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Focus on Outputs 

More traditional forms of public service 
procurement force the public sector to focus too much 
on the development of non-mission aspects of the 
service, or the inputs. The use of the PPI changes that 
dynamic and shifts the government's focus to the 
outputs of a public services project. Instead of 
developing projects based on inputs (the paint color 
of the prison cells or the number of prison guards on 
duty at one time), the PFI framework forces the 
government to create longer-term contractual 
agreements in which the outputs received (room for 
100 prisoners) and the outcomes achieved (accomplishing 
prison policy objectives) are the measures of success. 
In other words, the government must focus on the 
"'what' not the 'how' of delivering public services" 
(I(ee and Forrer 2004, 12). At the core of every PFI 
project is a concession contract in which the public 
sector specifies both the required outputs for the public 
service facility in question and the payment mechanism 
for the delivery of those outputs (HMT 2003). 

Conventional procurement focuses on the 
purchase of tangible inputs - buildings, military 
equipment, and staffing - all things the government 
buys from the private sector to use in the process of 
providing public services. Under the conventional 
scheme, the public-private relationship is arms-length, 
with the private sector only responsible for providing 
the input items the government orders while the 
government retains all responsibility for converting 
those inputs into the outputs that it hopes will meet 
outcome goals. The PFI changes this relationship by 
requiring the government to set clear output 
requirements, called Key Performance Indicators (KPI), 
while the private sector uses its expertise and best 
practices to choose appropriate inputs. This approach 
takes advantage of the private sector's often superior 
abilities to provide innovative and efficient solutions. 

Capital Infrastructure Financing 

Tied to Long-term Maintenance 

An industry representative involved in PFI prison 
projects remarked that "[n]icer prisons equal happier 

prisoners" (Cleal et al. 2005). This observation 
highlights the close link between well-designed 
infrastructure and positive long-term service outcomes. 
Public sector accounting and planning tend to be short­
term and, as a result, the design of public infrastructure 
projects might not include efficiency measures or 
accurate whole-life operational cost assessments. Under 
a 30-year PFI contract, however, private sector 
designers must take into account long-term operations 
and the economics of those operations before 
construction begins. Likewise, the government must 
precisely define its long-term service requirements 
before d1e service facility is designed. Thus, in principle, 
using the PFI to provide a public service is only 
appropriate if the public sector can define its needs as 
service outputs d1at can be contracted for d1e long 
term (HMT 2005). 

The link between infrastructure design and long­
term provision of service within that infrastructure 
also explains why private sector bidding costs on ppr 
contracts are considerably higher than under the 
conventional procurement system. However, limits 
on changes to contract requirements from the 
government mitigate these higher bidding costs. 
Contracting consortia forward the bids of their 
component companies on specific portions of ppr 
contracts, such as financing, construction, and soft 
services. The overall bid' must include all parts of the 
project in order to compete. Construction project 
managers must communicate with experts in the service 
field to find innovative and efficient designs. In the 
case of a new prison, design teams interview staff 
(guards, social workers, wardens) to discover what 
works and what does not work with respect to building 
design. Researching in advance ensures d1at the facility 
design is appropriate for prison operations and lowers 
the costs associated with those operations over the life 
of the contract. Furthermore, the private sector 
contractors are interested in building a high-quality 
facility because they are accountable for any future 
expenses due to poor facility design (HMT 2003). 

Key Performance Indicators 

Given the focus on outputs and the need for long­
term maintenance, ppr projects also include KPls. In 
each PFI contract, the private sector contractors and 
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the government authority specify required outputs in 

key areas. The government authority sets KPIs to clearly 

and specifically state the level of output required. 

Furthermore, if services are not provided in 

accordance with the KPIs, the government can reduce 

or delay payments to private sector service providers. 

In this way, KPIs provide the basis for the schedule of 

payments to private sector contractors. The 

government authority pays a monthly performance­

related service charge to the private sector based on 

both the capital expenditures made by the contractor 

and the continuous budgetary costs of running the 

facility and providing the necessary services. Generally, 

payment mechanisms are largely based on the 
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billion ($13.4 billion) in 2002, representing a steady 10 

to 15 percent annual increase in investment in public 

services over this period (HMT 2003). In March 2006, 

the Treasury announced that the PFI had delivered over 

500 operational projects, including hundreds of health 

facilities, schools, transport, and other projects (HMT 

2006). The Treasury also stated that the PFI continues 

to play an important role in public service provision in 

the u.K. albeit a role limited by strict value for money 

criteria. According to the report, over 700 projects 

worth over £46 billion have already been signed and 

the Treasury estimates that the PFI will account for 

approximately 10 to 15 percent of total investment in 

public services in the next five years with around 200 
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availability of services provided (i.e. pnsons must 

provide a specified number of places for prisoners; 

roads must be available to drivers throughout the day). 

If these availability requirements are not met, payments 

to the contractor decrease according to the number 

of "incomplete places." This shift of availability risk 

to the private sector partners generates many of the 

benefits of the PFI process. 

BENEFIIS AND PREvAIENCE OF THE 

PFI 
In a 2003 report, the U.K. Treasury estimated that 

the number and value of PFI projects had increased 

from nine projects with a value of £667 million ($1.2 

billion) in 1995 to 65 projects with a value of £7.6 

projects worth £26 billion in projected capital value 

(HMT 2006). 

Treasury data on PFI programs indicate that the 

PFI has resulted in higher rates of on-time and on­

budget delivery. According to HMT's 2003 

research, 89 percent of all PFI projects were 

delivered on time or early, as indicated in Figure 1 

(HMT 2003). Furthermore, over 75 percent of PFI 

construction projects were delivered on time or early 

and only eight percent of PFI construction projects 

were over two months late (NAO 2003a). In 

contrast, only 30 percent of non-PFI major 

construction projects were delivered on time. In 

the case of prisons, which are discussed in more 

detail later, 80 percent of PFI prison projects were 

delivered on time (HMT 2003). 
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HMT research also shows that all 61 PFI projects 

in its research sample were delivered within the public 

sector's budget (see Figure 2). Overall, 78 percent of 

PFI projects were within the public sector's budget, 

while only 27 percent of non-PFI projects were 

delivered within budget (NAO 2003a). Where 

budgeted costs had changed for PFI projects following 

contract signature, it was always the result of changing 

user requirements . In terms of construction 

performance, the private sector rather than the 

taxpayers assumed all construction cost overruns , 
representing a significant improvement over non-PFI 

experience (HMT 2003). This within-budget project 

completion record demonstrates a considerable 

improvement in the efficient use of public funds, as 

money previously used to fund cost overruns can 

instead be used to finance other public services. 

An Example of the PFPs Potential 

Benefits: The U.K's Prison System 

One area in which the PFI appears to have been 

particularly successful is the u.K.'s prison system. Her 

Majesty's Prison Service (HM Prison Service), an 

executive agency of the Home Office, is responsible 

for the delivery of prison services in England and 

Wales. The overarching public policy objective of HM 

Prison Service is to protect the public by providing 

adequate facilities in a safe, decent, and healthy 

environment for prisoners committed by the courts 

(HM Prison Service 2005). In recent years, detention 

priorities have expanded to include rehabilitation 

programs that attempt to reduce crime by providing 
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Although a definitive judgment about the 

performance of the PFI has yet to be made, 

government assessments suggest that PFI projects are 

largely meeting the expectations of the public sector. 

For example, managers surveyed by HMT for its 2006 

study reported that 96 percent of PFI projects were 

performing satisfactorily or better (HMT 2006). 

Previous GO"IIeI'nment 
experience - non PFI 

constructive regimes that address the root causes of 

offending behavior. These programs aim to improve 

behavior among inmates - while in custody as well 

as after release - by improving education and work 

skills. 

HM Prison Service currently addresses these 

overall policy objectives through four different 
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organizational structures: public prisons, public prisons 
operating under a service level agreement, privately 
managed prisons, and PFI prisons. While public prisons 

still hold the bulk of the total prison population in the 
u.K., the PFI is fast becoming the preferred option 
for new prison construction and operation. EM Prison 

Service first turned to the private approach under the 
Conservative government of the 1990s to meet 
growing demands on the public sector's capacity to 

handle prison services and, in particular, to develop 
more modern facilities to replace aging infrastructure 
- an acute problem for the EM Prison Service. 

Due to the success of the PFI in the provision of 

prison services, private involvementin the field remains 

prevalent today. Four private sector contractors -
Group 4, Securicor, UKDS, and Premier - currently 
provide these services. There are seven operational PFr 

prisons in the U.K. (Altcourse, Ashfield, Dovegate, 
Forest Bank, Lowdham Grange, Pare, and Ryehill) 
accounting for seven percent (5,000) of the total prison 
population (NAO 2003b). Two more PFI prisons are 
currently under construction. In addition, tlle public 

sector built and financed two other prisons, Wolds 
and Doncaster, which are run by private companies. 
Recent events also suggest that the use of the PFI in 
the prison system will continue to expand. Earlier this 

year, the Labour government announced plans to 
procure additional privately financed prisons. 
Furthermore, HM Prison Service has indicated an 
interest in market testing the PFI for service provision 

in existing prison estates. 
A 2003 NAO report on the operational 

performance of PFI prisons offers a useful comparison 

between the seven PFr prisons, twelve public prisons, 
and two private prisons. While the PFI has offered 

. definite benefits in the delivery of infrastructure, this 

report indicates that the performance of PFI prisons 
against contractual requirements has been mixed, 

pointing to success in some areas and the need for 
improvement in others. Current evidence shows that 
both the best and the worst performing prisons are 

PFI prisons. Of the seven best performing prisons, 
four are PFI prisons, two are privately managed, and 

one is a public prison. In the worst performing 
category, five out of the six prisons are public. Some 

of the early problems stem from changes in public 
sector requirements and in contractual and governance 
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arrangements. These problems have been much more 
prevalent in the earliest PFI prisons and in the earliest 

stages of their operation (NAO 2003b). The NAO 
report does not, however, provide any indication of 
the sort of performance exhibited by public prisons 
immediately following startup. The accuracy of such a 
comparison is also questionable given significant 

differences in funding, design, age, and the operation 
of public prisons versus PFI prisons. 

Some evidence from the use of the PFI in the 

prison system supports the theory that the bundled or 
single contractor approach of the PFI encourages 
innovation in the delivery of prison services by 

exploiting potential synergies that exist between 
designing, building, and operating a prison facility. 
Examples of innovations in PFI facilities include CCTV 

(closed-circuit television) video monitoring systems, 
modern radio accommodations, and design features 
such as control rooms at the center of a system of 
wings. Payment mechanisms incorporated in current 
PFr prison contracts have also led to innovations. For 
example, payment based on availability has led to 

changes in cell design to ensure that prisoners are not 
able to damage cells; a damaged cell effectively 
represents an unavailable cell and a lost opportunity to 
collect an availability-based unitary payment.2 PFI 
prisons also consistently perform better than public 
prisons in areas related to decency and regimes. While 
nearly 60 percent of prisoners in PFI prisons felt that 

they were treated fairly well, only 45 percent of 
prisoners in public prisons felt that way (NAO 2003b). 

Lastly, the prospect of public prison services being 
turned over to PFI contractors has encouraged more 
efficient management of prison services not just in 
projects managed through the PFI, but also within the 

public sector. Competition between public sector 
employees and private sector firms in the bidding 
process lowers costs of capital and services over the 

long term, thus promoting cost efficiencies (Forrer et 
al. 2002). The insights gained from the performance 
of PFI prisons have led to the success of in-house 
government management teams in bidding against 

private sector teams for the operation of prisons. This 
public-private competition also promotes better 

accountability and performance in public prisons, 
improving management and conditions for prisoners 
(NAO 2003b). 
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CRITICISMS OF THE PFI 

Although this evidence suggests that the PFr might 
offer significant benefits, the initiative continues to face 

criticism. The program stirred strong political 
opposition even at its origin under the Conservative 
government, as opponents perceived it as a back-door 

way of furthering the privatization policies of Margaret 
Thatcher. The PFr remains politically controversial 
despite the fact that Prime Minister Tony Blair's 
government has continued to use the PFr since its 

election to power in 1997. rn particular, the u.K.'s 
public employee labor unions have objected to the 
initiative over fears that government agencies and 
private frrms would view it as a means to cut labor 

costs by eliminating government jobs. However, 
longstanding laws, such as the Transfer of Undertakings 
(Protection of Employment) Regulations of 1981 

(TUPE), and recent legislation, such as the Local 

Government Act of 2003, through which employees 
are guaranteed legal protection of public employment 
benefits if their agency is restructured into a PFr 
project, have mitigated some of these concerns (public 

Private Partnerships Programme 2005). 
Other criticisms and concerns address 

transparency and the apparent lack of limitations placed 
on consortium companies, the limitations placed on 
the public sector by long-term contracts, the difficulty 
of assessing value for money achieved by the PFI and 

the high cost of the marketization of certain public 
services. As for the issue of transparency and the 
seeming lack of limitations on PFr contractors, the 

2006 Treasury report outlines government measures 
to address these concerns, including the regular 
publication of several types of disclosure documents 

and a publicly accessible online database ofPFI projects 
(HMT 2006). While many private contractors might 
be unaccustomed to this level of public scrutiny, 

members of the U.K. Parliament's Public Accounts 
Committee have argued forcefully that "if you are a 
contractor talcing money from taxpayers for providing 

services, you have to accept that that entails on your 
part a higher degree of disclosure and a higher degree 

of transparency than would be the case if you were 
operating purely in the private sector" (BBC Radio 4 

2004). 

A second major concern is whether long-term PFr 

contracts limit public sector flexibility to respond to 
changing public needs. As Hall states: 'Whilst the 
initial evidence on value for money from the use of 

private finance provides some grounds for optimism, 
doubts exists over ... whether long-term contractual 

commitments will reduce the flexibility with which the 
public sector can respond to changing circumstances" 

(Hall 1998, 135). Thus, the hue impactofPFI contracts 
on d1e ability of the public sector to meet changing 

needs is yet unknowp. This inability to estimate the 
future circumstances of public service might lead to 
limiting the use of the PFr to those services less likely 

to experience dramatic changes, such as prisons and 
office facilities. 

In addition, the value of a PFI project in 
comparison to a publicly financed project can be 

difficult to measure. Attempts have been made to 
draw value for money comparisons between the PFI 
and the Public Sector Comparator, a theoretical 

construct that represents the costs and risks to the public 
sector if the proposed project were completely 
government fmanced and managed. However, many 

experts in the procurement field view these value for 
money comparisons between PFr projects and the 
Public Sector Comparator as nothing more than 

political exercises (Heald 2003). Heald argues that the 
"public sector comparator .. .is implicidy excluded; it 
is used as the benchmark for appraising the PFr, though 
it is made explicit that there is no Exchequer} finance 

available" (Heald 2003, 345-346). That is to say, if the 
government decides that the PFr is the only method 

that it will use for procuring public projects, or if the 
economic realities dictate this course, the process of 
determining the value for money of a PFr project has 

no policy value. In these cases, as Heald argues, the 
outcome of a review of project funding options will 
result in one of three options: (1) a publicly financed 

fallback position (or at the very least the public sector 
can provide funding to mitigate the situation), (2) dle 

PFI, or (3) the status quo (Heald 2003). The PFI 
process will win the value for money review by default 

because the fallback position and d1e status quo are 

both politically intolerable options. 
Furthermore, the monetary costs of the 

marketization of certain public services are so high 

that the PFI process has had difficulty achieving value 
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for money in those sectors. The National Health 

Service (NHS) has experienced this problem for much 

of the history of the PH. As !Jne observer notes, 

"private-sector firms that had ttied to set up PFI 

hospital projects found them difficult to organise and 

expensive to bid for. ..\ major hurdle was the raising 

of finance as the funding institutions felt that tht~ risks 

involved in financing such projects were too gtt'at" 

(Kerr 1 ()9H, 22H5). As in the U.S., medical care in the 

U.K. is a riskier business than prisons O[ roads even 

within a system of universal public health carl'. This 

kvd of risk can make the costs of financing and 

bidding on PFI hmpital contracts especially high. 

increasing budgets and lowering the valliI.' tl)r money 

of thl' entire project. 

These problems can also lead to the exit of private 

sector contractors from the bidding fidd, as in the 

case of an £80 million hospital project in Oxford, 

where all four bidders backed out, leaving the two 

NHS Trusts commissioning the scheme to start the 

PFI process all over again (Kerr 19()8). The removal 

of some or all contractors from the bidding process 

can result in contracts that are poor investments for 

the public sector or in complete project failure. 

Opponents of the PFI point to the early hospital cases 

as examples in which the public sector can provide 

puhlic services at a lower cost than the private sector. 

Despite the positive data on the PFI's benefits, 

practitioners must consider caveats about the PFI as 

well. As Edwards and her coauthors point out in 

their discussion of information technology projects, 

"numerous IT PFI projects have failed. Several PHI 

PPP projects have had to be bailed (Jut, some have 

been scrapped and others have been the subject of 

widespread criticism" (Edwards et a1. 2004, 7). Not 

every PFI pUlject is a success and some are outright 

faHun·s. PFI contracts can involve high bidding costs, 

limited t1exibility and politics over projects. Public 

administrators must consider these limitations when 

investigating what relevance the PFI might have as a 

procurement tool in the u.s. 

PARTNERSHIPS IN THE UNITED 

STATES 

Policy Pel'.~pectiv(>s 

Although the PH PiT .Ie has not been tried in the 

U.S., similar public-priyate partnerships have met with 

success herl', suggesting that the PFI experience in 

Britain might offer valuable lessons for U.S. 
pn )curement officials. Several agencies within till: 
federal govt~rnment as well as many state and local 

governments have entered imo partnership agreements. 

'Ibe US. Army is currt'ntly \v( Irking with the Actus 

Lend Lease Corporation in a ~pecial joint venture to 

huild ()n~r Kl,O()O new housing units for American 

militat·y pemmnel. This partnership matches a $701 

million invt'stment by the U.S. Army with a $9 billion 

private inVl·~tml·nt from Actus Lend Lease under a 

50-year management agreement to provide tluality 

housing for American military personnel (Armhruster 

and :'.fenhinnirt 2(05). 

At the state government level, many transportation 

dt~partments are examining how best to create 

partnerships beyond simply privatizing roads. States 

including Texas (the Trans-Texas Corridor), Florida, 

and \'irginia have entered into public-private 

partnerships of varying styles to provide improved 

transportation services to their residents. In Virginia, 

arguably the leader in public-private partnership usage 

among the American states, the Public Private 

Transportation Act (PPTA) of 1995 allowed the 

Virginia Department of Transportation to enter into 

agreements with private contractors for the 

construction, maintenance and operation of 

tran~portation facilities (Homer 20(5). Since the 

passage of the PPTA, the Virginia Departtnent of 

Transportation has partnered with private sector 

contractors in the Route 288 and Pocahontas Parkway 

projects with more projects undenvay, including the 

Capital Beltway (Interstate 495) high occupancy toll 

lanes project (Homer 200S). 

County and municipal governments have also 

looked to public-private partnerships f()r the design, 

tinance, cnnstmction and operations necds of new 

projects. primarily in the transportation sector. The 

Hiawatha Light Rail project in t-.Hnneapolis is a prime 

example of an American-style partnership involving 

the federal government, the State of Minnesota. thc 

City of Minneapolis, Hennepin County Re).,rional Rail 

Authority, the l\fetropoliran Airport Commission, tht~ 

Mall of America, and local and international 

construction companies (Fuhrmann 2(05). A better­

known tnunicipal-kvd partnership is the Chicago 
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Skyway Bridge agreement between the City of Chicago 

and the Skyway Concession Company, LLC. This 
contractual agreement shifts maintenance risk to the 
private contractor in exchange for a 99-year concession 
contract, in which the private company buys the rights 
to toll revenue in exchange for the risk of operating 
the public service. 

Many of these PFI-like projects are viewed simply 
as a way of gaining non-tax revenue and divesting 
maintenance obligations or as nothing more than 

privatization or toll concession agreements4• However, 
these projects show that the PFI benefits experienced 

in the UK. can also be realized here, if American public 
administrators learn to view and operate these public­
private partnerships as the powerful procurement tools 
they are. 

CONCLUSION 

This article has demonstrated that, although the 
PFl might not be a flawless procurement tool 
appropriate for every type of public service, it can be 

a compelling alternative to both conventional 
contracting methods and to direct public funding and 
service provision. As Professor Jane Broadbent and 
her colleagues have cautioned, any meaningful 

evaluation will take several years to complete because 
of the length and complexity of PFI contracts. With 
contracts running over 60 years, where the costs shift 
over time, any hope of conducting a comprehensive 

evaluation at this pou1tis unpossible (Broadbent 2003). 
Yet the data to date are promising and the example of 
HM Prison Service, in particular, remains an intriguing 

illustration of the. PFI's potential. The American 
experience with public-private partnerships suggests 
that the PFI is an option which public administrators 

could realistically adopt here and that the benefits of 
PFI projects might be transferable to and beneficial 
for the provision of public services in the US. 

NOTES 

1 The authors wish to thank Sarah Fox and Tanya Qadir 
at The George Washinb>i:on University in Washington, 
nc., for their collaboration in researching and writing 
the unpublished paper that was the genesis of the 
present article, "Market-Based Provision of Public 
Service: Prison Research" (July 23, 2005). 

2 PFI contracts promise "unitary payments" to prison 
contractors based on the number of available spaces 
for prisoners. If, for example, the specified number 
of cells or clean uniforms, meals per day, counseling 
services, books, etc., for one "space" arc not provided, 
payments to the consortium are deducted by a 
predetermined "per space" amount. 

3 The UK. Exchequer is the government funding 
agency, similar to the Treasury in the U.S. 

4 For example, the Skyway Concession Company paid 
$1.8 billion to the City of Chicago for the rights to 
toll revenue as part of their public-private partnership 
agreement (Skyway Concession Company, LLC 2005). 
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