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Rural Sweden’s predicament  

 

Structural change means globalized but eroding local 
economies 

 
Over the course of the last century, rural Sweden has been shaped by prolonged urbanization 
and the increasingly capital-intensive, labour rationalised approach to management of 
agriculture and forestry. Energy costs during the 1900s fell sharply relative to the cost of 
labour, which was the main driver of this increasing capital intensity (fewer people and many 
and large machines) in agriculture, forestry, pulp, paper, mining, steel etc. This transition was 
driven further by increased labour costs due to the introduction of employer taxes. 
 
Globalisation too, has left its mark on rural areas.  To draw a parallel to eco-systems:  consider 
that a mature eco system has many species and slow growth, and an immature eco system has 
few species and rapid growth. Globalisation and high capital intensity brought rural areas a 
low diversity of enterprises but fast economic growth. We have recently, however, seen a 
marked reduction in this growth. 
 
The Swedish financial sector, including the financial side of all enterprises, mirrors this 
development: financing with loans has been favoured as interest on loans is tax-deductible 
whereas dividends on equity are not. It has therefore made it more advantageous, through 
long periods of steady economic growth, to finance investment with loans. This has gradually 
driven down solidity and created the economy we have today; capital intensive, high in debt 
and growth-dependent. 
 
Several national Swedish organizations are organized together in the Rural Development 
Network (Landsbygdsnätverket ) to find ways to implement the intentions of Sweden’s Rural 
Program in an effective way. The overall goal of the Program is to support economically, 
ecologically and socially sustainable development of rural Sweden. A group within the 
Network has looked into the challenge of finding investment capital for rural enterprises. This 
report summarises the group’s Swedish report Kapitalförsörjning för utveckling och 
omställning på landsbygden (Financing Development and Transition of Rural Sweden) 
 

Lack of capital is holding rural development back 

 
The Working Group took as its starting point the insight that inadequate supply of capital for 
rural enterprise is an important factor behind the negative development of rural areas.  This 
lack of capital is something that the group sees needs to be approached creatively. 
 
Our investigation showed that the problem may be interpreted in several ways, depending on 
the perspective chosen. We will describe three typical perspectives and the consequences of 
each, but before we explore these we outline below the challenge of capital availability.  
 
There are three main types of actors are important for providing capital into the economy: 
households, financial intermediaries and entrepreneurs. Entrepreneurs are people who 
accumulate capital by starting up businesses or assuming the risk for businesses. 
 
There are persons / households that can save their income and who are willing and able to run 
a business and invest in it. They are category A in Figure 1 below. 
 
 
 



 
 
 
 
 
Figure 1. Four financial categories (A-D) of savers and entrepreneurs. Source: Oscar Kjellberg. 
 

* A. Individuals / households that can save their income and who are willing and able to run a 
business and invest in it. 

* B. Individuals / entrepreneurs who run a business and want to invest in their business, with 
no money to finance their investments. Individuals A and B are thus entrepreneurs who can 
and can not save enough to finance the necessary investment. 

* C. Individuals who can save but are not entrepreneurs. 
* D. Individuals who are neither savers nor entrepreneurs 
 

It is clear from this that both households in B and entrepreneurs in C have something to gain 
from cooperating financially. This cooperation can be arranged between themselves or 
through a financial intermediary. 
 
Savers’ key decisions include: 

* How much should I save long-term respective short term? 
* What is the purpose of my saving? Am I looking for maximum growth or do I have other 

purposes? 
* Can I improve my situation by steering my savings towards something special? 
* Do I want to support someone or something through how I save? 
* Do I want to share the risk – share the profits and losses with someone or do I want to 

minimize the risk? 
 

A financial intermediary may function in different ways. 
* It can target entrepreneurs, savers or to both. 
* It can choose to work with loans or equity. (In many countries, including Sweden, the ban on 

working with both in the same company has been removed.) 
* It can maximize the growth of the owners' capital or to be for the public or the members' best. 
* It can work with the local or the global economy 

Entrepreneurs’ important financial decisions include: 
* What should we invest in? Projects that fulfil the goals and strategy. 
* How shall we finance the investment - what capital structure do we want? Should we use 

internally generated funds or should we bring in outside capital? Should we use equity (issue 
shares, for example) or debt (loans)? 

* How do we deal with the profit (or loss); pay interest, keep the profit in the company or issue 
dividends? 

 

 



Financing rural development from three 
perspectives 

 

Problems 

 

The neoclassic perspective: economic growth is held back by the 
gap in supply and demand for capital 

 
The former Lisbon Strategy was replaced in June 2010 by Europe 2020 which is Europe’s new 
common framework for creating sustainable growth and creating more jobs throughout the 
Union. It is based on three overall priorities that reinforce each other. 

* Smart growth: developing an economy based on knowledge and innovation 
* Sustainable growth: promoting a more resource efficient, greener and more competitive 

economy. 
* Inclusive growth: stimulating an economy with high employment and social and territorial 

cohesion. 
 

The Swedish government said on that occasion that "the EU's common growth and jobs 
strategy (Europe 2020) will boost economies in order to create more growth and jobs." They 
added: "Even if Sweden is better placed than many other member states, the challenges facing 
Europe demand common solutions. Therefore Sweden was highly active in putting the Europe 
2020 strategy in place." 
 
The challenge facing the EU is to get out of a debt, which means a high rate of economic 
growth for a long time will be needed. Another way to say it is that if we do not achieve such a 
high rate of growth we will be overextended and deep in debt. 
 
The problem in rural areas is that growth is slowed down by a gap between supply and 
demand for money. 
 

A brief summary of neoclassical theory, capitalist market economy and growth 
 
The growth perspective is typical of people with a capitalist market economy ideological view 
of reality. These people analyze the economy on the basis of neoclassical economic theory. 
 
Capitalism describes the social relationship of ownership while the market economy describes 
how resource allocation and price discovery takes place in the economy. In a capitalist system 
the means of production (land and capital) are owned, and production factors are planned 
(land, capital and labour), privately by individuals in a social group. In a market economy 
factors of production / means of production such as labour, natural resources / raw materials 
and capital, are traded together with their production in the form of goods and services in 
different markets. 
 
Central to capitalism is the owners’ right to accumulate capital. This enables capital owners to 
save and invest in technical and institutional development in which work is divided and 
specialized. Development focuses on increasing the productivity of the scarcest / most 
expensive resources to obtain growth of equity. (Over the last 150 years, the industrialized 
world's labour supply has become increasingly scarce / expensive, while oil and credit have 
become less and less scarce / expensive.) 
 
Neoclassical economic theory is characterized by a general socio-economic approach that 



focuses on the determination of prices, output and incomes in markets through supply and 
demand. Marginalist reasoning plays a central role here. What and how much to produce is 
determined by marginal revenue, what and how much to buy is determined by marginal 
utility, what and how much labour or other resources that the individual company to hire / 
rent / borrow is determined by the marginal product and so on. 
 
If most things are traded in markets that are free, prices will, according to theory, provide the 
signals needed for economic efficiency to be maximised. Economic growth has come to be 
regarded as an indicator of a well-functioning capitalist market economy and therefore high 
growth has long been an overriding policy objective. 
 

The development perspective: rural areas leak capital 
 
Rural local economies are important for families, businesses and the national economy. 
However, the economic and institutional structural transformation characterized by 
mechanization, increase in scale, specialization, industrialization and globalization has 
depleted these local economies. 
 
Savers and entrepreneurs in rural areas face a diminishing supply of possibilities due to the 
growing leakage of capital from local economies. 
 
The ability of savers to steer their savings to the local economy and into real assets reduces as 
capital leaks from the local economy. The possibilities for rural entrepreneurs to find capital 
decreases concomitantly. 
 
To more easily see how the local and the global economy affect each other, we need a model. 
Figure 2 describes an economy in a simplified manner. The arrows represent flow of money. 
 
To the left of the figure the flow of funds is depicted related to production and consumption. 
This is the real part of the economy. Businesses pay compensation (1) for labour (wages) to 
persons in the household who in turn use a portion of their income from labour and capital to 
pay for consumption, (2) of the goods and services produced in these activities. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
Figure 2. Economic model. A 
simplified picture of the flow of 
money in a local or global 
economy.  
Source: Oscar Kjellberg. 

 



The arrows to the right part represent the financial part of the economy. This includes savings 
and finance. Households save (3) mainly with or through financial intermediaries who use 
their money (4) to assist entrepreneurs to finance investments in their businesses. 
 
Financial intermediaries include companies working with banking, financing, securities 
trading and exchange operations. 
 
Intermediaries work with equity (share capital and risk capital) and loans. There are also 
other intermediate forms of capital. 
 
Households may also save and fund enterprises directly (5) without going through an 
intermediary. Enterprises that receive financing pay interest or dividends to the intermediary 
(6) that pays savers (7) correspondingly. 
 
The financial categories B and C in Figure 1 can be found here. B are the entrepreneurs who 
need help with financing, and C are households who can save but do not want to operate 
independently. The arrows (3) and (5) are savings coming from C. The arrows (4) and (5) 
represent financing to B. 
 
Financial markets can, in principle, be available locally and globally. In practice, however, the 
functions that channel money from the global to the local are missing. In contrast, the 
functions that channel money in the reverse direction are well developed and widespread.  
 
Among the latter are insurance companies, the state, capital market institutions for credit and 
equities. A diminishingly small number of functions are surviving that circulate financial 
resources locally. These include "genuine" savings banks and cooperative banks. 
 

The local economy 
 
Neoclassical economic theory speaks of national and international economy but does not 
encompass local economy. New terminology is needed to model economic development in 
very diverse areas like plains, partly rural areas, forest areas, small towns, larger towns and 
even big cities. Neoclassical economic theory does not embrace the effects of urbanisation on 
households in different parts of the country. 
 
Without this, it is difficult to get a true picture of what is happening in Sweden.  This is like the 
layman who is unable to diagnose the illness behind symptoms of sickness; she lacks 
knowledge of the various organs in the body and how they function together. 
 
For this report, by "local economy" we mean something that is part of the national economy. 
The local economies are like organs in the national economic body. This body, however, has 
become so integrated into the international group of bodies that it is hard to discern from the 
group. Therefore we regard all that is outside the local economy – be it other local economies, 
the national economy or international economies – as "the global economy". 
 
Figure 3, the economy model from figure 2 contains a small copy of itself in the middle of the 
figure to illustrate how one can see the local economy as part of the global. It is delimited from 
the global economy by a dashed line. In this context, by global economy we mean everything 
outside the local economy. Naturally, money also flows between the local and the global 
economy. Households in the local economy buy both locally and globally. Similarly, they can 
save in the global economy; banks, stock markets or mutual funds and the equivalents may be 
available in the local economy. (The arrows showing money flows between the local and the 
global economy are not included.) 
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 3. Simplified picture of the flow of money in a local and global economy.  
Source: Oscar Kjellberg. 
 
For each local economy, money flows that cross the border, both in and out, can be identified. 
This is an important part of the analysis of a local economy as it contributes to the 
understanding of how the local economy develops. A simple and typical example is that 
households purchase a major part of their goods and services from outside their own local 
economy. When they pay for these imports their money flows out to the surrounding global 
economy. It is similar when they save. Money put into insurance, mutual funds and bank 
deposits that does not go to a company in the parish, a local development company, a member 
bank, a local savings bank, or other savings institutions or similar, will seldom return in the 
form of funding for  local enterprises. 
 
Businesses that can not finance themselves with internally generated funds need a 
supplement of external capital. External capital can be injected as equity or debt. Anyone who 
becomes a partner in a business puts their capital up for loss or gain. Those who do not want 
to take any major risks may contribute capital in the form of loans, staying outside the 
company’s circle of owners. 
 
Loans are accounted for as a liability on the company books and treated different from equity 
- in a bankruptcy lenders get their money forst. The owners have to wait and see if there is 
anything left for them. When reporting a company's financial position, equity is accounted for 
as assets minus liabilities. 
 
Savers and entrepreneurs could in theory seek each other out and agree on how to inject some 
savings to help finance the business. This may happen, but it is rare as it requires time and 



Figure 4. Industrialized society production helped by fossil fuel based 
technologies. Since this energy resource is finite, we must switch to technology 
based on renewable energy resources. With current and known technology we can 
only extract a fraction of the amount of energy we use today in the industrial 
society. 

 

knowledge. Typically, you go through financial intermediaries that specialize in helping 
investors, contractors or both. 
 

The transition perspective: we lack financial organisations that 
can drive the transition to a green economy 
 
Growth gives us massive kicks. To get it we have abused oil and credit. Growth increases the 
market value of equity and housing, politicians get increased tax revenues to meet campaign 
promises with, salaries can be increased, etc. However, there is another reason that we are 
obsessed with the idea that the economy should grow. A growth requirement is built into our 
economy through our debt -based monetary system. Since the money supply is at all times 
roughly equal to total liabilities, and these debts must be repaid with interest, money supply, 
given that it is turned over at a constant speed, must increase over time. 
 
As long as we can sustain economic growth, this is no immediate problem because the supply 
of money can grow at the same pace as the demand for money. During good economic times, 
however, behaviour becomes increasingly speculative the more time that has passed since the 
last crash.  When market players become speculative, bubbles arise in the assets that are easy 
to speculate in: real estate, real assets or stocks related to these assets.  When the bubbles 
collapse, social costs are high. These cyclical fluctuations and bubbles are in themselves a 
problem but that is not the big problem. 
 
The problem that we really should worry about is that a decline in energy supply will 
eventually stall economic growth. Already before the supply of energy peaks we get the same 
effect since depletion of the best sources forces us to turn to sources with lower energy return 
on energy investment (EROEI). Because of this inescapable decreasing of EROEI we have to 
set aside more and more economic resources for the energy sector. The result is decreasing 
economic growth.  
 
The fossil fuel era has meant a growing supply  of energy at low cost in comparison with the 
cost of human labour. After oil production peaks this will be reversed and our labour efficient 
but energy guzzling real assets (machines, installations, buildings, infrastructure, etc.) will 
become uneconomical.  When the fossil fuel era bubble bursts we will get a financial crisis that 
marks the beginning of a long adaptation to living within our natural possibilities as a species 
in an ecosystem. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

A radical shift to a fossil-free and sustainable society seems to be inevitable. Figure 4 
illustrates such a shift. During the last 150 years we have transitioned from a low-tech pre-
industrial society to an industrial high technology. Because of the growth requirement it is not 
sustainable and therefore we are now forced to shift to a sustainable high technology. 
 
The possibilities seem to lie in a transition from urbanization and centralisation to 
ruralization and localism. However, there are several threats to such a successful transition. 
The transition will require huge investment of time, energy and money - and just about all of 
these resources are becoming scarce. 
 
In addition, success is not guaranteed; risks will be large, which eminently characterizes the 
financial challenge. The investment required is of such a magnitude that society as a whole 
must be involved and bear the risks. Our financial system has changed so radically that it is 
difficult to see how financial intermediaries, in their present global form, could be involved in 
the financing of restructuring and rural development. 
 
The higher level of risk in the investment necessary for our transition must be managed. This 
requires both social capital and knowledge capital of a kind that have mostly been lost in the 
transition to globalized industrial high technology. A reconstruction of the social capital 
requires, among other things, a geographical and personal proximity in which we work 
together instead of competing. The necessary knowledge capital must include social, 
geological and ecological systems. 
 
The biggest challenge is probably our monetary system. As over 90 percent of our money is 
created as loans to be repaid with interest, we have built in a growth demand in the economy. 
Such a system will collapse when growth is stagnant and must be replaced by a monetary 
system that does not require growth. 
 

What can we do? 

 

Proposed solutions 

 
Ideas on how to overcome the challenges are linked to the different perspectives. 
 

Growth perspective: close the gap between supply and demand 
for capital  
 
Introduce measures to reduce the gap in all sectors of society even in rural areas. If the market 
economy performs well, it will take care of the rest. 
 

Development perspective: support local development groups 
 
Introduce measures to support local development groups to find creative financial solutions 
that, despite the ever decreasing number of financial intermediaries available, manage to 
attract local savings to finance local investment. (See arrow (5) in Figure 2). The working 
group has already established a practitioner network for such groups. By increasing the local 
circulation of cash, local development is favoured.  
 

Transition perspective: support local savings and finance 



innovation 
 
Introduce measures to support innovative solutions on how to organize savings and finance in 
a way that is adequate for the enormous transformation of our whole society that it takes to 
transition to a fossil independant economy. Because of the scale we neet to organise local 
savings and financing with the help of financial intermediaries, so that all can share the risk. 
(This is equivalent to a new form of risk-sharing financial intermediary in the embedded local 
economy in Figure 3. We call it a “local savings company”.) Increasing the circulation of 
money locally as well as developing social and knowledge capital locally, favours transition. 
 

Working Group results 2011 

 
Our analysis is based on three things. 

* We have described three common perspectives on rural capital problems. 
* We have discussed how the local economy is interacting with the global economy and 
* We have studied Swedish community development projects which have successfully tackled 

the problems of capital investment and gained a general idea of their methods. 
 

An important element of the analysis was our simple model (see Figure 3) where the local 
economy is embedded in a larger whole that we call the global. 
 
In light of the understanding currently gaining wider acceptance - that we must change 
because our current growth-based societal development is not sustainable - we recommend 
that all kinds of innovative efforts to find new ways to organize saving and financing for rural 
residents are embraced. This includes those in the form of financial intermediaries. A 
multiplicity of new local savings and cooperative banks will be needed and they must be 
supplemented by businesses that work with local risk capital. 
 
Our conclusion: rural growth, development and transition require many more innovative 
solutions to how local rural economies can organize savings and finance than we have seen so 
far. Therefore, society should support innovators who create organizations whose purpose is 
to improve the availability of local capital for the development of rural enterprises. Examples 
of such innovators are both within the financial practitioner network that we have created and 
the savings company developers described in the full report. 
 

Further work in 2012 

 
Step one in problem solving is to see the problems and understand them holistically i.e. to 
understand the system itself and how this system is part of larger systems, while it is itself 
made up of various subsystems. 
 
The Practitioners’ network has demonstrated what good leadership can do in the local 
economy through the existing institutional structures. It has shown us how to organize savings 
and financing without financial intermediaries. The saver has a direct relationship to the 
entrepreneur by becoming a partner in their business. Their example should be highlighted so 
that they attract the attention of many more. 
 
A prospective local savings company plans to use the “engine” developed by the Swedish 
company Crowd Equity. Another potential savings company stands waiting in the wings. This 
is about leadership and institutional creativity at the intersection of equity and debt, not in the 
global economy but in the local economy. The savings company engine generates capital for 
the enterprise as a loan or an equity stake. It is an entirely conventional solution but in the 
interface to savers it uses a preferential debenture. This form of investment contract is not 



common and certainly rare as a local economic solution to finding capital. 
 
We are considering further work to include: 

* Continued support for the practitioners and innovators who experiment with local financial 
organizations. 

* Dissemination of information on local economy, opportunities for local economic 
development and how you can organize local savings and funding to support local 
development. 

* Dissemination of information on how the state could be involved in local economic funding. 
* Networking on transition issues. 
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