Privatization

Public services

A recent ccpa study shows that public services
make a significant and unparalleled contribu-
tion to Canadians’ standard of living. The study
found that Canadian families benefit from public
services by an average of about $41,000 or 63%
of their income. Even households which earn
between $80,000 and $90,000 a year receive a
benefit from public services that is equivalent to
about half of their income. As one of the study’s
authors, ccpa research associate Hugh McKen-
zie, reminds us, “It’s the best deal we’re ever go-
ing to get.” He calls it Canada’s “quiet bargain.”

In this chapter, as in others, the AFB argues
that strong and effective public services are es-
sential to addressing the historic economic and
environmental challenges that we face. Privati-
zation and contracting-out are neoliberal mech-
anisms designed to undermine that public sec-
tor capacity.

Public services are not under attack because
the private sector can deliver them better, al-
though that is the mantra repeated by market
ideologues. Public Services are under attack pre-
cisely because they are a great deal. Why provide
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them at relatively low cost on a non-profit basis
when there is a potential to make huge profits
from them?

When services and infrastructure are pub-
licly owned and operated, they are more efficient,
less expensive, of higher quality, and more ac-
countable than when they are privatized. Public
control is necessary to ensure that all Canadians
benefit equally. Public services reduce inequality,
promote stability, and promote economic, social,
and environmental security. If unregulated mar-
ket forces and private sector incursion into the
public sector was as effective as its proponents
contend, the public sector would not have been
the called upon to manage and organize every
major challenge of the last 100 years, from the
Great Depression to Second World War mobili-
zation, to post-war reconstruction, to the public
“stimulus” measures provided to mitigate the ef-
fects of the current recession.



Privatization and Private-Public
Partnerships (P3s)

Infrastructure spending

While far from the only form of privatization,
Private-Public Partnerships (P3s) are the form
that is seen as the easiest to get support for from
the public. P3s are multi-decade contracts (usu-
ally 25 or 30 years in length) that include private
sector financing, construction, management, and
ownership or operation of vital public services
or infrastructure. The main supporters of P3s
are investment banks, law firms that organize
P3 constortiums, and governments that hope to
get re-elected by appearing to look like good fis-
cal managers. They are not. P3s result in higher
costs, lower quality, and loss of public control.

Hidden long-term debt

The long-term financial obligations inherent in
P3s are a form of debt which governments try to
hide from the public. Government’s claim that
P3s enable them to build badly needed infrastruc-
ture without incurring more debt. This is untrue.
The latest year-end Public Accounts published
by the B.C. Finance Department, for example,
calculates that government’s contingencies and
contractual obligations to its P3 partners to be
more than $50 billion.> Although technically the
government didn’t have to borrow that money;,
it’s still debt. The taxpayers of B.C. still have to
pay the P3 provider from public revenue.

The key differences are twofold.

First, P3 consortiums have to borrow money
from international investment banks at higher
interest rates than the province or the federal
government; so, over the 25-to-30-year aver-
age span of a P3 contract, it will cost the public
much more than it would have had the govern-
ment borrowed the money directly to finance a
traditional design/build contract.?

Second, by privatizing debt, governments
erode public accountability. The details of pri-
vate sector contracts with government are kept

secret because they become the property of the
contractor, not the public. Citizens are not al-
lowed to view the books of their P3 partner, even
though they are ultimately obligated to pay for
the project. So it is extremely difficult to estimate
how much money contracting-out and privatiza-
tion are actually costing Canadians.

The long term outcomes of privatized, hid-
den long term debt erode future public policy
flexibility. The more P3s that are approved, the
more the public service bargain is undermined
and the more policy options are straightjack-
eted. Future governments will inevitably have
less flrxibility in the provision of public services.

Experience shows that governments ulti-
mately remain accountable to deliver services,
regardless of whether P3 projects or their funders
meet their obligations. Government is obligated
to provide public services. Business is obligated
to make money for its shareholders and its in-
vestors, and, as recent experience has shown,
won'’t hesitate to take quick action, including
bankruptcy and liquidation, to protect some or
all of their investors’ finances.

The public always bears a high degree of risk
from P3s. There are numerous cases every year
where P3s have failed and where the public has
been left holding the bag.*

Federal government support for P3s
The federal government has supported P3s for
over a decade. The current Conservative govern-
ment has boosted that support, largely through
the words and action of federal Finance Minister
Jim Flaherty. Flaherty promised that he would
set up a Federal P3 organization, ppp Canada,
along with funding and policies to encourage
provinces and municipalities to adopt P3 solu-
tions for government infrastructure renewal and
management — and he has done so.

Greg Melchin, chair of ppp Canada, says the
federal government’s support for P3s is a tre-
mendous opportunity for private contractors.
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ppPP Canada intends to reach out to federal de-
partments and lobby for more federal P3 activity.

The Alternate Federal Budget will abolish ppp
Canada and replace it with a Canadian organ-
ization that will transparently plan and support
federal, provincial, and municipal infrastructure
development, and will be motivated by the long-
term interests of all Canadians, not those of a
select group of investors.

Sell-off of government assets
The 2009 Federal Budget re-committed to an
ongoing review of its corporate assets. These in-
clude federal properties which the government
believes could be developed by the private sec-
tor, Crown corporations which the government
believes compete with the private sector, and
other holdings where the government believes
that it competes directly with private enterpris-
es, earns income from a property, or performs a
commercial activity. The criteria for this review
is whether the initial rationale for government
ownership is still relevant to what the Harper
government believes should be its core respon-
sibilities, their market value, their effectiveness,
and the sustainability of their business plans.

Seven government buildings have already
been sold, and there are tentative plans to sell
31 more. Canadian embassy buildings are also
on the list to be sold. Although the government
realized a short-term profit from the sale of the
seven buildings, an Informetrica analysis found
that they were sold for at least $350 million less
than they will actually be worth at the end of
the 25-year lease. This is in addition to the 30%
of capital costs and contract management costs
for which the Canadian public is still responsi-
ble, totalling about $165 million.>

The government has also put its Atomic En-
ergy of Canada Limited (AECL) CANDU reactor
division up or sale to the highest bidder, ensur-
ing the price will be low by publicly calling it a
“sinkhole.”

CANADIAN CENTRE FOR POLICY ALTERNATIVES

The same ideological assumptions that drive
P3s also underscore the sale of federal assets.
Profits generated by the sales are hailed while the
long-term costs for the public are underplayed,
misidentified, and hidden.

Privatization by review: Current
expenditure review processes

All recent federal governments have undertaken
both program and expenditure reviews which
include criteria that eliminate public capacity.
The 2009 federal Budget included the require-
ment for on-going Strategic Reviews. According
to the government, the (very subjective) criteria
for making cuts though this review is whether
programs are achieving their intended results,
are efficiently managed and are aligned with the
priorities of Canadians.

Because the Strategic Review is not done
transparently, however, Canadians have no way
of knowing if the program cuts that are identi-
fied will be in their best interests or not. In the
past the Conservatives have made cuts to impor-
tant areas of environmental enforcement, food
inspection, maintenance for arts, and human
rights-based programs like the Court Challenges
program and the Status of Women. The decision
to cut these programs was entirely arbitrary. In
its 2009 Budget, the Conservative government
used the expenditure review argument to elim-
inate pay equity in the federal public service.

Privatization of regulatory

oversight and enforcement

A poll conducted in the spring of 2009 found
that 90% of Canadians believed the Canadian
government should do much more to protect
the environment and public health and safety.
A large majority (83%) of the respondents be-
lieved that the people who actually inspect and
regulate industries in Canada should work for



government agencies, and not for the industries
being regulated.”

Canadians understand that industry needs to
be able to compete, but they believe that safety
should come before profits. Putting corporations
in charge of public safety is like “putting the fox
in charge of the henhouse.” It’s not a good idea.
In order to protect the public interest, Canadi-
ans expect their government to enforce strong
regulations and standards. Although the Harper
government has said it is committed to provid-
ing increased regulatory oversight, it is instead
systematically reducing and privatizing regula-
tory oversight. This is not what Canadians want.

For example, in the summer of 2008, the
government unveiled a plan to transfer key food
inspection functions to companies and down-
grade the Canadian Food Inspection Agency to
“an oversight role, which would allow industry
to implement food safety control programs and
manage key risks.” Leading food experts say that
the plan is a recipe for disaster.® Although there
are more than 1,000 meat-processing facilities,
and thousands of produce, cheese, and other
food production facilities, the cr1a employs
only about 1,100 food inspectors.® The number
of food safety scientists has also been falling.*

In 1999, rail safety regulations were handed
over to the railway companies to monitor them-
selves through Safety Management Systems (SMS).
Since then, rail accident rates have increased."
Changes to Canada’s air safety regime are fol-
lowing the same pattern.

In 2005, Transport Canada cancelled its air
safety national audit program and handed off
enforcement and investigation to the airline
companies. As long as airline companies have
an SMs program where they record the details
of their self-regulation measures, government
enforcement investigations no longer take place.
An Act to institutionalize this relaxed enforce-
ment system has been working its way slowly
through Parliament.*?

The Auditor-General reported that there are
not enough trained staff to properly monitor air-
line sms reporting.'® Recent studies show that
fewer inspectors, combined with the pressure
that airline companies now feel to keep costs
low, is a recipe for disaster.'*

Contracting-Out, marginal jobs and
temporary staffing agencies

Since the mid-1990s, the government has also
been privatizing both its staffing operations and
growing numbers of its staff. Using temporary
staffing agencies, the government is increas-
ingly depending on a marginalized temporary
workforce. At the same time, it is sidestepping
legislated obligations around official languages
and equitable hiring practices, sending a mes-
sage to thousands of potential new public sector
recruits that they are regarded as nothing more
than replaceable parts of a machine, deserving
no expectation of job security or career advance-
ment.*> Workers don’t benefit from contracting-
out. They receive less pay and benefits, if any at all.

We estimate that in 2009—10 the government
plans to spend as much as 11.3 billion for contract-
ed-out work and services.*® Almost $7.9 billion is
earmarked for professional and special services
alone. Last year, departments and agencies spent
$7.5 billion on professional and special services,
mostly in the National Capital Region. This in-
cludes both multinational consulting firms like
Deloitte, cGI1, and 1BM, as well as over 100 temp
help agencies and over 200 IT firms."”

The privatization of Internet technology sup-
port services is especially severe. An examina-
tion of federal public sector computer services
outsourcing in the summer of 2009 showed that
“The value of contracts signed for CS outsourc-
ing has risen dramatically from $250 million a
year in 2005—06 up 93% to $4.82 million only
three years later. Actual spending on contracts
has also jumped substantially from a lower pla-
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teau of $520 million before 2006 to a new higher
plateau of $700 million afterwards.”®

AFB budget actions

The AFB is committed to upholding Canada’s
“quiet bargain” between its citizens and its pub-
lic services. The following steps will help restore
balance to that bargain, and ensure that Cana-
dians continue to receive the “best deal they are
ever going to get.”

1. ppP Canada, the Crown corporation cre-
ated to promote P3s in the municipal, provin-
cial and federal sectors, will be converted into
a Public Assets Office which will:

+ be dedicated to assisting in the
creation of good green jobs, training
and infrastructure, and immediately
stop forcing municipalities, provinces,
and territories to use P3s for their
infrastructure projects;

» have a governance structure which reflects
the diversity of the Canadian public and
is accountable to the public through
Parliament; and

» work internally with departments and
agencies and externally with other levels
of government to examine infrastructure
priorities, green infrastructure practices,
and comprehensive investment strategies;
and

.

immediately cancel all planned federal P3
projects.

2. A transparent Program Review Process
will be set up that will:

« explore how programs can be improved
to reduce poverty, create good green jobs,
training and infrastructure, and support
enforceable regulations that protect people;

» examine the costs of program
improvements and recommend the
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amount and kind of tax and other revenue
collection initiatives and changes that
might be undertaken to meet the identified
need;

*

seriously examine the staffing, training
and retention strategies required to meet
program goals;

-

examine the growing costs for federal
government contracting-out and compare
them to the costs of public delivery;

*

ensure that Canadian workers employed by
the federal government are treated equally,
and that temporary staffing agencies are
used only for short-term unanticipated
work;

*

enact legislation similar or superior to
recent Ontario legislation so as to protect
all temporary workers employed by the
federal government;

.

ensure that the budgetary process is
transparent, accountable, and democratic,
and that the Auditor-General, the
Parliamentary Budget Officer, and

the people of Canada understand the
relationship between the programs that are
wanted and needed and the revenues that
the government receives; and

-

implement full-cost-accrual accounting
through the federal government estimates
and procurement process that will reflect
the value of government assets on public
books and the long-term costs of leasing
properties to show the actual deficit.

It is anticipated that a review of existing
contracting-out practices will result in gener-
ating significant future savings, as well as more
accountable and citizen-centred public serv-
ices. Those savings can then be redirected into
programs and projects that are in the broader
public interest.

3. The AFB supports strong public regulatory
oversight and enforcement. To that end, it will:



« review Canada’s regulatory regime and
ensure that it protects the interests
of Canadians and adheres to the
precautionary principle; and

« ensure that human and support
resources are in place for pro-active and
precautionary monitoring and enforcement
of federal regulations by public officials.
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