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Executive Summary

Chapter 1: Introduction

The report examines the impact of water and energy privatisation in Europe on employment, working conditions, industrial relations, and service delivery. 

Chapter 2: Extent

· The privatisation of water is not as extensive as is sometimes assumed. In western Europe, only France and the UK have predominantly private water systems, and Spain has about one-third. Elsewhere, water is still predominantly run by public sector bodies. The expected growth in privatisation in Italy has not happened.

· In CEE, a number of major towns in the Czech republic and Hungary have set up semi-privatised joint ventures to run water on a concession basis. However, the main trend in CEE is decentralisation, as part of wider political reforms, possibly at the cost of efficiency.

· Electricity in western Europe still has complex patterns of provision, but publicly-owned companies  continue to be important. In distribution, municipally-controlled companies are the norm. In generation, the state-owned companies such as EdF, Vattenfall and IVO have become successful international operators. 

· The UK remains unique in having privatised its entire electricity industry, and in the takeover of most of its distribution utilities by USA companies.

· In CEE, major privatisations have again been restricted to Hungary and the Czech republic so far, although they cover both generation and distribution. Some IPPs have been set up in these countries and Poland. 

· Competition is being introduced more widely, but this does not appear to necessarily favour privatised operators. In Scandinavia, the most successful companies are the state-owned generators.

· International competition over gas supplies is already significant, as the Russian multinational Gazprom seeks to extend its supply network and downstream operations right across Europe. Central European countries such as the Czech republic and Poland have actively sought alternative gas supplies. 

Chapter 3: Efficiency

· It is often assumed that privatised companies will necessarily be more efficient and cost-effective than public ones. Empirical evidence, however, suggests that privatised energy and water companies are in practice no more efficient than public ones. 

· On costs, personnel ratios, technical performance and financial comparisons, publicly-run water operations appear at least as efficient as private ones.

· Publicly-run systems may have a greater incentive to maximise environmental quality, as happens in Germany, rather than seek simple profit maximisation, as happens in the UK

Chapter 4: Public budgets

· The fiscal effects of privatisation of water and energy companies should be neutral. However, in practice the fiscal situation of governments and local authorities is a prime motive for privatisation of utilities.

· If the sale price is right, the annual benefit gained from the amount received should be equal to the value of the dividends lost. The Maastricht convergence criteria for European monetary union accurately reflect this by excluding privatisation receipts from calculation of deficits.

· Despite this, both governments and local authorities have treated receipts from privatisation as though they were extra tax revenues, or substitutes for tax revenues. 

· In some cases this has been formalised by specific payments to local authorities, whose legality has been challenged.

· The Maastricht convergence criteria encourage privatisation because it the capital expenditure carried out by a private company does not count against a public authority’s borrowing. 

· A company may derive extra benefit from being able to assume works contracts without further competition. However, the guarantees sought by concession companies may jeopardise the ‘private’ status of such investment.

Chapter 5: Employment

· The data indicates that the UK has seen a much sharper fall in employment in energy than  other EU countries. This may be at least partly due to the UK’s total privatisation of this sector during the period, coupled with its lack of protection of employment.

· In both water and energy, human resource strategies in the privatised energy and water companies of the UK have focussed mainly on reductions in the number of employees in order to improve profitability. A similar pattern of job reduction emerges in water privatisations in CEE, although jobs may be cut under public management also.

· The example of the French  publicly-owned energy company EDF suggests that it is easier for publicly-owned companies to adopt positive strategies for increasing the number of employees. In addition, the example of Budapest shows that governments can negotiate job protection agreements as part of the conditions of privatisation.

· By contrast, an analysis of UK privatised utilities concludes that the widespread job reductions have had the effect of financing higher dividend payments to shareholders. In a number cases in CEE, job reductions have been a key part of the economics of water privatisation

· The results of a PSI survey show that workers subject to privatisation have invariably been transferred. This is in line with the current requirements of EU legislation on transfers of undertakings. International codes on privatisation as yet contain no social provisions.

Chapter 6: Pay and conditions

· Trade union surveys, in both water and energy, suggest that there is no general pattern of privatised water or energy employers offering markedly better or worse conditions than public sector employers. However, the privatised UK utility companies have increased their directors' pay substantially.

Chapter 7: Social partnership

· Formal consultation procedures may not allow for real influence by the social partners, There is however repeated evidence of active political campaigning by trade unions as a way of influencing the decision-making process. 

· The case of energy privatisation in Hungary provides an excellent example of meaningful involvement of the social partners. This resulted in an agreement protecting jobs and providing for benefits as part of the privatisation contract. 

· The importance of this was apparent a year later when the companies were in dispute with the government over prices and profits. The employers tried to reduce labour costs as a way of resolving the conflict, but were prevented from doing so by trade union action to enforce the agreement.

· A comparison between the industrial relations practices in French and UK energy companies suggests that there is a significant difference in industrial relations practices. The state-owned EdF has a clear positive commitment to increasing employment, whereas the UK companies see job reductions as desirable ways of achieving savings. The differences can be partly attributed to the narrower  economic objectives of privatised utilities. 

· However, differences in national political conditions are also significant. This factor is reinforced by the apparent readiness of USA and other companies to adapt their policies to the conditions of host countries. 

Chapter 8: Consumers

· In water, experience in all countries where water has been privatised, including the UK and France, suggests that prices are at least as high under privatised management. There is a general upward pressure on prices,  due to the requirement for investment to meet higher EU standards.. 

· In energy, available comparisons do not show any clear relation between prices and private or public sector ownership. 

· Household energy prices do not benefit from competition, unlike industrial consumers. Some energy consumers are more equal than others. The neo-liberal assumption is that competition in the retail market will benefit the consumer through lower prices. This proves true for large industrial customers, who can shop around for cheaper rates and obtain lower prices. In addition, freeing providers from political constraints concerning equality of pricing has allowed them to introduce pricing structures which reflect the economic costs of supply. Large consumers naturally benefit from this process at the expense of smaller ones. The evidence from Scandinavia, however, suggests that domestic consumers are unable to derive this benefit. 

· Domestic consumers may even suffer price increases as a result of competition, as companies compete to win high-volume customers, while being content to increase prices as a deterrent to smaller consumers whose business is less profitable. Moreover, the trading markets may be quite easily manipulated by producers.

9. Conclusions

The main conclusions to be drawn from the study are as follows:

· privatisation on the UK model has not happened elsewhere in Europe, either in water or energy.  It should not therefore be treated as typical or paradigmatic.

· There is no empirical reason to expect that a private utility will be more efficient than a public one. Publicly-owned companies are able to operate and compete internationally in energy, at least as effectively as private companies. 

· A proper comparative evaluation of public and private options should be carried out before privatisations take place, especially where investment is involved. This will ensure that claims about efficiencies and finance are submitted to rigorous testing.

· The financial framework used to evaluate privatisations should be carefully examined to strip out distortions such as the costs of convergence with Maastricht criteria, and the use of utilities as a hidden tax mechanism.

· The employment consequences of privatisation on the UK model are severe, and should be carefully evaluated in any consideration of this option.

· Transfer arrangements for employees should follow EU law

· Positive human resource policies and industrial relations are facilitated by public ownership. More publicly-owned utilities could develop positive job creation plans.

· Where privatisation takes place, agreements on employment protection should be made a pre-condition of the process. The case of Hungary provides a model example.

· The national framework of industrial relations law and practice is of great importance in determining the behaviour of private companies, even multinationals. The stronger the status of national agreements, the better the protection for employees of privatised companies.

· Expectations about consumer prices under privatisation should be critically considered. The evidence shows that domestic consumers derive little financial benefit from privatisation itself, and that they may become worse off under energy competition. 

1. Introduction 

B.  Meanings of “privatisation” 

A number of different definitions of privatisation are used in Europe. In central and eastern Europe (CEE) the term is used broadly to refer to the administrative restructuring of the old state centralist economies, including decentralisation of functions to locally elected public authorities. 

The term is also sometimes used, in both western and central and eastern Europe, to describe the process of creating a separate trading body with its own accounts, even where this body remains 100% owned and controlled by a public authority.

In western Europe, it most commonly means the transfer of undertakings from public sector ownership and control to partial or total private ownership and control.

This paper uses different terms to refer to these three processes in the context of water, electricity and gas:

· Decentralisation : This has happened mainly to water and energy distribution operations in central Europe, so that local authorities now own and/or control functions which were previously state-owned. 

· Corporatisation: There are many examples of this in western Europe, e.g. the German stadtwerke, the aziende municipali in Italy, or the régies of the French communes. In some cases in central Europe, too, local authorities have separated out the trading functions of utilities while retaining 100% ownership.

· Privatisation: This may happen through sales of shares, or through contracting-out. Water and energy companies that were previously state or municipally-owned have been sold, wholly or in part, to the private sector, e.g. in the UK.  Partial sales of shares have taken place in Spain, Italy, Hungary and the Czech republic. Alternatively, public authorities may grant licenses or concessions for a wholly or partly private company to run a utility. The best known examples are the French water concessions. 

C.  Restructuring

Privatisation is often associated with industrial restructuring, but these are two distinct issues.

In the electricity industry some countries in Europe have separated the responsibility for generation, transmission, and distribution. However, this kind of restructuring can occur with or without privatisation of the different parts: for example, the electricity transmission grid remains a publicly-owned monopoly in most countries. Private companies may also act to reverse such restructuring - in Sweden, for example, power generators have taken over electricity distributors to guarantee outlets for their power.

In water, the typical form of restructuring in central and eastern Europe has been for former state regional water companies in central Europe to be municipalised, with the result that a few large organisations have been replaced with many more smaller ones. Very few of these have been privatised, however. In the UK, by contrast, municipal responsibilities were transferred to new state-owned regional bodies - 15 years before these regional bodies were privatised. 

D.  Competition

Much theoretical writing on privatisation assumes that the advantage of privatisation is the extra efficiency engendered by competition. There is however very little competition associated with privatisation of water and energy in Europe, except for power generation.

In all cases of water privatisation, the companies, whether public or private, operate licensed monopolies in designated areas. 

In nearly all countries the electricity transmission grid is a monopoly. Electricity and gas distributors, whether publicly or privately owned, have also invariably been regional or local monopolies, although the Nordic countries and the UK are experimenting with the introduction of competition.

In many countries, electricity generating companies can compete to sell supplies to large customers or the grid. These companies may be private or publicly-owned - in Scandinavia, the biggest three companies which are competing in this market are state-owned industries. In some cases, the introduction of competition has been resisted by private companies who see their monopolies threatened

E.  Summary

This paper focuses on privatisation in the core sense, as defined above. It compares, where possible, the  performance of private and public organisations. Restructuring and competition are considered as empirical issues, where they actually occur. It is not assumed that restructuring is necessarily more efficient, nor that privatised companies necessarily compete more or less than public ones. 

2. The extent of privatisation

· The privatisation of water is not as extensive as is sometimes assumed. In western Europe, only France and the UK have predominantly private water systems, and Spain has about one-third. Elsewhere, water is still predominantly run by public sector bodies. The expected growth in privatisation in Italy has not happened.

· In CEE, a number of major towns in the Czech republic and Hungary have set up semi-privatised joint ventures to run water on a concession basis. However, the main trend in CEE is decentralisation, as part of wider political reforms, possibly at the cost of efficiency.

· Electricity in western Europe still has complex patterns of provision, but publicly-owned companies  continue to be important. In distribution, municipally-controlled companies are the norm. In generation, the state-owned companies such as EdF, Vattenfall and IVO have become successful international operators. 

· The UK remains unique in having privatised its entire electricity industry, and in the takeover of most of its distribution utilities by USA companies.

· In CEE, major privatisations have again been restricted to Hungary and the Czech republic so far, although they cover both generation and distribution. Some IPPs have been set up in these countries and Poland. 

· Competition is being introduced more widely, but this does not appear to necessarily favour privatised operators. In Scandinavia, the most successful companies are the state-owned generators.

· International competition over gas supplies is already significant, as the Russian multinational Gazprom seeks to extend its supply network and downstream operations right across Europe. Central European countries such as the Czech republic and Poland have actively sought alternative gas supplies. 

2.  2.1 Water

A.  2.1.1 Water privatisation in EU 

Water and sewage systems are provided by private or mixed operators in a few western European countries, but only in the UK and France are a majority of the population provided for by private operators, as shown in the table.

There are important differences between the two countries:

· In the UK the main water companies were privatised in a single political act in 1989. In France, privatisation has developed over the course of a century, although it has grown most rapidly in the last fifteen years.

· In France, as in virtually all other west European countries, municipalities are responsible for water supply; whereas in the UK it is a statutory responsibility of the companies imposed by the state;

· Water in France has been privatised by municipalities awarding concessions or contracts to private companies (“gestion deleguee”), whereas in the UK the water companies hold state-allocated regional concessions;

· Nearly all privatised water in France is in the hands of three major groups, which operate throughout the country via a number of local subsidiaries; in the UK, each company operates only in its own region.

About one-third of Spain is covered by privatised water concessions. Most of these are held by companies which are partly or wholly owned by the French water groups. As in France, some of these concessions date back to the turn of the century, eg in Barcelona and Valencia, but there has been a recent growth in privatisation by the local authorities responsible.

A small number of Italians are covered by privatised water concessions – again, these are mainly held by companies partly or wholly owned by the French groups. Privatisation has not however grown significantly in Italy in the last 5 years, despite expectations that new legislation would encourage this.

Elsewhere in the EU privatised water (or sewerage) is exceptional. The figures in the table for Germany are slightly misleading: the percentages in the ‘private’ column refer almost exclusively to provision by companies which are, in effect, controlled by municipalities.

· Table 2.1.1: Water supply in EU countries by public or private (including mixed) management, 1996
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 Source: Eureau: Management Systems of Drinking Water production and Distribution Services in the EU Member states. 
B.  2.1.2 Water privatisation in CEE

Privatisation of water in CEE has so far been restricted largely to two countries , the Czech republic and Hungary, with a couple of cases in Poland. Restructuring by decentralisation has taken place more extensively, but has probably reduced efficiency.

In CEE countries, under the old regimes, water and sewerage was the responsibility of regional state agencies. As part of the decentralisation of state functions, some countries have broken down these agencies and transferred their responsibilities to the municipalities. The first example of this was the break up of the old east German water companies after re-unification. It has also been carried through in the Czech republic, Hungary and Poland. 

This decentralisation has probably reduced efficiency. In Germany, many observers, including the World Bank team, believe that it was unhelpful to abolish the former east German regional water authorities and create multiple companies at municipal level, as was established practice in the west. In Hungary the process of municipalization was halted before it was complete, because of doubts over the effects on efficiency, so 5 state-owned regional water companies remain alongside 300 newly municipalised companies.

Decentralisation has allowed municipalities to create separate water companies to carry out the functions. This in turn allows – but does not require – municipalities to privatise their water and sewerage system by delegated management, through selling shares in the company to private investors, or awarding a concession to a privately owned and run company.  This has happened so far in 12 cases, as shown in the table. In all cases, a multinational company is involved as the main private shareholder; in ten cases, the multinational is one of the French groups; in nearly all cases, the company is also partly owned by the municipalities. 

In at least two cases – Debrecen (Hungary) and Lodz (Poland) the municipalities have considered privatising their water and/or sewerage operations, and decided that they could do it more efficiently themselves through a direct municipally-owned company.

In other countries, decentralisation has either not taken place or has not led to privatisation.

· Table 2.1.2: Privatised water concessions in CEE, May 1997

	Country
	Location
	Company
	Multinational
	Per cent owned

	Czech republic
	Brno
	Brno VaK
	Lyonnaise des Eaux
	47

	
	Ostrava
	Severomoravske VaK
	Lyonnaise des Eaux
	34

	
	Karlsbad
	Vodarny Karlovy Vary
	Lyonnaise des Eaux
	44

	
	North Bohemia
	SCVK
	Hyder
	35.6

	
	Southern Bohemia
	VAKJC
	Anglian Water
	34

	
	Pilsen
	Vodarna Pilsen
	Generale des Eaux
	98

	
	
	
	
	

	Hungary
	Kaposvar
	Eaux de Kaspovar
	Lyonnaise des Eaux
	35

	
	Szeged
	Szegedi Vizmu
	Generale des Eaux
	49

	
	Pecs
	Pecsi Vizmu
	Lyonnaise des Eaux
	48

	
	Budapest
	Budapest Water
	Lyonnaise des Eaux/RWE
	25

	
	
	
	
	

	Poland
	Gdansk
	SAUR Neptun Gdansk
	SAUR
	51

	
	Poznan
	-
	Lyonnaise des Eaux
	?


Source: PSPRU database

3.  2.2 Energy

A.  2.2.1 Electricity and gas privatisation in EU

The table sets out a schematic summary of the structure of energy industries in European countries. The picture is a complex one with many differences, but some generalisations can be made:

· electricity transmission grids - in most countries, west and CEE, remain in the hands of  monopolies, usually public (except in Belgium and the UK, where the grids are private monopolies; and Finland, which has two competing grids, one private and one publicly-owned)

· electricity distribution - is usually carried out by a number of  regional utilities which are either municipally-owned or joint ventures between municipalities and private companies ( one kind of exception is France, where distribution is controlled by the state monopoly; and the UK, where municipalities have no role at all)

· power generation - in nearly all countries this can now be done by 'independent producers' although in most countries there are one or two producers which dominate the industry: either private, eg Belgium where Electrabel produces 93% of all electricity - or public, as in France, where EdF dominates. 

· Gas transmission and distribution - similar to electricity i.e. a transmission monopoly, either public or private - and distribution companies, either municipal or joint (except for the UK, which has private companies with a 100% monopoly of both transmission and distribution). 

· The development of international grids in both gas and electricity means that the energy industries are becoming international in nature.

Through all these trends, the position of publicly-owned energy companies remains quite firmly established. This is true both at the local level of distribution, where the typical pattern of municipal or joint companies still predominates, and at the international level. State-owned companies such as EdF, Vattenfall, and IVO are among the most active energy multinationals.

The EU has now adopted an electricity directive which provides for the partial liberalisation of electricity markets throughout the EU. This will reinforce the trend to competition  (see 2.2.4, below) rather than privatisation. 

· Table 2.2.1 : Dominant ownership of electricity and gas industry in EU, 1997

(M=municipal; P=private; S=state)

	Country
	Electricity
	Electricity
	Electricity
	Gas 
	Gas

	
	Generation
	Transmission
	Distribution
	Transmission
	Distribution

	
	
	
	
	
	

	Austria
	S/M
	S
	M
	S
	M

	Belgium
	P
	P
	P/M
	S/P
	P/M

	Denmark
	M
	S/M
	M/P
	S
	

	Finland
	S/P
	S/P
	M/P
	
	

	France
	S
	S
	S
	S
	S

	Germany
	P
	P
	M
	P
	M

	Greece
	S
	S
	S
	
	

	Ireland
	S
	S
	S
	S
	S

	Italy
	S
	S
	S
	S
	M

	Netherlands
	S
	S
	M
	S/P
	M

	Norway
	S/P
	S
	M
	
	

	Portugal
	S/P
	S
	S
	S
	S

	Spain
	S/P
	S
	S/P
	S/P
	

	Sweden
	S/P
	S
	M/P
	S
	P/M

	United Kingdom
	P
	P
	P
	P
	P


Source: various, PSPRU database

B.  2.2.2 The UK experience

The UK is again unique in having privatised its entire gas and electricity industries in the last 15 years. No other country has adopted such a model. The UK privatisation has also provided the major opportunity for USA-based multinationals to enter the European market by takeovers of  most of the regional distribution companies, as shown in the table. 

· Table 2.2.2: Ownership of UK regional electricity companies, June 1997

	Company
	Parent
	Home country

	East Midlands Electricity
	Dominion Resources
	USA

	Eastern Electricity
	Pacificorp
	USA

	London Electricity
	Entergy
	USA

	Manweb
	Scottish Power
	UK

	Midlands Electricity
	Cinergy/GPU
	USA

	Northern Electric
	Calenergy
	USA

	Norweb
	United Utilities
	UK

	Seeboard
	CSW
	USA

	Southern Electricity
	-
	

	Swalec
	Hyder
	UK

	Sweb
	Southern Company
	USA

	Yorkshire Electricity
	AEP/PS Colorado
	USA

	
	
	


Source: PSPRU database

C.  2.2.3 Energy privatisation in CEE

There are a variety of developments in the region. The general trends are for countries to move in the direction of increasing prices, decentralising distribution to local authorities, and some privatisation, especially of production. 

The picture is however extremely complex and changing, and is affected by a number of factors, including internal and external political considerations, as well as technical, financial and environmental issues. It is simplest to describe what has happened in the three countries which have gone furthest towards privatisation – Hungary, the Czech republic and Poland.

D.  Hungary 

Hungary has gone further in privatising production and distribution than any other country. In 1995 it sold to multinationals shares in all the gas and electricity distribution companies, and most of the smaller power generators, as shown in the table. The trade unions negotiated important protection for employees, and there have been conflicts over the tensions between prices, profits and pay (see section 6.3 below for further details). The electricity transmission grid, and the main nuclear power complex, remains with MVM, the state-owned electricity company.

· Table 2.2.3: Hungarian energy privatisation,  Dec 1995

	Company
	Sector
	Function
	Buyer
	Country
	% sold

	
	
	
	
	
	

	MVM
	Elec
	Power/grid
	none
	-
	-

	
	
	
	
	
	

	Matra
	Elec
	Power
	RWE-EVS
	Germany
	38%

	Dunamenti
	Elec
	Power
	Powerfin (Tractebel)
	Belgium
	49%

	
	
	
	
	
	

	Elmu
	Elec
	Distrib
	RWE-EVS
	Germany
	46%

	Dedasz
	Elec
	Distrib
	Bayernwerk (Viag)
	Germany
	47%

	Demasz
	Elec
	Distrib
	EdF
	France
	48%

	Edasz
	Elec
	Distrib
	EdF
	France
	48%

	Emasz
	Elec
	Distrib
	RWE-EVS
	Germany
	49%

	Titasz
	Elec
	Distrib
	Isar-Amperwerke
	Germany
	49%

	
	
	
	
	
	

	Degaz
	Gas
	Distrib
	GdF
	France
	50%

	Egaz
	Gas
	Distrib
	GdF
	France
	50%

	Kogaz
	Gas
	Distrib
	Bayernwerk -EVN
	Germany/ Austria
	50%

	Tigaz
	Gas
	Distrib
	Italgas-SNAM
	Italy
	50%

	Fogaz
	Gas
	Distrib
	Ruhrgas-VEW
	Germany
	39%

	Ddgaz
	Gas
	Distrib
	Ruhrgas-VEW
	Germany
	


Source: Hungarian government statement, press reports

In addition, Powergen (UK) has bought an independent generator at Csepel, and AES (USA) has also bought a power station.

E.  Czech republic

The government has decided in principle to privatise the electricity and gas distribution companies, but has failed to  agree the precise mechanism for doing so. The companies have already been decentralised - 34% to municipalities, and 15% in a coupon privatisation, with the rest still held by the state. While the debate goes on, the German group RWE has  already bought stakes in two distributors. It has acquired a 10.33% of  regional electricity company Stredoceska Energeticka (STE), and 11.7 percent in Prazska Plynarenska, the gas utility for Prague.

The government has sold 33% of the shares in the main generator, CEZ, but to private citizens, not to a multinational. The company remains state-controlled and runs the grid. 

NRG (USA) is investing in an IPP. The plans involve investment of $400m, said to be one of the largest American investments in the Czech republic. (The same company is also involved in a joint venture in Estonia, to run - and clean up - an oil-shale generator which is at present a bad polluter).

The Czech republic has become the first central or east European country to sign a long-term gas supply deal which reduces their dependence on Russian gas. The deal is with Norway - but it is more expensive than the Gazprom alternative would be, so independence comes at a price. Norway is now asking other countries in the region if they want to buy gas from the North Sea.

F.  Poland 

The country enacted a new energy law in 1997 which envisages moving to a free market, with third party access (TPA) and an independent regulator, over a two year period. The law reportedly provides for a high level of employee shares, as a result of union resistance: “The need to buy off union opposition is the main reason why the privatisation of highly unionised state companies provides for 15 per cent of the stock of the newly privatised company to be distributed free to the workforce” (FT 26.3.97).

In energy distribution,  “the government is proceeding with several pilot schemes, such as the sale of energy distributors in Gliwice and Poznan” (FT 26.3.97).  Two local heat and power companies are actively seeking foreign investors. Krakow  - which tried to privatise its heat and power company two years ago, is now trying again, with EdF one of two remaining bidders. The heat and power company of Bedzin is being floated on the stock market.  The Polish government has also asked for tenders to build new gas-fired power stations along the line of the new gas pipeline form Russia. 

Some major power plants are being developed with the involvement of multinationals. In 1995 an agreement was reached for power plants at Turow to be built and run by a consortium of  multinationals, based on guaranteed long-term sales to the Polish national electricity grid company PSE.  In 1997, Enron (USA) entered into a build-and-operate deal in Nowa Sarzyna, with a 20-year supply contract signed with the national grid.  Talks were in progress in 1997 about a new plant at Belchatow (see below). 

An official report has estimated that the investment needs of the Polish electricity industry can mostly be met from internal resources, with bank credits providing some of the rest: “Representatives of the power generating sector believe that the sector will be able to finance at least 70% of outlays needed for modernisation from its own sources........ External sources of financing needed to finance the modernisation of the power industry, including transmission and distribution, require credits from Polish and foreign banks. However, such credits are available on condition that the venture is considered safe and profitable.... However, the amount of credits which can be raised from this source is restricted.”  (PAP Business News 13.2.97)

The Belchatow power company needs a new 800MW, $1 billion plant, and is involved in talks with four multinationals - US firms Southern Electric and Community Energy Alternatives Inc, Japan's Marubeni Corp and Sweden's Vattenfall. But they would only be adding the last 20%: “under a preliminary plan Dollars 200 million of investment would be financed through the new firm's new capital while the remaining Dollars 800 million would be covered by a syndicated loan or debt issues.” And, as at Turow and Nowa Sarzyna: “to reduce the risk for investors the new company would seek to secure long-term energy supply contracts” (Reuters 15.4.97)

G.  Slovakia 

Slovakia has not so far privatised, or sought to privatise, any part of its energy industry. Instead it regularly raises project finance direct from international banks. In 1997 the European Investment Bank (EIB) guaranteed “an ECU 70 million loan to the Slovak power utility Slovenske Elektrarne (SE)...for the refurbishment of a power plant at Vojany in Eastern Slovakia.” (EC press release 12.3.97). This follows a similar loan raised by the Slovak gas utility SPP, and one raised by the Slovak water authorities in 1995.

Other countries in the region are still developing energy strategies and laws.

H.  Gazprom

Gazprom, the Russian-owned gas company which produces about one-third of the world’s natural gas, actively seeks to extend its network across Europe and establish joint ventures with local companies as it goes. There has often been local political resistance to such joint ventures.

In some FSU countries, the national gas companies are heavily indebted to Gazprom. In some case – eg belarus – the national gas company has been partly taken over by Gazprom in settlement of these debts. In other cases, such as Ukraine and the Baltic states, the countries are resisting this solution and seeking instead western companies such as Ruhrgas to become partners and pay off the Gazprom debts.

I.  2.2.4 Monopolies and competition

National and regional monopolies remain in place in many countries, in both the EU and CEE. This is the case both where traditional state monopolies retain their old dominant positions - for example in France, Ireland, and Greece - and where the industry is dominated by the private sector, as in Belgium. 

In countries where state monopolies have been 'privatised' by the sale of a minority of shares, this has the effect of spreading the ownership of monopolies, but not of breaking them down. Indeed, the sale of shares in such companies may make it harder to break down the monopolies they enjoy, because investors would lose profits by such a break-up. In May 1995, the Czech republic suggested that it might remove CEZ’s monopoly on the transmission grid, because it was thought that CEZ might have used this power to stop competing generating companies from selling cheaper electricity. The company’s planning manager Petr Voboril responded by stating  that “CEZ would regard any move by the government to hive off its electricity grid network as expropriation....Loss of the grid would damage the company's credit rating and would be highly unpopular with shareholders” (Hospodarske Noviny 9.5.95)
Competition is being introduced in countries in two main ways. 

Firstly, through the increasing scope for independent power producers (IPPs) to sell power to the grid or to large industrial consumers, as is happening in many countries. This may conflict with privatisation. For example, in Hungary in 1997 Bayernwerk (Viag), which had bought shares in a regional distributor in the Dedasz area, took a court case against an IPP on the grounds that it had purchased a monopoly and allowing an IPP to sell to large customers was in breach of that monopoly.

Secondly, the Nordic countries and the UK are introducing competition in selling electricity (and gas, in the UK) to consumers.  This does not necessarily increase privatisation: as the table shows, the energy industry in Sweden is still dominated by state-owned companies.

· Table 2.2.4: Ownership of energy companies in Sweden, April 1997

	Company
	Sector
	Parent
	Parent country
	Percent owned
	Note

	Vattenfall
	Electricity
	State
	Sverige
	100
	

	Sydkraft
	Energy
	Veba
	Deutschland
	27.3
	

	
	
	Statkraft
	Norge
	22
	Statkraft increased share in 1996/97

	Gullspang Kraft
	Electricity
	IVO
	Suomi
	50.4
	IVO bought control in 1996

	
	
	Communes
	Sverige
	13.8
	

	Stockholm Energi
	Electricity
	Communes
	Sverige
	100
	Has a long-term agreement with IVO

	Granige
	Electricity
	EDF
	France
	51
	EDF bought control in 1996

	
	
	Sydkraft
	Sverige
	20
	

	Nouukoping Energi
	Electricity
	Vattenfall
	Sverige
	100
	Vattenfall bought control in 1996

	Orebro Energi
	Electricity
	Sydkraft
	Sverige
	100
	Sydkraft bought control in 1997

	
	
	Communes
	Sverige
	18.9
	

	Svenska Kraftnat
	Transmission
	State
	Sverige
	100
	

	
	
	
	
	
	

	Sydgas
	Gas
	Sydkraft
	Sverige
	100
	Sole distributor of gas

	Vattenfall Naturgas
	Gas
	Vattenfall
	Sverige
	51
	Was 100% owned by Vattenfall till 1996

	
	
	Statoil
	Norge
	14.5
	

	
	
	Ruhrgas
	Deutschland
	14.5
	

	
	
	Neste
	Suomi
	10
	

	
	
	DONG
	Danmark
	10
	


Source: PSPRU database

Note: Vattenfall have also bought energy companies in Finland and Norway, and have started a venture in Germany (Vasa Energy). Sydkraft has also bought 12.5% of shares in HEW (Hamburg Stadtwerke), along with Veba/Preussenelektra. Statkraft have also bought 20% of Oslo Energi.

3. Economic efficiency

· It is often assumed that privatised companies will necessarily be more efficient and cost-effective than public ones. Empirical evidence, however, suggests that privatised energy and water companies are in practice no more efficient than public ones. 

· On costs, personnel ratios, technical performance and financial comparisons, publicly-run water operations appear at least as efficient as private ones.

· Publicly-run systems may have a greater incentive to maximise environmental quality, as happens in Germany, rather than seek simple profit maximisation, as happens in the UK

4.  3.1 Energy

A.  3.1.1 Electricity: international comparisons

For the electricity supply industry (ESI) , a comprehensive comparison of relative efficiency has shown that there is virtually no difference between public and privately-owned comparisons. The study, by M. Pollitt, published in 1995, compared production costs of public and privately-owned utilities in electricity generation, transmission and distribution from 14 countries. These included the UK, France, Germany, , Greece, Ireland, Denmark and Italy, as well as the USA and Canada.

For generation, the study found that there was little difference, and the results provided "strong empirical support for the view that, given the technology employed, IOUs [privately-owned plants] and MUNIs [publicly-owned plants] were being operated equally efficiently."(Pollitt, p.187)  A small difference appeared in baseload generators, where the publicly-owned companies appeared to be handicapped by relatively less cost-efficient investments, which the author suggests may be due to government influence on investment choices. This however ignores any costs and benefits from environmental or other factors involved in these decisions.

In transmission and distribution, the conclusion again was that there was "no significant difference in technical efficiency between the two ownership types" (Pollitt, p.188)
The study pointed out that there are, however, clear efficiency gains to be obtained from economies of scale and  vertical integration. The overall conclusion was that the only possible savings from privatisation were long-term cheaper generating costs, as a result of more cost-effective investment decisions: "However, in the short run, given existing technology, we cannot expect privatisation to lower costs. We find no evidence for expecting lower costs in the transmission and distribution functions, in the short or the long run. In the ESI as a whole, it is likely that the biggest gains are from restructuring and better government management of state-owned electricity assets" (Pollitt, p.189)
Indeed, the privatisation process may itself have created inefficiencies. The generating capacity of the UK ESI was split into only two companies for the purposes of privatisation. This was more attractive to investors, but empirical evidence strongly suggests that the greatest efficiency would have been achieved by dividing the plants amongst 10-20 operators. 

B.  3.1.2 Gas

No similar study has been carried out for gas. Evidence relating to Britain is that British Gas made considerable productivity improvements following privatisation in 1986, but this was a continuation of a trend that started under public ownership in 1983. It was therefore more attributable to restructuring than change of ownership.

5.  3.2 Water

No such comprehensive study has been carried out for water. This section assembles evidence from various sources, which suggest that, if anything, publicly-owned companies compare favourably on costs and environmental standards. 

A.  3.2.1 Water costs to consumers

Direct cost comparisons between public and private water companies were produced in a study carried out by consultants ITT for the Stockholm water company. Comparisons were made between Swedish and English cities of comparable size. In every case the publicly-owned Swedish company had lower production costs than the privately-owned UK counterparts. 

· Table 3.2.1 Water Cost Comparisons Swedish & English Cities, 1995

(M=municipally owned, P=privately owned)

Cost per cubic meter of water delivered, Purchasing Power Parities in USD

	Water company
	Owned by:
	Cost to customer
	Cost of operation
	Capital maintenance
	Return on capital

	Stockholm

	M
	.28
	.17
	.03
	.09

	Manchester

	P
	.91
	.40
	.20
	.31

	Bristol

	P
	.83
	.48
	.19
	.15

	
	
	
	
	
	

	Gothenburg

	M
	.38
	.11
	.05
	.21

	Kirklees

	P
	.99
	.52
	.31
	.15

	Hartlepool

	P
	.73
	.35
	.08
	.29

	
	
	
	
	
	

	Helsingborg

	M
	.42
	.42
	.05
	-0.05

	Waverley

	P
	.82
	.48
	.22
	.12

	Wrexham


	P
	1.25
	.57
	.35
	.32

	
	
	
	
	
	

	Swed Average

	
	.36
	.23
	.04
	.08

	UK Average

	
	.93
	.48
	.20
	.23

	
	
	
	
	
	


Source: ITT

B.  3.2.2 Water personnel ratios

The table of  ratios published by the World bank shows a wide variation in the ratio between staff and connections, and staff and volume of water supplied. These do not suggest any clear relation with public or private provision, either in Europe or elsewhere. 

· Table 3.2.2: Water staff ratios

(P=private, S/M=state or municipal)

	Country/city
	City
	Owner-ship
	Year
	Workers per thousand connections
	Thousands of m3 water supplied per worker

	Belarus
	Minsk
	S/M
	1993
	n.a.
	56

	Belarus
	Gomel
	S/M
	1993
	n.a.
	20

	Belgium
	Brussels
	S/M
	1992
	3.2
	105

	France
	Paris, C.Banlieue
	P
	1987
	4.5
	200

	Romania
	Bucharest
	S/M
	1994
	n.a.
	75

	Spain
	Alicante
	P
	1987
	1.1
	170

	Spain
	Murcia
	P
	1992
	4.6
	40

	USA
	(average)
	S/M
	1990
	2.7
	370


Source: World Bank (17)

3.2.3 Environmental standards

Environmental

A World Bank team visiting Germany in 1996 produced a report which was critical of the costs of the present system – almost entirely publicly run, by literally thousands of municipal companies. However, the report highlights the relationship between costs and employment levels on the one hand, and environmental and service standards on the other hand. 

The report attributes the costs of water and sewage services in Germany to "insufficient attention to costs, and the high environmental standards…There is no way out of the escalating costs driven by the very high environmental standards. More efficiency would certainly help, but would be a one-time gain of perhaps 30% which would not get the industry out of the spiral".  The team was critical of the high standards laid down by the EU, saying that "Brussels has constantly ratcheted up mandatory water quality standards, virtually without consideration for  the costs that have to be borne if the standards are to be met." 

These standards are also internalised in the system: "staff of the utilities we visited reported, with considerable pride, very low levels  (between 1% and 5%) of unaccounted-for water ........ the predominant attitude is a simple 'less is better', rather than one based on an assessment of costs and benefits".  In the case of the private company Gelsenwasser they say it costs the company "around DM 20 to save a cubic meter, when its revenue per cubic meter is around DM 6." 

The report criticises the usual German practice of installation of standard high-quality sewage piping even in low-density rural areas, a practice justified on the grounds of  universal, high standards of service. They contrast, favourably, the practice on the privatised contract at Rostock, where Lyonnaise des Eaux "had examined the relative costs of different options in different settings and had concluded that the least-cost option would be to maintain septic tanks, which would be emptied by the concessionnaire, in low-density areas”. They explain the difference in approach by stating that …the concessionnaire is paid a flat rate per family served, and thus has an incentive to determine the least-cost option". 

This report takes the extreme view that environmental standards conflict with simple cost reductions, and that privatisation is a way of restoring the 'correct' priorities. This would imply that privatisation leads to lower environmental standards, and lower levels of employment
C.  3.2.4 The problems of water in the UK and France 

Water and sewerage authorities throughout Europe – and the rest of the world – face common problems in the need to repair, replace and extend ageing or inadequate systems. There is no strong evidence that private companies are any better than public ones at dealing with issues such as leakage, pollution or drought. Evidence from the UK and France, where privatised water companies dominate, suggests that private companies are at least as likely to experience problems.

In the UK:

· The dry conditions of 1995 resulted in widespread water shortages. In one region, Yorkshire, the water company had to employ a huge fleet of water lorries to transport water from a reservoir to households, for a period of nearly a year.

· Leakage rates are high in many parts of the UK. Thames Water, which covers London, has a leakage rate of over 38%. (This compares with a leakage rate of 40% in Prague, which is currently publicly managed. Yet this leakage rate is cited by the city council as one reason why they propose to privatise the management of their water system).  

· Major pollution incidents in the UK are often actually caused by the actions of the water companies. Companies including Severn Trent, South West Water and Three Valleys (owned by Generale des Eaux) have been responsible for allowing serious chemical or bacterial pollution of their water supply.

In France, the countries water system was subject to heavy criticism in a report in January 1997 by the state audit office, the Cour des Comptes. Both the municipally run companies, and the privatised concessions were criticised, in a report which did nothing to suggest that privatisation was a solution to the technical or financial problems of the industry.

· The report criticised the inadequate competition when concessions are awarded, in particular the “repeated use of negotiated procedures”, allowing operators privileged access to associated works contracts without competition, and “a tendency to roll forward existing arrangements” which results in “substantial profit margins”. Generale des Eaux for example have held the concession for Ile-deFrance for 47 years.

· Unacceptable price rises have been associated with privatisation. For example, at St Etienne prices rose by 124% in 2 years following privatisation of the water concession. 

· The system of “gestion deleguee” itself is heavily criticised by the report, which says that it suffers from “lack of contractual clarity”, “supervision which is inadequate or non-existent” and “lack of information to consumers”.  It states that “delegated management has become an elaborate technique for financing municipal budgets at the expense of the consumer/taxpayer”

· Municipal companies too are criticised for being overstaffed, inexpert, and having poor financial management, inadequate invoicing, inadequate controls.

D.  3.2.5 Evaluated comparisons

It is surprisingly rare for privatisation proposals to be evaluated against detailed publicly managed alternatives. In most cases where water has been privatised in central Europe, for example, there has been no public sector alternative evaluated as part of the process.

Two towns in central Europe – Debrecen (Hungary) and Lodz (Poland) - did carry out such a comparison, and both concluded that a publicly managed option was preferable. The key issues in both cases was the relative cost of financing the necessary investments, which worked out as being much lower under public provision.

This is the precise opposite of what the supporters of water privatisation usually argue. 

E.  3.2.6 Privatisation and risk

In some cases in central Europe, water concessions include clauses which automatically compensate the company if  it makes an  operating loss. This leaves the company in a position where it is protected against risk of trading losses.

· In Rostock (eastern Germany), water prices rose in 1996, because a fall in consumption would have led to losses for Eurawasser, and so “The shortfall automatically activated price-adjustment clauses within the Eurawasser contract” (FT Bus Rep 22 Feb 1995). 

· In both Pecs and Szeged, in Hungary, and in Plzen, Czech republic, the concession contracts include clauses stating that if the tariffs are not sufficiently high to provide an operating profit, then the council must make good the loss for the company.

F.  3.2.7 Structural considerations

The decentralised structure of most European water systems may be the greatest source of inefficiency. The only west European country with a system of regional water authorities is the UK, and that system was introduced as part of a public sector restructuring. This gives the UK system an inherent cost-effectiveness, whether under public or private ownership.

Elsewhere, the devolution to municipal level results in multiple small operations, whether privatised or public. The World Bank report on Germany estimated that restructuring the German water industry along regional lines could save 50% to 70% compared with current costs. Ironically, in CEE the overthrow of communist systems has led to a decentralisation of  water to muncipal level (see chapter 2 above), which has probably reduced efficiency.

4. Privatisation and public budgets

· The fiscal effects of privatisation of water and energy companies should be neutral. However, in practice the fiscal situation of governments and local authorities is a prime motive for privatisation of utilities.

· If the sale price is right, the annual benefit gained from the amount received should be equal to the value of the dividends lost. The Maastricht convergence criteria for European monetary union accurately reflect this by excluding privatisation receipts from calculation of deficits.

· Despite this, both governments and local authorities have treated receipts from privatisation as though they were extra tax revenues, or substitutes for tax revenues. 

· In some cases this has been formalised by specific payments to local authorities, whose legality has been challenged.

· The Maastricht convergence criteria encourage privatisation because it the capital expenditure carried out by a private company does not count against a public authority’s borrowing. 

· A company may derive extra benefit from being able to assume works contracts without further competition. However, the guarantees sought by concession companies may jeopardise the ‘private’ status of such investment.

G.  4.1 Financial effects: theory

The transfer of ownership of an asset, including a company, should be fiscally neutral in the long term. The price paid for the asset should reflect the value of the annual revenue from it, including dividends. The interest on the price paid should be equivalent to the revenue foregone.

In practice, political motivation for privatisation has meant that the correct price has often not been paid. In the case of  France, the UK and Spain,  there is evidence that the price obtained for privatised companies was less than the market value. In such cases, the longer-term fiscal impact is negative - i.e. a public authority’s financial deficit is worse than it would have been had the asset not been sold.

In the case of the UK, privatisations were often preceded by the government writing off substantial debt of the privatised corporation. This makes a fiscally negative result more likely.

However, the receipts from a privatisation by sale do reduce public sector debt. 

In the case of concessions or contracts awarded by public authorities, there need not be any immediate receipts. However, in a number of cases a sum is paid by the concessionaire - again, this will reduce debt, but not the annual deficit.

In either case, the amount received by the public authority in exchange for the undertaking will not be invested in the undertaking itself. It becomes part of the balance sheet of the authority, not the undertaking.

H.  4.2 Maastricht: the convergence criteria

The Maastricht treaty’s convergence criteria reflect this theoretical position: “Privatisation receipts have no impact on the general government deficit, but they do reduce the public debt” (answer to written question P-2827/96, OJEC 97/C 72/138). 

The treaty states that “Member states shall avoid excessive government deficits”(Art 104c.1 ). Not having an excessive deficit is also one of four convergence criteria for admission to EMU (Art 109j.1). A protocol to the treaty states that the “reference values” used for determining this are: “3% for the ratio of the planned or actual government deficit to GDP” and “60% for the ratio of government debt to GDP”. These ratios are based on the standard European accounting definitions: they cover “central government, regional or local government and social security funds, to the exclusion of commercial operations, as defined in the European System of Integrated Economic Accounts (EISEA)”.
As a result, privatisation sales in EU countries have no relevance to the countries’ standing on the Maastricht criteria for government deficits. The impact on the ratio of government debt to GDP is however proportionate to the receipts from the sale. 

Furthermore, once an undertaking has been privatised, the financing of investment by that undertaking no longer counts as increasing government debt. However, the benefit of this would be offset by any increase in the annual costs of servicing such investments. If, for example, the annual cost of  financing a new sewage plant by the private sector is greater than financing it by the public sector 

I.  4.3 Hidden taxes

In practice, privatisation receipts are used at both local and national level as an alternative source of revenue to taxation.  These receipts then become used as one-off ‘windfalls’ of revenue, which are applied to reducing taxes or borrowing in other areas. So, for example, the proceeds of the sale of the nationalised industries in the UK were repeatedly used to finance tax reductions. 

One effect of this practice, ironically, is that privatisation is used as a way of ‘laundering’ taxation so that appears not to be taxation. In France, for example, some local authorities have charged an ‘entry fee’ for water concessions. The successful company has then been able to increase water charges to cover the cost of this fee. This has been criticised by the Cour des Comptes. In the case of St Etienne, a court has declared the raising of such indirect ‘tax’ illegal. 

In Spain, there is a similar practice whereby the company that has won the concession pays an annual rent, or ‘canon’. This has the same consequences: the company can charge enough on the water rates to pay the council its annual canon. (In Barcelona, reportedly, there is a similar court case been taken by consumers against the payment of  such elements by water consumers.

J.  4.4 Distortions

The use of receipts or premia in this way  produces a distortion in assessing privatisation proposals. A proposal that may be less advantageous in other respects may nevertheless be chosen if it promises a greater payment to the public authority.

Such a decision appears to have been recently taken by Budapest town council over water privatisation. Although the bid submitted by another consortium was evaluated as clearly preferable in professional terms, the bid by Lyonnaise des Eaux and RWE was accepted. This was because it promised the council an extra 3 billion forints in payment - although the price of water to consumers will be higher by 3 forints per cubic meter. 

More generally, the effect of such transactions distort any comparison between private and publicly-run options, unless the public sector operator is in a position to offer similar  inducements. 

K.  4.5 Works contracts

The price that water companies are prepared to pay for concessions may also be affected by the profit to be made on associated works contracts on the system. All the major water multinationals also own specialist water construction engineering subsidiaries, which can benefit from ‘capturing’ maintenance and works contracts associated with a water concession.

In France, the Cour des Comptes has criticised the number of cases where such works contracts have not been advertised, but have been automatically given to affiliated companies of the concession-holder. Similar effects happen elsewhere.

At Rostock (Germany), for example, the concession firm Eurawasser, which is  50 % owned by Lyonnaise des Eaux, awarded the contract for construction of a new sewage treatment plant to Philip Muller, part of Degremont - another subsidiary of Lyonnaise des Eaux.

In the Czech republic, the benefits of works contracts have extended beyond the immediate sector of water. 

· In Carlsbad, Lyonnaise des Eaux are carrying out roads and parks maintenance work for the local council, in addition to the water concession. 

· In Pilsen, Generale des Eaux  reported that the water company, of which they had become joint owners, “is the town's company for "Control of Delegated Works" ('maitrise d'ouvrage deleguee'), and it is already in charge of public works and the administrative support for the  town's accounting system" (GdE Ann Rep 1993).

In Hungary the privileged access to the works contracts appears central to the economics of  some of the concessions. 

· Generale des Eaux owns 49%  of  Szegedi Vizmu, the company which runs the water operating concession in Szeged, Hungary. But a separate works company has been established, which is 70% owned by Generale des Eaux, and just 30% by the council. The water company pays the works company a fixed annual fee, which has been described as “very high”, to carry out all the maintenance work. In addition, the works company has exclusive rights to works contracts issued by the water company.  This arrangement implies that any profits made by the water company can be passed through to the works company.

· The high costs of  works contracts under privatisation was one of the factors that led Debrecen to abandon privatisation in favour of a public sector solution. 

This capture of  works contracts by the multinationals is a general  economic issue for Hungary, as it means that the profits on any such work are automatically exported. 

L.  4.6 Public procurement and risk

The public procurement rules become of crucial importance here (see section 1.3 above). If a contract is a ‘true’ concession,  then the works contracts may be considered ‘private’ investment by the contractor, and so not subject to the requirements of EU legislation on public works contracts. In that case, the company can simply give the business to a fellow-subsidiary of the same group, without advertising it for tender. 

However, there may be a conflict of interest for the companies if they try to both protect their operating profits and, at the same time, avoid opening up the works contracts to competitive tender. If the contract clauses provide that the company will be compensated in full if it makes a loss, it is hard to argue that it is conducting the concession ‘at its own risk’. And so it may be much harder to simultaneously claim that the works contracts should be considered as a private investment.

In the Budapest contract, for example, it is reported that a significant part of the contract is a fixed management fee - which would make it more like a management contract (“gérance”) than a concession. Lyonnaise des Eaux claim that this is only a small element - and will presumably claim that the subsequent works contracts in Budapest are private investments which should not be subject to open competition.

5 Employment levels, reduction procedures and transfers

· The data indicates that the UK has seen a much sharper fall in employment in energy than  other EU countries. This may be at least partly due to the UK’s total privatisation of this sector during the period, coupled with its lack of protection of employment.

· In both water and energy, human resource strategies in the privatised energy and water companies of the UK have focussed mainly on reductions in the number of employees in order to improve profitability. A similar pattern of job reduction emerges in water privatisations in CEE, although jobs may be cut under public management also.

· The example of the French  publicly-owned energy company EDF suggests that it is easier for publicly-owned companies to adopt positive strategies for increasing the number of employees. In addition, the example of Budapest shows that governments can negotiate job protection agreements as part of the conditions of privatisation.

· By contrast, an analysis of UK privatised utilities concludes that the widespread job reductions have had the effect of financing higher dividend payments to shareholders. In a number cases in CEE, job reductions have been a key part of the economics of water privatisation

· The results of a PSI survey show that workers subject to privatisation have invariably been transferred. This is in line with the current requirements of EU legislation on transfers of undertakings. International codes on privatisation as yet contain no social provisions.

6.  5.A Trends in employment 

A.  5.1 Overall employment levels in gas, electricity and water

The table shows the Eurostat data published in the EU’s Labour Force Survey, based on responses from individuals not from employers. This is published in aggregate form combining energy and water supply. The totals shown for each year cover only 12 countries, to provide a consistent basis for comparison. Employees in this ‘utilities’ sector represent just over 1% of all employees. 

The table shows that:

· in the two years between 1993 and 1995 the number of  employees in gas, electricity and water in the 12 countries fell by 63,000, about 5%. During the same period, total employment in all sectors increased slightly. 

· employment in gas, electricity and water in Italy, France and Spain remained stable or grew, while in Germany it fell by 26,000, or 7%; but in the UK it fell by 72,000 or 25%.

· Table 5.1: Employment in electricity, gas and water supply in EU

Thousands of employees

	Year
	Country
	1993
	1994
	1995

	1995
	Belgique
	32
	30
	34

	1995
	Deutschland
	377
	364
	351

	1995
	Danmark
	16
	19
	16

	1995
	Espana
	79
	86
	89

	1995
	France
	197
	207
	202

	1995
	Ellas
	39
	40
	41

	1995
	Italia
	195
	178
	195

	1995
	Ireland
	11
	13
	13

	1995
	Luxembourg
	1
	1
	1

	1995
	Nederland
	42
	47
	48

	1995
	Portugal
	29
	34
	37

	1995
	UK
	292
	234
	220

	
	
	
	
	

	1995
	TOTAL (12 countries)
	1,310
	1,253
	1,247

	
	
	
	
	

	1995
	Osterreich
	
	
	36

	1995
	Suomi
	
	
	26

	1995
	Sverige
	
	
	28

	
	
	
	
	

	1995
	TOTAL
	
	
	1,337

	
	
	
	
	


Source: Eurostat, Labour Force Survey

5.2 Employment in energy sector

Longer-run data on the energy sector alone shows that the UK accounts for half of the jobs lost in energy in the whole of western Europe since 1990. 

In the energy sector in western Europe, between 156,000 and 212,000 jobs were lost between 1990 and 1995. This loss of 14%-17% is greater than the average across all sectors of the economy. The UK accounts for as much as half of  all the jobs lost, with cuts of between 30% and 42%. 

The table shows unpublished details of the Eurostat data, showing employment levels in the electricity, gas and heating sector alone, for 1990 to 1995. It shows a similar picture:

· job losses appear to be even greater than in Table 1 - a fall of 212,000 jobs, 17.4%

· the UK job loss is even more outstanding - 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.

· Table 5.2.1: Employment change in Energy Industry 1990-1995 
Thousands of employees in electricity, gas, steam and hot water (NACE revised sector Code 40)

	Country
	
	1995
	1990
	Change 

1990-1995
	Percent change 1990-1995

	
	
	
	
	
	

	Belgique
	EU12
	25.9
	23.4
	2.4
	10.5%

	Danmark
	EU12
	15.4
	17.6
	-2.3
	-12.8%

	Deutschland*
	EU12
	298.0
	355.9
	-57.9
	-16.3%

	Ellas
	EU12
	34.6
	30.5
	4.1
	13.6%

	Espana
	EU12
	58.3
	62.2
	-3.9
	-6.2%

	France
	EU12
	167.1
	170.0
	-2.8
	-1.7%

	Ireland
	EU12
	11.7
	11.3
	0.5
	4.1%

	Italia**
	EU12
	172.3
	212.8
	-40.6
	-19.1%

	Luxembourg
	EU12
	1.0
	1.4
	-0.4
	-30.8%

	Nederland
	EU12
	41.5
	38.7
	2.8
	7.3%

	Portugal
	EU12
	33.1
	37.2
	-4.1
	-11.0%

	UK
	EU12
	152.6
	263.3
	-110.6
	-42.0%

	
	
	
	
	
	

	Total EU12
	
	1011.6
	1224.3
	-212.7
	-17.4%

	
	
	
	
	
	

	Osterreich
	EU
	34.2
	
	
	

	Suomi
	EU
	21.3
	
	
	

	Sverige
	EU
	25.0
	
	
	


Source: Eurostat

* Figure for Germany is 1991, the first year in this series to include east and west

** Figure for Italy is 1993, the earliest available in this series 

Information from a range of independent sources gives a similar picture. These sources include: the annual reports of major companies; national statistics; estimates by affiliated trade unions. The next table shows the main figures, for electricity and gas industries, for the period 1990 and 1995. 

The main points emerging from this table are:

· an overall decline of about 156,000 jobs between 1990 and 1995 - 14.3% in the countries covered.  This certainly understates the numbers of jobs lost, as the figures are missing (a) data on Austria (b) data on some countries after 1994, which are likely to show a greater reduction

· the reduction is worse in electricity than gas: indeed in some countries (eg Spain, Italy) employment in gas has shown an increase

· the job loss in the UK is far worse than any other country over the period, in both electricity and gas. Further substantial job losses have taken place since 1995.

· Table 5.2.2: Changes in employment in electricity and gas 1990-1995 

	Country
	
	Type
	1990 employees
	1995 employees
	Change 1990-1995
	Percent change 1990-1995
	Source

	Electricity

	Danmark
	industry
	M/S
	11,595.0
	11,382
	-213
	-1.8
	EPSC, 1991-94

	Deutschland
	industry
	M/P
	292,800.0
	243,200
	-49,600
	-16.9
	national stats, 1991-94

	Ellas
	industry
	S
	29,200.0
	30,383
	1,183
	4.1
	EPSC

	Espana
	industry
	M/S
	52,639.0
	47,951
	-4,688
	-8.9
	EPSC

	France
	EDF
	S
	120,263.0
	116,909
	-3,354
	-2.8
	Company reports

	Ireland
	ESB/industry
	S
	12,000.0
	10,300
	-1,700
	-14.2
	EPSC

	Italia
	ENEL/industry
	S
	110,562.0
	94,561
	-16,001
	-14.5
	EPSC

	Norge
	industry
	S
	19,396.0
	19,948
	552
	2.8
	EPSC, 1990-93

	Portugal
	EdP
	S
	20,165.0
	16,472
	-3,693
	-18.3
	Company reports

	Sverige
	Vattenfall
	S
	10,175.0
	8,460
	-1,715
	-16.9
	Company reports

	Sverige
	Industry (excl Vattenfall)
	M/S
	28,000.0
	21,500
	-6,500
	-23.2
	SCB.

	UK
	All private cos (Grid+Gen+RECs)
	P
	144,219.0
	102,197
	-42,022
	-29.1
	Company reports

	
	
	
	
	
	
	
	

	TOTAL
	
	
	851,014
	723,263
	-127,751
	-15.0
	

	
	
	
	
	
	
	
	

	Electricity+Gas

	Belgique
	Electrabel+Distrigaz
	P
	14,984.0
	14,285
	-699
	-4.7
	Company reports, 1992-95

	Belgique
	Liege gas+elec
	M
	1,440.0
	1,501
	61
	4.2
	EPSC

	Nederland
	Industry
	M/S
	35,800.0
	31,000
	-4,800
	-13.4
	EPSC

	Suisse
	Industry
	M/S
	23,565.0
	23,753
	188
	0.8
	National stats

	Suomi
	Industry
	M/S
	5,470.0
	4,755
	-715
	-13.1
	EPSC. Latest is 1994

	
	
	
	
	
	
	
	

	TOTAL
	
	
	81,259
	75,294
	-5,965
	-7.3
	

	
	
	
	
	
	
	
	

	Gas

	Deutschland
	Industry
	M/P
	36,900.0
	35,300
	-1,600
	-4.3
	National stats; 1991-94

	Espana
	Industry
	M/P
	3,070.0
	4,831
	1,761
	57.4
	EPSC, latest is 1994

	France
	Gaz de France
	S
	26,965.0
	25,620
	-1,345
	-5.0
	Company reports, latest 94

	Italia
	Italgas/industry
	M/S
	14,000.0
	17,000
	3,000
	21.4
	EPSC

	UK
	British Gas
	P
	79,200.0
	54,754
	-24,446
	-30.9
	Company reports

	
	
	
	
	
	
	
	

	TOTAL
	
	
	160,135
	137,505
	-22,630
	-14.1
	

	
	
	
	
	
	
	
	

	GRAND TOTAL
	
	
	1,092,408
	936,062
	-156,346
	-14.3
	


Sources: company reports, national stats, union reports etc

Overall, the figures point clearly to a major difference between the UK and other countries in the extent of job reductions. If we assume that 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 (the gas industry was already privatised).

5.3 Employment in water 

Comparably detailed figures for the water industry are not available. 

5.B Handling job reductions/ human resource strategies

B.  5.4 Human resource strategies in energy industry in France

In France, the publicly-owned EdF and GdF have set themselves explicit recruitment targets, with the explicit goal of increasing recruitment of young workers and expanding the resources available for service provision.

In January 1997 they published an 8-point plan to increase the number of employees, by recruiting  more young workers. It is based on both expanding the services to customers, and introducing new forms of work-sharing. If implemented in full, the employers claim it would enable them to recruit 15,000 workers in 3 years. They guarantee that the number recruited will be at least 11,000 - double the 5,500 that they would otherwise expect to recruit.

The plan includes:

· Reduction of hours for shiftworkers, with no loss of pay.

· The opportunity for full-time workers on 38 hours to choose to move to 32 hours, while being paid for 35 hours, for a 3 year period.

· Voluntary early retirement in declining areas, to be replaced by recruitment of young workers in growth sectors.

· 75% of recruits will be put on a 32 hour week, for a three year period, with the option of going  full-time after that.

The plan is being negotiated with the trade unions.  At the end of January, some were in favour of signing, some still had reservations. These reservations concerned the extent to which EDF would actually be employing a significant number of extra workers, rather than just replacing older retirees with younger workers. 

C.  5.5 Job reductions and dividends in the UK

However, there are no such agreements by UK privatised utilities. On the contrary, 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 5.5 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. 

D.  5.6 Job reductions in water privatisations in central Europe

Water privatisation in CEE has brought sharp job reductions, which the companies see as central to the financial viability of the project. In the case of Pecs in Hungary, Lyonnaise des Eaux say that 100% of the profits come from reduction in labour costs.  With SCVK in the Czech republic, Welsh Water expected form the outset that “one area for potential cost-cutting is the 2,500-strong workforce”(Business Central Europe November 1995)

· Table 5.6.1: Changes in employment in privatised water companies in CEE

	Country
	Location
	Company
	Multinational
	Numbers employed
	Numbers employed

	
	
	
	
	Before joint venture
	1997

	Czech republic
	Brno
	Brno VaK
	Lyonnaise des Eaux
	762 (1991)
	624 (1996)

	
	Karlsbad
	Vodarny Karlovy Vary
	Lyonnaise des Eaux
	416 (1994)
	361 

	
	North Bohemia
	Severoceske VaK
	Hyder
	3550 (1990)
	2350 

	
	Southern Bohemia
	VaK JC
	Anglian Water
	1642 (1994)
	1300 

	
	Plzen
	Vodarna Plzen
	Generale des Eaux
	370 (1995)
	350 

	Hungary
	Kaposvar
	Eaux de Kaspovar
	Lyonnaise des Eaux
	120 (1994)
	118

	
	Szeged
	Szegedi Vizmu
	Generale des Eaux
	
	

	
	Pecs
	Pecsi Vizmu
	Lyonnaise des Eaux
	1000 (1994)
	540


Source: PSPRU database

Some job-cutting may take place under public sector management as well. In Budapest, the Budapest Waterworks underwent considerable restructuring between 1994 and 1996, which made the company profitable, despite a 30% fall in water consumption since 1990. The price of water was nearly doubled (from 24.6 forints pcm to 45 forints pcm), and the workforce was reduced by 18.8% (from 2,738 to 2,224).

However, the contract which provides for the privatisation of 25% of the company limits further changes:

employment levels must be maintained at at least 2000 up to the year 2001 (a drop of no more than 10% over the next 4 years).  The terms of the sale also provide for a bonus in the form of employee shares which can be immediately cashed in.

· Table 5.6.2: Budapest Water Works

	
	
	
	
	
	Privatis-ation plan

	Year
	1994
	1995
	1996
	1997
	2001

	No of employees
	2,738
	2,459
	2,224
	
	> 2,000

	Sales of water 000 cu m
	253,583
	229,710
	209,339
	
	

	Income from sales (HUF 000)
	5,761,155
	8,041,873
	9,188,885
	
	

	Price excl VAT (HUF per cu m)
	24.60
	39.30
	45.00
	56.40
	59.40

	
	
	
	
	
	

	Profit/loss (HUF m)
	-1,340.547
	4.649
	-502.074
	
	

	Outstanding (HUF m)
	933.7
	1,194.5
	1,152
	
	

	Subscribed capital (HUF m)
	57,780
	57,780
	58,600
	
	

	
	
	
	
	
	

	
	
	
	
	
	


Source: Figyelo 6.3.97; MTI-Econews 26.397

5.C Employment status and privatisation: transfer of employees 

E.  5.7 Transfers of staff with privatisation

Surveys carried out by the PSI in 1995 on privatisation of water and energy asked specific questions about what happened to the employees when an undertaking was privatised. In nearly all countries, unions reported that the workers concerned were transferred to the new employer.  

In France, when water concessions are privatised, workers are reportedly given three options: 

1. To remain municipal employees and be redeployed  

2. To be put on detached duty with renewal of contract every 5 years 

3. To be transferred and completely integrated in the new enterprise.

Transfers have been the normal practice in CEE countries as well. In the case of Hungarian energy privatisation, the transfers, with protection, were agreed between the unions and the government and written into the contractual conditions of the sale of the enterprises. 

However, after the initial transfers have taken place there may still be significant major job cuts. These have then to be handled in accordance with exisitng procedures for consultation and dealing with redundancies.

· Table 5.7: Arrangements for workers in privatisations

	Country
	Sector
	Workers

	Czech republic
	Gas
	Transferred

	Czech republic
	Water
	Transferred

	Danmark
	Water
	Transferred

	Deutschland
	Energy
	Transferred

	Espana
	Water
	Transferred/Redeployed

	France
	Water
	Transferred

	Italia
	Energy
	Transferred

	Italia
	Water
	Transferred

	Lithuania
	Energy
	Transferred

	Nederland
	Energy
	Transferred

	Norge
	Energy
	Transferred

	Osterreich
	Energy
	Transferred

	Polska
	Water
	Transferred

	Suomi
	Energy
	Transferred

	Sverige
	Energy
	Transferred

	UK
	Energy
	Transferred and job cuts

	UK
	Water
	Transferred and job cuts


Source: PSI surveys 1995, 1996

F.  5.8 EU employment rights

The effect of the EU’s Acquired Rights Directive (EC 77/187) is that workers must be transferred when privatisation takes place. The directive states that when an undertaking is transferred, all workers must be transferred with their existing pay and conditions. The applicability of this law to the sale of publicly-owned utilities was accepted even by the UK government, which resisted its application to other forms of privatisation, such as contracting-out.

The transfer arrangements reported in the survey are therefore in line with what would be expected if EU law is being followed.

It is also the legal right of workers in most EU countries to be offered redeployment to another position with the original employer. The ECJ ruled in Katzikas (1994) that, under the directive, workers had an equal right to stay with their original employer if they did not wish to be transferred. The ECJ considered that to force a worker to transfer against his or her will would be tantamount to slavery. The UK government, however, passed legislation to nullify the effect of the Katzikas decision in the UK.

The same directive also requires consultation with representative organisations of workers before any proposal is introduced which could result in transfers.
G.  5.9 European Works Council agreements

Under EU legislation, multinationals with operations of a certain minimum size in more than one country in the EU have to set up a European Works Council (EWC). A number of international water and energy companies have done so, including all three French groups active in the water industry.

The EWC of Generale des Eaux adopted a 'Charter of Fundamental Social Rights' in September 1996. This expresses a firm joint commitment to the fundamental rights set out by the ILO, and states that:
"The managers of all undertakings within the group, and the representatives of the employees, shall pay particular attention to, and respect for, the following norms:

-Prohibition of child labour….

-Prohibition of forced labour of detained persons or convicts….

-Respect for freedom of trade unions.

Respect for this principle forbids employers exercising any discrimination in respect to one of their employees linked to the fact that the said employee may be a member of a trade-union organisation.

This duty of vigilance shall be exercised both with respect to activities placed directly under their responsibility and the activities of their own subcontractors and suppliers….."
In some countries in Europe, such as the UK, these last two clauses provide significant extensions to the rights of workers to be organised, even where sub-contracting has taken place. 

H.  5.10 Other international codes on privatisation

Most international economic instruments concerning privatisation of utilities ignore the protection of employment or workers rights as an issue. The European Energy Charter, for example, contains no social provisions at all.

The Council of Europe’s recommendation on privatisation of public undertakings and activities includes a section on employee rights. This says that where there is a transfer of employees "The employees representatives should be provided with full information concerning the conditions of the privatisation which are relevant to the employees' interests. The information mentioned in the preceding paragraph should be given in due time before privatisation so as to allow the presentation of observations concerning the effects of privatisation on employees' interests and the measures planned concerning them.". (Recommendation R (93) 7, section 3).  The explanatory memorandum refers also to the EU Acquired Rights Directive 77/187 - see 4.C.A above)

6.  Pay and working time

Trade union surveys, in both water and energy, suggest that there is no general pattern of privatised water or energy employers offering markedly better or worse conditions than public sector employers. However, the privatised UK utility companies have increased their directors' pay substantially.

1.  6.1 Energy

Evidence from a PSI survey of pay and conditions in 1995 suggests that there is no consistent difference between private and public sector pay and conditions across different countries. 

A.  6.1.1 Pay

In 1995 PSI carried out a survey of the pay and conditions of energy workers in western and eastern Europe. The survey showed, not surprisingly, that there was a considerable gulf between western Europe on the one hand, and central and eastern Europe on the other hand. 

Within western Europe, there was also a wide range of pay rates. The rates reported are basic rates, and so do not necessarily reflect total earnings. Overall, the private sector rates appear to be slightly higher than the public sector rates, but there is no consistent pattern. 

· Table 6.1.1: Pay rates in electricity industry 1995, western Europe, clerical workers

Ranked by minimum rate. Private sector agreements in italics

	Agreement no.
	PUB(lic) or PR(ivate)
	Minimum basic rate (ECU)
	Maximum basic rate (ECU)

	1
	PR
	32,675.44
	53,587.72

	2
	PR
	24,189.45
	24,189.45

	3
	PUB
	23,617.04
	26,389.08

	4
	PR
	21,961.44
	32,942.16

	5
	PR
	21,279.41
	34,472.07

	6
	PUB
	19,261.64
	

	7
	PUB
	18,570.82
	24,550.17

	8
	PUB
	16,867.92
	27,410.38

	9
	PR
	16,281.85
	17,543.55

	10
	PUB
	15,134.14
	22,953.74

	11
	PR
	15,127.10
	17,958.10

	12
	PUB
	15,015.18
	19,521.74

	13
	PUB
	14,345.91
	26,261.25

	14
	PR
	14,186.17
	22,981.49

	15
	PR
	13,670.75
	17,302.02

	16
	PUB
	13,519.34
	14,344.46

	17
	PR
	13,352.32
	17,168.65

	18
	PUB
	12,866.01
	16,732.98

	19
	PUB
	12,002.78
	17,440.55

	20
	PUB
	11,944.63
	43,099.17

	21
	PUB
	11,175.00
	18,625.00

	22
	PUB
	8,100.18
	13,545.45


Source: PSI/PSPRU survey

B.  6.1.2 Working time

The PSI  survey  also covered working hours.  The number of hours worked per year in  western Europe was less in nearly all countries than in central and eastern Europe, especially for white-collar workers.

The table shows the range of different working hours and holidays in western Europe, in order of annual hours worked with basic holiday entitlement.  The figures suggest that the private sector agreements have slightly shorter working hours, but there is no consistent pattern. The shortest working week was in a public sector agreement, and the shortest annual hours, with maximum holidays, were also in a public sector industry. 

· Table 6.1.2: Hours and holidays in electricity industry, western Europe, 1995, clerical workers.

Ranked by annual hours worked with basic holiday entitlement. Private sector in italics.

	Agr no.
	PUBlic or PRivate
	Weekly hours
	Public Holidays
	Basic holidays
	Maximum Holidays
	Annual hours 

(basic hols)
	Annual hours 

(max hols)

	1
	PR
	38
	11
	33
	38
	1649.2
	1611.2

	2
	PUB
	36.25
	11
	19
	26
	1674.75
	1624

	3
	PR
	38
	10
	30
	31
	1679.6
	1672

	4
	PR
	37
	8
	26
	31
	1679.8
	1642.8

	5
	PR
	37
	8
	25
	33
	1687.2
	1628

	6
	PR
	37
	8
	25
	25
	1687.2
	1687.2

	7
	PUB
	38
	11
	27
	27
	1694.8
	1694.8

	8
	PUB
	38.25
	9
	30
	45
	1698.3
	1583.55

	9
	PR
	37
	8
	22
	25
	1709.4
	1687.2

	10
	PUB
	38
	10
	24
	24
	1725.2
	1725.2

	11
	PUB
	37.5
	9
	21
	26
	1732.5
	1695

	12
	PUB
	40
	12
	25
	30
	1792
	1752

	13
	PUB
	40
	10
	25
	32
	1808
	1752

	14
	PR
	41
	10
	20
	30
	1894.2
	1812.2

	
	
	
	
	
	
	
	


Source: PSI/PSPRU survey 1995

C.  6.1.3 Directors pay in UK privatised utilities

In the UK, there have been large increases in the pay of directors of the privatised water and energy  companies. This has been justified by the companies as reflecting new private sector demands. It has however caused considerable public controversy. 

2.  6.2 Water

A.  6.2.1 Pay

In 1994 PSI carried out a survey of the pay and conditions of water workers in western and eastern Europe. The survey showed, not surprisingly, that there was a considerable gulf between western Europe on the one hand, and central and eastern Europe on the other hand. 

Within western Europe, there was also a wide range of pay rates. The rates reported are basic rates, and so do not necessarily reflect total earnings. Overall, the private sector rates appear to be slightly higher than the public sector rates, but there is no consistent pattern. 

· Table 6.1.1: Pay rates in water industry 1994, western Europe, clerical workers

Converted to ECUs at 1994 rates. Ranked by minimum rate. Private sector agreements in italics

	Agreement no. 
	PUB(lic) or PR(ivate)
	Minimum annual basic rate (ECU)
	Maximum annual basic rate (ECU)

	1
	PR
	15,196.83
	21,895.83

	2
	PR
	14,625.77
	36,564.42

	3
	PUB
	13,968.75
	27,006.25

	4
	PR
	12,459.52
	31,185.46

	5
	PUB
	12,258.73
	16,053.41

	6
	PR
	12,066.26
	

	7
	PR
	11,895.97
	11,895.97

	8
	PUB
	11,452.07
	20,071.90

	9
	PR
	10,833.74
	14,657.27

	10
	PUB
	10,430.00
	12,775.55

	11
	PUB
	8,745.34
	14,549.13

	12
	PR
	8,395.67
	13,226.15

	13
	PR
	8,395.67
	39,631.60

	14
	PUB
	8,324.77
	11,807.05

	15
	PUB
	1,834.91
	2,105.31


B.  6.2.2 Working time

The table shows the range of working hours in agreements in western Europe, ranked in order of annual hours worked on basic holiday entitlement.  The figures show that private sector agreements tend to have shorter working hours, but again, there is no consistent pattern. For example, the shortest working week and the shortest working year are both in a public sector agreement. The same is true within countries, where the sector is divided between private and public employers. In both Spain and the UK, the working hours of public sector workers compare favourably with those of private operators.

· Table 6.2.2: Hours and holidays in water industry, western Europe, 1994, clerical workers.

Ranked by annual hours worked with basic holiday entitlement. Private sector in italics.

	Agr no.
	PUBlic or Private
	Weekly hours
	Public Holidays
	Basic holidays
	Maximum Holidays
	Annual hours 

(basic hols)
	Annual hours 

(max hols)

	1
	PUB
	35.64
	10
	25
	25
	1610.928
	1610.928

	2
	PR
	36
	11
	25
	25
	1620
	1620

	3
	PR
	37
	11
	29
	32
	1635.4
	1613.2

	4
	PR
	36.9
	10
	29
	29
	1638.36
	1638.36

	5
	PUB
	38
	10
	30
	30
	1679.6
	1679.6

	6
	PUB
	37
	12
	22
	30
	1679.8
	1620.6

	7
	PR
	37
	8
	24
	27
	1694.6
	1672.4

	8
	PR
	37
	9
	23
	27
	1694.6
	1665

	9
	PUB
	37
	7
	25
	25
	1694.6
	1694.6

	10
	PUB
	37
	10
	21
	25
	1702
	1672.4

	11
	PR
	37
	8
	22
	27
	1709.4
	1672.4

	12
	PR
	37.5
	8
	24
	28
	1717.5
	1687.5

	13
	PUB
	37.5
	10
	21
	26
	1725
	1687.5

	14
	PUB
	38
	9
	24
	45
	1732.8
	1573.2

	15
	PUB
	38
	10
	23
	23
	1732.8
	1732.8

	16
	PUB
	38
	10
	21
	30
	1748
	1679.6

	17
	PUB
	38
	6
	25
	31
	1748
	1702.4

	18
	PR
	39
	11
	25
	25
	1755
	1755

	19
	PUB
	40
	11
	25
	32
	1800
	1744

	20
	PR
	41
	10
	26
	26
	1845
	1845

	21
	PUB
	40
	15
	15
	31
	1848
	1720


Source: PSI/PSPRU survey

C.  6.2.3 Pay and conditions in Czech and Hungarian water companies

More detailed information from the Czech republic confirms that there is little significant difference between companies where there are multinationals involved, and others companies which are wholly municpally owned. Two out of five privatised companies have withdrawn from the employers association, and so are not obliged to follow the national agreement. However, the pay and conditions in these companies are said to be comparable to those in the national agreement.

Lyonnaise des Eaux in the Czech republic has a policy of allowing local managers to decide whether or not to follow the national agreement (in Hungray, all companies are legally obliged to follow national agreements, and so this is not a policy option in that country).However, the company does pay  attention to labour costs in the companies' budgets, but says that it does not give any specific directions on pay and conditions.

In the Czech republic, the pay of managerial staff in privatised water companies may has risen higher than their counterparts in public companies.

7. Participation in restructuring

· Formal consultation procedures may not allow for real influence by the social partners, There is however repeated evidence of active political campaigning by trade unions as a way of influencing the decision-making process. 

· The case of energy privatisation in Hungary provides an excellent example of meaningful involvement of the social partners. This resulted in an agreement protecting jobs and providing for benefits as part of the privatisation contract. 

· The importance of this was apparent a year later when the companies were in dispute with the government over prices and profits. The employers tried to reduce labour costs as a way of resolving the conflict, but were prevented from doing so by trade union action to enforce the agreement.

· A comparison between the industrial relations practices in French and UK energy companies suggests that there is a significant difference in industrial relations practices. The state-owned EdF has a clear positive commitment to increasing employment, whereas the UK companies see job reductions as desirable ways of achieving savings. The differences can be partly attributed to the narrower  economic objectives of privatised utilities. 

· However, differences in national political conditions are also significant. This factor is reinforced by the apparent readiness of USA and other companies to adapt their policies to the conditions of host countries. 

1.  7. A. Government consultation of social partners

A.  7.1 Formal consultation

Consultation in one form or another seems to have occurred in most cases of utility privatisation. One example of a formal consultative structure is the Czech republic. According to a trade union report:

 “Trade unions participate in the general consultation process in developing legislative standards and decrees. The trade unions also use the tri-partite negotiations between the government, the employers and the trade unions. Finally, contentious issues are dealt with in negotiations with Czech Members of Parliament - either in the Commission on Energy of the Economics Committeee of Parliament, or directly in the individual committees of parliament.”(report by Czech Energy Workers union to PSI conference, 1996)

The formal processes themselves may not necessarily have been very balanced. In the UK, the representations of the trade unions were treated as of little interest by the former Conservative government, for ideological reasons. 

B.  7.2 Campaigns and elections

Public campaigns, both national and international, have been common features of trade union. In the UK, for example, a public campaign in 1984 and 1985 did succeed in persuading the government of the day to abandon proposals for water privatisation until after the general election of 1987. Similarly, the Italian and Hungarian trade unions have both sought international support for their positions before and after privatisation, to some effect. 

In at least two cases in central Europe, campaigns by trade unions, in association with local political groups, succeeded in obtaining a decision in favour of public provision rather than privatisation of water supply. 

In Debrecen, Hungary, the local council rejected proposals from both Lyonnaise des Eaux and Generale des Eaux in favour of public provision. The alternative adopted in 1996 involved a fully costed investment plan with alternative sources of finance.

In Lodz, Poland, the two rival trade unions worked jointly, again with local politicians, to oppose a privatisation proposal. Alternative plans were drawn up, identifying sources of finance for the necessary investments. Local elections went in their favour in 1995, and the public sector provision was maintained.

C.  7.3 Hungary: energy privatisation

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

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

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 negotaiate. 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.

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.

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. 

2.  7.B Labour relations

A.  7.4 France and UK - different political frameworks

At the end of 1996, both France and the UK had governments of the right. However, the UK Conservative was strongly committed to neo-liberal principles of free labour markets. As a consequence, in the UK:

· there was no national legislation providing statutory or financial incentives for job creation

· the government had ‘opted-out’ of the EU social chapter, to reduce the constraints on employers

· the government for a long time resisted the application of the Acquired Rights Directive to contracting-out

In France, however, the government remained committed to the observing EU social legislation, and introduced a detailed law, the Loi Robien, which provides financial incentives for job creation by way of reduction in employers social insurance contributions.

Neither of the major private water companies, Generale des Eaux or Lyonnaise des Eaux, however, plans to make use of the law to create jobs. In fact, at the beginning of 1997 they are both pursuing strategies of reducing their workforce in France through rationalisation of  structures.

B.  7.5 EDF - industrial relations framework

By contrast, the state-owned Electricite de France (EDF) has a positive programme of employee development. A comparative study of industrial relations in EDF and ENEL (both of which are 100% state-owned  electricity companies) - shows that both companies have extensive formal systems for consultation and negotiation with trade unions. In both cases, the companies are legally debarred from making workers redundant. (Comparative Study of Industrial Relations at ENEL and EDF: European Commission, Directorate for Employment, Study 940419, June 1995)

For EDF, this constraint has provided the incentive to develop a human resources policy which matches its workforce to the developing needs of the business. In 1990 they set up a system with three main elements:

Human resource planning; In-house job evaluation procedure; and Personalised career planning. 

EDF’s aim is  “to enable every employee - against the background of a job for life - to perform a worthwhile job that is always fully compatible with with the development of the company.” (p. 49)  The system thus involves matching employment to the demands of the company, providing individual career development, and involvement of trade unions at all levels. 

According to the study:

“At EDF, the transition from management based on existing skills to result-oriented management, together with the importance attached to current employees and their continuing training, have resulted in the introduction of an industrial relations programme defining the priorities, values, aims and identity of the undertaking.

This programme is a tangible result of the continuous dialogue and interaction taking place between EDF’s management and employees. It attempts to reconcile all the factors relating to the cohesion and development of the company, i.e. economic considerations and industrial relations, the past and the future, national and local aspects, the internal and external situation, collective and individual interests.

The industrial relations programme has been successfully implemented, leading to a national industrial relations agreement (that can also be applied at work-unit level),  which puts labour relations on a new footing, and reinforces the management’s efforts to combine economic efficiency with good industrial relations.” (p. 50)
7.6 Internationalisation and company cultures

Privatisation of utilities has also brought internationalisation. Companies have expanded outside their original home countries. One issue is whether companies bring with them their own industrial relations practices formed in their home countries, or adapt to the norms of the host country they start operating in.

The evidence to date suggests that for the most part the companies adjust to the countries’ norms. For example, the major French water companies normally recognise trade unions and observe national agreements in France, but when they started operating in waste management in the UK they adopted the prevailing practice of UK contractors in the 1980s, refused to recognise trade unions, and did not feel bound to follow nationally agreed pay and conditions.

In particular, there is no strong evidence that the US companies entering the energy industry in Europe are bringing a different style of management and industrial relations.  

Southern Company, the first US company to buy a regional electricity distributor in the UK , (SWEB), continues to recognise the trade unions and  follows a collective agreement - although the management have expressed surprise at the length of holiday entitlement. 

Southern Company has, however, introduced 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. At present, the amounts involved are small, but the practice may be extended.  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!).

Central and South-Western took over another UK electricity distributor, Seeboard. They have left the existing management and industrial relations arrangements completely unchanged.

This experience fits with the results of a study of 12 US multinationals across a range of sectors which have invested in Europe in the last 10 years (Labor Conditions and Investment Decisions, October 1996). Carried out for the US trade union confederation, the AFL-CIO, it found that the US companies were mostly content to follow European employment practices. The survey  found that 85% of their European workforce were covered by a collective agreement, most employees were permanent, and 95% had job protection if the company changed ownership. The survey highlighted differences from US labour conditions - 90% of European employes 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 in their approach to EWCs - most resisted setting up these councils. None of the companies in the survey  are active in the water or energy sector, although two operate in the field of public services - EDS, the computer services company (which has set up a voluntary EWC), and Marriott, which is active in hospital support services. The same pattern of behaviour has been observed with the first US energy companies to takeover electricity operators in the UK. 

8. Privatisation and consumers

· In water, experience in all countries where water has been privatised, including the UK and France, suggests that prices are at least as high under privatised management. There is a general upward pressure on prices,  due to the requirement for investment to meet higher EU standards.. 

· In energy, available comparisons do not show any clear relation between prices and private or public sector ownership. 

· Household energy prices do not benefit from competition, unlike industrial consumers. Some energy consumers are more equal than others. The neo-liberal assumption is that competition in the retail market will benefit the consumer through lower prices. This proves true for large industrial customers, who can shop around for cheaper rates and obtain lower prices. In addition, freeing providers from political constraints concerning equality of pricing has allowed them to introduce pricing structures which reflect the economic costs of supply. Large consumers naturally benefit from this process at the expense of smaller ones. The evidence from Scandinavia, however, suggests that domestic consumers are unable to derive this benefit. 

· Domestic consumers may even suffer price increases as a result of competition, as companies compete to win high-volume customers, while being content to increase prices as a deterrent to smaller consumers whose business is less profitable. Moreover, the trading markets may be quite easily manipulated by producers.

8.1 Water prices

In the case of water, there is very little scope for competitive trading. In virtually all cases, the undertakings have monopolies for supplying water and sewage services in a given area. There is little economic scope for long distance transfer of water resources.

In France, the recent report by the Cour des Comptes confirmed that prices have risen most since 1992 in areas where the water and sewage is privately run.  The table below, produced by one commune, shows the range of variations in prices. 

· Table 8.1.1: France- water prices 1996 

(Francs per 100 cubic metres.)

	Town
	Water company
	Total
	Water
	Sewage

	Bayonne
	Public
	1107
	714
	393

	Nantes
	Public
	1194
	779
	415

	Le Havre
	Public
	1217
	854
	363

	Saint-Brieue
	Public
	1351
	818
	533

	La Rochelle
	Public
	1439
	804
	635

	Biarritz
	Lyonnaise des Eaux
	1587
	1193
	394

	Brest
	Generale des Eaux
	1614
	989
	625

	Vannes
	Public
	1614
	1134
	480

	Cherbourg
	Public/Generale des Eaux
	1631
	1166
	465

	Lorient
	Generale des Eaux
	1711
	1101
	610

	Bordeaux
	Lyonnaise des Eaux
	1788
	1105
	683

	Quimper
	Generale des Eaux
	1819
	1117
	702

	Arcachon
	Generale des Eaux
	1979
	1175
	804

	Las Sables d’Olon
	SAUR/CISE
	2188
	1446
	742

	La Baule
	SAUR/CISE
	2343
	1275
	1068

	Saint Malo
	Generale des Eaux
	3221
	1136
	2085


Source: Communaute de villes de l’agglomeration de la Rochelle

In the Czech republic, the prices of privatised operations are broadly similar to the prices of publicly run utilities.

· Table 8.1.2: Czech republic: water prices January 1997 

(Koruna per cubic meter) (M=municipal, P=private)

	Town or area
	Company
	
	Domestic water
	Domestic sewage
	Industry water 
	Industry sewage

	Average
	
	
	11.59
	14.53
	10.56
	14.15

	
	
	
	
	
	
	

	Praha
	Prazske vodarny, Praska kanalizace
	M
	12.18
	14.18.
	9.49
	10.30

	
	
	
	
	
	
	

	Karlovy vary
	VaK Karlovy Vary (Lyonnaise des Eaux)
	P
	12.20
	19.46
	8.34
	13.44

	Pilsen
	Vodarna Pilsen (Generale des Eaux)
	P
	9.45
	11.55
	8.40
	13.65

	South Bohemia
	Severoceske VaK (Welsh Water)
	P
	12.08
	15.45
	8.61
	10.32

	Ostrava
	Ostravske VaK (Lyonnaise des Eaux)
	P
	11.99
	16.03
	11.23
	13.88

	Brno
	(Lyonnaise des Eaux)
	P
	7.04-16.49
	9.03-21.63
	7.04-12.50
	8.19-17.43

	South Moravia
	(Anglian Water)
	P
	7.0-11.0
	10.08-18.10
	4.72-8.14
	10.27-14.05


Source: SOVAK

8.2 Electricity prices

8.2.1 International comparisons

The available data on electricity prices does not confirm the theory that electricity is cheaper where privatisation is most advanced. The table shows international price comparisons published by the UK Electricity Association, which suggest that the variation in price levels does not correlate with the ownership of the systems. 

Electricity is relatively cheap for domestic consumers in Greece and Ireland, which have introduced no privatisation or liberalisation; and relatively expensive in Germany and Belgium, which both have substantial private sector involvement. Domestic prices in the most privatised country, the UK, are about average. 

For industrial consumers, France and the UK, with very different systems, have about the same level of prices.

· Table 8.2.1:  Electricity Prices at 1 January 1996

(UK pence per kWh)
	Country
	System mainly private (P) or public (S/M)
	Company
	DOMESTIC


	INDUSTRY



	Austria
	S/M
	EVN
	12.44
	7.23

	Belgium
	P
	National
	15.01
	6.46

	Denmark
	S/M
	SEAS
	13.76
	4.48

	Finland
	S/M
	Helsinki
	7.83
	4.29

	France
	S/M
	EdF
	13.38
	5.21

	Germany
	P
	North
	15.85
	8.70

	
	P
	West
	11.45
	7.33

	
	P
	SouthWest
	13.75
	7.69

	Greece
	S/M
	PPC
	7.90
	4.86

	Ireland
	S/M
	Urban
	8.57
	5.06

	
	S/M
	Rural
	9.06
	-

	Italy
	S/M
	ENEL
	11.99
	6.89

	Luxembourg
	P
	CEGEDEL
	11.56
	5.43

	Netherlands
	S/M
	Average
	10.69
	5.26

	Norway
	S/M
	Oslo Energi
	5.84
	2.90

	Portugal
	S/M
	EDP
	12.01
	6.40

	Spain
	S/M
	National
	12.65
	6.08

	Sweden
	S/M
	Vattenfall
	9.49
	3.12

	England/Wales
	P
	North
	9.23
	4.99

	
	P
	Central
	9.75
	5.87

	
	P
	South
	8.42
	4.91

	Scotland
	P
	
	9.02
	5.29

	Northern Ireland
	S/M
	
	10.85
	6.15


Source: Electricity Association, International Electricity Prices Issue 23 (1996)

The domestic tariff refers to the standard tariff at 3,300 kWh/yr

A.  8.2.2 Electricity prices and competition

As the table above shows, industrial consumers enjoy lower electricity prices than domestic consumers in all countries in western Europe. This reflects the market principle that large consumers can be supplied more cheaply, and so they are charged less. In CEE countries, by contrast, domestic and industrial consumers still pay much the same tariffs, which reflects the dominance of the 'universal public service' principle.  

Where competition is introduced, the effects are to reinforce the market principle of pricing, and so this is likely to favour industrial rather than domestic consumers. Evidence from Scandinavia and the UK supports this view.

B.  Finland

Finland provides some detailed evidence of this. Following the partial introduction of competition in 1996, prices actually rose for many people, and the liberalisation itself is being cited as one cause of this. According to one report: “…..concern is beginning to grow that the liberalisation of the market, introduced last year with the anti-trust Electricity Market Act (EMA), has played an important role [in increasing domestic prices]” (Power Europe FT Bus Rep 4 Oct 1996)”
The report highlights a number of  ways in which liberalization has increased prices:

· Household prices have been increased to compensate for cuts in industrial rates.

 “Some observers are pointing the finger at local energy boards, claiming that households in particular are seeing price hikes because local energy boards, under competitive pressure, have had to reduce prices to large industrials.” A review on Finnish radio found that local energy boards had raised household prices by as much as 28% in 18 months since the EMA came into effect in January 1995 - only one board had reduced prices.  The Finnish Electricity Association says that these figures are exaggerated, but acknowledged that small households had seen average increases of about 8%, small and medium businesses increases of 6% and 3%,  while large companies had enjoyed price cuts of between 5% and 10%.

· Prices have  increased to cover better services and a more commercial approach. 
The report quotes Paivi Aaltonen, a senior advisor at the Electricity Marketing Authority, which oversees the implementation of the EMA, who does not believe that deregulation will necessarily signify a big drop in prices: “ ‘Before the EMA, the wholesale electricity market was controlled by Imatran Voima', she says. ‘Stiffening competition has forced local energy boards to offer better services to their customers and to be more price-conscious.  This implies higher electricity prices.’”

· Households cannot afford the necessary meters to take advantage of competing electricity suppliers.

“The price in Finland of installing a meter capable of providing the detailed demand readings required by a competitive supplier is usually between FM4,000 and FM7,000 - which would more than wipe out any household savings made.” 
C.  Sweden

Again, the Swedish experience is that domestic users have not benefitted from reductions, and will be unable to since the cost of metering is too high: "pre-launch expectations that the market would bring 5-10 per cent lower electricity prices for consumers have proved premature. Spot rates have spent much of the year well above turn-of-the-year levels, amid a prolonged dry spell which has pushed up hydro-power prices. Meanwhile, end-prices to consumers have actually risen about 3 per cent due to Swedish government tax increases. A similar rise is planned next year.

Swedish competition authorities are reviewing pricing policy in the wake of complaints from the public. Indeed, consumers have failed to see any perceivable benefit from deregulation. It was intended that individual homeowners would be able to select the power supplier of their choice, but their hands have in effect been tied by the prohibitive SKr500-SKr1,000 cost of installing new metering equipment.

'The incentives for shopping around have been significantly reduced,' says Mr Per Axelsson, utilities specialist at Gemini Consulting in Stockholm.

'There is a big disappointment from the retail sector that deregulation has not improved their situation.' Mr Axelsson believes consumer pressure on distributors will result in downwards pressure on prices. Others are more sceptical, given the absence of a direct price regulation mechanism.  (FT 20 Nov 1996)

D.  Costs and cutoffs in UK

Similar affects are expected in the UK when competition in electricity supplies is introduced in 1998. “In an analysis for the Institute for Public Policy Research of the economics of the electricity market, Professor Catherine Waddams Price warns that low-income households will face higher charges as competition is introduced and companies are forced to unwind hidden subsidies......As companies vie for the 'best' customers - the good payers - so the costs of supplying the rest have to be spread across a dwindling group.” (Guardian 29.12.96).

The same result is expected from compeition to supply gas: “..the Gas Consumers Council says British Gas has been 'very generous' in the past over supplies to the elderly and poor, especially in winter. Faced with stiff competition from new gas companies, it will toughen its stance on disconnections. The company cannot afford to be left with a rump of poor customers.” (Guardian 29.12.96).

Similar effects have already been seen since privatisation as a result of the introduction of ‘pre-payment’ meters by the privatised electricity (and gas) companies. A survey by local authorities in south Wales in 1995 “found that more than half of households using pre-payment meters had 'self-disconnected' their supply of gas or electricity, which had been cut off because they had problems buying or finding the tokens to feed the meter........For many, this so-called voluntary interruption of their power or heating supply lasts a weekend or longer.......Two groups, it says, are most at risk - those households containing someone unable to work because of health difficulties and those families with a child aged under five in the household .......The companies benefit by charging up-front these customers, the poorest, for their vital energy supplies and escape the costs of having to chase these people for payment....” (Guardian 29.12.96).

E.  The trading market: Norway and Sweden

There is a long tradition of energy trading between Scandinavian countries. Power has been supplied across borders in response, for example, to power shortages in Norway's wholly hydroelectric system. 

Since the start of 1996 there has been an open market for trading electricity between Norway and Sweden. This market, however, has not been working perfectly, and official reports from both countries say that it has been easily manipulated:  "the Swedish Competition Authority states circumspectly in its report on the market: 'In a number of cases in 1996 it has been asserted that large power producers in Sweden and Norway have 'manipulated' spot prices on the Swedish-Norwegian electricity trading market to their own advantage, for example by reducing the offer of electric power, which increases spot prices.  The effect is that electricity trading companies that have little or no power from their own production and buy electricity on or parallel to the electricity trading market through futures contracts have increased costs for electricity purchase.' According to Steinar Undrum of the Norwegian Competition Authority, there are 'noticeable convergences' on the market that indicate possible manipulation, and the weekly market is regarded as easy to manipulate.  In addition, he said that there are strong indications that suppliers in southern Norway and particularly in southwest Norway are discussing prices among themselves.  During some hours, the price of electricity on the west coast has been Nkr0.5/kWh to Nkr0.60/kWh compared to Nkr0.30KWh elsewhere in Norway." (Power Europe FT Bus Rep 15 Nov 96)

F.  8.2.3 CEE: tensions over prices

Increasing energy prices to cover costs, and profits, has been a painful process in many CEE countries. The stresses created by this are clearly seen in Hungary  (see 6.3 above), where the multinationals are aggrieved with the government for failing to allow prices to rise sufficiently to make the profits they expect.

The World Bank itself in a recent report acknowledges the real difficulties in this process: “there are various reasons why energy sector reforms have dragged. These include a reluctance to raise the average price level in case this contributes to inflation; a reluctance to raise residential prices for social and political reasons and little demand for foreign investment to supply new capacity and thus little incentive for regulation and efficient pricing.” (FT Bus Rep 10.2.97)

A further example of energy companies looking at charges to customers comes from Poland, where one company is experimenting with  pre-payment meters:   “The power company serving the Zoliborz district of Warsaw has installed 30 experimental electricity meters requiring pre-payment in the homes of volunteers. The intention is to see whether being able to see their credits diminish before their very eyes will encourage users to switch off appliances when they are not necessary......The pilot scheme is designed to see the order of savings that such a system can generate. Thereafter, it will be a matter of deciding whether a more convenient method of recharging the keys is possible, and whether it would make sense to apply similar methods to businesses, factories, schools and hospitals.” (FT Bus Rep 31.3.97)

9. Conclusions

The main conclusions to be drawn from the study are as follows:

· privatisation on the UK model has not happened elsewhere in Europe, either in water or energy.  It should not therefore be treated as typical or paradigmatic.

· There is no empirical reason to expect that a private utility will be more efficient than a public one. Publicly-owned companies are able to operate and compete internationally in energy, at least as effectively as private companies. 

· A proper comparative evaluation of public and private options should be carried out before privatisations take place, especially where investment is involved. This will ensure that claims about efficiencies and finance are submitted to rigorous testing.

· The financial framework used to evaluate privatisations should be carefully examined to strip out distortions such as the costs of convergence with Maastricht criteria, and the use of utilities as a hidden tax mechanism.

· The employment consequences of privatisation on the UK model are severe, and should be carefully evaluated in any consideration of this option.

· Transfer arrangements for employees should follow EU law

· Positive human resource policies and industrial relations are facilitated by public ownership. More publicly-owned utilities could develop postive job creation plans.

· Where privatisation takes place, agreements on employment protection should be made a pre-condition of the the process. The case of Hungary provides a model example.

· The national framework of industrial relations law and practice is of great importnace in determining the behaviour of private companies, even multinationals. The stronger the status of national agreements, the better the protection for emplyees of privatised companies.

Expectations about consumer prices under privatisation should be critically considered. The evidence shows that domestic consumers derive little financial benefit from privatisation itself, and that they may become worse off under energy competition.

10. Annexes

G.  10.1 Activities of private water companies in Europe

(= active; x = was active, now withdrawn

	COMPANY
	Home country
	WATER
	WASTE/ environ-mental services
	ENERGY
	TV/

Telecom
	Const-ruction

	
	
	France
	UK
	Rest of Europe


	
	
	
	

	Generale des Eaux
	F
	(
	(
	(
	(
	(
	(
	(

	Lyonnaise des Eaux
	F
	(
	(
	(
	(
	(
	(
	(

	Bouygues/ SAUR
	F
	(
	(
	(
	(
	(
	(
	(

	Anglian Water
	UK
	
	(
	x
	
	
	
	

	Hyder
	UK
	
	(
	(
	
	(
	
	(

	Severn-Trent
	UK
	
	(
	(
	(
	
	
	

	Southern Water/ Scottish Power
	UK
	
	(
	
	
	(
	
	

	Thames Water
	UK
	
	(
	x
	(
	
	
	

	United Utilities
	UK
	
	(
	
	
	(
	
	x

	Wessex
	UK
	
	(
	
	(
	
	
	

	Yorkshire Water
	UK
	
	(
	
	(
	
	
	


Source: PSPRU database

H.  10.2 Activities of international companies in energy in Europe

	Company
	Home
	State
	Western
	Central& East
	Other
	Other

	
	country
	owns
	EUROPE
	Eastern EUROPE
	regions
	sectors

	
	
	
	
	
	
	

	AEP
	USA
	
	UK
	
	
	

	AES
	USA
	
	UK
	Hungary
	Latin America, Asia
	

	British Gas
	UK
	
	Italy
	Czech republic, Poland
	Latin America
	

	Calenergy
	USA
	
	UK
	
	
	

	CEZ
	Czech
	67%
	
	Slovakia
	Asia
	Telecomms

	Cinergy
	USA
	
	UK
	
	
	

	CSW
	USA
	
	UK
	
	
	

	Dominion
	USA
	
	UK
	
	
	

	Edison International
	USA
	
	UK
	
	Latin America
	Housing

	Electricite de France (EDF)
	France
	100%
	Austria, Italy, Portugal, Spain, Sweden, Switzerland
	Bulgaria, Czech Republic, Hungary, Poland, Russia, Slovakia,  Ukraine
	Africa, Asia, Latin America 
	Water, waste management

	Endesa
	Spain
	75%
	France, Portugal
	
	Africa, Latin America 
	Water, waste, telecomms

	ENI-SNAM-Italgas
	Italy
	100%
	
	Hungary, Slovenia
	
	

	Enron
	USA
	
	
	Poland
	
	

	Entergy
	USA
	
	UK
	
	
	

	Gaz de France (GDF)
	France
	100%
	Spain
	Czech Republic, Hungary, Romania, Slovakia
	Latin America
	

	Gazprom
	Russia
	40%
	Austria, Belgium, Finland, Germany, Greece, Italy, UK
	Belarus, Bulgaria, Estonia, Hungary, Moldova, Poland, Slovcakia, Ukraine
	
	

	GPU
	USA
	
	UK
	
	
	

	Hyder
	UK
	
	UK 
	
	
	Water, construction

	Imatran Voima Oy (IVO)
	Finland
	97%
	Sweden, UK
	Estonia, Hungary, Latvia, Lithuania, Poland, 
	Asia
	

	NRG
	USA
	
	
	Czech republic, Estonia
	
	

	Pacificorp
	USA
	
	
	
	
	

	Powergen
	UK
	
	Germany, Portugal
	Hungary
	Asia
	

	PS Colorado
	USA
	
	UK
	
	
	

	Ruhrgas
	Germany
	
	
	Estonia, Czech republic, Hungary, Latvia
	
	

	RWE
	Germany
	
	Spain, Switzerland
	Czech republic, Hungary, Poland
	
	Telecomms, water, waste management

	Southern Company
	USA
	
	UK
	
	Latin America
	

	Tractebel (now 50% owned by Lyonnaise des Eaux)
	Belgium
	
	Germany, Italy, Portugal, Spain, UK
	Hungary
	North America, Latin America, Asia
	Telecomms, waste management

	United Utilities
	UK
	
	UK
	
	North America
	Water

	Vattenfall
	Sweden
	100%
	Finland, Norway, Germany
	Estonia, Latvia, Lithuania, Poland
	
	

	Veba-Preussenelektra
	Germany
	
	Sweden
	
	
	Telecomms

	Viag-Bayernwerk
	Germany
	
	Austria
	Czech republic, Hungary, Slovakia
	
	Telecomms


I.  10.3 European Directives

A number of European Union directives affect privatisation of utilities and the effects of this on workers. They include:

· Acquired Rights Directive

· Procurement Directives

· European Works Council Directive

· Other (eg Working Time Directive; Water and Environment Directives)

J.  10.4 Acronyms

1. General 

AFL-CIO
American Federation of Labour

CEE
Central and eastern Europe

ECJ
European Court of Justice

ECU
European Currency Unit

EIB       European Investment Bank

EMA
Electricity Market Act (Finland)

EMU
European Monetary Union

EPSU/EPSC
European Public Services Union/European Public Services Committee

ESI
Electricity Supply Industry

EU
European Union

EWC
European Works Council

FSU
Former Soviet Union

FT
Financial Times

GDP
Gross Domestic Product

ILO
International Labour Organisation

IPP
Independent power producer

PSI
Public Services International

REC
Regional Electricity Company (UK)

UK
United Kingdom of Great Britain and Northern Ireland

USA
United States of America

Vak
Vodovody a kanalizace (water and sewerage company: Czech republic)

2. Companies

The text refers to a number of companies, some of whom are only known by a set of initials;
 

AEP

American Electric Power (USA)

AES

AES Corporation (USA)

CEGEDEL
Compagnie Grand'Ducale d'Electricite de Luxembourg (Luxembourg)

CEZ

CEZ a.s. (Czech republic)

CSW

Central and SouthWestern Corporation (USA)

EDF

Electricite de France

EdP

Electricidade de Portugal

EDS

EDS Inc (USA)

ENEL

Ente nazionale per l'Energia elettrica (Italy)

ENI

ENI S.p.A. (Italy)

ESB

Electricity Supply Board (Ireland)

EVN

Energie-Versorgung Niederösterreich Aktiengesellschaft (Austria)

EVS

Energie-Versorgung Schwaben AG (germany)

GdF 

Gaz de France

GPU

GPU Inc (USA)

ITT

ITT (Sweden)

IVO

Imatran Voima Oy (Finland)

MVM

Magyar Villamos Muvek (Hungary)

NORWEB
North West Electricity Board (UK)

NRG

NRG Inc (USA)

RWE

RWE Aktiengesellschaft (Germany)

SAUR 

Societe d'Amenagement Urbaine et Rurale

SCVK

Severoceske VaK (Czech republic)

SWEB

South Western Electricity Board (UK)

VEW

VEW AG (Germany)
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