Privatisation
Countering the myths

PRIVATE COMPANIES ARE MORE EFFICIENT

Efficient – at making profits How do we measure the performance of private
companies running public services? For shareholders the answer is clear:
profitability. By this token, there is no question that privatisation is “working”. The total value
of privatised contracts is set to reach a colossal £101bn by 2014-15, up from just £9.6bn in
2008. Companies like Serco, Capita and G4S are certainly “efficient” at squeezing profits from
such lucrative contracts. But it’s no mystery how they generate such a profit margin.
There are two principle means:
1) to cut back on the range and/or quality of services provided, or
2) to undermine workers’ pay, pensions, terms and conditions.
Two-tier workforce Of course this doesn’t apply to those at the top, with huge salaries
and bonuses going to top executives. And yes, people currently working in the public sector
should be covered by existing protections covering any direct transfer in the short term. But
newly recruited candidates for basically the same job will not enjoy these protections - setting
in train a two-tier workforce and the gradual erosion of pay and conditions.
Total shambles But are the privateers “efficient” at anything other than delivering cuts?
Apparently not. Far from improved services as we were promised, private providers have often
failed to meet even minimum delivery requirements and failed tests of basic competence.
Remember the utter panic when G4S finally admitted it had totally failed to fulfil
its contract to provide enough security guards just days before the London
Olympics was due to start? Or take the shambolic privatisation of court
translation services - where MPs heard that “almost everything that
could go wrong did go wrong’, leading to ‘total chaos’ with huge
expense resulting from delays and mistakes requiring retrials.
Complicated and bureaucratic But it’s not just about poor
delivery. The whole system of dividing up public services into a
complex series of separate contracts, opening up the process to
competitive tendering and evaluating rival bids is an inherently
burdensome, complicated and unreliable process. The chaotic
collapse of West Coast mainline franchise is only the most graphic
case of a general failure of government to manage the complex system
of contracts which outsourcing requires. Inefficiencies abound in the whole
process of opening up services to private profit. And that’s before we look at the
hidden public subsidies which are designed to transfer public wealth to private
hands under the radar of public scrutiny.

THE PRIVATE SECTOR BEARS THE RISK

Private profit, public losses Ultimately, the public are paying the price for
this profit bonanza. All too often, privatisation transfers assets and profits to
shareholders while the liabilities are left with the public in case things go wrong. True, high
profile failures can cause some reputational damage, and mean the value of a company’s
shares can be temporarily hit. But in reality private companies are often insulated from
bearing the burden of failure.
Windfall profits Often, multi-million pound corporations will ring-fence their liabilities
by setting up project-specific “Special Purpose Vehicles” which they can milk when the
going is good, but which are held conveniently at arms-length if they run into trouble. This
is particularly the case in PFI/PPP projects which lock government into long term debt
repayments but where equity can often be traded at a premium by companies trading away to
make a quick windfall profit running into of millions.
Taxpayer subsidies Private profits continue to be bank-rolled by billions in public subsidy
every year. In rail alone the amount of public subsidy going into the industry nearly trebled in
the early 00s and at nearly £4bn in 2012-13 remains higher than before privatisation. And what
have we got for our money? The most expensive train fares in Europe for a less reliable service
on overcrowded and outdated rolling stock, operating on ageing infrastructure! The top five
recipients of public subsidy in the rail passenger industry alone received almost £3bn between
2007 and 2011, ensuring operating profits of £504m, with 92% (£466m) of that paid out to
shareholders. At the same time over 90% of all new investment in rail infrastructure – from
which private companies and their shareholders directly benefit – came from public funds or
government borrowing via Network Rail.
What a scam! Independent research shows the private companies have become expert in
“gaming the system”, selectively providing services where the results can be obtained with
little outlay, whilst problematic areas where results require more substantial investment are
sidelined. A good example of such “creaming and parking” is the Work Programme delivered
by A4e, whose staff skimmed off the easiest cases to find routes back into work, whilst leaving
more challenging cases like the long-term unemployed “parked” at the back of the queue.
The less profitable aspects
of running services are often
abandoned or left for the
public sector to pick up.
90% of all new
Serious Fraud? Sounds like
investment in rail
daylight robbery? Well, the
infrastructure
rip-off of the public purse
came from
public funds
might even have reached
or
criminal proportions. Justice
government
borrowing
Secretary Chris Grayling told
via Network Rail
MPs that private companies
had been over-charging the
taxpayer to the tune of tens
of millions for non-existent of
electronic tagging, with the
Serious Fraud Office brought
into investigate G4S.
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WATER COMPANIES – PROFITS

PRIVATISATION
IMPROVES SERVICES
AND OFFERS VALUE
FOR CONSUMERS

Held to ransom If the theory is
that competition between private
companies will lead to a downward
pressure on the prices, in reality
privatisation has turned citizens into
consumers held to ransom to access
services they have little choice but
to use.
Take the privatised water
companies – it’s not as though
BILLS
OPERATING
consumers have much of an option
INCREASE
PROFITS INCREASE
to shop around when we turn on
a tap. Yet in the first decade since
1989 when Thatcher privatised the
water companies, bills increased by
46% in real terms, whilst operating
profits increased by more than 142%.
Similarly, the energy market (99% of which is controlled by just 6 big operators) collectively
benefited from a profit windfall of £3.74bn profits since the 2010 election, an increase of 73%,
but at the same time bills have rocketed by 28.5% over the same period.
Not in our interests Far from competition driving down prices, to the benefit of the
consumer, the regulator OfGem has found that in some cases the big energy suppliers have
sought to prevent “more than half of the attempted switches by their customers”, blocking
consumers from moving on to better value tariffs with alternate providers whilst also “reducing
the risk from competition through adopting similar pricing strategies”.
No profit, no services Private companies only want to offer services from which they
can profit, whereas public providers can use the most popular sources of revenue to
cross-subsidise less profitable services which might be nevertheless be essential for
some people. The privatisation of Royal Mail is likely to see an end to the six-day-a-week
Universal Service Obligation (USO), which could see Saturday services and deliveries to
more remote rural communities axed in the drive for profit. Deregulation of local bus
markets saw private companies saturating the most popular and profitable routes but
saw many essential routes scrapped altogether. The staffing cuts proposed in the Sir Roy
McNulty’s review on Rail will have a serious impact on access for the disabled and for
safety across the rail network.
What price safety? You can’t put a price on everything we value in public services such
as the need to prioritise public safety. As private companies seek to drive down costs, the
pressure exists to reduce staffing numbers to below safe levels. In privatised prisons the drive
to keep down costs has led to overcrowding, and situations where the safety of officers and
prisoners are compromised. Similarly, rail disasters like those at Ladbroke Grove (1999),
Hatfield (2000) and Potters Bar (2002) revealed the inadequate safety regimes overseen by
privatised infrastructure company Railtrack, and a number of private contractors.
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PRIVATISATION GIVES US MORE CHOICE

Too much choice? Privatisation turns us from citizens - where public services
are run for the benefit of all - to consumers with no choice but to shell out (if we
can afford to) for services run by a small number of highly profitable corporations. But for
supporters of privatisation this is a “liberation”, a new found freedom to pick and choose
between different providers. But is this consumerist “choice” always desirable?
Can we all keep on top of which hospitals or clinics are performing best in each and every
category of treatment, comparing statistics on every kind of operation available at hundreds of
institutions nationwide? And even if we had the time and expertise, are all the relevant measures
available to us? Can we tell where staff are most caring and sympathetic? Most people don’t want
to be beset with an infinity of choices. It’s hard enough comparing all the mobile phone or energy
tariffs. Are we ever really sure there isn’t a more suitable one out there? As OfGem comments,
“the growing complexity of pricing information [means that] consumers find it difficult to make a
well informed choice of supplier”. The same is true on the privatised railways where passengers
must negotiate a complex ticketing system or face paying extra.
Conflict of interests How much more anxious would we become if critical decisions over
our family’s health or education is dependent on us making good choices? Most of us want
to be able to trust that professionals are using their best judgement to gauge what is in our
best interests. But if commissioners and service providers are linked in a web of commercial
interests, how do we know that the “choices” we are offered are only those which would
generate a better return for the private companies involved?
Hospitals, schools, universities and other privatised services will be shot through with
such conflicts of interest. Markets are intended to create a world of winners and losers – but
people want the certainty that they can rely on good local services as a matter of right. If
innovation is developed in one area, do we want this best practice shared or jealously guarded
by shareholders looking to profit? The reality of privatisation is a nightmare, but then so is the
vision its supporters want to achieve.

For more information, including
on the need for a publicly owned,
democratically-accountable
alternative, see “The Real Cost
of Privatisation” (TUCG, 2013)
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