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Since the collapse of the Northern Rock bank in autumn 2007, it has become increasingly clear that the global “credit crunch” will have a profound impact on the UK economy. This Fact Sheet looks at how public services may be affected. In particular it highlights the way in which privatisation has left our public services more exposed to economic risk.

BACKGROUND – THE “CREDIT CRUNCH”
The credit crunch was triggered by the collapse of the sub-prime mortgage market in the US in 2007, but has revealed problems throughout the global financial system, with a number of major institutions going bust or requiring significant government intervention to maintain them. This instability has made institutions more wary of hidden risks and so more reluctant to lend money, with the result that the cost of borrowing – for businesses and individuals – has gone up dramatically. 
In the UK this has combined with a downturn in the housing market and rising food and fuel prices to significantly slow economic growth.

WHAT DOES THIS HAVE TO DO WITH PUBLIC SERVICES?
These circumstances have important implications for public services. One is that the amount of money the government has to spend on public services may reduce while demands placed on services may grow. In these circumstances it is vital that government secures the resources necessary for public services to meet social need and counteract the economic downturn, if necessary through increased taxation and borrowing.1
In the UK there are further implications for public services because the privatisation policies of the past thirty years have left many services and investment projects heavily dependent upon private finance.2 This exposure takes a number of forms:
· restrictions on public investment mean that public bodies are relying on private financiers to raise the capital necessary to develop essential infrastructure and facilities through schemes such as PFI or “Building Schools for the Future” (BSF)
· many essential services are now delivered by independent providers who are dependent on loans raised on private markets. This is especially acute as a result of the increasing share of services that have been bought out by private equity firms.
· private investment in areas such as social care, facility construction, or affordable housing, is predicated upon expectations of rising asset values, now placed in doubt by the falling property market
The result that the “credit crunch” will result in more services failing and projects being abandoned – and increased costs to the government forced to pick up the tab.
WHICH SERVICES WILL BE AFFECTED?
Health – Most new hospital building projects in England and Wales are being delivered under PFI, and new primary care facilities are being advanced through a similar scheme called “LIFT”. The costs of these schemes are now rising, partly because the security offered by “monoline” insurers is no longer forthcoming. For example Maidstone and Tunbridge Wells NHS Trust had to borrow £225m from banks to keep a project going. Projects in Leeds and Southall have reportedly been abandoned.
Education – Secondary schools in England are being rebuilt or refurbished with private finance under Building Schools for the Future (BSF). Increasing costs of finance may mean this programme will be downgraded or slowed down. There are reports that school projects are now failing to find funding.4 For example, projects that could be affected include plans to refurbish schools in Barnsley and Tower Hamlets.5
Social care – 90% of social care services are now delivered by private or voluntary providers, and much of the sector has been bought up by private equity firms. This has left providers saddled with large debts which are now hard to refinance. Four Seasons, Care Principles, NHP and Senad are owned by Three Delta which is having difficulty refinancing its loans. Southern Cross has also run into difficulties after borrowing £46m for an ambitious property acquisition programme that has not delivered expected returns.
Waste management – Large waste projects dependent upon private finance, such as schemes in Wakefield and Greater Manchester worth £700m and £200m respectively, could be hit by the loss of monoline insurance.5 In addition many waste management providers are owned by private equity and could be destabilised by higher debt costs.2
Housing – Government ambitions for more affordable homes are reliant on private developers, housing associations borrowing on private markets, and local authorities using PFI. But developers are downgrading plans, while housing associations are finding it harder to access finance – lenders such as Bradford and Bingley have withdrawn from the social housing sector and others are increasing interest rates.6 At the same time a number of councils – including Vale of White Horse, East Sussex, and Brent – have abandoned plans to build new affordable housing under PFI because of increased costs. 
CONCLUSION
The unfolding crisis in our financial system has demonstrated the cost of deregulation and a weak public sector. Unfortunately our public services, which have a critical role to play in stabilising our economy and relieving social costs at such a time, have themselves been exposed to similar risks by thirty years of privatisation policies. A reassessment of the relationship between the public and private sectors is now urgent.
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