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Is the European Commission preparing a
new privatisation push?

NOVEMBER 13TH 2017 | THE POWER OF LOBBIES

Concerns have been aroused that a new wave of privatisation could be prepared
after the European Commission asked KPMG to study the “operational and fiscal
challenges” which state-owned enterprises place on the public purse. The contract,

due to conclude at the end of this month, raises many questions.

[LXTITAS countries had EU
‘recommendations’ on
state-owned firms or

DEEFNE ¢

The Directorate General for Economic and Financial Affairs has awarded a contract worth
€800,000 to global accountancy and consultancy firm KPMG to study state-owned enterprises
across EU member states, including to encourage “the adoption of best practices regarding the
management (including the restructuring and/or privatisation)...”. But this contract, due to
conclude at the end of this month, raises many questions. Will this project reinforce the myth
that the private sector is more efficient and therefore better at running public services than
the public sector, a myth which is held by some at the top of the EU? Will the EU use this
project to ‘recommend’ further structural reforms or privatisation processes on EU member

states? And is this study even compatible with the EU’s duty to remain neutral when it comes
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to the ownership of assets, as set out in the EU Treaty?

The contract

In November 2016 the European Commission's DG Economic and Financial Affairs (DG
ECFIN), awarded [http://ted.europa.eu/udl?uri=TED:NOTICE:440766-2016:TEXT:EN:HTML]

KPMG Advisory SPA (the consultancy giant’s Italian arm) and the Universita Commerciale

Luigi Bocconi a contract worth €800,000 to “provide an overview of assets (including State-
owned enterprises) owned by the public sector in the EU 28 and encourage the adoption of
best practices regarding the management (including the restructuring and/or privatisation) of
the portfolio of assets, with the aim of improving the sustainability of public finances and

market functioning in the European Union”.

This contract rings alarm bells for various reasons. KPMG and its university partner have been

asked to provide [https://ec.europa.eu/info/sites/info/files

/state_asset_management_tender_specification_2016_ecfin_en.pdf] overviews of state-owned

enterprises (SOEs) in the EU’s 28 member states including on equity, governance models,
investment strategies, and to look at various aspects including “profitability prospects”. It is
also asked to provide case studies and draw out the “key challenges” per country for its SOEs.
There are one-off references to the quality of services and users’ prices which the consultants
should include within the case studies, but otherwise the focus is on mapping the “operational

and fiscal challenges” which SOEs place on the public purse.

The awarding of the contract to a partnership which includes KPMG is a red flag. KPMG, one

of the so-called ‘Big Four’ [http://www.accountingverse.com/articles/big-4-accounting-

firms.html] , provides taxation, accountancy, and audit services to businesses and individuals

around the world. It also regularly advises governments on ‘reform’ or ‘restructuring’ (words
which are sometimes code for privatisation of public services), for example in water

[https://www.globalwaterintel.com/company/kpmg] , finance

[https://www.globalcustodian.com/Market-Infrastructure/KPMG-To-Advise-On-Slovakia-CSD-

Privatisation/] , and other government assets [https://www.ft.com/content/brea82ec-

bc72-11e6-8b45-b8b81ddsdo8o] ). Meanwhile, via its professional services teams, it is also well-

positioned to profit after a privatisation when new market opportunities

[https://www.theguardian.com/society/2015/may/o2/nhs-land-grab-private-firms-health-

privatisation-fears] are created.

scandal’ [https://www.ft.com/content/adfbidac-bfof-11e7-b8a3-38a6e068f464] in South Africa.

The scandal - which has already led to the collapse of the UK public relations firm Bell

Pottinger [https://www.theguardian.com/media/2017/sep/12/bell-pottinger-goes-into-

administration] - included questions over the awarding of big state contracts to Gupta family

businesses. KPMG’s South African arm audited [https://www.ft.com/content/c5256909e-
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abas-11e7-abs5-27219df83c97] Gupta accounts for 15 years and a September 2017 statement

[http://www.savesouthafrica.net/documents/press-releases/2017/kpmg-could-be-the-next-bell-

pottinger.pdf] on the website of campaign group Save South Africa said “KPMG risks

becoming the Bell Pottinger of the auditing profession”. KPMG’s South African leadership

team has since resigned [http://www.independent.co.uk/news/business/news/kpmg-south-

africa-gupta-scandal-senior-leaders-resign-auditor-government-contracts-trevor-hoole-

a7948286.html] and the firm admitted [https://home.kpmg.com/xx/en/home/media/press-

releases/2017/09/statement-from-john-veihmeyer-chairman-kpmg-international.html] that its

South African arm “made serious mistakes and errors of judgement”.

KPMG’s partner, the Universita Commerciale Luigi Bocconi, says [https://www.unibocconi.eu

/wps/wcm/connect/Bocconi/SitoPubblico_EN/Navigation+Tree/Home/About+Us

/Mission+and+Governance/History+and+Mission/] it stands for “liberalism, pluralism, and

social and economic progress”. It is a private university with “close relations with major

corporations and international agencies, as well as their managers and officials”.

Under the terms of its contract agreed in November 2016, KPMG and the University must
produce progress reports for the Commission every three weeks, and parts of the research in
the project should have already been completed. Corporate Europe Observatory has asked the

Commission to see these reports but was refused [https://www.asktheeu.org/en/request

/2016s_242_440766] on the grounds that they “may have a bearing on decisions which have

not yet been taken by the Commission”. It’s not absolutely clear what those decisions might
be, but it seems a fair bet that the 2018 European Semester cycle - in which the Commission
makes 'recommendations' to member states about how to structure their economies - could

be a focus.

Why does ownership matter?

There are many reasons why ownership matters, especially when it comes to public services
provision. Privatisation of health services, for example, may extract profits for shareholders by
lowering working conditions, providing worse pay, or reducing staff levels, all of which
negatively impact on safety and quality of care. Privatisation can also foster greater health
inequality as for-profit providers ‘cherry-pick’ lower-risk and higher-paying patients, whilst
higher-risk and poorer patients, or those needing emergency care, remain reliant on increasingly
under-resourced (as a result of privatisation) public health service provision. Privatisation also
undermines democratic accountability of how services are provided. This is not to say that
public services provided by public bodies are always perfect, but as documented below, public

ownership offers more tools to drive up improvements.

Corporate Europe Observatory has recently reported [https://corporateeurope.org/power-lobbies

/2017/06/creeping-privatisation-healthcare] on the creeping agenda of privatisation in the

healthcare sector, as pushed at the EU and member state levels. Privatisation channels mapped
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in the report include: trade deals such as CETA and TTIP; the marketisation of health services
which increasingly sees them through the prism of economics; public-private partnerships which
enable private finance to get a foothold in public services; and the Economic Governance

agenda, including the European Semester’s economic policy ‘recommendations’.

The European Semester: keeping an eye on member state economies

The KPMG / Bocconi contract needs to be seen in the context of the European Semester

[https://ec.europa.eu/info/strategy/european-semester/framework/european-semester-why-and-

how_en] process. Seemingly dull and non-political, in fact the European Semester is an
important and highly controversial process whereby the Commission undertakes surveillance
of the budget and economy of each of the EU's 28 member states. It provides economic and
political “recommendations” to each member state, which are subsequently either tweaked or
simply endorsed by the Council, and then passed on to the country in question. If these are
ignored the member state may face sanctions. In other words, unelected EU officials draft
proposals to tell elected governments how to run their economy. If a member state is in
persistent breach of the rules on budgetary austerity (a maximum three per cent deficit is

allowed [https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-

coordination/eu-economic-governance-monitoring-prevention-correction/stability-and-

growth-pact/corrective-arm-excessive-deficit-procedure/excessive-deficit-procedures-

overview_en] ), and the Commission is considering if sanctions should be applied, then the

member states’ record under the Semester can be the determining factor.

And things might get even tougher in the future. The high-profile 2015 report *

[https://ec.europa.eu/commission/sites/beta-political/files/5-presidents-report_en.pdf]

Completing Europe’s Economic and Monetary Union [https://ec.europa.eu/commission/sites

/beta-political/files/5-presidents-report_en.pdf] ’ [https://ec.europa.eu/commission/sites/beta-

political/files/5-presidents-report_en.pdf] - also known as the ‘The Five Presidents’ report’

[https://www.google.co.uk/url?sa=t&rct=j&q=&esrc=s&source=web&cd=4&cad=rja&uact=8&
ved=0ahUKEwjD-sPe1qzXAhUpB8AKHTr3CvsQFgg6MAM&url=https%3A%2F

%2Fec.europa.eu%2Fcommission%2Fpublications%2Ffive-presidents-report-completing-

europes-economic-and-monetary-union_en&usg=AOvVawoZzkGflOUdvVnH2]K-wZUt] because

it was endorsed by Commission President Juncker, European Council President Tusk, and
other heads of EU institutions - indicated that processes such as the European Semester
which aim to create pan-European “convergence” of economic policies should become “more

binding”.

The European Semester process was one of the EU’s responses to the 2007-08 financial crisis

and is part of its economic governance [https://corporateeurope.org/eu-crisis/2014/02

/punishing-victims-beginners-guide-eu-and-crisis] agenda, which has too often been a by-word
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for neo-liberalism and austerity, including privatisation. Investigative journalism team

InvestigateEurope recently documented [http://www.investigate-europe.eu/en/publico-

portugal-how-precariousness-made-the-eu-change-its-speech-on-labour/] how the post-crisis

reforms advocated (and in some cases demanded) by DG ECFIN, alongside the European
Central Bank and other international actors, have deregulated the labour market in some
member states, undermined both trade unions and collective bargaining, and led to greater
job precarity due to more use of shorter, temporary work contracts. If workers’ spending

power is reduced, that has a negative effect on the overall economy.

Privatisation and the efficiency myth

Reform of SOEs has been a pre-occupation of EU policy-makers for quite some time,
particularly since the financial crisis. The Lithuanian Presidency of the European Council

hosted a Competitiveness Council discussion [http://www.eu2013.lt/en/events/political-

meetings/informalmeetingsofministers/informal-competitiveness-council-industry-internal-

market-and-enterprise] on SOEs and their contribution to “growth and competitiveness” in

July 2013. The background paper [http://static.eu2013.lt/uploads/documents/Programos

/Discussion%2o0documents/Background%2onote_State-Owned%20Enterprises.pdf]

accompanying that discussion includes the line: “In terms of productivity, there is evidence
suggesting that SOEs perform considerably less well than private companies.” This reflects a
belief, widely held by EU policy-makers, that the private sector out-performs the public sector

when it comes to efficiency. But is it true?

“There is no empirical evidence that the private sector is intrinsically more efficient than

the public sector.”

That is the striking conclusion of a comprehensive review [http://www.epsu.org/article/report-

challenges-assumptions-private-sector-efficiency] of hundreds of studies covering all forms of

privatisation across many different sectors, conducted by the Public Services International
Research Unit (PSIRU) [http://www.psiru.org/] on behalf of EPSU, the European Public Sector

Union [http://www.epsu.org/] . Looking at nine sectors (buses, electricity, health, ports and

airports, prisons, railways, telecom, waste management and water) the report challenged the
assumption that privatisation or public-private partnerships (PPPs) can always deliver a given
level of service with lower input costs than the public sector. Explanations which explode the
myth include the higher costs of private sector investment (because of the need to extract
profits for shareholders and exposure to higher interest rates than governments can secure)
and conflating private sector cost-cutting with efficiency which are not the same thing. For
example, making workers redundant may reduce direct costs for an organisation but creates

new costs elsewhere, such as the need for increased welfare spending. Lower wages reduce
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individuals’ spending power and have a negative effect on the wider economy.

Despite these findings, the privatisation efficiency myth appears to still hold sway among

some elite EU circles.

Re-municipalisation not privatisation

In recent years an exciting trend has been sweeping though public services across the world.
From New Delhi to Barcelona, from Argentina to Germany, thousands of politicians, public
officials, workers, unions, and social movements have been turning back the tide of
privatisation and revitalising publicly-owned services. This has most commonly occurred at the

local level; recent research by the Transnational Institute (TNI) [https://www.tni.org

/en/publication/reclaiming-public-services] shows that there have been at least 835 examples of

(re)municipalisation of public services worldwide since 2000, across 45 countries. Sometimes
this is in response to a privatisation or a proposed sell-off; other times re-municipalisation was
driven by the need to improve public services to address people’s basic needs and to respond to
environmental challenges. As Eloi Badia, the Barcelona Councillor for Presidency, Water and

Energy sa [https://weownit.org.uk/blog/worldwide-how-cities-and-citizens-are-turning-back-

privatisation] ys [https://weownit.org.uk/blog/worldwide-how-cities-and-citizens-are-turning-

back-privatisation] :

“It is important to demystify the process of privatisation that has been launched in recent
years by several governments, because it’s a model that has not proved its efficiency, failing

to offer a better service or a better price.”

DG ECFIN: ideological blinkers?

Prior to the issuing of the tender for the study on SOEs (eventually won by KPMG and
Bocconi), in October 2015 the EU’s Economic Policy Committee (EPC) held a review of two
DG ECFIN studies on SOEs in the energy and railway sectors (apparently written

[https://ec.europa.eu/info/sites/info/files

/state_asset_management_tender_specification_2016_ecfin_en.pdf] by KPMG via a separate

contract), and SOEs in new EU member states. The EPC contributes to the Council’s work of
coordinating the economic policies of member states, and membership includes officials from
each of the EU member states, the Commission, and the European Central Bank. All EPC

minutes are confidential [https://www.asktheeu.org/en/request

/economic_policy_committee_2015_2_2#incoming-12531] and Corporate Europe Observatory

was blocked from receiving the minutes of the discussion which took place in October 2015.

A month later in November 2015, DG ECFIN held a follow-up workshop [http://ec.europa.eu
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/economy_finance/events/2015/20151124-workshop/index_en.htm] on the performance of state-

owned enterprises (SOEs) in member states, including looking at reforming them. The

workshop was web-streamed [https://webcast.ec.europa.eu/workshop-for-soes-reform-lessons-

learnt-from-the-crisis-and-ways-forward] . Introduced by Anne Bucher (then Deputy-Director

General who later left DG ECFIN to chair the Commission’s Regulatory Scrutiny Board

[https://corporateeurope.org/power-lobbies/2016/06/better-regulation-corporate-friendly-

deregulation-disguise] ), she kicked the event off with the curious observation that “normally”

the EU is supposed to be neutral when it comes to the ownership of assets, referring to Treaty
article 345 which says [http://eur-lex.europa.eu/legal-content/EN/TXT
/HTML/?uri=CELEX:12008E345&from=EN] “The Treaties shall in no way prejudice the rules in

Member States governing the system of property ownership”.

However, Bucher went on to tell the audience that

“If you look back at the last five years... you can see that we had in a number of cases
recommendations on SOEs and conditionality on state owned enterprises. In some cases
we had it on privatisation and this was mainly in cases where there were issues of fiscal

sustainability”.

She further pointed out that the 2015 European Semester recommendations included “five
countries with recommendations on governance of SOEs or privatisation” eg. Croatia, Italy,
Portugal, Romania, and Slovenia. (You can check out a summary of the European Semester
‘final recommendations’ for SOEs in these five countries for the period 2013-17 here

[https://corporateeurope.org/sites/default/files

/european_semester_final_recommendations_on_state-owned_enterprises_final.pdf] . In 2017,

Croatia, Italy, Portugal, Slovenia, and Cyprus had such recommendations.)

‘ (L ¥ A5 countries had EU

state-owned firms or
privatisation.

Bucher did not explain how she could justify these recommendations and conditionalities
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considering the aforementioned Treaty article 345. In some countries these recommendations
and conditionalities may reinforce pre-existing national government preferences for

privatisation, but it is not clear that this is always the case.

In the 2015 workshop, DG ECFIN then presented [http://ec.europa.eu/economy_finance/events

/2015/20151124-workshop/index_en.htm] two research projects on state-owned railway and

energy enterprises, and those in new member states, which appear to assess them only on
financial performance.* 1t took an academic in a subsequent presentation to point out that
consumer prices and satisfaction were important criteria to consider, and that SOEs generally

outperformed private companies in those areas when it came to the electricity sector.

It is striking the extent to which Commission staff at the workshop defended its approach of
looking at privatisation through the prism of profitability, and when confronted with the idea,
“Is privatisation the wrong question?”, senior DG ECFIN staff were at pains to argue that it
was the right question, and that social welfare issues such as pricing were better handled via
regulation, rather than ownership structure. This approach is reflected in the tender

[https://ec.europa.eu/info/sites/info/files

/state_asset_management_tender_specification_2016_ecfin_en.pdf] eventually won by KPMG

and Bocconi which places its emphasis firmly on “public finances and market functioning”.

DG ECFIN refused to release the names or organisations of those who attended its 2015

workshop on SOE performance on the grounds [https://www.asktheeu.org/en/request

/economic_policy_committee_2015_2_2#incoming-12531] of “data protection”. When Corporate

Europe Observatory asked DG ECFIN what discussions it had had with corporate lobbyists on

privatisation in EU member states, it told us [https://www.asktheeu.org/en/request

/lobby_meetings_on_state_owned_en#incoming-11538] :

“there have been no meetings of DG ECFIN staff specifically dedicated to privatisation or
possible privatisation of state owned enterprises or assets in one of the 28 Member

States”.

But DG ECFIN also told us [https://www.asktheeu.org/en/request

/lobby_meetings_on_state_owned_en#incoming-11538] that:

“There have been three meetings identified taking place in Romania, with a general topic
of SOE’s economic governance in Romania and the situation of SOEs in the portfolio of
an investment fund in view of a review mission under the 3rd Balance of Payments

financing programme.”

These meetings were with US investment firm Franklin Templeton.
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Romania

The Romanian economy continues to struggle, a decade after the global economic crisis first
hit. As InvestigateEurope has recently reported [https://euobserver.com/social/139515] , labour
law reform, undertaken at the behest of the ‘Troika’ of the EU, IMF and World Bank, and

corporate lobby groups such as the Foreign Investors Council and American Chamber of

Commerce, has left working Romanians on poverty wages.

In the DG ECFIN workshop in November 2015, there was extended discussion about SOEs in

Romania. A presentation [http://ec.europa.eu/economy_finance/events/2015/20151124-

workshop/documents/romania_soes_dg_ecfin_241115_en.pdf] by a World Bank official refers to

“reignite the 1PO [Initial Public Offering of shares ie a sell-off] and privatization agenda” as a

“key factor going forward”.

The online [http://ec.europa.eu/economy_finance/events/2015/20151124-workshop/documents

/agenda_en.pdf] version of the workshop programme lists a staffer from Franklin Templeton

Investments as one of the speakers to discuss Poland and Romania (although in the end this
speaker did not participate). US-based Franklin Templeton is one of the largest investment

funds in the world and it manages Fondul Proprietatea [http://www.franklintempleton.co.uk

/downloadsServlet?docid=igwofm2k] , which was originally set up in 2005 as a fund to

compensate Romanians whose properties had been seized during the Communist regime.

According to a press release [http://www.franklintempleton.co.uk

/downloadsServlet?docid=igwofm2k] , Fondul Proprietatea “invests in Romania’s most

profitable and largest listed companies such as OMV Petrom (the largest oil producer in
Romania), Romgaz (the largest gas producer in the country) and in large unlisted state-

controlled infrastructure assets such as Bucharest Airport and the port of Constanta.”

Since April 2013, the board of Fondul Proprietatea [http://www.fondulproprietatea.ro/about-

fund/fund-overview/board-nominees] has included Mark Gitenstein, the US Ambassador to

Bucharest from 2009 to 2012. Simultaneously, Gitenstein is also a special counsel to major US

lobbying law firm Mayer Brown [http://www.opensecrets.org/search?cof=FORID%3A11&

cx=0100677907462955562473%3Anlldkvojvam&g=Mayer+Brown&type=orgs] . According to his

Mayer Brown profile [https://www.mayerbrown.com/people/Mark-Gitenstein/] , as Ambassador

Gitenstein he “encouraged greater private sector involvement in state-owned enterprises
(SOEs), including the introduction of a corporate governance code for SOEs”. At the time of

his appointment to Mayer Brown, Gitenstein himself said [https://www.mayerbrown.com

/Mark-Gitenstein-Rejoins-Firm/] : “Commercial opportunities abound in Romania and

throughout Central and Eastern Europe, and my experience and contacts in the region can

help clients capitalize on them.”

DG ECFIN staff met with Franklin Templeton three times [https://www.asktheeu.org
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/en/request/lobby_meetings_on_state_owned_en#incoming-11538] in 2015 to discuss Romanian

SOEs in the context of Romania’s post-crash bailout programme [https://ec.europa.eu

/info/business-economy-euro/economic-and-fiscal-policy-coordination/eu-financial-assistance

/which-eu-countries-have-received-assistance/financial-assistance-romania] . We don’t know

who DG ECFIN met from Franklin Templeton nor what was said as no minutes

[https://www.asktheeu.org/en/request/lobby_meetings_on_state_owned_en#incoming-11538]

of these meetings were made. While Franklin Templeton surely has insights into the
Romanian economy and the economic performance of SOEs, it is likely that those insights are
from a narrow corporate perspective. Afterall, Franklin Templeton is a lobbying organisation.

It is listed in the EU's lobby transparency register [https://lobbyfacts.eu/representative

/eedoo1brgd274394a46cbaf7b746f28c/franklin-resources-inc] as holding three European

Parliament access passes and in 2015-16, it declared having spent €100,000 - €199,999 on
lobbying. Should DG ECFIN really have met this investment fund three times in less than six

months?

Next steps for KPMG study

The KPMG / Bocconi project will be completed by the end of November 2017 and the
Commission has told Corporate Europe Observatory [https://www.asktheeu.org/en/request

/4374/response/13829/attach
/3/Access%20to%20info%20June%202017%20MB%20ares%202017%203296875.pdf] that the final

report will be made public. Meanwhile, in 2017, at least five countries had European Semester

final recommendations involving SOEs [http://corporateeurope.org/sites/default/files

/european_semester_final_recommendations_on_state-owned_enterprises_final.pdf] ,

including some which included divestment or privatisation: Croatia, Italy, Portugal, Slovenia,

and Cyprus.

In September 2017, MEP Molly Scott Cato [http://www.europarl.europa.eu/meps/en/124942

/mep_home.html] asked a written question [http://www.europarl.europa.eu/sides
/getDoc.do?pubRef=-//EP//TEXT+WQ+E-2017-005758+0+DOC+XML+Vo//EN&language=en] to

the Commission which illustrates some of the concerns which are raised by DG ECFIN's

contract, but at the time of writing, it had not been answered.
Corporate Europe Observatory’s concerns include:

= How can a commissioned study to “provide an overview of assets (including state-owned
enterprises) owned by the public sector in the 28 member states and [to] encourage the
adoption of best practices regarding the management (including the restructuring and/or
privatisation)...” be compatible with TFEU 345 which says [http://eur-lex.europa.eu/legal-
content/EN/TXT/HTML/?uri=CELEX:12008E345&from=EN] that “The Treaties shall in no

way prejudice the rules in Member States governing the system of property ownership”?
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= Can European Semester recommendations which promote privatisation really be compatible

with the Treaty’s neutrality on property ownership?

= Should there not be an equivalent study which maps the assets of major private sector
companies across EU member states? There could be many benefits of this kind of study,
not least in the context of corporate tax avoidance, where public authorities should be

reclaiming unpaid taxes.

We will carefully scrutinise KPMG’s report, and the 2018 European Semester process, for any

indications that DG ECFIN is spearheading a new privatisation push.

* Following the 2015 seminar, the Commission published a report [https://ec.europa.eu

/info/sites/info/files/file_import/ipo31_en_2.pdf] 'State-Owned Enterprises in the EU: Lessons

Learnt and Ways Forward in a Post-Crisis Context". This pulls together the DG ECFIN studies

as well as some country-level case studies.
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