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1.  Introduction 

The effects of privatisation (and liberalisation) on  employees and their trade unions falls into two broad categories:

· Employment - there has been the huge reduction in employee numbers: 55,000 in gas and 66,000 in electricity. 

· Industrial relations - there have been substantial changes in collective bargaining arrangements and frequent changes of owner and structure. 

2.  Employment

A.  Loss of 50% of  jobs 

At privatisation in 1990 the industry employed about 144,000 staff. By 1998 this had fallen to 78,000 – a loss of 46% of the workforce in 8 years. 

The greatest losses have occurred in the two main generating companies, National Power and PowerGen. By 1998, the workforce of these two companies was only about 25 per cent of it’s size in 1990.  Allowing for the fact that their market share in 1998 was just over half what it was in 1990, labour productivity appears to have doubled. 

There have also been significant job losses in the distribution companies. Five of the major factors here have been:

· Outsourcing or sale of certain functions – for example, most of the companies sold their retail outlets

· Job losses following mergers and takeovers, as a result of restructuring to generate savings and increase profitability

· Developments in information technology which have led to further reductions in staff 

· More recently the distributors have cut staff to reduce costs because of the regulator imposing tighter constraints on prices

· Liberalisation of the energy market.

There have been no involuntary retrenchments, however. All reductions have been achieved by a combination of attrition, voluntary severance payments and early retirement.

B.  UK in the European context

It is useful to compare the employment trends in the UK with the other countries of  western Europe.

According to official EU statistics, as many as 212,000 jobs were lost between 1990 and 1995 in the energy sector in western Europe, a rate of 17%. The UK alone showed a loss of 110,000 jobs, over half of those lost in the EU as a whole in this sector over this period, a reduction of 42% over the start of the period. with cuts of between 30% and 42%.  Other data, based on company annual reports, presents a very similar picture. 
  

· Table: Employment change in Energy Industry in Europe 1990-1995 
Country
1990 (thousands)
1995 (thousands)
Change 

1990-1995
Percent change 1990-1995

Total EU12
1224.3
1011.6
-212.7
-17.4%

Of which :





UK
263.3
152.6
-110.6
-42.0%

Source: Eurostat: Thousands of employees in electricity, gas, steam and hot water (NACE revised sector Code 40)

These figures point clearly to a major difference between the UK and other countries. Since there were no major differences between the UK and the rest in technical or other trends during the period, then the obvious differentiating factor is that the UK alone carried out wholesale privatisation of its electricity sector during this period. 

3.  Industrial relations

A.  Changes in structure of collective bargaining. 

Before privatisation, there existed  national bargaining machinery. This provided for joint councils for manual and white-collar workers, under which industry wide pay and conditions were implemented.

The privatisation process in 1989 split the industry into a number of different companies, including 2 main power generators – National Power and Powergen – plus 12 regional distribution companies, plus another company, National Grid, top run the transmission system.

The 1989 Electricity Act included temporary protection for the existing national bargaining machinery, by requiring employers to give twelve months' notice to withdraw from the national machinery. By 1992 all had done so, and the industry-wide machinery had been replaced by company agreements, both national and regional. 

This change brought some benefits from the trade unions’ point of view.   Firstly,  common agreements covering  all unions and staff replaced the separate arrangements previously in place. One aspect of this was the introduction of equal pay for female clerical and administrative staff. 

In addition, it forced the unions and their members to create a new layer of involved activists at company level. Because of company-level pay negotiations,  there was greater interest among staff in becoming actively involved. The unions set up a series of education and research initiatives to support the activities of this new layer of bargainers.

There have been some further restructuring of industrial relations.

Some companies have moved from company-wide arrangements to ‘business-stream’ bargaining, creating negotiating bodies covering even smaller units. This has placed extra pressure on trade union resources. 

More recently, there has been a move towards "partnership agreements", encouraged by the new labour government, with more open access by trade unions to company information and decision-making. 

B.  Multinationals and industrial relations practices

Takovers by foreign-based multinational companies have not introduced dramatic changes in industrial relations practices.

Southern Company, the first US company to buy a regional electricity distributor in the UK , (SWEB), continued to recognise the trade unions and  follow a collective agreement - although the management expressed surprise at the length of holiday entitlement. It did however make some changes, for example introducing a customer satisfaction bonus, linked to the percentage improvements in customer satisfaction as measured by surveys - similar to the company’s  practice in the USA.. And if complaints to the electricity regulator drop by a certain amount, all staff go into a draw for free trips to Disneyland (Florida, not Paris!). When Central and South-Western took over another UK electricity distributor, Seeboard, they left the existing management and industrial relations arrangements completely unchanged.

This experience fits with another study of US multinationals across a range of sectors which have invested in Europe, which found that the US companies were mostly content to follow European employment practices. The survey  found that the survey highlighted how the European employees may enjoy better conditions than in the USA - 90% of European employees of US companies have a working week of 40 hours or less, 85% have at least 5 weeks annual leave, and 100% enjoy health coverage under national or company schemes. The one area where the survey found US firms were more resistant to adopting European standards was that most of them resisted setting up European Works Councils (EWCs). 

C.  Range of employer policies

The hardest companies to deal with are not necessarily those owned by foreign multinationals. National Power, one of the original privatised companies which remains British, recognises the unions but has a ‘hard’ ‘take-it-or-leave-it’ style of relationship, which treats the unions as an unfortunate, unavoidable necessity.

Scottish Power, another original UK-owned company, has expanded into water by Taking over Southern Water. While most companies have been splitting up the bargaining arrangements for employees, Scottish Power has created a single agreement covering both companies.

D.  Changing employers

In private hands the industry has been sold, split, sub-contracted and restructured in a variety of ways. These include vertical reintegration – generating companies have bought distribution/supply companies in order to secure a customer base, thus re-establishing vertical integration that the original restructuring was supposed to have ended.

· Successive takeovers

The employer has changed frequently in some cases eg London Electricity was first an independent company; then in 1996 taken over by the US company Entergy; and then sold by Entergy to the French state electricity company EDF. 

· Divide of ‘supply’ and ‘distribution’ 

The split of distribution ‘wires’ companies from the retail supply business has caused further complications. SWEB, in southwest England, was first independent, then taken over by Southern Company (USA), which subsequently sold half the shares to Pennsylvania Power and Light (USA); when the supply and distribution roles were split, SWEB’s supply business was sold to London Electricity (by this time owned by EDF) while the distribution ‘wires’ business remained with Southern and PPL, but was renamed Western power Distributors (WPD). 

· Reintegration

In 1998, there was a major shift in policy towards vertical integration of generation and supply. Previous attempts by National Power and PowerGen to take over RECs in 1996 had been blocked by government. In 1998, the restrictions on National Power and PowerGen were removed and National Power took over the supply business of Midlands Electric, while PowerGen took over the whole of East Midlands. These moves were followed up by further take-overs by companies with a generation interest. EDF, the French utility that supplies Britain through the interconnector to France, bought the whole of a REC (London) and a supply business (SWEB), Scottish Hydro merged with Southern and British Energy bought a supply business (SWALEC). There is every indication that further take-overs led by generation companies will occur.

There can be little doubt that, if unchecked, the industry would tend to move towards a structure in which supply and generation was integrated. Owning a supply business reduces the risk of a generation business. 

· Contracting-out

Various operations have been contracted-out to specially created subsidiaries or other companies, including meter-reading, maintenance and billing services.
E.  Multiple factors

The impact of these different restructurings has led to some very complex and fast-changing changes of employer. Some examples of this complexity are: 

· Eastern Electricity

Eastern Electricity was taken over first in 1995 by the Hanson group, and then sold to the US group TXU in 1998. The retail supply part of the business has now been sold to Norweb (United Utilities). The meter-reading has been contracted-out to a subsidiary of Siemens, the German electricity multinational. All basic maintenance work is now carried out by a company called “24/7”, which is jointly owned by London Electricity and Eastern, and does work in both areas. The billing services, issuing invoices etc, is contracted-out to Vertex, part of United Utilities. 

· Swalec

SWALEC, the electricity distribution company for South Wales, was taken over in 1996 by the privatised water utility, Welsh water: the new company was renamed Hyder. In February 2000 Hyder sold  SWALEC’s retail supply business to British Energy – the privatised company which took over the nuclear generating plants. In September 2000 Hyder itself - which still owns the distribution ‘wires’ business for south Wales was taken over by WPD.  The billing services for SWALEC – the computerised operation which sends out the invoices – is being sub-contracted to Vertex, part of United Utilities/Norweb.

· East Midlands

East Midlands one of the distribution companies, was taken over by Dominion Energy (USA) in 1997, then sold to Powergen (one of the UK power generating companies) in 1998. In 2000, Powergen sold the contracting and maintenance division, EMEC, to multinational ABB (Switzerland-Sweden).

F.  Workplace Culture. 

Liberalisation has had a profound impact on methods of management in both gas and electricity. A report by Unison summarises these changes thus: 

“Management techniques employed in both gas and electricity involve the introduction of new working practices, particularly greater employee flexibility. These are presented as being necessary for good team-working and skills improvement, but the real motivation is cost reduction to maintain profit margins and shareholder dividends. The change in workplace culture has also led to new remuneration strategies, including personal contracts of employment, performance and profit-related pay and bonus systems. They are designed to minimise negotiated salary increases and to reduce the role of trade unions. The new culture can be summed up in the term, 'Human Resource Management'. 

UNISON has responded to the changes in workplace culture by organising training courses in negotiating skills and introducing incentive based recruitment programmes for members in gas. We have also improved communication strategies and ensured that all separate business divisions have a regular bulletin service which reports developments and discussions with management. Our members in electricity are acquiring financial and economic skills in understanding the more complex and increased number of company reports. Communications with branches and members have also improved to counteract management's direct relations with staff. “ 

In gas, where liberalisation has been more extensive, (British Gas has lost 75% of its commercial and industrial market and about 18% of its domestic market), competitive pressures resulted in a serious reduction in staff numbers in the mid 1990s with a subsequent decline in customer service quality. And although service standards have now improved continuing pressure to reduce costs, particularly in the domestic supply business, is placing a great strain on management-staff relations. 

G.  Disputes

There was a major dispute between the unions and the employer in 1996 when Norweb – the electricity distributor for the North West – was taken over by its regional water counterpart, North West water, to form United Utilities. The new company indicated that it would withdraw trade union recognition in its newly formed billing and computer services section, Vertex. The unions balloted for strike action, and in the end the company created a ‘works council’ for United Utilities., which includes senior trade union representatives.

The union remained derecognised in Vertex, however, until 2000. Then a ballot was held under new statutory recognition procedures, which was in favour of recognition , and so the company has now had to recognise the union again.

4.  Profits, dividends and redistribution

A.  Reduction in employment pays for increased dividends

Job reduction has been seen by these companies as a principal method of achieving savings and providing greater returns to shareholders.

A study by accountants 
 suggests that this is the result of a conscious strategy of providing increased dividends to shareholders by reducing the workforce. The study, which covered all UK privatised utilities, including BT, shows that the combined privatised utilities “sacked nearly 25% of its workforce, some 100,000 workers, since privatisation. All of these jobs could have been sustained if the cash distributed as dividends had instead been applied to paying wages at the average rate prevailing inside the companies”  (Karel Williams et al, Guardian 20.11.95). The table shows their calculations for the energy and water companies.

· Table: Employment and dividends in UK energy and water utilities

Company and year of privatisation
Year end
Dividends paid in latest year (£m)
Numbers employed year after privatisation
Numbers employed in latest year
Numbers that could have been employed in latest year if wages had been paid instead of dividends.

British Gas (1984)
1994
631
91,900
67,300
90,800

Water companies (1989)
1993
478
40,600
39,600
56,000

National Power & Powergen (1990)
1995
300
23,300
9,600
18,600

Regional electricity companies (1990)
1994
515.1
81,800
69,000
92,500

Source: Karel Williams et al, Guardian 20.11.95

Job reductions in all sectors have continued since this analysis was published, and mergers and takeovers in the UK have also brought significant job reductions. For example when North West Water took over the regional electricity company NORWEB to form United Utilities, the company announced that it would be shedding 2,400 jobs in order to finance the costs of the takeover. 

B.  Director's Salaries. 

Privatised utility directors' salaries rose dramatically after privatisation. In 1998  total remuneration packages (which include salaries, bonus payments etc.) ranged from £104,930 paid to the Deputy Chairman of British Energy at the lowest end of the scale, to £546,285 paid to the Chief Executive of National Power at the highest.
 

C.  Consumers lose out from privatisation 
In the light of dramatic reductions in generation and fuel costs, a reduction in the prices paid by consumers for generation of about 2 per cent and the removal of the nuclear subsidy look a poor return. There have been dramatic falls in gas and coal prices, massive improvements in nuclear performance and a dynamic new technology, the CCGT, was unexpectedly available. 

A cost-benefit analysis of the effects of electricity privatisation concluded that UK consumers lost billions of pounds as a result of electricity privatisation. 

The authors calculated the efficiency savings (mainly due to reductions in labour costs in the electricity companies and job losses in the coal industry), environmental effects, investment and fuel use effects, and the costs of reorganisation.  The largest single item was a reduction in operating costs of between £7.6 billion and £8.8 On this basis - ignoring the cost of lost jobs and income - the authors estimate the total benefits to be between £6bn and £11.9bn - equivalent to a reduction of about 3.2 to 7.5 percent of prices.

They then examined the actual distribution of benefits - and found that the price reductions did not happen. Prices did not fall as fast as costs, and so: "Power purchasers seem to be paying higher prices than they would have under continued public ownership".

The reason for this, say the authors, was that "higher company profit margins offset lower costs". This happened to such an extent, that "the shareholders benefit by more than the total net benefit". So none of the savings ever reached the consumers.  In fact, consumers lost between £1.3bn and £4.4bn as a result.

Note No. 124 September 1997

UK Electricity privatisation - who won, who lost 


£ billions at 1994–95 prices

Power purchasers 
(loss)  -1.3 to -4.4

Government (including sales proceeds) 
(gain)    1.2 to 0.4

Shareholders (less sales proceeds) 
(gain)    9.7 to 8.1

Source: Newbery and Pollitt, Table 2

Such high levels of profit were reinforced by windfall savings resulting from the RPI-x formula which determines prices can have a significant influence. For example, high interest rates and indirect taxes, such as VAT on fuel, helped to create the windfall profits of the companies in the early to mid 1990s.

5.  Some comments on European experience

A.  Impact on employment from liberalisation

The effects of liberalisation are now more general across Europe, since the introduction of the EU electricity directive in 1998. This requires countries to open their electricity markets to some form of competition, and has resulted in widespread cutbacks in staff, mergers and restructuring in Europe.

A major study carried out by the European Public Services Union (EPSU) in 1999 showed widespread job losses occurring across Europe, in most cases explicitly linked to liberalisation: “Based on European and national statistics over 250.000 jobs have been lost between 1990 and 1998. Based on company reports and announcements of companies a further reduction of jobs can be expected of 25% in a 4-5 year period”. 

The connection with liberalisation and privatisation is reinforced by the fact that France, where the market opening is limited, and the industry remains in the hands of a large, unified, state-owned utility, is a notable exception to this trend. Indeed, EdF has experienced little reduction in employment; has managed to improve working conditions and job prospects through a 35hour week agreement.

B.  European regional market – privatised UK companies lose out

European liberalisation has generated a wave of takeovers, restructuring and international expansion by companies. It is widely expected that Europe will be dominated by about 6 major electricity companies within a few years.

However, none of them will be UK companies. The distribution companies have now all been taken over by multinational companies, mostly based in the USA or in other European countries. The two major privatised power companies in the UK, National Power and Powergen, have failed to establish themselves as major companies in Europe. 

· Powergen

Powergen’s European interests consist of a halfshare in one power station in Portugal; a minority interest in a lignite mine and associated power station in eastern Germany; and a power station in Hungary.

· (Inter)national Power

The international activities of National Power have been separated off into a company called International Power, which has been given a provisional international credit rating of BB – worse than South Korea’s sovereign rating for example.  The international operations include the majority shareholding in Hubco, a generating company in Pakistan which has been embroiled in corruption allegations. In Europe, the presence amounts to a power station in Portugal, some generators in Spain, and a small company in the Czech republic.

C.  Domination by large, integrated companies, often state-owned

By contrast, the companies which are expanding most successfully in the European market are large, national-scale companies, as shown in the table below.

Company
Home country
Ownership

Electricite de France
France
State

Vattenfall
Sweden
State

Tractebel
Belgium
Private  (Suez-Lyonnaise)

Eon
Germany
Private

RWE
Germany
private

Enel
Italy
State/private

Fortum
Finland
State/private

· They are mostly vertically integrated companies, with interests in generation and distribution. 

· They enjoy domination of their home markets. Tractebel has a long-standing near monopoly in generation in Belgium, and also co-owns a high proportion of distributors

· There is a clear trend towrds vertical unification – not unbundling – and mergers, not separation. For example Germany was dominated by four major companies, which has now been reduced by merger to two.an oligopoly position which is being concentrated by mergers, rather than unbundled

· They include state-owned companies, notably Electricite de France and Vattenfall (the Swedish state utility). These have proved far more successful internationally than the UK private companies - for example, EdF now owns London Electricity, and Vattenfall controls the electricity company in Berlin.

6.  Hungary

In Hungary the government consulted the trade unions before and during the privatisation of the energy sector. Clear protections for employees were built into the contracts from the outset.
 

A.  Political and economic background

The Hungarian government embarked on a programme of privatisation of parts of their energy industry in 1994. The programme proved politically controversial, and was delayed for a number of reasons. Two ministers of privatisation resigned during this period.  At the end of 1995 shares in electricity and gas distribution companies, and some electricity generating companies were sold to western industrial companies. At the end of 1996 further problems arose over both price and pay increases.

The political and economic issues debated included:

· how far the industry should be broken up before privatisation. 

· how rapidly energy prices would be allowed to rise following privatisation. 

· what rate of return on capital should be used as a benchmark

B.  Negotiations and guarantees over social aspects 

The Hungarian energy trade unions raised a number of concerns about the impact of privatisation on employees. These included concerns over:

· loss of jobs

· retraining and redeployment for displaced workers

· a collective labour contract for the electricity industry

· the future administration of social and welfare facilities in the industry

· opportunities for employees to buy shares

During the preparations for privatisation the trade unions felt that they were not always being properly consulted and involved. Strike action was threatened on at least one occasion. International organisations became involved in asking the Hungarian government to negotiate. In July 1995 the government reached agreement with the trade unions on all the issues that had been raised.

Three specific points in the agreement included:

· a percentage (5%) of the money received for the shares would be used to create a fund for retraining and redeployment of any displaced workers

· the observation of the industry collective labour contract would be a contractually binding condition of the share sales

· employment levels in the privatised companies would be protected

The government also stated that the companies would be allowed a rate of return of 8%. The status of this has since been disputed, with the companies arguing that it was a guaranteed minimum.

C.  Sale of shares: December 1995

The first stage of privatisation was introduced at the end of 1995. The privatisation agency sold shares in regional electricity distribution companies, gas distribution companies, and some electricity generating companies. In each case, the shares sold represented less than 50% of the companies share capital. 

The shares were sold to a number of  foreign energy companies, including Tractebel, Electricite de France, and RWE. The new owners said they were pleased with their purchases, and many of them declared their intention of investing more money in the Hungarian companies.  At least in the case of RWE, German managers and trade unionists advised Hungarian colleagues on how to set up works councils and bargaining arrangements that reflected those operating in Germany.

Nearly all the purchasers were continental European companies. Both the UK and the USA energy companies were concerned that the likely rate of return was neither high enough nor guaranteed enough.

D.  Disputes over price and pay rises, October 1996

The following year the Hungarian government decided that it could not, after all, allow energy prices to rise as much as had been anticipated at the time of sale. The reason was simple political concern over the impact on people’s cost-of-living. The foreign companies protested  very strongly over this, and in some cases threatened to withdraw their investments.  In the end a compromise was reached.

At the same time, the Hungarian trade unions accused some of the companies of not observing the collective agreement on pay and conditions. The companies had not implemented the increase in pay which was due under those agreements. First RWE, and then Tractebel, said that they wanted to withdraw from the national agreement. The Hungarian energy union appealed for support from international trade unions, especially in the home country of multinational energy companies with whom they were in dispute. This resulted in extra pressure being brought to bear on these companies to observe the national agreement in Hungary. Following this domestic and international pressure, the companies did eventually implement the pay rises. 

A further dispute took place in 199 with the USA company AES. The manager was attempting to cut the workforce by more than 50%, in breach of fundamental agreements. The unions, with the assistance of PSI, convinced the multinational of the need to behave more cooperatively. The manager was replaced.
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