the more ditrfy Ll

tasks such as wood curing, drying, surface .ieat -ireatworn: et Chig i § o
Icelandic manufacturers access to advanced equipment, :he pur-~hase of whi-~h
individually, they would be unable to justify in economi. terms. .he ultimate aim

of the Centre should be to strike a halance which will ive the optimium division of
work between manufacturers and the entre.

Conclusionas
Seesanlons

The existing highly inefficient system of imports indicates the need for a wood
import centre. he benefits arising from the establishment of such a Centre far
outweigh the moderate capital requirements. These include:

Lower priced raw-material supply to user industriesthoragrstrengthening the
competitive position of these industries

Foreign exchange savings as a result of cheaper supply and lower shipping and
handling charges

The creation of 60 to 80 new jobs




‘he provision of storase and proceasing facilities to
releasins -apital in the .ser industries
and storage and impreving their often

cugtomers thereby
urrently lied up 1n raw-material gstorks
"ritic-al woran, apital position
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help in the estallishment of 'he ‘nire will te required in the folluowing fielde:
“rovision of a surtatly located site with

casy access to harbour, power
facilities and near to the maority

°f potential customers
Provision of ele-tri.-al and #ec “ermal eneryy at favourable prices
Frovision ~f finance durine the perind »f establishment through direct grant
or governmen! wyuarantee! loan facili ies
"088ibility of ~rovidin- overnment- wned buildinge, e.g. unused barrel
fa~tories, as siorage sheds

. . . : 3
“he saw-m1ll »nd uttings facilities ¢ the ‘enire would produce 3,0 m” of

good-quality sawdus' and wood shavings., ‘nother £ .00 m3 could be rallected from

L
, e . 3
the wood-working and building 1ndustries; 1, v m

could be made available from
use in the ‘onctruntien industry.
3

total of nearly 49,000 m” of wond waste availalle for u

chipboard, particle board etc, .

sawing of all logs for domesti. ‘his gives a

5¢ 1n the manufacture of
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gome 300 to JOC mal. years are VAPZCLUL coers, vl 1 Yhe pe diety L f omgrketab. e
metal products.  These itncluce: ventiia @ b arde o oy olary posts, hydraa-

~lic winches, steel u:ops, natls, Miehing cear, eoectrie reegs, at ver, freozimg plant
equipment, prefabricated structural ctee. a.d structures, b+ and pipe Yi1ttinge and

nozzles,

There have beer n. si mificant SXperts from chas sector, exeert ir a tew igciated
i instances or a trial basis.

Compelitdtive position

Price. The prices cf locally produced metal products have achieved varying
degrees of competitive pPower compared to imported aquivalents. As a general rule,

prices are competitive in the home market but profitability is low due to costly raw

materials, high labour custs, low productivity and Jubbing shop practices which ignore

: 8pecialization, cost contrcl and planning,

Quality. The quality of individual items is high but the lack of atrict adher-
ence to standards results in the manufacture of many iiems in batohes that do not
conform to tolerance limits.
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