Public services 

King Tony and the barons
Sep 13th 2001 
From The Economist print edition



Union leaders say the government’s plans for private provision of public services are a disaster for the public and the workers. That’s not how it looks in practice
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VISIBLY shocked by the news from America, Tony Blair did not deliver the speech he intended to make to the Trades Union Congress annual conference this week. But a clash with the union barons over his plans to extend private-sector provision in the public services has been postponed, not avoided.

The Labour Party was born out of the trade unions; so, for union leaders, Mr Blair’s plans to push privatisation further than Margaret Thatcher ever did smack of betrayal. Fear also lies behind their hostility to Mr Blair’s schemes. The public sector is their stronghold. Although the private sector accounts for three-quarters of civilian employment, only 19% of its employees are union members. By contrast, the union membership rate in the public sector is 60%. The unions therefore have good reason to fear the transfer of public-sector jobs into the private sector.

The unions have sought to rally public opinion to their cause. The GMB, Britain’s fourth-largest union, has spearheaded opposition to the plan, which it brands as privatisation. John Edmonds, its general secretary, warns that it could become Labour’s poll tax. Public services, the unions maintain, will deteriorate, and taxpayers and consumers will suffer as a result.

But compared to other European countries whose welfare states are held up as a model, Britain’s core public services remain firmly in the grip of public providers. In France, a quarter of hospitals are provided by private companies, as are most ambulances. In the Netherlands, three-quarters of primary and secondary pupils attend schools that are publicly financed but privately run, mainly by non-profit organisations.
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In Britain, almost all of medical care and education is still run, as well as paid for, by the state. Although ancillary services, such as cleaning, have increasingly been outsourced to private contractors, only a tiny proportion of operations on patients paid for by the NHS have been carried out in private hospitals. In 1998-99, spending on publicly funded patients treated privately was only about 5% of total expenditure on the NHS. Much the same is true of education, where only two publicly funded schools are now being run by private-sector organisations, with another one due to open next year.

Given this starting-point, the government’s disputed plans to extend private-sector provision are modest to a fault. In health, for example, the government intends to make use of spare capacity in the private sector and to use private health managers to run some of the new stand-alone surgery centres it is setting up. 

In education, the government wants to encourage more new schools like the privately sponsored “city academies”. It intends to allow any interested party—the Church of England, for instance, or private companies—to put forward proposals for a new school when the local education authority has identified the need for one. 

Where the government has been forging ahead is in deals under the “private finance initiative” (PFI); but most of these are more about finance than about service provision. In PFI deals, expensive capital rebuilding is initially funded by the private sector. Since borrowing money is more expensive for the private sector than it is for the public sector, these deals often look suspiciously like a costly way of getting spending off the government’s books.

The most highly-rated PFI schemes have been those in the prisons sector. Four prisons have been built under the PFI since 1997. Significantly, those have been the only PFI deals under which private companies not only build, but also run all the services in, the facility they have financed. 

But the interests of taxpayers and consumers are only one side of the equation. Union leaders are more concerned about the impact of these plans on their members. They argue that contractors save, and so make, money by lowering pay and exploiting workers. There are two distinct areas of worry: what happens to existing workers when services transfer, and what happens to new workers hired afterwards.

Take the new workers first. There are certainly examples of companies to which work is outsourced paying new workers much less than those they inherit. For instance, APCOA, a company that provides parking enforcement in Camden and elsewhere, pays its new parking enforcers about £6 an hour—around half as much as the transferred ones get in Camden—which APCOA says is the market rate. But Norman Rose, of the Business Services Association, a policy forum for outsourcing companies, says that for some workers—for instance, cleaners in the south-east—the market rate will be higher than the public-sector rate. The problem could be solved by public-sector procurers ensuring that pay does not fall by fixing levels in their contracts—if they are prepared to shoulder the extra costs.
The pay and conditions of transferred workers are protected under employment regulations. But the unions say these rights tend to be eroded. And occupational pension schemes are not covered. So the government last week proposed to strengthen and clarify the regulations, and to address the pensions issue; but the unions were not satisfied.

Meanwhile, ministers are exploring ways to keep workers in outsourced services within the public sector. In three controversial PFI hospital schemes, new and future ancillary staff will remain NHS employees, but be managed by private companies. But no servant can answer to two masters. This retrograde compromise is the sort of thing that gives the “third way” a bad name.

Union opposition matters to Mr Blair for two reasons. He needs the unions’ co-operation on the ground; but he would also, of course, rather they didn’t embarrass him politically, which, on the face of it, they are well-placed to do. 

What the voters think of all this is not clear. An opinion poll commissioned by the GMB suggests that people agree that the public sector should remain public; other recent polls suggest that private provision is acceptable to most. What happens now is likely to crystallise people’s views, one way or the other. If schools and hospitals do not improve radically in the next couple of years, the public will demand change, never mind the cost to the unions. 

