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This is one of a series of 7 Topic Sheets on aspects of economic and industrial restructuring, produced by the TRACE (Trade Unions Anticipating Change in Europe) Project and part-financed under Article 6 (Innovative Measures) of the European Social Fund. 

Each sheet provides information on a different aspect of restructuring and contains a definition, background facts and a consideration of the importance of the topic for trade unions.  The sheets are intended for use by trade union officers and trainers and may be freely drawn on to form the basis of training materials, handouts and other reference materials. 

Related keywords: Transnational restructuring, Competitiveness, Work organisation, Corporate social responsibility, Employment, Drivers of change, Skills qualifications, Corporate governance, Globalisation, Knowledge economy
Economic sectors covered: All
Terminology 

The term privatisation is normally used to refer to the transfer of public sector utilities and services to private organisations, as well as to the liberalisation of former state-owned monopolies. 

Privatisation is a complex topic to define, since it covers a range of different situations and processes. One important element associated with privatisation is the widespread expansion of private-sector policies and management styles and practices into areas such as public utilities and welfare services. Market liberalisation, the pressure of competition, and the importance of economic performance, cost-effectiveness and profitability are seen as some of the main forces affecting this transformation process. 

The process of privatisation has occasioned major changes, affecting most European countries. In particular, changes in policy concerning public ownership have affected not only state-owned companies in competitive sectors, such as manufacturing, but have also been extended to public utilities and the provision of welfare and other services. 

Why does it occur? 

The main reasons behind the move towards privatisation are:

· To reduce direct public investment

· To open up domestic markets to competition.

The UK has been one of the countries regarded as being at the forefront of the trend to privatisation which has had a major impact on both its competitive sectors and its public utilities. This was driven initially by the neo-liberal ‘free-market’ logic supported by the Conservative government during the 1980s. 

The subsequent adoption of a series of EU ‘liberalisation’ Directives (on telecommunications, railways, air transport, energy and postal services), aimed at breaking up national monopolies and introducing increased competition, has extended the privatisation principle within Europe. In particular, progress towards Economic and Monetary Union (EMU) and the pressure exerted by the Maastricht Treaty’s convergence criteria have encouraged governments in different European Member States to sell state assets and stakes in industrial companies.

Size and dimension 

Since the early 1980s, increasing privatisation has been a characteristic of economic policy throughout Western Europe. This represents a significant change from the period immediately following the Second World War which saw increasing public intervention in the economy. 

However, it is important to distinguish between the development of privatisation within specific companies and changes that may be taking place at national or sectoral levels.  This is a distinction which is particularly relevant in examining sectors that have been subject to market liberalisation. For example:

· In Spain, Portugal, Greece, Italy, Ireland, Luxemburg, Belgium, Denmark, Germany and the United Kingdom, privatisation has involved a substantial reduction in state ownership of both corporations in competitive sectors (e.g. iron and steel, textiles, chemicals, automobiles) and public utilities (e.g. telecommunications, electricity, transport). It has also involved to a lesser extent welfare services, most notably at the local level and often involving outsourcing.

· Italy and Ireland in particular have experienced major privatisations of state-owned banks, insurance companies and airlines. 

· Conversely, in France public utilities and welfare services are excluded from full privatisation, with only partial sales having taken place at France Telecom and Air France. This has been accompanied, however, by a tendency to contract out auxiliary activities (e.g. catering, cleaning). In France, contracting out at local level seems to be very extensive, particularly in the water industry. 

· In Finland and Sweden ‘corporatisation’ (i.e. taking the form of a company but remaining in public ownership) has been the preferred means of opening up large-scale state-owned enterprises and activities (e.g. railways, post, air traffic, banking) to competition.

Europe is now at the forefront of the trend to privatisation. European sales of public assets accounted in 1998 for more than 50 per cent of all revenues from privatisation receipts worldwide. However, privatisation has not been implemented on the same scale in all European countries; rather each country has defined a particular set of more or less explicit guidelines for the process and has developed a distinctive approach. 

Before we examine the key quantitative differences between the countries in Europe, it is important to highlight two important factors which have influenced the impact of privatisation policies in different European countries: 

· The existing level of public intervention 

· The date at which the privatisation process started. 

As regards the latter, differences can be seen between early privatisers and late-comers.

Broadly speaking, the various countries in Europe which have been affected by privatisation can be divided into three groups
:

· Countries which were at the forefront of privatisation in the 1990s. This group includes the UK, the pioneer of the ‘privatisation era’, together with those other countries (Italy, France, Spain and Portugal) which appear to have implemented privatisation on a relatively large scale.  These countries have raised considerable financial resources through the sale of state assets, whether calculated as a share of total European privatisation receipts or as a percentage of domestic GDP. Using the former indicator, between 1990 and 1998 the UK accounted for over 21.16% of all European receipts from privatisation, followed closely by Italy (20.97%), then France (16.03%) and Spain (11.71%). However, on the latter indicator, viewed as a percentage of 1998 GDP, the UK’s receipts from privatisations during this entire period represented only 4.72% of its national GDP, whereas Portugal’s receipts amounted to 19.85% of its national GDP. 

· At the opposite end of the scale, there are those countries where privatisation has been of limited importance: Ireland, Norway and Sweden, as well as Luxembourg where hardly any straightforward privatisation has taken place.

· Finally, there are those countries where the sale of state assets has been of some importance, mainly for the domestic market: Finland, Denmark, Greece, Austria, Belgium, the Netherlands and Germany.

This distinction provides an initial indication of the differences in the level of privatisation in different European countries. However, it has various limitations. For example, this kind of typology based on ‘quantitative’ factors does not capture some important ‘qualitative’ features. For example, France tended to exclude public utilities from privatisation until the late 1990s. Germany has also taken a cautious approach to privatisation, even if its contribution to overall European privatisation is far from marginal, while Portugal is particularly remarkable for its privatisation efforts, given the size of its domestic market. 

Privatisation has heavily affected competitive sectors, public utilities and welfare services, but to differing extents. Equally, while there has been a general retreat by the state from competitive sectors, the level of privatisation and liberalisation in public utilities, though very notable, has varied from country to country. In welfare services (such as health and social services) changes have taken place mainly as a consequence of the spread of outsourcing and competitive tendering procedures. In telecommunications, privatisation has been generally linked to the creation of new sectoral markets and systems of industrial relations (which has not usually been the case in other competitive sectors).

The impact on employment and trade union concerns 
The main areas of concern about privatisation and its impact on employment and trade union across Europe are:

· Job losses and collective redundancies

· Employees’ status

· Reduction in collective bargaining

· Pay and working conditions

Privatisation has a significant impact on sectoral employment levels, essentially because of the combined effect of: 

· Company restructuring and the frequent accompanying workforce reductions, often connected to the involvement of private investors

· Employment creation, provided by new entrants to the sector when denationalisation is coupled with the liberalisation and opening-up of domestic markets (as in the case of public utilities and services). 

The telecommunications sector in Europe provides a good illustration of these two contradictory tendencies. The net effect of privatisation on employment varies between countries. Both increases and decreases in total sectoral levels of employment can be found, depending on the post-liberalisation structure of the particular industry and on the elements of the sector which are taken into account. However, while in some cases the quantity of jobs may increase, their quality (including wage levels and working conditions) may well be lower.

The controversy which may arise from a direct link between privatisation and redundancies can be illustrated by the case of Belgacom in Belgium. Here, while there was no sale as such, the transformation of the company into a so-called ’autonomous public enterprise’ took place at the expense of jobs.  This loss of jobs, however, could also be seen in the context of a global workforce reduction and reorganisation which began much earlier. Following its transformation into an autonomous public enterprise, Belgacom launched a slimming-down operation in order to cope with increased competition due to liberalisation. 6,289 people were offered early retirement and 6,000 members of staff were offered individual retraining programmes with a view to redeployment to other posts within the company.

Another important aspect of the consequences for employment of the state’s retreat from economic intervention is the privatisation of the status of the workers concerned. This issue is important since specific guarantees and benefits are usually associated with the status of ‘public employee’. Privatisation of the employment relationship applies mainly to workers in public utilities, since employees of state-owned enterprises operating in competitive sectors generally already had a private sector employment relationship, while welfare sector workers usually maintain ‘civil servant’ status, even where there is some deregulation. 

As far as wages, labour costs and productivity are concerned, the overall picture is quite complex. On the one hand a reduction in wage levels as a direct result of privatisation is uncommon, though in some cases there has been a reduction in benefits which had formerly been granted under specific regulations applying to the public sector (e.g. pensions, holidays and sickness payments). 

On the other hand, a reduction of labour costs seems to be a priority in the privatisation process in all the countries concerned. This has been pursued mainly through workforce reductions and the outsourcing of non-core activities. Another important objective is an increase in productivity, to be achieved by more flexible working as a consequence of restructuring and reorganisation.

In countries where sectoral bargaining is predominant, a differentiation of wages may result from a combination of privatisation and liberalisation policies. This occurs typically in the cases of former public monopolies (such as telecommunications) where there were previously no industry-wide agreements as such, merely company-level agreements. Following privatisation, it is often the case that people performing the same job in the sector are subject to quite different collectively-agreed provisions. Usually, higher pay and conditions had been offered, in a context of government intervention and no competition, which are no longer guaranteed under the new privatised regime. This has led to trade unions’ attempts to negotiate the definition of a single framework for the industry as, for example, has happened in Italy
 and in Spain in the electricity and the telecommunication sectors. 

Another way in which pay and conditions within a sector may become differentiated following privatisation is the use of outsourcing. This represents another major concern for trade unions. 

For instance, in the Belgian banking and insurance sector, much of which was formerly publicly owned, there has been a trend towards outsourcing of support services, such as call centres and information technology. The companies’ labour costs fall in these cases, since the suppliers of outsourced services are generally covered by collective agreements which are less favourable for workers than the banking sector agreement. 

In this context, the Spanish trade unions CC.OO and UGT applied for a judicial review of the privatisation of Telefónica, the largest Spanish telecommunications firm.  This demand was based on their concern for the consequences it would be likely to have for employment and working conditions.  Whilst technological innovation was already leading to a reduced workforce, the impact of the planned outsourcing (and with it several levels of subcontracting) would put many more jobs at risk as well as bring a deterioration in working conditions for many employees
.
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