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The sate s responsible for organsing the production of
many goods and services. Some,such as defence and
Siucation, ave craditonall been ianced through
{axes and have been provided free at the point of sale.
Hovweer,there has also been a long tradiion of the
e selling goods and serviee n the same way that a
pivae company might. For insance, @ public postal
Sevice was established n 1840 which has grown 1o be
foday’ Post Offie. In 1912, the Post Offce first
Drovided 2 national telephone service. During the 19205

and 19305, succesive UK governments established the
Britsh Broadeasting Corporation, the London Passenger
Transport Board,the Brish Overseas Airways
Corporation faow part of Brcsh Airways) and the
Conteal Electrcty Generating Board. Local awhorites
also provided many goods and servics such as publc
batbs, bus transport and gas

Up to the Second World Was, government enterprses
wert ek up on an ad ho bass where i was fl that
ate proviion wonld b better than prvate provision in
fhat particular case. Howeves,the Labour government
clected o offce in 1945 blieved strongly hat
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nationalisarion in general was likely o be bencficial.
‘Clement Atc’s government narionalised coal, £l
seel, the Bank of England and road ansport. It
Created the gas boards and lecriciy boards that existed
forthe nexe 40 vears. The Labour Parey afe 1951
remained committed to furher nacionalisation but it
was ot a high priorky. The two remaining frms which
passed into public ownersip were both fcms whi

wen bakeupt and were taken over in the natonal
iteres - Rolls Royee in 1971 by the Conservaiive
government of Edward Heath and Brivsh Leyland cars
in' 1975 by Harold Wilson's Labour government.

Privatisaion wes not even specfcaly mentioned in
the 1979 Conservative Party manifeso. Yet within 10
years, many public secor companies had been sold off
o the private sector. Table 1 shows the timetable for
e sal of state owned assts to the private sector rom
1975,

Iniall,rlaively small comparies with healcy.
profits were put up forsale. These were in markets
where there wasalrady compeciion. The firse public
Tonopoly to be pivaised was Bitish Teleco n 1984,

Inthe 20005, the UK government efectively
renarionalised two companies. One was Raitrack,
which, in 1995 on privaisaion of the ai ndostry, was
formed to own the rail infrastrucrure. Tn 2002 ¢
became Network Rail. The other company was British
Energy,the owner ofthe UK’ more modern nucleae
ponwer seatons, enationalised in 2004. Borh Railrack
and Briish Energy effectively became bankrupt and the
government decided to take action n order 0 safeguard
the infrastructure which the w0 companies owned.

The example of the railways

Before 1947, the rafways were privae companies.
Railway companics were regionally based and owned

Table 1 Sale ofsate owned companie tothe private sector

the tracks, sations and rollng scock. In 1947, the

railways were nationalised onl to be privatised aai s

1995. The new structre of the industy was much

more complex than before 1947 because the

government recogpisd that the track was a nanural

monopoly bur compeciion could be inroduced o

provding serices over those tracks.

= Ralrack was privarised asthe monopoly owner of e
existing ral infrasructure, Folowing widespread
criticsm oftsperformance, a number of rail rashes
‘and a sizesble ncrease n the govermment subsidytat
‘would have been needed to keep i proftable twas
Cifectively renatonslised in 2002, Now call
Neawork Rail, it i 2 non-profc company which i
in the inerests of ‘members” rangin rom ral
companis o passengers o the governmen. It s
responsible for maintsining and upgading cvryting
from il incsto ailway scaions and bridge. I cats
revenues from the ril companics which un tains
across s tracks.

& & number of tain operatng companies run servics
along the railway nerwork. These nclude National
Express which operaes the eat coas main lne, Vign
“Tesin which operates the west coast mai lne, and
GaVia which operateslocal sevices in Kent. They
v won a franchise from the government o un 2
Eiven levl of sevie for a ied mumber o years. The
recive revenucs by chacging passengers and ofen
receiv subsidie from governmen. Most main
opersing companics are monopolies along thee ot
Where thee is competiton, his s often liiced becaus
one company provides 3 superio service o another

+ In 2008, ther were four ai freight companies: Divc
Ral Serviee, EWS, Freghtlinee and FitGBR(. These
compee fo busingss n thefreight markes,

+ Trin srs (locomotives and carciages)ace leased from.
rain leasing companics called roscos) Tn 2008, e
were three roscos i the UK, HSBC Rail (owned by
FISBC), Porterbrook (ownes by Abbey Narional)and
Angel Train (v by the Royal Bank of Scriandl
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and buying new stock. They eceive thei revenues
from the train operating companics.

‘o There is a number of companies which corpee or
work repairing and maintaining caway infrasroctur
as wellas upgeading the system. They eam their
Fevenues from Nework Rail, which puts such work
ot o tender. Since the renationalsation ofthe rack
network, Network Rail has heen brnging back muc
of the repair work and doing it sl in-house. T wss
sencally el that privae contractors had proved 100
expensive and the work they did was not p 0.0
Sutfcenty high scandard.

Utilties - the regulatory regime

Each ofthe it privatised n the 19805 and 19905
it Telecom, the gas and clctricity industies, the
water industey and Britsh Rail - has 2 regltory body.
< Telecommunicarions, which includes land lne
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elephone servces, mobile phone services elevison
and radio is regulatd by Ofcom (formerly Ofel

‘which anly regulated telephone services).

+ Gas and clecticty are regulated by Ofgem. This body

seplaced Ofgas and Offe i 1999,
 Water is regulted by Ofvat.

* Rail i regulaced by ORR.

Theirtas i to ensure that o frm is able 0 abuse
‘hat monopoly powers it has t exploi it customers.
Theycan achieve thi in four main ways - by initing.
prces, probibiting anti-competiive practice,incrcasing
comperition and seting minimum investmert leveks.

£ Tn che UK, pric lits have been set on
privacied utlies using 2 formula inked to the inflarion
iate - a RPIplus X or RP] minus X formula. Prce
Kt ae ixe fo a setof period of time. In industies
where the regultor expects to sc cficency gains with
1o substantal change in long erm investment, the
regulator s ke toset an RP minus X limi, This
‘mesns chat prices mus al by inflaion minus a ixed
petcentage each year, Gas, electricity and
wikcommunications firms have been forced o cur ther
picessince privatisation because of this regulatory
formala. In the water induscr, rms have been forced
0 undertake an expensive investment programme to
ring the UK's water and disposal standards up o those
set by the EU. Water companies were therfore allowed
w increas thieprics. Inthe rail ndustry, train
operators are allowed o increased some of hei faes,
alled ‘regulated fres, by the rae of inflaion plus 1 per
ent ach year. Regalated fares include season tickets
and saver ickes. Unregulted faes, including open
tickess which can be used anytime, can be ncreased in
pice by any amount b train opertors

Prbibiting anti-compestive practices The privatsed
s are prone t0 using anti-comperiive practices to
protes their monopolie. For instance,the dectricty
generstors have ben repeatedly accused by induscrial
customers of atifcally manipulatiog price i the
decricity ‘pool -2 market for lecrricy which fixes
prces on an hour by hour basis outside oflong erm
contracts. By restricing supply at times o shortages,
hey can sharply ncreas clectricity prics for @ few
ours because buyers have inclastic demand. Regulators
ave the power o force urilies o chane their
chaviour and, i some cases, o impose fines.

L o Regulatoss, working with the
oveenmen, can increase competicon i an industy by
abolishing legal barrirs o entry. For instance, at
privacisation, Beitish Gas was ven a kgl monopoly on
25 supply, bt gradaly it has been forced by the
regulator 0 allow compettors o supply g o
customers. The regulator can alo ineease competion
Iy hanning ancicompettive practices by dominant
fims.

T some cass, comperkion i ot possble because part

of an industy s 2 natural monopoly. Examples include.
the rail nerwork, gas pipeine,the electricity grid and
telephone lnes. I these cases, rgulators and.
governments have splt the supply of  gaod or service
from i ransmission. Supply can be compeitiv, but
transmision remains « nstural monopoly:

In the gas and rail industie,the natural monopolists,
Transco and Network Rall, are independent companies
from produce providers ik Bitish Gas or Viegin Trins.
Tn telecommunications, elctricty and wate, the natural
monopolistsare also prodac provaders. So, BT for
instance both owns most of the land lne telphone
infrascruceure in the UK and offerstlecommunications
services. Competiors have t pay BT 1o use its:
infeasrucaure. This s  porenial source of ant-
competiive practices. Competitors o BT have
persstently complained tha it has charged higher prices
than it should and has made it dificul  esablish new
services. These problems have had to be sorted out by
the regulator

‘Compeiton in many industres has taken tme to
develop.In the gas,electriciy and telccommurications
markes,the original public sector monopolists have
sradually lost market share ss competitrs come o the
market and undercut them on price. Regltors have
also made it much easie for cuscomers 0 switch from
‘one supplir 0 another. In & market ke th railfeighe
marke, the market is lacvely small. Thislmits the
possibe number of fems that could operste proftsbly
in the marker. It is diffcult 0 sce howw there will be
more than the curren four irms in the market in he
future. However, four frms may be enough o ensure
that ostsare kept 0 a minimum and that there i boch
product and allocativ effiiency in the marker.

Sextios i ioonend el T che warer and rail
industie,the regulator has specified minimum levls of
investmen. This is becaus it has judged that here has
cen underinvestment i the past, In the water indostry,
invesment is needed to brng water sandards up to U
regulation levels. In the el industey, the government
sants o sce 2 berzer public transport system.
Invesement is an essential part of pesuading more
people o travel by rail.

Advantages and disadvantages of privatisation

Privatisaion,although fiercely opposed by many in the
1980, is now genecaly considered o have been a
success. Fews would angue that companies such as CL,
Brith Stel or Brish Aetospace would have performel
better if ey had remained instate ownership.

T the gas, lctrict, telecommunications, water and
il industrics, privatisaron, together with the reglatory
regime, has led o arge falls i costs. The old
nationalised ndusties can nony be seen t0 hase been
highly Xcinefcint, wih overmanning 2 particular
problem. Privaisaton, with large scle fals n the
Dumber of workers in thes industries and the sle of
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many surplus assers, hasld 0 preate productve
ihcency Inthecaves of gas, cleerity and

- mcatons he Fll ncosts has been far greser
o ah prosisthat now have o be pad 10
e The reslt s that consumers have
e hrough substanialpric reductions i sl
e, wter and rail, nceases n productte
eenty have been uscd t pay for imvestment which
e by cficieny. Qualty o servic bas
e, improved. Consumers tend t have grester
o are more responsive o customes needs
i pmiscirie

‘However, performance i ofen patchy. In the case of
e ealmays e in operatorshave prformed bete
e therson measare sch as punrgaly (measured
b Public Peormance Mesue PPM) and
et T theory the poorstperurmIng.
o dot i buck thei franchises when they
ot encwl, The al sgultor, ORR, ven
oo t withdraw  franchise whist s sl
i performanee s exrecly poor. Howeres
o tha e rl et s too weak and fus
ey enough presure on comparies o peform well

I ——




