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T nion R nses and the European Dimension.

Summary

This thesis is concerned with the industrial relations consequences, of the compulsory
introduction of competition, into the provision of local authority cleansing services.
It seeks to show how financial savings and improvements in performance aic

achieved, primarily, at the expense of public service workers.

Jobs, wages and conditions of employment have all been slashed, as contractors and
local authority direct service teams attempt to keep costs down. Trade urion
organisation and resistance has been undermined by new forms of ownership and

control.

The ideological and economic justifications for competitive tendering are
investigsted, and placed in the context of expanding public sector employment and
increasing trade union organisation during the post war period. The contract service
industry, which has exploited the growth of contracting out in the public axd private
sectors, is described, with specific reference to the multinational operators which row
dominate it. Derailed profiles of the key multinational service companies are

incladed, with descriptions of their industrial strategies and employment practices.

The impact of European integration on public procurement is analysed, alcng with a
brief description of the forms of public service provision adopted throughout the
European Community. The nature of industrial relations in European public
cleansing is investigated, and this study includes a detailed report on the impact of
privatisation and multinational contractors domination of public services, on

cleansing workers in France.



The core of the research is provided by a series of case studies, which are concerned
with the impact of competitive tendering on cleansing workers terms and conditions,
trade union organisation and the nature of industrial relations, in a number of
individual local authorities. The conclusions drawn from these studies are combined
with empirical evidence, on the employment consequences of privatisation in a
selection of additional authorities, to demonstrate the price paid by public service

workers during the CCT process.

The dual impact of privatisation and the internationalisation of capital in the contract
service industry, indicates a fundamental break in the pattern of public service
employment and local government trade unionism. Current policy is examined in the

light of these findings and recommendations for a reappraisal of policy are outlined.
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Chapter 1: Introduction

Section 1: Background

This thesis is concerned with the labour market and industrial relations consequences
of the Government's Compulsory Competitive Tendering (CCT) legislation. It relates
specifically to those services concerned with cleansing, i.e. refuse collection, street
cleansing and the cleaning of buildings, and considers the impact of multinational

contractors’ involvement in the provision of these services.

The cleaning sector is an often neglected but substantial field of economic activity,
employing up to one million workers. Some researchers have considered the status
of employment in the private sector contract cleaning industry, but limited attention
has been paid to the concerns of cleansing workers in the public sector. An interest
has only been provoked when workers have withdrawn their labour, as in the refuse
collectors' and ancilliaries' disputes of the late sixties and early seventies and during
the 1978 - 1979 'winter of discontent’. Even then, industrial relations analysts tended
10 concentrate on wider aspects of public sector employment relations and the

immediate causes of industrial militancy.

The introduction of CCT and the wave of interest being shown ir local authority
cleansing contracts, by foreign based multinationals, has created more specific
requirements. There is a need to understand the Government's reasons for promoting
a change in the nature of service provision. The consequent changes in the nature of
employment in the public cleansing services must be considered. Attention must be
given to the aims and strategies of multinational service contractors and to the future

»

forms of trade unionism in the sector.



CCT is the most direct attempt by the Government to impose market conditions and
an enterprise culture, on the administration of public services. The implications for
the future of local government services and the workers that provide them are far
reaching. The CCT initiative will extend well beyond the cleansing sector, bringing

with it new forms of work organisation and different patterns of industrial relations.

This thesis has attempted to consider these issues from the standpoint of the trade
union movement, in recognition of the the conflicting interests of the workers
affected by the initiative and the employers, politicians and academics advocating it.
This has been done through the qualitative illustration of a decline in workers terms
of employment and trade union authority, within an economic framework accepting
Marxist definitions of value, labour and class. The study does not seek a place in
Marxist literature but it does aim to illustrate trade union concerns about the CCT
process,within an economic framework which allows those concerns to be expressed
with authority and legitimacy. The thesis aims to move beyond the neo-classical
arguments about cost savings, efficiency and quality that have dominated previous
analyses of competitive tendering, by considering the human cost that is incurred

when these considerations are paramount

The main contention of this thesis is that the changes brought about by the
Government's CCT legislation, have led to a dramatic deterioration in the terms and
conditions of employment, of local government cleansing workers. Trade union
activity and bargaining power has been seriously undermined. Since the Government
considered trade unions and council employees' working practices to be the main
obstacles to efficient public services, it is argued that any savings or benefits derived
from the CCT initiative, have been achieved at the expense of the existing workforce.
The competitive pressures of the contract cleaning industry and the employment

practices of the multinational contractors have reinforced these trends.



The evidence used to justify this position was drawn, largely, from case study
analysis, conducted in France and in a series of local authorities in Britain.
Additional empirical data was gathered on a sample of UK local government
cleansing contracts won by private contractors. Detailed company profiles were also

prepared on each of the major private contractors.

Section 2: Thesis Structure

The thesis is divided into nine Chapters which can be broken up into four parts.
Chapters 2 and 3 are concerned with establishing a background to the issues under
consideration. The emergence of the CCT legislation is described and explained and
this is followed by an analysis of the private sector contract cleaning and waste
collection industries. Chapters 4 to 7 provide the focal element of the thesis. The
four chapters each relate to different aspects, the key private contractors, the
European experience of privatisation, the CCT experience in Britain and trade union
responses. Chapter 8 provides a summary of the data collected and relates it to other
academic studies. The final chapter draws together the conclusions of the research

and makes a series of recommendations in relation to the findings.

Chapter 2 is mainly concerned with the political zconomy of competitive tendering.
It investigates the historical context of direct service provision and the role of the
trade unions in its downfall. The Government's desire to reduce the power of public
sector trade unions was a major motivating force behind their support for CCT, but
there were also other economic arguments. Consideration is given to the growth of
contracting out in the private sector, the reasons for it and how these, and other
pressures, pushed the Government into the privatisation of NHS and local authority

services. The details of the legislation that followed, are then described.



Chapter 3 provides a sectoral analysis of the private cleansing services industry. The
extent and significance of cleaning in modern society is identified. This is followed
by an analysis of how and why the contract cleaning industry emerged in response to
the needs of society and the economy. The structure of the industry and its increasing
domination by multinational operators, is then explained.

Chapter 4 is concerned with the structure and strategies of the key multinational
contractors, which are targeting local authority cleansing contracts released as a result
of the CCT legislation. Three different types of company are identified and then
thirteen detailed profiles are provided, on each of the major operators. Their finance,
. history, overseas operations, corporate strategies and UK tactics are all investigated.
At the end of each profile there is a section on employment practices. These sections
contain information on the conditions of employment on selected contracts held by

the companies which is analysed further in Chapter 8.

Chapter 5 examines the European context to the issues under consideration. The
© impact that the single European market is likely to have on Britain's CCT legislation
is analysed, along with its effects on the tendering strategies of the multinational
operators who already disregard national boundaries. The extent of privatisation of
local authority services throughout the Community is then described. Finally, the
industrial relations of the European cleansing industry is investigated along with the

employment consequences of privatisation in French local authorities.

Chapter 6 is perhaps the single most important, since it contains detailed analysis of
the impact of the 1988 Local Government Act in a series of authorities throughout
Britain. There are nine case studies, considering a variety of types of cleansing
contract in authorities of a mixture of political complexions. Contracts that have
been won by private contractors and by in-house units are included. Detailed

consideration is given to the authorities' preparations for competition, the



involvement of trade unions and the workforce in those preparations and the
employment consequences of them. Where services have been privatised, the
research is extended to look at the contractors' employment practices and changes to
patterns of industrial relations. The main findings of these studies are summarised at

the end of the Chapter.

Chapter 7 investigates the trade unions' responses to CCT and the changes brought
about as a result. A summary of the unions' approach to competitive tendering, prior
to the 1988 Local Government Act, is followed by a description of current national
policies. Innovative local responses to problems associated with CCT are then
described. The response to CCT in Newcastle, which involved an extension to
traditional trade union activity, is analysed. This is followed by a description of the
attempts by the TGWU to recruit contract cleaning workers at Heathrow Airport,

another group of workers who have suffered as a result of competitive tendering.

Chapter 8 draws toéethcr much of the data and evidence collected in the previous
four chapters. This is compared to the results of other studies which have
investigated the employment consequences of competitive tendering. The effects of
CCT on jobs, wages and conditions are illustrated and this is followed by a
description of the structural impact on industrial relations. The significance of the
multinational contractors' increasing dominance of privatised contracts is then
addressed. Finally, the results of the research are set against those studies that have
come out in favour of competitive tendering, challenging the Government's claims

that the policy generates real efficiency gains.

Chapter 9 develops a series of firm conclusions, in line with the main contentions of
the thesis indicated in this chapter. These conclusions are related to current thinking
within the field of Industrial Relations and are followed by a series of

recommendations, on how trade unions should respond to the situation.
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A Political Context



Chapter 2: The Privatisation of Local Authority Cleansing Services:

litical X
Section 1: A History of Direct Service Provision,
The Background

Prior to the introduction of competitive tendering for local authority services, under
the provisions of the Local Government Act (1988), the employment of council
workers to organise and carry out such services as refuse collection, street cleansing
and the cleaning of public buildings, was regarded as standard practice. That stats
was the result of a long and fairly stable development of British local government and

its responsibilities prior to the 1980's.

The growth of municipal responsibility for the maintenance of general good health
and welfare amongst the population, in the late 19th century, led to some of Britain's
earliest experiences of public sector service delivery and the employment of
thousands of Ilocal authority cleansing workers. Even in the context of a frece
enterprise economy as typified by the Victorian era it was widely accepted that some
services, which were essential, did not have the same characteristics as those usually
provided by the private sector. The 'public' nature of a service such as street
cleansing, where everyone benefits regardless of who pays, meant that such work had
1o be funded, and the limits of its provision determined, by state authorities. In this
context it rapidly bccarﬁe the norm for those authorities to assume complete control

of the services in question by providing them directly.



The Growth of Private Provision

Once patterns of service delivery were established, with public cleansing placed very
firmly within the state sector, the role of private operators in local authority cleansing
was relegated to one of occasional assistance. The contracting out of some public
service work developed in the post war period, but this was at a time of expansion in
local government and had little to do with any political desire to restrict the growth of
the public sector, or even to improve efficiency. The growth of private involvement
was tied in with the massive growth that the economy was experiencing and the
consequent reluctance of workers to take low paid, unskilled jobs in the public sector.
Private operators were able to help local councils and health authorities overcome
their labour shortage problems by offering improved terms and conditions, free from

the restraints of national local government bargaining (Ascher 1987).

During this same period, outside of local government, many private companies found
_that by contracting out their own non-core activities, such as cleaning services, they
-would avoid the complications involved in hiring appropriate staff, dealing with

industrial relations problems and providing the materials to keep their premises clean.

This gave a boost to private cleaning contractors who were able to undercut existing

rates, cutting companies' cleaning costs by up to 30% (Low Pay Unit, 1977).

These developments helped persuade Harold Wilson's Labour Government, facing a
sterling crisis and BoP problems, to contract out one third of central government
cleaning in 1967. Costs were cut by 30%, but the move resulted in 3,500
redundancies and cleaners being offered jobs by contractors at £14 per week
compared to the £19.that they got as governmcht cleaners. (Low Pay Unit, 1977). In
1970 the government transferred another third of its cleaning to contractors, making it

the biggest single customer of the contract cleaning industry.



The introduction of private service provision at a central government level was not
based on any ideological commitment. It was more a reflection of the lack of
centrality that cleaning had in relation to the role of the civil service. In contrast,
within the local authorities and health service, cleaning activities remained very much
at the heart, or essential to the hygienic running, of operations and consequently the

position of direct labour remained largely unchallenged.

Section 2: Trade Unions and the Public Services

Throughout the post war period trade unions in the public sector had been growing
stronger. Trade unions were regarded as having a legitimate counterveiling role to
play and Government's adopted a "hands off" approach towards their development.
Enormous growth in public sector employment resulted from the expansion of the
economy and growth of public services in the 3 decades after the war and this was

accompanied by an ever faster rate of growth in the appropriate trade unions (see

Table 1).

Union 1949 1966 1975 1980 1991
NUPE 150,250 248,041 507,826 692,000 651,000
COHSE 51,319 67,588 143,479 207,000 210,000
NALGO 189,261 348,528 542918 753,000 744,414

Table 1: Major Public Sector Unions Membership 1949 - 1

Source: Capital & Class, 1979; Ascher, 1987; and the individual unions.

The growth in membership levels accompanied the full employment policies pursued
by successive post war governments. and gave the unions considerable power in
collective bargaining, which resulted in consistent improvements in their member's

wage levels. The emergence of economic difficulties in the 1960s put a strain on

10



these developments which worsened when the Wilson Government decided to adopt a
policy of wage restraint. The trade unions had initially supported the move, but
public sector workers became increasingly resentful towards the Government, as they
felt that they were bearing the brunt of attempts to keep wage settlements down,
particularly once devaluation in 1967 had led to accelerating inflation. In four of the
six half yearly periods between Labour's 1966 election victory and the summer of
1969, pre-tax real wages fell (Panitch, 1976). As public employees views hardened,
the conflict became more visible with an escalation in strike activity. In 1967 less
than 3 million days were lost to strike action, this rose to 6.8 million in 1969 and to

11 million in 1970 (Panitch, 1976).

In 1969 an unofficial London refuse collectors' strike began, which soon developed
into the official ‘Dirty Jobs' strike of 1970. The stronger refuse collectors were
brought out on strike around a high profile public campaign, which eventually
resulted in a large pay rise. This was followed by the hospital ancillary workers
dispute of 1973, which had a less dramatic effect on pay but improved shop steward
organisation in the health service and resulted in substantial union growth (see Table
l).. This changed the balance of power in local government and the NHS, giving
trade unionists much wider control and influence than they had before (Capital &
Class, 1979). In the period from 1966 to 1975 dustmen's wages rose from an average
of £10.96 per week to £30.00 and hospital porters' wages from £10.63 per week to
£30.52. (Elliott & Fallick, 1981).- Ascher (1987) points out that, in stark contrast to
the situation today, the public sector unions were increasingly viewed as highly

effective protectors of public employees from state manipulation.

The power struggle which emerged from these developments ensured that industrial
turmoil reigned through the years of the Heath Government, elected after pledging to
reform trade union law in 1970. Temporary calm only returned in 1974, with the

election of a Labour Government and the introduction of the social contract, which

11



gave trade union leaders a wider national influence. A return to income restraint in
1976 broke the peace and ultimately led to the 'winter of discontent' 1978 -79, which
saw waves of industrial action in the public sector, made all the more visible by the
accumulation of rubbish heaps in the streets as binmen sought to regain their position

in the industrial pay league.

The return of the Conservatives to power in 1979 did not bring immediate respite, as
public sector workers and especially health service workers fought a series of bitter
disputes, with ancillaries at the forefront of the campaigns. By this time the
Government, already convinced that trade unions were enjoying excessive power, was
determined to take action against the public sector unions with a strategy built around

a programme of privatisation (see Coates & Topham, 1988, Gamble, 1988)
Section 3: Privatisation and the Contracting Qut of Support Services
Privatisation and Competitive Tendering

The term privatisation had been used to describe any shift in economic activity from
the public tc the private sector (Heming & Mansoor, 1988). Theo Thiemeyer has
cited 15 different uses of the term at a European level, which range from the total
transfer of ownership of public undertakings to the private sector, to a simple increase

in the margin of autonomy enjoyed by public enterprise management (ETUI, 1988).

Different methods are applicable in different circumstances. Within the cleaning
industry, techniques adopted have centred around the practice of contracting out.
Contracting out involves the contracting of one organisation with another to provide a
particular good or service. This practice has been widely used in both the public and
private sectors with the aim of improving technical efficiency and achieving

considerable cost savings (see Hunt, 1990, Parker, 1990) as well as to exploit the

12



relative expertise of different organisations. The term usually refers to activities
which could be provided 'in-house' by the contracting organisation itself and
consequently it has a practical relevance when considering how to transfer the

provision of public services from direct labour to private firms.

The method by which authorities and companies usually award contracts is known as
competitive tendering (C.T.). Under this arrangement different organisations respond
to a service or job specification, issued by the contracting body, with their own
"tender". Provided each of the tenderers has demonstrated an ability to do the work,

the contract is generally given to the one offering to do it for the lowest price.

In most circumstances this creates few changes to existing work structures or
relationships since contracts are simply being renewed or relate to new work such as
the building of a bridge or tunnel. The contractors' employees will be put to work on
another contract if a tender is unsuccessful. Where CT is related to the possible
privatisation of public services, a new scenario emerges, which involves the possible
end of public sector employment for the direct labour force and its substitution by an

entirely different form of labour.

The New Right

During the economic and industrial difficulties of the 1970s there emerged in Britain
and other countries, such as the United States and France, a new school of economic
and political thought known as the "New Right". One of the central tenets of this
dispirate philosophy, has been the need to force back the frontiers of the state with a
transfer of production of goods and services from the public to the private sector

(ETUI, 1988).

13



Dunleavy (1986) cites 3 major reasons for New Right advocacy of privatisation.
Firstly, state agencies are put into competition with contractors, forcing the
authorities to reveal information previously hidden by public sector accounting
methods and block budgets. Putting school cleaning services out to tender
immediately highlights the trade off between different levels of cleaning standard and
their cost. This enables a debate about 'real' requirements, from which a true
allocation of resources can be achieved. Secondly, contractors are seen as more
efficient in meeting specific requirements, since they are themselves spccialised in
satisfying those needs. Thirdly, privatisation is presented as a means by which trade
unions' restrictive practices, such as overmanning and strict demarcation lines, can be

broken in the highly unionised public sector.

The economics of the "New Right" are founded on a belief in individualism and an
atomistic view of society where each individual economic actor behaves so as to
enhance his own self interest. The interaction of these interests creating an outcome
which optimises the interests of society as a whole. In this context, individualism and
freedom from state oppression become reliant upon competitive private markets, the
minimalisation of state expenditure and the elimination of trade union restrictions

(ETUI, 1988).
A 'New Right' Conservativ vernmen

1979 saw the election in Britain of a Conservative Government, under the leadership
of Mrs Thatcher, wholly committed to this philosophy and yet almost paranoically
aware of the threat that the trade union movement posed to it, in ideological and in
practiéal terms (see Gamble, 1988). Conservative politicians had seen the growth of
public sector trade unionism across the post war period and witnessed the industrial
strife of the 1970s, which had contributed to the defeat of the Party in 1974 and

wronicaly to Labour's downfall following the 'winter of discontent'.
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The Ridley Report of 1978, on which much of the Conservative manifesto was based,
argued that extensive restrictive practices reduced the ability of industry to adapt to
changing market conditions and forced wage levels above their 'natural' levels, thus
limiting profits and fuelling inflation (Painter, 1990). Consequently, various policy
measures were adopted during the 1980s to ensure that trade unions were drained of

their power but as the Economist noted:

"The most effective way to reduce public sector unions power is to end
the state monopoly in the service they provide".

(NALGO,1986).

Competitive Tendering and the Trade Unions

Ascher (1987) and Whitfield (1983) have detailed how trade union positions are
threatened by the introduction of competition into the provision of public services.
The labour intensive nature of activities like refuse collection, street and building
cleaning, means that price competition largely comes down to the minimalisation of
labour costs (the CCMA estimates that the average labour coﬁtent of a cleaning
contractors total cost is 90% [Sheffield City Council, 1988]). Consequently,
competition involves job losses and downward pressure on wages and conditions,

undermining union credibility and membership levels.

Real problems are posed for union organisation by the hostile attitude of contractors
and the tendency towards casualised, insecure and part-time employment in the
industry. Following privatisation, active trade unionists are reluctant to seek
employment with contractors, fearing discrimination and being unhappy with a
deterioration in terms. A vicious circle of de-unionisation is set into motion which

the unions find very hard to resist.
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Hence a government committed to the principle of free markets and openly anti-union
in outlook, was naturally drawn towards a policy of CT for public services, which

seemed to embody every aspect of their "New Right" philosophy.

The Environment Secretary at the time of the 1988 Local Government Act's

introduction, Nicholas Ridley, summed up the Government's attitude:

"The root cause of rotten local services lies in the grip which local

government unions have over those services in many parts of the

country..... Our competitive tendering provisions will smash that grip

once and for all. The consumer will get better quality services at
- lower cost".

(Local Government Chronicle, 4 April 1988)

Section 4: The Privatisation Boom

Driven by a series of interconnected forces, including ideology, anti-unionism and
polirical lobbying, the contracting out of council work and health authority support
services emerged as the spearhead of the Government's privatisation programme. The
concepts involved are not new. Private enterprise has always had its place within
public service provision and sub-contracting had long since been used to offload non-
core activities in the private sector, which has been reflected in the growth of the

contract cleaning industry (see Chapter 3).

The Foreign Expgrigngg

Experience overseas further undermines the idea of a revolutionary breakthrough in

public policy thinking. Whilst there are competing attitudes towards how best to
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provide public services throughout Europe and the World, there are consistent levels
of private sector penetration into the market. Private sector provision of municipal
and health authority cleansing services has been expanding in Europe, Japan and
North America throughout the post war period (Digings, 1991; Ascher, 1987),

reflecting specific local requirements as well as economic and political changes.

In the order of 60% of US refuse collection has been privatised (Touch Ross 1987).
Similar figures exist for France and Germany and extensive public - private division
of responsibility and co-operation in the delivery of municipal services prevails
throughout the European Community (EC) (Digings 1991). European health
authorities have turned even more extensively to the private sector for the provision
of cleaning services, with 50% of such activities provided by private companies in
France and Belgium, 60% in Germany and Denmark and 70% in Sweden (Ascher,

1987).

Overseas motivations for turning away from 'in-house’ services and the employment
of direct labour have not been so strongly influenced by ideology as in Britain. The
specific circumstances of small rural authorities have often revealed technical and
efficiency problems related to economies of scale, easily overcome by contracting out
or joint arrangements with private firms. The same solutions were adopted by many
French councils only compelled to provide such services in 1975 and Spanish
authorities responding to the growth of 'shanty' towns on the outskirts of cities in the

1950s.

Most privatised cleansing operations in Europe have had that status for many years
and are generally a reflection of the particular difficulties faced by individual
authorities. In some circumstances those difficulties have been associated with
internal labour problems, in others the need to cut costs or eliminate over bureaucratic

provision of front line services. In all cases though, contracting out represents a local
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response to the issues in question. Where ideology has had an impact, as in the
Netherlands, the principle of voluntary implementation has been preserved. In the US
where a powerful New Right philosophy has emerged, its practical influence has
developed in a gradualised and fragmented fashion, with the contracting out of

municipal services stretching back to the early 1970s (Williams, 1980, Savas 1982).

British Policy Boom

This is all in dramatic contrast to the British experience of privatisation in the 1980s
which has assumed the characteristic of a public policy 'boom'. Dunleavy (1986) has
identified 4 key features apparent in the development of C.T. initiatives in this period,

which prove consistent with such an analysis:

1 A major marketing campaign

2 Strong interaction of the corporate campaign with party political objectives
3 A firm ideological belief in the efficiency of the central innovation

4 Large scale shifts in the behaviour of whole categories of organisations

1 Throughout the late 1970s 'New Right' think tanks, such as the Institute of
Economic Affairs (IEA) the Adam Smith Institute (ASI) and the Centre for
Policy Studies (CPS), had mounted a sustained campaign in favour of CT for
council and health authority ancillary services (eg Buchanan et. al., 1978;
Forsyth, M, I979, 1980, 1983). These were given professional legitimacy
with the publication of discussion papers by other bodies, such as the Royal
Institute of Public Administration (RIPA, 1977). The large contract cleaning

firms helped the campaign with their own marketing programmes, stressing
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the broad range of services they could provide and ensuring rapid penetration

into the new public sector markets with aggressive pricing policies.

There is clear evidence that 'loss leaders', involving cross subsidies from the
profitable parts of the firms' activities, were adopted in the Scramble to
achieve a position of market leadership in new NHS and local authority
markets (JNHSPRU, 1990; NAO, 1987). Although in some instances this was
a reflection of the companies own lack of knowledge of the new market.

Roger Goodman, Sales and Marketing Director with Initial put it that:

"Some contracts resulted in the companies concerned suffering
significant losses. The main cause for this was their significant lack of
experience in providing services for this particular market”.

(M J 28 July 1989 quoted in JPRU, 1990).

- Of greater significance in the influencing of public policy has been the
intimate relationship between the contract cleaning industry and the
Conservative Party. Between 1983 and 1987, 29 Conservative MPs were
identified as having direct or indirect links with a total of 17 contracting
companies. 16 MPs were directors or advisers to 13 groups of companies
with contracting interests and another 11 were consultants or directors of
public relations firms representing contractors (JNHSPRU, 1987). There are
further links between the Party and the main privatisation pressure groups
such as the ASI, Aims of Industry and the Public and Local Service
- Efficiency Campaign (PULSE), each of which has at least half a dozen
associated Conservative MPs. The extent of the contractors' involvement with
the Party is illustrated by the contribution of over £1million to Conservative

Party funds during the key privatisation years 1983 - 1988 (JNHSPRU, 1988).
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Certain politicians have demonstrated their commitments openly, actively
promoting CT policies. David Evans MP, spoke in favour of contracting out
at the Conservative Party Conference of 1981, when he was a councillor in St
Albans and chairman of Brengreen Holdings, since taken over by BET.
Michael Forsyth MP has been something of a guru for the contractors,
promoting their interests through his PR firm Michael Forsyth Associates,
which also shares an office with the pro-privatisation group PULSE. Forsyth,
who since his election to Parliament in 1983 has had a lower profile, has also
produced a series of pamphlets for the ASI including Reservicing the NHS,
1979, Reservicing Britain, 1980 and the Myths of Privatisation, 1983, which

have informed much of the Government's privatisation policies.

The activities of Michael Forsyth and other promoters of contracting out were
instrumental in pushing the Government into action only in as far as they
were telling them what they wanted to hear. The ideological commitment of
the Government to the principles of compétition and private provision were
unquestioned. What the publications and arguments coming from the
contractors provided, was a policy programme and rationale that was ready
assembled. With the backing of a Department of the Environment (DOE)
commissioned report from Coopers and Lybrand, to illustrate possible cost
reductions in excess of 10% (Coopers and Lybrand, 1981), the Government
was ready to dismiss trade union and administrative opposition and begin a

major privatisation drive.

The outcome of these forces has been an experience of contracting out wholly
distinctive from that in other parts of the world. CT has been applied rapidly,
across local authority building contracts, Government departments, NHS
ancillary services, local authority manual services and is now being proposed

for local council and NHS white collar support services. The debate over the
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merits of the policies has sat very much on the sidelines, whilst central
government dictated to local agencies in the face of a heavily weakened
opposition. Contracting out offers Conservatives the opportunity to set
-markets free from bureaucratic 'abuses’, whilst stifling the power of trade
unions who were best placed to exploit those 'abuses’. As the Economist put

it in September 1983:

“The real purpose of contracting out, as with state industry
privatisation is as much to weaken the unions monopoly as to save
money".

(Quoted in Ascher, 1987).

Section 5: The Countdown to Competitive Tendering in al

vernmen leansin

Competitive Tendering for Local Government Building Works

In 1979 a consultative paper was released which contained a series of proposals for
local government reform. The paper found its way onto the statute book as the Local
Government Plarning and Land Act (1980). This included a system for achieving
greater efficiency in local authority direct labour organisations (DLOs) through the
seiting of 5% target rates of return on capital and the use of C T in the allocation of a
certain percentage of building and highway maintenance work, above a given

volume.

There was wide opposition to the Act in the trade unions and local government
circles, which led some authorities into a process of contract manipulation designed
to deter private sector interest. The legislation survived though and has been

extended, subjecting increasing levels of work to competition. Ironically, the



opposition of some councils exposed the loopholes in the law, which ensured that
future legislation covering other activities, namely the Local Government Act 1988,

would be of an altogether tougher nature.

Whilst CT was being tested on local authority building contracts, cleaners were
feeling the effects of contracting out in the Ministry of Defence (MOD) which put its
cleaning work out to tender in 1980. The policy was later extended to the DHSS and
tax offices as part of the Government's aim to reduce the number of civil servants
(Sheffield City Council, 1988) and achieve savings, by virtue of the job losses and

reduced pay and conditions imposed by successful contractors (LRD, 1987).

CT in the NHS

From 1980 the Government, through its Health Minister Gerard Vaughan,
encouraged District Health Authorities (DHAs) to put ancillary services (cleaning,
catering and laundry) out to CT on a voluntary basis. A circular was issued, entitled
Revised Guidance on Contractual Arrangements and Co-operative Schemes, which
stressed that the commitment to CT was strong and that authorities should implement

the proposals wherever possible.

The publication of Michael Forsyth's 'Reserving Britain' (1980) and 'Reservicing
Health' (1982) and the resurgence of public sector trade union militancy in the NHS
strikes of 1980, 1981 and 1982, gave a signiﬁcam boost to the campaign for
compulsory CT in the health service. The arguments presented in 'Reservicing
Health' suggested that contractors could provide services more cheaply through
improved efficiency and elimination of restrictive practices. The point was made that
savings could be used to provide better patient care, an attractive "argument" for a

government accused of running down the NHS.
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The Government's commitment to CT became so entrenched that the findings of a
joint MoD - DHSS study on the relevance of the MoD's tendering experience for the
NHS, were largely ignored. The study highlighted the possibilities that standards
would fall as a result of reduced employee commitment and lowest cost methods and
that the industry might not be able to cope with significant amounts of new work in

any case (Ascher, 1987).

A draft circular was published in February 1983 formally asking health authorities to
put certain ancillary services out to tender. Once again there was a significant degree
of opposition amongst administrators and trade unionists who had been given forward
warning of the plans when the circular was 'leaked' during the NHS pay dispute in
June 1982. Much of this opposition seems to have stemmed from the Government's
determination to impose the requirements on the health service, with few concessions
to critical comment or analysis (Ascher, 1987; Mailly, 1986). The loss of control and
inability to perform as a "good" employer, which derive from the process of CT, have

also been noted as areas of management concern (Cowan, 1984; Mailly 1987).

The only relevance of the consultation period to the Government, was its illustration
of the hostility that existed to the proposals. The impact of this hostility did not lead
to the scrapping of the plans, it resulted in toughened legislation which took account
of possible resistance. Efficiency savings would go directly to individual authorities
as a source of financial incentive to motivate management, staff were to be "kept
informed" of developments rather than be engaged in full consultation and timetables

were imposed for the implementation of proposals.

On the 8 September 1983 the Government issued 'circular HC (83) 18, Competitive
Tendering in the provision of Domestic, Catering and Laundry Services', which asked
all DHAs in England (similar ones were issued in Scotland and Wales) to draw up

plans to submit their ancillary services to tender by the end of 1986. Regional
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timetables were to be submitted to the DHSS by April 1984 based upon DHA

timetables completed by February 1984.

Most health authorities, being opposed to the legislation, ignored the circular or
disrupted the process by asking for extensions or submitting incomplete timetables.
By February 1984 only half of the 192 English DHAs had submitted timetables and
consequently very few contracts were put out to tender in this period. Of the 21
contracts that were put out by April 1984, 19 were won by private contractors,
reflecting the poliu'éal attitudes of the awarding authorities. Those that had co-
operated fully with the proposals were largely Tory led DHA's keen to show support
for the Government. Other cases included contracts for new hospitals, where the
authorities were COfnpellcd to tender before establishing an in-house service team,
and where capital investment in the services was planned, which was forbidden

without a prior CT exercise.

With the implementation of the final directive in April 1984, CT began to spread
much more rapidly through the Health Service, although not without considerable
and sometimes bitter trade union opposition (discussed in later sections). Between |
1983 and Sepiember 1987, 84% (by value) of all ancillary contracts had gone out to
tender (Sheffield City Council, 1988), but as the process of tendering widened, the
degree of private contractors success narrowed, despite government attempts to
improve their competitive position. In the face of declining private sector interest
and more effective in-house tendering, the Government illustrated its commitment to
privatisation, as opposed to competition, with a series of measures to improve the

contractors market share:

- DHAs were forbidden from suspending or terminating contracts

without DHSS permission.
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- The "Fair Wages Resolution", requiring contractors to pay NHS
ancillary staff rates, was abolished and "Fair Wages" clauses were

banned from ancillary service contracts.

- DHAs were instructed to put redundancy payment costs into tender

prices over a 3 year period rather than 1.

- "Equal Opportunity" claims were to be removed from contracts and

specifications simplified.

- Health authority members who were clearly resisting the

implementation of CT were sacked.

Despite these moves there has been a consistent decline in the proportion of NHS
contracts held by the private sector. In March 1984, 74% of all contracts and 90% of
domestic (cleaning) contracts were won by private firms. By December 1989 the
“overall figure had fallen to 23% and the figure for domestic contracts to 27%,
probably due to aggressive 'market building' tenders from contractors and a
commitment to privatisation amongst many of the authorities who were the first to

award contracts (JNHSPRU, 1990).
ottish Health Service Developments

From the point that the DHSS circulars on CT were sent out, HA's in Scotland
interpreted them differently than their English counterparts. The Government paper
relating to Scotland Was seen as merely offering a recommendation which HA's saw
no need to implement. The HAs argued that they were continually reviewing
services with a view to providing an efficient health system whilst achieving

"efficiency savings” without the use of CT.
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This position was upheld in conjunction with a public Scottish Health Campaign
promoted by the STUC and supported by delegates from church, union, political and
community organisations. The strategy (described in chapter 7) was completely
effective, with strong public and cross party (though not expressed openly) support,
until 1986 when Tayside Health Board broke the taboo and put a series of contracts

out to tender.

In the face of opposition in Scotland the Conservative Government adopted a familiar
tactic and toughened its stance. 'Misinterpretation' of the Government's position was
ruled out with the publication of circulars demanding implementation of the policy
and, with Michael Forsyth as Scottish Minister for Health, CT spread rapidly, with
private contractors securing a similar proportion of contract awards as they have
achieved in England. CT has also been carried into new areas by Scottish authorities
without compulsion, as the Health Service adopts a generally more market orientated

approach.

The extension of CT to other NHS services is a reflection of how strongly the
Government remains committed to the policy, despite the failure of private
contractors to win even a quarter of the work available. Even in the absence of
private provision, competitive pressures are regarded by the Government as essential
to the achievement of efficiency savings and the reduction of trade union power

which lies at the heart of their objectives.

The point was clearly put by the pro-privatisation body PULSE when commenting on

the extension of the range of services to be privatised:
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"Instead of having one, monolithic in-house organisation providing
services there will be a welcome fragmertation, and the natural
consequence of that is decreasing unionisation. The unions may
continue to have members among the firms involved, but competition
means they know there are other companies available to do the job if
they go on strike".

(Today, 4 April 1988)

Section 6: Competitive Tendering in the Local Authorities

Yoluntary Competitive Tendering

Whilst private contractors have always been used in local government, the
development of the use of CT which culminated in the Local Government Act of
1988 came out of the problems associated with the 1978 - 79 "Winter of Discontent'.
During the public sector strikes of that period the power of refuse collectors and
street cleaners to fundamentally disrupt essential public services became highly
apparent. The build up of rubbish and litter created an appalling sanitation Crisis
which, in some areas, went on for several months. Some authorities responded to the
situation by employing private contractors to clear away the rubbish mountains and
many began to question»the monopoly power enjoyed by their own direct labour
forces which they viewed as lying at the heart of the "problem’.

Local authorities, and their refuse collection services in particular, have been
associated with restrictive practices, unwarranted bonus payments and inefficient
'task and finish' job structures (under this arrangement, once the work for a day is
done the workforce is free to go home). During the 1970s, attempts were made in
various authoritics to end 'task and finish' but where the practice was in place it was
regarded by the trade unions and men as being "untouchable”. The bonus schemes

existing in the industry were also seen as outdated by many local authority managers
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but they had been built up on the back of local trade union and shop steward power
and were consequently hard to modernise without provoking major opposition. As

the Chief Inspector of Audit for the year ended March 31 1979 stated:

"Many bonus schemes have become little more than a complicated and
expensive method of calculating a man's pay and have weakened local
authorities financial control over an important part of their budger.
Having lived with bonus schemes for so long and enjoyed their
benefits, workmen will not readily agree to change course...."

(Audit Commission, 1984)

The mixture of local authority resentment towards their manual employees’ working
practices and the problems posed by industrial action led to an interest, in some town
halls, in the proposals for CT coming out of academic circles. In Southend District
Council the Conservative Administration decided to investigate the possibility of
putting its refuse collection and street cleaning services out to competitive tender,
when, in the aftermath of the national local authority stoppages of 1978 - 79, their

manual workers stayed out on strike to secure a wage settlement.

The authority did not want to further undermine industrial relations stability and so
moved cautiously, undertaking a four month study into the implications of its
proposals and engaging in full negotiations with the trade unions. The unions made it
clear that they were totally opposed to the idea and achieved national prominence
with a series of demonstrations designed to prevent the tendering exercise. Without a
no compulsory redundancy agreement though, trade union resistance was swiftly
broken and the council pressed ahead with its plans, eventually awarding the contract,

which began in April 1981, to Exclusive Cleaning.

Tremendous interest was generated by the Southend experience across local

government and a debate ensued which concentrated on the possible cost advantages
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of privatisation, illustrated by a projected annual saving in Southend of nearly
£500,000. The policy was soon after adopted in the London Borough of
Wandsworth, a marginal borough which had fallen under Tory control in the May
1978 London municipal elections. The Borough was led by Christopher Chope, a

Thatcherite, who was keen to establish the council as a 'flagship’ Tory authority.

Local authority workers in Wandsworth had a reputation for militancy which the new
administration was keen to dampen and so, upstaged and yet enthused by events in
Southend, the Council moved to put its street cleaning service out to tender, awarding
the contract to Pritchards who began operations in February 1982. Whilst the unions
had been opposed to privatisation of the service, the campaign lacked bite and this
encouraged the council to press ahead with further CT initiatives. Havin g failed to
privatise the refuse collection service in 1980 the authority was now more confident

and in March 1982 decided to seek tenders.

The unions responded with massive industrial action on 19th April 1982 which saw
refuse collectors and other groups on strike, virtually paralysing council operations.
Private contractors were brought in to break the strike, which resulted in picket line
clashes and the disabling of vehicles during the course of a very bitter dispute.
Conservative victory in the May 6th local elections lec to demoralization amongst the
workforce who were becoming increasingly isolated by a lack of practical national
support and afier six weeks on strike they voted to return to work on the basis of

management proposals.

Victory for Christopher Chope and his administration in Wandsworth gave
confidence to a series of other Conservative authorities who were experiencing
industrial relations difficulties in their cleansing departments. During the period

1981 - 88, 90 tenders were issued for waste collection and cleansing services by
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Conservative authorities and 41 of the contracts were won by private contractors

(Sheffield City Council, 1988).

Th mpaign for Compulso mpetitive Tenderin

Despite industrial relations problems being the common factor amongst privatising
authorities it was the search for efficiency savings which formed the backbone of

pro-privatisation propaganda during the CT 'phoney war' from 1981 -88.

The arguments in favour of privatisation were given a major boost with the
publication of Michael Forsyth's 'Reservicing Britain' by the ASI in 1980 (Forsyth,
1980). The pamphlet argued that public services were endemically inefficient due to
the lack of incentives which derivecd from local authority DLO monopolies and that

only competition could ensure financial efficiency based upon public accountability.

The DOEs own investigations into the provision of local authority services offered
some support for this position. The Report, 'Service Provision and Pricing in Local
Government' produced by Coopers & Lybrand and published in September 1981
(DOE, 1981), suggested that local political considerations often came before the
implementation of appropriate policy solutions. A lack of financial expertise was
identified alongside unsatisfactory costing systems. The paper identified the need for
an updating of bonus schemes, in line with the suggestions of the Chief Inspector of
Audit for local authorities in 1979, and also called for flexibility on the part of local
authorities in the introduction of CT for the provision of their services. The Report
did not argue that in-house provision should necessarily be replaced by private, or
even that it should be subjected to competition. The point was made that flexibility
of appfoach and local autonomy were also important factors in the celivery of

suitable local services (DOE, 1981).
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If Coopers & Lybrand were not convinced of the need for CT the government and
senior Conservative politicians certainly were. They started to actively encourage
local authorities to contract out and following the experience of Southend and
Wandsworth there was something of a privatisation rush during 1982 and 1983,

amongst those authorities keen to embrace the ideology of "Thatcherism'.

After the Conservatives were returned to power in the General Election of 1983 local
authority contracting out in the major cleansing services lost its momentum. The
reduction in trade union power associated with high levels of unemployment, falling
membership levels and anti-union legislation and severe financial pressures within
local government had combined to generate greater efficiency in local authority
services without recourse to privatisation. Productivity in refuse collection increased
in real terms by 25% between 1978 and 1984, across in-house and private operations,

promoting the Audit Commission to note:

"Comparison of the performance of privatised refuse collection with
DLO:s .... shows that it is not inevitable that privatised services should
be less costly. Indeed, many DLOs are doing as well or better than
those services that have been privatised. The difference is likely to be
anributable as much as anything to the quality of management”.
(Audit Commission, 1984)

The Government was still committed to the extension of CT in local government
though and, with the election to Parliament of Michael Forsyth, author of
‘Reservicing Britain' and Christopher Chope, ex-leader of Wandsworth Borough

Council, that commitment was unlikely to be buried.
In April 1984, frustrated by a lack of initiative from the Government, Christopher

Chope introduced a Ten Minute Rule Bill (Hansard, 1984) calling for a range of local

authority services to be submitted to compulsory CT (CCT). Ten minute rule bills
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are generally used to promote an issue among MPs and provide an indication of back
bench feeling, and whilst the Bill was lost by a margin of 3 (with reluctant
Ministerial abstention) the point had been made that back benchers were ready for

legislation.

In February 1985 the Government's plans were published by the DOE, Scottish and
Welsh Offices in a consultative document entitled 'Competition in the Provision of
Local Authority Services ' (DOE, 1985). Lessons had been learned from the
experience of previous legislations on local authority DLOs and NHS ancillary
services and consequently the proposais were even tougher, although provision was

made for a longer consultation period of 10 weeks.

The circular outlined plans to make CT mandatory for local authority refuse
collection, street cleansing, building cleaning, grounds and vehicle maintenance and
catering services from 1987, with authorities having to meet specified financial
targets in each area. The Secretary of State was also to be granted powers to extend
the coverage of the legislation and to take action against authorities seeking to

undermine it.

Opposition was widespread, particularly in the trade unions and Labour local
authorities who regarded the proposals as a further attack upon their autonomy, borne
out of a hostility towards public sector employment in general. Even several
Conservative authorities and politicians made their misgivings clear, arguing that
central government's role was not to impose on local government a format for
fulfilling its functions, but to provide a framework with appropriate incentives to

achieve locally defined objectives.

The consultation period was used to gather information, advice and opinions, which

came in abundance from the many interested and affected groups, reflecting the
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different interests of those concemed. The Government's support for the interests of
the private contractors was confirmed once more with the decisicn to press ahead
with the legislation, which was published as the Local Government (No 2) Bill on
26th June 1987 and received its second reading in the House of Commons on 6th July

1987.

The publicity surrounding the Government's initiative generated a certain interest in
CT which resulted in a voluntary three fold increase in the number of councils
contracting out services in the period from April 1987 to March 1988. Even with
these developments though, contracting out was still on a relatively small scale with
the private sector holding £140million of work out of a local authority spending total

of £37.2billion in 1987/88.

The Local Government Chronicle conclucdec on 8th July 1988 that:

"The majority of local authorities remain unconvinced of the benefits
of contracting oui and continue to have no services handled by the
private sector. Sometimes this has been a policy decision, in others

the interest is apparently just not there".
(L CG, 1988)

Section 7: The Local Government Act 1988

The consultation paper, 'Competition in the Provision of Local Authority Services'
which was released in February 1985, outlined the Government's objective of

promoting:

"a wider acceptance of the principles of competition across the whole
range of Local Authorirty activities”.
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The paper argued that:

“in order better to promote the efficient, effective and economical
carrying out of all functions local authorities should be subject to an
explicit statutory duty to have regard to value for money in relation to
the exercise of all their functions”.

(DOE, 1985)

To this effect a Bill was introduced in June 1987 entitled the "Local Government (No
2) Bill 1987' which received the Royal Assent as the Local Government Act 1988 in
April 1988.

Part 1 of the Act relates to the introduction of Compulsory Competitive Tendering
(CCT) into the provision of a series of public authority services referred to as
"defined activities." It begins by defining those authorities which the legislation

refers to. These are:

County, District, Parish and Community Councils in England and Wales

Regional, Island and District Councils in Scotland

Development Corporations established for the purposes of a New Town

The Commission for the New Towns

Any Police Authority

Any Fire Authority including the London Fire and Civil Defence Authority

Metropolitan County Passenger Transport Authorities
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- Authorities established under the Local Government Act 1985 (waste

disposal)
- Joint Education Committees and ILEA
- Water Development Boards in Scotland
- The Scottish Special Housing Association

[ & )VETAEC

The original "defined activities" affected by the legislation were refuse collection,
building cleaning, other cleaning, school and welfare catering, other catering, vehicle
maintenance and the maintenance of grounds, although the management of sports and

leisure facilities was added in November 1989.

The relevant cleansing services, which this thesis is concerned with, can be described

in greater detail:

Refuse collection:  includes household and commercial waste collection

Building cleaning  includes the cleaning of the interior of authority buildings and
of windows inside and out. The common parts of residential
blocks are included but individual homes are excluded as are

police buildings

Other cleaning refers to street cleansing, including litter removal, street

sweeping, gully emptying and the cleaning of road signs
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The Secretary of State was given powers to extend the scope of the Act to cover

additional activities as he sees fit without recourse to further legislation.

The Act does provide for various exemptions though, namely where the work forms
only a minor part (less than 50%) of the job of someone mainly engaged in other
activities, or where the work performed is only on a very small scale, where the gross
cost of the service was less than £100,000 in the previous year (the deminimus rules).
Also made exempt was emergency work, defined as 'work which is calculated to
avert, alleviate or eradicate the effects or potential effects of an emergency or disaster
involving or likely to involve danger to life or health or serious damage to or
destruction of property’. @ Work carried out by employees living in tied

accommodation or working on training commission schemes is also excluded.

These exemptions have been strictly interpreted as the Government is keen to ensure
the legislation is not abused. The feeling was that similar provisions in the Local
Government Planning and Land Act 1980 were exploited by some authorities and

that this experience was not to be repeated (Flynn & Walsh, 1988).

The Process

The legislation only applies when authorities want their own employees to carry out
work which is regarded as a "defined activity”. Local authority employees cannot be
given the work without recourse to the CT process, however where an authority
decides to give the work to a private company or has already done so, there is no
requirement that the contractor should face competition. Nevertheless it was stated in
the consultative document 'Competition in the Provision of Local Authority Services'

that:

36



"It is of the essence of the Governments policy that competition
benween Local Authority direct employees and outside contractors
should be fair”.

(DOE, 1985)

In relation to this aim the Act laid out a 6 point process by which work should be put

up for competition.

(1S

The authority must advertise its intention to put a contract out to tender in at
least one local newspaper and one trade publication. The advertisement must,
describe the work; give information regarding the inspection of a detailed
specification; advertise the availability of the specification for a reasonable
charge; outline the deadline for receiving replies; and state that the council

will invite tenders for the work.

The times, places and charges contained in the press notice must be adhered to
and must be reasonable. When the specification is made available it must

state the time period when the work is to be carried out.

"Not less than 3 months nor more than 6 months after the publication of the
notice formal tenders must be invited from at least 3 companies expressing an
interest". If less that 4 apply for information then all of them must be invited

to tender.

A written bid must be submitted by the authority's direct service/labour

organisation (DSO) on the same basis as the private sector.
In deciding who is awarded the contract the authority must not "act in a

manner having the effect, or intended to have the effect of restricting,

distorting or preventing competition."”
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6 In carrying out the work the authority must comply with the detailed

specification produced at the start of the process.

The Timescale

The fear that private contractors would not be able to cope with a flood of new work
onto the market and the realisation that this would undermine the competitive process
prompted the Government to phase the introduction of the legislation. Tendering has
been phased in over a 3 year period in each of the services. Authorities were
allocated to different groups and a timetable drawn up for each of these groups which
stated the latest date by which each of the services must be put to tender. The
deadlines began on 1st August 1989 and continued at 6 monthly intervals until 1st
January 1992. The schedule was organised such that no authority was engaged in
more than one tendering exercise at a time, whilst the flow of contracts onto the

market in each activity was staggered. In this way neither the authorities nor the

contractors would become overwhelmed by additional workloads.

Table 2 demonstrates how this timetable was applied in the London Boroughs and

Metropolitan Districts:

Defined Activity Group 1 Group 2 Group 3 Group 4 Group 5 Group 6
Collection of Refuse 1 Jan '92 1 Aug '91 1 Jan 91 1 Aug '90 1 Jan 'S0 1 Aug '89
Clcaning of Buildings 1 Jan '90 1 Aug '89 1Jan '92 1 Aug '91 1 Jan 01 1 Aug '90
Other Cleaning 1 Aug '89 1 Jan '92 1 Aug '91 1 Jan '91 1 Aug '90 1 Jan "90
Catering for Schools & | 1 Jan '91 1 Aug '90 1 Jan '90 1 Aug '89 1Jan'92 1 Aug '91
Welfare

Other Catering 1 Aug '90 1 Jan '60 1 Aug '89 1 Jan '92 1 Aug '91 1 Jan '91
Vchicle Maintenance {1 Aug '91 1 Jan '91 1 Aug'90 | 1Jan'90 1 Aug '89 1 Jan '92

Table 2:"§:ompetition by Activity and Date in IL.ondon Borough and Metropolitan

~ District Councils.

Source: D OE, 1988
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The Act also defines the minimum and maximum contract periods applicable to each
of the defined services. Tables 3 and 4 below illustrate the timescales relating to

cleansing services:

Activity Minimum Period Years Maximum Period Years
Collection of refuse 5 7

Cleaning of buildings 3 4

Other cleaning 4 6

Table 3:

Source: Scottish Development Department, 1988

Activity Min, Period Years Max. Period Years
Collection of refuse 5 7
Cleaning of buildings 4 6
Other clcaning 4 6

Functions.

Source: Scottish Development Department, 1988

Enforcement

If a Local Authority DSO wins a contract then it must keep a separate trading account
for that specific defined activity and for all others thereafter. The income on each of
these accounts is determined by the figures agreed in the contract and cannot be

subsidised or assisted by cross subsidy from other accounts. Each account is required
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to meet financial objectives determined by the Secretary of State. These have been
defined as an overall 5% rate of return on capital, except for in building clearing and
sports and leisure management, which are only required to break even, since so little

capital is employed.

Authorities are obliged to prepare annual reports on each of the defined activities to
demonstrate their effectiveness in achieving statutory objectives and to describe the
allocation of work across contracts. Copies of this report must be sent to the
authorities external auditor and the Secretary of State by 30th September in Englanc
and Wales and the 31st October in Scotland. The Report must also be advertised in

the press and supplied to interested individuals for a reasonable charge.

Most UK local authorities now make a distinction between their "client” and
“contractor” functions.  The "client" determining service requirements, contract
specifications and awarding contracts. The "contractor" preparing bids, operating
contracts and maintaining the accounts for each of the trading activities as outlined

above.

If an authority is thought to have contravened any of the conditions placed upon it,
the Secretary of State can issue a notice known as a section thirteen (S13) which
requires the authority to prove they have not contravened the conditions, or to justify

their position. A council could be pulled up for a series of reasons:

- failing to adopt the proper tender procedure for a "works contract”
- failing to fulfil the 6 conditions of the CT process

- failure to keep proper accounts

- failure to meet the Secretary of State's financial objectives

- failure to record relevant items in the annual report
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If an authority fails to provide a responase which satisfies the Secretary of State he can
direct them to cease carrying out part or all of the work in question, or place new
conditions on the operation of the contract. Additionaly he can issue a further

directive which prevents the authority from performing ANY defined activity.

The Secretary of State also has considerable powers which enable him to discriminate
between individual authorities to alter the conditions relating to individual activities
and to establish regional variations in the conditions to the CT process. He can
change the financial objectives to be met and the rules on divisions, accqunting and
annual reports. Furthermore he can alter any individual aspect of the tendering

process.

Contract Compliance

Part 2 of the Act includes a list of "non-commercial matters”" which authorities are
not to consider or ask questions about when evaluating tenders for any supply
contract.
The non-commercial matters are defined as follows:
- The terms and conditions of employment by contractors of their workers
- Whether the terms on which contractors contract with sub-contractors
constitites the contracting of self employed persons for their services only,

ie: the use of "lump labour”

- Any involvement of the business activities or interests of contractors with

irrelevant fields of Government policy
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The conduct of contractors in industrial disputes between other persons

Business activities in or the use of supplies from any particular country or

territory, eg: South Africa

Any political industrial or sectarian affiliations or interests of contractors

or their directors, partners or employees

Financial support or lack of financial support by contractors for any

institution to or from which the authority gives or withholds support

Use or non use by contractors of technical or professional services provided
by the authority under the Building Act 1984 or the Building (Scotland)
Act 1959

The Secretary of State also has powers to add any other matter to this list or to review
the categories currently listed. Any company which feels it has suffered loss or
damage as a result of being excluded as a contractor, on the basis of "non
commercial” criteria, can take legal action against the authority. Additionally,

judicial review can be opened against the authority.

If an authority decides to exclude any contractor from any part of the tendering

process then it is obliged to inform them and provide them with reasons if requested.

There are areas where authorities remain free to ask questions about "non commercial
matters". The provisions of section 71 of the 1976 Race Relations Act require
authorities to promote good race relations and equal opportunities, and in relation to

that obligation they may question contractors about terms and conditions, workforce
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compositions and arrangements for promotion, transfer or training. These freedoms

are not extended to questions about the employment of women and the disabled.

Authorities can also question prospective contractors about health and safety
legislation and can ask a company to show that it is of sound financial footing. All
the questions which can be asked are specified by the Secretary of State. Whetever
autonomy that authorities do retain under the conditions laid out in the CT legislation

is undermined by the wide variety of provisions for enforcement contained within it.

The local authority manouvering around the requirements of the 1980 'DLO
legislation' encouraged the Government to include strong policing mechanisms in the
1988 Act. The requirement that authorities do not act to restrict, distort or prevent
competition ensures that DSOs must come up with very competitive tenders if they

are to win contracts.

Updating the Legislation

In the early stages of implemention the legislation demonstrated many areas of

uncertainty and differences of opinion which forced a certain degree of re-thinking.

In _April 1990, the Government issued a draft circular entitled "Local Government:
Act 1988 Part 1. Competition in the Provision of Local Authority Services", which
was designed to plug what were seen as loopholes in the legislation. The paper made
it clear that the Government planned to turn the tables further in the favour of private
contractors. Authorities were to be more accommodating in the granting of depot
space for contractors use; contracts themselves were not to be lumped together in
order to deter potential competitors; and cleaning contracts of more than 200
buildings were to be regarded as 'anti competitive'. The draft circular also sanctioned

the use of loss leader bids by private contractors whilst retaining the requirement on
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local authority DSOs to show a 5% rate of return on capital. The draft circular
permitted the offsetting of DSO redundancy costs against contractors bids, but argued
that with a 50% chance of losing the contract in the next round, this should be built

into the present tender cost.

The draft circular proved highly controversial and it was not until March 1991 that
the circular was published in its final form. The contentious proposals on loss
leaders, redundancy costs, performance bonds and contract packaging were dropped.
The circular did maintain that depot facilities should be offered to contractors; that
large scale packaging of contracts should be discouraged; that performance bonds
should represent no more than 15% of annual contract value; and that the redundancy
costs of DSO staff to be laid off anyway, as a result of preparation for competition,

should not be included in estimating potential redundancy costs.

The circular was accepted as largely reasonable by local government bodies but the

Government had further plans to shake up the CCT laws.

In November 1991 the consultation paper "Competing for Quality. Competition in
the Provision of Local Services" was published and outlined plars to extend CCT
into local authority white collar services and housing management. Perhaps of more
significance though, the Government plans to remove what it sees as local authority

obstacles to more private sector bidding.

The proposed legislation would scrap current rules on redundancy costs; prevent
favouritism to in-house tenders; simplify specifications to make tencering easier for
outside bidders; and provide companies with "documentation that gives all potential

contractors scope to innovate and does not tie them down to past practices”.
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The re-election of the Conservatives in April 1992 suggests that these proposals will

now be carried through.

Section 8: Concluding Comments

The growth and development of CCT must be considered within the framework of
the political and economic changes of the late 1970s and 1980s. Based upon a
commitment to New Right philosophies, the Conservative Government, first elected
in 1979, has progressively extended the influence of the private sector in the British

economy across a range of activities.

The Government's ideological commitments dictate that private enterprise is
inherently more efficient than putlic and that the public sector affords too much
power to trade unions. The introduction of CCT into the provision of local authority

services has provided an opportunity to test that assertion.

The remainder of this thesis will begin to examine the nature of private provision of
public cleansing services. Crucially it will examine whether private operators are
genuinely more efficient than public or whether they merely inhibit trade union
organisation and solidarity, enabling an attack upon cleaning workers jobs, pay and

conditions in the pursuit of enhanced profits.
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Chapter 3

The Contract Cleaning Industry
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Chapter 3: The Contract Cleaning Industry
Section 1: Cleaning

The scale and significance of the cleaning industry has become increasingly apparent
over the past 2 or 3 decades. The growth of contract cleaning, the attention being
paid to environmental issues and the development of privatisation initiatives affecting

cleansing services have focussed attention on the industry.

Cleaning work includes housework, domestic service, street cleaning, hospital and
school cleaning, cleaning of offices, banks, factories, warechouses, transport stations,
buses, trains, police and fire stations, window cleaning, the cleaning of buildings,
laundry and dry cleaning services, gully emptying, drain cleaning, pest control,
sewage and toilet cleaning, cleaning of vehicles, aircraft, boats, oil rigs and industrial
machinery, hotel and shop cleaning, refuse collection and waste disposal, amongst
other jobs. Associated with this work is the manufacturing, distribution and

marketing of cleaning materials used in the delivery of services.

The entire industry employs, on conservative estimates, around 1,000,000 workers
(Key Note Report 1990) and about 300,000 of these are employed in cleaning
services directly (Key Note, 1992). The jobs done by those workers have been
organised in very different ways during different periods. Much modern day
housework was historically done by paid domestic servants in middle class homes and
is now increasingly being done by home helps m the homes of professionally
employed women. Private refuse collection services were replaced by municipal ones
which are now increasingly being carried out by private contractors. Directly
employed company cleaners or office ‘chars' have been progressively pushed out of

their jobs by contract cleaning companies.
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There are now 2 main types of employment in the cleaning industry. Direct labour,
employed by institutions which organise and supervise their own cleaning work; and
contract cleaning, where cleaners are employed by a specialised cleaning or industrial
services company, which is contracted by other organisations to provide the services
they require. Since the 1960s there has been a continual growth in the proportion of
work carried out by contractors with consequential shifts in the pattern of cleaning

workers employment.
Section 2: The Growth of Contract Cleaning

Contract cleaning, which concentrates on the routine cleaning of building interiors,
took on a significant role during the 1960s when the bouyant economic conditions led
to recruitment difficulties in both the public and private sectors. In these
circumstances it proved more convenient for many companies to hand their cleaning
problems to specialist firms with expertise in attracting the right type of employees.
Initially, there was little emphasis on cost or quality considerations in justifying a
move away from direct labour. Industrial companies were simply keen to get rid of

responsibility for a peripheral activity creating unnecessary difficulties.
Unfair competiti

Despite the lack of cost considerations, competition led to problems, associated with
pricing strategies, in the early days Qf the industry's expansion. Ascher (1987) refers
to a "pseudo-trads association” amongst a group of small firms outside London who
were said to be fixing prices with the aim of gaining contracts from older established
companies. The profit margins existing at the time also allowed for the emergence of
a phenomena known as ’contraci selling'. This was an arrangement by which
contracts were won by established contractors and then sold on to smaller firms who

took full responsibility for meeting the terms of the contract. The highly competitive
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tenders placed by the major players, were generally unworkable in practice and led to
declining performance standards and bankruptcies amongst the smaller operators.

The CCMA

Two developments in 1967 helped improve the contract cleaners image. The
Government's decision to use contractors to clean Civil Service buildings represented
a major vote of confidence, especially as the Labour Party were in power at the time.
In the same year, many of the companies involved in the industry formed a trade
association, the Contract Cleaning and Maintenance Association (CCMA), to improve
their reputation, which had been spoilt by heavy competition and ‘cowboy' operators.
They established a 'Code of Good Practice’ covering issues such as safety, insurance,
industrial relations and fair trading to separate themselves from the less reputable
practices which had characterised the industry. Certain conditions were placed on
membership in order to exclude the smallest and potentially unreliable operators. The
association changed its name to tﬁc Cleaning and Support Services Association in
1990 but has maintained the same functions and represents companies responsible for
around 80% of contract cleaning in the UK (Key Note, 1992). Current conditions of
membership are a requirement that the contractor has been operating for at least 12

months and has a turnover in excess of £250,000 per annum.
Cost benefits

During the 1970s contract cleaning expanded rapidly, exploiting its improved image
which coincided with a boom in office occupancy and, by this time, an increasing
awareness of the potential for cost cutting that contractors provided. Aside from the
convenience of using industrial service companies, economic difficulties and rising
labour costs in the 1970s generated boardroom and academic interest in the cost

benefits of sub-contracting. Studies on the efficiency benefits of contracting out
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waste collection (see Savas,1977 and 1980) combined with analysis of the pursuit of

non-profit goals within economic institutions to strengthen the contractors position.

Academics argued that the internal provision of services could result in market
distortions deriving from manager's and bureaucrat's pursuit of individual utility
maximisation strategies (Buchanan, 1978; Leibenstein, 1966; Migue and Berbager,
1972; and Niskaven 1972, 1978). .Sub-optimal outcomes are said to derive from a
natural human risk averseness and the avoidance of conflict and competition within
large economic units. It was argued that the growth of corporations grants greater
and greater opportunity for such economic 'abuses’, as managers become increasingly
separated from the front line role of the institution, and as the number of decision
makers grows, bringing their own individual preferences with them and taking control
away from shareholders and political representatives (Dunleavy, 1982; Leibenstein,
1966, 1975; Williamson, 1975; Wilson,1973). The suggestion that internal
ccmpetition would eliminate, or at least limit, the inefficiencies associated with non
commercial utility maximising behaviour, found evidence in the studies cited by

Savas (1980).

As many large cbmpanjes sought to rationalise their operations during the economic
downturns of the 1970s and 1980s the claims of business service companies that they
could provide cost savings of around 20% became more attractive. Specialist
contractors could escape the inefficiencies identified in Leibenstein and Williamson's
work, which were closely associated with the bureaucracy of departmentalised
enterprise. thcr;nom, the removal of the cost burdens that go with the continual
renewal of cleaning and maintenance equipment, releases capital resources for other
purposes. The use of contractors also enabled greater flexibility in the use of labour,
as whole divisions of activity were turned over to companies happy to comply with

fluctuating work requirements.
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The desire of many enterprises to refine their own operations and to concentrate on
core activities was wholly compatible with the aims of industrial service companies.
Contract cleaners and other service firms could exploit the economies of scale that
specialisation brings to achieve greater competitiveness. Client companies could
release managers into more profitable activities and avoid the industrial relations and
personnel problems associated with in-house service teams. As Neil Ryder, BET's
Corporate Affairs Director puts it:

"Why, companies ask, should they struggle with the problems
associated with managing a workforce in areas of activity about which
they know little or nothing?"

(Cassell, 1991)

An expanding market

The interest in contracting out amongst private sector corporations created a
substantial market for potential suppliers. The number of cleaning firms rose during
the 1970s from around 800 in 1971 (Ascher, 1987) to 2,800 in 1979 (Dti, 1987). The
rapid growth in the number of contract cleaning firms was a reflection of the profits
that could be made by replacing in-house workforces in private companies.
Competition was relatively light in relation to the quantity of contracts available and
profit margins were often as high as 20%. These rates were often sustained by the
willingness of clients to enter into long term contract arrangements (Sheffield City
Council, 1988).

Section 3: The Structure of the Industry

The industry is characterised by a lack of barriers to entry which has enabled a range

of companies to operate and compete with one another, despite variations in size and
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status. Little capital is required and other start up costs are low. Contractors seck out
work rather than advertise it, they need only a small office for administration and can
quickly recruit staff through newspaper advertisements. There are only limited
economies of scale wlhich offer few advantages. Larger firms can use their bulk
purchasing power to obtain discounts on equipment and supplies but the labour
intensive nature of the industry ensures that these are limited. Labour makes up
around 90% of a contractors total cost (CCMA, 1988) and so competitiveness tends to
come down to how far the workforce can be squeezed. Alan Raven, former chair of

the CCMA sums it up:

"The contract cleaning industry has always been attractive to those
wishing to go into business but without capital or a specific trade to
offer. It is widely thought that office cleaning is a relatively simple
way of earning a living. Lintle equipment is needed and the work takes
place on the client’s premises. The management skills needed in the
early days of company development are little more than the energy to
recruit and motivate others to work unsocial hours on relatively low

”

pay”.
(CCMA, 1987)

Increasingly, the industry has become dominated by large operators whose activities
extend beyond contract cleaning and beyond Britain. Whilst. the number of small to
medium firms has continued to increase (in 1991 there were 5,345 companies
offering contract cleaning services and 71% had sales of less then £100,000 a year.
[Key Note 1992]) they are usually locally based and concentrate on office and

industrial cleaning.

Some companies identified the nature of the commercial sector's demand for business
services and recognised that it extended well beyond office clcaning.' The wish to
concentrate on core activities in modern corporations led to a demand for multiple

support services which could handle the whole range of a business's operations. The
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larger companies were able to diversify into such activities, an example of which was

laundry services.

Demand for the provision of clean work wear grew dramatically in the 1970s as a
result of safety clauses in collective bargaining agreements. The larger contract
cleaning companies were well poised to exploit this demand, as client company
directors were put off by the investment required to provide in-house services and the
further diversification of management expertise that would be necessary. Additional
services have since been added to create 'service supermarkets' which can provide
workwear, toilet supplies, safety wear, waste disposal, property maintenance,
security, cleaning, catering, plant hire, transport, telecommunications and information
systems, amongst others. This development has helped create an extremely lucrative
industry in which only the major operators can compete. The Oxford Forecasting
Unit calculated that the total business support services market was worth £42.5 billion
in 1990 or 5% of GDP (Cassell, 1991).

The importance of the sector was illustrated on 1 January 1991 when a business
services sub-sector was created within the FT Actuaries index. The index will
concentrate on companies involved in practical services such as cleaning, waste

disposal, maintenance, security, recruitment and property services.

Many of the leading operators in the business services sector, such as BET, did not
begin in cleaning or even any of the other activities listed. They shifted capital into
the industry as it developed and have led the way in offering new services as a means
of consolidating their position. Activities associated with cleaning remain the bread
and butter of most support service companies though, and developments in that sector
during the 1980s were crucial to the shaping of the industry in the run up to the
introduction of CCT.
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Fall fits - Expandi |

The major economic recession of the early 1980s created conflicting pressures within
the industry. Large scale industrial and office cleaning had formed a major part of
contractors' investment base during the 1970s but the contraction of manufacturing
and related office work caused a decline in the scale of private sector cleaning. This
work reduction extended across the mﬁge of cleansing services, waste collection and

disposal, laundry services, specialist industrial cleaning, office cleaning and others.

Where contracts were maintained there was extreme pressure for cost reductions. By
now, companies were seeking much more than convenience in the organisation of
building maintenance services and saw the contractors as a means to achieve further
reductions in overheads. Regular competitive tendering replaced the lucrative long
term contracts existing previously, as clients sought better value for money (CCMA,
1987). The impact on profit margins was dramatic, with the average falling from
5.0% in 1985 to 2.6% in 1990 (see Figure 1). This was followed in 1991 by a sharp
rise to 4.3%, reflecting the major contractors' new approach and the continued

expansion of the market.
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Profit rates have been particularly hard hit by enhanced competition. The number of
operators in the contract cleaning industry has continued to expand during the 1980s
rising from 2,800 in 1979 (Dt, 1987) to over 5,000 in 1991 (Key Note, 1992),
reflecting the ease with which a firm can be established and the push towards cost
effectiveness in the economy as a whole. Many companies were drawn towards the
idea of contracting out ancillary services as a result of recessionary pressures but
tighter specifications and increased competition for the ensuing contracts, has made

the market far less favourable to potential investors.

An ICC Report put it that:

"This sudden change of fortunes for some contract cleaning
companies, the falling margins and the large number of loss making
companies illustrated that this can be a high risk industry and with

returns on capital falling it may become less attractive to investors".
(ICC, 1988)

The irony is that despite the recession and falling profit rates the market has
considerable growth potential. Whilst sales grew by only 23% between 1980 and
1984 compared to an inflation rate of 36% (Ascher, 1987), the commcréial cleaning
market was estimated to be worth £2.5 billion in 1985 and £4.0 billion in 1990,
(Key Note, 1992), with contractors' share of the total rising from 33% to 42% over
the same period (Key Note, 1990). Indeed the rate of sales growth itself has been
increasing with an annual growth rate of 10% between 1985 and 1987 and a rate in
excess of 17% over the past 5 years. The Report behind these figures suggests this
growth has not been turned into profits, as a result of the high cost of labour in terms
of the amount of turnover devoted to wages. As long as prices are held in check by
'heavy competition and labour costs continue to rise, a declining profit rate is
inevitable (Key Note, 1990).
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Section 4: Multinational Domination
Office cleaning

The main basis for market growth and for individual contractors’ increased sales is
not the creation of entirely new cleaning work but the transfer of work from in-house
workforces to contractors, or from one contractor to another (Key Note, 1990).
Developments in the industry during the past decade have combined to create
substantial increases in the amount of work fitting into these categories and has

attracted the interest of major transnational conglomerates.

The desire of recession hit companies to 'farm out' peripheral activities such as
cleaning, and the Government's desire to contract services out, to achieve reductions
in public spending and public sector employment (Sheffield City Council, 1988), was
a clear indication of the industry's potential. Predictably, multinationals were quick
to see the opportunities that presented themselves and set about establishing a

dominant market position.

During the mid-1980s British based capital sought to monopolise the industry

through a series of interconnected policies. The first and most dramatic of these was
the aggressive predatory approach adopted by major corporations such as BET and
ADT (previously Hawley group). Market share was bought up with the purchase of
just about any medium sized competitor prepared to sell (details of takeovers are
listed in the company profiles in Chapter 4). The companies taken over by the major
operators had themselves grown by acquiring smaller contractors, creating a
pwami@ pattern of ownership in the industry (Manchester City Council, 1989).
The determination to restrict competitors has been so pronounced, that success by a
small cleéning company in terms of them winning an attractive new contract, merely

increases the likelihood of takeover (Whitfield, 1984). Many acquisitions were also
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justified on the basis of extending the geographical base of operators beyond the
South East of England as work moved beyond the private office and into the public

sector on a national basis (Ascher, 1987).

Prior to the implementation of the Government's CCT legislation the major
contractors had managed to carve up around a half of the cleaning market, with the

multinational BET far and away the market leader (see Table 5).

Companies Percentage Market Share
BET 24.1%

ISS (Mediclean and Servisystem) 4.1%

0CS 3.9%

Godfrey Davis 2.7%

RCO 2.7%

Taylorplan 1.0%

Table 5: Market Share in the Contract Cleaning Industry

" Source: Key Note, 1992

\ i f seryi

The vast sums of money spent on achieving these market shares was not part of some
corporate vanity exercise, it was based upon anticipation of a growth explosion in the
industry. Recognising the Government's interest in privatisation and an increasing
awareness of environmental issues, industrial service giants and established cleaning
operators saw the need to establish a visible market presence as the new work came

on stream,
The transnational conglomerates and some independent companies such as Brengreen

Holdings (prior to its takeover by BET in 1986) séw how the public sector market
was likely to develop and prepared themselves accordingly.
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Cleaning work in the public sector goes beyond the usual ancillary support services
required by any large enterprise. Activities such as refuse collection and street
cleaning are at the forefront of a local authority's role and require considerable

expertise and experience if they are to be provided adequately.

The additional needs of local authorities and other public sector bodies were
identified, and the major contractors began to expand the range of services they could
provide, just as they were doing in the private sector. Eric Harrison, then chief
executive of BET's main cleansing division, Initial Contract Services, put it in 1988

that:

“There is a growing emphasis on the provision of on site management
to ensure the correct supervision of an ever-increasing range of
services ...... that more and more of our larger customers are seeking
just one source for services. Starting with the basic cleaning
requirements, these services range from the supply of toilet rolls to
complete waste collection and disposal. It's the practice of one-stop
shopping and something that we will be providing on a much broader
basis".

(Cleaning, February 1988 quoted in Manchester City Council, 1989)

Widening the range of services is intended to have two main effects. On the one
hand it fits in with the CCMA's objective of restoring the industry's profit margins.
By encouraging the client to pay more, for a broader set of services, ‘cowboy' outfits
offering a cheap but basic alternative can be squeezed out (Sheffield City Council,
1988). By shifting work into areas more reliant on capital investment, such as
specialist cleaning and refuse collection, competition from small entrepreneurial
firms is pushed out of the growth areas and into the ultra competitive market for
small, private sector office cleaning. Small firms with public sector contracts who
feel the pressure of this strategy become ripe for takeover by the large companies,

who are then in a position to seek the expansion of any contracts acquired.
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In the battle to win contracts, multinational corporations have been able to use their
emmense power and experience to further distort the principles behind competitive
tendering. Experience of privatisation and contracting out in different countries is
utilised in developing tendering tactics, with takeovers and mergers accompanied by
predatory pricing strategies. This has involved the use of ioss leader bids in order to
undermine the competition and establish a market presence, with the aim of long run
profitability (JNHSPRU, 1990; NAO, 1987; Bickerstaff, 1984; Whitfield, 1984,
1992). In as far as the private sector has achieved success in tendering for support
services in the NHS, the multinationals have led the way. By February 1992
contractors had picked up only 31% of NHS cleaning contracts (PSPRU, 1992), but
in 1990 64% of these were held by the transnational conglomerates BET and ISS
(INHSPRU, 1990), a significant improvement on their position in the industry as a

whole.

The domination of these companies in the NHS is illustrative of the importance that
they attach to the public sector market. Much of the in-house cleaning sector, worth
over £2.6 billion (Key Note, 1992), is in the state sector and with a Government
wholly committed to the principles of privatisation (see Chapter 1) there was little
time wasted in encouraging a movement of that work onto the open market.
Contractors have not been satisfied with persuading public authorities to privatise
services. They and their representatives put increasing pressure on central
Government to force authorities to subject contractible activities to competition (the
readiness of the Government to embrace these desires has been well documented in

the previous chapter).

The extension of the competitive tendering initiative into local government was long

anticipated by the industry and much sought after by the major contractors. The high
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capital intensity of refuse collection services, in relation to other cleaning, suggested
a market in which the 'irritance' of competition could be minimised. Total municipal
expenditure on waste collection and cleansing was estimated to be £740 million per
annum in 1989 (Sheffield City Council and SCAT, 1990), an attractive basis for

investment for any company in the ihdustry which had the necessary capital.

Several of the larger cleaning contractors and conglomerates were prepared for an
expansion of work in this sector, having diversified into refuse collection in the early
'80's as part of the strategy to offer a complete service range. Takeovers and mergers
proliferated and traditional waste disposal companies who had built their business on
trade refuse were left behind. Of the 30 domestic refuse collection contractors served
by the private sector prior to the introduction of the Local Government Act 1988, 26
went to cleaning companies who had diversified, 17 of those went to companies
owned by BET or ADT (Manchester City Council, 1989), demonstrating the degree

of concentration that existed in the run up to CCT's implementation.

Yet the fragmc_:mcd and labour intensive nature of business within the industrial
services sector means that competition is still fierce in some areas and is always
threatened in others. This would suggest that the struggle for market domination will
intensify and will be fought out amongst the larger firms. Of the companies quoted
in the new FT business services sub-sector, only BET is big enough to appear in the
FTSE 100 and is, in any case, currently re-examining it's whole organisational

approach. The stockbrokers James Capel put it that:

"Concentration within a highly fragmented industry has barely started
but will inevitably gather pace as the industry matures, competition
grows fiercer and the organisational and financial advantages of
larger scale companies over independents or one-man-bands are
brought 1o bear".

(Cassell, 1991)



Section 5: Cleaning Services and the Continental Challenge

The dramatic growth in the market for cleansing services and the limited experience
of British operators in meeting the needs of the public sector (LRD, 1988), did not go
unnoticed on the Continent. Prior to the introduction of competition into the
provision of public authority services, there had been little foreign interest in the UK
cleaning industry. British companies like BET, ADT (now based in Bermuda, closer
to it's major US interests) and Brengreen Holdings (prior to BET's takeover)
established a presence as multinational cleaning contractors in the 1980s, with
contracts in the Far and Middle East, Africa and the United States, but competition in

the UK was mainly provided by small local companies.

The unique combination of the British CCT policy initiative and moves towards a
single European market, encouraged various multinational service companies on the
Continent and elsewhere to get involved (Padden, 1991). The European Service
Industries Forum points out that there are more than 50 service companies in Europe
whose annual revenues exceed £1 billion (Cassell, 1991). With UK companies being
relatively slow in the recognition of the market's new potential (competition has
rarely been fierce) there was clearly an opportunity for these corporate giants to

exploit.

A cquiring water

The possibility of overseas contractors becoming involved in the battle for the
provision of British local authority cleansing services became more apparent when
French water companies began acquiring interests in their English and Welsh
counterparts. There are 5 or so private water companies in France which provide

around 70% of the country's supply. The 3 largest, Générale des Eaux, Lyonnaise
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des Eaux - Dumez and SAUR, a subsidiary of Bouygues, are involved in a wide
variety of other activities largely based on public services. The lack of market share
left in the French water industry encouraged them to diversify and look abroad for
new opportunities. The major companies have won many contracts to supply water

in developing countries, but only recently saw the potential of the UK business.

Prior to the privatisation of the 10 British water authorities in 1989, French
multinationals set about buying up the privately owned statutory water companies,
who work alongside the large regional water authorities, supplying around 25% of
the Nation's water. The French got contro! of 42% (by turnover) of the sector by
buying stakes in 15 of the 29 statutory companies (SCAT, 1988). Establishing a
strategic foothold in the industry was seen as the best preparation for expansion after

privatisation (FT, 23 April 1988). As Jean-Pierre Tardieu, director of CGE put it:

"It gives us the opportunity to look and learn, to meet the people in
charge and find possible future partners. When the water authorities
are privatised we will already have some experience in the UK to help

n

us .
(FT, 17 May 1988)

It quickly became apparent that stake building in the water industry was to be part of
a wider attack on the market for local authority services. The Water Industry
Unions Committee, after meeting with representatives of the Confederation Générale

du Travail (CGT), in Paris, reported that:

"they will seek to extend their activities to include transportation,
energy, municipal cleaning and domestic services, refuse collection,
electricity, communications, television, funeral services and many
more". '

(SCAT, 1988)
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Officers of the National and Local Government Officers Union (NALGO) concluded

after discussions with representatives of the companies involved, that:

“They see themselves developing in Britain along similar lines to their
French experience".
(Guardian, 27 October 1988)

NOTE: Individual company strategies and the different continental contexts of

contracting are outlined in Chapters 4 and 5.

A\ multinational envi

Multinational corporations are always responsive to regional economic and political
changes (Newby, 1985), with the country by country expansion of operations
reflecting a gradual process of learning and risk avoidance (Caves, 1982). An
economy will prove particularly attractive if it can offer the right business
environment along with the potential for cost minimisation. Comparison with other
markets in which the industrial service transnationals operate, suggests that the UK
offers greater opportunities for market expansion following the introduction of CCT.
There are few constraints on terms and conditions of employment compared with
other EC member states, few fully prepared domestic competitors due to a lack of
experience in public service contracting, a Government wholly committed to the
private sector and methods and standards of provision easily reconcilable with EC

norms (Chambers, 1990; Burton, 1991).

The professionalism of the ‘Continental Challenge' still took the industry by surprise.
Across the country there was an interest in local authority cleansing contracts from
major Continental companies. They had established subsidiaries and joint ventures,

recruited leading domestic managers with knowledge of the UK industry and
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prepared impressive evidence of their considerable international experience

(Digings, ND).

Richard Barlow, then chief executive of Sitaclean Technology, the British subsidiary
of SITA which is owned in turn by Lyonnaise des Eaux - Dumez, explained the
enthusiasm when he said at the Conference of Local Government Personnel and

Management Services Society in Manchester:

"The market potential in Great Britain is something we regard as
unique. 500 local authorities seeking refuse and street cleansing
tenders is obviously an opportunity which no major service contractor
can afford to ignore”.

(Donaldson, 1990)

The attraction is understandable when we consider that the UK municipal cleansing
market is now worth some £800 million a year (Burton, 1991). With a volume of
work constantly coming on stream in an industry where waste management
companies have operated internationally for years. The atmosphere created by the
movement towards a single European market has merely encouraged a development
which these contractors would have led m any case. As Len Turner, Vice Chair of
the Association of London Authorities (ALA), said in his foreword to the ALA‘S
publication "The Continental Challenge':

"1992 and the Single European Market have come early to local
Government”.

(Digings, ND)

In these circumstances it was not surprising to see a rapid expansion in the scale of
foreign competition, with interest from the Spanish cleansing company FOCSA,
owned by the construction and business services conglomerate Con-y-Con, increased

activity from the Danish services corporation ISS, Taylorplan owned by the Berkeley



Corporation from Australia and interest in other activities like catering and grounds
maintenance from firms based in Holland, Spain and France. After a while, the US
waste companies BFI and Waste Management Inc., who had led what foreign interest
there was prior to CCT, renewed their intervention, having established a presence in

the more developed Continental market.

By mid-1991 foreign based companies and their subsidiaries had secured 69% (by
value) of privatised street cleaning contracts, 23.4% of combined privatised
refuse/cleansing contracts and about 30% of privatised refuse contracts (Burton,
1991). Only around 25% of all refuse collection and street cleaning contracts are
controlled by the private sector but the concentration of work in multinational

contractors hands has become highly apparent, as illustrated by the figures above.

The influence of contractors from overseas shculd not be underestimated.
Companies such as Général des Eaux, Lyonnaise des Eaux and ISS are truly giant.
The tradition of public service contracting is much more established on the Continent
than in the UK and these contractors have exploited that tradition. They are into the
provision of the whole range of public services, as distinct from having a private
sector support service function and they will exploit that expertise in their desire to
monopolise the British local authority cleansing market. Some privatised British
water authorities such as Severn Trent and Wessex are already taking a lead from
their French counterparts, with ambitious attempts to break into the waste
management industry and it is unlikely that the parallels will end there. Indeed
Severn Trent has already been expanding internationally buying a Belgian sewage

treatment company, Aquafin.

The following 2 chapters of this thesis will provide profiles of the leading companies
and an examination of the European experience of contracting out local authority

services.
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Chapter 4: The Major Cleaning and Waste Management Contractors
Section 1: Introduction

Private sector competition for the provision of local authority cleansing services is
increasingly dominated by a few large companies. Several firms have térgcted the
market and the tendering strategies adopted have combined with widespread

acquisitions to create a movement towards concentration that looks set to continue.

The market leaders can be placed into three main categories:

I Multinational Service Conglomerates

These companies operate in diverse sectors of the economy, from media and
retail, to cleaning and laundry, but increasingly they are trying to integrate
their services so as to cater for the every need of public and private sector

organisations.

The best known example of this type of company in Britain is BET, but
internal reorganisation and the growing presence of overseas based service

companies has threatened their position.

These are service companies whose core activities are cleaning, security,
laundry and related areas. They too are interested in service packages but the

extent of their activities is not nearly as flexible.
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Typical companies in this category are ISS Servisystem from Denmark and

OCS in Britain.
m E- 0 ’B"l]a[ r! ! . o

Following the example of their French counterparts, who are market leaders
in the whole range of private services, on a multinational scale, the privatised
~ British water authorities have started to diversify their own operations, with

cleansing services very prominent.

The involvement of Southern Water and Welsh Water with an overseas
conglomerate (Profile I vii), Wessex Water with a foreign based specialist
(Profile I v) and Seven Trent's independent purchase of the Biffa waste
management company leaves this group of operators a little less defined than

the two conventional categories listed above.

The following profiles consider the history, structure and approach of the main
contractors fitting into the above categories, and are listed in Table 6 below. Whilst
every atternpt has been made to provide an accurate account of each company's
present status, the ownership of cleansing contractors is constantly changing and

consequently certain details may now be out of date.
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Company Category Nationality

BET.PLC Multinational Service UK.
Conglomerate

Lyonnaise des Eaux - Dumez | Multinational Service France
Conglomerate

Compagnie Generale des Eaux | Multinational Service France
Conglomerate

FOCSA S.A. Multinational Service Spain
Conglomerate

A.A H. Holdings Pic Multinational Service UK.
Conglomerate

Ocean Transport & Trading Multinational Service UK.

PLC Conglomerate

Bouygues SA * Multinational Service France
Conglomerate

ISS Servisystem A/S Multinational Service Denmark
Specialist

OCS Group Ltd. Multinational Service UK.
Specialist

Taylorplan Services Lid. Multinational Service UK. - Australia
Specialist subsidiary

Browning Ferris Industries Multinational Service USA

Inc. Specialist

Waste Management Inc. * Multinational Service USA
Specialist

Sevemn Trent PLC Privatised British Water UK.
Authority

* Both Bouygues and Waste Management Inc. are engaged in joint ventures with

Privatised British Water Authorities.

Table 6 : Itinational Cl 1 n
Contracts
Section 2: Multinational Service Conglomerates

Profilel: BET.PLC (UK)

Background

B.E.T. began trading as the British Electric Traction Company in 1896. It was

founded in order to pursue interests in two fields, passenger and freight transport and

electricity generation and distribution.
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The Company soon became the UK's leading tramway operator, but when its leases
ran out and local authorities took over the tramways m the 1920's, BET acquired a
range of other interests in laundry, cleaning, printing, publishing and gas
manufacture. Major diversification followed the nationalisation of its power interests
in 1947, which provided the funds for a series of takeovers. The Company moved
into broadcasting, leisure and plant hire, and extended its interests in printing,

publishing and transport, with several major overseas acquisitions.

A significant interest in the cleansing industry developed with the groups gradual
stake building in the cleansing and textile maintenance company, Initial, between
1950 and 1973, by which time BET held a 40% share. The real shift into this sector,
as a central activity, came with the rationalisation of company strategy and a decision

to concentrate on contract services during the late 1980s.

BET had become vulnerable to takeover and asset stripping by the middle of the last
decade, due to unimpressive results in too disparate a group of companies (NALGO,
1990). The Company anticipated rapid growth and higher returns in the industrial
services sector and began to concentrate its activities, with the objective of achieving

market domination.

A massive programme of acquisitions was launched involving the purchase of
suitable companies, using the funds raised from the sale of subsidiaries no longer
fitting into BET's plans (Landor N.D.). The result is a multinational contractor
aiming to provide any ancillary service that is required by a broad range of customers

in the public and private sectors. As the company puts it :

"BET's core business is the customers chore business".
(FT, 24-6-89)
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Financial Perf

In 1991 BET had a turnover of £2790.5 million and pre tax profits stood at £217
million compared to a turnover of £2694.5 million in 1990, with greater profits of
£322.3 million.

Whilst the Company conveys an image of itself as a service supermarket its activities
can still be divided into three main groups. Business Services which accounted for
£1226.4 million of turnover in 1991, Plant Services £745.7 million and Distribution
Services £442.1 million, other interests contributed £376.3 million to sales. Business
Services was the only section of the Company's operations to show an increase in its
contribution to operating profits with a 7% rise. This was itself lower than the rise in
revenues which amounted to 18%, reflecting the falling margins in cleaning and other

activities.

BET has a truly international presence with its shares traded in New York, Toronto,
Montreal, Paris, Amsterdam, Zurich, Frankfurt and London. Within the Business
Services group, which includes the Company's cleansing activities, UK operations
account for over half of revenues and profits but important contributions come from

continental Europe and North America.
Cleaning Interests

Cleaning services form the backbone of BET's Business Service operation generating
around one quarter of its revenues. The bulk of its cleaning contracts are held in the
UK where the Company has established itself as a clear market leader, holding a
24.1% share in 1990, with a turnover of £325 million, through its subsidiary Initial
Contract Services Ltd. (ICC, 1991).
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The Initial group was bought by BET in 1985 when £173 million was paid for the
59% of shares not already owned. BET made around 200 acquisitions in the second
half of the 1980s. Many were in the cleansing services and were incorporated into
Initial's operations. The remaining 19% of shares in Advance were bought in 1985,
giving BET control of Hoveringham Waste Control and Biffa Waste Services. This
was followed in 1986 with the £33 million purchase of Brengreen (Holdings) plc
which included the Exclusive group of companies, pioneers of local authority
cleansing services privatisation. Also in 1986, the HAT group, with a turnover of
some £240.2 million, was bought for £114.6 million and Reckitts Cleaning services
was bought for £12.75 million in 1987. In 1988/89 a total of 85 companies were
bought world-wide at a cost of £304 million, the largest of these was the purchase of
Pritchard Services, Provincial Cleansing and Progressive Cleaning from BET's
principal competitor in cleaning services, ADT, for £45 million (NALGO, 1990).

This highly predatory strategy gave BET a virtual monopoly in the public sector
cleaning market in the run up to the introduction of CCT. The Company had around
80 contracts in local government and was the leading contractor in the MOD, British
Rail and the British Airports Authority. Only ADT's sale of its hospital cleaning
subsidiary, Mediclean, to ISS, prevented complete domination of the NHS market,
where BET already has 34% of all privatised cleansing contracts JNHSPRU, 1990).

During 1989 various acquisitions were made which extended the Company's
cleansing interests overseas. In the United States, Arcade in New York City and
Southern Services in Atlanta were bought, confirming America's position as BET's
fastest growing market (NALGO, 1990). In Europe the Company has cleaning
interests in France, Belgium, Holland, Ireland, Germany and Spain and in the Far
East they have contracts in Hong Kong, Malaysia and Singapore.
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BET's cleansing subsidiaries were gradually absorbed into its environmental care
group Initial Contract Services. The group was reorganised in 1988 to account for
the wave of takeovers and for a shift in company policy, based on a commitment to
support services provision in general. The group was split into 5 divisions,
Commercial Services, Industrial Services, Contract Services, Waste Services and
Manufacturing. These divisions are engaged in just about every aspect of cleansing,
hygiene, maintenance and laundry services, including the manufacture of most of the
products which the Company's employees actually use. By 1989 Initial had grown
into a vast organisation employing some 80,000 cleansing operatives in nearly 300
locations (Webster, 1990). In 1991 the group generated about one half of BET's total

operating profit in the Business Services division.

Further refinement of BET's cleansing interests came with the decision to sell Biffa,
Initial's waste disposal operation, which included Exclusive cleansing. The group
was sold to the Seven Trent water company in May of 1991, for £212 million,

eliminating BET's involvement in waste management.

UK Activity and Tactic

BET's basic strategy is to offer a wide range of clients, in the public and private
sectors, a complete range of support services designed to enable them to concentrate

on their own core activities. The Company's Annual Report of 1990 put it that:

"BET is a network of inter-related companies offering a broad range
of contract staff and equipment to provide the support services
required by its industrial, commercial, construction and public sector
customers. By contracting out, these customers are able to raise the
levels of efficiency and quality in these services up to that of their
mainstream operations”.

(BET, 1990)
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It is the depth of activity which is essential to BET's approach. By offering such a
broad range of services the Company is trying to set itself apart from the competition.

As an Initial director put it:

"It is the principle of one-stop shopping and something that our
competitors will find difficult to provide".
(NALGO, 1990)

BET had to go through a major period of adjustment itself to develop the strategy,
conducting a programme of disposals and acquisitions which left the Company with
severe debt problems. The objective was to establish an early dominant position in
support service markets which were showing rapid growth. The quickest and most

assured route to market leadership was to buy up the competition.

In its effort to attract customers, BET claims to be able to provide a complete support
service package. If it does not have a company capable of fulfilling a required
function, it will buy one or employ the existing in-house workforce and utilize their
knowledge and experience (Landor, N.D.). The Company's ability to provide the full
range of ancillary services lies at the heart of its marketing approach towards private
businesses. BET has exploited the international trend towards the contracting out of
peripheral activities and has sought to widen its scope, recognising that the narrower
the definition of a client's core business, the wider the market is for their own
business. Additionally, by encouraging a move towards contract packaging the
Company hopes to move away from the more competitive parts of the industry, since
'co;wvboy' operators will not be able to offer the same breadth of service. This in turn
is aimed at creating an improvement in profit margins, which have been squeezed
over the last few years. They will be encouraged by one of their customers', ICL
(UK), assertion that this form of contract is employed to get better use of their own

managers and resources, rather than to achieve cost reductions (FT, 11-3-91).
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BET has been a major promoter of contracting out in the public sector. They have
consistently lobbied the Government to allow private companies to provide ancillary
services for public authorities and have made no secret of their support for the pro-
privatisation stance of the Conservative Party. Former cabinet minister and chairman
of the Conservative Party, Norman Tébitt MP, sits on the Board of Directors and over
£100,000 has been donated to the Party in the last five years. The support given to
privatisation initiatives in the NHS and local government, is not suprising when we
consider how closely the activities concerned fit in with BET's business interests. As

the Guardian commented:

"If BET did not exist it could have been invented as a vehicle for
privatisation”
(quoted in Landor, N.D.)

The decision to concentrate on industrial services, initially proved highly successful
for BET, with a rise in pre-tax profits from £92.8 million in 1985 to £322.3 million
in 1990. Through that period the Company felt it had an unbeatable strategy based
upon penetration of a 'recession proof' market. Things turned sour for the Company
during 1991 when debts built up during the period of acquisitions, came home to
roost in the middle of a severe recession. BET's shares plummeted on the London
stock exchange from 135p to 67p, recovering to 100p in February 1991 on rumours
of a re-financing attempt on the Company's heavy debt burden. Whilst these rumours
were denied, the Company has since replaced its chief executive with John Clark, a

man committed to cost reductions. As he stated at the time:

"I am a great believer in cost leadership”.
(Owen, 1991)
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The debt and gearing problems faced by BET, became more acute with the realisation
that the Company was not immune from the recession. As one industrial analyst put

it:

“While it was felt that service companies would generate cash during
a downturn, the severity of the recession has meant that this cash
generation has not always been there".

(quoted in Owen, 1991)

The difficulties were being felt in services like recruitment and plant hire whose
demand is directly linked to the customers own business performance. Even services
like cleaning were seen as increasingly vulnerable, as lay offs and cost cutting
initiatives intensified. These problems were reflected in a 33% drop in pre-tax profits
in 1991. Despite these difficulties BET was the only major cleansing firm to be

included in the new Business Services subsector of the FT Acturies Index.

BET has increasingly been relying on the positive impact that a recession can have on
the attraction of contracting out, to companies looking to cut costs. The rapid
expansion of the public sector market has also been crucial to the maintenance of the
Company's workload, and this is reflected in Initial's dominance of domestic
contracts in the NHS and building cleaning contracts in local government (see Table
7). Initial has been the most assertive of the private contractors, submitting tenders
for local authority work all over Britain. The Company has submitted loss leader
bids to win major contracts and is now intent on pricing up properly and emphasising
quality, in the hope of winning more profitable contracts with authorities who are
happy for a private firm to do their work. This approach has had some success with
both Gloucestershire and Berkshire County Councils agreeing to transfer their whole
DSO operations to BET. The Company is also keen to see a move away from simple

cost considerations in the allocation of contracts, having identified the potential for
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greater profits, if other aspects such as quality become more important. As the 1990

Annual Report says:

"We have been disappointed at the continuing emphasis on price, at
the expense of quality built into the competitive tendering process. We
welcome the recent statement by the British Labour Party, which
promises to establish quality specifications against which public and
private contractors can compete fairly”.

(BET, 1990)
Service Company | Contracts | % of % of Average | % of % of
won contracts | contracts | value £ contracts | contracts
won won by by value | privatised
private by value
companies
Building | Initial 6 09 2.1 197,585 0.5 34
Cleaning | Cleaning
Services
Initial 30 44 10.5 176,847 | 2.0 134
Contract
Services
Refuse Initial 1 03 0.9 975,000 02 0.9
Collection | Cleansing
Services
Other Initial 2 0.7 2.8 10,473 — —
Cleaning | Contract
Services
Table 7 : BET: UK Local Government Cleansing Contracts, April 1992.

Source: LGMB, 1992. Note: Some refuse collection contracts include street
cleansing services. For the purposes of calculating percentages, contracts run by
Management Buy Outs are regarded as having been privatised.

The limit to BET's ability to dominate markets is illustrated by its possession of
under 17% of the local authority building cleaning contracts which have been
privatised, in contrast to the 34% of privatised domestic contracts it now holds in the
NHS, where its only serious competitor is ISS. Perhaps even more significant was
the sale of the Company's waste disposal division, Biffa, in May1991. Prior to the
sale, the Company's Chief Executive at the time, Nicholas Wills, pointed out that
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BET could not afford to expand as quickly as the world's major players in waste

management:

"The world leaders in the waste market will be committing substantial
resources in the UK".
(Owen, 1991)

It should be noted though, that the sale of this operation, for £212 million, reduced
BET's gearing (borrowing less investments, short term deposits and cash as a
percentage of shareholders funds and minority interests) from 87.5% to 35% (BET,
1991).

The Workforce

BET's strategy revolves around a movement of its interests into activities where
earnings per worker are high (sales per employee were £19,454 in 1991). Such
sectors are generally labour intensive with renumerations in contract cleaning making
up 69.2% of sales in 1991 (ICC, 1992). In these circumstances, profit levels are
dependent upon the suppression of wages and other labour costs. Consequently, the
average renumeration of employees in the Initial group was only £3,548 in 1991
(Key Note, 1992). This partly reflects the number of part-time workers employed but

is also illustrative of the low levels of pay in the cleaning industry.

As the winning of a contract tends to depend upon the price of a bid, particularly in a
recession, there is a further downward pressure on the wages of all contractor's staff
and this goes hand in hand with the job losses of those workers employed previously,
whether directly or by another contractor. Initial itself has shed around 15,000 jobs
since its reorganisation in 1988 with employment levels falling to 64,354 (Key Note,

1992), although many of the lost jobs were in the manufacturing division.
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Neither BET nor Initial pay a national rate of wages, they set levels locally depending
on the local jobs market. As a member of the CCSA they do claim to pay Whitley
council rates for health service contracts, but this gives no guarantees on job numbers

or other conditions such as sick pay, pensions and annual leave.

On most contracts no company sick pay is provided and since many workers are
employed for less than 16 hours per week, there is no statutory provision in many
cases either. Annual leave is generally granted on the basis of 1 weeks holiday in the
first year of service, 2 in the second and 3 in the third, but few workers stay with the

Company for as long as 3 years.

The Company states that it recognises the freedom of its employees to be members of
a trade union but will only grant recognition where in excess of 50% of the

workforce are trade union members.
A detailed example of Initial's impact on cleansing workers terms and conditions on a

public sector contract is provided in case study 3 in Chapter 6. A summary of

conditions on various contracts is provided in Table 8 below.
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Contracting Union Job losses | Rateof | Hours Sickness | Annual Pension
Authority | recognition| pay benefit leave scheme
Tayside No 300 £2 p.h. Reduced | None 1 week None
Regional to 15 for each
Council from year of
(Contract 17.5 service
cancelled) up to
1989 max. of 3
weeks

Gloucester{ No 190+ high [Cut but Reduced | None As above | None
shire turnover en
County ised to
Council £3 p.h.
1989 due to

staff

{shortages
Rotherham| No Insignific- [£2.15. Had| Summer | None 2 wecks | None
Met. ant, but bus recess after 1
Borough very high |workersin |} and hours years
Council turnover m reduced service
1989 chester
Table 8 : Conditions of Employment on Selected Initial Cleaning Contracts

N.B. Unless stated, terms are those imposed at time of award of contract. National
Local Government Manual Workers wage rates and conditions are listed in Appendix
1.

Profile Iii: Lyonnaise des Eaux - Dumez (France)
Background

Lyonnaise des Eaux began life in 1880 by providing water, gas and electrical services
to French local authorities. Nationalisation of French gas and electricity distribution
in 1946, forced the Company to concentrate on and expand its water services, but the

limits to growth in this sector forced a re-examination of strategy (Digings, N.D.).

During the 1970s the Company sought to expand its range of services both
domestically and internationally. By 1990 the group controlled 720 consolidated
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companies engaged in water distribution and treatment, energy creation and
distribution, technical management, waste management and cleansing,
communications, mortuary services, golf course building, health care, car parks, toll
roads and, following the merger with Dumez, construction and development. Its
interests now extend across Europe, the Middle East, South East Asia and the Pacific
regions, North and South America and Africa, creating an increasingly global

presence. This growth is based upon a recognition that:

“The management of municipal services and the construction of major
projects will be awarded to groups that, like Lyonnaise des Eaux -
Dumez, have a chain of permanent locations plus international
support networks".

(Lyonnaise des Eaux - Dumez, 1991)

In 1990 Lyonnaise des Eaux - Dumez had a turnover of 72 billion French Francs and
made profits of some FF 1, 425 million compared to a turnover of FF 68.3 billion in
1989, generating net earnings of FF 726 million. Construction and development
became the group's largest interest in 1990 providing revenues of FF 35.1 billion.
The original core business of water and environmental services still returned a
healthy 23.4 billion francs in revenue and produced by far the biggest contribution to
Company profits, with FF 1,053 million out of a total of FF 1,425 million.

Whilst the group's interests are scattered throughout the world there is a clear
concentration of activity in the developed world, with Europe and the United States
providing 90% of the Company's revenues. The indications are that the balance of
activity is likely to change within those boundaries, with business in the rest of

Europe (outside of France) expanding at the fastest pace.
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Cleaning Interests

Lyonnaise des Eaux - Dumez ciaims to be the largest cleaning contractor in Europe
(SCAT, 1989), and operates its waste management services through a subsidiary
named Société Industrielle de Transport Automobiles (SITA), in which it has a 75%
stake. SITA is a large established multinational company in its own right, with sales
of FF 3.5 billion in 1990 (Lyonnaise des Eaux - Dumez, 1991).

Takeover activity in French waste management, resulted in the ownership of a series
of different subsidiaries, which were rationalised in 1988 into 20 separate companies,
operating on a regional basis, and all under SITA's direct control. The group now
provides refuse collection services for over 2000 local authorities in France,
representing around 7.5 million citizens (SITA, 1989) and, increasingly, the
Company provides a service package dealing with all aspects of the municipal

cleansing problem.

SITA is also a major manufacturer of cleansing vehicles. This was re-emphasised
with the purchase of le Materiel de Voirie (LMV) in 1987, since renamed Sita
Materiel de Voirie (§SMV). The merger of activities in waste collection vehicle
manufacture with the German group, FAUN, has created an organisation well placed

to exploit future opportunities throughout Europe.
International Expansion
In 1989 the Lyonnaise group chairman, Jerome Monod, anticipated that by 1992 half

of the groups profit would be generated overseas (FT, 21-3-89). The chairman later

put it that:
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“We intend to achieve a significant market share in all of our
businesses and in all of the countries in the unified market. By
significant I mean between 5 and 20 or 25% of each national market.
In some places we are doing it through joint ventures or partnerships,
in other countries, like the UK, through acquisitions".

(FT, 27-4-89)

In the cleansing sector international expansion has not been confined to Europe.
SITA has waste collection and industrial cleaning operations in Malaysia, Singapore
and Hong Kong. In the United States the Company is engaged in waste treatment
projects. In the former French colonies of Gabon, Cameroon and Ivory Coast, SITA
provides a range of cleaning services and has further interests in the United Arab

Emerates and South America.

Despite these global interests the Company's central strategy is to expand its

operations in Europe. SITA's 1989 Report gave two reasons for this approach:

“firstly to ensure the company has a sufficiently broad based European
outlook by 1993 and secondly to counter the offensive launched by
American groups, who have recently pulled off several takeovers in
community countries”.

(SITA, 1989)

The policy has so far concentrated on Spain, where the Company has an established
market share through its CESPA sﬁbsidiary; Belgium, where SITA took control of
the specialist cleaning company, Fusiman Industrial Cleaning, and has since
expanded its waste collection and treatment services with a 49% stake in PAGE; and
Italy, where a 40% stake in S(;raro, and a joint venture with the public works

company Pivato, has expanded the Company's presence considerably.

Priority has now been given to the UK market, in response to the conditions created

by the introduction of CCT, water privatisation and the importance of Britain in
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relation to the Single European Market. As a Confederation Générale du Travail
(CGT) appraisal of Lyonnaise des Eaux's activities put it in 1989:

"Lyonnaise des Eaux exploits the failure of the public sector in order
to create new sources of profit, at the same time they support attacks
on public provision of services and participate actively in
privatisation. Everything which is dismantled from the public sector
becomes, for them, a source of profit. It is also a jumping off point for
their exploitation of the Single European Market".

(CGT, 1989)

UK Activity and Tacti

Lyonnaise des Eaux's interest in thé UK began with the purchase of several statutory
water companies in 1987/88 which was said to be done in preparation for the
privatisation of the 10 English and Welsh water authorities in 1989 (see Table 9).
Certainly the timing of the acquisitions were compatible with such a strategy but it
seems clear that there were additional incentives. The French felt that the British
statutory water companies could provide a basis for diversification into related

services, because of their local links and customer base (FT, 28-4-89).

Company Type Initial Stake Approx. Value Present Stake
Anglian Water Privatised 9% £43.8m 9%
Wessex Water Water 6% £10.3m —
Severn Trent Authorities 2% £10.2m —
Essex Water Statutory 98% £47.6m 79%
Company

East Anglian —_ 90% £21.6m 77%
Water Company

Newcastle & Water 99% £39.1m 80%
Gateshead

Sunderland & — 99% £359m 79%
South Shields

Bristol Water Companies 18% £5.0m —_—
Company

Table 9 : Lyonnaise des Eaux's Investments in UK Water Companies.

Sources : Lyonnaise des Eaux, 1990; Lyonnaise des Eaux - Dumez, 1991;
FT, 19-12-89.
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Jerome Monod was quick to encourage the Company's British partners to extend their

activities into waste management, arguing that:

"If you distribute water in a large territory you must also ensure that
this territory is clean. You are thus forced to take an interest in
industrial and urban waste disposal and treatment".

(FT, 27-4-89)

The regional spread of Lyonnaise's acquisitions also suggested preparation for future
activity, on a national basis, in other markets such as public cleansing. Certainly the
Company's interest in the privatised water authorities proved to be limited (see Table
9), and the stakes established in Seven Trent and Wessex Water were disposed of in
November 1990. These companies have launched or acquired major waste
management operations of their own, and Jerome Monod had already made it clear
that he does not like sharing power with competitors, when he lapsed the Company's
interest in the Bristol water company following stake building by its rival, CGEA.
The sale of its stakes in Wessex and Seven Trent clearly demonstrates how the

priorities of Lyonnaise des Eaux - Dumez do not lie exclusively in water.

SITA first entered the UK cleaning industry with the acquisition of a British cleaning
equipment manufacturer, Municipal Vehicles and Equipment Ltd. The company was
acquired at the time of the purchase of its previous owner LMV in 1987. This was
followed in August 1988 with the incorporation of a wholly owned subsidiary,
Bucksdene Limited. In November, the company, whose specific purpose was to
tender for refuse collection and street cleaning contracts put to tender as a result of
the Local Government Act 1988 (Cooper Paul, 1990), changed its name to Sitaclean
Technology Limited. Interests in UK waste management were broadened further

with the purchase of Midland Landfill, the operator of 8 British landfill sites, in 1990.
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Sitaclean appointed Richard Barlow as its chief executive. As the former chairman
of Exclusive Cleaning Services he had experience of the early privatisation of British

refuse collection services, in Southend and elsewhere. The Company claims that he:

"spearheaded that company’s growth to market leadership in public
cleansing services”.
(LGPRU, 1989)

Whilst Sitaclean Technology is a newly formed company it is set apart from other
opportunist contractors by the enormous financial backing and practical expertise that
it can call upon from its French parents. Richard Barlow argues that French
involvement provides three key advantages; wide experience in competing for

contracts; financial security and new technology (FT, 28-4-89).

The Company was fairly aggressive in the first round of tendering for contracts, and
managed to get onto around 60 shortlists out of the one hundred or so contracts for
which they applied. More recently, contracts have been targeted, but the Company
has continued to show a willingness to tender in any part of the country, for contracts
of varying sizes and has consistently placed competitive bids. By April 1992 this had
resulted in the securing of 10 refuse collection contracts worth an average of £1.5
million p.a. and 1 street cleansing contract with a similar value (see Table 10).
However, in its first two years of trading, Sitaclean recorded significant losses,

£447,554 in the first year to 31 December 1989 and £496,783 the following year.

The losses incurred by Sitaclean confirm that their French parents have adopted a
long term strategy in relation to the UK public cleansing market. A substantial early
presence is being established with the objective of winning contraéts with a higher
financial return in the future. This approach is consistent with SITA's commitment to

what might be termed ‘contract building'. This is a process by which a highly
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collaborative relationship is built up with the local authority, enabling the Company
to secure long term contract commitments and to sell a series of additional and more

profitable services (see the case study on French public cleansing in Chapter 5).

The development of this approach in Britain was indicated by Richard Barlow in his
assertion that Sitaclean would not necessarily deliver the cheapest tender, but one that

would provide the best value for money (Donaldson, 1990).

In its attempts to move into the Scottish refuse collection market Sitaclean targeted
Glasgow, and engaged in a joint venture with Lilley Ventures of Glasgow, called
Lilley Sitaclean (Scotland) Ltd. The subsequent tender was outbid by both the DSO
and FOCSA Services, but demonstrated a willingness to engage local expertise in

their tendering strategy.
Service Contracts | % of % of Average % of % of
won contracts contracts valuein£ | contracts contracts
won won by by value privatised
private by value
contractors
Refuse 10 2.7 9.3 1,557,031 |34 14.5
Collection
Other 1 04 14 1479281 |12 7.1
Cleaning
Table 10 : Sitaclean Technology's UK lLocal Government Cleansing Contracts -
April 1991,

Source : LGMB, 1992. Note : Refer to Table 7.

The Workforce
Sitaclean made it clear before they won any contracts that they made no guarantees to

employ all former DLO workers where they were successful in securing local

authority work. Indeed the company has stated that.
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"We expect to be able to make improvements in productivity and
performance and will use less people”
(TUSIU, 1989)

In France enhanced productivity has been achieved with the use of advanced
technology, which has resulted in considerable job losses over the last decade, and
attacks upon the pay and conditions of the Company's staff (CGT, 1989). Despite
assurances from Sitaclean that they will pay higher rates than local authorities in
Britain, the Company conditions of service booklet suggests a considerable down
grading of other benefits, with cuts in annual, sickness and maternity leave
entitlements, reductions in overtime rates and no standard pension scheme.
Furthermore, the Company has indicated that it is not interested in entering into a
national agreement with any union and that union recognition will be a matter for the
contract manager on each site. Union recognition is not ruled out though, and
employees do have the right to join a trade union. A fuller picture of the nature of
employment with Sitaclean is provided in Table 11 below and in case study 4 in

Chapter 6.
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Contracting | Union Job Rate of Hours Sickness Annual Pension
Authority Recognition | Losses Pay Benefit Leave Scheme
Babergh No. TGWU | Minimal. No | Wages Loaders Statutory 15 days No
District is main compulsory freeze 40 scheme 20 after
Council union redundancies Drivers 5 years
1989 45
Blackpool | No but 16% Wages Loaders Statutory | Asabove | No
Borough NUPE freeze 40 only.
Council retains and no Drivers Dismissals
1950 membership weekend | 45 for

increment repeated

absence.

Rossendale | Recognition | 33% £189pw | Loaders After 1 As above | No
Borough of GMB + profit 40 years
Council only share Drivers service
1990 (was £155 | 45

+ bonus)
Erewash | Recognition | Insignificant | £2.80- 39 Yes, but 16 days, | No
District of GMB £3.20 p.h. schemes' increased
Council only New coverage to 20 in
1989 recruits has been 1991

£2.55p.h. reduced

Equalised

1991

£2.91-

£3.38 p.h.

Table IL Conditions of Employment on Selected Sitaclean Refuse Contracts

Profile I iii: Compagnie Generale des Eaux (CGE) (France)
Background

CGE began life as a water distribution contractor in 1853. The Company has grown

to become market leader in the industry in France and water remains the core

business, despite a movement into a range of other services.

CGE now provides engineering, heating , construction, healthcare, communications

and waste management services throughout Europe and the USA. The group has a

turnover in excess of £11 billion and the broad base of its activities suggests that it is

likely to expand further. As the Company President, Guy Dejouany put it:

“In... markets that deal directly with the environment and which are,
infact, closely intertwined with the water business the combination of
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our own size and the huge high growth global market puts us in the
paradoxical position of a mature company facing extensive new
opportunities...

"The environment will be tomorrows wealth."
(CGE, 1990).

In 1990 CGE had a turnover of FF 117 billion, making it France's fifth largest
company. The group generated net profits of FF 2.2 billion. These figures compared
to sales of FF 98.5 billion with profits of FF 1.83 billion in 1989.

Around 20% of the Company's sales come from activities based outside of France,

with the USA and UK the key growth markets.

Whilst water remains the group's core business it no longer dominates the sales
figures. Public works and construction now account for over 35% of turnover with
water contributing 24%. Urban maintenance and waste services generate around 5%

of group sales.

Cleaning Interests

CGE has a series of subsidiaries in the cleaning sector, the most important of which is
Compagnie Generale d'Enterprises Automobiles (CGEA) which uses the corporate
name Onyx. CGEA operates around 800 contracts in France, and other subsidiaries

hold another 40 or so more, with many others overseas.

Expansion in this sector has relied on internal growth, acquisitions, co-operation with
competitors, local partnerships and the extensive use of new technology. CGEA is
now Europe's largest provider of street cleaning services and provides a refuse

collection service for 5.5 million people with the assistance of 4,000 employees. It is



backed up by the group's cleansing equipment manufacturer SEMET, the leading
French firm in the field:

“technical innovation, puts it [CGEA] in a prime position in an
environment where the management of labour used to be a dominant
Jactor."”

(CGE, 1990)

CGE now provides the full range of cleansing services from street sweeping and
domestic refuse collection to industrial waste collection, treatment, disposal and
reclamation. The ability to manage these functions is central to the Company's aim
of being a single source public service contractor. The breadth of the group's
activities allows them to continually expand the range of schiccs sold to each

authority.

International Expansion

Aside from it's domination of the French urban cleansing market, CGEA has major
interests in other parts of Europe and elsewhere. The bulk of its foreign operations
can be found in Spain where it provides refuse collection services for around 2

million people.

The extent of CGEA's activities abroad is not as great as those of it's rival SITA, the
Lyonnaise des Eaux subsidiary, but interests have been built in French territories
overseas, in South America and, crucially, elsewhere in Europe, particularly in

Germany and the UK.
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CGE launched a broad attack on UK public service markets in the late 1980's. The
Company was deeply involved in the stake building in the UK statutory water
companies in 1988, through its subsidiary General Utilities Ltd (see Table 12)

COMPANY CGE'S STAKE
Folkestone : 100%
Lee Valley Water 100%
North Surrey Water 100%
Bristol Waterworks 29.9%
Colne Valley Water 28.2%
South Staffs Waterworks 23.9%
Tendering Hundreds Waterworks 16.2%
Mid Southern Water 15.0%

Table 12: CGE's Initial Stakes jn the UK Statutory Water Companies.
Source: SCAT, 1988

Two of these companies, Colne Valley and Lee Valley, have since merged with
Rickmansworth Water to form Three Valley Water Services, a wholly owned
subsidiary of General Utilities.

The stakebuilding in these water companies was not necessarily a prelude to a larger
intervention in the UK water industry, following the privatisation of the 10 water
authorities in 1989. As Jean Claude Baron, the director responsible for corporate

development in Britain and the US put in:

"Obviously we are interested in privatisation, but we are far from
deciding what course of action we will be following."”

(FT, 8-8-89)

The desire to expand the Company's interests in the UK, was illustrated by CGEAs

purchase of a controlling interest in the Norwest Holst construction group in 1989.
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This group has since diversified into water services, contact catering and healthcare.
A majority stake has also been acquired in AMI Healthcare, the UK's largest quoted
private medical company, and a share obtained in the broadcasting company TVS

entertainment, mirroring the parent company's broad range of domestic activities.

The key objective was to find partners rather than to make acquisitions though, so
that a base for further diversification could be established. This process began in
October 1988 in a 50:50 joint venture, named Cory CGEA, between CGEA and the
British waste disposal and transportation firm Ocean Environmental Management
Limited. The Company was subsequently named Cory Onyx Limited and was
formed specifically to tender for local authority refuse collection, street cleaning and

ancillary service contracts in Great Britain.

The new Company saw its strength lying in a combination of established Continental
technologies and expertise, and British environmental management skills. The Cory
Onyx general manager Mike Blundy, recruited from Exclusive Cleaning Services,

pointed out that:

"CGEA viewed the UK market as an enormous opportunity - they
recognised there were no major contractors bidding for street
cleansing contracts. It was a golden opportunity but they didn’t have
the knowledge of how the UK market works. In turn Ocean
Environmental needed a partner and obviously CGEA had the

experience and innovation in street cleansing”.
(Burton, 1989)

The Company set itself an ambitious target of winning £30 million of contracts in it's
ﬁrst 3 years, but it remained fairly selective in it's choice of targets, concentrating on
larger towns and cities, particularly in the South. Once the first contracts were
secured, problems emerged over what approach should be adopted. The French

directors wanted to use the style they are accustomed to, which involves the use of
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technology and a close collaborative relationship with the local authority. As Mike
Blundy puts it:

"Because the French are so much further into the contracting business
the local authorities have got the confidence in the good contractors
and they're prepared to discuss ways of developing services, which is
what we hope to do".

(Burton, 1989)

Differences of attitude eventually led to the collapse of the partnership. CGEA sold
it's 50% stake in the Company to Ocean Environmental and Cory Onyx became Cory
Environmental Municipal, a wholly British owned waste company which now holds

16 local authority contracts for refuse collection and street cleaning.

As early as December 1988 CGEA was busy arranging an additional intervention into
the British waste management industry. Through Offertest, a specially formed
company heavily backed by CGEA, an offer was made for the Wistech
environmental services group. Wistech Plc was formed out of a management buyout
of Wimpey Industrial Services Ltd from George Wimpey PLC in 1983. The
Company was restricted from engaging in any business in competition with the

Wimpey Group for 5 years.

With the lapsing of that restriction Wistech became an attractive proposition for
waste management predators. The connection with CGEA was taken a step further in
May 1990 when a joint venture deal was completed, with the French group taking a
40% stake and a 40% stake in Wistech itself. In 1991 CGE purchased the remaining
60% of shares in the Company through it's subsidiary Sarp Industries. CGEA then
went on to buy out L&C Waste Tech, a small Scottish based waste management firm,

and incorporated it into the Wistech business.
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The Wistech operation has itself been put into the shadows by CGEA's purchase of a
majority stake in United Environmental Systems, the holding company of the leading
refuse contractor, UK Waste Control. This has proved by far the most effective way
of breaking into the UK local authority cleansing market for CGEA, which is now the
clear market leader, operating under the name of Onyx UK Ltd, registered in
March 1990. Despite the number of contracts Onyx operates (see Table 13) the
Company made the considerable pre-tax loss in the period to December 1990 of
£5.5 million, adding credence to the claims that CGEA is operating a "loss leader”
pricing strategy (Padden, 1991). |

Service Company | Contracts | % of % of Average | % of % of
won contracts | contracts value in £ | contracts | contracts
won won by by value | privatised

private by value
companies

Refuse Onyx UK 11 30 10.3 1,952,958 43 18.3

Collection

Other Onyx UK 11 39 15.5 585,683 4.6 27.0

Cleaning

Other Wistech 1 0.35 14 166,334 0.1 0.6

Cleaning

Table 13 CGEA's UK Local Government Cleansing Contracts April 1992

Source: LGMB, 1992. Note: Refer to Table 7

The Workforce

In France, CGEA recognises the major trade unions and industrial relations are now
relatively calm in its cleansing divisions. However, this was not the case in the
period immediately after the privatisation of cleansing services in Paris, when there
was a spate of strike action followed by heavy job losses. This pattern was repeated
when CGEA secured the contract to clean the Paris Metro, resulting in heavy

automation, job losses, reduced terms and conditions and trade union divisions.
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CGEA's cleansing operations in France refy very heavily on the automation of
services, to produce increases in productivity and to replace labour. This approach is
planned for use on the Company's UK contracts and can be expected to accelerate as
Onyx UK consolidates its market position. At this stage the emphasis on financial
criteria in the CCT process means that the workforce is being forced to increase
productivity levels, without recourse to the technological resources at the Company's

disposal, with inevitable negative consequences for the employees.

An impression of the nature of employment on one of Onyx's contracts is provided in

case study 2 in Chapter 6 and a general perspective provided by Table 14 below.

Contracting | Union Job Losses | Rate of Pay | Hours Sickness | Annual Pension
Authority Regulation Benefit Leave Scheme
Liverpool Initially 260 by Loader Increased | Reduced 3weeks | No
City no. Now Onyx. DSO | reducedto | to 40 provision | rising to
Council GMB only | had £160 p.w. from 35 4
1991 previously | from £187.

shed 133 in | Driver

preparation | £190 from

£210

London No 5DSO Reduced to | Increased | Reduced 15days | No
Borough of applicants £185 p.w. to 40 provision
Camden turned from 35
1991 down
Table 14: Conditions of Employment on Selected Onyx Contracts

Profile Iiv: FOCSA S.A. (Spain)

Background

Fomento de Obras Y Construcciones SA or FOCSA is mainly owned by the huge
Spanish property, construction and investment conglomerate Construcciones Y

Contratas (Con-y-Con).
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FOCSA was founded in 1900 and is itself one of Spain's leading construction groups.
It has over 60 subsidiaries, engaged in a wide range of activities including refuse
collection, waste disposal, cleansing, construction, water and sewage, ground

maintenance and environmental engineering. The Company describes itself as:

“the largest European contractor for municipal public services”.
(Digings, N.D.)

inanci 1ance (Exchange Rate il

In 19290 the FOCSA group had a turnover of nearly 174 billion pesetas, generating
pre-tax profits of over 8.5 billion pesetas. This contrasts strongly with the
performance of the British subsidiary FOCSA Services (UK) Ltd which has recorded
losses in each of its 3 years of operation. The Company's loss for the financial year
to the 31 December 1991 was £1.46 million, giving an accumulated loss of £2.8
million. Tumover continues to grow however, rising from £1.45 million in 1990 to

£6.3 million in 1991,
ning In

Whilst FOCSA is essentially a construction company it has a major urban cleansing

operation in common with its competitors in the Spanish construction industry.

The Company has operated cleansing contracts in Spain since the 1920s and now
serves over 17 million residents, having built up a 70% market share in the Country's
domestic refuse collection and street cleaning industry (Sheffield City Council,
1990). Their main competition in that market is the French company CGEA (see

profile 3).
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FOCSA have foreign interests of their own in Paraguay, Venezuela, France and the

UK.

UK Activi i Tacti

FOCSA established a UK subsidiary, FOCSA Services (UK) Ltd in April 1989 as
part of its plan to expand its interests in Europe and to exploit the opportunities

provided by the introduction of CCT.

The Company has steadily built up its presence and had 5 local authority contracts by

1992, employing 500 people and generating a turnover in excess of £6 million (see

Table 15).
Service Contracts % of % of Average % of % of
won contracts contracts value in £ | contracts contracts
won won by by value privatised
private by value
companies
Refuse 4 1.1 3.7 1904543 |09 38
Collection
Other 1 0.6 14 1,990,768 | 1.6 9.4
Cleaning

Table 15: FOCSA's UK Local Government Contracts - April 1992

Source: LGMB, 1992. Note: Refer to Table 7

The pattern of FOCSA's bidding has been fairly scattered, but has tended to avoid
targets in London favoured by the French contractors. There is clear evidence that
the Company has been 'feeling its way' in the market, submitting wildly fluctuating
tenders, even within the same authority. In Nottingham, FOCSA put in a competitive
street cleaning tender but placed a very highly priced bid for the City's refuse

collection service.
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There have also been suggestions that the Company has been using loss leader bids in
order to secure a strong early presence in the market. Brighton DC referred their
street cleaning contract to the Office of Fair Trading after FOCSA undercut the DSO
by around £400,000 p.a. In Stockport the Company agreed with council officials that
their bid, which was £1 million p.a. cheaper than the DSO's, was "under resourced”
but that "resources would be made available within the quoted price" (PSPRU, 1990),
a clear indication of inter company subsidisation. In Perth and Kinross FOCSA had
to pull out of a street cleaning and refuse collection contract at the last minute, saying

they could not operate the contract at the price submitted.

FOCSA has faced difficulties on many of its contracts, missing bins in Torbay,
uncleaned streets and strike action in Stockport, low standards in West Devon in the
first few weeks of the contract and a strike followed by complaints about the
Company's depot arrangements in Brighton. Fines associated with these problems
and the under resourcing of the Company's tenders have contributed to FOCSA
(UK)'s accumulated losses of £2.8 million to December 1991.

The Workforce

FOCSA has over 12,000 employees, 500 of whom now work in the UK. In Spain
these workers are fully unionised and the Company has a collective agreement with
the General Union of the Comisiones Obreras confederation which covers their

cleansing operations.

FOCSA has not been so keen to recognise unions in Britain and this led to strike
action in both Brighton and Stockport which has since been resolved with recognition
being granted. In both cases though, FOCSA sought single union agreements in
preference to general recognition. However, pressure in Stockport forced a

concession on this issue (see case study 5 in Chapter 6).
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There have been other difficulties for FOCSA's new employees, associated with job

losses and reduced terms and conditions which are summarized in Table 16 below.

Contracting Union Job Rate of Hours Sickness | Annual | Pension
Authority Recognition | Losses Pay Benefit Leave Scheme
Stockport After strike | 25%-200 | £119.34 - 39 hours Statutory | 4 weeks | SERPS
Metropolitan | action. reduced £140.79 Compulsory | scheme scheme
Borough Initially for { 150 p-w. + Saturday
Council 1950 | GMB only reduced overtime
bonus
Brighton Recognition | 10 + high | Reduced As above As 4 weeks | No
Borough of GMB rate of by c. £40 above
Council 1990 | only dismissals | p.w. with
and allowances
tumover
Torbay 1991 | GMB only 14 Same basic | As above As 4 No
cut bonus above weeks.
5 after §
years

Table 16: Conditions of Employment on selected FOCSA Contracts

ProfileIv: AA 1di Pl

Background

AAH Holdings is a major services company with interests in healthcare, building

supplies, consumer products, transport and environmental services.

Financial Performance

In 1991 AAH Holdings had a turnover of £1122.3 million and pre-tax profits of

£28.7 million which compared to sales of £1011.5 million and pre-tax profits of

£32.8 million in 1990. £3.6 million of the 1991 profits came from the groups

environmental services division.
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The group's waste management interests are operated through its subsidiaries Tyler
Environmental Services Ltd, R.B. Tyler (Plant) Ltd and Tyler Waste Management,
which have established a sizeable presence in the UK local authority cleansing

market.

These companies came out of the R.B. Tyler Group, established in the 1960s and
they entered into the local authority refuse collection market in the mid-1980s. Since
then, the Tyler companies have had a good deal of success through internal growth

ang acquisition, returning profits in each of the last 5 years.

AAH Holdings had a total of 33 refuse collection and street cleaning coniracts and
has now acquired several more with the acquisition of Charlesplant, who also opzraic

vehicle maintenance contracts (see Table 17).

The Tyler companies are proving highly successful at extending the range of services
they provide for individual authorities. In each of the London Boroughs of
Wandsworth, Croyden and Barnet, Tylers have secured contra:=is for more than one
service. In Wandsworth the Company now provides refuse, strest cieaning, grounds

maintenance and school transport services.
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Service Company Contracts | % of % of contracts | Average % of 9 of
won contracts | won by private | valuein£ | contracts | contracts
won companies by value | privatised
by value
Refuse Charlesplant 2 05 1.9 402,477 0.2 09
Collection
Refuse R B Tyler 2 0.5 19 1,319,256 | 0.6 2.6
Collection
Refuse Tyler 8 22 1.5 890,013 1.6 68
Collection | Environmental
Refuse Tyler Waste 5 14 41 1,015,248 | 0.9 38
Collection } Management
Other Charlesplant 5 18 7.0 283,207 1.1 6.5
Cleaning
Other R B Tyler 1 0.4 14 1487283 | 1.1 6.5
Cleaning
Other Tyler 5 1.8 7.0 313,753 |12 71
Cleaning | Environmental
Other Tyler Waste 5 1.8 7.0 447,698 17 10.0
Cleaning | Management
Table 17: AAH Holdings UK Local Government Contracts - April 1992

Source: LGMB, 1992. Note: Refer to Table 7

I :onal Expasi

Tylers have an operation in Germany which is involved in contract work,

concentrating on land maintenance.

The Workforce

AAH employed over 1200 people in its environmental services division in 1991 and

the Company states in its Annual Report that managers have a specific responsibility

to communicate effectively with their employees (AAH Holdings, 1992). This desire

to communicate is practiced through internal structures though, and not the trade

union movement. In their tender for the Wandsworth refuse contract the Company

told the local authority that they had 'no objection' to union recognition. On winning

the contract the local manager stated:
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"this company has a policy that we do not recognise a union. They
[the employees] have every right to belong to a union. We have just

said we will not recognise it".

(TSUIU, 1989 b)

On this same contract in Wandsworth pay rates were cut, hours increased, holidays

reduced and sick pay restricted, as illustrated in Table 18 below.

Contracting | Union Job Losses Rate of Hours Sickness | Annual Pension
Authority Recognition Pay Benefit Leave Scheme
London No Heavy losses | Cuts in 40 hours After 1 20days | No
Borough of under pay year
Wandsworth previous
1987 contractor

BFI :
Herismere | No 30% Reduced | 40 hours After 1 15days | No
District by c. 30% year
Council
1991

Table 18: Conditions of 1 n 1 1

Profile I vi: Ocean Transport and Trading Plc (UK)
Background

Ocean Transport and Trading was established in 1865 as a shipping company. It is
now engaged in a range of activities including international freight and distribution
and marine, environmental and energy services. The shipping side of the business
has been played down in recent years but the group is still one of the largest transport

companies in Europe with a turnover in excess of £1 billion.
leaning In

Ocean Transport and Trading has 2 main environmental service subsidiaries. Ocean

Environmental Management has an established history in a wide range of domestic
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and industrial waste management services in the UK. Its main activities have centred

on river transport and landfill disposal of domestic refuse from London.

In 1988 Ocean Environmental moved into the domestic refuse collection market
through a joint venture with the French giant CGEA originally named Cory CGEA.
This was a 50:50 joint venture and was subsequently renamed Cory Onyx Ltd (see
Profile Liii). The Company had a very specific purpose as outlined in Ocean's Annual
Report for 1988:

"Cory Onyx will compete for local authority refuse collection and
street cleansing contracts which are being put out to tender in
accordance with the recent changes in Government legislation."”.

(Ocean Transport and Trading PLC, 1988)

Following reasonable success with 2 major refuse contracts in London, CGEA pulled
out of the venture selling its 50% share to Ocean Environmental. Since then the
Company has traded under the name of Cory Environmental Municipal Services Ltd
and has established itself as a market leader in domestic refuse collection, winning 13
local authority refuse contracts by April 1992. Despite its success, Cory still made a
loss of £812,000 in the year to December 1990, which followed a loss of £400,000
the previous year (PSPRU, 1990 a).

Service Contracis | % of % of contracts Average | % of % of
won contracts | won by private value in £ | contracts | contracts
won companies by value | privatised
: by value
Refuse 13 3.6 12.1 955,784 28 119
Collection
Other 1 04 14 300,000 0.2 12
Cleaning
Table 19: Cory Environmental's UK Local Government Contracts - April 1992

Source: LGMB, 1992. Note: Refer to Table 7
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The Workforce

Whilst not being overtly anti-union the Company has not welcomed unions and offers

recognition only where the majority of staff are already members. This is not

surprising since the Company regularly cuts jobs and worker's terms and conditions

in its attempts to raise productivity on its contracts.

In Bromley, the number of refuse rounds was cut from 30 to 24 with the result of a

33% reduction in staffing levels. In Waveney redundancies on the refuse collection

and street cleaning contract were accompanied by cuts in holiday entitlements and

sickness benefit. See Table 20 below for full details of changes in terms and

conditions on 2 of Cory's contracts.

Contracting Union Job Rate of Pay Hours Sickness Annual Pension
Authority Recognition | Losses Benefit Leave Scheme
London Yes 25-33% £4.13 - £4.56 Driver 45 Nonein 1st | 15 days SERPS
Borough of per hour Loader 40 year then 1 1st year
Bromley week full 20 days
1990 pay+1 2nd year

weeks half

pay each

year up to

4+4
London Yes Minimal | £4.13 HGV Driver | Noneinlst | 15days ]| SERPS
Borough of sweeperfloader | 45 Other year then 1 in 1st
Tower £4.56 HGV drivers and weeks full year
Hamiets 1989 driver loaders 40 pay +1 then 20

weeks half days

pay cach

year up to

total of 4

weeks F.P.

+ 4 weeks

H.P.

Table 20: Conditions of Employment on Sglgg:-;d Cory Environmental Contracts.
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Profile I vii. Bouygues S. A, (France)
Background

Bouygues was founded in 1952 as a construction company specialising in apartments
and institutional buildings. It has grown into an international multi-servicé giant
covering 12 different trades. The Company is now involved in building, high-tech
engineering, leisure, foods, communications, public utilities, energy networks,
waterproofing, off-shore on-shore maintenance and extraction, property, road

building and public works in 64 different countries around the world.

Financial Performance (Exchange Rate: April 1990 FF 9,34 t0 £1)

In 1990 Bouygues had a turnover of FF 56,727 million, an increase of 20% on the
results for 1989, generating profits of FF 801 million. The Company's public service
arm pi'ovidcd 9% of Group sales which were themselves heavily concentrated in the
home market. Nearly three quarters of the Company's turnover was from activity in

France in 1991.
ning In

Bouygues moved into public utilities and the environmental services market with the
acquisition of Saur, France's 3rd largest water distribution and treatment company, in
1984. Saur's main activity is the distribution of drinking water but they are also
involved in energy production, sewage systems, research and development, design

engineering and construction and public cleansing. -

Saur is a major company in its own right, with forecasted turnover of FF 6.8 billion

in 1991 (Saur, N.D.), and 11,000 employees working on projects throughout the
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World. The group's cleansing services account for 5% of turnover and are operated

through a specialist subsidiary named Coved.

Coved is involved in all areas of public cleansing from refuse collection, processing
and recycling to street cleaning. The Company is active throughout France operating
landfill and waste disposal sites and providing refuse collection services for around 2
million people. A 16% share of all privatised municipal cleansing services in France
has been won in just 5 years. This includes a contract in the Parisian district of

Seévres, breaking the Lyonnaise des Eaux - Générale des Eaux duopoly in that City.

Coved works closely with other Saur groups in water distribution and sewage
management in order to provide a complete public utilities package to French local
authorities. This capacity lies at the heart of its growth strategy. As the Company

puts it:

"Whatever short or long term problems may arise SAUR is ever
present, at the heart of the community".
(Saur ND)

Saur has become a market leader in European public utilities, developing major
interests in Spain, Italy and the UK. The Spanish interests date back 10 years,
providing water, sewage and public cleansing services. In Italy, a joint venture
named SIGESA, founded in 1990, is active in water and sewage services, refuse
collection, processing and recycling and even mains gas distribution. Saur has also
had operations in Africa since 1960, which now generate 37% of Group revenues

(Saur, N.D.) and plans to expand into eastern Europe:
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"With European integration now well underway, the new openness and
desire for progress in the East are opening up great new development
opportunities”.

(Saur, N.D.)

UK Activity and Tacti

As with the other French water companies Saur's interest in the UK began with the
purchase of stakes in a series of statutory water companies in the late 1980s, through
its subsidiary Cementation Saur Water Industries, which was jointly run with the UK

Group, Tafalgar House (see Table 21).

Company Stake
Rickmansworth Water 27.7%
Colne Valley Water 25%

Lee Valley Water 20%
North Surrey Water 20%
West Kent Water 4%
Folkestone and District Water 2.5%
Mid Sussex Water 1.5%
Table 21: Saur's Initial Stakes in the UK Statutory Water Companies

Source: SCAT. 1988

In 1989 a series of recommended takeover bids led to 4 water companies,
Eastbourne, West Kent, Mid Sussex and Mid Southern joining the Saur Group

proper, under the direct ownership of Saur Water Services Plc.

Having established this base Saur UK entered into a 50:50 joint venture with
Southern Water in late 1989. The Company, named Stalwart Environmental
Services, was to provide refuse collection and disposal services for domestic and
industrial customers. The joint venture aimed to combine Southern Water's

knowledge of the British local authority and industrial markets and their regulatory
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machanisms, with Saur's experience in providing local services. As the Southern

chairman put it:

"I think we bring together complimentary skills".
(FT, 1 September 1989)
Difficulties were anticipated in breaking into the local authority market, but moderate

success has been achieved with Stalwart Environmental winning 4 contracts to date

(see Table 22).

Service Company Contracts | % of % of contracts | Average | % of 9 of

won contracts | won by private | valuein | contracts | contracts
won companies £ by value | privatised
by value

Refuse Stalwart 3 0.8 28 820,174 1 0.5 2.1

Collection | Environmental

Other Stalwart 1 04 14 504,340 | 04 24

Cleaning Environmental

Table 22: Envi ntal' n - il 2

Source: LGMB, 1992. Note: Refer to Table 7

In early 1990 Saur added to this development with another 50:50 joint venture, this
time with Welsh Water. The new company, Cambrian Environmental Services, was
formed to provide solid waste collection and disposal services and municipal,
industrial and commercial cleansing in Wales and neighbouring parts of England.
The aim was to build their market share through internal growth and acquisitions, a
strategy which has proved fairly successful. By May 1991 the Company had 5
contracts, 3 won by internal efforts and 2 with the acquisition of the Fosse Group

(initially a management buy-out of Stratford-on-Avon's DSO) in February 1991.
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Service Contracts | % of % of contracts Average | % of % of
won contracts | won by private value in £ | contracts | contracts
won companies by value | privatised
by value
Other 4 14 5.6 337,250 1.0 59
Cleaning
Table 23: Cambrian Environmental's UK Local Government Contracts - April 1992

Source: LGMB, 1992. Note: Refer to Table 7

Despite winning contracts, both Stalwart Environmental and Cambrian
Environmental made losses in their first year of trading. Stalwart lost £239,000 and
Cambrian £798,000 in the year to March 1991, suggesting a determination on the part

of the parent companies to become established in the market.

The Workforce

Stalwart Environmental has proved to be fairly anti-union and on its contract in the
London Borough of Harrow has refused union recognition, with NUPE officers
claiming that workers are afraid to join a trade union for fear of being sacked. There
is a "works committee” on which management and personnel officers sit with
"appointed” workside staff. There is however no grievance procedure and no safety
representatives. The conditions of employment on this contract are summarised in

Table 24 below.

Contracting } Union Job Rate of Pay Hours Sickness Annual Pension
Authority Recognition | Losses Benefit Leave Scheme
London No Beats £220 + £20 Increased | Reduced 15daysin | No
Borough of were bonus. No 0 39 coverage 1st year
Harrow Driver+ | rise for 2 from 38 and no then 20.
1990 4 now years. bonus No bonus

Driver + on .

2 - holidays
Table 24: Conditions of Employment on a Stalwart Environmental Contract.
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Section 3: Multinational Service Specialists
Profile ITi: ISS Servisystem A/S(Denmark)
Background
ISS began as a small Danish security company in 1901 moving into cleaning services
in 1934. The Company diversified into a series of other services in the post war
period but the emphasis was increasingly placed on cleaning.
Dramatic growth was achieved through acquisitions and international expansion,
leading ISS to its current position of world leadership in building cleaning services,
employing 135,000 staff in Europe and North and South America.

xch : Apri ish Krone 11.4
In 1991 ISS had a turnover of DKr 11.8 billion and consolidated net profits of DKr

244 million. This compares with sales worth DKr 9.36 billion and profits of DKr
202.6 million in 1990.

Group sales are heavily concentrated in the cleaning services (see Table 25) in First

World countries throughout Scandinavia, Europe and North America.
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Service Area Turnover (%) Operating Profit (%)
Cleaning and maintenance 80.4 69.9
Security services 9.8 9.5
Canteen services 2.0 1.2
Sales of cleaning products 1.4 4.7
Linen services 3.1 6.2
Energy services 2.9 24
Other 0.4 10.9

Table 25: ]SS Results by Service Area 1989

Source: 1SS, 1989

ISS did begin as a security firm at the beginning of the century, but it was through
this activity that the Company expanded into cleaning. Cleaning, like security, was
seen as a service which other firms could delegate rather than organise themselves.

In recognition of this, ISS formed the Danish Cleaning Company in 1934.

Once established the Company based its growth on an expansion into othgr cleaning
services such as window cleaning and the export of its service philosophy to other
countries. Whilst ISS has got involved in a series of other business services and
increasingly provides service packages in line with market trends, cleaning is likely

to remain the dominant group activity for some time.

International Expansion
ISS's international interests date back to 1939 when the Company opened a

subsidiary of its cleaning company in Malmo, Sweden. This was followed in 1952

by a movement into the neighbouring Norwegian market.
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It was not until the 1960s and 1970s that serious interests were developed outside of
Scandinavia, and 'Internationalisation’ became central to the Company's growth
strategy. Modest market shares have since been built across Europe and North
America, through acquisitions and organic growth, leaving the Company well placed
to expand further in the World's richest markets. ISS is already market leader in
building cleaning in the USA, Denmark, Norway, Brazil, Austria, Greece and

Sweden, and is now looking at opportunities in Eastern Europe and Asia.
UK Activity and Tact

The UK has become a major part of ISS's operations over the past few years as a
result of acquisitions and increased opportunities, resulting in the movement of 1SS
Europe's headquarters to London in 1989. Chief Executive Paul Andreassen put it
that:

"The UK is one of our most exciting markets by virtue of privatisation
and the use of private service companies in the public sector, so it was
natural for us to place our European HQ in London".

(FT, 6-9-89)

Growth in the UK is expected to come largely from public sector contracts, especially
in the Health Service. This explains the purchase in January 1989 of Mediclean from
ADT, with some 80 hospital cleaning contracts, a turnover of £27.7 million in 1989
and 6000 employees. This firm, now known as ISS Mediclean Ltd, operates
alongside ISS Servisystem Ltd, the main UK cleaning division, which operates 20

local authority cleaning contracts alongside private sector responsibilities.

Expansion has been rapid, with Mediclean's turnover doubling in the three years since

ISS acquired it, and this growing strength in the UK public sector cleaning market is
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being used as a basis for further expansion throughout Europe. As Mr Andreassen

says:

“The potential in hospitals is enormous, but it is not an easy market.
We shall use the know-how we gained with Mediclean as the basis for
developing services in the rest of Europe”.

(FT, 6-9-89)

This explains the Company's willingness to stand a loss from ISS Mediclean of £0.5
million in 1989, which was only just offset by ISS Servisystems UK profit of £0.6

million.

In terms of market share, ISS has a fairly strong position in the NHS which is not
parallelled in the much more competitive local authority market. ISS only has one
serious competitor in the NHS, BET, which has a 34% share of privatised cleaning
contracts in comparison to ISS's 32%. In the local authority market ISS has only 2%

of privatised cleaning contracts (see Table 26).

Service Contracts | % of contracts | % of contracts | Average | % of contracts | % of contracts
won won won by private | valuein | by value privatised by
companies £ value
Building | 20 29 7.0 240,780 | 1.9 12.8
Cleaning
Table 26: i m Buildi leanin n
- April 1992

Source: LGMB, 1992. Note: Refer to Table 7

The Workforce
By 1989, following the acquisition of ADT's office cleaning operations in the USA,

ISS had a world-wide workforce of some 115,000 with 13,000 working in the UK.

The Company makes much of its attempts to improve the status of these workers
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despite the traditional image of cleaners as low grade employees. An emphasis is
placed on training and education, designed as much to reduce high staff turnover

rates as to improve the quality of service. As ISS director Ib Goldshmidt put it:

"We need job satisfaction, and if we don't do something about it , we
just won't get the staff we need".

(FT, 5-4-89)

ISS operates a training programme, called the Partner Project, which is aimed at
devolving responsibility and decision making to its employees. The project has gone
hand in hand with an attempt to generate a sense of common purpose in the Company
through share issues to the workforce, which have left the employees with an 8%

stake in the Company.

This commitment to the workforce and its ability to make decisions for itself, does
not extend as far as welcoming trade union organisation. The Company is willing to
recognise unions, but only when 50% of the workforce on a particular contract are
already members. Such a situation is very unusual with the high rates of labour
turnover created by pay cuts and declining conditions on ISS's public sector
contracts. The Company's largest contract, for building cleaning in Lincolnshire, was
won on the basis of a cut in cleaners pay from £2.24 to £1.70 per hour and reduced
terms and conditions, with a consequential decline in standards flowing from staff
shortages and high turnover (SCAT, 1988a). The contract has since been renewed
and the unions totally isolated, despite continued low rates of pay and a lack of other
employment benefits (rates of pay have since increased to £2.70 per hour compared

with NJC rates of £3.11 per hour).
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Profile IT ii: OCS Group Ltd (UK)

Background

The OCS group of companies started operations in 1900 as the New Window and
General Cleaning Company. It has grown to be one of the largest cleaning
contractors in Britain and remains privately owned by the Goodliffe and Bowthorpe

families.

The Group has expanded into related areas such as hygiene, workwear, carpet
cleaning, store cleaning, security, laundry, office refurbishment and window

manufacture, but the cleansing division remains the dominant activity.

Financial Performance

In the year to 31st March 1991 OCS achieved sales of £188 million, an increase of
7.3% on 1990, which generated profits of £9.5 million, slightly down on 1990.

leaning In

The Company's core business remains cleaning services, which are largely operated
through the subsidiary, Office Cleaning Services Ltd, which has over 50 branches
throughout the UK. Office Cleaning Services provides cleaning and ancillary
services to business and public sector clients and achieved a turnover of £58 million
in the year to March 1991. The bulk of the Company's work is in the private sector

contract cleaning industry, where it has a 4% share of the market (Key Note, 1992).

Difficulties have been experienced with public sector contracts, with OCS being

sacked from its NHS contract at Addenbrookes hospital, Cambridge and receiving

116



bad references from eight out of ten local authorities for whom they had done school

cleaning work (PSPRU, 1991).

OCS is a highly resilient company though, and has continued to pick up both local
government and Health Service contracts (see Table 27). The Company now
operates in the Health Service under the name of Hospital Contract Services and has
been awarded registration under BS 5750 in respect of all sizes of contract, endorsing

its own Quality Assurance policy.

Service | Contracts | % of contracts| % of Average | %of % of contracts
won won contracts value in | contracts by | privatised by
won by £ value value
private
companies
Building | 23 33 8.0 165,757 | 1.1 7.4
Cleaning
Table 27: in ices’ ildi leanin
n - Apri

Source: LGMB, 1992 Note: Refer to Table 7.

OCS does not limit itself to cleaning contracts and has responded to developments in

the industry with a flexibility allowing it to provide:

"what the customer asked for"
(Key Note, 1992)

This ranges in practice from an individual service to a complete support services
package. The Company's ability to meet these requirements is illustrated by the
transfer of Wokingham DCs entire, loss making, DSO to the OCS subsidiary,
Cleanmaster, in March 1992. The contract requires the provision of street cleaning,
road mending, sewer and drainage maintenance and grass cutting services. OCS has

little or no experience in some of these areas and will make use of the knowledge of
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the existing staff in order to fulfil its responsibilities, a tactic used widely by market
leader BET.

International Expansion

OCS has expanded overseas in the last decade acquiring interests in the Far East and
Canada and in several EC countries. OCS has major joint ventures in both Spain and
Holland, where a stake is held in the major Dutch services group Vendex

International's cleaning subsidiary, CEMSTO, which in turn owns 20% of OCS.
Workfor:

OCS has a workforce of nearly 30,000 but has a history of poor labour relations,
particularly in the NHS, where it had problems on its infamous Addenbrookes
contract and more recently at Ely Hospital, Cardiff, where there have been regular
disputes over hygiene, recognition and victimisation, ending in agreement to accept

union recognition in early 1992 (PSPRU, 1992a).

In local government, the Company, eager to win more contracts by keeping costs
down, but aware of the need to achieve its work requirements, has moved away from
its earlier poﬁcy of imposing heavy job cuts. On its huge Cleveland school cleaning
contract the Company cut jobs by just 6% but cut individual cleaners hours heavily
and cut rates of pay by 18%, along with the usual policy of cutting additional benefits
such as sick pay, holidays and pensions (PSPRU, 1992).
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Profile IT iii: Taylorplan Services L.td, (UK - Australian parents)
Background

Taylorplan was established in 1983 as a UK subsidiary of the Australian contract
cleaning and catering company Berkeley Commercial Co (Management) Pty Ltd. It
is now technically owned by the Singapore registered C S Facilities Pte. Ltd. but it is

the Berkeley Commercial Co. directors who sit on Taylorplan's Board.
Financial Performance

Taylorplan has been described as technically unreliable by accountants Price
Waterhouse and the Company only recorded its first profitable year of trading in
1990. In 1990 the firm had a turnover of £27.6 million making profits of £132,000,
this followed losses of £40,000 in 1989 and nearly £400,000 in 1988.

Taylorplan's financial position has been quite unstable, with periods when the
Company was technically insolvent, only maintaining operations due to a
complicated pattern of finance within the Group. Loans have been made to
subsidiaries from the parent company and assets written off in an attempt to balance
the books, although the situation seems to have settled down with Taylorplan's

movement into profitability.
Cleaning Interests
Taylorplan was established in order to compete for NHS contracts in 1983, aiming to

secure both cleaning and catering work. In practice the Company has been far more

successful in winning cleaning contracts, especially in the health service.
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Cleaning interests are the main factor behind Taylorplan's new found profitability,
with the Group's cleaning division producing pre-tax profits of £568,000 on a
turnover of £14.5 million in 1990.

Various catering interests were disposed of in 1990 and 1991, focusing activity more
closely on cleaning, although Taylorplan has declared its intention of bidding for

sports and leisure management contracts in the future.

The Company has suffered from the degree of uncertainty that surrounds its financial
performance. Even Conservative authorities with a strong commitment to
competitive tendering, such as the London Borough of Westminster have expressed
concern about Taylorplan's ability to fulfil its obligations. In 1988 it was put to the
Council that:

“The City Treasurer has reservations over accepting Taylorplan's
tender .... a greater than usual degree of risk exists".
(PSPRU, 1992 b)

The Company has pulled out of two school cleaning contracts, in Suffolk when
adequate resourcing of the contract led to unprofitability, and in Warwickshire when
only 50 of the 350 cleaners required for the work could be recruited. They have still
won, and are operating, 13 other local authority contracts (see Table 28) and have

around 20 NHS contracts.
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Company | Contracts | % of % of Average | % of % of
won contracts contracts value in | contracts by | contracts
won won by £ value privatised by
Service private ) value
companies

Building | Taylorplan | 8 12 28 175,751 | 0.5 34
Cleaning | Cleaning
Building | Taylorplan | 3 04 1.0 165932 | 0.2 13
Cleaning | Services
Table 28: lorplan' 1 Gov. Buildi i n - April 1

Source: LGMB, 1992. Note: Refer to Table 7

The Workforce

Taylorplan is not determindly hostile to trade unions and has granted recognition on

several contracts, although they do prefer to keep the workforce informed through:

“informal meetings, company newsletters and training sessions”

(TUSIU, N.D.)

The Company also has a history of paying low wages and providing poor conditions.

In Warwickshire the offer of £2.80 per hour to cleaning staff led to the recruitment

problems mentioned above, and to the firms withdrawal from the contract three days

before it was due to commence.
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Contracting Union Job Rate of Pay | Hours Sickness | Annual Pension
Authority Recognition ~ | Losses Benefit Leave Scheme
London Borough | No No £3.50 Hours Statutory | None No
of Kingston figures reduced | scheme
Upon Thames
1991
Mid Glamorgan | Under 1600 Range £3- Reduced | None 2 weeks No
County Council | consideration | reduced | 3.15. DSO | by 16%
1992 10 1200 | planned Avg.
£3.20 121
Hounslow DH A | Yes 232 £296ph Reduced | 5 days 12 days - No
1990 (tender was | by 17% benefit 15 days
3.10) for each after 2
year of years
service

Table 29; nditions of Empl nt on sel lorpl n .

Profile Il iv: Browning Ferris Industries Inc, (BFI) (USA)

BFI is the world's second largest waste disposal company (SCAT, 1990). They are

based in Houston, Texas, USA and have contracts throughout North America and

others in Australia, Hong Kong, Italy, the Netherlands, Spain, the UK, New Zealand

and Venezuela.

The Company was only incorporated in 1970 but expanded rapidly with a series of

acquisitions. Initially concentrating on the more profitable businesses of commercial

and industrial waste collection and disposal, BFI moved into domestic refuse

collection when those markets became exhausted. This also led to international

expansion during the 1980s creating an empire employing 27,000 people in over 625

locations.

The Companys' stated objective is:
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“to provide the highest quality waste collection, transportation,
processing, disposal and related services to both public and private
customers world-wide".

(BFI, 1990)

Financial Performance (Exchange Rate ; April 1991 $1.77 to £1.)

In 1991 BFI had a turnover of $3.18 billion, an increase of 7% on the 1990 figures,
which generated $65.18 million in profits, down 75% on 1990.

By 1991 the Company was suffering from the recession's effect on waste services and
new environmental legislation which forced a special charge of $246.5 million. In
this context, the importance of BFIs foreign interests took on an added significance
and foreign revenues have grown from $260 million in 1989 to over $540 million in

1991.
US Activi

BFI is the second largest waste management company in America but it has only
established that position with the aid of a series of uncompetitive and illegal

practices.

A profile of the Company by the Public Services Division of the US trade union
federation, the AFL - CIO, states that:

"BFI has often failed to comply with the standards laid out in its
contracts and has commonly disregarded government environmental
regulations and business laws in its quest for profit.... BFI leads the
industry in the total number of legal cases with which it is involved".

(quoted in SCAT, 1990)
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BFI gained a strategic early control of the USA's main landfill sites and then used its
monopoly power to stop others opening sites, increase tipping fees and reduce its
own collection charges, by integrating its collection and disposal activities (TUSIU,
1989a). In Toledo, Ohio in 1988 the Company was found guilty of price fixing with
Waste Management Inc. In 1981 they had decided to allocate customers among
themselves; to refrain from competing for the business of each others recognised
customers; to submit uncompetitive or deliberately high quotations to each others
customers; and to raise and maintain prices for waste services in the area. Similar

arrangements were uncovered in Cleveland, Ohio (SCAT, 1990).

The Company claims that these practices are no longer employed but the executive at
the centre of the Ohio case is now on the BFI board, and the Company continues to

find itself in court.

The dubious practices linked with BFI have stretched as far as accusations of links
with organised crime, leading to truck bombings and even murders in the pursuit of
market domination (TUSIU, 1989a). One thing that is not in doubt is the presence
that the Company has achieved in North America, holding 760 municipal contracts in
1991 and operating around 9000 solid waste trucks and vehicles (BFI, 1991).

ternational Expansion

BFIs first overseas interest was its Spanish operation established in 1973. This was
followed by expansion into markets across Europe, Asia, Australasia and South
America. Europe has been at the centre of BFIs international strategy and a major
operator was bought in the Netherlands in 1987, where BFI is now market leader.
This has formed the base for further European development, the Dutch city of

Utrecht being chosen as the home for BFI Europe. The opening of another office in
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Brussels has made it quite clear that the Company intends to be well placed to exploit

the European Single Market to be completed in 1992.

UK Activity and Tact

BFlIs first penetration into the UK waste business came in 1985 with the acquisition
of Wastecare Ltd from Grand Metropolitan. The chief executive of the UK business

stated then that;

"we want to be a significant force in British Industry”
(TUSIU, 1989a)

The Company, now named BFI Wastecare, only had 3 UK contracts at the time but
despite its attempts to expand further into UK municipal refuse collection, has not

made much progress.

BFls most significant action in the run up to the introduction of CCT was the
purchase of a major waste disposal site in Warwickshire in May 1989. The move
mirrors the Company's US strategy of integrating the whole process of waste

management, from collection to disposal and recycling.
Despite its bold claims though, BFI has only won 4 local authority contracts to date

(see Table 30), having adopted a cautious strategy towards tendering in the early

stages. This led to losses in excess of £4 million in the year to September 1990.
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Service Contracts | % of contracts | % of contracts Average % of contracts | % of contracts
won won won by private | valuein £ | by value Pprivatised by
companies value
Refuse 4 1.1 3.7 3,350,000 | 1.5 6.4
Collection

Table 30: BFI Wastecare UK Local Government Cleansing Contractors, April 1992

Source: LGMB, 1992. Note: Refer to Table 7

Its' biggest contract is a joint refuse collection and street cleaning service, worth £5.5
million p.a., with the Royal London Borough of Kensington of Chelsea. There was
no in-house tender and the Company was in fact under cut by its competitor UK
Waste Control. BFI already had a close relationship with the Authority though,

having previously held a contract to provide refuse collection services in Chelsea.

The Workforce

BFI has a history of anti union activities and this practice has been continued in
Britain. The Company does not encourage union membership and makes a point of
resisting recognition. Recognition was achieved by unions in Wandswortﬁ, after a
struggle, but the degree of enthusiasm the Company has for its employees' interests is
better illustrated by the insecurity of their employment and the nature of their terms

and conditions, as illustrated in Table 31.
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Contracting Union Job Rate of Pay Hours Sickness Annual | Pension
Authority Recognition ] Losses Benefit Leave Scheme
London No 38.4% | £137-173pw | 40 Loaders After 13 20 days | After1
Borough of incl. bonus 42 Drivers. weeks 25 after | year
Wandsworth From 35 5 years

1987

RLB of No 20% £146-201 pw | 40 Loaders, After 14 15days | No
Kensington incl. bonus. | 421/ weeks

and Chelsea From £182- Drivers.

1989 234 pw From 35

Solihull No 44.9% | £125 pw 40 Loaders After 13 15days ] No
Metropolitan From £143 42 Drivers weeks

Borough From 35

Council 1986

Table 31: Conditions of Employment on Selected BFI contracts

BFI Wastecare was in fact taken to court for breaking the Fair Wages resolution in

respect of refuse collectors' wages in Wandsworth, and at the time the Companys' QC

stated that:

“there is no purpose in privatisation .... if local authority rates are to

be the comparables”.
(TUISU, 1989a)

In Kensington and Chelsea things got so bad that only around 20% of the Council's
former workforce stayed with the Company, compared to a starting point of around
60%. Even the Conservative council was forced to call for an increase in wages in a

report by the Council's Director of Engineering (SCAT, 1989a).

BFIs commitment to a lowering of workers renumeration is accompanied by an
expectation of a significant intensification of work as illustrated in Table 32 below,
which relates to work schedules on the contract with the RLB of Kensington and

Chelsea.
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Workload Council Employees BFI Employees
Loads to tip per day 3 2
Tonnage per vehicle per day 11 16.5
Number of collections per crew
per week 980 1800
Over time as a percentage of
normal working time 10 5
Bonuses as a percentage of
basic pay 56.5 0
Table 32: iv rkl for Refi 11 1 irectl

B s inthe R ndon Borough of Kensi n and Ch

Profile Il v: Waste Management Inc. (USA)

Background

Waste Management Inc (WMI) is the World's largest waste company (MJ, 7-13 June,
1991). Based in Oak Brook, Hllinois it has contracts throughout the USA and Canada,
Saudi Arabia, South America, Australia, New Zealand and Europe. It offers solid
waste, hazardous waste, environmental technology and energy services both

domestically and internationally.

WMI employs over 62,000 staff and serves over 25 million people around the world
and continues to expand on a global basis, increasingly targeting Europe as its key

developing market.

Financial Performan xch Rate: April 1

In 1990 WMI had a turnover of over $6 billion, earning net profits of over $684
" million, compared to revenues of over $4.4 billion and net profits of over $562

million in 1989.
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These revenues came from five different sources, with North American solid waste
collection and disposal dominant, but with International Services becoming
increasingly important. By 1990, WMIs revenues from foreign sources had risen to

$956.5 million.
US Activi

In an industry which has become big business over the past two decades, Waste
Management Inc. has established itself as market leader by getting into new activities
ahead of its rivals, adapting rapidly to regulatory changes and engaging in anti-
competitive practices. WMI rarely admits that it has infringed legal regulations or
comfnitted environmental violations, but often pays fines in respect of such
allegations. The fines are seen as a cost incurred in running the business. Between
1981 and 1986 WMI paid out $31 million in fines for environmental violations
(SCAT, 1991).

The Company paid $250,000 in 1989 and $100,000 in 1990 to settle price fixing
disputes in Rochester, New York State. They paid $725,000 to settle market
allocation charges against the South Florida subsidiary, and paid out $1 million for
price fixing in Toledo, Ohio in 1987, and they now face further charges of bid
rigging and price fixing in the same area.

Whilst flouting the law in this way the Company has, at the same time, exploited
Federal environmental regulations to expand its market share. As the environmental
rules were tightened, smaller independent operators were forced to upgrade their
services or sell up. Cities which had their own systems for collection and disposal of
refuse were forced to contract services out to the larger operators with the

technology, to satisfy the new regulations (FT, 8-1-91). In the USA new legislation
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has put the future of around 50% of existing landfill sites in jeopardy, whilst WMI
has already ensured that their facilities will be up to standard (MJ, 7-13 June, 1991).

Following this strategy, WMI has built up the largest solid waste operation in North
America, holding contracts with 1500 municipalities, serving over 9 million
households and holding over 840,000 commercial contracts in 1990 (WMI, 1990).
Despite its methods WMI remains a highly respected company (FT, 22-11-91).

Waste Management Inc. has a history of international operations which stretches back
to the mid-1970s. Europe is at the centre of its foreign plans and the Company is
already active in Denmark, Italy, Germany, the Netherlands, Spain, Sweden and the

UK and is looking to expand into France.

Much growth has taken place in the last two years through a series of acquisitions
across the-continent. This has led to a rise in revenues from less than $50 million a

year to almost $1 billion. As the Company's 1989 Annual Report notes:

“Internationally the Company moved strategically in 1989, positioning
itself strongly in Europe. Waste Management Inc. made acquisitions of
both solid waste and hazardous waste businesses, anticipating the
sizeable opportunities we expect to derive from the consolidation of
Europe in 1992".

(WM, 1989)

The Company is also placing itself in anticipation of a wave of environmental
awareness and regulations about to sweep Europe. Whilst initially concentrating on
waste collection and disposal, WMI expects the EC to regulate the industry in the

same way as in the USA, and they are planning to move forward on that basis,
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hoping that this results in the same levels of competitive concentration achieved in

the US market.

In March 1992 the Company confirmed this approach by announcing its plans to sell
20% of its international operations in a share placing aimed at raising £405 million,
to exploit the opportunities expected to come oﬁt of tightened environmental
regulations in Europe. A Chicago based investment adviser has confidence in the

plan, stating in January 1991 that:

"We think .... they're (WMI) well positioned. Europe is the next big
opportunity”.
(FT, 8-1-91)

nd T

WDMIs first interest in Britain was a subsidiary named UK Waste Management Ltd.,
established in 1983 (this firm should not be confused with the NFC plc subsidiary,
Waste Management Ltd). The parent company then decided to concentrate its
interest on continental Europe and no further direct interest was shown in the UK

waste business until 1991,

In February 1991 a joint venture was launched with one of the smaller of the
privatised UK water authorities, Wessex Water, called Wessex Waste Management.
On formation, the Company had £125.5 million worth of funds available. Waste
Management International put in £62.75 million and Wessex Water a similar figure
funded by the sale of 18.14 million new shares to Waste Management, giving them a

14.9% stake in Wessex, which may rise to 20% before the end of the decade.
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Wessex Waste Management aims to get involved in the collection, disposal, treatment
and recycling of waste; the operation of industrial treatment plants; the creation and
operation of landfills and incinerators; and waste to energy conversion schemes. The
Company has been talking to the owners of incinerators throughout the Country and
is aware of their need to update standards in order to meet new regulations and

clearly has the resources to fund such investment.

It seems that Waste Management have joined with Wessex in order to exploit their
political expertise and experience of the British regulatory environment. New
regulations in the waste industry resemble those prevailing in the water industry with

which Wessex is highly familiar.

For Wessex Water the deal provides an opportunity to diversify into a higher margin
activity than its core water business where profits are restricted. The determination to
succeed in waste management is demonstrated by the Company's suggestion that
profits from non regulated activities (i.e. not water) could contribute as much as its

water business, within 6 to 7 years.

Wessex shares WMIs view of the opportunities in the industry, acknowledging the
growing need for expertise, technology and investment, due to the tougher legal
requirements, but is also keen to exploit the opportunities arising from the

Government's CCT legislation.

Waste Management Europe's Managing Director, Mike Collier, has said that he
believes the UK Waste Management industry is ripe for consolidation and will follow
the US pattern, with smaller operations being replaced by larger, more

technologically advanced sites (no doubt run by his Company).
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Wessex Waste Management's operations are to be built up through a combination of
joint ventures, start ups and acquisitions. This strategy resulted in the purchase of
Wimpey Waste, the UKs fifth largest waste company, in October 1991, for £105
million, confirming that the Company's main interest is in the disposal and treatment
of waste, rather than its collection. Indeed Wessex Waste Management had no refuse
collection contracts by the beginning of 1992, although there are plans to move into

this market.

Like its US rival BFI, Waste Management Inc has been no friend of trade unions in
its domestic market. Whether this attitude is to be extended to the UK is at present
uncertain. Having no local authority contracts, it is difficult to speculate on how
Wessex Waste Management will look after its employees in this sector. However,
Wessex Water makes its opposition to any national pay bargaining clear in its 1991

Annual Report, stating that :

"Freeﬁ from national arrangements for determining pay and
conditions, we have made good progress on providing more flexible

employment packages".
(Wessex Water, 1991)
Section 4 : Privatised British Water Authorities

As indicated in the introduction to this Chapter, this category is rather less defined
than the other two, largely due to the fact that the newly privatised water authorities
have preferred to enter the UK cleaning market in partnership with more experienced
operators. In the earlier profiles on Bouygues SA (I vii) é.nd Waste Management Inc.

(IIv), we saw how Southern Water, Welsh Water and Wessex Water had all become
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involved in the cleaning services, reflecting the French pattern, where the main water

companies dominate the entire environmental services market.

Severn Trent is the only one of the British water companies to have entered the waste

management and cleaning market in a major but independent fashion.

Profile II1 i Severn Trent PLC (UK)

ck n

Severn Trent was one of the ten regional Water Authorities of England and Wales
privatised in 1989. It is now one of the one hundred largest UK companies and
claims to be one of the "major water and waste management companies in the world"
(Severn Trent 1991). The Company quickly saw the opportunity to widen its
activities following privatisation and has expanded its interests overseas, into a range
of research and development programmes and into the field of waste management.
Water remains the groups core business, with Severn Trent Water Limited employing

7,182 of the companies 7729 employees in 1991.

Financial Perf

In 1991 Seven Trent had a turnover of £627 million earning pre-tax profits of £249

million, compared to a revenue of £544 million and profits of £130 million in 1990.

Whilst UK water services are the group's main interest, other trading activities had a
turnover of £25.7 million in 1991 rising from only £5.7 million in 1990.
International expansion was reflected in the increase in profits from non-UK

activities from £1.4 million to £11.3 million.
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Cleaning Interests

Severn Trent's 1991 Annual Report States:

"Our purpose is to be a world leader in the water business, to
establish ourselves as a successful international corporation founded
on a strong home water utility base, and to develop a substantial
earnings stream in other appropriate business”.

(Severn Trent, 1991)

The Company sees waste management as one such appropriate business and has
sought to expand into the field ever since it was privatised. In September 1990, a £74
million hostile bid was made for, and a 29.9% interest acquired in, the Caird group, a
major waste management company owning the refuse collection firm Enviroman.
The offer was lapsed in October 1990, following unsatisfactory performance by
Caird, and Severn Trent's stake was sold a year later for about £16 million. The
determination to make a significant entry into the waste business continued though
and resulted in the purchase of the leading UK waste management company, Biffa,
from BET, in May 1991, for £212 million.

Biffa made profits before interest, of £17.8 million in 1990, although this fell to
£49,000 in the year to March 1991. Tumover remains over £100 million and Severn
Trent chairman John Bellak has said the acquisition means that waste management

will account for around 15% of the Group's total turnover (FT 14-5-91).

Severn Trent now faces the dilemma of wanting to operate a substantial unregulated
(non-water) business, having paid an inflated price for Biffa (rumoured estimates
valued the Company nearer to £170 million [FT, 14-5-91}]), whilst the water industry

watch-dog, OFWAT, seeks to ensure the separating of core and non core businesses
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within the privatized water companies. Responding to this requirement Severn Trent

has stated that:

"The money to buy Biffa was raised in the financial markets"
MJ, 14-20 June , 1991)

The purchase of Biffa is the largest move out of the regulated sector made by any of
the UK water companies and gives Severn Trent a broad national spread in wéstc

activities along with overseas interests through Biffa's Belgian operation.
mational Expansion

The similarity of Severn Trent's approach to that of their French rivals, Lyonnaise des
Eaux, Generale des Eaux and Saur, becomes cleafer when considering their
international presence. The Company has won consultancy and operating contracts in
India , the United States, Australia and Europe. Local partners have been found in all
cases and local offices established in the US and throughout Europe, where the
Company has substantial interests in Belgium, and is in talks with German and Italian

local authorities.

Part of the attraction of the Biffa purchase was the Company's interests in Belgium
and transnational partnerships, demonstrating Severn's desire to have a wide ranging
service presence in all its geographic markets. This approach is for more in line with
the French water compahies than with other UK water companies who have been

content with consultancy and management contracts overseas (FT, 22-1-91).
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Severn Trent Waste, the Group's waste management division, is dominated by the
recently purchased Biffa Waste Services. Biffa provides the full range of waste
collection , management and disposal services , including landfill services and higher

margin activities such as chemical waste collection and disposal.

The Company has a wealth of experience in contracting for public sector cleansing
contracts. The Group includes Exclusive Cleansing Services who secured the
privatised cleansing contact in Southend in 1981 against a back drop of bitter trade
union resistance. Biffa used that start to expand its interests and emerged as the clear
market leader in the run up to CCT's introduction, holding 14 contracts at one stage

in the mid-1980's.

The Company has benefited from political goodwill in various Conservative
controlled authorities, with contacts being renewed against no competition in Arun,
North. Norfolk, Chiltern, Southend, East Hampshire, Medina and Vale of White

Horse.

The introduction of competition for other contracts, under the provisions of the CCT
legislation, has affected Biffa's domination of the market. The Company has only
once managed to retain a contract when faced with competition, in South Kestevermn,

and that required Government intervention to overturn the local authority decision.

Biffa is one of the few businesses with waste disposal interests, to be interested in
local authoq'ty waste collection work, which generally has lower profit margins.
Early entry into the market benefited the Company but increasing competition has
threatened its position and this is reflected in BETs willingness to sell, and the

decline in profits to only £49,000 in the last financial year.
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In response to the more difficult conditions created by CCT, the Company has tended
to concentrate on small Conservative authorities, presumably more sympathetic to
private operators. They have also argued for much longer term contracts over a ten

or twenty year period, which might "engender a better feeling of partnership”.

It is not clear whether the Company will continue with the same approach now that it
is under Severn Trent control. It is likely that with a new sense of direction Biffa
will become more aggressive in its tendering approach, widening its national and
international presence in line with Severn Trent's objectives. It is also likely that the
Company will be encouraged to improve its quality and services in return for higher
prices from ité customers in an attempt to improve the business' profit margins. This
would be consistent with the groups overall approach, as outlined in the Annual
Report for 1991, but is highly dependent upon the level and nature of competition in

the market as a whole.

Service Contracts % of % of Average % of % of
won contracts contracts value in contracts contracts
won won by pounds by value privatised

private by value
companies

Refuse 17 4.6 15.9 631,811 22 9.4

collection

Table 33: Biffas UK Local Government Contracts - April 1992

Source : LGMB, 1992 Note: Refer to Table 7
The Workforce
Employment with Biffa is generally characterised by a sense of insecurity generated

by the heavy job losses imposed when the Company wins local government contracts.

Biffa has also tended to be very anti - union in attitude, rarely agreeing to talk with
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trade unions or grant recognition.

statement in Chorley that:

This position is illustrated by the Company's

"It is not our intention to enter into any form of recognition agreement
with NUPE either now or in the future.

(PSPRU ,1990a)

Whether this attitude changes under the Company's new ownership is not yet clear

but a fuller picture of Biffa's employment record to date is provided in the summary

of terms and conditions provided in Table 34 below.

Contracting | Union Job Rate of Pay | Hours Sickness | Annual Pension
Authority Recognition | Losses Benefit Leave Scheme
Carlisle No 33% Similar Loaders None in 15 days Serps
City 40 first year | after 1 based
Council Drivers year 20
1989 45 after §
years

East No Reduced | Loaders As above | None in Asabove | No
Hampshire to 33 £145. and no first year
District men Drivers job and or for
Council £170 per finish first 4
1989 week days
North No. 20% Slightly Asabove | Nonein | Asabove | No
Norfolk TGWU more basic | with 20% | first year
1589 members on but bonus higher

Refuse was cut work rate

contract
Forest of No 33% No Loaders As above | Asabove | No
Dean information | 40
District Drivers
Council 45
1989
Table 34: f employment on Biff:
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Section 5 : Other Major Contractors

Other important players in the UK local government cleansing industry include:

1. Attwoods plc, an American and UK waste management company, heavily
backed by the Canadian waste services operator, Laidlaw, which holds around
30% of the shares. The Company trades in the UK through its subsidiaries,
Drinkwater Sabey and Taskmasters Cleaning Services, who between them

hold 10 street cleaning and 3 refuse collection contracts.

2. Cleanaway, a joint venture between GKN and the Australian conglomerate,
Brambles Industries. The firm has concentrated on waste disposal and
operates several landfill sites, but it has recently bought the Caird Group's dry
waste collection business, Enviroman, for £5.4 million. This confirms the
Company's desire to expand into the UK local authority domestic cleansing

market and leaves them with 3 small refuse collection contracts.
In Building Cleaning:

1. RCO and the Davis Group companies, Sunlight and Pall Mall, are major
contract cleaning and support service companies in the private sector, with
substantial public sector interests, particularly in the Health Service, and can
be expected to make a more concerted attempt to win local government
contracts in the future. RCO already earns more than half its income in the

public sector.
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2. Securiguard operates in the Health Service and local government through its
subsidiaries Mediguard and Academy Cleaning Services, which has ten local

government cleaning contracts.

3. Another company to look out for is Serco, which is targeting local
government and Health Service ancillary contracts in a big way, declaring an
interest in the entire range of local authority activities being subjected to

CCT.

Section 6: Whose Tendering in Scotland?

In general, private contractors have been far less active and successful in Scotland
than elsewhere in the UK, winning less than 10% of all contracts subjected to

tendering in CCT's first three phases.

Contracts that were wori, tended to go to smaller operators than those dominating in
England and Wales, reflecting the size of the contracts themselves. Of the eight
refuse collection contracts going to private operators in the first three phases, seven
were contracts with Orkney Regional Council and each one of these went to a

different firm.

The other refuse contract went to L & C Wastetech Ltd, who have since been taken
over by Onyx UK, owned by the French giant CGE. This leaves Onyx as the only
one of the major contractors to have a contract in Scotland, although several others
have been indicating a strong interest. Sitaclean Technology had bid for 6 refuse
collection and street.cleaning contracts by the end of March 1991, L&C Wastetech
for 4. Inital, the cleaning arm of BET tendered for 8 building cleaning contracts and

the Scottish branch of OCS for 3.
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The only major Scottish contracts to go to a private firm in the cleaning services were
2 of Strathclyde Regional Councils 12 building cleaning contracts and Fife Regional
Council's major building cleaning contract, which were won by Southdown Cleaning
and Maintenance. Southdown had no history of local government work and had a

turnover of only £410,000 in the year prior to bidding.

Following Southdown's victory in Strathclyde, 1400 cleaners were made redundant
and wages were cut from £2.60 to £2.25 an hour. Holiday pay and sick pay were
scrapped, hours cut and 14 cleaners were sacked for challenging the deterioration in

working conditions.

The multinationals continue to show an interest in the Scottish market and are now
targeting their bids more effectively. Onyx UK came extremely close to winning
Edinburgh's refuse collection contract and FOCSA did win the refuse collection and
street cleaning contract in Perth and Kinross but had to withdraw three days before
the contract began, as the Company had under resourced its tender. FOCSA also
came close on the Glasgow City Council refuse collection contract, the largest single
contract put out by any authority in the UK. That particular contract was also of
significance since it saw Sitaclean Technology involve itself in a joint venture with
Lilley Ventures, a local firm which came close to winning the Council's street
cleaning contract several months earlier. It will be surprising if the major private
contractors do not make significant gains in Scotland during the second round of

tendering.
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The European Context

143



Chapter 5: The European Context

Section 1: The Single European Market.

By the first of January 1993, the European Community (EC) aims to have removed
the remaining physical, technical and fiscal barriers to trade in goods and services
between its member states. This objective is dependent upon agreement being
reached on a long list of 'directives' proposed by the EC's bureauaracy, the European
Commision. The programme stems from a decision, made in 1985, by EC heads of
government, to step up the movement towards a single European Market. This was,
after all, the idea that originally inspired the Treaty of Rome from which the EC
emerged (see Cecchini, 1988; Lambert, 1988; and Palmer, 1989).

The Role of Multinational companies

The policy emerged from a tangle of political and indﬁstrial interests which largely
bypassed debate and criticism over everything but the technicalities of
implementation.  Jacques Delors, the President of the Commision, and other
'Eurocrats' were in need of a theme around which to mobilise support for an
expansion of European authority. This came from Europes major industrialists who
had already benefitted from the EC's development. Over the last twenty years the top
one hundred European companies have increased their share of the EC's Gross
Domestic Product (GDP) from one fifth to one third (TICL, 1988). They now
realised the need to take advantage of having the largest home market in the world if
they were to compete effectively with Multinaltionals from the US and Japan. To do
this, the restrictions created by national boundries and associated technical differences
within the EC would have to go. These desires were articulated informally and
through semi-formal bodies such as the Round Table of European Industrialists and
had a considerable impact on the content of proposals and the member states'

commitment to them (Duning & Robson, 1988; Lambert, 1988; IRIM, 1985).
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There seems little doubt that the inspiration behind the moves towards a single
market is the defence of European capital's profitability, with only limited attention
being paid to the interests of labour and the wider social consquences of the plan. As

the Conservative MEP, James Elles, put it:

“In short, 1992 signals that Europe’s time has come and those who are
aware of the potential this represents will be tommorrows winners. By
the narural laws of competition when markets are opened up, there
will be both winners and losers".

(Elles, N D)
The Single Market and the Privatisation of Publi¢ Servi

Barnes, Campbell and Pepper (1989) have argued that open competition in the public
sector is a pre requisite to a-completed internal market. The use of open tendering
arrangements in the public sector sets an example to the private sector and
demonstrates the economic 'benefits' of such a system, as well as providing national
governments with the opportunity to demonstrate their commitment to the European
ideal. This position has clear parallels in the British Government's domestic attempts
to open up the public sector to competitive pressures, leading Padden (1991) to note
that the Pocurement Directives fit into the wider debate about contracting out and

privatisation. As Elles notes:

"It (1992) is ...... confirmation of the major policy line taken by the
British Conservative Government over the past decade for
privatisation and market liberalisation".

(Elles, N D)

It was noted in Chapter 4 that the major multinational cleansing contractors have
already been turning their eyes towards British local government and Health Service

work, made available by the Government's CCT legislation, establishing firm
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operational bases and actively tendering for contracts. This led Len Turner, vice

chair of the Association of London Authorities, to note that:

"1992 and the Single European Market have come early to local
government'.
(Forward to Digings 1989)

Yet the imposition of CCT on British local authorities and the consequent interest of
European contractors in the work made available does not isolate the UK from the

impact of new European public procurement legislation as outlined below.

lic Pr

The liberalisation of European public procurement is part of the programme to create
an interal market by the end of 1992. The EC Commision is keen to see competition
extended to all areas of public procurement if only because it accounts for 15% of
total Community spending (22% in the UK). Despite the size of the market only a
tiny proportion (less than 0.114 per cent of the EC's GDP) of public contracts have
been awarded to companies not based in the country of the public bodies concerned

(Cecchini, 1988), and this led the EC to prioritise the area of reform.

In relation to this aim a draft directive was circulated at the end of 1989 which secks
to extend the Commisions public contracting rules to public services. When
implemented, by late 1993, the Services Directive will affect all the defined activities
presently subject to CCT under the Local Government Act 1988. The Directive was
submitted along with others which are already agreed and which strengthen the rules
on public works and supply contracts, introducing new compliance rules covering
purchasing by public utilities and new rules providing a right of redress for
unsatisfied contractors. The Public Services Directive will be the final part of an EC

jigsaw covering all forms of public contracts for works, supplies and services.
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The Directives lay down proceedures for all contracts above a specified value, in the
case of services 200,000 Ecu, equivatent to about £132,000. Contracts are to be
advertised in the Offical Journal of the EC, technical specifiations are to be laid out
in European standards whenever possible, time limits must be applied to the
submission of tenders, selection rules and proceedures must be specified in advance
and must consider either price alone or a combination of factors which identify the
"most economically advantages” tender, the results of the exercise must be reported
in the Official Journal of the EC, and unsuccessful contractors have an additional

right to know the reasons for their non selection.

The importance of the Directives to British local authorities is brought home by the
fact that these requirements are only triggered where the local authority chooses to
expose services to competition by tender (Cirell & Bennett, 1991). Since this
practice is complusory in the UK it is the Governments CCT legislation which forces

the applications of the EC regulations.
The Im n British Local Governmen

The EC Directives are motivated by very different forces to those which promoted
the British CCT legislation. The Directives seck to eliminate national discrimation
and to open up trade in public sector goods and services, they do not aim to improve
efficiency in local government or to achieve value for money in service provision.

Although the Cecchini report does claim that:

"By not encouraging intra - EC competition ...... the public sector pays
more than if should for the goods it needs and in so doing, supports
sub-optimal enterprises in the community".

(Cecchini, 1988)
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What the EC rules specifically avoid is any compulsion on local authorities to involve
the private sector, even in a 'market testing' capacity, in the provision of their

services. As the Commision puts it:

"Community procurement rules do not interfere with public authorities
decisions as to buying in the market place or satisfying their needs
with their own means".

(European Commision, 1990)

By contrast the UK's CCT legislation challenges the in-house provision of certain
local authority services and the EC Directives ensure that that challenge is not
contained within the local economy. The combined effect is to compel local
authorities to 'test the market' for various services on an EC - wide scale (Pinsent &

Co, 1992).

The Community rules will hit UK local authorities harder than those in other parts of
Europe. As CCT is unique to Britain only British local authorities will automatically
face the new regulations as they do not have the option of keeping services in-house
without facing competition first. Additionally, as UK local authorities tend to be
larger than on the continent, France has around 36,000 compared with under 500 in
the UK, the contracts they submit for tendering will be longer and will consequen.tly
exceed the Community threshold more often and will tend to be more attractive to

contractors interested in cross border tendering.

The thresholds for triggering the application of the new public pocurement rules are
an additional problem. As the sum of ECU 200,000 refers to the total value of a
contract and not annual value as in the diminimus provisions of the Local
Government Act 1988, a six year building cleaning contract with an annual value of
only £22,000 would be subject to the Commissions proceedures. In effect this leaves

virtually no contract unaffected. Futhermore, the size of local authority DSOs in
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Britain means that their own purchasing might well be subject to the regulations,

imposing added administrative burdens on the DSO and authorities concerned.

In general, it is felt by UK authorities that the Directives will bring few benefits, but
will be time consuming and costly to implement, particulary as the thresholds and
time limits do not correspond with the UK's domestic regulations, generating further
confusion and delays (AMA, 1991). It is a widely held belief that the provisions of
the Directives will not attract new waves of contractors in any case (Padden, 1990).
One authority has already placed over eighty notices advertising supply contracts in

the Official Journal without receiving a single positive response (Burton, 1991a).

There are two areas where local autorities and trade unions have had some hope that
the EC regulations might weaken the provisions of the 1988 Local Government Act.
The draft Services Directive specifies that a contract must be awarded either to the
lowest priced tender or to the tender which is most economically advantageous on the
basis of quality, technical merit, aesthetic and functional charcheristics,technical
assistance and service, delivery date, delivery period or period of completion and
price. However, opting for the 'most economically advantageous' altternative under
the EC rules may not prové re conciliable with the factors specified in the

Covernment CCT Circulars which are more strongly worded:

"The Secretary of State believes that a decision to reject a lower bid in
Javour of the DSO will be consistent with the duty of the authority to
avoid restriction, distortion or prevention of competition only if it can
be shown that there were sound reasons to justify rejection of the
lower tender”.

(DOE, 1991)

The DOE regard the CCT legislation as placing extra constraints over and above, but
not in conflict with, the Community rules (Pinsent & Co, 1992) but the introduction

of the ECs criteria for the 'most economically advantageous tender’ could undermine

149







































































































































































































































































































































































































































































































































































































































































































































