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 Abstract 

This thesis is chiefly concerned with a better understanding of why and how successive 

UK (central) governments over the last two decades have adopted and developed PFI 

(Private Finance Initiative) as a major procurement programme for public infrastructure, 

and how central government’s policy objectives (in PFI) are operationalised within the 

UK’s transport sector of roads through the PFI contracts. At a macro-level this thesis 

analyses the UK central government’s policy discourse on PFI as contained in the policy 

documents published by the relevant central government bodies from 1992 when PFI was 

formally launched until 2012 when it got reformed into PF2, as well as seeks the 

perceptions of senior PFI policy-related (UK government) officials, in order to better 

understand: the UK government’s rationales for pursuing PFI; shifts in the policy 

objectives over the two decades of PFI’s use; and the technologies of government used by 

successive governments through which policy objectives in PFI have been 

operationalised. At the micro-level this thesis analyses an operational road case study PFI 

project under the UK’s Highways Agency in order to develop our understanding better 

about the localised practices and processes, particularly management control systems 

(MCS) and trust, through which the macro-level (i.e. central government) policy 

objectives in PFI are enacted.  

As a theoretical framework this thesis adopts governmentality as it allows to unbundle 

the specific rationales, the ends sought and the governing technologies that underlie the 

researched policy (PFI in the present case), and provides a conceptualisation about the 

micro-level practices and processes through which the macro-level policy objectives (in 

PFI) are enacted by the localised (project-level) actors. This thesis specifically focuses on 

fiscal and Value for Money (VfM) rationales for PFI as often advocated by UK 

government and argues that an under-invested government infrastructure amidst tight 

borrowing restrictions on government departments is the main reason for introducing PFI 

in the UK, even though a more prominent emphasis was placed on VfM which evolved 

over time in the policy discourse. This thesis highlights that under the existing UK 

government’s accounting and budgetary rules for the public sector, PFI carries a fiscal 

appeal for government departments as signing-up to a PFI project would not cause an 

upfront use of the public sector’s capital budgets. However, given the current economic 

situation of recession and spending-cuts for the public sector, affordability for PFI deals 

could be a major concern for the government departments. Government therefore might 

have to continue to offer substantial financial incentives, such as capital contributions for 

new PFI projects if they were interested to attract market’s participation for new deals. 

Nevertheless, such incentives would have implications on the risk transfer (and hence 

VfM) mechanisms in new projects. 



ii 

From a macro perspective this thesis indicate that governance of PFI was not exercised 

through direct controls from a power centre (i.e. UK central government), but several 

individual and collective identities, accounting rules, market incentives and technologies 

of self, collectively shaped PFI operations in the direction of the government’s 

aspirations, and together these heterogeneous (macro-level) technologies of government 

were a source for developing system trust for PFI.      

This thesis points out that dominant claim by successive UK governments about VfM in 

PFI deals cannot be ascertained, as the idea is based on assumptions that have significant 

limitations in practical terms. Particularly from the analysis of the road case study PFI 

project this thesis provides evidence that performance-based MCS particularly the 

payment mechanisms have been failing to offer adequate incentives for the private sector, 

which is a fundamental source of tension between the contracting public and private 

sector parties. Such tensions between the contracting parties could impede the operational 

PFI projects from achieving the government’s objectives, and therefore there is a need for 

developing trust between the parties in order to address the causes of the tensions and 

achieve the project objectives through collaborative working. This thesis concludes that 

there is still a lack of a clear body of knowledge both with the public and private sector 

about generating VfM in the operational PFI contracts, and therefore future research on 

the management of operational PFI contracts might provide opportunities for learning 

lessons about the effective forms of MCS and trust-based relationships, that could 

improve the VfM potential of these schemes. 
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Chapter 1 

Introduction 

 

“Policy making is the process by which governments translate their 

political vision into programmes and actions to deliver ‘outcomes’ – 

desired changes in the real world” (Cm 4310
1
, 1999, p. 15; emphasis in 

original). 

1.1 Background 

During the 1980s and 1990s public sector reforms in the UK promoted an 

unprecedented level of engagement of the private sector for the delivery of public 

services (Hood, 1991; Lapsley, 2008, 2009; Osborne, 2006). Those reforms were 

driven by an acknowledgement by the UK government that the private sector is “a 

reservoir of good practices” (Broadbent and Laughlin, 2005; Jupe, 2011), and as such 

were discursively justified on the grounds that private sector’s business and 

management practices “would automatically lead to improvements in the efficiency 

and effectiveness of [public] services” (Osborne, 2006, p. 379). These rationales 

served as a key driver for the UK government’s infrastructure procurement policy, the 

Private Finance Initiative (PFI), launched by the Conservative Government in 1992 

(Broadbent and Laughlin, 2005; Demirag and Khadaroo, 2008; Jupe, 2011; Wall and 

Connolly, 2009). PFI is a long-term arrangement under which a UK government 

department can buy construction services for public infrastructure (e.g. a hospital or a 

road), as well as post-construction maintenance and operations of the infrastructure, 

all under a single contract from the private sector against annual payments which are 

linked to the latter’s performance with respect to the contracted services. 

Procurements under PFI are mainly privately financed with highly geared capital 

structures and contracts typically running for 30 years covering the construction, 

operations and maintenance of the underlying infrastructure (HMT
2
, 1995, 2008).  

 

Since its inception in 1992, PFI has remained a major route for successive UK 

governments for procuring public infrastructure through private finance, contributing 

to about 10-15 percent of annual public sector capital expenditure, and has provided 

                                                
1
 UK Cabinet Office White Paper “Modernising Government” published in 1999. 

2
 HMT is the abbreviation used in this thesis for Her Majesty’s Treasury (The UK’s Ministry of 

Finance). 
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important infrastructures such as hospitals, prisons, roads and schools (Demirag et al., 

2010; HMT, 2006a). The number and capital value of PFI projects in the UK have 

grown significantly over the past two decades, currently providing about 700 facilities 

across the country with a total capital value of approximately £55 billion, and having 

created liabilities for the UK government equal to the worth of £301 billion 

(approximate present value in nominal terms) against the annual payments for the 

contracts currently in operations (HMT, 2012a). Also, internationally the UK is 

recognised as the region with the greatest PFI investments than any other country 

(Demirag et al., 2010; EPEC
3
, 2012, 2013).  

 

The Labour Government after coming into power in 1997 not only inherited the PFI 

policy from the Conservatives but gave it a boost as a form of Public Private 

Partnership (PPP) which they claimed would ‘modernise’ the public services through 

engaging the private sector (Broadbent and Laughlin, 2005; Hodges, 2012; Jupe, 

2011). The current Coalition Government also remains committed to continue using 

private finance for infrastructure procurement as reflected in their National 

Infrastructure Plan (HMT, 2011a) and policy guidance for future PFI projects (HMT, 

2012a). Jupe (2012) posits that the use of the concept of risk transfer to the private 

sector and hence achieving VfM (Value for Money
4
) for the public sector was a very 

important argument for UK governments in the development of PFI (p. 117). 

However, sceptics suggest that since the Conservative Government was under 

financial constraints, while there were economic and social pressures on the 

government to develop the public infrastructure, PFI was adopted in the UK as a 

means for channelising private finance for the delivery of public services without 

resorting to full-fledged privatisation (Broadbent and Laughlin, 1999, 2004a,b). It is 

argued that PFI also appealed to subsequent governments for fiscal reasons (rather 

than VfM) as they were inclined to significantly use private finance for making 

capital investments in the public infrastructure, instead of conventional (public) 

finance which could escalate government debt (Hellowell, 2010, pp. 310, 329).  

 

                                                
3
 EPEC – European PPP [Public Private Partnerships] Expertise Center. 

4
 The UK government defines VfM “as the optimum combination of whole-life cost and quality (or 

fitness for purpose) to meet the user’s requirement, and does not always mean choosing the lowest cost 

bid” (HMT, 2008, p. 38). 
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Thus, despite the significant growth in the use of PFI within the UK, it is argued that 

knowledge about the government’s (macro-level) policy objectives in PFI (e.g. fiscal 

or VfM) and the regulatory mechanisms that have enabled its development and 

operationalisation within the UK public sector during the last two decades is unclear 

(Andon, 2012; Broadbent and Laughlin 1999, 2004b). Therefore, it is important to 

empirically analyse the UK government’s
5
 rationales for pursuing PFI and the macro-

and-micro-level procedures and processes through which the policy has been 

operationalised (Andon, 2012; Broadbent and Laughlin 1999, 2004b).  

1.2 Motivation for the Study 

This research is motivated by a desire to address the gap in accounting-related 

literature and hence in our understanding as highlighted by Andon (2012) and 

Broadbent and Laughlin (1999, 2004b), that it is unclear as to what macro-level 

policy objectives have been sought through PFI by successive UK governments, and 

through what macro-and-micro-level control and regulatory mechanisms successive 

governments have been able to operationalise their policy agendas in PFI. A few 

studies have described and analysed the nature and emergence of PFI in some 

developed countries, such as Australia (English and Guthrie, 2003; Maguire and 

Malinovitch, 2004), Denmark (Peterson, 2010), and New Zealand (Newberry and 

Pallot, 2003). However, findings from these studies cannot be generalised for other 

countries including the UK, as it is recognised that the rationales for and the 

governing and regulatory processes underlying PFI in various countries are different 

(Broadbent and Laughlin, 2004b, p. 64). From a UK perspective, studies examining 

the policy objectives sought in PFI can broadly be categorised into three groups: one 

group of scholars have critiqued the neo-liberal and NPM (new public management) 

based ideologies underlying PFI (Asenova and Beck, 2010; Broadbent and Laughlin, 

2005; Shaoul, 2011) and have explicated the notion of VfM in PFI contracts (Demirag 

et al., 2004; Demirag and Khadaroo, 2008, 2011; Froud, 2003); several studies have 

also examined the role and effects of accounting-based (macro-level) regulatory 

mechanisms that have significantly enabled the operationalisation of the UK 

                                                
5
 Successive UK central governments from 1992 when PFI was formally launched until the election of 

the current Coalition government in 2010. The term ‘government’ or ‘central government’ may be 

applied in a broad sense to refer to the institution or system by which a state is governed, or 

alternatively it can refer to particular executives or parties in control at given points in time. Generally 

throughout this thesis the broader definition is most appropriate as individual governments are not 

being emphasised and hence the singular version of the noun is typically applied. 
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government’s policy objectives in PFI (Broadbent and Laughlin, 2002; Heald, 2003; 

Heald and Georgiou, 2011; Hodges and Mellett, 2012); and finally, a third group of 

accounting-related studies have commented on the nature of PFI through an analysis 

of the implications of these contracts for the UK’s public sector, particularly with 

respect to the cost (and affordability) of PFI contracts (Pollock et al., 2002; Shaoul et 

al., 2006, 2008a, 2011) and their actual potential to transfer risk to the private sector 

(Demirag et al., 2012; Jupe, 2011). However, this body of knowledge is mainly a 

critique having a ‘critical tone’ (Andon, 2012, pp. 907-908) and does not contribute to 

clearly interpret the UK government’s rationale for pursuing PFI.  

 

Within this context the study by Broadbent et al. (2004) can be considered significant 

in terms of providing an analysis of the UK government’s discourse on PFI from 1992 

to 2004, in order to identify the underlying nature of the policy. Broadbent et al. 

(2004) claim that over the years (i.e. from 1992 to 2004) the UK government’s 

objectives in PFI shifted from fiscal to VfM; “... there is now a reasonable consensus 

that PFI ... is intended to generate value for money.... At one stage a more macro 

fiscal emphasis was apparent that involved a close alignment between exploring the 

effects of PFI on public sector borrowing” (p. 68). However, within the accounting 

academia there still exist different views about the nature of the UK’s PFI, as contrary 

to Broadbent et al. (2004), Hellowell (2010) argues that PFI offered subsequent UK 

governments “the same [fiscal] advantage as it had offered the Conservatives...” (p. 

310). Moreover, claims about knowing the nature of PFI cannot be considered 

complete (and clear) as from a UK perspective the policy have continued to evolve 

(and shift) over the last two decades. Broadbent et al.’s study was published in 2004, 

after which several significant events happened with relation to the UK’s PFI: in 2008 

the PFI market was hit by the global financial crisis (GFC) that had a significant 

diminishing impact on the number of new deals being signed up (Connolly and Wall, 

2011, p. 540); in 2009 the UK government adopted the IFRS
6
 for the public sector’s 

financial reporting that caused a separation between the accounting and budgetary 

rules for PFI, which is perceived as an incentive for the UK government departments 

to use PFI as an off-balance sheet means of financing capital projects (Heald and 

Georgiou, 2011, p. 243); and, the current Coalition Government initiated a major 

                                                
6
 International Financial Reporting Standards (see Chapter 2, 3, 6 and 7 for further discussion on the 

accounting and budgetary rules for PFI). 
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reform to the PFI that resulted in a new private financing model for government 

infrastructure procurement (HMT, 2011b, 2012a). These events indicate that the UK’s 

PFI has continuously evolved over the last two decades, and therefore it is important 

to take a longitudinal perspective over the two decades of its use, for better 

understanding its underlying nature.       

 

In terms of the macro-level regulatory framework (or technologies of government) 

that have been supporting the operationalisation of PFI within the UK, accounting 

literature has recognised some specific elements of these frameworks, e.g. accounting 

rules (Broadbent and Laughlin, 2002; Heald, 2003; Heald and Georgiou, 2011; 

Hodges and Mellett, 2012), central government bodies of PFI expertise (Hellowell, 

2010), and official guidance on VfM (Broadbent and Laughlin, 2004b; Broadbent et 

al., 2004; Coulson, 2008). However, this body of literature does not clearly identify 

all the different (macro-level) institutional elements and actors involved in shaping (as 

well as shifting) and operationalising the UK government’s PFI policy, and neither 

does the literature helps in clearly understanding the roles of these macro-level 

elements and actors and how these elements and actors are linked to one another 

(Andon, 2012, p. 908). Therefore in order to further develop our understanding about 

the macro-level regulatory regimes that have enabled the development and 

operationalisation of PFI within the UK, it is important for accounting researchers to 

identify the different actors and elements (e.g. central government bodies and 

government agencies) involved in the PFI policy development and analyse their inter-

relatedness, and also analyse the processes and procedures that these actors produce 

(e.g. accounting rules, official guidance, etc.) for operationalising PFI (Andon, 2012; 

Broadbent and Laughlin, 1999, 2004b).    

 

Broadbent and Laughlin (1999) argue that in the process of operationalising PFI, the 

macro-level (i.e. central government) policy discourse would interact with the 

perceptions and practices of the micro-level (i.e. project-level) subjects (pp. 110-111). 

In relation to this there is a call to accounting researchers to analyse the micro-level 

practices and processes involved for managing the operational PFI contracts (i.e. ex-

post, once the PFI contract is signed off and the private sector starts delivering their 

contractual obligations), as the extant literature bears little evidence about how the 
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operational PFI contracts are performing in terms of achieving the objectives of 

government (Andon, 2012, pp. 910-911). 

 

In this regard investigating two operational aspects in PFI contracts are particularly 

important: one, Barretta and Busco (2011) and Kurunmäki and Miller (2011) posit 

that in an inter-organisational settings (e.g. PFI), management control systems (MCS) 

could be deployed as mechanisms for embedding the policy objectives of government 

into the localised practices. Based upon the UK government policy guidelines, the 

(performance-based) payment mechanisms in PFI form the fundamental MCS and 

risk management strategy for the operational stages of the contracts, as the payments 

are linked to the performance of the private sector against their contractual obligations 

(HMT, 2007). Thus it is important to analyse the role and effectiveness of the 

contractual MCS, particularly the performance-based payment mechanisms, in 

achieving government objectives in operational PFI contracts; two, it is recognised 

that since PFI represents a hybrid situation
7
 in which private commercial interests are 

invited to interact with government in the pursuit of public policy objectives (Baker et 

al., 2009, p. 77), conflict of interest and tensions might arise between the contracting 

parties which could impede the achievement of the project objectives (Demirag and 

Burke, 2013, p. 379). Therefore, it is claimed that the public and private sector 

contracting parties need to have relational contracting that is based on trust in order to 

reduce project risks and decrease failures (Barretta et al., 2008; Broadbent et al., 

2003a; Demirag and Burke, 2013; English and Baxter, 2010; Langfield-Smith and 

Smith, 2003). Thus, another operational aspect in PFI contracts that need empirical 

investigation is the role of trust in developing collaboration and partnerships between 

the contracting partners in order to achieve the project objectives.  

 

Within this context, Andon (2012, p. 910) and, Broadbent and Laughlin (1999, p. 

110) suggest that accounting researchers should consider undertaking individual case 

studies of the operational PFI projects in order to obtain empirically informed insights 

about the micro-level practices and processes (during the operational stages) used for 

                                                
7
 In public sector and accounting literature hybrids could be understood as an inter-relation between 

organisations that were previously separate, but which emerged as a result of government’s 

interventions for delivering public policy (Kurunmäki and Miller, 2011; Skelcher, 2005, 2012). 

Contracting in hybrids such as PPP/PFI aims to promote collaboration between contracting parties, 

while maintaining autonomy of the contracting parties (English and Baxter, 2010).  
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enacting the macro-level policy agendas. Moreover, Broadbent and Laughlin (2004b, 

p. 64) suggest that such micro-level analysis should focus on different sectors, as the 

localised practices and processes for managing the operational PFI contracts may be 

different across the sectors.  

1.3 Aim and Objectives  

Given what has been just discussed, it is important for accounting researchers to 

develop their understanding beyond the critical literature about the UK government’s 

rationales for pursuing PFI, and the macro-and-micro-level regimes of regulatory and 

management control mechanisms as well as the role of trust between the contracting 

stakeholders through which the UK government’s policy objectives in PFI have been 

operationalised. It is argued that only after better understanding the (macro-level) 

discursively articulated fiscal, privatisation or VfM-related rationales for PFI and the 

regimes of practices and processes through which the macro-level policy objectives 

are operationalised at the micro-level will accounting researchers be in a position to 

systematically evaluate (the UK government’s) PFI policy (Andon, 2012; Broadbent 

and Laughlin, 1999, 2004b). “To rush into an evaluation without this sensitive 

appreciation of the way PFI is working would be foolhardy at best” (Broadbent and 

Laughlin, 1999, p. 112). This research seeks to address the aforementioned gaps in the 

accounting-related literature, and this central aim is defined as the main research 

question: 

 

 Main Research Question  

Why and how have successive UK (central) governments developed PFI as a major 

procurement programme for the public sector, and how are the central government’s 

policy objectives (in PFI) operationalised during the post-implementation stages of 

roads PFI contracts under the UK’s Highways Agency
8
? 

The main research question forms three distinctive, albeit inter-related, research 

objectives for this thesis, which are to analyse:   

i. the UK (central) government’s PFI policy discourse for unbundling the 

underlying discursively articulated justifications / rationales; 

 

                                                
8
 The Highways Agency (HA) is an executive agency of the Department for Transport (DfT), which is 

responsible for the construction and maintenance of England’s strategic road network. 
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ii. the macro-level (i.e. at the UK central government level) control and 

regulatory mechanisms that have enabled successive UK central governments 

to operationalise their PFI policy objectives; and 

 

iii. the micro-level (i.e. at operational PFI project level) practices and processes, 

particularly the contractual MCS and trust between the public and private 

sector contracting parties, through which the macro-level PFI policy objectives 

are operationalised.    

 

Research objectives ‘i’ and ‘ii’ seek a macro-level analysis of the reasons and the 

mechanisms through which successive UK (central) governments have developed and 

operationalised PFI. As research objective ‘iii’ focuses on operational PFI projects, it 

is confined to a particular PFI sector within the UK since the micro-level analysis of 

operational PFI contracts requires in depth and sector-specific analysis (see section 

1.2). For this purpose the UK transport sector of roads is chosen.  

 

In the first place, the transport sector has been chosen as the broader case study site as 

until recently this sector has remained the highest spender in PFI deals within the UK 

(Demirag et al., 2010; also see Chapter 2, section 2.2.2). Also, some of the major PFI 

projects that have recently failed within the UK, such as the ‘London Underground 

PPP’ (Jupe, 2011; NAO, 2009a), belong to the transport sector. Thus it was a matter 

of interest for the researcher to analyse an operational PFI contract within the sector 

that probably is the most experienced in dealing with PFI projects from a UK 

perspective. The case study PFI project analysed in this thesis was chosen from the 

UK’s transport sector of roads, given that the roads sector under the Department for 

Transport (DfT) was the first to adopt PFI after the policy’s launch in 1992, however, 

little attention has been given to the systematic evaluation of the operational road PFI 

projects (Shaoul et al., 2007a, pp. 160-161).  

 

The chosen case study is a recently signed road PFI contract under the UK Highways 

Agency (HA) that employs a complex performance-based payment mechanism which 

is different from the payment mechanisms in the older contracts under the HA, and 

has not been analysed by accounting researchers till date (see Edwards et al., 2004; 

Shaoul et al., 2006, 2007a, 2008b, 2010). Also, the road case study PFI project 

analysed in this thesis has the biggest capital value in relation with all the other 
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existing road PFI projects under the HA
9
. Moreover, focusing on an operational road 

PFI project is also justified on the basis of the fact that internationally the highest 

value of PFI investments has been made in the transport sector of roads (EPEC, 2012, 

2013; Public Works Financing, 2011; Shaoul et al., 2008b; Yehoue, 2013). Overall, 

the three research objectives are pursued as three sub-research questions (SRQs):  

 Sub-Research Questions (SRQs) 

SRQ 1. Why have successive UK (central) governments pursued PFI, have the 

government’s policy objectives in PFI changed over the last two 

decades and how have departments been steered towards PFI? 

SRQ 2.  How do PFI policy-related (government) officials in the UK perceive 

government’s reasons and interventions for pursuing PFI, and what 

are their perceptions about operationalising VfM in PFI contracts? 

SRQ 1 and SRQ 2, which relate to research objectives ‘i’ and ‘ii’, seek to develop our 

understanding about the PFI from a macro-level perspective (i.e. from a perspective of 

the UK central government) by analysing the rationales of successive governments for 

pursuing PFI and the regulatory mechanisms through which successive governments 

have been able to operationalise their policy objectives (in PFI).   

SRQ 3.  Why was PFI adopted by the UK’s Highways Agency and what role 

does project-level MCS and trust play in the operationalisation of 

government’s PFI policy objectives?  

SRQ 3 relates to research objective ‘iii’ and seeks to analyse how the UK central 

government’s policy objectives in PFI are operationalised in road PFI contracts under 

the HA, with a particular interest in analysing the roles of MCS and trust as the 

localised mechanisms through which the macro-level policy aspirations are enacted 

during the operations and maintenance stages of road PFI contracts
10

. Together the 

                                                
9
 Background to the road case study PFI project analysed for this thesis is provided in Chapter 8 

(Section 8.2). 
10

 This (PhD) research does not engage in the analysis of  ex-ante PFI decision making within the 

Highways Agency because several studies have already examined this to varying degrees, from 

different critical perspectives and also within different sectors (e.g. Broadbent et al. (2004, 2008), 

Coulson (2008), Grimsey and Lewis (2005) and others). There is also a considerable body of 

knowledge on the micro-level ex-ante PFI decision making processes developed by consultants like 

Deloitte and others. Moreover, from a perspective of policy implications the ex-ante decision making 

for future PFI (PF2) deals will be different after the formal withdrawal by the UK government of the 

PSC (Public Sector Comparator) in December 2012. However, the MCS during the operations and 

maintenance stages, particularly the performance-related payment mechanisms are likely to remain part 

of new PFI (PF2) contracts (HMT, 2012a).  
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SRQs form three substantive empirical components of this thesis as illustrated in 

Figure 1A and seek to achieve the research aim and objectives. 

1.4 Structure of the Thesis 

This thesis is arranged in nine chapters including this introductory chapter, as shown 

in Figure 1A, the remaining eight chapters are organised as follows: 
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Figure 1A: Thesis structure 

Introduction to this thesis 

Background to PFI 

Chapter 2 

(Provides an overview of PFI 

with particular reference to the 

UK transport sector of roads). 

Chapter 3 

(Reviews accounting-related 

literature on PFI). 

Research Methodology 

Chapter 4 

(Explains and justifies the 

adopted theoretical framework 

of ‘governmentality’). 

Chapter 5 

(Describes and justifies the 

research methods used for the 

empirical analysis). 

Empirical Analysis 

Chapter 6 

(Presents the empirical 

analysis and findings for 

the SRQ 1). 

 

Chapter 7 

(Presents the empirical 

analysis and findings for 

the SRQ 2). 

 

Chapter 8 

(Presents the empirical 

analysis and findings for 

the SRQ 3). 

 

 

Conclusion 

Chapter 1 

(Provides an outline of the thesis and discusses the aim, objectives, and motivations for 

the research). 

 

Chapter 9 

(Presents a summary of the key findings in chapters 6 – 8; highlights the contribution of the thesis 

particularly with respect to the research objectives and the theoretical framework; acknowledges 

limitations of the research and provides suggestions for future research). 
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Chapter 2 introduces the UK’s PFI in order to provide a background for 

understanding the subsequent review of the academic literature and empirical analysis 

(see Figure 1A). In particular, Chapter 2 presents: a description of how PFI is 

different from the conventional UK government’s infrastructure procurement; an 

account of PFI’s scale of use world-wide; PFI’s development within the UK and its 

use within the UK transport sector of roads; a description of the contracting and 

networking arrangements within a typical UK road PFI project; and details of the key 

decision making stages for the public sector. 

Chapter 3 presents an overview of the extant (accounting-related) literature regarding 

the underlying rationales for and the functioning of PFI particularly within the UK’s 

context (see Figure 1A). The primary purpose of Chapter 3 is to identify the gaps 

within the extant accounting-related literature on PFI in terms of the issues related to 

its nature and operations from mainly a UK perspective and how this thesis seeks to 

fill those gaps. In particular, Chapter 3: provides a review of the accounting-related 

literature about government’s rationales for PFI and the macro-level regulatory 

regimes through which PFI has been implemented in different developed countries 

(other than the UK); presents a review of the empirical body of knowledge about the 

UK government’s justification for PFI and the macro-level governing technologies 

deployed by successive UK governments for operationalising their policy objectives 

in PFI; and reviews the post-implementation operations of PFI contracts in light of the 

available empirical evidence about the use of MCS and trust at the micro-level (i.e. at 

the project-level) for achieving the project objectives. 

Chapter 4 explains the concept of governmentality (Dean, 1999; Foucault, 1991; 

Frame and Bebbington, 2012; Kurunmäki and Miller, 2011) and discusses the 

rationale for adopting it as a theoretical lens for achieving the aim and objectives of 

this thesis (see Figure 1A). This chapter: discusses the importance of having a 

theoretical framework for this thesis; explains the concept of governmentality and 

provides the rationale for selecting governmentality as theoretical framework for this 

thesis; and describes the applied theoretical framework in detail in terms of its 

significance in guiding and interpreting the empirical analysis for the SRQs.  

Chapter 5 explains and justifies the techniques utilised in this thesis for collecting 

and analysing the empirical data with respect to the SRQs. In this sense Chapter 5 
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supplements Chapter 4 in describing the overall research methodology for this thesis 

(see Figure 1A). In particular, Chapter 5: provides a generic overview of and 

justification for the research methods used for collecting and analysing the empirical 

data in this thesis; and describes the specific research methods utilised for undertaking 

the empirical analysis with respect to each of the three SRQs. 

 

Chapter 6 forms the first empirical component of this thesis by presenting the 

analysis and discussing the findings with respect to the SRQ 1 (see Figure 1A). 

Through analysing the UK central government’s policy discourse on PFI, Chapter 6 

provides evidence about the UK government’s discursively articulated rationales for 

pursuing PFI and the macro-level regimes of practices through which PFI has been 

operationalised during the last two decades within the UK public sector. The 

empirical data is obtained from the UK government’s policy documents on PFI 

published between 1992 and 2012. The documents analysis and the interpretation of 

the findings is guided by the adopted governmentality framework as discussed in 

Chapter 4. Specifically, Chapter 6 provides empirically informed insights about: the 

UK government’s rationale for pursuing PFI; the major shifts in the PFI policy since 

its launch, especially in relation to VfM; and the (macro-level) technologies of 

government (or the regulatory mechanisms) through which successive (UK central) 

governments implemented and governed PFI operations.   

 

Chapter 7 forms the second empirical component of this thesis and relates to the 

empirical analysis undertaken for the SRQ 2 (see Figure 1A). Chapter 7 is 

(progressively) inter-related to Chapter 6 as it builds on the findings from the SRQ 1 

through an analysis of interview data obtained from senior PFI policy-related (UK 

government) officials. The interviews seek to complement and triangulate the findings 

in Chapter 6. Together Chapter 6 and Chapter 7 address research objectives ‘i’ and ‘ii’ 

(see section 1.3). Specifically Chapter 7 discusses perceptions of the UK government 

PFI policy related officials about: the fiscal and VfM rationales for PFI as often 

advocated by UK government in the PFI policy documents; the implications of the 

various governing technologies deployed by successive governments in terms of 

achieving the underlying policy objectives; the actual potential of the operational PFI 

contracts to transfer risk to the private sector and achieve VfM; and whether the fiscal 
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and/or VfM rationales still persist at the level of the UK central government which 

might sustain PFI (PF2) in future.    

 

Chapter 8 constitutes the third and final empirical component of this thesis and 

provides empirically-informed insights about how the UK central government’s 

(macro-level) objectives in PFI policy are operationalised at the micro-level. In this 

way Chapter 8 attends to research objective ‘iii’ of this thesis which has been 

investigated as the SRQ 3 (see section 1.3, and Figure 1A). By applying a single case 

study research approach (Yin, 2012) within the UK transport sector of roads Chapter 

8 analyses the micro-level practices and processes for operationalising the macro-

level policy objectives in the road case study PFI project. Specifically, Chapter 8 

analyses: the UK government’s policy objectives in the road case study PFI project 

and how those are translated at the micro-level as specific project objectives; the use 

of contractual MCS for operationalising the project objectives during the operations 

and maintenance stages of the road case study PFI project; and the role of trust 

between the public and private sector contracting parties in the road case study PFI 

project, for achieving the project objectives.    

 

Chapter 9 concludes this thesis (see Figure 1A). It summarises the key empirical 

findings in the preceding three chapters. More importantly, since it is argued that 

findings of scholarly research should connect back to the utilised theory/ies and 

should explain their (theoretical) contributions (Ahrens and Chapman, 2006; 

Humphrey and Scapens, 1996; Lillis, 2008), Chapter 9 reflects on the ways this thesis 

contributes to the extant accounting-related literature on PFI (particularly in terms of 

the research objectives discussed in section 1.3), and on the ways the concept of 

governmentality is supported (or otherwise), or can be further developed on the basis 

of the empirical evidences of this thesis (see Figure 1A, the upward facing dotted 

arrows). Moreover, Chapter 9 also reflects on the limitations of this research and 

against that suggests avenues for future research.   
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Chapter 2 

Overview of the UK’s Private Finance Initiative 

 

“... Government will.... develop an approach based on the straightforward idea of best 

supplier, retaining an open mind about which supplier, public, private or partnership, 

can offer the best deal.” (Cm 4310, 1999, p. 41)
11

 

2.1 Introduction 

As discussed in Chapter 1 (see section 1.3) the empirical objectives of the present 

thesis are to develop our understanding further about the Private Finance Initiative 

(PFI) from a UK perspective, particularly in terms of the UK government’s rationales 

for pursuing PFI and the regimes of (governing) practices that have enabled the 

policy’s widespread operationalisation across the public sector and particularly within 

the transport sector of roads. Before proceeding to the empirical analysis in Chapters 

6 – 8 (see Chapter 1, section 1.4), this chapter presents a background of PFI in terms 

of how it is different from the conventional procurement of the UK government, a 

historic account of PFI’s development and use across the world and particularly 

within the UK’s transport sector of roads, and the organisational and contractual 

arrangements involved in the UK’s road PFI projects (see Chapter 1, section 1.3, for 

the justification for focusing on PFI in the UK roads sector). The discussion in this 

chapter is mainly based on factual accounts about PFI’s features and the scale of use 

drawn from UK government publications, research reports by professional accounting 

bodies, data produced by multilateral agencies, and to a lesser extent from academic 

publications
12
. In this sense the current chapter tends to introduce the UK’s PFI to the 

readers in order to provide a background for understanding the review of the 

academic literature in Chapter 3 and the subsequent empirical analysis and 

conclusions drawn from the empirical findings in Chapters 6 – 9 (see Chapter 1, 

section 1.4).  

This chapter is organised as follows: The next section describes how PFI is different 

from the conventional UK government procurement, an account of PFI’s scale of use 

                                                
11

 UK Cabinet Office White Paper ‘Modernising Government’, published in 1999. 
12

 Chapter 3 provides a detailed review of the extant academic literature on PFI (see Chapter 1, section 

1.4). 
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world-wide
13

, its development within the UK and its use within the UK transport 

sector of roads. The subsequent section describes the contracting and networking 

arrangements within a typical road PFI project within the UK while highlighting the 

key decision making stages for the public sector. The following section concludes the 

chapter.     

2.2 The nature and development of PFI 

PFI is “a long-term contractual arrangement for the design, build, finance and 

operation [DBFO] of the services....” (HMT
14

, 2010, p. 1). PFI is a type of Public 

Private Partnership (PPP
15

) under which the public sector can buy construction and 

post-construction maintenance and operational services under a single contract which 

typically runs for 30 years, from a consortium of private sector companies against 

unitary payments that are tied to the consortium’s performance (HMT, 1995, 2008). 

The consortium designs, builds, finances and operates the facilities based on output 

specifications decided by the procuring public sector authority, which arguably would 

lead to project’s risks being transferred to the private sector as the unitary payments 

are linked to the performance against the output specifications (House of Commons, 

2003). PFI is different from privatisation as in PFI the public sector retains a 

substantial role as purchaser of the services and enabler of the projects (HMT, 1995). 

PFI is also different from conventional (government) procurement in several ways 

(see Table 2A).  

Under a conventional procurement government contracts with the private sector to 

construct an asset with the public sector providing the design and the financing itself. 

The public sector financing is typically raised through the sale of government bonds 

(see Table 2A). Once the new asset is constructed the public sector is responsible for 

operating and maintaining it, however in some cases the operation and maintenance 

services are outsourced under a separate contract. On the other hand in a PFI deal the 

tasks of designing and building the asset and to operate and maintain it after an asset 

                                                
13

 Internationally procurements that are similar to the UK’s PFI may be called by different names. For 

example, in Australia these are called PFPs (Privately Finance Projects), in Ireland and several other 

countries these are known as PPP (Public Private Partnerships), and in the US these are called 3Ps. But 

for the purpose of consistency this chapter and the entire thesis use the term PFI whether discussing the 

UK’s model or in an international context. 
14

 Abbreviation for the UK’s Her Majesty Treasury  
15

 PPP is defined as joint working between the public and private sectors, which may be by contract or 

through a joint-venture, to deliver infrastructure assets and services. (HMT, 2010, p. 1)  
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is built are assigned to a (single) private sector consortium under a single contract (see 

Table 2A). Moreover, under a PFI contract financing of the project is also the 

responsibility of the private sector. The payments by the public sector against the 

contracted services in PFIs are spread over the whole life of the projects, but are 

conditional upon the availability of the contracted services as per the output 

specifications (see Table 2A).      
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Table 2A: Comparison between conventional procurement and PFI 
Conventional procurement PFI 

Usually short-term design and 

construction  

contracts. 

A long-term contract (usually 30 years)  

integrating design, build, finance, and ,  

sometimes, maintenance of the facility. 

Requirements tend to be specified on an 

input basis. 

Requirements are specified as outputs to  

maximise private sector innovation. 

The procuring authority usually holds 

the risk on construction delays and cost 

overruns. 

The private sector party holds the risk of  

construction delays and cost overruns to  

provide incentives for delivery to time 

and to cost. 

The procuring authority pays for the 

costs of construction, maintenance and 

services as they arise. 

All costs are included in a “unitary” 

payment which is fixed over the life of 

the contract and is not payable until 

construction is complete and services 

have commenced to an agreed  

standard. 

The procuring authority pays for the 

capital costs at the beginning of the 

project through capital budget. 

The capital costs of construction are 

financed by the private sector borrower, 

and the costs are amortised over the life 

of the project. 

Borrowing is financed through issuance 

of government gilts, managed on a 

Government portfolio basis. 

Borrowing is financed by the private 

sector on a project by project basis. 

Payment for maintenance and services 

are not generally linked to performance. 

The unitary charge payments are linked 

to a performance regime. Deductions 

may be made if services are not 

delivered to contractual requirements. 

There is no long-term contractual 

commitment for the provision of 

maintenance. Authorities can flex their 

requirements and the costs of  

maintenance. Only a small number of  

authorities put in place planned 

maintenance regimes. 

The public sector pays for ongoing  

maintenance and lifecycle replacement 

costs as part of the annual unitary 

charge, and the costs are therefore 

smoothed across the contract term. This 

means that the asset is appropriately 

maintained over the project’s life, but 

the costs of maintenance are effectively 

locked in over this period. 
Source: HMT, 2012a, p. 18 

 

 It is argued that by allowing governments to access private financing for 

infrastructure investment and risk transfer through linking the unitary payments with 

the private sector’s performance, PFI over the past two decades has become an 

increasingly widespread means for public sector procurement world-wide (Yehoue, 

2013). Section 2.2.1 provides an overview of the scale of use of PFI internationally. 
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2.2.1 International trend of PFI 

Overall adoption of PFI in developed as well as developing countries
16

 has been 

widespread (Vries, 2013). For example between 1985 and 2004 there were about 2100 

PFI projects world-wide with a capital value of about USD 887 billion (Kwak et al., 

2009). Whereas of October 2010, the number of planned and funded PFI projects 

world-wide had increased to more than 3,000, with an accumulated capital worth of 

about USD 1,445 billion (Public Works Financing, 2011
17

). Among developed 

countries, the number of funded PFI projects between 1985-2010 in the USA was 

377, with a cumulated capital value of USD 68.4 billion (Public Works Financing, 

2011). For Canada over the same period there have been 127 funded PFI projects with 

a cumulated capital value of USD 45.2 billion (Public Works Financing, 2011). 

Australia has also got 127 signed PFI contracts with an estimated capital worth of 

USD 48.5 billion (Infrastructure Australia, 2013). For Europe, planned and funded 

PFI projects accumulated between 1985-2011 amount to 1,048 with a capital value of 

about USD 635 billion (Public Works Financing, 2011). Europe is said to represent 

about half of total PFI investments world-wide (Public Works Financing, 2011). 

According to the World Bank, during 2004/08 PFI investments in developing 

countries increased by 308 percent (World Bank, 2010, p. 24). Within developing 

countries of Europe and Central Asia, the transport sector has had received significant 

increase in PFI investments accounting for about 83 percent of total investment in the 

region’s transport sector since 1994 (World Bank, 2010, p. 26). Overall, since early 

1990s until 2012, Latin America and Caribbean have had 603 PFI projects reaching 

financial close with a capital value of USD 218 billion (PPI, 2013
18

). Africa and 

Middle East regions over the same period funded around 100 PFI projects with an 

                                                
16

 The World Bank defines developed countries as: High income countries, in which most people have 

a high standard of living. Sometimes also defined as countries with a large stock of physical capital 

(e.g. building, machines and technical equipment used in production in which most people undertake 

highly specialised activities). High-income countries were classified by the World Bank in 1997 as 

countries whose GNP per capita was $9,266 or more in 1999. The World Bank defines developing 

countries as: Countries with low or middle levels of GNP per capita. Low income countries were 

classified by the World Bank in 1997 as countries whose GNP per capita was $755 or less in 1999. 

Middle-income countries were classified by the World Bank in 1997 as countries whose GNP per 

capita was between $756 and $9,265 in 1999. (source: The World Bank glossary –  

http://www.worldbank.org/depweb/english/beyond/global/glossary.html#30, accessed on 18 February 

2014) 
17

 The database includes PFI in roads, rail, water and building sectors. 
18

 The Private Participation in Infrastructure (PPI) database mainly covers the transport, energy, 

telecom and water sectors 

http://www.worldbank.org/depweb/english/beyond/global/glossary.html#39
http://www.worldbank.org/depweb/english/beyond/global/glossary.html#92
http://www.worldbank.org/depweb/english/beyond/global/glossary.html#74
http://www.worldbank.org/depweb/english/beyond/global/glossary.html#99
http://www.worldbank.org/depweb/english/beyond/global/glossary.html#30
http://www.worldbank.org/depweb/english/beyond/global/glossary.html#30
http://www.worldbank.org/depweb/english/beyond/global/glossary.html#99
http://www.worldbank.org/depweb/english/beyond/global/glossary.html#30
http://www.worldbank.org/depweb/english/beyond/global/glossary.html#99
http://www.worldbank.org/depweb/english/beyond/global/glossary.html#30
http://www.worldbank.org/depweb/english/beyond/global/glossary.html#30
http://www.worldbank.org/depweb/english/beyond/global/glossary.html#30
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estimated capital value of about USD 20 billion (PPI, 2013). In South Asian region, 

aggregate number of PFI projects until 2012 has been about 300, with an estimated 

capital worth of USD 60.4 billion (PPI, 2013). 

In terms of the sector that has received the highest value of PFI investments within 

Europe and world-wide it is the transport sector and particularly roads which has got 

the ‘lion’s share’ (EPEC
19

, 2012, 2013; Public Works Financing, 2011; Yehoue, 

2013).  

Gerrard (2010) remarks that UK has ‘led a modest but important revolution’ in public 

procurement through adopting PFI. This reflects the fact that UK has overall remained 

the largest actor in the international PFI market, both in terms of capital value and 

number of PFI projects (Demirag et al., 2010; EPEC, 2012, 2013). This is 

demonstrated in Figure 2A below, which shows that among the developed countries 

UK has had the largest investment in PFI during 2005-10, in terms of number and 

capital cost of the projects. After having discussed an international scope of PFI, 

section 2.2.2 traces the evolution of PFI within the UK’s public sector, and with a 

particular focus on the transport sector of roads as this thesis involves an analysis of a 

road case study project in Chapter 8 (see Chapter 1, sections 1.3 and 1.4). 

 

 

 

                                                
19

 EPEC- European PPP Expertise Center. 

Figure 2A: Number of PFI deals closed between 2005/10 in developed countries 

Source: KPMG (2010, p. 17); size of a bubble represents capital value of deals in the respective country. 
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2.2.2 The development of PFI within the UK  

This sub-section presents an overview of the emergence of PFI within the UK and its 

scale of use across the devolved regions, the central government departments and 

particularly within the UK transport sector of roads. 

In the UK prior to PFI in 1980s the then Conservative government had developed the 

Ryrie rules
20

 for (restrictively) allowing private finance into investment opportunities 

within nationalised industries (Broadbent et al., 2004; House of Commons, 2003). 

However, those rules were arguably too tight to encourage private finance for public 

sector projects, as they required private financing options to be compared with the 

hurdle rate
21

 for public financing, and also the rules in their original form allowed 

private finance only as a substitute for and hence a reduction in public expenditure. 

On account of these restrictions Ryrie rules were partially retired in 1989 and 

completely abandoned in 1992 (Broadbent et al., 2004; House of Commons, 2003).  

During the period when Ryrie rules were prevailing, privatisation was also a central 

policy of the then Conservative government which sold certain major industries to the 

private sector (Broadbent et al., 2004; Jupe, 2012). But not everything could be 

privatised (e.g. health, roads and prisons), perhaps for fear of public outcry. 

Therefore, given the lack of public sector finance the then government had to develop 

ways which could direct private finance for delivering projects that still remained 

under the public sector’s domain (Broadbent et al., 2004). The policy initiative that 

superseded Ryrie rules in 1992 for involving private sector contractors and capital for 

delivering public services was PFI (Broadbent et al., 2004; House of Commons, 

2003).           

PFI was formally announced in the Autumn Statement
22

 of 1992 by Norman Lamont, 

the then chancellor of HMT. As successor to Ryrie rules the PFI policy announcement 

encouraged a wider private sector participation in delivery of public services. Under 

the policy announcement public sector was allowed to access private finance for 

                                                
20

 Named after Sir William Ryrie, the then second permanent secretary to HMT. 
21

 This requirement of Ryrie rules inevitably gave a preference to use public finance because 

government could borrow cheaper (i.e., at a lower hurdle rate) than private sector (Broadbent et al., 

2004). 
22

 Autumn Statements are presented by HMT to the UK parliament once in a year. They mainly contain 

economic forecasts / government’s economic strategies, and act as a guide to government budget  

(http://www.bbc.co.uk/news; http://www.gov.uk/government/news/autumn-statement-2013-date-

announced-by-chancellor-as2013).  

http://www.bbc.co.uk/news
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capital projects that could not be funded through government’s capital (House of 

Commons, 2003). Moreover, government departments could procure operations and 

maintenance services from private sector (i.e. leasing), while departmental spending 

against those services would be treated as revenue expenditure. In addition, the public 

sector was allowed to form joint ventures with the private sector for delivering 

projects (House of Commons, 2003). Thus one could argue that implementation of 

PFI in UK was meant to enhance private sector’s participation in delivery of public 

services (Broadbent et al., 2004), provided such participation could lead to achieving 

VfM (Value for Money) for public sector expenditure through transfer of project risks 

to the private sector, which would otherwise be borne by public sector
23

 (Demirag et 

al., 2010; Edwards et al., 2004; House of Commons, 2003).  

It is argued that the first few years of PFI witnessed a muted response from the private 

sector (Broadbent et al., 2004). Between 1992 up to the general elections in 1997, 

about 24 PFI projects got signed with an approximate capital value of £1.8 billion 

(HMT, 2011c). However, after the Labour party took over government in 1997, PFI 

got a real boost both in terms of its widespread use across government departments 

and in terms of number and capital value of projects. It is argued that the Labour 

government’s impetus for PFI came through certain reviews of the PFI policy that 

resulted in the formation of devolved and centralised centers of expertise on PFI, as 

well as standardisation of practices for operationalisation of projects
24

 (Broadbent et 

al., 2004).  

In 1997 alone, after Labour’s success in the general elections, a total of 14 PFI deals 

reached financial close with a capital cost of about £1.6 billion (HMT, 2011c). By 

2003, the number of signed PFI deals had reached almost 350 with an estimated value 

of £21 billion (HMT, 2011c). By the end of 2009 just a few months before the next 

general elections, the capital value of signed PFI projects in the UK had grown to 

about £50 billion (HMT, 2011c). The current coalition government after coming into 

power in 2010 also continued adopting PFI and signed about 35 projects between 

2010’s general election and 2012 (HMT, 2012d). As of 2012, within UK the number 

                                                
23

 This chapter seeks to provide a background to PFI and therefore does not attempt to analyse the 

underlying UK government’s (VfM) rationales for pursuing it. A critical and empirical analysis of PFI 

policy rationale and operationalisation within UK is performed over chapters 6 – 8.  
24

 The mechanisms or the governing practices through which successive UK central governments since 

1992 developed and promoted PFI are analysed and discussed in greater detail in chapters 6 and 7.  
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of PFI projects in operation had grown to about 650 with an approximate capital cost 

of £54 billion
25

 (HMT, 2012b). Figure 2B illustrates this trend in PFI projects within 

UK between 1992 and 2012
26

. The cumulative size of the unitary payments (in 

nominal terms) outstanding against these projects is approximately £301 billion
27

 (see 

Table 2B). 

 

                                                
25

 Approximately USD 86 billion. 
26

 The current coalition government initiated a reform of PFI during 2011 (HMT, 2011b), which in 

December 2012 resulted in a new approach to public private partnerships, called ‘PF2’ (HMT, 2012a). 

This shift in the PFI policy is analysed and discussed in chapters 6 and 7. Since this PhD focuses on 

exploring PFI alone not PF2, therefore projects data and policy guidelines on the latter were not 

analysed for the development of this thesis. However, at the time of writing, the UK government’s PFI 

project database was updated until 31 March 2013. The database shows that between 2012 and 2013, 

15 projects with a combined capital value of £1.6 billion reached financial close (HMT, 2013, p. 3). 

But the database does not explain the nature of these new projects, whether these are PFI or PF2.  
27

 The unitary payments should not be confused with the capital costs of PFI projects. As discussed at 

the start of section 2.2 the public sector does not pay for the project’s capital costs over the construction 

period. Once the project is operational and is performing to the required standard, the public sector 

pays a unitary charge which includes payments for ongoing operations and maintenance of the asset, as 

well as repayment of, and interest on, debt used to finance the capital costs. The unitary charge, 

therefore, represents the whole life cost associated with asset and therefore could be several times 

larger than the capital cost of a project (HMT, 2012a, 2012b; The Guardian, 2012).  

Source: HMT, 2012a, p. 16 
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As illustrated in Figure 2B the number and capital value of PFI projects grew 

significantly over the years until 2007, since when competitively priced bond and 

bank financing for projects decreased because of the global financial crisis. Since the 

global financial crisis PFI projects have mainly relied on bank loans as the market for 

project bonds diminished because the credit insurers who would provide guarantees 

for the PFI project bonds lost their credit ratings (HMT, 2012a). However, where 

long-term bank loans were available for new PFI deals they were dearer because of 

the rising cost of borrowing in the inter-bank market (HMT, 2012a). For example for 

the 35 PFI projects signed after 2009 (see the previous paragraph) the financing cost 

added £1 billion to the contract price of the projects (PAC
28

, 2010). The unavailability 

of competitively priced loan for signing new PFI deals has made it challenging for the 

UK government to raise private finance, and this is reflected in Figure 2B by a fall in 

the number of PFI projects since the debt crisis. Nevertheless, as part of the 

government’s latest reform of the PFI (HMT, 2012a) steps are being taken to ease the 

means for raising private finance for future PFI (PF2) projects
29

.   

Overall, since 1992 PFI has remained a major route in the UK for infrastructure 

procurement contributing to about 10 – 15 percent of annual government capital 

expenditure and has provided important public infrastructures such as hospitals, 

prisons, roads and schools (HMT, 2006a). PFI has been adopted across UK’s 

devolved regions (see Table 2B), however among the regions England has accounted 

for more than 80 percent by capital value of the UK’s PFI market, followed by 

Scotland
30

, Northern Ireland, and then Wales (Demirag et al., 2010). Within England 

PFI has been used across the government departments but with considerable 

variations (see Table 2B).  

 

 

                                                
28

 Abbreviation for the UK House of Commons Public Accounts Committee. 
29

 This is discussed further in chapter 3 and also in the empirical analysis chapters 6 and 7. 
30

 In 2008 Scottish Parliament approved a Non-Profit Distributing model (NPD) for private-financing 

of government infrastructure, which is different from the traditional PFI, and since then the Scottish 

government has been commissioning new projects under NPD and not under the traditional PFI. The 

data presented in Figure 2B and Table 2B include information about Scottish (traditional) PFI projects 

that were still under contract at the time HMT was compiling the data for 2012. (Hellowell and 

Pollock, 2009b; HMT, 2012b; http://www.scottishfuturestrust.org.uk/our-work/funding-and-

finance/non-profit-distributing/, accessed in Nov, 2013) 

http://www.scottishfuturestrust.org.uk/our-work/funding-and-finance/non-profit-distributing/
http://www.scottishfuturestrust.org.uk/our-work/funding-and-finance/non-profit-distributing/
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Table 2B: Existing PFI projects under UK central government departments and 

devolved regions, having reached financial close by 2012
31

. 

Department/Region No. of 

projects  

Total capital 

costs (£m) 

Unitary 

payments 

(£m) 

Department of Health 118 11,614.29 79,157.27 

Ministry of Defence 46 9,131.48 49,755.17 

Department for Education 166 7,731.11 29,463.73 

Department for Transport 62 7,349.42 36,546.01 

Scottish Government 85 5,692.80 30,755.49 

Department for Environment, Food and Rural 

Affairs 

28 3,843.76 22,705.81 

Department for Communities and Local Government 64 2,240.51 7,730.71 

Northern Ireland Executive 39 1,999.77 7,211.65 

Department for Work and Pensions 4 1,085.70 10,402.30 

HM Revenue and Customs 8 862.10 5,774.62 

Home Office 25 850.81 4,086.51 

Ministry of Justice 23 798.60 9,796.05 

Welsh Assembly 24 543.36 2,756.78 

Department for Culture, Media and Sport 17 348.93 1,353.69 

GCHQ (Government Communications Headquarters) 1 331.00 1,952.00 

HM Treasury 1 141.00 939.00 

Foreign and Commonwealth Office 2 91.00 474.91 

Department for Business, Innovation and Skills 1 21.84 42.33 

Crown Prosecution Service 1 18.20 384.22 

Cabinet Office 1 12.00 39.20 

Department for Energy and Climate Change 1 4.40 15.70 

Total  717 54,712.09 301,343.15 

Source: adapted from (HMT, 2012a; The Guardian, 2012) 

                                                
31

 At the time of writing the final draft of this chapter ‘sector-wise’ data about unitary payments (as 

shown in Table 2B) was only available until 2012.  
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Whereas currently the health sector has the largest investment in PFI followed by 

defence, education, transport and other sectors (see Table 2B), however it has been 

recognised that until recently the UK’s Department for Transport (DfT) had been the 

largest spender on PFI accounting for more than 35 percent of total capital investment 

in PFI projects across the country since the policy’s inception (Demirag et al., 2010; 

House of Commons, 2003). By 2008 the capital value of PFI projects within the UK 

transport sector reached about £21 billion, which was far greater than PFI investments 

in any other sectors at that time (Demirag et al., 2010). As per the most recent (sector-

wise) data available about PFI in the devolved regions of the UK, besides 62 PFI 

projects under the DfT (see Table 2B), there are two transport PFI projects in 

operations within Northern Ireland, three in Wales and another four under Scottish 

government, with majority of them in the roads sector (HMT, 2012d)
32

. All together 

the combined capital cost of currently existing transport PFI projects across the UK 

regions is about £8.3 billion (HMT, 2012d). This reduction in the size of PFI 

investments in UK’s transport sector than 2008, does not reflect a fall in the number 

of PFI projects, but the decline in the cumulative capital value of the projects has been 

caused by the recent failure of major transport PFI projects such as the London 

Underground PFI
33

. The transport sector has been and still continues to remain 

significant in terms of PFI investments.  

In 2000 the Labour government announced increased investment plans for the 

transport sector, estimating to invest £121 billion of combined public and private 

capital over the period of 2000/2010 (DfT, 2000a). The 10 year transport investment 

plan allocated £21 billion for the transport sector of roads, 25 percent of which was 

going to involve private finance (Edwards et al., 2004). As shown in Table 2C, five 

road PFIs were signed off by the UK’s Highways Agency between 2000 and 2010, 

                                                
32

 The 2013 updated PFI project database produced by the HMT does not contain sector-specific data 

on the number of PFI projects for the devolved regions of the UK (HMT, 2013, p. 5).  
33

 The London Underground PFI was signed in 2002/03 for carrying out major improvements to 

London’s (underground) tube infrastructure. The project involved awarding 30 years contracts to two 

private sector consortium companies, Metronet and The Tube Lines, for maintenance and renewals of 

the underground trains, tracks, tunnels and signals (Jupe, 2011; NAO, 2004). The capital value of the 

contracts was about £15.5 bilion (House of Commons, 2003). The contracts were managed by the 

Transport for London (TfL) until 2008, when the Metronet contract reverted to TfL as Metronet went 

into administration (Jupe, 2011; NAO, 2009a). In 2010 the TfL also acquired The Tube Lines, which is 

since then working as a wholly-owned subsidiary of the former. 
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with a combined capital value of about £1.5 billion
34

. Also under the current Coalition 

government’s Infrastructure plan the transport sector would get about 115 schemes by 

2015 with a total projected value of public and private financing of £89.3 billion 

(HMT, 2011a, p. 131). According to the plan two thirds of the investments will be 

privately financed (HMT, 2011a, p. 6). Since the announcement of the Infrastructure 

plan, two PFI projects with a combined capital worth of about £2.2 billion are already 

being procured under the DfT (HMT, 2014; NAO
35

, 2013). Successive UK 

governments have been pursuing PFI as a significant part of their capital investment 

plans for the transport sector of roads, in particular for motorways and trunk roads for 

tackling congestion through building new roads and widening the existing ones (DfT, 

2000a; Edwards et al., 2004; HMT, 2011a).    

After having discussed the development and the scale of use of PFI within the UK and 

the significance of private finance for the transport sector, this chapter now turns to 

present an overview of the use of PFI within the UK’s transport sector of road, in 

order to provide a more specific background for understanding the road case study 

PFI project analysed in Chapter 8.    

 The use of PFI in the UK’s transport sector of roads  

Across the UK the procurement of roads is decentralised primarily at the level of each 

devolved region, as shown in Figure 2C. In Northern Ireland and Wales as shown in 

Figure 2C, the respective government department (or directorate) is authorised to 

enter into PFI deals for roads, whereas in England it would be the Highways Agency 

(HA). Non-highways (or local roads) in England and Wales can be procured by the 

relevant local governments whereas Scotland has a single national level government 

agency for transport, called Transport Scotland36, which is responsible to the Scottish 

Government for investments in motorways, trunk and local roads, as well as other 

transport sectors (see Figure 2C).  

                                                
34

 Between 2000 and 2010 about £400 million were invested in roads PFI projects under Local 

Authorities (HMT, 2011c). 
35

 Abbreviation for the UK’s National Audit Office 
36

 Established in 2006 
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The HA was established in 1994 by the DfT as an executive agency and is responsible 

for the construction and maintenance of England’s strategic road network which is 

made up of 4,300 miles long motorways and trunk roads, that carry a third of all 

traffic in England and a two-third of all heavy goods vehicles by mileage (HA, 2012). 

This makes the strategic road network the ‘economic backbone’ of the country (HA, 

2012). The road network that the HA has to maintain and manage consists of the road 

itself, the pavement and roadside assets, such as signs, grass, cat's eyes, lights, safety 

barriers and drains. The HA is responsible for maintaining all of these components, as 

well as the embankments, bridges and viaducts that often support the roads (NAO, 

2003). The PFI contracts for the strategic road network are managed by the HA on 

behalf of the DfT.  

Even prior to the launch of PFI in 1992 the private sector was involved in the 

procurement of roads under the DfT from as early as 1980s (Edwards et al., 2004). At 

United Kingdom 

England 

(Central 

government) 

Scottish 

government 

Welsh 

government 

Northern 

Ireland 

Executive 

Department for 

Transport 

Transport Scotland Directorate of 

Economy, Science 

& Transport / 

local governments 

Department for 

regional 

development 

Local 

government 

 

Highways 

Agency 

Figure 2C: Regional procuring authorities for road PFIs across the UK 

Source: Developed from information available obtained from HMT, (2012d); http://www.transportscotland.gov.uk/; 

http://wales.gov.uk/about/civilservice/directorates/?lang=en 

http://www.transportscotland.gov.uk/
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that time trunk roads and motorways were operated and maintained by local 

governments as the DfT’s agents and had been required by law to subject their 

operations and maintenance of roads to Compulsory Competitive Tendering under 

which the private sector could bid for delivering public services. Thus until early 

1990s, except for financing of road projects, design, build and operations were 

outsourced to the private sector, however these were contracted out separately 

(Edwards et al., 2004). These outsourcing were different from the PFI model because, 

as discussed at the start of section 2.2, instead of separate contracts a PFI contract 

integrates the designing, building, financing and operations of the underlying asset 

under a single contract. Typically in a road PFI contract under the HA a single private 

sector consortium is assigned the tasks to design and construct new roads or expand 

existing roads through widening of lanes, and to operate and maintain the roads along 

with the provision of the supporting assets, over the whole life of the contract, while 

at the same time financing of the project is also assigned to the private sector under 

the PFI contract. Arguably one of the reasons for the UK government to pursue PFI 

for procuring roads was the integrated nature of the contracts which could incentivise 

the private sector to consider whole-life cost and efficiency savings through 

innovative designs (Edwards et al., 2004). 

After the launch of PFI in 1992 the DfT was the first department to use PFI to a 

significant degree particularly in the roads sector. The first PFI project was the 

Birmingham North Relief road (later called M6 Toll), signed in 1992 for a cost of 

£485 million, which marked UK’s first ever privately-owned toll motorway, (Edwards 

et al., 2004; HMT, 2012d). The M6 Toll PFI project since being a part of the 

England’s strategic road network came under the management of the HA after the 

latter’s establishment. After the M6 Toll project reached financial close in 1992, in 

1996 another eight road PFI projects went ahead under the HA with a combined 

capital cost of £590 million. Since the inception of PFI within the HA the number of 

PFI projects currently in operation has reached 15, with a combined capital value of 

almost £3.0 billion (see Table 2C). In terms of the payment mechanisms deployed in 

road PFIs under the HA the contracts shown in Table 2C can be primarily divided into 

two generations. Projects signed off during the Conservative government (i.e. 1990s) 

used tolling as payment mechanisms. Apart from the M6 Toll project for which the 

DfT adopted direct tolling from commuters, the subsequent eight PFI projects signed 
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in 1996 are based on shadow tolls
37

. However, for later road PFIs the HA has adopted 

a performance-based payment mechanisms (see start of section 2.2) in order to 

incentivise the private sector to deliver against the key government objectives of 

reducing congestion and improving road users safety through reducing number of 

serious accidents on the project roads (HA, 2013). 

This section has provided a background about the fundamental features of the PFI and 

about its evolution within the UK and the scale of its use both world-wide and within 

the UK’s public sector, particularly within the UK’s transport sector of roads. The 

empirical analysis presented later in Chapter 8 address issues that are specifically 

related to the decision making and control processes involved in the operationalisation 

of PFI within the HA (see Chapter 1, section 1.3). Therefore the next section (section 

2.3) presents an overview about the macro (i.e. at the level of central government) and 

micro (i.e. at the project level) decision making processes and the control mechanisms 

involved in operationalising road PFI projects under the HA.  

 

 

 

                                                
37

Shadow tolls involve payment per vehicle using a kilometer of the project road, in accordance with a 

tolling structure. They are referred to as 'shadow', as opposed to real tolls because the payment for 

usage is made by the HA, rather than the road user. The shadow tolls increase over time in accordance 

with an indexation formula. Different payments are due for traffic within different traffic bands and 

dependent on the length of vehicle (HA, 2013). 
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Table 2C: List of the operational PFI projects under the HA  

Project name Region Date of 

financial 

close 

Project 

status 

Contract’s 

Life (Yrs) 

Estimated 

total capital 

value (£m) 

M6 Toll (formerly 

Birmingham 

Northern Relief Road 

'BNRR') 

West Midlands 01-02-92 In 

Operation 

46 485.0 

A69 Carlisle to 

Newcastle 

North East 01-01-96 In 

Operation 

30 9.0 

A1(M) Alconbury to 

Peterborough 

East of England 01-02-96 In 

Operation 

27 128.0 

A417/A419 Swindon 

to Gloucester 

South West 01-02-96 In 

Operation 

30 110.0 

M1-A1 Lofthouse to 

Bramham Link 

Yorkshire and 

The Humber 

01-03-96 In 

Operation 

30 214.0 

A50/A564 Stoke to 

Derby Link  

West Midlands 01-05-96 In 

Operation 

30 21.0 

A30/A35 Exeter to 

Bere Regis 

South West 01-07-96 In 

Operation 

30 75.0 

M40 Denham to 

Warwick 

South East 01-09-96 In 

Operation 

30 65.0 

A19 Dishforth to Tyne 

Tunnel DBFO 

North East 01-10-96 In 

Operation 

30 29.0 

Severn River 

Crossings 

South West 01-10-99 In 

Operation 

30 331.0 

National Traffic 

Control Centre 

National/More 

than one region 

01-03-01 In 

Operation 

10 85.0 

A1 Darrington to 

Dishforth 

Yorkshire and 

The Humber 

01-02-03 In 

Operation 

33 245.0 

A249 Stockburyto 

Sheerness 

South East 01-02-04 In 

Operation 

30 73.0 

National Roads 

Telecommunications 

Services 

National/More 

than one region 

01-09-05 In 

Operation 

8.5 47.9 

M25 Orbital National/More 

than one region 

20-05-09 In 

Operation 

30 1073.0 

15  2990.9 

Source: HMT, (2012d) 
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2.3 Organisational arrangements and control processes for 

operationalising PFI in UK’s transport sector of roads
38

 

Before describing the contractual arrangements in a road PFI under the HA, Figure 

2D outlines the macro-level (i.e. UK central government) regulatory mechanisms 

through which PFI is operationalised within the HA. Within the UK at a macro-level 

the development and implementation of PFI policy engage a variety of key 

government stakeholders. At the level of central government (i.e. macro-level), 

besides politicians and ministers these stakeholders or implementation actors include: 

PFI policy advisors who work at the level of ministry of finance (i.e. HMT); 

government agencies of expertise such as the former Partnerships UK; and non-

departmental independent policy overseers who assess the merits of PFI policy, for 

example through VfM audits of PFI projects, and report their assessments to 

parliamentary select committees as part of a process of reflexive governance. These 

macro-level PFI policy stakeholders or actors interact in different capacities with the 

micro-level (project-level) actors, who primarily include the procuring authority (e.g. 

the HA and the corresponding private sector consortium
39

). This nexus of 

interrelations, interactions, and the macro-micro interface that has been responsible 

for the development and operationalisation of PFI within the UK transport sector of 

roads is illustrated in Figure 2D below. 

                                                
38

 PFI decision making processes and the control mechanisms are fairly standardised across the UK’s 

public sector. However since the case study focus of the present thesis is on a road PFI project under 

the HA (see Chapter 1, section 1.3) therefore the discussion in this section is developed particularly 

about the controls and decision making processes in road PFI projects under the HA.  
39

 Primarily a PFI contract is signed between a procuring public sector authority, i.e., the HA and a 

private sector consortium company (DBFO Co or SPV). But there are other micro-level actors also 

(e.g. sub-contractors, financiers, consultants (legal, accountants) and insurance companies).  
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As can be observed in Figure 2D, the HA procures a PFI deal by complying with the 

HMT’s review procedures and guidelines for assessing PFI options and setting the 

contractual terms. The procurement process is further facilitated by the involvement 

of government’s expert PFI bodies, such as the former Partnerships UK, which 

interacts more closely with the project-level actors for ensuring that the projects roll 

on and the government objectives from the projects are achieved. These processes and 
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Figure 2D: Departmental interrelationship for implementing PFI within the HA; 

a macro-perspective 

Developed from information available on https://www.gov.uk/government/how-government-works; http://www.hm-treasury.gov.uk;  

http://www.nao.org.uk/; http://www.parliament.uk/business/committees/committees-a-z/commons-select/; www.dft.gov.uk; and PFI 
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http://www.hm-treasury.gov.uk;/
http://www.nao.org.uk/
http://www.parliament.uk/business/committees/committees-a-z/commons-select/
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practices are subject to independent evaluation by the NAO, whose evaluation reports 

could provide significant information and feedback for the policy advisors and the 

localised actors to reflect upon the normative principles and practices, as well as 

forming a basis for parliamentary select committees to exercise accountability 

regarding the implementation of the projects.  

After having briefly presented the contextual level of how PFI projects are centrally 

regulated and operationalised within the HA, the following sub-sections describe the 

contractual arrangements and decision making processes involved in roads PFI under 

the HA. Particularly, the following two sub-sections discuss the contractual structure 

in roads PFI contracts under the HA (see section 2.3.1) and the decision making 

processes involved in awarding and managing (road) PFI contracts (see section 2.3.2).    

2.3.1 Contractual structure of roads PFI under the HA 

As discussed earlier in section 2.2.2 the HA awards a PFI (design, build, finance and 

operate or DBFO) contract for an underlying road to a DBFO Co (also known as 

special purpose vehicle or SPV), a shell company which is formed specifically to 

undertake the PFI project at hand. The DBFO Co is a representative of the private 

sector contractors to the project who are also the major shareholders of the DBFO Co 

(see Figure 2E below). It has been a common practice that a DBFO Co will sub-

contract the design, construction, operation and maintenance (O&M) services to 

specialised companies, which may be related to its shareholders (see Figure 2E). 

Since PFI projects are long-term, changes to the management of the DBFO Co or its 

sub-contractors can be implemented during the life of a PFI project subject to the 

approval of the public sector client (HMT, 2007) 

In (DBFO type) PFI projects financing has often been provided by the DBFO Co and 

the most important forms of financing have been senior debt and equity (see Figure 

2E). Senior debt has usually been about 90 percent of the total finance and has 

generally been provided by banks as well as by bond issue prior to the emergence of 

the global financial crisis (see section 2.2.2). Pure equity makes a very small 

percentage of the 10 percent total equity
40

 in a PFI project which would include 

                                                
40

 The UK government allows PFI shareholders to sell their equity stake in the projects in secondary 

markets. Whitfield (2011) reports that within the UK there has been 240 equity transactions related to 

PFI projects worth £10 billion.   
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subordinate or mezzanine debt generally provided by the consortia members or 

independent investors (Demirag et al., 2010).  

As discussed previously in section 2.2, the unitary payments paid by the HA are 

linked to the DBFO Co’s performance against the contracted services. In this way the 

private sector becomes responsible and at risk for its ability to meet the service 

requirements to which it had signed up to. If the DBFO Co is unable to deliver the 

contracted services then it could be at risk up to the full value of the debt and equity 

invested in the project (HMT, 2003). Thus theoretically speaking, involvement of 3
rd

 

party investors, particularly the senior debt financiers (e.g. banks) in a PFI project 

could provide additional due diligence
41

 upon the performance of the DBFO Co 

(HMT, 2003). Within the contractual structure of PFI as shown in Figure 2E, the 

private sector reallocates risk to the sub-contractors. For example the construction 

contractor under a subcontract with the DBFO Co takes the design, construction and 

completion risk for the project road. Likewise, the O&M contractor under a sub-

contract with the DBFO Co takes the risk of timely and cost effective operations and 

maintenance services for the project road. Nevertheless, it is the DBFO Co that 

remains directly responsible and at risk to the HA for delivery of the contracted 

services. The sub-contractors are not directly responsible to the HA, instead they are 

responsible to the DBFO Co. 

 

 

 

 

 

 

 

 

                                                
41

 This issue is further addressed in the empirical chapters, particularly in Chapter 8 
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Risk transfer for creating the correct discipline and incentives for the private sector to 

deliver the contracted services and hence achieve VfM is at the heart of PFI 

contracting (Demirag et al., 2010; HMT, 2003). However, where project risks are to 

be allocated to a DBFO Co, they must be identified and assessed in order for them to 

be priced into the PFI contract before the financial close (i.e. before signing-up of the 

contract by the HA and a DBFO Co) (Demirag et al., 2010). Identifying and assessing 

risks and establishing judgements about VfM from PFI deals has implications for the 

decision making stages that set the micro-level pre and post-contract award control 

processes, which particularly involve management accounting (Broadbent et al., 

2004). Section 2.3.2 provides an overview of the decision making and control 

processes from a perspective of the HA, that are involved during the procurement and 

implementation stages of the road PFI contracts. 
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2.3.2 Decision making and control processes for road PFI contracts under the 

HA 

 

Whereas the HA is responsible for managing PFI procurements for the England 

strategic road network (see section 2.2.2), however the DfT’s Corporate Finance 

Team provides an oversight on the overall PFI policy implementation by working 

closely with the HA from project design into the operational phase. Moreover, the 

Corporate Finance Team also engages with the market and maintains relationships 

with PFI financiers and contractors, thus driving attraction for bidders and enhancing 

competition during procurements (NAO, 2010c). Also prior to an award of a PFI 

contract the HA’s project team has to seek approval from the board of directors and 

the roads minster. For projects with a capital cost of more than £500 million HMT’s 

approval is also sought
42

. Moreover the HA’s directors from its investment board and 

the HMT also provide VfM scrutiny at several key decision making points during the 

(pre-contract award) phase (see Figure 2D). Since the HA seeks to achieve VfM in the 

PFI projects through risk transfer (HA, 2013), so whether a PFI option under 

consideration could deliver VfM or not, needs to be assessed upfront in the 

procurement stage. This assessment is performed by the HA in the pre-contract award 

(procurement phase) decision making stages, which are discussed next. 

 Pre-contract award (procurement phase) decision making 

As per the government’s PFI guidance the HA can only pursue a PFI option if it could 

offer VfM, which is defined as the “optimum combination of whole-of-life costs and 

quality (or fitness for purpose) of the good or service to meet the user’s requirement. 

VfM is not the choice of goods and services based on the lowest cost bid” (HMT, 

2006b, p. 7). Separate to VfM assessment the HA also has to consider the 

affordability of the potential liabilities in respect of a PFI project. The VfM and 

affordability assessments of a PFI option involves three key decision making stages 

before a PFI contract can be awarded by the HA. Figure 2F presents a diagrammatic 

form of the three pre-contract award (or the procurement phase) decision making 

stages for a road PFI project under the HA. These three stages (the Strategic Outline 

                                                
42

 In early 2000s UK government decided that only individual projects with capital cost of £20 million 

or higher could be considered for PFI. Individual projects lower than £20 million could not be procured 

through PFI, unless these smaller projects could be packaged and procured through PFI as integrated 

projects. This is discussed further in chapter 5.  
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Case, Outline Business Case and Full Business Case, (see Figure 2F)) are discussed 

next. 

 

Stage-2 

OBC and HMT’s 

Approval 

Stage-3 

FBC, HMT’s 

Approval and 

financial close 

 OJEU notice, 

 Bidders short-

listing 

 (Competitive) 

dialogue 

 Selection of 

preferred-bidder 

Source: Adapted from HMT (2003); NAO (2007) 

Figure 2F: Pre-contract award decision making stages for road PFI 

 

Stage-1 

SOC and HMT’s 

approval 
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i. Stage 1 (Strategic Outline Case) 

 

Each decision making stage during the procurement phase has a key documentary 

element that needs to be produced during the assessment processes (see Figure 2F). At 

the stage 1 a ‘Strategic Outline Case’ or SOC has to be formed and approved 

(Broadbent et al., 2004). The stage 1 decision making during the procurement phase is 

an assessment of the overall investment plan and the procurement options (as shown 

in Figure 2F). The SOC has some key elements in its design which are: clarification 

of the strategic need of the underlying services (e.g. need for widening of a (project) 

road to tackle congestion); formulation of procurement options (e.g. PFI or 

conventional); and affordability. In the SOC no one procurement option need to be 

preferred, but if it is it should be stated (Broadbent et al., 2004). 

Procurement options (i.e. PFI and alternatives) at stage 1 are assessed for VfM using 

both quantitative and qualitative methods, which largely draw evidence from past 

experience and projection (HMT, 2006b). The quantitative VfM appraisal is cost and 

benefits analysis of all options under consideration, and should be undertaken in line 

with the Chapter 5 of the Green Book
43

. The qualitative VfM assessment on the other 

hand, is based on a set of questions for a procuring authority (the HA) through which 

adequate evidence could be gathered about suitability of a PFI route for the 

investment need at hand. This is meant to force the HA to consider issues such as; 

could the investment objectives be translated into output specifications that can form 

the basis of a PFI contract and the (contractual) management control mechanisms, 

which could provide better risk management through incentivisation of the private 

sector? Also the qualitative VfM assessment would focus on market’s interest in 

taking a long-term road operations contract and issues about procurement timescale.  

 

 

 

 

                                                
43

 The Green Book; Appraisal and Evaluation in Central Government (2003) is UK government’s 

(HMT’s) guidance on the techniques and issues that should be considered by central government 

procuring authorities while carrying out VfM assessments for individual projects or programme of 

(related) projects.  
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ii. Stage 2 (Outline Business Case) 

The HA’s internal decision on the SOC would be subject to an approval from HMT
44

. 

As shown in Figure 2F, once the SOC is approved then the stage-2 is to produce an 

Outline Business Case (OBC). The OBC should be clear about the preferred 

procurement option and its justification in relation to the alternatives (Broadbent et 

al., 2004). In other words, stage 2 and development of OBC constitute a project-level 

assessment where the project team within the HA updates analysis from the stage 1, 

with project specific information through a PFI route and identify the key VfM issues 

(HMT, 2006b). An OBC normally presents the following key elements: project 

objectives and scope, short-listed options and the preferred option in terms of risk 

analysis, affordability, and management arrangements (Broadbent et al., 2004). The 

stage 2 qualitative assessment of the PFI option should raise a series of questions that 

address the viability, risk management and overall efficiency of going down a PFI 

route. However, the qualitative assessment at stage 2 is more in depth (e.g. 

undertaking tests for markets interest in the particular road PFI project under 

consideration), rather than a more general analysis of the market conducted at stage 1 

(HMT, 2006b).   

Under government’s guidance on PFI the HA would also have to undertake a detail 

quantitative assessment of VfM at the time of preparing an OBC. However, 

government recognises that VfM is a relative concept and so “[t]o assess value for 

money therefore requires an ability to define, estimate or identify both a proposed 

approach and its related outcome and compare this to at least one alternative approach 

                                                
44

 Since the inception of PFI the HMT has been adopting different scrutiny and assurance mechanisms 

along the key decision making points during PFI procurement phase. In 2001 the then government 

introduced the Gateway processes, which provided central government’s scrutiny performed by the 

OGC (Office of Government Commerce, a centralised procurement body for the central government 

previously working as an independent unit of the HMT, but since 2010 working as part of the 

Efficiency and Reform Group within the Cabinet Office) at the 3 key decision making stages during 

PFI procurement (i.e., SOC, OBC, and FBC as shown in Figure 2F). These scrutiny and assurance 

check points act as controls at the level of central government during PFI procurement by departments, 

and would tend to provide rigorous assessment of the deliverability, affordability and VfM of PFI 

projects. In 2008 the HMT alongside the Gateway process introduced the Major Projects Review 

Group (MPRG), which consisted of a panel of commercial experts for guiding PFI (and other major 

projects) during procurement phase. However the MPRG would be applied to selected projects based 

on their size and complexity. The current coalition government has further strengthened the center’s 

scrutiny and assurance framework for all major projects being procured by government departments 

including PFI (PF2). It has established a Major Projects Authority that has replaced OGC and has made 

it mandatory for all major projects from 1 April, 2011, to maintain Integrated Assurance and Approval 

Plans (IAAPs), which are ‘living documents’ that will change and develop according to a project’s 

progress over its life-cycle, and continues to require HMT’s approval at the SOC, OBC and FBC 

stages. (HMT, 2003, 2008, 2011d, 2012).    
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and its related outcome” (HMT, 2008, p. 38). Therefore, in order to decide whether 

procurement should be through a PFI route would require a comparison between the 

NPVs
45

 of PFI and conventional (government) procurement (Broadbent et al., 2004). 

This assessment method would fundamentally require an estimation of the costs for 

the conventional procurement to be used as a benchmark against the PFI option. The 

(quantitative) benchmark for PFI is the PSC (Public sector Comparator
46

), and central 

to its development and use would be an estimation of the risks attached to the two cost 

profiles as shown in Figure 2G
47

.         

 

 

 

The PSC would be developed and used in line with the Green Book. If the NPV of the 

cost pertaining to PFI is lower than the NPV of the cost of providing the same service 

outputs through a normal public procurement which is represented by PSC (as shown 

for a hypothetical case in Figure 2G), then a decision to prefer PFI would be 

justifiable as well as agreeable to HMT
48

. The risk adjustment element of the PSC as 

                                                
45

 Net Present Value of costs from PFI and the comparator (conventional) procurement option. 
46

 Since December 2012 the current coalition government as part of their reform to PFI has withdrawn 

PSC for assessing VfM for new PFI (PF2) projects. Initial set of new guidance for PF2 can be accessed 

at https://www.gov.uk/government/publications/private-finance-2-pf2   
47

 Base-costing under the PSC as shown in the left bar in Figure 2G would be the estimated capital and 

operating cost for a government financed project offering the same outputs if the project would be 

procured through PFI (Broadbent et al., 2004).  
48

 Consideration for affordability of PFI has to be undertaken separate from VfM assessment. 

Government guidance suggests that procuring authorities should be mindful about their affordability 

Figure 2G: Cost elements in PFI and PSC 

Source: Broadbent et al., (2004, p. 32) 
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shown in Figure 2G represents the estimated cost of risk transferred in the PFI option, 

which otherwise would be borne by the public sector if the project was to be pursued 

conventionally. It is argued that if an estimation of values and allocation of risks (as 

shown in Figure 2G) are not made for the PSC assessment, then PFI would 

automatically be at a disadvantage because of carrying risk premium in its pricing 

(Broadbent et al., 2004). It is for this reason that identification, valuation (estimation) 

and allocation of risks at the OBC stage are of central importance for PSC based VfM 

evaluation prior to an award of contract (Broadbent et al., 2004)
49

. Besides PSC, the 

HA would also seek decision making input from calculating benefit-cost ratio for 

specific schemes on a project road (e.g. widening) and would also consider economic 

values of non-tangible benefits from the scheme, such as expected reduction in 

journey times (HA, 2013).      

It has been long debated and criticised that risk transfer in PFI has played a major part 

in setting (a preferred) accounting treatment of PFI liabilities by the public sector  

(Broadbent et al., 2004; NAO, 2009b). Until 2009 financial reporting of PFI liabilities 

(and assets) in the public sector’s balance-sheets was governed by the UK GAAP
50

, 

which applied a balance of risk principle for reporting PFI commitments by the public 

sector. As under PFI majority of the project risk would be transferred to the private 

sector, therefore under the UK GAAP in majority of the cases procuring authorities 

were able to use PFI as an off-balance sheet financing of projects (HoL
51

, 2010). Thus 

in terms of financial outlook of government, PFI would allow government 

departments to undertake projects without being needed to report the corresponding 

liabilities. However in 2009 UK government introduced International Financial 

Reporting Standards (IFRS) for the public sector to produce their accounts. IFRS 

replaced UK GAAP for public sector financial reporting and shifted the focus from 

the balance of risk to a principle of balance of control for reporting PFI liabilities. 

Thus several existing PFI projects which under UK GAAP remained off-balance 

                                                                                                                                       
for a PFI project that is being considered (HMT, 2006b). Central government check points during PFI 

procurement stages also focus on questioning affordability of PFI projects (HMT, 2008). 
49

 Nevertheless, it has been recognised that quantitative VfM assessment of PFI, particularly the PSC, 

could not provide robust outcomes because of the model’s limitation to address uncertainties, (i.e., non-

quantifiable risks), and also because the model was so largely based on assumptions about (estimated) 

risk and costs, that it could have arguably been not difficult for authorities to manipulate the 

calculations for using PSC as a pass / fail test for PFI (Broadbent et al., 2008; HC 764, 2003). These 

critics on PSC are discussed further from academic and empirical perspectives in chapters 3, and 6 - 8.   
50

 UK Generally Accepted Accounting Practice.  
51

 Abbreviation for House of Lords. 
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sheet, by switching to IFRS had to be reported in the public sector’s financial 

statements. However, IFRS principles have not been made applicable for government 

departments’ budgeting.  

It is argued that for the public sector the key implication from the decision about the 

accounting treatment of PFI would be on the public sector’s external financing limits 

(Broadbent et al., 2004). And since funding and budgeting mechanisms for procuring 

authorities would make an off-balance sheet PFI more attractive than a conventional 

(on balance sheet) investment, therefore arguably the choice of an accounting 

treatment of PFI could have had influenced the risk assessment and allocation 

performed under the PSC (Broadbent et al., 2004; NAO, 2009b).    

Whether procurement authorities had tried to manipulate PSC in order to obtain an 

approval for PFI as an off-balance sheet financing for their projects or not, and what 

could be the implications in either case, these are not the focus of the current 

chapter
52

. Instead the purpose of this section is to provide an overview of the decision 

making processes in considering and operationalising PFI at central government 

departments and their agencies.  

So, if the OBC presents the PFI as the preferred investment option on the basis of the 

qualitative and quantitative VfM assessments discussed above, and the OBC gets 

approved by the HMT, the next step is for the project proposal to go to the market 

with the HA issuing a notice in the Official Journal of the European Union (OJEU)
53

, 

(Broadbent et al., 2004; HMT, 2006b). The advertisement in the OJEU invites bidders 

across the EU to develop and submit tenders. After receiving bids the HA would 

undertake pre-qualification process leading to an invitation to shortlisted bidders to 

participate in a dialogue process for discussing the crucial aspect of the project and 

developing solutions, following which the HA would requisition final bids, which 

would ultimately lead to selection of a preferred bidder (see Figure 2F).        

  

                                                
52

 These issues are discussed in chapter 3 in the light of the extant accounting related PFI literature, and 

also in the empirical analysis chapters 6 – 8. 
53

 The HA has to comply with the European Commission’s procurement regime, and as such roads PFI 

tenders have to be published in the Official Journal of the European Union (OJEU). 
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iii. Stage-3 (Full Business Case)     

 

Following an appointment of a preferred bidder for the PFI project the HA will need 

to develop a Full Business Case (FBC). Typically a FBC for a PFI project will mainly 

include: the strategic context; the OBC; the PSC; the PFI procurement process and the 

preferred PFI solution (e.g. justification of awarding widening and whole-life 

operations and maintenance for the project road to a DBFO Co); risk analysis and risk 

management (e.g. risk register); affordability analysis and financing of the specific 

project schemes (e.g. cost and financing of widening on a certain section of the 

project road); accounting treatment of the PFI project; post project evaluation plan 

and contract management arrangements (Broadbent et al., 2004). Once a FBC is 

approved by the HMT, only then could contracts be exchanged and financial close can 

occur, after which the construction can commence (see Figure 2F).  

 Post-contract award decision making 

Once an awarded PFI contract commences delivery of services, the decision making 

for the HA in terms of safeguarding VfM would relate to how the contract in 

operations is being managed. The control tools that could be enforced by the HA 

during the construction and O&M phases of a road PFI project would mainly draw 

from decisions made early during the procurement stages about the nature of the 

governance arrangements for managing the contract. Therefore it is important that the 

terms of contract management should be well documented when the contract is being 

written (NAO, 2001). Whereas a detailed and critical analysis of the contractual 

management control systems in an operational road PFI project is undertaken later in 

the thesis (see Chapter 8), the discussion that develops in this part of the section 2.3.2 

describes, in line with Figure 2H, the elements of decision making relating to contract 

management of road PFIs under the HA.   
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Source: Adapted from Edwards et al. (2004, pp. 114-124); NAO (2001) 

Figure 2H: Elements of decision making for managing operational road PFI contracts by the HA 
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Managing a road PFI contract in its operational stage would involve decision making 

by the HA around the five fundamental operational aspects or elements as shown in 

Figure 2H with (Roman) numbers ‘i’ to  ‘v’. Establishing controls for these five 

operational areas would be generally governed by the HMT’s guidance on 

Standardisation of PFI Contract
54

. The HA would assign the post-contract award 

decision making authority to a project nominee, who would be responsible for 

managing the contract. The five control elements for managing operational road PFI 

contracts by the HA identified in Figure 2H are now briefly described.  

i. Contract Monitoring 

Once a PFI project commences and the private sector starts delivering the contracted 

services, it becomes essential for the HA to continuously monitor the performance of 

the DBFO Co, in order to assess if the project objectives as developed during the 

procurement phase are being met
55

. The contract or performance monitoring regimes 

would be usually agreed between the HA and the appointed bidder during the 

procurement phase of the contract. Moreover, the monitoring regimes would clearly 

get written into the contract. In a road PFI project monitoring of the private sector’s 

performance by the HA would mainly rely on certain periodic ‘self-assessment’ 

performance reports produced by the DBFO Co. These reports would provide 

information about performance targets achieved, missed and those being rectified, for 

the period under review (e.g. over a reporting month). The performance targets are 

detailed in the contract and are derived from the project objectives.  

                                                
54

 Standardisation of PFI Contracts or SoPC, have been developed by the HMT as the official (and 

mandatory) guidance for governing the formation and enforcement of control-mechanisms for 

operational PFI contracts. The first set of SoPCs were published in 1999, which were later superseded 

by upgraded versions in 2002, 2004/05, and a final version was published in 2007 (HMT, 2007). There 

are now new SoPC for PF2  

(http://webarchive.nationalarchives.gov.uk/20130129110402/http://www.hm-

treasury.gov.uk/infrastructure_ppp_contractual.htm). 
55

 This thesis focuses on the post-contract award decision making or contractual management control 

systems that the HA can enforce against the DBFO Co. As discussed previously, a DBFO Co usually 

sub-contracts the delivery of contracted services to specialised companies under different (sub) 

contracts, as shown in Figure 2E. Nevertheless it is the DBFO Co that remains responsible to the HA 

for delivery of the contracted services and their specified performance standards, and therefore must 

coordinate all performance activities with its sub-contractors, if it is to operate effectively and deliver 

the required standards of services. The sub-contracts are governed by their own control frameworks 

which are not a focus of the current thesis.     
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Obtaining data for producing the performance reports is the responsibility of the 

DBFO Co
56

. However, in certain cases where the DBFO Co (or the sub-contractor) is 

not capable of generating the required data (e.g. accident trends on comparator roads), 

it can liaise with the specific company or government body for obtaining the 

necessary data. Besides performance reporting by a DBFO Co, the HA could also call 

for inspections of certain performance areas, or even hold performance audits (e.g. 

safety audits). While the data generated through contract monitoring regimes allow 

the HA to assess the private sector’s performance against the project objectives, the 

decision outcomes would activate the incentives regime for managing risk transfer, as 

indicated in Figure 2H. 

ii. Incentives regimes 

The HA manages a DBFO Co’s performance by awarding certain incentives against 

DBFO Co’s breaches (or out-performance) in delivering its obligations under the 

contract. Some of the more routine incentives could be non-financial, such as warning 

notices or performance (penalty) points, which can be awarded to a DBFO Co for 

failure to perform during both the construction and operational phases. Usually the 

HA will award performance points based on certain specified formula against DBFO 

Co’s failure to administer the contract properly (e.g. if a DBFO Co fails to rectify a 

problem within the stipulated time). The issuance of performance points (or even 

warning notices) above certain threshold allows the HA to step in and take certain 

remedial action or even set in place more rigid performance monitoring at the expense 

of the DBFO Co. If performance failures persist to such an extent where the HA 

believes that the DBFO Co is incapable of rectifying the problems and the project 

objectives could not be achieved anymore, the HA could as a last resort terminate the 

main contract.  

Besides incentivisation for the DBFO Co through warnings and performance points, 

risk transfer in road PFIs is also managed through payment mechanisms (see section 

2.2.2). The unitary payments are adjusted for DBFO Co’s achievement or failure on 

                                                
56

 For example in the initial road PFIs under the HA where unitary payments were based on number of 

vehicle using a project road, the DBFO Cos had to install ‘loop technology’ under the project-roads’ 

surface for counting vehicles (Edwards, et al., 2004). In one of the recent HA’s road PFI projects, the 

DBFO Co was required to install tracking devices along the project road, which could track mobile 

phones within travelling vehicles for generating data about journey times.  
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the key performance targets under the principles of ‘availability of service’ and 

‘performance of service’ (HMT, 2007). For example, full unitary payments begin 

after the initial construction works are complete and the HA issues the completion 

certificate (i.e. payment tied to availability). During the O&M phase deductions (or 

bonuses in a limited number of cases
57

) are made to the unitary payments in relation 

to DBFO Co’s level of performance in respect of the key O&M objectives
58

. Thus by 

aligning unitary payments closely with the project objectives the payment mechanism 

in road PFI contracts puts into financial effect the allocation of risk and responsibility 

between the HA and the DBFO Co, and establishes the incentives for the latter to 

deliver the services required in a manner that gives VfM (HMT, 2007).  

iii. Contract Amendments 

Since PFIs are long-term contracts, the way the contracts are written must include 

change management procedures that could allow the contracting parties to deal 

effectively with changes to services or performance specification from that which had 

been set out originally (HMT, 2007). Setting provisions for change management is 

essential in PFI contracts as there could be various reasons along the life of a road PFI 

project (e.g. new legal requirements), which would require changes to the original 

contract (Edwards et al., 2004). Changes in operational PFI may involve addition to 

assets or direct changes to the type or level of services. For example in road PFI 

contracts changes could be like; new road widening or traffic management scheme, 

new road surfacing standards, safety reasons which could indicate that the layout of a 

junction needs improving, or changes are needed to signs or safety fencing (NAO, 

2008).  

Government’s guidance on managing PFI contracts suggest that in order to ensure 

VfM through changes in operational PFI, the public sector client should enforce 

competitive pressures for implementing the changes by the private sector and 

incentivisation through payment and non-financial regimes (HMT, 2007). While the 

incentivisation should be established against certain performance indicators for 

carrying out the change, particularly in respect of meeting the agreed time scale for 

                                                
57

 More on the payment adjustments for O&M services is analysed and discussed in chapter 8. 
58

 Generally the key project objectives in operational road PFI projects under the HA are ‘reducing 

congestion’, ‘improving safety’, ‘sustainability and safeguarding the environment’, ‘reliable journey 

times’, and ‘informed travelers’ (Edwards et al., 2004).   
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processing and implementing the change, competitive pressures could be induced 

through bench-marking and competitive tendering mechanisms (HMT, 2007; NAO, 

2008). Moreover, sharing of and learning lessons from experiences from 

implementing changes by public sector contract managers is a recommended best 

practice for improving change management in operational PFIs. Within the HA the 

contract managers for PFI projects meet several times a year to discuss current issues 

about changes in individual and across all PFI deals. The group also holds joint 

meetings with their private sector counterparts and PFI practitioners from other 

sectors are invited to share their experiences. Such sharing of experience allows the 

HA to adopt a consistent approach to the management of individual contracts and 

prevents differing interpretations of contracts or specifications (NAO, 2008).        

iv. Project Handover 

It is argued that the actual lifetime of a project road after the PFI contract is important 

because it will affect the eventual VfM obtained over the whole life of the project 

(Edwards et al., 2004). Therefore, the key considerations for the HA towards the end 

of the contract in connection with managing the handover of the project road will be 

to ascertain the condition of the assets, any rectification works, their cost and how 

they are paid for (Edwards et al., 2004; HMT, 2007). Whereas the procedures for 

these issues need to be set out in the contract, the HA’s acceptance of the project road 

once the PFI contract ends would depend on a final inspection of its condition. 

Moreover, the HA’s risk register for the project road should record the relevant risks 

which ought to provide guidance on the end of contract inspection of the road prior to 

handover (Edwards et al., 2004). It is important for the HA that in case it anticipates 

that the project road and the associated services would continue to be required 

through the private sector after the natural expiry of the existing PFI contract, then 

timely planning should be made for the appropriate delivery options that can succeed 

the current PFI contract. This may require the HA to run, prior to the expiry of the 

current PFI contract and once future need for services has been established, a repeat 

PFI style assessment of business cases (HMT, 2009).      

v. Relationship Management 

PFI contracts involve long-term relationships between the public and private sector 

contracting parties (see section 2.2; 2.3.1), who happen to have different objectives. 
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Under conflicting goals it is suggested that successful outcomes for the contracting 

parties can only be achieved if they are prepared to approach projects in a spirit of 

partnership and are willing to collaborate and work together (NAO, 2001). Also since 

mutually agreeable interpretation of the technical and legal language of a PFI contract 

can be difficult which could cause disputes between the procuring authority and 

DBFO Co (NAO, 2001). Moreover, changes to operational contracts have been found 

to be another major reason for disputes (NAO, 2001). In order to maintain 

collaborative relationship with the DBFO Co such that misunderstandings and their 

negative implications on services and the partnership could be mitigated, the HA 

would include provision in the road PFI contracts for dispute resolution and 

arrangements for joint decision making. Internal dispute resolution procedures, if set 

out early in the road PFI contracts, could avoid recourse to courts and may prove to be 

more efficient and cost effective.  

The preceding discussion in this section has provided an overview about the pre- and 

post-contract award control and decision making processes for road PFI projects 

under the HA. The description has been mainly presented from the perspective of the 

HA (i.e. the public sector client) and has indicated the key aspects of the 

organisational arrangements and the control procedures that are needed to be in place 

for implementing PFI projects by the HA. The next section concludes the chapter by 

providing a summary of the key issues highlighted in the foregoing discussions. 

2.4  Conclusion    

The purpose of this chapter was to provide an overview of the UK’s PFI, 

particularly in relation to its introduction, evolution, scale of use, and the 

processes and procedures as well as the organisational arrangements involved in 

the operationalisation of PFI particularly in terms of the HA. This was achieved 

by drawing information and statistics about PFI as contained in UK government 

publications, and publications of multilateral agencies and professional 

accounting bodies. The chapter has established a background about the macro 

economic and fiscal context against which PFI was adopted in the UK and has 

identified the key organisational and contractual features of the UK road PFI 

contracts, thus forming a context for the readers for understanding the empirical 

discussions that develop later in the thesis.  
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The examination of the evolution of PFI in the UK shows that the launch of PFI in 

1992 by the then Conservative government was predominantly driven by concerns for 

channelising private finance towards public services which could not be completely 

privatised. Thus one could argue that the initiation of PFI by the then Conservative 

government was to set a conduit for private capital coming into the public sector for 

taking pipeline projects off the ground. Their successors the Labour government 

perhaps had expanded the domain of private financing for public infrastructure under 

the umbrella of PPP and that arguably also led to an evolving focus on achieving VfM 

both in a rhetorical sense as well as in terms of the development of the macro and 

micro regulatory frameworks that govern PFI operations. Although the recent global 

financial crisis had caused a decline in the availability of private finance for new PFI 

projects, nevertheless the current UK government has been introducing reforms for 

new PFI deals in order to revive the PFI market. Specifically in terms of the UK 

transport sector of roads an examination of the capital investment plans of successive 

governments indicates that private financing continues to remain an important means 

for funding road infrastructure projects, particularly for tackling congestion through 

building new roads and lanes.   

This chapter has also identified that the UK government’s VfM rationale for PFI 

relies on the centralised and project-level control mechanisms as outlined in section 

2.3. The examination of the HA’s control processes for operationalising PFI contracts 

has shown two separate phases for the road PFI projects. The HA’s decision making 

processes during the ex-ante (procurement) stages draw largely on quantitative VfM 

assessments based on calculations of estimated project risks and their allocation. 

However these processes could be biased in favour of PFI because of the associated 

accounting and budgetary treatment of PFI, which could allow the public sector to 

deliver capital investment without causing an upfront reduction to the capital budget. 

In terms of road PFI contracts in operations, decision making for the HA relies on 

various aspects of contract management, including sensitive and conflicting issues of 

judging the private sector’s performance, managing incentives and building 

collaboration.  

The next chapter (Chapter 3) provides further background about the PFI particularly 

from a UK’s perspective, by reviewing the extant accounting related PFI literature 

that has analysed and critiqued PFI’s nature and operations.  
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Chapter 3 

Government’s Rationales and the Control Mechanisms for 

Operationalising the Private Finance Initiative 

 

“... the shift or not to PPPs does not always occur automatically ... but requires 

empirical analysis to see why governments in certain countries chose or 

abandoned the PPP policy option” (Greve and Hodges, 2010, p. 159).
59

 

3.1 Introduction  

This chapter reviews the extant literature drawn mainly from accounting-related 

academic journals
60

 about the reasons why governments in different countries, in 

particular the UK, have adopted PFI, together with the (macro-and-micro-level) 

control mechanisms through which PFI has been operationalised within the UK 

public sector. The purpose of this literature review is primarily two-fold: first, 

before proceeding to the empirical analysis in the later chapters, to present an 

overview of the existing empirical body of evidence about the underlying 

rationales for and the functioning of PFI particularly within the UK’s context (see 

Chapter 1, section 1.3); and second, to identify the gaps within the extant PFI 

literature in terms of the issues related to its nature and operations from a UK’s 

perspective mainly that are still not clearly understood, and how the present thesis 

can contribute to those gaps (see Chapter 1, section 1.2).  

It was shown in Chapter 2 (see section 2.2) that over the last two decades PFI 

received an international popularity with some developed states within the Europe 

and elsewhere being the top users of this procurement model. Therefore the next 

section (section 3.2) provides a review of the academic literature about government’s 

rationales for PFI and the macro-level regulatory regimes through which PFI has been 

implemented in different developed countries (other than the UK). This is followed by 
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 Throughout this thesis the term ‘PFI’ (Private Finance Initiative) is used instead of ‘PPP’, to 

represent the infrastructure procurement contract used by the UK government as well as governments 

in other countries, that involve the private sector for designing, building, financing and operating public 

infrastructure (see Chapter 2, section 2.2). 
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 From a UK perspective there exists a significant body of official literature on PFI published by the 

central government bodies (e.g. the National Audit Office). However this (official) literature is not 

reviewed in this chapter because: the purpose of this chapter is to provide an overview of the academic 

(accounting-related) literature on PFI, and; the official (UK central government’s) publication on PFI 

form the basis of the empirical analysis for the SRQ 1 which is presented in Chapter 6 (see Chapter 1, 

section 1.4).   
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section 3.3 which focuses on reviewing the empirical body of knowledge about the 

UK government’s justification for PFI and the macro-level governing technologies 

deployed by successive UK governments for operationalising the policy objectives in 

PFI (e.g. the off-balance sheet treatment of PFI and its implications on risk allocation 

and VfM) (see Chapter 2, section 2.3.2, ‘Pre-contract award decision making’). 

Section 3.4 reviews the post-implementation operations of PFI contracts in light of the 

available empirical evidence about the use of management control systems and trust 

for achieving the project objectives (see Chapter 2, section 2.3.2, ‘Post-contract award 

decision making’). Section 3.5 concludes the chapter by suggesting in the light of the 

preceding literature review that from an academic perspective what we know about 

the underlying nature and functioning of the UK’s PFI and what we do not know, and 

how this thesis tends to address these gaps in our understanding of PFI. This chapter 

now turns to review the international body of empirical evidence on government’s 

rationales for and the macro regulatory regimes underlying PFI in different countries.   

3.2 Government’s rationales and regulatory mechanisms for 

operationalising PFI in different countries (outside the UK) 

Several studies have indicated different political and institutional reasons for 

governments pursuing PFI in different countries. For example English and Guthrie 

(2003) adopt steering theory to examine what drives PFI in Australia. The authors 

argue that implementation of PFI in Australia was influenced mainly by macro-

economic pressures on Australian state governments to maintain low levels of debt. 

The authors identify the Commonwealth government as the transnational steering 

media which had influenced the fiscal policy of the Australian federal and state 

governments. The fiscal policies that supported PFI in Australia were articulated in 

various policy documents developed at the levels of the Commonwealth and 

Australian governments. Moreover, the off-balance sheet accounting treatment of 

Australian PFIs
61

 was approved at the Commonwealth level which was also adopted 

by the Australian state governments thus leaving no room for controversies regarding 

the accounting for PFI projects. English and Guthrie (2003) argue that the macro-

economic push for PFI was complemented with Australian government’s commitment 

to implement new public management (NPM) principles within the delivery of public 
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 See Chapter 2, section 2.3.2 (Pre-contract award decision making) and section 3.3 below for a 

discussion on accounting treatment of PFI from a UK’s perspective. 
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services. English and Guthrie (2003) conclude that PFI in Australia has been pursued 

as an off-balance sheet means for financing infrastructure projects, which at the same 

time could optimise VfM through competitive bidding and risk transfer.  

On the other hand Maguire and Malinovitch (2004) argue that PFI has an evolutionary 

nature as the government’s reasons for their adoption have evolved over the past two 

decades. Focusing on the PFIs within the state of Victoria in Australia, Maguire and 

Malinovitch (2004) posit that the PFI schemes initiated during the 1980s were mainly 

used as off-balance sheet arrangements for financing infrastructure projects across 

different public sectors in Victoria. For these early PFI projects the Victorian 

government also offered guarantees to the private sector assuring a rate of return. 

However, in 1990s the Victorian government’s PFI policy shifted from the macro-

fiscal concerns to a desire to engage private sector in delivering infrastructure for 

achieving efficiency. Maguire and Malinovitch (2004) note that the Victorian PFIs of 

1990s involved a high level of risk transfer to the private sector with no government 

guarantees unlike the previous decade, and the unitary payments were linked to the 

availability of the services. The authors comment that these second generation PFIs 

led to an evolving emphasis of the successive Victorian government on achieving 

VfM through optimal rather than maximum risk transfer, greater focus on whole-life 

costing and deployment of management control systems for assessing VfM, such as 

the PSC
62

.  

Through an examination of New Zealand government discourse on fiscal policy 

Newberry and Pallot (2003) argue that fiscal legislations that shaped the 

government’s financial management system in New Zealand promoted PFI by 

implementing contractual arrangements for the public sector to purchase outputs from 

the private sector. The authors note that through certain financial legislations 

especially the Fiscal Responsibility Act, 1991, New Zealand government enforced 

fiscal targets for the public sector which constrained government’s borrowing and 

hence its ability to deliver services through conventional means. Under such fiscal 

rules the drive in the New Zealand to pursue PFI was furthered because of continued 

under-investment in public infrastructure, which had to be addressed without 

government reverting to traditional privatisation.     
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 Public Sector Comparator, see Chapter 2 (section 2.3.2) for an explanation of PSC from a UK’s 

perspective. 
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Similar fiscal pressures have been reported by Vecchi et al. (2010) in the Italian 

health sector leading to an adoption of PFI. Vecchi et al. (2010) argue that the 

government of Italy has supported PFI as a means of investing in healthcare while 

limiting the impact of this investment on the government’s debt, because under the 

EU accounting rules the upfront cost of PFI does not score against the public sector 

debt. The authors note that there had been decades of under-investment in the Italian 

health care because of which public funding alone was regarded as insufficient to 

address the backlogs. Moreover public pressure for better healthcare increased during 

1980s which consequently led to certain legislations for capital investments to 

upgrade and refurbish the healthcare facilities, and PFI have been explicitly used for 

bridging the gap between the investment targets and the available public funding 

(Vecchi et al., 2010).  

In Spain it has been reported that the government’s commitment during 1990s to 

constrain public debt and adoption of free-market policies created an enabling 

environment for PFI particularly for the Spanish roads sector (Acerete et al., 2009, 

2010). Several legislative and accounting reforms were introduced during late 1990s 

by the Spanish government such as provision of participative loans for the 

concessionaires, favourable pricing regime which granted lowest toll to the roads with 

largest traffic increases and accounting rules which permitted interest to be capitalised 

even after the asset became operationalised. These initiatives were meant to 

encourage the private sector to participate in roads PFI deals. However Acerete et al. 

(2009, 2010) argue that such legislative interventions on the part of Spanish 

government encouraged the private sector concessionaire companies to participate in 

roads PFI projects as there were potential profit opportunities. Acerete et al. (2010) 

demonstrate lobbying by the private sector for their continued involvement in the 

Spanish road PFIs. Viewing PFI as a government’s policy that provide profit making 

opportunities for the private sector, Acerete et al. (2010, p. 59) remark PFI as a policy 

which is ‘privatising the benefits and nationalising the costs’ of public infrastructure.  

Using PFI for reducing public infrastructure deficit has also been reported in the case 

of Ireland. Burke and Demirag (2013) note that PFI was introduced in Ireland in 1999, 

with much extensive use of the schemes in the roads sector. The authors comment that 

the establishment of inter-departmental and informal advisory groups on PFI, off-

balance sheet accounting treatment and involvement of several foreign firms with 
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international expertise have been the key drivers for PFI within Ireland. On top of 

these macro-level technologies of government that enabled the development of PFI in 

Ireland, there was also a political desire to ensure that the public sector infrastructure 

kept pace with the economic growth that the country was experiencing in early 2000s 

(Connolly et al., 2009). It is argued that because of their off-balance sheet treatment, 

PFI allowed the Irish government to improve infrastructure and at the same time pass 

the cost of the projects to future administrations, and by doing so political parties in 

power could earn fame and reputation in the eyes of the electorate (Connolly et al., 

2009). 

It has been suggested that governments embracing PFI primarily for bridging 

investment gaps would use legislative and accounting technologies (such as off-

balance sheet treatment of PFI) for pursuing their fiscal policy agendas (Acerete et al., 

2009, 2010; English and Guthrie, 2003; Newberry and Pallot, 2003). Thus the 

implementation of PFI would arguably need political will (Broadbent and Laughlin, 

2004b) and regulatory frameworks that could enable its adoption by government 

departments (Connolly et al., 2009). However, Petersen (2010) brings evidence that 

within Denmark there has been a general reluctance from the government to the 

adoption of PFI.  

Petersen (2010) notes that because of a booming economy the Danish government did 

not have a fiscal rationale for adopting PFI and therefore the Danish Ministry of 

Finance has shown a reluctance toward developing regulations for supporting PFI. 

Through examining two schools case study PFI projects in Denmark that were 

arguably initiated for improving VfM in the schools infrastructure, Petersen (2010) 

argues that because of the strong public finance situation and an overall lack of 

political will and regulatory system to support PFI, one of the school projects 

struggled towards completion while the other was reverted to a conventional 

arrangement. Petersen’s (2010) findings suggest that the Danish government is 

sceptical about the espoused VfM benefits of PFI and therefore unless there has been 

fiscal motives on the part of Danish government, PFI could not been embraced unlike 

several other countries.  

Whereas the dominant argument in the above cited literature is that the adoption of 

PFI across different countries have been primarily driven by macro-fiscal concerns of 
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governments for bridging infrastructure deficits within public debt constraints, some 

academics argue that since ideologically the private sector is superior to the public 

sector in producing and delivering many goods and services, therefore PFI tends to 

bring the private sector’s expertise into delivery of the public services (Forrer et al., 

2010). In this sense arguably PFI could be seen as a means to introduce NPM 

concepts into public services (McQuaid and Scherrer, 2010). Commenting on the 

VfM drivers of PFI within European countries McQuaid and Scherrer (2010) argue 

that a major part of PFI agenda is to improve the efficiency and effectiveness in the 

provision of public services. They argue that the achievement of VfM in PFI deals is 

operationalised through risk transfer and deployment of management control systems 

that could incentivise the private sector to deliver their contracted obligations.  

One could conclude from the above review of literature and also as suggested in the 

opening quote of this chapter that the reasons and mechanisms that have led to the 

development (or otherwise) of PFI in different countries is not uniform. Similar 

arguments are posited by Broadbent and Laughlin (2003a, 2004b) that government’s 

rationale for the adoption and the regulatory frameworks that enable the 

operationalisation of PFI are diverse across countries, and therefore in order to 

understand what drives them would require a regional level empirical analysis of the 

government’s rationale and regulatory mechanisms. This chapter now turns to present 

a review of the empirical evidence on the UK government’s rationale for pursuing PFI 

and the underlying macro regulatory framework which enabled PFI’s development 

within the UK over the past two decades. 

3.3  UK government’s
63

 rationales for PFI and the macro-level governing 

technologies that led to PFI’s adoption across government 

departments 

In the previous chapter (see section 2.1) it was noted that PFI emerged in the UK as a 

successor to the then Conservative government’s privatisation programme. Jupe 

(2012) argues that the Conservative government’s privatisation policy had two main 

objectives: an economic objective to promote efficiency through private ownership 

and market discipline; and a political objective to reduce the size of government in 

terms of reducing public sector borrowing. Jupe (2012) notes that under the 
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 Successive UK central governments from 1992 when PFI was formally launched in the UK (see 

Chapter 2) until the current coalition government. 
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privatisation programme several major state industries and utilities including gas, 

electricity, steel, water, and telecommunication were privatised during 1980s and 

early 1990s. However, Jupe (2009) claims that privatisation has caused an escalation 

of costs and decline of performance in the delivery of the (previously state owned) 

services, while it has allowed transfer of wealth from the public to the private sector. 

Moreover, through analysing the collapse of the privatisation of the British Energy, 

Jupe (2012) argues that the state might be better capable of managing the risks 

involved in the delivery of public services. He further argues that privatisation has 

actually failed to deliver the proclaimed objective of better services to the public, and 

neither did it reduce the financial risks for government, as the state would need to 

intervene in the market for rescuing privatised corporations such as the British Energy 

for sustaining the availability of the underlying services.  

Failed outcomes from privatisation (e.g. British Energy) could cause a public 

reluctance to further privatisation as has been noted in the case of New Zealand 

(Newberry and Pallot, 2003). In the case of the UK it is argued that what ended the 

extensive privatisation of the 1980s was not primarily a fear of failure but perhaps 

politically there was little remaining that the government could sell to the private 

sector (Broadbent and Laughlin, 2003a, 2004a,b). Particularly complex services such 

as health, education and transport which are important for the survival of modern 

societies but could not be privatised ‘without alienating public opinion’ (Broadbent 

and Laughlin, 2004b). Under a political difficulty to privatise Newberry and Pallot 

(2003) view PFI as an attractive alternative to privatisation particularly where major 

investment in infrastructure is required.  

From a UK perspective, Broadbent and Laughlin (2004a) argue that amidst a 

reduction in possibilities for further privatisation around late 1980s and early 1990s 

there was a continuing belief within the government that the private sector could 

improve capital provision for the nationalised sectors of the public services. This 

arguably had led to an introduction of a number of policy reforms for increasing the 

involvement of the private sector in the delivery of public services. Chiefly these 

policy innovations were seen as the introduction of the Ryrie rules followed by PFI
64

 

(Broadbent and Laughlin, 2004a). Broadbent and Laughlin (2004b) argue that PFI 
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was introduced by the Conservative government primarily in response to a shortage of 

resources for infrastructure investment. However, the authors argue that the 

successive Labour government took PFI forward under an ideological context of 

modernising and improving VfM in public service delivery. Thus arguably there have 

been two different justifications by the UK government for pursuing PFI, fiscal and 

VfM. This section now turns to review the fiscal and VfM nature of PFI under 

separate sub-headings in light of the extant empirical evidence.  

i. UK government’s fiscal rationale for PFI 

Broadbent and Laughlin (1999) argue that the Conservative government announced 

PFI in 1992 against a background of recession when there was a need for the 

government to continue capital expenditure in order to increase the growth rate of the 

economy and, at the same time, avoid to increase taxes. Moreover Broadbent and 

Laughlin (1999) recognise that there was a considerable backlog of maintenance and 

repairs in the existing infrastructure which the Conservative government had to 

address through capital investments. The backlog was created on account of years of 

under-investment, as Hellowell and Pollock (2009a) note that public sector 

investment in the UK had fallen as a percentage of GDP from 7 percent in 1970 to 

less than 1.6 percent in 1992. Broadbent and Laughlin (1999) argue that while capital 

investments could not be funded through additional taxes as the government did not 

want to increase taxes, there were also at the same time constraining pressures on the 

UK government departments against raising debt. The authors note that the 

Conservative government had to maintain a tight financial control over the spending 

and borrowing limits of the public sector as there were economic targets set by the EU 

for the member states which restricted government debt at a certain percentage of the 

national GDP
65

. This sub-section discusses: how fiscal objectives in PFI have been 

achieved through accounting rules; PFI as a means of additional funding or deferring 

payments for the public sector; PFI related repayments and the issue of transparency; 

the cost of PFI and its affordability for the public sector.  

 Fiscal objectives in PFI achieved through accounting rules 

Hellowell (2010) argues that PFI allowed government’s capital spending to bypass the 

European and UK government’s fiscal targets, as under the accounting rules for PFI 
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procuring authorities did not have to report the project assets and corresponding 

liabilities on their balance sheets. Hellowell (2010) comments that the off-balance 

sheet accounting treatment of PFI
66

 proved to be a political tool as voters could be 

provided with new roads, hospitals and schools, with the related investment having no 

immediate impact on government’s budget. 

In connection with the UK’s accounting rules for PFI, Broadbent and Laughlin 

(2004a) and Hodges and Mellett (2012) note that while the ASB
67

 proposed 

accounting treatment which had the likelihood of PFI deals being on the balance sheet 

for the public sector which in turn would lead to an increase in government’s net debt, 

but the HMT
68

 tended to avoid that. Through an analysis of the development of 

accounting regulations for PFI within UK over the past two decades Hodges and 

Mellett (2012) argue that the HMT in an attempt to achieve the fiscal objectives 

through PFI has tended to interpret the ASB’s proposed accounting rules (for PFI) 

such that it created opportunities for PFI schemes to be off the public sector balance 

sheet.  

Heald and Georgiou (2011) and, Hodges and Mellett (2012), commenting on the 

evolution of PFI accounting within UK, argue that from a public sector’s perspective 

the (off-balance sheet) accounting treatment of PFI deals reflect the central 

government’s bias towards using PFI for capital expenditure in order to avoid 

escalation of government debt. Under such government pressures procuring (public 

sector) authorities were inclined to manipulate the underlying risks and rewards 

calculations for PFI projects
69

 in order to get the funding approved as off-balance 

sheet. As an example Hodges and Mellett (2012) refer to the local authority PFI 

schemes which come under the Department for Communities and Local Government, 

that needed to be off-balance sheet to benefit from central government funding 

support known as PFI Credits
70

. In this context Hodges and Mellett (2012) comment 

that a shift to the IFRS by the UK government might diminish the use of PFI by the 
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public sector as the projects would no longer remain off-balance sheet. However, 

Heald and Georgiou (2011) argue that given the sensitivity of levels of government 

debt especially in the context of current recession and departmental budgeting under 

Eurostat
71

, procuring authorities might continue to use PFI for capital investments 

thus ‘doing good by stealth’ (p. 243).   

 PFI as a means of additional funding or deferring payments 

Whereas the off-balance sheet accounting treatment of PFI may have enabled its 

widespread use across UK’s public sector, this might not have led to an achievement 

of the macro- economic objective of reducing government’s debt. Hellowell and 

Pollock (2009a) argue that the effect of PFI is simply to alter the timing of payments 

to the private sector lenders rather than reducing or eliminating government’s 

borrowing. They remark that PFI projects require a commitment of future resources in 

much the same way as conventional borrowing and do not provide any additional 

capital resources for the government. Similarly Shaoul et al. (2007a) also question the 

fiscal rationale of the Conservative government for introducing PFI and argue that the 

government did not provide any evidence that PFI could actually provide capital 

resources for public sector projects which the government could not, and neither the 

government could demonstrate how PFI would impact on public finances. Similar 

views are also expressed by Hellowell (2010) who argues that under the Labour 

government which came into power in 1997, there continued to be a clear focus on the 

ability of PFI to facilitate additional public investment by virtue of its ability to ‘hide’ 

expenditure from calculations of government debt (p. 308).  

 PFI-related repayments and the issue of transparency 

Regarding the off-balance sheet treatment of PFI, a closely connected issue is that of 

the transparency of the public sector’s commitments and contingent liabilities in 

relation to signed PFI projects. Shaoul et al. (2010) and Stafford et al. (2010) through 

a financial analysis of PFI within the UK’s roads sector argue that since PFI commits 

taxpayers to the repayment for the projects therefore the off-balance sheet treatment 

of PFI debt basically creates lack of transparency for the taxpayers and also for an 
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effective parliamentary scrutiny of government’s spending. Whereas an adoption of 

the IFRS would make PFI assets and liabilities on balance sheet for the public sector 

in most of the cases, nevertheless Shaoul et al. (2010) and Stafford et al. (2010) raise 

concerns about public sector’s lack of disclosure about the contingent liabilities that 

arise as a result of government’s provision of guarantees for PFI debts. Stafford et al. 

(2010) refer to a couple of transport PFI projects within UK in which the government 

had given out substantial subsidies and grants to the private sector but those 

commitments did not appear as contingent liabilities in the public sector accounts.            

 The cost of PFI and affordability for the public sector 

Another issue in relation to the fiscal justification of PFI is the impact of these 

schemes on the cost of public services delivery. Pollock et al. (2002) argue that there 

are high costs for the public sector in using PFI than alternatively what would have 

been the case. The authors claim that PFIs are more expensive than conventional 

procurement as the cost for raising private finance is dearer. In other words, public 

finance is always cheaper than private finance because in lending to government 

creditors are taking no risks with their money, as governments (unlike private 

companies) are unlikely to go bankrupt or default on their payments (Pollock et al., 

2002). Through examining cost structures of three PFI projects within the NHS, 

Pollock et al. (2002) note that on average the cost of raising private finance for the 

three case study PFI health projects added a 39 percent to the total capital costs of the 

schemes. Moreover the authors argue that PFI schemes bring additional costs for the 

public sector in the form of professional fees and also the expense of preparing the 

PFI bid and contract negotiations.  

Similarly, Edwards et al. (2004) and Shaoul et al. (2006) while using a case study 

approach for analysing road PFI contracts under the UK’s Highways Agency (HA) 

argue that PFI appears to be an expensive procurement route for the public sector. 

They note that during the first three years of the road case study PFI projects the HA 

had paid to the private sector more than the construction costs of the projects. Shaoul 

et al. (2006) argue that the actual cost of the PFI projects for the HA might be more 

than what was expected at the time of the financial close of the projects.   

Shaoul et al. (2011) while analysing a case study PFI project under one of the NHS 

Trusts in England recognise that since the financial close of the project the Trust’s 
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expenditure in terms of the unitary payments had risen by 60 percent. Shaoul et al. 

(2011) argue that the expensiveness of PFI raises concerns regarding the affordability 

of these schemes for the public sector. Similar evidence is provided in another study 

by Shaoul et al. (2008a). Through analysing the financial costs of 12 PFI schemes 

within the NHS, Shaoul et al. (2008a) find that the Trusts’ annual payments to the 

SPVs are higher than expected and are taking 11 percent  of the Trusts’ budget. The 

paper also brings forth evidence that the additional cost of PFI for the 12 hospitals is 

about £60 million a year, which is 20-25 percent of the Trusts’ income thus 

generating affordability pressures for the Trusts. Commenting on the affordability 

issues related to PFI, Pollock et at. (2002) also note that in some Trusts affordability 

gaps owed to PFI have been closed by either diversion of funds from clinical budgets 

or cuts in bed capacity and reduction in hospital staff. Thus PFI commitments could 

impair the quality of the underlying public service (Pollock et al., 2002).  

Similar affordability concerns have been expressed for PFI within the transport sector. 

Shaoul et al. (2010) note that the HA pays annual unitary charges of £600 million 

against the 15 PFI projects that are currently in operations
72

, which they argue means 

a commitment of 40 percent of the HA’s budget. The authors argue that without a 

significant budget increase the only way the HA would be able to afford paying its 

PFI commitments will be at an expense of cuts in investments and maintenance 

elsewhere.   

It is argued that in the UK since early 2000s when the accounting debates on PFI and 

the controversies about its expensiveness created a diminishing effect on the fiscal 

justification, the Labour government began to justify a continuity of PFI under the 

broader realm of PPP (Public Private Partnerships) on the basis of their rhetoric to 

modernise public service delivery and to improve VfM (Broadbent and Laughlin, 

2004a; Broadbent et al., 2004). These justifications are now explored further in the 

light of the extant empirical evidence.  

ii. UK government’s VfM rationale for PFI 

Similar to Jupe’s (2012) argument that part of the UK government’s rationale for 

privatisation was to increase the efficiency of public service delivery through the 

involvement of private sector’s managerial skills and expertise (see start of section 
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3.3), several accounting scholars view PFI as an extension of the same ideology. 

However, unlike privatisation which involves the sale of state’s ownership in the 

underlying assets or infrastructure to the private sector, PFI creates increasing levels 

of public sector’s partnership with the private sector (Broadbent and Laughlin, 

1999)
73

. This sub-section discusses: PFI as a modernisation and NPM agenda; the 

concept and measurement of VfM in PFI; VfM through risk transfer and accounting 

treatment of PFI as related policy matters; achieving VfM in PFI; and the impact of 

government guarantees to the private sector on VfM.  

 PFI as a modernisation and NPM agenda 

Broadbent and Laughlin (2005) associate PFI with UK government’s inclination 

towards adopting the tenets of NPM within the public sector. According to Hood 

(1991) NPM is a public management idea that is based on a certain set of principles at 

the heart of which are marketisation, private sector managerialism and the disciplining 

of public services delivery through performance standards and measurement. Hood 

(1991) argues that what NPM predominantly tries to promote is performance 

efficiency and this calls for governments to focus on resource consumptions and 

outputs. From a UK’s perspective Broadbent and Laughlin (2005) argue that since the 

1980s a key objective of government has been to achieve efficiency in the use of 

capital funding. They comment that through the development and use of VfM 

principles and assessment systems within the PFI model UK governments have been 

trying to achieve efficiency in the use of capital resources. Broadbent and Laughlin 

(2005) argue that as a means of improving public sector’s financial management PFI 

can be considered as a tool for modernising UK’s public sector (i.e. government 

processes to make public services better). 

Similar to the views of Broadbent and Laughlin (2005), Jupe (2011) and Hodges 

(2012) comment that the New Labour Government formed in 1997 embraced several 

policy reforms under the rhetoric of ‘modernisation’ which promoted the philosophy 

of government working in partnerships with the best supplier of services. Jupe (2011) 

goes on to comment that the Labour Government viewed the private sector as a 

reservoir of good practices and so encouraged partnerships between the public and 

                                                
73

 See chapter 2 (section 2.3.1) for structural and contractual (partnership) arrangements in a typical 

(road) PFI. 



65 
 

private sectors in order to transfer ‘good practices’ to the public sector. He argues that 

the partnership and modernisation rhetoric of the Labour government provided much 

impetus to PFI as it (PFI) allowed provision of both the private capital for delivering 

new infrastructure and hence more services for the public and good practices for the 

construction and operations of infrastructure, thus increasing VfM in delivery of 

public services (Jupe, 2011)
74

. Similarly, Demirag and Khadaroo (2008) argue that 

UK government has launched PFI as part of NPM-based reforms to modernise the 

public sector. They comment that the introduction of PFI will (arguably) enable 

government to improve VfM by enabling access to private sector capital, innovation 

and skills in the delivery of public services.  

Lapsley (2009) argues that the UK has been a ‘pace setter’ in pursuing the NPM 

tenets particularly by resorting to private sector consultants for public policy matters. 

UK government’s reliance on private sector consultants has been noted even in the 

case of PFI. Broadbent and Laughlin (2004b) and Shaoul (2011) argue that the UK 

government would significantly staff private businessmen and consultants into the 

PFI-related centralised bodies of expertise
75

 . Moreover, Shaoul (2011) notes that the 

government brought in consultants from the big accountancy firms for devising the 

VfM assessment models for PFI and for providing projects related financial advice to 

the public sector. However, Shaoul (2011) is critical that the same accountancy firms 

which would be serving the public sector client would also advise the private sector 

bidders on different projects, thus biasing the whole process of PFI implementation in 

the favour of the private sector
76

.   

 The concept and measurement of VfM in PFI 

Demirag et al. (2004) explain VfM in PFI through the notion of 3-Es (i.e. economy, 

efficiency and effectiveness in the use of resources). The authors explain economy as 

acquiring the appropriate quality of resources at the minimum cost, efficiency as to 

obtain maximum output from the given resources, and effectiveness as achieving the 

desired outcomes. Nevertheless, the authors admit that it is difficult to measure the 3-
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Es as it is hard to actually measure efficiency in output and effectiveness of outcomes 

in PFI deals. Demirag and Khadaroo (2008) also comment on the difficulty of 

objectively assessing VfM benefits in PFI projects. Through analysing three school 

PFI projects within Northern Ireland as case studies, Demirag and Khadaroo (2008) 

find that the VfM rhetoric of government is different from the reality as different 

stakeholders in the case study PFI projects perceived VfM differently. The authors 

argue that an evaluation of VfM benefits of PFI contracts may in reality be more of a 

political decision.  

Similarly, Demirag and Khadaroo (2011) argue that whereas VfM has emerged as a 

key argument for legitimising the use of PFI within UK’s public sector, the actual 

evaluation of VfM in PFI contracts is problematic as it requires estimating future 

financial and non-financial costs and benefits of the procurement options. Moreover, 

the authors argue that within PFI decision making VfM has taken on a very narrow 

meaning of comparing a PFI route with the PSC
77

, thus only considering the economy 

element of VfM and ignoring the efficiency and effectiveness. 

The UK government claims that PFI can deliver VfM through lowering costs over the 

whole life of the project because of greater efficiency of the private sector and 

because the private sector assumes the (project) risks that the public sector would 

normally carry under conventional procurements (Pollock et al., 2002). However, 

Froud (2003) in her attempt to develop a conceptualisation of risk and uncertainty in 

PFI contracts argues that where risk transfer and risk management are central to the 

justification of the PFI policy, it is likely that in actual practice of PFI decision 

making at the project levels non-quantifiable risks might get ignored or inadequately 

addressed. Froud (2003) distinguishes between risk as quantifiable predictions about 

incurrence of extra costs and uncertainty as a chance of incurring increased cost but 

no probability could be assigned to the chance. Froud (2003) argues that allocating 

and managing risk through PFI contract has limitations as the decision making 

processes would largely ignore the non-quantifiable risks (i.e. uncertainties), thus 

leaving the government to bear the ultimate risk of providing the underlying services 

in case the private sector fails to respond to any uncertainty as it arises.   
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 VfM through risk transfer and accounting treatment of PFI are related 

policy matters 

Froud (2003) argues that from a policy perspective quantifiable risk transfer in the 

PFI decision making process is essential as it is connected with both the government’s 

rationales of off-balance sheet financing and VfM. Within this context a number of 

scholars bring evidence of the PSC being manipulated in favour of PFI. Heald (2003) 

argues that although the off-balance sheet accounting treatment of PFI and VfM 

assessment specifically through the PSC test are distinct policy matters in PFI, in 

reality these are related. Heald (2003) recognises that in situations when a procuring 

authority has no access to public funding for initiating a project but private finance 

could be available, this could bias the procuring authority to use PFI. Heald (2003) 

argues that when the conventional option is foreclosed, the PSC could be gamed to 

show PFI as the better VfM option.  

Quiggin (2004) also argues that risk allocation under the PSC is inconsistent with the 

VfM principle of optimal risk transfer as the political agenda that ‘projects will 

proceed if and only if they can secure private funding’ incentivises the procuring 

authorities to seek approval for the PFI option
78

. Quiggin (2004) comments that such 

bias undermines the usefulness of the PSC as a decision making tool. Cuthbert and 

Cuthbert (2010) find that in the Royal Infirmary PFI project in Edinburgh the NPV
79

 

of the PSC was inflated through the invalid inclusion of interest rate risk for an 

amount of £42 million. Cuthbert and Cuthbert (2010) argue that the risk of interest 

rate charges was the largest single item in the risk transferred under the PFI project 

and, whereas it would not normally be regarded as a valid item for transferring under 

PFI, this inappropriate allocation was made to make the PSC look unfavourable 

relative to the PFI.   

 Achieving VfM in PFI 

Generally there exists varying views among scholars about achieving VfM in PFI 

projects. While acknowledging that PFI incurs extra transaction costs for the public 

sector in terms of tendering costs, legal and consultancy fees, Spackman (2002) 

argues that the model has introduced better contracting practices within the public 
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sector that could allow improved contract management and design innovation in 

government’s procurement. However, Spackman (2002) identifies (contractual) 

financial incentives for the private sector and building of trust between the partners as 

important elements that could allow PFI projects to deliver VfM. Similarly, on the 

basis of a questionnaire survey of concessionaire companies in road PFI projects, 

Rangel and Galende (2010) find that transfer of design risk and associated financial 

incentives could incentivise the private sector to increase their research and 

development activities leading to innovations in design of the project assets. Within 

the same context Grimsey and Lewis (2005) comment that by tying unitary payments 

to availability and performance standards of the services PFI contracts put the private 

sector’s capital at stake, and therefore the private sector could be expected to deliver 

against the contractual obligations more diligently than in conventional procurements.   

On the other hand, it is argued that PFI is an expensive means for transferring risk to 

the private sector. For example Shaoul et al. (2007a) analyse risk transfer in one of the 

earlier signed road PFI project under the HA, and argue that although the road was 

constructed on time and to budget, the HA has paid high risk premium for transferring 

the construction risk. Moreover, unlike Rangel and Galende (2010), Shaoul et al. 

(2007a) could not find evidence that the road case study PFI project was achieving 

VfM through private sector’s innovation.  

Edwards et al. (2004) in their case study of a road PFI project within the UK find that 

the public sector paid a construction risk premium of about 25 percent of the 

construction cost to get the project road available for use on time and to budget. 

Pollock and Price (2008) are also sceptical about government’s justification for PFI 

on the basis of VfM as the authors could not find systematically conducted inquiries 

by the NAO or the parliamentary select committees
80

 about the relation between risk 

transfer and risk premium in the operational PFIs.      

In connection with the arguments about high risk premiums in PFI projects, Hellowell 

and Vecchi (2012) bring evidence about presence of large returns to investors in ten 

PFI projects under the NHS. The authors argue that the excess returns represent 

excess costs to the NHS Trusts involved in the PFI contracts and is an indication that 
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the PFI bidding process for the ten projects lacked competition.  Whitfield (2011) also 

report that there has been huge profits gained by investors in PFI equity secondary 

market in the UK. His analysis of PFI equity sales within the UK over the last decade 

indicate that on average the profits earned by the equity investors was 50.6 percent. 

Whitfield (2011) argues that the high level of profits earned by PFI investors from 

equity sales transactions ‘makes a nonsense of the original VfM assessments’.    

The above cited evidence that PFI provides high profit opportunities for the private 

sector support the criticisms of Asenova and Beck (2010). Commenting on private 

sector’s profits in PFI deals Asenova and Beck (2010) see PFI as government’s 

agenda to provide profit opportunities for the private sector. They argue that the 

outcomes of marketisation could only be the by-products of PFI as legislative 

interventions such as mandatory contracting and privatisation of a broad range of 

public services have created new profit opportunities for the private capital. 

Moreover, Asenova and Beck (2010) and Shaoul (2011) argue that PFI procurement 

processes are primarily conditioned by the expectations and requirements of 

individual suppliers of finance capital which may take precedence over the public 

sector’s considerations for VfM through efficiency and innovation
81

. 

In connection with the UK government’s claims that the private sector can better 

manage projects risks under PFI, Demirag et al. (2012) bring-forth contradictory 

evidence. Through interviews with PFI debt and equity financiers Demirag et al. 

(2012) find that the DBFO Co (or SPV
82

) has limited risk carrying capacity and 

because of risk averseness of debt and equity providers, they (i.e. the financiers) tend 

to pass on the project risks to the sub-contractors. The authors argue that these 

arrangements for diffusing risk in a PFI network are complex and therefore engage 

financial, legal and insurance professionals whose fees would be ultimately borne by 

the procuring (public sector) authority. Demirag et al. (2012) argue that because of the 

risk averse attitude of the financiers the due diligence that they perform is aimed 

purely at protecting their investment.  

                                                
81

 See Chapter 4 (section 4.3) and Chapter 9 (section 9.3) for further discussion (critique) on the role of 

the private sector in influencing PFI policy within UK. 
82

 See List of the frequently used abbreviations on page ix. 



70 
 

 Impact of government guarantees to the private sector on VfM 

While questioning the VfM objectives of PFI, concerns have also been raised that in 

order to obtain private finance for initiating projects, governments have at times 

underwritten the private sector’s loans. Shaoul et al. (2010) argue that when the state 

provides guarantees to the private financiers of the PFI projects, that creates 

contingent liabilities for the public sector which is in effect the government 

underwriting the private sector’s debt. On the basis of analysing certain World Bank 

reports, Shaoul et al. (2010) recognise that in several road PFI projects in different 

countries there has been instances when the contracts had to be renegotiated or taken 

over by government. Shaoul et al. (2010) argue that in PFIs government continue to 

bear political and reputational risks because they are ultimately responsible for 

continuity of the service in case the private sector fails.  

Shaoul (2011) provides similar arguments that if things go wrong with a project the 

parent companies in the PFI network can bear their losses which are limited to their 

small equity investments. Also the banks would not lose as their debt is secured by 

government guarantees. So should the SPV fail and the project reverts to the state the 

public sector has to repay the banks through taxpayers’ money. Jupe (2011) while 

referring to some major PFI projects within the UK’s transport sector brings evidence 

of government having to pay millions of pounds of taxpayers’ money against its 

guarantees provided for securing PFI debt. While analysing the PFI project for the 

London Underground
83

, Jupe (2011) note that 95 percent of the debt of the SPV was 

guaranteed by government and henceforth the failure of the project made government 

obliged to pay £1.7 billion to the banks and another £300 million to cover 

administration costs. Thus government continues to bear the ultimate financial risk for 

being the ‘operator of last resort’ for intervening if a (major) PFI project were to fail 

(Jupe, 2011, p. 60). 

Whereas the above literature suggest that provision of government guarantees in PFI 

schemes undermine the VfM principles and the incentivisation for the private sector, 

some scholars argue that such guarantees might continue to be offered as a 

consequence of the recent global financial crisis
84

 in order to encourage private 
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sector’s investment in new projects. Connolly and Wall (2011) argue that the PFI 

projects that have reached financial close after 2008 have involved state’s intervention 

either through providing direct guarantees against the PFI debt, or through an 

increasing reliance on borrowing from the EIB
85

 and other foreign banks which could 

expose the UK government to exchange rate risk. The authors argue that such 

(financial) involvement of the government undermines the claim that PFI transfers the 

risk of borrowing from the state to the private sector.   

On the basis of the above literature review one could argue that the use of accounting 

techniques to allocate risks (Broadbent et al., 2008) for evaluating PFI investment 

options might have enabled UK government to deliver infrastructure under 

constraining fiscal pressures, and arguably the mechanism also provided a 

legitimisation for government’s VfM justification for PFI (Broadbent and Laughlin, 

2003b). The above discussion however provides mixed evidence about whether PFI 

can deliver VfM. Some scholars suggest that the public sector is paying a high 

premium for the risk transfer in PFI (Edwards et al., 2004; Pollock and Price, 2008; 

Shaoul et al., 2007a). On the other hand it is argued that PFI contracts can provide the 

public sector with the control mechanisms that could incentivise the private sector to 

perform efficiently in delivering the project objectives (Grimsey and Lewis, 2005; 

Rangel and Galende, 2010; Spackman, 2002). Since PFI focuses attention on 

outcomes therefore the contractual management control systems (hereafter MCS) are 

concerned with measuring and monitoring performance outcomes (Shaoul et al., 

2012). However, Shaoul et al. (2012) recognise that outcomes may be difficult to 

specify in PFI contracts and therefore measuring the contractor’s performance could 

be very difficult during the operational stages. These issues are discussed further in 

the next section in the light of the empirical evidence on how operational PFI 

contracts are managed by the public sector.   

3.4  Managing operational PFI contracts 

In terms of judging VfM in PFI contracts English et al. (2010) suggest a conceptual 

framework which considers measuring the VfM elements of economy, efficiency and 

effectiveness over the whole life of the projects. English et al. (2010) argue that while 

economy is measured through the PSC test (a similar view is presented by Demirag 
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and Khadaroo (2011), see part-ii in section 3.3), during the operational stages the (ex-

ante) VfM measurement based on the PSC should be compared with the actual costs 

of the project. In terms of judging the VfM elements of efficiency and effectiveness 

during the operational stages of PFI projects, English et al. (2010) relate them to the 

extent to which the contractual MCS are enforceable and adaptable for achieving the 

project objectives.     

English (2007) emphasises conducting external performance audits for the operational 

stages. English (2007) argues that audit reports are the ‘window’ through which 

stakeholders can understand if PFIs are achieving their objectives. However, the 

author claims that there is a lack of such audits conducted by government’s audit 

bodies, and a possible reason could be the difficulty of measuring the elements of 

efficiency and effectiveness in PFI projects (English, 2007). From a UK’s perspective 

Edwards et al. (2004) comment that the NAO reports on roads PFI projects have 

mainly focused on the pre-contract award decision making stages
86

 and do not provide 

an analysis of how the contracts are being managed in the operational stages. Similar 

criticism is also raised by Pollock and Price (2008) who argue the NAO has not 

conducted a significant amount of systematic VfM analysis of the operational PFI 

projects within the UK.   

From a perspective of empirical investigation into operational PFIs, Andon (2012) 

argues that within the accounting area there has been a lack of empirical investigation 

into the operational stages of PFI contracts. Scholars in the area of construction 

management also argue that there is a significant gap in our current understanding 

about the use of MCS and the dynamics of the inter-organisational relationships 

during the operational stages of PFI contracts (Yuan et al., 2009). The next two sub-

sections review the empirical evidence on the use of MCS and trust in operational PFI 

contracts for achieving the project objectives. 

 The use of MCS for managing operational PFI contracts 

Among the handful of studies that focus on how PFI contracts are managed during the 

operational stages, Broadbent et al. (2003b, 2008) analyse the Business cases of 

several PFI projects under the NHS, in order to identify the control mechanisms that 

                                                
86

 Chapter 2 (section 2.3.2) provides an overview of the PFI decision making in the HA. 



73 
 

the contracts would provide to the client Trusts for managing the projects. Both the 

studies suggest that the public sector would tend to be more proactive in monitoring 

financial elements of the operations (i.e. cost). However the two studies could not find 

evidence of clearly established MCS that could address uncertainties in relation to the 

overall project objectives. Broadbent et al. (2004) utilise documents analysis and 

interviews with the key staff at the NHS related to eight case study operational PFI 

projects, in order to analyse how these contracts are actually managed. The authors 

find that contractual penalties are used more as ‘symbolic threats’ and actual payment 

deductions are limited (Broadbent et al., 2004, p. 63).   

Through using project-level interviews and documents analysis, Edwards et al. (2004) 

analyse the MCS adopted by the HA during the operational stages of one of the first 

signed road PFI projects. Edwards et al. (2004) find that since the PFI contract 

transfers construction, operations and maintenance risks to the private sector therefore 

during the operational stages the public sector would emphasise on monitoring the 

private sector’s performance. However, where judgements need to be made about the 

quality of the performance there is scope for conflicts between the contracting parties. 

Edwards et al. (2004) identify that the PFI contract provides the public sector with 

certain control tools such as performance-related payment mechanisms, penalty points 

and right to terminate the contract, through which the public sector could incentivise 

the private sector towards achieving the project objectives. Edwards et al. (2004) 

suggest that penalty points can be an effective incentive for the private sector to 

rectify underperformance, however they could not find evidence that the payment 

mechanisms in the road case study PFI project was actually providing an incentive to 

the private sector. Moreover, the authors argue that it is difficult for the public sector 

to terminate the PFI contract on account of the private sector’s performance failures, 

as the public sector would need to make alternative arrangements for continuity of the 

underlying public service.      

Pollock and Price (2008) note that in certain PFI projects under the NHS the client 

Trusts did not have a proper access to performance data, making performance 

monitoring a difficulty for the Trusts. Moreover, Pollock and Price (2008) recognise 

that the financial penalties for poor performance were insufficient for incentivising 

the contractors towards achieving the project objectives. The authors argue that these 
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findings raise serious questions about the effectiveness of the MCS in operational 

PFIs. 

Shaoul (2005) is also critical about the effectiveness of the MCS adopted in PFI 

contracts. She argues that the operationalisation of the performance-based payment 

mechanisms in PFI contracts depends on how clearly the contract defines the services 

standards and how well could those be measured in practice. While citing example of 

a failed PFI contract within the UK’s transport sector of rail, Shaoul (2005) argues 

that in practice it is difficult for the public sector to enforce services standards through 

PFI contracts.  

In the same context, Yuan et al. (2009) emphasise that it is important for the public 

and private sector contracting parties to properly understand the project objectives and 

the associated performance indicators (PIs) in PFI contracts. On the basis of a 

questionnaire survey with different PFI stakeholders Yuan et al. (2009) posit that 

performance objectives are the ‘baselines’ for performance measurement in PFI 

projects and accurate analysis of performance can be attained only after the relevant 

performance indicators are determined and monitored. The authors suggest that 

instead of PFI contracts having a large number of PIs it is important to test the 

significance of the indicators in terms of the project objectives, with efforts to keep 

their number low.  

Through interview-based case studies of five different PFI projects, Robinson and 

Scott (2009) recognise that there is a need for reducing subjectivity in the way PFI 

contracts specify outputs. The authors claim that subjectivity in the PIs could have a 

significant impact on the relationship between the partners and on the level of 

compliance with the contract. Robinson and Scott (2009) emphasise that there should 

be a clearly understandable link for the contracting parties between the output 

specifications, performance monitoring and the payment mechanisms. Similarly Aziz 

(2007) argues that each type of performance adjustment within the payment 

mechanisms should reflect the ‘relative importance’ of the project objectives.  

The studies by Aziz (2007), Robinson and Scott (2009) and Yuan et al. (2009) 

indicate that because of the long-term nature of PFI contracts it might be difficult to 

clearly specify outputs and to align those optimally with the MCS at the outset. This is 

because the nature of the contracted services in PFI is normally complex (Demirag 



75 
 

and Burke, 2013) and moreover there may be need over the operational life of the 

contract for adapting the output specifications in relation to changing transaction 

environment (English and Baxter, 2010). Therefore there should be opportunities for 

collaborative working between the public and private sector partners during the 

operational stages of PFI contracts for improving the ways performance is articulated 

and managed (Robinson and Scott, 2009). 

 Collaboration and Trust between the PFI partners can allow achievement  

of the project objectives 

Demirag and Burke (2013) posit that the long-term nature of the PFI delivered service 

involve considerable uncertainties and may require flexibility in contracts which can 

allow the partners to resolve problems and contentions as they may arise during the 

operational stages. Similar to Robinson and Scott (2009), Demirag and Burke (2013) 

argue that contracts in which the service quality and performance expectations are 

clearly articulated and there is also some degree of flexibility, could lead to better 

project outcomes in PFI. Demirag and Burke (2013) define flexible PFI contracts as 

those where  “the wording of the contract is not taken literally to the letter of the law, 

and when some difficulties or uncertainties emerge in projects the contract can be 

made more flexible for the greater good and long term viability of the project” (p. 

382).   

However, where contract flexibility and strong relationship between the public and 

private sector contracting partners is crucial for PFI, these would be based on trust
87

 

between the partners (Demirag and Burke, 2013). Within the extant literature on inter-

organisational relationships several studies have identified trust as an important 

element for the success of organisational networks. For example Ding et al. (2013) 

through a survey conducted with senior managers involved in different inter-

organisational settings in Netherlands, find that trust is an important decision making 

criteria for selecting contracting partners. Other scholars (e.g. Dekker (2004); 

Langfield-Smith and Smith (2003); Scarborough et al. (2013); Tomkins (2001)) 

identify trust as a crucial factor during the operational stages of inter-organisational 

networks for developing a collaborative relationship between the contracting partners. 

Langfield-Smith and Smith (2003) and Scarborough et al. (2013) through interview-
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based analysis of different types of organisational networks, recognise that trust 

building during the operational life of inter-organisational contracts alongside the 

contractual MCS could be a positive factor in helping overcome problems and 

uncertainties through information sharing and collaboration between the partner 

organisations.  

Through a case study-based analysis of the PFI contract for the Dartford and 

Gravesham hospital, Broadbent et al. (2003a) recognise that for the public sector 

collaboration and trust building with the private sector is important for ensuring that 

the terms of the contract are being met and at the same time for negotiations in case 

the contractual terms need modifications during the operational stages. Broadbent et 

al. (2003a) bring forth evidence of negotiations between the client Trust and the PFI 

company for replacing the surfaces of the working benches in a laboratory within the 

PFI hospital, which as originally installed by the PFI company did not match the 

Trust’s requirements. Another example within the case study PFI hospital contract 

demonstrates that the public and private sector contracting parties drew on trust to 

interact for developing PIs for the facilities management services, as the original 

contract did not define how availability and performance of facilities management 

services can be monitored and measured. Broadbent et al. (2003a) argue that presence 

of trust between the public and private sector partners is particularly important for 

judging performance through negotiations, which eventually would affect the unitary 

payments.    

Barretta et al. (2008), through an interview-based analysis of six hospital PFI projects 

in Italy find that trust between the contracting partners can play a significant role 

during the development of collaborative relationship. The authors claim that relational 

risks in PFI contracts (i.e. working with and depending on the partner about whom 

there is limited information) can be managed by drawing on trust for developing 

interactions and strong relationship.  

English and Baxter (2010) utilise a longitudinal analysis of five prison PFI contracts 

within the Australian state of Victoria to understand how the contracts have changed 

in terms of the involvement of trust in delivering the project objectives. The authors 

bring forth evidence that the PFI contracts as originally written are incomplete in a 

sense that they cannot anticipate all the potential problems that may arise during the 
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project’s life and their possible solutions. This suggests that the uncertainties related 

to the actual operationalisation of the contract may need more interaction and 

collaboration between the public sector authority and the contractors for adapting the 

contractual terms with respect to the desired outcomes within the context of a 

changing environment. English and Baxter (2010) argue that such interactions and 

adaptive behaviours of the partners could be achieved on the basis of trust.  

Overall, the limited number of empirical studies on how PFI contracts are actually 

operationalised through the use of MCS and trust indicate that, PFI contracts as they 

are originally drafted cannot anticipate and articulate the complexity of the underlying 

services and therefore there could be problems during the operational stages of the 

projects in terms of judging the actual performance and operationalising the 

associated MCS. Such problems could lead to tensions between the public sector 

client and the private sector consortium which could adversely affect their long-term 

relationship as well as possibly impede the achievement of the project objectives, if 

there are no opportunities for negotiating and collaborating over the matters of 

contentions. Therefore trust
88

 emerges as an important factor alongside the contractual 

MCS for achieving the project objectives and hence VfM in PFI contracts.           

3.5  Conclusion    

The purpose of this chapter was to review the extant accounting-related literature 

on PFI that has analysed and critiqued within different regions and particularly 

within the UK, government’s rationale for adopting PFI and the macro-and-

micro-level governing technologies involved in operationalising the policy 

objectives in PFI. It follows from the above discussion that across different 

countries the justification by government for PFI and the supporting regulatory 

frameworks are diverse. For example within Europe both Ireland and Spain have 

used PFI considerably in the roads sector. Nevertheless, whereas in Ireland there 

was a greater political will to develop the roads infrastructure through adopting 

PFI, on the other hand in Spain the prominent rationale for PFI was to curtail 

public sector debt and adopt free market policies. Moreover, the government in 

Ireland promoted PFI through establishing institutional support by engaging 

private sector expertise into PFI advisory bodies, whereas Spanish government 
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has provided profit making incentives to the private sector through certain pricing 

and accounting rules. On the contrary, we saw that Denmark has not been keen to 

adopt PFI to any noticeable extent.  

From a UK perspective the empirical body of knowledge suggests multiple 

reasons for government to pursue PFI ranging from the ideologies of privatisation 

and NPM, to justifications of getting additional capital through off-balance sheet 

private financing and VfM through risk transfer to the private sector. 

Nevertheless the literature is generally critical about these rationales and 

questions the ability of PFI to deliver the outcomes which successive UK 

governments have been claiming. The literature raises the critical view that PFI is 

a costly procurement route for the UK’s public sector both in terms of the 

associated finance charges and risk premiums. It is argued that the high cost of 

PFI would adversely impact on the affordability of the projects for the public 

sector possibly leading to an undermining of the public services. The UK 

government’s VfM justification through risk transfer in PFI is particularly 

questioned as the ex-ante control mechanism through which risks are allocated is 

arguably biased due to the fiscal motives, and the ex-post controls for managing 

the risk transfer during the operational stages (e.g. performance monitoring and 

the payment mechanisms) have limited effects in achieving the project objectives.  

Against the background of these critical views about UK’s PFI one may rightly 

question that if PFI has been unable to deliver additional funding or VfM through 

efficiency savings and risk transfer, as claimed by UK governments, then why has 

the policy been sustained by successive governments over the past two decades? 

For what reasons have successive governments since 1992 continued to embrace 

PFI and in what ways the policy has shifted over the past two decades in terms of 

government’s objectives and the supporting regulatory frameworks? Taking such 

a longitudinal perspective might allow a better understanding of the underlying 

reasons and the associated governing technologies through which PFI has evolved 

and might continue to remain as a major procurement programme for the UK’s 

public sector (see Chapter 1, sections 1.2, 1.3).  

In terms of the macro-level governing technologies or the regulatory frameworks 

that have been supporting PFI’s implementation, the extant literature recognises 
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some specific elements to these frameworks (e.g. accounting rules and official 

guidance on VfM). However, the extant literature does not make it clear in 

identifying the different institutional elements and actors who have been involved 

in shaping and operationalising the PFI policy, and how these institutional 

elements and actors are linked to one another (see Chapter 1, section 1.2). An 

analysis of the roles and the links between the macro-and-micro-level institutional 

elements and actors involved in the operationalisation of PFI policy might 

provide more insights about the relationships depicted in Figure 2D (Chapter 2).  

Also, since the whole idea of risk transfer and government’s VfM rhetoric relies 

on the relationship between the contracting parties and on the enforcement of the 

contractual MCS during the operational stages of the PFI projects, it is important 

to perhaps consider in-depth case study based analysis of operational PFI 

projects, in order to understand how the project-level public and private actors 

practically work through the challenges of implementing the contractual terms. 

Such an understanding is much needed especially as there currently exists a 

dearth of empirical investigation into the post financial close operations of PFI 

projects (see section 3.4, and Chapter 1, section 1.2).   

As discussed in Chapter 1 (see sections 1.3, 1.4) the empirical analysis 

undertaken for the present thesis addresses the gaps in the PFI literature and in 

our understanding as highlighted in the preceding paragraphs in this section. 

Before proceeding to the empirical analysis in Chapters 6 – 8, Chapter 4 discusses 

the adopted theoretical framework which is followed by Chapter 5 which 

discusses the research methods utilised for undertaking the empirical analysis.  
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Chapter 4 

Theoretical Framework 

 

“Accounting’s capacity to create controls translates into empowerment for 

those who use it. Such power is used to instil values, sustain legitimising 

myths... and promote self-perpetuating social orders.... Accounting’s essence 

can be best captured through an understanding of its impact on individuals, 

organisations and societies.” (Baker and Bettner, 1997, p. 305)  

 

4.1 Introduction  

This thesis engages Foucault’s concept of governmentality (Foucault, 1991) and a 

multiple research methods approach for conducting the empirical investigations. 

Before describing the research methods in Chapter 5 and presenting the discussion on 

the empirical findings in Chapters 6 – 8 (see Chapter 1, section 1.4), this chapter 

explains the concept of governmentality and discusses the rationale for adopting it as 

a theoretical lens for achieving the aim and objectives of this thesis. This chapter is 

organised as follows: The next section (section 4.2) discusses the importance of 

having a theoretical framework for this thesis. Section 4.3 explains the concept of 

governmentality and this is followed by section 4.4 which provides the rationale for 

selecting governmentality as theoretical framework for this thesis. Section 4.5 

describes the adapted theoretical framework of governmentality and finally section 

4.6 concludes this chapter. This chapter now turns to discuss the reasons for adopting 

a theoretical framework for this thesis. 

4.2 Importance of having a theoretical framework 

The choice of a theoretical framework for this thesis was driven by the research 

objectives (see Chapter 1, section 1.3). It was recognised in the preceding chapters 

(see Chapter 2, section 2.3; Chapter 3, sections 3.3, 3.4) and also as suggested in the 

opening quote of this chapter that (accounting-based) control mechanisms used by 

UK central government and the procuring public sector authorities for 

operationalising the Private Finance Initiative (PFI) are examples of the governing 

technologies (control and regulatory mechanisms) that allow central government to 
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exercise power for implementing policy objectives in PFI. Since the aim of this thesis 

is to understand the underlying nature of the UK’s PFI, and the regimes of the macro-

and-micro-level governing technologies that have enabled the development of PFI 

within the UK’s public sector and particularly within the transport sector of roads (see 

Chapter 1, section 1.3), this called for an interpretive research approach (Baker and 

Bettner, 1997).  

Baker and Bettner (1997) argue that when the aim of the accounting researcher is to 

understand the ‘pivotal role’ of the governing technologies that shape the conduct of 

the actors, then an interpretive research perspective is better suited. Covaleski and 

Dirsmith (1990) define the purpose of interpretive research in accounting as “directed 

at describing, translating, analysing, and otherwise inferring the meanings of events or 

phenomena occurring in the social world” (p. 543). Similarly, Kakkuri-Knuuttilla et 

al. (2008) argue that “the inherent aim of [interpretive accounting research] is to make 

sense of human action and the meanings attached to issues in their everyday life 

contexts” (p. 268). Thus the act of interpreting (i.e. to describe the meaning of the 

researched social phenomenon) lies at the heart of an interpretive research approach 

(Kakkuri-Knuuttilla et al., 2008). Baker and Bettner (1997) suggest that interpretive 

accounting research should focus on the broader contexts of the organisations and 

societies in which accounting-based controls operate in order to understand the deeper 

meanings that these controls (governing technologies) have on the actors.          

Once the research aim and objectives for this thesis were identified and it was 

recognised that an interpretive approach was required for the research, the subsequent 

requirement was to identify the set of explanatory concepts which could allow the 

researcher to understand the issues that were going to be analysed (Ahrens and 

Chapman, 2006). This process of the preliminary or ex-ante (i.e. before obtaining and 

analysing the empirical data) conceptualisation of the researched topics is the notion 

of adopting a theoretical framework (Ahrens and Chapman, 2006; Llewelyn, 2003). 

Llewelyn (2003) claims that the adoption of a theoretical framework offers a greater 

understanding of the empirical issues under consideration. This is because the adopted 

theory (or a combination of multiple theories) can provide an ‘orienting set’ of 

explanatory concepts about the researched topics within an empirical field (Ahrens 

and Chapman, 2006). Moreover it is argued that in interpretive accounting research 
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theory acts as a guide for the researcher in making sense of and establishing 

explanatory patterns in the empirical data (Lukka and Modell, 2010). In other words, 

the adoption of a theoretical framework allows an interpretive accounting researcher 

to go into the (empirical) field of practice that is to be analysed with some pre-

conceived ideas providing a particular frame of reference (Humphrey and Scapens, 

1996; Llewelyn, 2003) or set of lens (Frame and Bebbington, 2012) for understanding 

the researched topics.  

As highlighted above and also in Chapter 1 (see section 1.3) that the central aim of the 

present thesis is to understand better how successive UK central governments have 

exercised power for operationalising PFI through the discursive rationales and the 

associated governing technologies, the relevant theoretical framework had to be one 

which could explain the governing practices for exercising power in developed 

Western countries. While reviewing different theoretical frameworks used by 

accounting scholars for analysing the development and operationalisation of certain 

policies of government, Foucault’s concept of governmentality emerged as a suitable 

elaboration and conceptualisation of government’s exercise of power in developed 

Western countries. Section 4.3 presents an explanatory overview of governmentality.  

4.3 Introduction to Governmentality 

Chiapello and Baker (2011) recognise that the import of French theories (e.g. 

Foucault), had been one of the reasons for accounting researchers to adopt critical and 

interpretive research approaches. Chiapello and Baker (2011) claim that Foucault’s 

conceptualisation of the exercise of power to govern in neo-liberal Western countries 

has provided a useful conceptual framework for accounting researchers in the UK 

who have been particularly interested in understanding the public sector reforms over 

the last two decades which had involved networking and an increasing role of the 

private sector in the delivery of public services. As McKinlay and Pezet (2010) argue, 

“[t]he context of the early 1980s was vital for the emergence of Foucault as a key 

resource for critical accounting history. The determination of neo-liberalism to shrink 

the state, to withdraw from direct economic management and to managerialise public 

provision bore all the hallmarks of ‘managing at a distance’” (p. 489; emphasis in 

original).  
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Larner (2000) posits that Western countries such as the UK which have been pursuing 

neo-liberal policy objectives through initiating programmes of privatisation and 

competition for the delivery of public services, have been seeking to reduce the role 

of the central government as a supplier of public services
89

. In this context Baker et al. 

(2009) view PFI as a manifestation of the UK government’s commitment to neo-

liberalism. Baker et al. (2009) argue that neo-liberal form of governance is based on 

the policy rationales of efficiency, effectiveness and business type managerialism, 

which have allowed the state to delegate its responsibility for public services to third 

parties mainly the private sector, with a view that if public services could be delivered 

by the private sector overseen by a contract, that will ensure best performance in 

terms of efficiency and effectiveness. Because of such distancing between the state 

and the provision of public services Foucault (1982, 1991) argues that states which 

pursue neo-liberal agendas do not intervene directly for the provision of public 

services, but instead power to govern is exercised by the state from a distance for 

shaping the conduct of the actors towards achieving the policy objectives. Foucault 

(1982) posits that the term that can be used in nearest meaning to power relations in 

neo-liberal Western countries is ‘conduct’, which (according to the French equivalent 

verb conduire) means to guide, to drive. Thus according to Foucault, power relations 

in neo-liberal countries are the phenomena for guiding or driving actions and 

behaviour of others, the conduct of conduct (Dean, 1999; Foucault, 1982). “To 

govern, in this sense, is to structure the possible field of action of others” (Foucault, 

1982, p. 790).  

 Foucault (1991) recognises that in neo-liberal Western countries the exercise of 

power by the state to govern is complex and involves a network of institutions, 

knowledge and expertise, discursive rationales, and tactics (governing technologies), 

aimed at shaping the actions of the subjects for achieving policy goals. Foucault terms 

this complex network of diverse constituents forming government as governmentality 

and defines it as “[t]he ensemble formed by the institutions, procedures, analysis and 

reflections, the calculations and tactics that allow the exercise of this very specific 

albeit complex form of power, which has as its target population, as its principal form 

of knowledge political economy, and as its essential technical means apparatuses of 

security” (Foucault, 1991, p. 102). As such implementation of policy agendas may 
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involve convergence of political discourse, knowledge and expertise for presenting 

certain problematised social issues and their discursively articulated objectives as a 

form of acceptable truth (Robert, 2009). Policy agendas are translated into 

implementable programmes (Rose and Miller, 1992), which use heterogeneous 

technologies of dominance and technologies of self for operationalising the agendas 

(Robert, 2009)
90

. In other words, governmentality is exercised through a convergence 

of these various elements that are tied together in “networks of power” or “networks 

of rule” (Rose and Miller, 1992). “Political power is exercised today through a 

profusion of shifting alliances between diverse authorities in projects to govern a 

multitude of facets of economic activity, social life and individual conduct” (Rose and 

Miller, 1992, p. 174)”. Governmentality is elaborated further in the following three 

sub-sections from the perspectives of policy rationales and their translation into 

programmes of government, the governing technologies through which the 

programmes of government are operationalised, and (a critique of) the role of the 

networks of rule in operationalising the programmes of government. 

 Policy rationales and programmes of government 

Flynn (2002) comments that governmentality is concerned with government’s policy 

rationales which highlight certain problems and prescribe certain goals, and these 

rationales become the reasons for the state to intervene through using certain 

governing technologies in order to pursue the policy goals while regulating the actions 

of the subjects from a distance. Similarly, Rose and Miller (1992) argue that from a 

governmentality perspective government can be thought of as a realm of problems 

since government policies and the supporting governing technologies are focused on 

addressing the identified issues or problems. Rose and Miller (1992) distinguish 

between policy rationales and programmes of government. They suggest that 

government programmes can be viewed as knowledge-based strategies that are related 

to the policy rationales and are meant to achieve the political aspirations. In this sense, 
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 As will be discussed below in the sub-section ‘Technologies of government’, technologies of 

dominance and technologies of self collectively form the ensemble of the regimes of governing 

practices or the control and regulatory mechanisms through which government operationalise its policy 

agendas. The terms ‘technologies of government (or governing technologies)’, ‘regimes of (governing) 

practices’, ‘control and regulatory frameworks / mechanisms’, are interchangeable. Technologies of 

dominance (or discipline) include laws and legislation through which policy agendas are enforced by 

government. Technologies of self or self governance include the mechanisms through which the 

subject (individual) can govern himself/herself on the basis of some ideals, but in doing so conforms to 

the political aspirations of government (Robert, 2009).     
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programmes of government can be understood as the ‘translation’ of the policy 

rationales forming a connection between the political aspirations and the actions of 

the distant actors in the society (Rose and Miller, 1992). 

Similarly, Kurunmäki and Miller (2006) define programmes of government as 

discourse that systematically articulate government’s policy objectives. They argue 

that government programmes tend to be prescriptive as they seek to legitimise 

particular ways of delivering services and organising social life. Kurunmäki and 

Miller (2006) present a UK government’s White Paper on public sector reforms 

named ‘Modernising Government (1999)’ as an example of programmes of 

government that legitimised and encouraged the UK’s public sector to form 

partnerships across the government departments and also with the private sector in 

order to achieve the political aspiration of the then Labour government to ‘modernise’ 

the public sector. However, Kurunmäki and Miller (2006) recognise that government 

programmes do not make things workable by themselves but require certain 

technologies of government such as legislations and calculative techniques (i.e. 

accounting) for operationalising the policy objectives. In this sense technologies of 

government “refer to the routine and often humble mechanisms and devices through 

which the activity of government is conducted.... [T]hey are devices for ‘intervening’” 

(Kurunmäki and Miller, 2006, p. 89; emphasis in original). The next sub-section 

elaborates on technologies of government.  

 Technologies of government 

Authors of governmentality have described technologies of government from 

different perspectives which all together highlight the heterogeneity of the elements of 

governmentality as suggested by Foucault (1991). Robert (2009) posits that 

government can operationalise neo-liberal policy agendas such as market-based 

competition for the delivery of public services through a heterogeneous mix of 

‘technologies of dominance and ‘technologies of self’. Robert (2009) recognises that 

whereas law and legislative interventions constitute the technologies of dominance, 

self-governance can be mobilised through government issuing official guidance and 

delivering pedagogical trainings and skills developments for the subjects (distant 

actors). Rose and Miller (1992) claim that since the notion of neo-liberalism calls for 

the government’s responsibility ‘to govern’ to be performed at a distance without 
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direct intervention into the affairs of the actors this can be partially achieved by 

constructing and maintaining a self-governing civil society. Similarly Lemke (2002) 

argues that power relations in neo-liberal Western countries can be viewed as the 

‘strategy’ for affecting the environment where actions are to be taken by the subjects. 

However, Lemke (2002) recognises that such an exercise of power that directs the 

actions of others does not necessarily negate their freedom, but instead such form of 

governance is expected to provide reasons for the actors to choose between alternative 

options hence making them responsible for their actions.  

Closely connected to the technologies of self, Dean (1999) points out that directing 

behaviours and actions of the subjects from a distance is possible when there are 

certain standards or norms prescribed for their actions, and moreover when there are 

agents of the government who can ensure that the behaviours and actions of the 

subjects are complying with the standards or norms. Dean (1999) argues that 

programmes of government create certain individual or collective identities which are 

empowered through the policy discourse for exercising agency to shape the conduct 

of the subjects.  

From a perspective of technologies of government that rely mainly on accounting, 

Flynn (2002) and MacKinnon (2000) recognise audit and the practices of 

accountability to performance standards as technologies of government that allow the 

state to govern at a distance. Neu and Graham (2006) argue that accounting-based 

technologies of government are a means of translating government’s policy objectives 

into practice through techniques such as budgets and performance measurement. 

Moreover, Neu and Graham (2006) also suggest that accounting information 

produced by the subjects in the form of output or performance reports facilitates 

governing at a distance as the information is transmittable to the authorities. 

Particularly from a perspective of inter-organisational relationships (or networks) 

within the domain of the public sector, localised management control systems (MCS) 

are recognised as the most significant technologies of government which tend to 

mediate between the goals of the (multiple) inter-organisational partners and 

government policy objectives (Barretta and Busco, 2011; Kurunmäki et al., 2011; 

Kurunmäki and Miller, 2011; Marques et al., 2011). MCS as technologies of 

government in inter-organisational relationships are defined as “instruments or 

processes deployed by an organisation with the purpose of influencing another 
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organisation’s behaviour in order to achieve desirable or predetermined outcomes” 

(Marques et al., 2011, p. 271). Kurunmäki and Miller (2011) view MCS in public 

sector networks (which are formed under certain government regulations) as 

mediating instruments between the practices of the actors and government’s policy 

objectives and argue that it is through the localised MCS that the programmes of 

government are operationalised (also see Barretta and Busco, 2011).   

 Governance through networks of rule 

It follows from the above that governmentality visualizes governance in networks of 

power or networks of rule, where different procedures of translation of the policy 

objectives (i.e. programmes and technologies of government) are developed through 

alliances formed between political rationales, knowledge, expertise and, institutional 

and individual actors (Rose and Miller, 1992). However, the notion of 

governmentality tends to take the networks of rule for granted, without providing a 

conceptualisation about the structure of these networks or the patterns of their 

relationships, both of which influence the ways in which these networks intervene for 

governing our socio-economic life (Gendron et al., 2007; O’Malley and Clifford, 

1997; Richardson, 2009). In other words, whereas the key strength of governmentality 

is that it focuses on the technologies of government through which governance is 

exercised on (distanced) subjects and the underlying rationales (see the next section), 

it gives less attention to the role of the expertise and resourceful members (or nodes) 

within the networks of rule, through whom the technologies of government are 

developed and operationalised as legitimate ways for government intervention 

(Gendron et al., 2007; O’Malley and Clifford, 1997; Richardson, 2009). As O’Malley 

and Clifford (1997) remark “… to see programmes [of government] as if they are 

written by one hand….” (p. 513).   

Within this context it is recognised that the private sector has come to occupy a major 

role within the networks of rule for possessing expertise and (financial) resources 

required for operationalising the programmes of government (Leander and van 

Munster, 2007). Thus, arguably, the networks of rule could provide the private sector 

with access to regulatory and policy-decision-making powers and hence give them the 

potential to significantly effect the distribution of resources and opportunities in 

society (Richardson, 2009), with a consequential impact of advantaging themselves 
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(Leander and van Munster, 2007). This issue has been highlighted by several 

accounting scholars. For example, Lapsley (2009) notes that over the past two 

decades UK government has been significantly depending on private sector 

management consultants for operationalising NPM-based policy reforms. With 

particular reference to PFI, Shaoul et al. (2007b) and Shaoul (2011) bringforth 

evidence that the HMT as well as the government departments signing to PFI 

contracts have been seeking financial advice from the big accountancy firms. The two 

studies highlight that consultants from the big accountancy firms would enter the civil 

service in general and the HMT in particular on secondment, thus being empowered 

to influence PFI policy. Shaoul et al. (2007b) argue that within the UK, big 

accountancy firms have played a crucial role in the development of both the PFI 

policy and its application in different sectors by being involved in the development of 

the appraisal methodology as well as by structuring deals for individual projects.  

From a perspective of the UK transport sector of roads the NAO has been critical 

about the HA’s (over) reliance on private sector advisors, which in some of the road 

PFI contracts have cost the HA more than seven percent of the project’s capital cost in 

consultancy fee (NAO, 2010b). The role of private sector consultants to the PFI 

procuring authorities is also questioned on the basis of the fact that the same firms 

who advise their public sector clients, might also advise the private sector bidders on 

different projects, thus providing (more) secured commercial opportunities to the 

private sector  (Shaoul, 2011; also see Chapter 3, section 3.3).       

It is also noted that because of commercial interest, PFI policy-influencing 

accountancy firms or their sister consulting arms would take equity stakes in PFI 

consortiums (Shaoul et al., 2007b; Shaoul, 2011). Moreover, it is indicated that PFI 

policy reviews undertaken during the regime of the (New) Labour government were 

assigned to individuals from the private sector, which led to the establishment of PFI-

dedicated bodies of expertise, e.g. Partnerships UK (see Chapter 2, Figure 2D), that 

were also largely staffed with personnel from the private sector, mainly the big 

accountancy firms (Shaoul et al., 2007b; Shaoul, 2011).  

At the project-level, Asenova and Beck (2010) while criticising that “… decision 

making on PFI projects is hardly a political process in the traditional sense” (p. 12), 

argue that financiers exercise significant influence on the financial structure of PFI 
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transactions and in dictating the measures other PFI participants must undertake. 

From a related perspective, Asenova and Hood (2006) comment that the UK 

government’s PFI policy is hugely reliant on the financial markets, and withdrawal of 

the key private sector players would have serious implications for sustaining the 

public services delivered through PFI means. 

Thus, whereas in (neo-liberal) governmentality it is the networks of rule that make the 

programmes of government (e.g. PFI) operationaliseable. However, the networks of 

rule could draw heavily from non-state actors, such as the private sector (Leander and 

van Munster, 2007), because of their claimed expertise, e.g. accountancy consultants 

(Gendron et al., 2007; Mennicken, 2010; Richardson, 2009; Shaoul et al., 2007b; 

Shaoul, 2011) or resourcefulness, e.g. financiers (Asenova and Beck, 2010; Asenova 

and Hood, 2006), or both (Rowley, 1997; Streeter and Gillespie, 1993).    

Based on the above discussion in this section it can be argued that governmentality 

conceptualises that power to govern in neo-liberal countries is exercised through  

complex networks with inter-relationships between policy rationales, their articulation 

as programmes of government that prescribe ways for delivering public services and 

for organising social life, and technologies of government which are the specific 

modes of practices that enact the government programmes for achieving the policy 

goals. The programmes and technologies of government, however, are developed and 

given meaning and significance through networks of rule that considerably rely on the 

resources and expertise of non-state actors, such as the private sector.  

It is important to appreciate that Foucault was not interested in proposing a  critique 

of power or (neo-liberal) mode of governance (Brockling et al., 2011; Rose et al., 

2006)Instead his work on governmentality provides a conceptualisation of the ‘art of 

government’ in neo-liberal countries and focuses on how the population is made 

subject through policy discourses that articulate certain rationales for state’s 

intervention and construct heterogeneous technologies as a means for the state to 

intervene for operationalising its policy objectives (Brockling et al., 2011). Thus the 

idea of governmentality, while basically decentering the assumed entity concept 

of the state (Brockling et al., 2011, p. 39), does not provide a critical framework 

for analysing the ‘multivocality’ within the networks of rule (O’Malley and 

Clifford, 1997), nor for examining which actors (state or non-state) within the 
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networks gain or lose from operationalisation of the policy (Leander and van 

Munster, 2007). While it will be interesting to take the studies of Asenova and 

Hood (2006), Asenova and Beck (2010), Shaoul et al., (2007b) and Shaoul (2011) 

further by analysing the patterns of relationships between the different actors 

(particularly the public and private sector actors) tied up within the networks of 

rule underlying PFI, a potential methodological approach to address this research 

area would be to adopt certain network-based theoretical frameworks (see 

Chapter 9, section 9.3). Since the present study, which as discussed previously 

(see section 4.2 and Chapter 1, sections 1.2 and 1.3), is chiefly concerned with a 

better understanding of why and how PFI has been adopted and operationalised 

by UK government, therefore the analytical focus is concentrated on analysing 

UK government’s rationales and the associated technologies of government 

underlying PFI, and therefore does not include an analysis of the associated 

networks of rule per se. Given this specific focus of this study, the next two 

sections discuss the rationale for and elaborate upon the adapted governmentality 

framework for attending to the empirical research aim and objectives (see Chapter 

1, section 1.3). 

4.4 Rationale for using governmentality as the theoretical framework 

It is argued that a governmentality based analysis of policy implementation in a 

particular field of social life should focus on the modes of government’s interventions 

(i.e. technologies of government) and their underlying rationales as the latter 

(rationales) are embedded in the governing technologies (Dean, 1999; Foucault, 

1982). Following this broad guideline, it is suggested that in the first instance an 

analytical framework informed by governmentality should focus on the language of 

the researched policy discourse because language is a key element in constructing 

‘governable realities’ (Rose et al., 2006). Thus, as a theoretical lens governmentality 

is concerned with the policy discourses that give meaning and significance to the 

decisions and actions of different institutions and actors who are integrated in a 

network of neo-liberal government (Joseph, 2010). It is claimed that a key strength of 

governmentality as a theoretical framework is that it allows researchers to ‘unbundle’ 

government strategies as contained in the policy discourse and what is sought in these 

(Frame and Bebbington, 2012). Frame and Bebbington (2012) suggest that using 

governmentality as theoretical framework can allow researchers to investigate: how 
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something that is to be governed is conceived at the policy level in terms of the 

problems and objectives that call for governance? What governing technologies are 

created and exercised through the policy discourse for bridging the gap between the 

problematisation and objectives? And, what knowledge elements are involved in the 

governing processes?  

Another key strength of governmentality as a theoretical framework is suggested by 

Kurunmäki and Miller (2011), who posit that governmentality can be used for multi-

level analysis of government policy development and operationalisation. Kurunmäki 

and Miller (2011) particularly emphasise on the importance of analysing the micro 

(organisational) level practices of the subjects whose actions enact government 

programmes, while maintaining a macro-level analysis of the government’s rationales 

and technologies underlying the researched policy initiative. Such analysis which 

focuses on the rationales and governing technologies mobilised at the macro-level and 

their translation and operationalisation at the micro-level is particularly important 

given that macro-level policy initiatives might confront different set of perceptions or 

even resistance from the localised subjects (Armstrong, 1994, 2014; Brockling et al., 

2011). Therefore, it is claimed that it is important for accounting researchers to 

analyse the relationships between the macro-level policy discourses and how these are 

translated and operationalised at the micro-level where government programmes may 

confront ‘human agency’ of the localised actors (Armstrong, 1994, 2014; Brockling et 

al., 2011; Kurunmäki and Miller, 2011). As McKinlay and Pezet, (2010) argue “[t]o 

study processes of governmentalisation requires us to attend not just to the 

programmes of the powerful but to their operation and to the manifold ways that 

individuals, groups and populations absorb, comply and resist these projects. The 

question becomes not how the state – or the firm – rolls out governmental projects 

across society but how it governmentalises itself” (p. 494). 

By no means has the adoption of governmentality as a theoretical framework for this 

thesis signaled its superiority or a rejection of alternative theories. Instead, and as 

stated earlier in this chapter (see section 4.2), alternative theories were considered 

during the course of the literature review to identify a suitable framework 

corresponding to the research focus at hand (see Chapter 1, section 1.3). One of the 

alternative theoretical paradigms was Habermas’s theory of steering, as adopted by 



92 
 

English and Guthrie (2003) for analysing the nature and the regulatory framework 

underlying Australia’s PFI
91

. Habermas explains steering as a (control) process under 

which certain institutions can exert control and influence the decisions of services 

providing organisations. He labels such institutions as ‘steering media’ and the 

mechanisms through which the steering media exercise control (e.g. laws and 

regulations) as ‘steering mechanisms’ (Agyemang, 2009; English and Guthrie, 2003). 

The theory of steering allowed English and Guthrie (2003) to identify the 

Commonwealth government and at the state level the Australian Department of 

Treasury and Finance as the key steering media for Australian PFI (see Chapter 3, 

section 3.2). Moreover, the authors were able to identify that these steering media 

have produced a variety of steering mechanisms such as policy on borrowing limits 

for the Australian public sector, accounting standards and official PFI guidelines for 

regulating the operations of PFI projects. One could argue that adopting the theory of 

steering could allow researchers to analyse the (macro-level) technologies of 

government that steer the actions of the subjects. Nevertheless, governmentality was 

considered more suitable for this thesis as it could provide insights into the UK 

government’s policy rationales underlying PFI by analysing successive UK 

governments policy discourse, and also in depth analysis of the actual 

operationalisation of PFI by the localised actors (i.e. within the Highways Agency, 

see Chapter 1, section 1.3), which are the research issues not covered by English and 

Guthrie’s (2003) theoretical framework.     

Andon (2012) suggests that accounting researchers may consider using ANT (Actor 

Network Theory) for tracing the key actors and conditions involved in developing the 

concept and practices of PFI. ANT proposes that innovation, for example policy 

reform, is a collective process that progresses through interaction between different 

human and non-human actors (Arnaboldi and Azzone, 2010; Gendron et al., 2007). 

According to ANT, implementation of innovative ideas results from a lengthy process 

of interactions between different actors for gaining an acceptance for the idea 

(Arnaboldi and Azzone, 2010). Arnaboldi and Azzone (2010) examine the Good 

Practice Project, a performance measurement initiative in the Italian universities by 

analysing the interactions between the key project stakeholders from the Italian 

central government and the participating universities. Gendron et al. (2007) draw 

                                                
91

 English and Guthrie (2003) refer to Australian PFI as PFP (Privately Financed Projects). 
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from the ANT literature to analyse the interactions between the Canadian Department 

of Treasury, services delivery departments and the Office of the Auditor General, to 

identify the processes through which auditing was developed within the Canadian 

public sector. Both the studies have been able to identify the key elements and actors 

involved in the development and translation of the respective government policy as 

well as the significance of the roles of the actors and their stratagems for fact building 

(Arnaboldi and Azzone, 2010; Gendron et al., 2007). However, the two studies have 

mainly focused on the role of the influential actors and networks of support while 

paying less attention to the less powerful stakeholders in the networks (Arnaboldi and 

Azzone, 2010; Gendron et al., 2007). For the purpose of this thesis governmentality 

was considered to provide a broader theoretical lens than ANT, as governmentality 

does not tend to distinguish between the actors and elements involved in the exercise 

of power on the basis of their strength of influence (see section 4.3 and start of section 

4.4). Moreover, it is suggested that ANT is more suitable when the aim of an 

accounting researcher is to analyse the development and operationalisation of only 

certain specific technology of government (e.g. auditing) (Gendron et al., 2007, pp. 

102-103).      

Another potential alternative theoretical perspective was the concept of Linked 

Ecologies as adopted by Mennicken (2010). Linked Ecologies may be considered 

similar to ANT as it considers the interactions between networks that come together 

as a result of certain policy initiative. However, Linked Ecologies considers the 

interactive processes between different ecologies as well as the internal dynamics 

within those ecologies shaped on account of the interactions (Abbott, 2005). Abbott 

(2005) explains the term ecology as a set of actors in a particular (set of) location 

which represent certain particular social structures, such as ‘the university ecology’ or 

‘the ecology of professions’ (p. 248). Mennicken (2010) adopts the idea of Linked 

Ecologies as her main theoretical framework to analyse the development of 

professional audit in the post Soviet Russia. Mennicken (2010) has been able to 

identify the interactive processes through which the ideas of market creation and 

international audit practices were linked under the neo-liberal reform initiatives of the 

post-Soviet Russian government, and the localised programmes and technologies of 

audit and audit market that were created as a result. However, the concept of Linked 

Ecologies as used by Mennicken (2010) does not provide a clear relationship between 
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the macro-and-micro-levels of policy development and operationalisation, unlike 

governmentality (see start of section 4.4). This is acknowledged by Mennicken (2010) 

when she suggests that it is important for accounting researchers to analyse the 

localised (micro-level) concerns and practices from picking up government 

programmes such as audit, as the local practices can lead to further spreading or even 

transformation of such programmes (p. 355). Since micro-level analysis of the 

operationalisation of the PFI within the UK’s transport sector of roads is a major 

empirical part of this thesis (see Chapter 1, section 1.3) and the Linked Ecologies 

concept did not provide a suitable analytical framework corresponding to this 

objective, therefore governmentality was considered more suitable as the theoretical 

framework. 

After providing the justification for adopting governmentality as the theoretical 

framework for this thesis, section 4.5 describes the applied theoretical model.        

4.5 The applied theoretical framework 

The theoretical framework applied for this thesis draws mainly from the works of 

Frame and Bebbington (2012) and Kurunmäki and Miller (2011). Frame and 

Bebbington (2012) have used the concept of governmentality for analysing 

government strategies for sustainable development in New Zealand and Scotland. 

Their study explores the national sustainable development strategies in the two states 

through unpacking the various elements of governmentality as contained in 

government policy documents on sustainable development. Their analytical 

framework chiefly draws from Dean’s (1999) categorisation of elements of 

governmentality, as shown in Figure 4A. For analysing government policy initiatives 

from a governmentality perspective Dean (1999) provides a schematic framework 

which considers government as an ensemble of three major elements, 

‘problematisation’, ‘utopian ideals’ and ‘regimes of practices’ (see Figure 4A).  
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Figure 4A: Governmentality framework as adopted by Frame and Bebbington (2012) for analysing government strategies for sustainable 

development (SD) in New Zealand and Scotland 

   Dean’s (1999) categorisation of elements of governmentality Frame and Bebbington’s (2012) key findings 

a Problematisation. 

(Identification of) social issues/problems in policy 

discourse that represent government’s recognition of the 

need to intervene through policy initiatives for rectifying 

the issues/ problems. 

For example, need for conserving energy resources and prudent management of natural 

resources. 

b Utopian ideal. 

(Identification of) the specific policy goals or objectives in 

the government discourses that are sought through policy 

intervention and which direct the governing practices. 

For example, to improve quality of life and satisfy basic needs of the people. 

c Regimes of Practices 

The ensemble of the elements within the technologies of 

government through which governance is exercised for 

operationalising policy goals.   

 

 Techniques and practices 

 

The particular mechanisms or technologies used by 

government to achieve governance (and which may 

constitute elements of visibilities, identities and knowledge) 

For example, Sustainable Development (SD) initiatives as part of government’s 

spending decision and publication of official guidance on SD.   

 
i. Visibilities 

Created by the use of particular techniques and practices of 

governing. 

For example, use of proactive language in the SD discourse  and encouraging the public 

sector to work in partnership for achieving national policy goals in SD  

 
ii. Knowledge 

Types of knowledge used and produced within the   

techniques and practices. 

For example, the national policy discourses in both the states drew largely from UN’s 

reports and priorities for  SD.  

 
iii. Identities 

Collective and individual identities established as part of 

the techniques and practices which support the governance 

processes.   

For example, establishment of Sustainable development commission and designation of 

the heads of departments (or public sector CEOs) as the national SD policy 

implementation agents. 
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Dean (1999) suggests that to question governance is the starting point for a 

governmentality based analysis which may be achieved through a focus on the 

problematised issues in the policy discourse (also see section 4.3 and start of section 

4.4). Problematisation is the social issues that give rise to the need for government to 

intervene (Frame and Bebbington, 2012). Dean (1999) further comments that 

government programmes are inspired by certain utopian goals (e.g. improving quality 

of life through sustainable development) (see Figure 4A). Dean (1999) argues that 

every programme of government ‘presupposes an end of this kind’ which drive the 

governing practices. While referring to the regimes of governing practices as the 

governing technologies for operationalising policy objectives (see Figure 4A), Dean 

(1999) suggests that these are informed by the identified problems (problematisation) 

and are directed towards achieving the policy objectives (utopian ends). Thus regimes 

of practices tend to bridge the gap between the problems that governments face and 

the end points or the utopian objectives that are being sought (Frame and Bebbington, 

2012, p. 252). Dean (1999) describes the regimes of practices by which the actual 

governing activity is achieved as consisting of the axes of techniques and practices, 

visibilities, knowledge, and identities (see Figure 4A).  

Frame and Bebbington (2012) argue that as a theoretical framework governmentality 

provided them with a ‘heuristic’ means of analysing the approaches of governments in 

New Zealand and Scotland to sustainable development agenda (p. 264). The authors 

argue that governmentality helped them to understand the government strategies for 

sustainable development in both the states through an ‘unbundling’ of the policy 

documents using the ‘elements of governmentality’ as the theoretical lens for 

identifying the problematisation and the utopian ideals related to sustainable 

development, and their connection with the regimes of practices in terms of 

operationalising the sustainable development strategies in the two states (see Figure 

4A). “We use [governmentality] as a heuristic to break open assumptions implicit in 

these [policy discourses] with regard to what problems governments face, what end 

points are being sought as well as how the gap between these two positions is to be 

bridged” (Frame and Bebbington, 2012, p. 252). In this sense Frame and Bebbington 

(2012) present an exploratory case for applying Dean’s (1999) governmentality 

framework, and provides support for the framework as being helpful in understanding 

the different elements that constitute the reasons (problematisation and utopian ideals) 
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and the mechanisms (regimes of practices) for neo-liberal governments to exercise 

power for implementing specific policy agendas.    

Kurunmäki and Miller (2011) analyse the ‘Modernising Government’ initiative 

launched in the UK in 1999 which led to creation of partnerships within the UK’s 

public sector. By adopting governmentality as their theoretical lens Kurunmäki and 

Miller (2011) specifically focus on Section 31 of the UK’s Health Act (1999) which 

encouraged partnerships between health and social care service providers in England 

(see Figure 4B). Kurunmäki and Miller (2011) argue that in order to understand 

government policy objectives and their operationalisation it is important for 

governmentality studies to consider different levels of analysis. At the macro-level, 

Kurunmäki and Miller (2011) suggest that it is important to attend to the often 

abstract values and goals underlying a reform initiative (i.e. policy rationales in terms 

of problematisation and utopian ideals) and the practices and processes (i.e. 

technologies of government) through which the policy objectives are implemented (p. 

222). Kurunmäki and Miller (2011) claim that by using governmentality as a 

theoretical lens for analysing the policy discourse concerning Section 31 of the Health 

Act (1999) they were able to understand the problems caused by the previous 

separation between the health and social care service providers (for those who needed 

both the services) and the ways in which the ideals of partnerships were discursively 

articulated, which together formed the reasons for government to enable partnerships 

between these two care providing sectors in England (see Figure 4B). 

While maintaining a macro-level focus by analysing the UK government’s policy 

rationale underlying Section 31 of the Health Act (1999) and the technologies through 

which the Section 31 was implemented (e.g. legislative techniques) (see Figure 4B), 

Kurunmäki and Miller (2011) also analyse the localised (micro-level) practices and 

processes (and impediments such as professional enclosures) through which 

partnerships under the Section 31 could be enacted by the (localised) health and social 

care service providers (see Figure 4B). Kurunmäki and Miller (2011) emphasise that 

it is important for accounting researchers to analyse how the macro-level policies get 

translated and operationalised at the micro-level, particularly by analysing the 

localised MCS in inter-organisational relationships through which the programmes of 

government can be enacted (pp. 237-238). Kurunmäki and Miller (2011) argue that 
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their multi-level (macro-and-micro-levels) governmentality based analysis provided 

them with a means for understanding how the macro-level discourse and governing 

practices interact with the perceptions and practices of the localised actors (see Figure 

4B). They particularly highlight that the lens of governmentality allowed them to 

identify the role of MCS as the (localised) technologies of government through which 

Section 31 of the Health Act was being operationalised at the micro-level (see Figure 

4B).  
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(Macro) Discursive level  Practices and processes 

(Technologies of 

government at Macro-

level) 

 

 

 

 

Professional Enclosures Technologies of 

government (MCS) at  

Micro-level 

 

 

 

 

 

 

Figure 4B: Governmentality framework adopted by Kurunmäki and Miller (2011) for analysing 

partnerships under Section 31 of the UK Health Act, 1999 

Lens of 

Governmentality 

Findings:  

Legislative techniques 

including funding and 

inspection mechanisms; 

requirements for partnership 

proposals to be submitted by 

partnering health and social 

care service providers. 

Findings: 

 Tension between health and 

social care staff because of 

cultural and professional 

differences, e.g., problems in 

progressing with joint review 

of patients and care planning. 

There has been some optimism 

about cross-professions 

learning. 

 

Findings:  

New inputs and cost reporting 

practices and county-wide 

assessment; joint budgeting 

practices. 

 

Findings:  

Problematisation; fragmentation 

of health and social care services 

with lack of coordination; 

professional boundaries; non-

entrepreneurial and risk averse 

civil servants. 

Utopian goals; Good quality 

(health and social care) service 

through partnership working. 

 

 

(Articulation of political 

objectives / rationale 

concerning a policy) 
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As discussed at the start of section 4.2, the adoption of a theoretical framework 

provides a set of lens or frame of reference for making sense of the empirical field in 

an interpretive accounting research. For the purpose of this thesis, which seeks to 

analyse at the macro-level the UK governments
92

 rationale for pursuing PFI and the 

governing technologies that have led to PFI’s adoption across government 

departments, and at the micro-level the operationalisation of government policy 

objectives in PFI within the Highways Agency (see Chapter 1, section 1.3), a 

combination of Frame and Bebbington’s (2012) and Kurunmäki and Miller’s (2011) 

frameworks has been adopted for achieving the research objectives (see Figure 4C). 

 

 

 

                                                
92

 Successive UK central governments since 1992 when PFI was formally launched (see Chapter 2) 

until the current coalition government. 
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Keys / Legends: 
Governmentality framework used 

by Kurunmaki and Miller (2011)                

 

Governmentality framework used 

by Frame and Bebbington (2012)  

 
 
 
 

 

Research questions   

 
 

 

Inter-relationships 

between research 

questions 

           
  

Figure 4C: Theoretical Framework for this thesis. 

 

Lens of 

Governmentality 

SRQ 1  (Chapter 6) 

Why have successive UK 

(central) governments pursued 

PFI, have the government’s 

policy objectives in PFI changed 

over the last two decades and 

how have departments been 

steered towards PFI?  

SRQ 3 (Chapter 8) 

Why was PFI adopted by the 

UK’s Highways Agency and 

what role does project-level 

MCS and trust play in the 

operationalisation of 

government’s PFI policy 

objectives? 

   SRQ 2 (Chapter 7) 

How do PFI policy-related 

(government) officials in the 

UK perceive government’s 

reasons and interventions for 

pursuing PFI, and what are their 

perceptions about 

operationalising VfM in PFI 

contracts? 

 

 

 

 

Since PFI literature does 

not suggest that there has 

been hindrance to PFI’s 

implementation from 

professional enclosures, 

therefore this thesis does 

not analyse this theme.    

Triangulating (and complementing) themes found from 

the SRQ 1 through interviews undertaken for the SRQ 

2.  

Analysing the operationalisation of 

policy objectives in PFI in the road 

case study PFI project. 

Analysing the operationalisation of 

policy objectives in PFI in the road case 

study PFI project. 

 

 

(Articulation of policy 

objectives/ rationales 

concerning a policy) 
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As illustrated in Figure 4C, at the macro-level the theoretical lens of governmentality 

has been applied for understanding the UK government’s rationales for pursuing PFI 

through identifying the problematised issues concerning the public infrastructure and 

conventional (infrastructure) procurements by government and the utopian ideals 

assumed with the PFI model. Frame and Bebbington’s (2012) lenses of 

problematisation and utopian ideals (see Figure 4A) and Kurunmäki and Miller’s 

(2011) discursive-level analysis (see Figure 4B) have been used as the frames of 

reference for unbundling the UK government’s rationale underlying the PFI (see 

Figure 4C). A connected empirical focus is to analyse the macro-level technologies of 

government operationalised by the UK government for implementing PFI across 

government departments. For this part of the empirical focus, Frame and 

Bebbington’s (2012) analysis of the regimes of practices (see Figure 4A) and 

Kurunmäki and Miller’s (2011) macro-level analysis of the governing practices and 

processes (see Figure 4B) provided the frames of reference for analysing the 

mechanisms (technologies) deployed by successive UK governments for the 

development of PFI (see Figure 4C).  

Another macro-level analytical focus of this thesis is to understand the shifts in the 

PFI policy over the past two decades
93

 (see Chapter 1, section 1.3). Governmentality 

literature suggests that government may exercise power for shaping the conduct of the 

subjects for definite but shifting policy goals (Dean, 1999, p. 11). Whereas Frame and 

Bebbington (2012) and Kurunmäki and Miller (2011) have not focused on the shifts 

in their researched government policies, this thesis draws from Dean (1999) and 

traces changes in PFI policy over the past two decades particularly through analysing 

the shifts (in government’s emphasis) concerning the policy goals in PFI (see Figure 

4C). Overall these macro-level empirical focuses of this thesis (as illustrated in Figure 

4C) correspond to the sub-research questions (SRQs) 1 and 2 (see Chapter 1, section 

1.3)
94;95

.  

While maintaining a macro-level focus on the UK government’s rationales and 

governing technologies underlying PFI, the theoretical lens of governmentality has 

                                                
93

 Since PFI’s inception in the UK in 1992. 
94

 Chapter 5, sections 5.3 – 5.5 describe the specific research methods for the SRQs.  
95

 The analysis and discussion of the SRQ 1 and SRQ 2 form Chapter 6 and Chapter 7 of this thesis 

respectively, as shown in Figure 4C (also see Chapter 1, section 1.4).  
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also been focused at the micro-level (i.e. at the level of a road case study PFI project 

under the Highways Agency) (see Chapter 1, section 1.3) for examining how the 

government policy in PFI gets operationalised through the practices of the micro-level 

actors
96

. This part of the empirical analysis corresponds to the SRQ 3
97

 and the 

analysis draws mainly from Kurunmäki and Miller’s (2011) framework (see Figure 

4C). Whereas at the micro-level Kurunmäki and Miller (2011) have focused 

particularly on the localised MCS as the technologies for operationalising government 

policy objectives in the Health Act (see Figure 4B). This thesis while drawing from 

the literature on MCS and trust in inter-organisational relationships (see Chapter 1, 

section 1.2; Chapter 3, section 3.4) focuses on the roles of the project-level MCS and 

trust as technologies and facilitators for operationalising government policy objectives 

in the road case study PFI contract (see Figure 4C). Since PFI literature does not 

provide evidence of professional enclosures at the project-level impeding the 

operationalisation of PFI contracts (see Chapter 3), unlike Kurunmäki and Miller 

(2011)
98

, this thesis does not pursue professional enclosure as a researchable theme in 

the SRQ 3 (see Figure 4C). 

It is expected that by applying the adapted theoretical framework as shown in Figure 

4C, this thesis will contribute to the extant literature on governmentality, particularly 

in two ways: First, Frame and Bebbington’s (2012) and, Kurunmäki and Miller’s 

(2011) frameworks have been respectively applied within the domains of public 

policy on environmental management (i.e. sustainable development) and inter-

organisational relationships between public sector organisations. This thesis is 

applying governmentality onto a much complex area, the PFI that involves 

partnerships between public and private sectors. Therefore, this thesis might provide 

information about the suitability of governmentality for analysing complex inter-

organisational relationships (see Chapter 9, section 9.2); Second, this thesis is 

exploratory by applying a combination of Frame and Bebbington’s (2012) and, 

Kurunmäki and Miller’s (2011) theoretical frameworks, and therefore might provide 

information about the strength (or weakness) of the (combined) framework in 

achieving the research objectives (see Chapter 9, section 9.2).    

                                                
96

 Detailed discussion of the case study research method is presented in Chapter 5, section 5.5. 
97

 Analysis and discussion of the SRQ 3 forms Chapter 8 of this thesis as shown in Figure 4C (also see 

Chapter 1, section 1.4). 
98

 See Figure 4B 
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4.6 Conclusion 

This chapter has described and justified the theoretical framework used for analysing 

the empirical data and interpreting the findings with respect to the three substantive 

empirical components of this thesis as illustrated in Figure 4C, namely, the SRQ 1 

(Chapter 6), SRQ 2 (Chapter 7) and the SRQ 3 (Chapter 8). The chapter has 

highlighted the importance of adopting a theoretical framework as a frame of 

reference or set of lens for undertaking interpretive accounting research in order to 

facilitate the researcher to make sense of the empirical field. In this regard 

governmentality was recognised as the most suitable concept to be used as a 

theoretical lens for this thesis because it was considered to provide an adequate 

conceptualisation about the issues being researched. The adapted theoretical 

framework as illustrated in Figure 4C has guided the empirical analysis (see Chapter 

5) and has shaped the discussion of the findings and conclusions in Chapters 6 – 9. 

While adopting a theoretical framework is a fundamental methodological concern, an 

equally important task is to select the specific research techniques or methods that fit 

with the theory as well as with the domain of the empirical data (Ahrens and 

Chapman, 2006). The next chapter (Chapter 5) discusses in detail the research 

methods used for collecting and analysing the empirical data for this thesis.      
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Chapter 5 

Research Methods 

 

“The quality of a study’s findings is dependent on both the soundness of the data 

collected and the interpretation placed on such data” (Marginson, 2004, p. 335). 

 

5.1 Introduction  

This thesis utilises multiple research methods for collecting and analysing the 

empirical data. As the opening quote to this chapter suggests that the data sources and 

the way it is analysed both are important for providing credibility to the results of a 

scholarly research, therefore before discussing the empirical analysis in the next three 

chapters (i.e. Chapters 6 – 8), this chapter explains and justifies the techniques utilised 

in this thesis for collecting and analysing the empirical data. In this sense the current 

chapter supplements Chapter 4 in describing the overall research methodology for this 

thesis (see Chapter 1, Figure 1A). This chapter is organised as follows: section 5.2 

provides a generic overview of and justification for the research methods used for 

collecting and analysing the empirical data; the subsequent three sections (sections 5.3 

– 5.5) describe the specific research methods corresponding to the following three 

empirical analysis chapters (i.e. Chapters 6 – 8); and section 5.6 concludes this 

chapter.  

5.2 An overview of the adopted research methods and the justification 

for their use 

Research methods are the specific techniques used by researchers (e.g. archival 

analysis, interviews and questionnaire surveys) for collecting data and which should 

fit with the research methodology
99

 (Ahrens and Chapman, 2006). Thus the choice of 

research methods is driven in the first place by the research perspective taken by the 

researcher (e.g. positivism
100

 or interpretive
101

 approach) and the selected theoretical 

                                                
99

 Research methodology is defined as the general approach taken to the study of a research topic (e.g. 

positivism or a qualitative methodology such as interpretive research) (Ahrens and Chapman, 2006, p. 

822).  
100

 Positivist researchers assume that the way the empirical field (or social reality) is constructed is not 

related to how the actors in the field perceive their surroundings. Therefore positivist researchers do not 

tend to analyse the perceptions and practices of the actors in the empirical field in order to understand a 
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framework (Ahrens and Chapman, 2006). Moreover, research methods for 

undertaking an empirical study must also fit with the data’s domain
102

 in a sense that 

the ‘best available’ research methods should be deployed for accessing the domain 

and collecting the data (Murphy and Maguire, 2011). This thesis employs two 

methods of data collection involving archival research (documents analysis) and in 

depth interviewing, with the analysis of the data being guided by the theoretical 

framework illustrated in Chapter 4 (see Figure 4C). The two research methods are 

utilised both at the macro-and-micro-levels of the empirical analysis (see Chapter 4, 

Figure 4C), with the objective being to develop an in depth understanding of the 

issues sought in the research questions (Lillis, 2008). The remainder of this section 

provides an overview of the archival analysis and interview methods utilised for this 

thesis, their justification and the steps taken for ensuring validity of the empirical 

results. A more detailed description of the specific data collection and analysis 

methods used for the empirical chapters (i.e. Chapters 6 - 8) is presented in sections 

5.3 - 5.5. 

 Archival (documents) analysis and coding 

At the first stage of the empirical analysis corresponding to the sub-research question 

1 (SRQ 1)
103

, this thesis applies archival research method on UK government policy 

documents on PFI in order to understand the rationales informing the central 

government’s discourse, the associated governing technologies that sought to 

operationalise policy objectives in PFI and in what ways the policy goals have shifted 

over the past two decades (see Chapter 4, Figure 4C)
104

. The analysis of the UK 

government’s discourse on PFI as contained in the relevant policy documents was 

considered important particularly from a governmentality perspective because it is 

argued that analysing the language of political discourses can lead to identification 

and understanding of government’s ‘systems of thought’ and ‘systems of action’ 

                                                                                                                                       
certain social phenomenon. But instead they tend to test certain a priori hypothesis developed from the 

extant literature using scientific (mainly quantitative) research methods (Ahrens and Chapman, 2006).  
101

 As discussed in Chapter 4 (see section 4.2) interpretive accounting research is about understanding 

the researched (social) phenomenon within its context, particularly by analysing the actions and 

perceptions of the (localised) actors engaged in operationalising the researched (social) phenomenon.   
102

 The domain is the space or field in which data is collected and which has to be identified by the 

researcher based on the domain’s usefulness for answering the research questions (Ahrens and 

Chapman, 2006). 
103

 This is reported in Chapter 6. 
104

 A detailed description of the data collection and analysis methods corresponding to the SRQ 1 is 

presented in section 5.3. 
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underlying a policy initiative (Rose and Miller, 1992). Moreover, policy discourse is 

considered to have an impact on the subjects as they are discursively constructed and 

constituted by the discourse (Diaz-bone et al., 2008, p. 10). As Prior (2003) argues 

that “... documents serve to constitute the events of which they form a part. In that 

respect they deserve parity of esteem with talk and behaviour in the execution of the 

research process” (p. 68). This suggests that a researcher alongside focusing on other 

data sources (e.g. interviews) should also focus on the textual discourse as it 

formulates actions (Graham, 2005).  

The selected policy documents are analysed using a thematic approach guided by the 

adopted theoretical framework (see Chapter 4, Figure 4C for the governmentality 

themes corresponding to the SRQ 1), with the themes eventually being coded
105

. 

Initially the researcher attempted to code the documents manually following the 

methods used by Frame and Bebbington (2012) and O’Dwyer (2004). However, it 

was soon realised by the researcher that given the large number of pages contained in 

the archives which were to be analysed (see section 5.3), manual coding was going to 

be difficult for organising the themes (codes) according to their inter-relationships (or 

linkages). Also, given that this thesis involves a multi-level analysis using both 

archival and interview data (see Chapter 4, Figure 4C), it was considered that manual 

coding for all the different sets of data might make the process of identifying linkages 

and triangulation across the data complex. Therefore the researcher decided to use a 

single qualitative data management software for analysing all the data sets to facilitate 

coding of large volume of qualitative data, cross-data linkages and triangulation
106

. In 

pursuing this further, the researcher consulted research colleagues at Queen’s 

University Management School regarding their experience of using qualitative data 

management software. The consultations suggested three software programmes 

namely Diction, Atlas Ti and NVivo-9.2.  

Diction aids analysis of the language of a given text by using certain predefined 

dictionaries for searching certain words in the text. However, since the objective of 

the policy documents analysis for this thesis is to understand the rationales and 

governing practices and processes underlying PFI (see Chapter 4, Figure 4C), 
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 The coding process for the SRQ 1 is further described in section 5.3. 
106

 Triangulation is discussed later in this section while discussing the steps taken by the researcher for 

validation of the results. 
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therefore Diction was not considered suitable for this analysis. Instead, it was thought 

that the analysis could be facilitated by a software which can code parts of the 

documents (including text, tables and figures) based on the researched themes in the 

SRQ 1. It was found that both Atlas Ti and NVivo-9.2 offer features that match with 

the analytical requirements of this thesis. NVivo-9.2 was used for the analysis as 

Queen’s University Management School was able to provide a licensed version of the 

software and training. A particularly helpful feature of NVivo-9.2 is that, unlike 

NVivo’s older versions, the researcher was able to import and code the original PDF 

copies of the documents. This feature allowed the researcher to import and store 

original PFI policy documents in PDF formats. Also the interview data for the SRQ 2 

and SRQ 3 (in MS Word format) and the PDF documents for the SRQ 3, were 

subsequently imported into NVivo-9.2 and stored in manageable and retrievable 

folders separately created for each of the SRQ
107

. Likewise codes for the entire data 

sets have been created and stored in separate folders (called ‘Nodes’ in NVivo-9.2) 

corresponding to each SRQ. The complete empirical analysis for this thesis has been 

performed and saved as a single file (called ‘Project’ in NVivo-9.2) organised as 

folders for the data sources and Nodes corresponding to each SRQ.              

 Interview methods 

As illustrated in Chapter 4 (Figure 4C) the second stage of the macro-level analysis 

involves in depth interviewing with PFI policy related senior (UK government) 

officials in order to complement (Kurunmäki and Miller, 2006; Mennicken, 2010) and 

triangulate (Burke and Demirag, 2013; Marginson, 2004; Marques et al., 2011) the 

findings from the archival analysis undertaken for the SRQ 1. This second stage of the 

research corresponds to the SRQ 2 (see Chapter 4, Figure 4C), the results of which are 

reported in Chapter 7
108

. As a research method interviews are considered to provide a 

useful way for interpretive accounting researchers to learn about the empirical field. 

This is because interviews involve conversations and interactions with the actors in 

the (empirical) field thus giving the researchers a chance to immerse themselves into 

the field to learn about the lived experiences of the actors (Lukka and Modell, 2010; 

Qu and Dumay, 2011). Especially semi-structured interviews are considered to be the 
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 A detailed description of the data collection and analysis methods corresponding to the SRQs is 

presented in sections 5.3 – 5.5. 
108

 A detailed description of the data collection and analysis for the interviews corresponding to the 

SRQ 2 is presented in section 5.4. 



109 
 

most effective and convenient means of gathering qualitative data (Qu and Dumay, 

2011, p. 246)
109

.  

It is suggested that when the research objective is to capture issues where people may 

have different perspectives on the subject, it is appropriate to use semi-structured 

interviews which can allow these diverse perspectives to be understood in the same 

terms as the interviewees understand them (Connolly and Hyndman, 2006; Demirag 

and Khadaroo, 2008). A key strength of semi-structured interviews is the adaptation 

and flexibility offered to the interviewees to provide responses in their own terms and 

in the way that they think and use language (Qu and Dumay, 2011). In this way semi-

structured interviews are especially valuable for interpretive researchers who seek to 

understand the way the actors (interviewees) perceive the social world under study 

(Qu and Dumay, 2011). Another usefulness of semi-structured interviews is that they 

allow the interviewer to probe further into parts of the responses that are of great 

interest for the research by posing questions such as “please tell me more about 

that…” (Qu and Dumay, 2011). Since the aim from conducting interviews for this 

thesis was to learn about the perceptions of the respondents about the UK’s PFI policy 

development and operationalisation, therefore a semi-structured interview approach 

was adopted.  

Semi-structured interviews are guided by thematic questions with an aim for the 

researcher (interviewer) to capture those themes in the interviews as much as possible. 

Thus arguably, researchers need to do considerable preparations before conducting 

semi-structured interviews particularly in terms of knowing the relevant themes 

around the research topic so that they can ask informed questions (Marginson, 2004; 
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 Interviews as research methods can be (broadly) categorised into four types: There are structured 

interviews in which the interviewer (i.e., researcher) asks interviewees a series of pre-established 

questions allowing only a limited number of response categories, which are mostly brief answers. 

Structured interviews are therefore rigid as the interviewer basically reads from a script and deviates 

little. Arguably structured interviews are mainly used in positivist research. Unstructured interviews 

on the other hand are highly open-ended with the interview process shaped to the individual situation 

and context of the interviewee. These types of interviews are useful for gathering data through 

participant observations in the field as most of the data in participant observation can be obtained from 

informal conversation. Semi-structured interviews are guided by some prepared questions which are 

developed according to the theoretical themes that the researcher seeks to analyse in the field. Thus a 

semi-structured interviewer seeks to cover certain broad themes in the interviews while providing 

flexibility to the interviewees to respond in their own terms. Also there are focus group interviews in 

which several people are interviewed together in a format where the interviewer mainly serves as a 

moderator. However focus group interviews are arguably not suitable for studying sensitive topics 

where respondents can be reluctant to discuss their views in front of others (Qu and Dumay, 2011, pp. 

243-247). 
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Qu and Dumay, 2011). The interview questions for the SRQ 2 (see section 5.4), 

alongside the PFI literature review (Chapter 3), have drawn significantly from the 

themes that emerged from the archival analysis performed for the SRQ 1. In this 

sense, while the documents analysis for the SRQ 1 forms a separate empirical part of 

this thesis (see Chapter 6), the findings from that analysis significantly feed into the 

analytical focus of the SRQ 2 (see Chapter 7). Subsequently, the findings from the 

overall macro-level analysis (SRQ 1 and SRQ 2)
110

 significantly guided the analysis 

for the SRQ 3 (i.e. micro-level analysis)
111

 in terms of providing directions for 

refining the micro-level research topic and specifying the interview
112

 questions. Thus 

the empirical analysis for this thesis has progressed as inter-related stages (Kurunmäki 

and Miller, 2011) with each previous stage guiding the refinement of the successive 

stage.  

Conducting semi-structured interviews also involves considerable preparation by the 

researcher (interviewer) in terms of developing inter-personal and interviewing skills 

(Marginson, 2004; Qu and Dumay, 2011). It is argued that semi-structured interviews 

that are less carefully planned and prepared in terms of developing the interview 

questions and interviewing skills can result in a wasted opportunity (Qu and Dumay, 

2011). Besides being knowledgeable enough to ask the right questions a semi-

structured interviewer must also bear the inter-personal skills for interacting with the 

interviewees in such a way so to ensure that they are relaxed and to build rapport and 

trust (Qu and Dumay, 2011). Moreover, semi-structured interviews require the 

interviewer to have the skills to keep the discussion going in the right direction while 

being good listener and note taker (Marginson, 2004; Qu and Dumay, 2011). Thus 

arguably, while semi-structured interviews have certain strengths for interpretive 

accounting research as highlighted above, conducting them is difficult and can result 

in wasted opportunities if the researcher is not well planned and prepared (Marginson, 

2004; Qu and Dumay, 2011). To address the need for preparing the inter-personal 

skills for conducting the interviews, qualitative interview skills training organised by 

the Queen’s University was undertaken in June 2011.    

                                                
110

 Chapter 6 and Chapter 7. 
111

 See Chapter 4 (Figure 4C) for the macro-and-micro-levels analysis corresponding to each SRQ and 

how the SRQs are inter-related. Also see section 5.5 for detailed description of the research methods 

utilised for the SRQ 3. 
112

 Semi-structured interviews were used for the SRQ 3 because of their strengths as compared to other 

interview types as recently discussed. 
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 Validation of the results   

It is argued that validation of some kind is necessary for any scholarly research 

(Lukka and Modell, 2010, pp. 462-463)
113

. One way of validating interpretive 

accounting research is to have more than one source of data so that the multiple 

sources of evidence can confirm or corroborate the results (Burke and Demirag, 2013; 

Marginson, 2004). This phenomenon is known as triangulation which is seen “as a 

way of enhancing... validity as each source of evidence may be ‘tested’ against each 

other source of evidence” (Marginson, 2004, p. 329, emphasis in original). As 

mentioned earlier in this section one of the objectives for adopting a multiple method 

approach (i.e. archival and interviews) for this thesis was to triangulate the findings 

from a single source of data.  

It is argued that interpretive accounting researchers can also produce validity for their 

results through adopting the research methods that can produce holistic accounts of 

the empirical field through close interactions with different stakeholders and seeking 

responses from them for the same set of questions or themes (Marginson, 2004; 

Spence and Rinaldi, 2014). Particularly in using open-ended interview methods, 

questioning about similar issues from different stakeholders can allow for checking 

the consistency of the findings (Marginson, 2004; Spence and Rinaldi, 2014; Yin, 

2012). Such a process for validation of interpretive accounting research can be 

furthered by the researcher through ‘giving voice’ to the actors who have been less 

represented in the extant literature (Lukka and Modell, 2010). These concerns for 

validation have been addressed in this thesis through interviewing different key 

stakeholders of the UK government PFI policy (see sections 5.4 and 5.5) while taking 

care to include those who have had remained under-represented in the previous 

empirical studies. For example, at the macro-level representatives from the UK’s 

National Audit Office (NAO) are interviewed (see section 5.4), who are responsible 

for performing VfM audits of PFI projects, but whose role of providing independent 

checks on PFI policy operationalisation has been questioned in the literature 

(Broadbent and Laughlin, 2003b; English and Guthrie, 2003). Similarly, at the micro-

level, together with interviewing representatives from the public sector procuring 

authority in the road case study PFI project, interviews with representatives from the 
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 Validation refers to the ways through which the credibility of a piece of research is developed and 

legitimised in front of relevant audiences (Lukka and Modell, 2010, p. 463).   
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private sector consortium company were also conducted (see section 5.5) because the 

perspectives of the private sector PFI companies have been under-researched (Wall 

and Connolly, 2009). 

After providing an overview and justification for the research methods utilised for this 

thesis, the next three sections describe in detail the data collection and analysis 

methods corresponding to the SRQ 1 (Chapter 6), SRQ 2 (Chapter 7) and SRQ 3 

(Chapter 8) respectively.    

5.3 Research Methods used for the SRQ 1  

As mentioned above the empirical analysis undertaken for the SRQ 1 (see Chapter 6) 

is based on archival analysis (see section 5.2). The archival data was collected from 

the UK government policy documents published between 1992 to 2012
114

 by Her 

Majesty’s Treasury (HMT), the NAO and Parliamentary select committees (mainly 

the committees for Public Accounts and Treasury)
115;116

. In addition, the archival 

analysis also focuses on UK government’s White papers on public sector reforms in 

order to analyse the abstract ideals for partnerships within the UK public sector that 

emerged over the last two decades for delivering public services. The White papers 

were identified from literature review on UK’s public sector reforms under the 

political agenda of modernisation and new public management (Broadbent and 

Laughlin, 2005; Lapsley, 2012; Kurunmäki and Miller, 2011). Table 5A presents the 

list of the documents analysed and reported in Chapter 6. The documents are available 

in the public domain and were retrieved from the official websites of the above named 

government bodies and the UK government on-line national archives.  

The documents are analysed from the research perspectives in the SRQ 1 (see Chapter 

4, Figure 4C). Such a qualitative research approach called for a line-by-line reading of 

the documents for extracting the relevant themes which were stored as codes. About 

1,300 pages of PFI policy discourse was read and coded in NVivo-9.2 (see section 
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 PFI was formally launched in the UK in 1992 and in December 2012 it got reformed into PF2 (see 

Chapter 2). 
115

 See Chapter 2, Figure 2D for the role of these (macro-level) UK government bodies in the 

development and operationalisation of PFI policy.  
116

The selected HMT’s publications on PFI are either policy documents (PDF report type) or PFI policy 

related press-releases and archived speeches, which have been searched and identified in a 

chronological order. The relevant parliamentary and NAO documents are non project-specific reports 

on the PFI policy and have been identified from their titles and introduction / executive summary (see 

Table 5A).    
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5.2, ‘Archival analysis and coding’). While the coding structure was informed by the 

themes researched in the SRQ 1, governmentality is used as the overall guiding 

framework for interpreting the perspectives that are obtained from the coding based 

analysis of the documents (see Chapter 4, Figure 4C for the governmentality themes 

corresponding to the SRQ 1).  

Table 5A: UK government policy documents analysed for the SRQ 1 

UK government White 

papers on public sector 

reforms*  

HMT’s  policy documents on PFI* Parliamentary and NAO 

reports on PFI (general  / non 

project-specific reports on PFI) 

i. Modernising 

government 

(1999), pp. 63 

ii. Reforming our 

Public Services: 

Principles into 

Practice (2002), 

pp. 28 

iii. The UK 

Government’s 

Approach to 

Public Service 

Reform; A 

discussion paper 

(2006), pp. 87 

iv. Working 

together; Public 

services on your 

side (2009), pp. 

76 

v. Open Public 

Services (2011), 

pp. 55 

 

*UK government’s white 

papers on public services 

reforms identified from 

literature review. 

i. Private Opportunity, Public 

Benefit – Progressing the 

PFI (1995), pp. 64 

ii. Partnerships for Prosperity 

(1997), pp. 19 

iii. Modern Government 

Modern Procurement 

(1999), pp. 10 

iv. Public Private Partnerships, 

the government’s approach 

(2000), pp. 49 

v. Selling into Wider Market; a 

policy note for public bodies 

(2002), pp. 41 

vi. PFI: meeting investment 

challenge (2003), pp. 127 

vii. PFI: strengthening long-

term partnerships (2006), 

pp. 121 

viii. Transforming government 

procurement (2007), pp. 21 

ix. Infrastructure procurement: 

delivering long-term value 

(2008), pp. 51 

x. Public Private Partnerships 

Technical Update (PPP 

Policy Update), (2010), pp. 

26 

xi. Reform of the PFI (2011), 

pp. 19 

xii. A new approach to public 

private partnerships (2012), 

pp. 99  

*A number of key speeches and press 

releases concerning PFI as available 

on HMT’s archives were also 

analysed in the absence of any 

complete/ comprehensive policy 

document between 1992-1995, and 

1996-2000 

i. Getting better VfM from 

PFI, Public Accounts 

Committee (1999), pp. 

22 

ii.  PFI, Treasury 

Committee report 

(2000), pp. 28 

iii.  Delivering better VfM 

from PFI, Public 

Accounts Committee 

(2003), pp. 20 

iv. Wider Market Initiative, 

NAO (2006), pp. 39 

v. PFI; its rationale and 

accounting treatment, 

Scrutiny Unit House of 

Commons (2008) pp. 39 

vi. Private Finance Projects, 

NAO (2009), pp. 60 

vii. Financing of PFI 

projects in the credit 

crisis and the Treasury’s 

response, NAO (2010, 

pp. 34) 

viii. Private Finance Projects 

and off-balance sheet 

debt, House of Lords 

Select committee (2010) 

pp. 36 

ix. Private Finance 

Initiative;  report by the 

Treasury committee 

(2011), pp. 61 

x. Lessons from PFI and 

other projects, Public 

Accounts Committee 

(2011), pp. 12 

xi. Private Finance 

Initiative; responses to 

the 17
th

  report, Treasury 

committee (2012), pp. 17 
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 A primary set of codes based on the governmentality framework (see Chapter 4, 

Figure 4C) and sub-codes for the themes relating to the SRQ 1 were created before 

hand on the basis of the literature review (see Chapter 3), and also emerging themes 

were coded along the course of the documents analysis (see Appendix A for the codes 

used for analysing the documents in Chapter 6). The sub codes were stored under the 

primary codes in a hierarchical order for developing a conceptual model about PFI’s 

governmentality from a perspective of the UK central government (see Appendix A). 

The idea of creating a codes hierarchy which includes a primary code (representing a 

governmentality theme related to the SRQ 1) and under which there were sub-codes 

(representing the segments of the PFI policy documents related to the primary code) 

was adopted from the works of Demirag et al. (2010) and O’Dwyer (2004). For 

example, to understand the UK government’s rationale for pursuing PFI (see Chapter 

4, Figure 4C) the primary code ‘Rat–PFI’ (Rationale for PFI) was created to represent 

segments of the documents that represent government’s justification for adopting PFI 

as a major infrastructure procurement route for the public sector (see Appendix A). 

Rat–PFI has two sub-codes ‘Prob – procurement’
117

 and ‘U – PFI’
118

, which 

respectively include further sub-codes representing specific themes concerning the 

problematised issues about the public sector infrastructure and conventional 

procurements
119

 and the government’s utopian objectives
120

 from adopting PFI (see 

Appendix A). Similarly, code hierarchies were also created for the analytical focuses 

in the SRQ 1 related to shifts in the PFI policy and the underlying governing 

technologies (see Appendix A). 

As mentioned previously, the exercise of coding the documents was performed in 

NVivo-9.2. However, it should be appreciated that the use of NVivo-9.2 was merely 

to assist the analysis (see section 5.2, Archival analysis and coding) as the software 

“cannot do your thinking for you, it cannot formulate your conclusions for you...” 

(O’Dwyer, 2004, p. 395). Notes taken manually during the data analysis about the 
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Prob-procurement: Representing problematised issues in the documents concerning existing public 

sector infrastructure and the UK government’s conventional procurement of infrastructure (see 

Appendix A). 
118

 U-PFI: Representing the UK government’s ‘utopian’ goals from using PFI as articulated in the 

documents (see Appendix A).  
119

  For example, Prob-Backlog: Problematisation of maintenance backlogs in existing infrastructure; 

Prob-Fis: Fiscal constraints on the UK’s public sector because of which public financing of 

infrastructure projects was difficult (see Appendix A). 
120

 For example, U-PFI-VfM: utopian that PFI can achieve Value or Money (see Appendix A). 
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occurrence of the key themes and frequency tabulation of the codes in NVivo-9.2 

further helped the researcher in understanding the broader picture of the textual 

discourse. Overall, the analytical procedure followed for identifying the themes that 

could address the SRQ 1 and developing their codes involved several stages. After a 

preliminary set of codes was developed a single documentary source of data was ‘test’ 

analysed in order to check the analytical strength of the framework. After developing 

a draft for the results from the test analysis, two experienced academics independently 

reviewed the analysis (discussion of the findings) and the coding. This exercise of 

getting a critical feedback on the test analysis allowed refinement of the coding 

structure which provided more clarity for interpreting the data
121

.   

 After providing a description of the specific research methods used in Chapter 6 for 

attending to the researched issues in the SRQ 1, the next section describes the 

research methods utilised for Chapter 7. 

5.4 Research Methods used for the SRQ 2  

As illustrated earlier (see section 5.2), the second stage of the macro-level empirical 

analysis involves interviewing
122

 senior (UK government) officials who were related 

to PFI policy development and operationalisation. Table 5B below provides the 

interview schedule. The interviewees were selected from three different roles related 

to the PFI policy with representation from PFI advisory group within the HMT, PFI 

implementation agencies (e.g. Partnerships UK), and PFI policy overseers at the 

central government level (e.g. the NAO)
123

. A total of nine interview meetings were 

held with ten individuals
124

 (see Table 5B). At the time of conducting the interviews 

seven of the interviewees were working at their respective PFI policy related roles, 
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 The Code Index provided in Appendix A is the final version of the codes (and their hierarchical 

order) corresponding to the analysis discussed in Chapter 6. 
122

 Semi-structured interview methods were used as discussed in section 5.2. 
123

 See Chapter 2 (Figure 2D) for role of the HMT, PFI implementation agencies (of expertise) and the 

NAO in PFI policy development and operationalisation. Also see section 5.2 ‘Interview methods’ and 

‘Validation of the results’ for the justification of doing (semi-structured) interviews with different 

(macro-level) PFI policy related government stakeholders.  
124

 Identification of the interviewees and their numbers were agreed through meetings with the 

Principal and External supervisors. The underlying guiding principle for deciding on the number of the 

interviewees was saturation of the themes that emerged in the responses (Marginson, 2004; NCRM, 

2012). This was followed up closely by the researcher through independent meetings and consultation 

with both the supervisors. Meetings with the External supervisor have been held over phone and also 

the researcher twice visited the External supervisor for meetings at the latter’s university in England. 

Decision outcomes from the independent meetings were shared through emails sent jointly to both the 

supervisors.  



116 
 

while three had moved to other jobs / positions but were identified because of their 

substantive roles related to PFI policy during their previously held PFI policy related 

positions (see Table 5B).  

 

Table 5B: Interview Schedule (SRQ 2) 

Interviewees 

category 

Britain Northern 

Ireland 

Total Date of 

interviews 

Duration of 

interviews 

(approximate) 

Policy Advisors (PA) 3 - 3 PA1- 17/01/2013 1 hour 

PA2

- 22/01/2013 1 hour 

PA3- 23/04/2013 1 hour 

Policy 

Implementation 

agents (PI) 

1 2 3 PI1

- 18/12/2012 1 hour 

PI2 – 03/01/2013 45 minutes 

PI3

- 14/05/2013 45 minutes 

Policy Overseers 

(PO) 

2 2 4 PO1 and PO2- 

13/12/2012 

1 hour 

PO3- 20/02/2013 

(conference 

phone) 

45 minutes   

PO4- 23/04/2013 40 minutes 

Total 6 4 10 These interviewees had moved to 

different positions / jobs at the time 

of conducting the interviewees, but 

have had worked for many years in 

the PFI policy related role.   

 

The primary reason for interviewing senior PFI policy related officials was that 

individuals at senior levels can be expected to have a broader perspective of the issues 

sought by the researcher (Spence and Rinaldi, 2014). Potential interviewees were first 

identified on the basis of their (current or previous) positions related to PFI policy, 

and this information was gathered from official web sites and organisational charts of 

the relevant UK government bodies. Subsequently two of interviewees were also 

identified and contacted using snowballing technique. A few interviewees were also 

identified from Northern Ireland’s relevant government bodies (see Table 5B), which 

were principally sister organisations to the selected central government (London-

based) organisations. Although Northern Ireland is a devolved state of the UK, it has, 
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in the words of one of the interviewees, “replicated” England’s version of PFI and as 

such the interviewees were able to respond to the interview questions from a 

perspective of the UK central government. The attraction for interviewing individuals 

within Northern Ireland was ease of access because at the time of conducting the 

interviews the researcher was permanently based in the same region. 

For confidentiality, the interviewees’ identities are not disclosed. Codes are used for 

representing responses in Chapter 7 and these codes are based on the representation of 

the respondents’ respective positions (or roles) in relation to PFI policy (see Table 

5B)
125

. Codes PA 1–3 represent the three interviewees who were PFI policy advisors 

for the HMT. Codes PI 1-3 represent the three senior officials interviewed from PFI 

expert agencies working on behalf of government for operationalisation of the policy. 

PO 1-4 represent the four interviewees with PFI overseeing roles.  

All interviews were conducted between December 2012 and May 2013 at the offices 

of the interviewees, except for one which was performed by conference phone (with 

digital memory card recording facility) as the specific interviewee was unable to meet 

in person because of work commitments (see Table 5B). The interviews ranged from 

40 to 60 minutes in duration (see Table 5B). At the time of requesting an 

appointment, all potential interviewees were provided with a letter sent by post (and 

in some cases via email where the personal (official) email addresses were known) 

summarising the research objectives and assuring the interviewees about the 

confidentiality of their responses (see Appendix B, section 1 for specimens of 

correspondence with the interviewees). The individuals contacted responded via email 

as to whether or not they would grant an interview (see Appendix B, section 1). 

The first letters (or emails) were sent out in November 2012 and the researcher waited 

for approximately a month before sending a follow up letter in the cases where there 

was no response from the individuals contacted (see Appendix B, section 1). Initially 

12 individuals were contacted with a request to be interviewed, of which four declined 

the request suggesting that they were not available because of work related 

commitments. Those who declined to be interviewed were contacted again via email 

and were offered more flexibility in the dates that they could be available and were 

also asked to recommend other colleagues who could replace them as interviewee. 
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 Similar confidentiality policy is applied for the interviews in Chapter 8 (see section 5.5). 
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This exercise secured two interviews, with one agreeing to meet at a later date and 

another recommending a colleague. Once an appointment was confirmed the 

interviewees were provided with a semi-structured interview guide to assist the 

interviewees in answering the questions fully (Demirag et al., 2010).   

The postal and email correspondence with the interviewees provided a basis for 

developing acquaintance which facilitated the formal meetings for the interviews. At 

the very outset of each interview meeting the researcher sought to reduce the risk of 

response bias and make the interviewee more willing to freely answer to questions by 

reiterating the confidentiality for their responses, as it is important for the researcher 

to be considered trustworthy in the eyes of the interviewees (Bédard and Gendron, 

2004; Hayes and Mattimoe, 2004). Moreover, the researcher remained mindful for 

developing and maintaining positive relationship with the interviewees throughout the 

course of a meeting. Development of positive relationship with the interviewees was 

facilitated by allowing the respondents at the outset to enquire further about the 

research objectives for this PhD and particularly the interviews and also by accepting 

hospitality offers, such as an offer to have coffee with the interviewee during the 

meeting (Bédard and Gendron, 2004; Hayes and Mattimoe, 2004; Qu and Dumay, 

2011).
126

   

With the exception of three interviews with the policy advisors at the HMT for which 

recording was not permitted, all interviews were audio recorded with the permission 

of the interviewees and subsequently transcribed. Manual notes were taken during all 

of the interviews. The researcher adopted an approach where he practiced note taking 

before a scheduled interview by listening to some already recorded interviews as well 

as online commentaries or debates on PFI. This practice helped in developing richer 

notes for the interviews which was particularly useful for the interviews that were not 

recorded
127

. The process of interview analysis was iterative in the sense that all the 

steps of developing interview questions, conducting interviews, note taking, 

recording, transcribing and finally coding, were performed by the researcher himself. 
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 The steps discussed in this paragraph were also undertaken for the interviews conducted for the 

SRQ 3 (see Section 5.5). 
127

 This practice was repeated for the interviews conducted for the SRQ 3 (see Chapter 8). 
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However, rigorous independent reviews of the semi-structured interview questions, 

the codes and the analysis of the data were performed by both the supervisors
128

.  

Since the interviews in the SRQ 2 were used to gain further in depth understanding 

about the issues researched in the SRQ 1 (see Chapter 4, Figure 4C and section 5.2, 

‘Interview methods’), therefore the interview questions were chiefly framed around 

the themes that emerged from the analysis in Chapter 6 (see Appendix B, section 2 for 

the interview questions used for the analysis in Chapter 7). Also additional insights 

were obtained by asking the interviewees relevant issues identified from the PFI 

literature review (see Appendix B, section 2). The perspectives obtained from the 

interviews were analysed through coding in NVivo-9.2 (see section 5.2, ‘Archival 

analysis and coding’) that were developed primarily based upon the themes asked in 

the interview questions (see Appendix B, section 3 for the codes used for analysing 

the interview data). Initially a set of primary and sub codes (level 1 and level 2 as 

shown in Appendix B, section 3) were formed based on the issues addressed in the 

interview questions. Further sub-codes were developed and stored in the appropriate 

hierarchies
129

 for new themes that emerged from the interviews (see Appendix B, 

section 3). Transcripts for the individual interviews (and manual notes where 

interviews were not recorded) were imported into the NVivo-9.2 ‘Project’ and saved 

under the respective respondent code (see Table 5B). This facilitated identifying the 

respondents for the thematic codes as given in Appendix B (section 3). When writing 

up the discussion in Chapter 7, manual notes taken during the interviews also helped 

by reiterating the broader themes that emerged over the interviews. The 

governmentality framework (see Chapter 4, Figure 4C for the governmentality lens 

corresponding to the SRQ 2) is used as the broad guiding framework to interpret the 

perspectives obtained from the coding based analysis of the interview data (see 

Chapter 7). 

After providing a description of the specific methods for collecting and analysing the 

interview data for the SRQ 2 which is reported in Chapter 7, the next section 

discusses the similar issues for the SRQ 3 (see Chapter 8). 

                                                
128

 Principal and the External supervisor. 
129

 See section 5.3 for discussion on code hierarchies. 
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5.5 Research Methods used for the SRQ 3  

Since the central objective of the SRQ 3 is to analyse the operationalisation of the 

government’s PFI policy at the micro-level, (i.e. within the UK’s roads sector (see 

Chapter 4, section 4.5)), this required an adoption of a (single) case study approach. 

Yin (2012) argues that a case study approach is suitable if a contemporary 

phenomenon (e.g. PFI policy) has to be examined within its real world context
130

. In 

accounting research case studies are also supported when the empirical objective is to 

analyse the day-to-day functioning of accounting (e.g. MCS) in contemporary 

organisations (Humphrey and Scapens, 1996). Although undertaking a single case 

study can be questioned in terms of the generalisablity of the findings, the aim of 

Chapter 8 is to draw conclusions of a general nature (Edwards et al., 2004) about the 

operationalisation of PFI through the use of MCS, particularly the payment 

mechanisms and trust and issues about their effectiveness (see Chapter 1, section 1.3). 

Also, it is claimed that analytical generalisations can be proposed even through a 

single case study if the underlying theoretical framework can establish relationships 

among the concepts analysed that are based on logic and are applicable to other 

situations outside the case study analysed (Yin, 2012).  

Research data for the RCSP
131

 was collected through documents analysis and 

interviews
132
. The HA’s documents about its PFI procurement policy, as available in 

the public domain, and the RCSP’s business case and contract documents, which were 

obtained under a Freedom of Information Act (2000) request, were analysed before 

conducting the interviews (see Appendix C, section 1 for copies of the Freedom of 

Information Act (2000) requests to the HA and their response)
 133

. Moreover, HMT’s 

and NAO’s guidance on PFI payment mechanisms and contract management were 

also analysed to facilitate the analysis of the HA’s and RCSP’s project-specific 

                                                
130

 A single road PFI project under the UK’s Highways Agency (HA) was selected as the case study for 

the SRQ 3 (see Chapter 8). The road case study PFI project will be referred to hereafter in the thesis as 

the RCSP. The choice to undertake a single case study instead of multiple case studies was guided by 

the desire for obtaining insightful details about the researchable issues in the SRQ 3 within a 

reasonable timescale. 
131

 Historical background to the RCSP is provided in Chapter 8. 
132

 Semi-structured interview methods were used (see section 5.2). 
133

 The Business case and the copy of the contract documents obtained were redacted particularly for 

the financial values within the documents, including the amounts related to the payment mechanism. 

Therefore it was not possible to analyse the significance of the payment-based incentives from a 

financial perspective (see Chapter 9, section 9.3).  
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documents. All documents were imported and analysed in NVivo-9.2
134

 by a ‘top-

down’ coding process (Spence and Rinaldi, 2014) in order to identify patterns as to 

how the macro-level policy guidance on managing PFI contracts gets translated into 

the ‘aspirations’ and ‘everyday-doings’ of the localised (project-level) actors 

(Kurunmäki and Miller, 2011). The coding of the documents was informed by the 

themes of the SRQ 3 and mainly focused on understanding the reasons why the HA 

had to sign a PFI contract for delivering the underlying road services in the RCSP and 

the contractual MCS available to the HA for managing the RCSP towards achieving 

the project objectives (see Appendix C, section 2 for the codes used for analysing the 

documents in Chapter 8).  

Once the documents were coded and a (preliminary) understanding was developed 

about the issues sought in the SRQ 3, this was followed by in depth interviews 

conducted in August 2013 with the RCSP representatives from the HA and the 

SPV
135;136

. While the broader themes of the interview questions were shaped by the 

PFI literature review (see Chapter 3) with further refinement provided by the macro-

level analysis performed in Chapters 6 and 7 (see Chapter 4, Figure 4C), the 

documents analysed in Chapter 8 also highlighted further specific issues relating to 

the researched topics in the SRQ 3 that helped in defining the interview questions 

more specifically. The interview questions were shaped and grouped around the main 

research themes sought in the SRQ 3
137

. 

At the HA, the contract manager for the RCSP, who was also acting as the project’s 

departmental nominee (hereafter, HA-CM), and two payment mechanisms officials 

who were responsible for calculating payments for the SPV (hereafter, HA-PMO) 

participated in the interviews. At the SPV, the CEO (hereafter, SPV-CEO) and his 

finance director (hereafter, SPV-FD) were interviewed
138

. Each of the interviewees 

was contacted by email and was provided with a summary of the research objectives 

along with an assurance about the confidentiality of their responses (see Appendix C, 

                                                
134

 See section 5.2 ‘Archival analysis and coding’ for a discussion on using NVivo-9.2. 
135

 Abbreviation for Special Purpose Vehicle, used in this section and in Chapter 8 for representing the 

private sector consortium company to whom the RCSP contract has been awarded. 
136

 See section 5.2 (Validation of the results) for justification of interviewing representatives from the 

public and private sectors contracting parties in the RCSP. 
137

 See Appendix C, section 4 for the interview questions used for the case study analysis in Chapter 8. 
138

 Since the number of the interviewees and the representative organisations is smaller than the 

interviews conducted in Chapter 7 (see section 5.4), in order to keep the discussion as concise as 

possible the researcher did not consider it useful to provide an interview schedule table in this section. 
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section 3 for specimens of the email correspondence with the interviewees). Once the 

interviewees confirmed their availability
139

, they were provided with the semi-

structured interview guide
140 

to assist them in responding fully to the questions 

(Demirag et al., 2010).  Interviews at the HA and the SPV lasted for about the same 

amount of time (i.e. two hours at each site). While the interviews were audio-recorded 

with the permission of the interviewees the researcher also took manual notes during 

the interviews.  

The interviews were subsequently transcribed by the researcher. Independent reviews 

were provided by both the supervisors on the development of the interview questions 

and the subsequent analysis of the data. During the interviews and later through 

follow-up emails to the interviewees, additional confidential internal documents about 

the MCS and payment mechanisms in the RCSP were also obtained. The interview 

transcripts were coded in NVivo-9.2
141

 according to the research themes covered in 

the interview questions (see Appendix C, section 5 for the codes used for analysing 

the interviews). The interpretation of the coding-based analysis and the discussion of 

the findings in Chapter 8 are guided by the governmentality framework (see Chapter 

4, Figure 4C). The manual notes that were taken during the fieldwork were also 

referred to during the data analysis and subsequent write-up of the findings, and 

provided directions about the key issues raised during interviews and their inter-

relatedness.  

5.6 Conclusion 

This chapter has shown that when the aim of an interpretive accounting researcher is 

to understand in depth a social phenomenon (e.g. the PFI policy development and 

operationalisation) then there is a need for the researcher to immerse into the 

empirical field utilising the best available data collection techniques that can provide 

holistic accounts of the empirical field and the way the actors in the field perceive the 

phenomenon being researched. Following these guidelines documents and semi-

structured interviews are utilised as the data sources for analysing the UK 

government’s PFI policy discourse and the perceptions of the macro-and-micro-level 

PFI policy stakeholders with respect to the researched themes in the SRQs. The 

                                                
139

 All the interviewees had agreed to be interviewed.  
140

See Appendix C, section 4 for the interview questions. 
141

 See section 5.2 (Archival analysis and coding). 
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perspectives obtained from the data and coding based analysed are interpreted through 

the theoretical lens of governmentality as illustrated in Chapter 4 (Figure 4C). Since it 

is argued in the accounting literature on research methodologies that multiple sources 

of data can provide validation of the results, therefore it is suggested that the 

(multiple) research methods adopted for the empirical components of this thesis can 

provide a means for checking the genuineness and consistency of the findings. 

Nevertheless, despite the efforts to ensure the robustness of the empirical analysis and 

in theorising the findings, this thesis like any other scholarly work has certain 

limitations which are discussed in Chapter 9 along with suggestions for future 

research that may address those limitations. 

After discussing the research methods used for this thesis, the following three 

chapters (i.e. Chapters 6 - 8) report the empirical analysis performed in relation to the 

SRQs (see Chapter 1, Figure 1A; Chapter 4, Figure 4C). 
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Chapter 6 

 

Exploring the UK (Central) Government’s Approach to the Private 

Finance Initiative 

“The Government has no preference between conventional procurement, PFI 

or any of the other procurement approaches.... Its policy remains that PFI 

should be used for value for money [VfM
142

] reasons...” (HMT
143

, 2008, p. 7) 

6.1 Introduction  

It was stated in Chapter 1 (see section 1.3) that the research objectives in this thesis 

are pursued as three specific research questions (SRQs
144

). This chapter presents the 

analysis undertaken for the SRQ 1 which forms the first empirical component of this 

thesis (see Chapter 1, Figure 1A and Chapter 4, Figure 4C)
145

. The SRQ 1 addresses 

the research objectives ‘i’ and ‘ii’ by analysing the policy discourse of successive UK 

central governments
146

 on PFI in order to develop our understanding beyond the 

extant accounting-related literature about the UK government’s rationales for 

pursuing PFI and the underlying (macro-level) technologies of government through 

which the policy agendas in PFI have been operationalised over the last two decades 

(see Chapter 1, section 1.3). As discussed in Chapter 5 (see section 5.3) the empirical 

analysis undertaken for the SRQ 1 draws from PFI policy documents produced 

between 1992 to 2012
147

 by the relevant UK central government bodies, namely the 

HMT, the NAO
148

 and the relevant parliamentary select committees
149

. The 

documents have been analysed with the help of thematic codes that captured segments 

of the data relevant to the themes sought in the SRQ 1 (see Chapter 5, section 5.3 and 

                                                
142

 See Chapter 2 (section 2.3.2) for the UK government’s official definition of VfM.. 
143

 Abbreviation for the HM Treasury. 
144

 The sub-research questions (SRQs) as discussed in Chapter 1 (see section 1.3). 
145

 The SRQ 1 is: Why have successive UK (central) governments pursued PFI, have the government’s 

policy objectives in PFI changed over the last two decades, and how have departments been steered 

towards PFI? (See Chapter 1, section 1.3).  
146

 Successive UK central governments from 1992 when PFI was formally launched in the UK (see 

Chapter 2) until the current Coalition Government.  
147

 Policy documents (related to PF2) published by the UK central government after 2012 have not 

been considered for the analysis undertaken for the SRQ 1, because in December 2012 PFI was 

reformed into PF2 and this thesis does not focus on the PF2 (see Chapter 2, section 2.2.2 and Chapter 

5, section 5.3). 
148

 Abbreviation for the UK’s National Audit Office. 
149

 See Chapter 5 (Table 5A) for the list of the documents analysed for the SRQ 1. 
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Appendix A), with the overall analysis guided by the theoretical framework of 

governmentality (see Chapter 4, Figure 4C).  

The remaining sections of this chapter report the analysis undertaken for the SRQ 1 

and are organised around the three major issues (or themes) researched in the SRQ 1 

(i.e. section 6.2 discusses the rationales of successive UK central governments for 

pursuing PFI; section 6.3 reports the shifts in the UK government’s policy objectives 

in PFI between 1992 to 2012, particularly in relation to VfM; and section 6.4 

discusses the macro-level technologies of government used by successive UK central 

governments for operationalising PFI across the public sector). This is followed by 

section 6.5 which concludes the chapter. This chapter now turns to discuss the UK 

government’s rationales for PFI.   

6.2 Why UK (central) government has been pursuing PFI? 

Bovaird and Loffler (2009) argue that budget deficits and financial crisis were key 

factors that motivated policy makers in welfare states to introduce reforms seeking 

efficiency in public sector’s delivery of services. Thus when reforming, government’s 

primary concern have been about how economical (cost-effectively) could they 

govern for achieving economic progress (Barry et al., 1996). As discussed previously 

(see Chapter 3, section 3.3), the political imperative for the UK government to 

promote PFI and the official point of departure to do so might have come as two 

factors: firstly, central government’s concern for under-investment in UK’s public 

infrastructure that had to be remedied amidst desires to meet ambitious fiscal targets; 

secondly, a neo-liberal ideology seeking involvement of the private sector for 

generating VfM in public services delivery. This section considers both these 

rationale as articulated in the UK government’s PFI policy discourse.  

 The Fiscal rationale 

Development of infrastructure has been constantly emphasised by successive UK 

(central) governments as means for delivering world-class services to the public. 

Around early 1990s the government recognised that existing infrastructure was 

severely under-invested caused by a backlog of repairs and maintenance. Alongside 

grew concerns about weak project planning and management practices in 

conventional procurements: 
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The UK’s public services have suffered from a legacy of under-investment. A repairs 
and maintenance backlog built up on existing assets, and plans for new investment 
projects were subject to flaws in the budgeting system which encouraged short 
termism and a bias against capital spending. (HMT, 2003, p. 14) 

 

Conventional procurements were criticised for inaccurate cost calculations and lack of 

proper implementation of risk management and performance incentive regimes 

(HMT, 2003, p. 31). This in the majority of instances was argued to have led to 

conventionally procured projects being delivered late and over-budget:  

What is wrong with traditional public procurement? There is a history of conventional 
projects which have overspent their original budget, or which have been delayed. 
(HMT, 2000, p. 18) 

Limited government resources from taxes to fund major projects and the existing 

backlogs coupled with doubts about the efficiency of conventional procurement 

practices, became reasons for thought for government about alternative but efficient 

ways for investing: 

Against a background of shortage of funds and doubts about conventional methods of 
procurement, it was clearly in the public interest for Governments to look for new, 
efficient and cost-effective ways to meet demand for new public infrastructure. (HoL, 
2010, p. 9) 
 

Against this background UK government thought of PFI as a solution and promoted it 

as an innovative procurement model that could address the need for capital through 

private finance and overcome operational inefficiencies of conventional procurements 

through harnessing private sector’s business practices: 

The PFI model has two main features: use of private, mainly debt finance; and the 
bundling of construction, maintenance and sometimes other services into long-term 
“whole life” contracts under which private sector contractors are responsible for the 
construction and functioning of public buildings over many years, in return for annual 
payments by public authorities. (HoL, 2010, p. 7) 

Broadbent and Laughlin (1999) suggest that the UK government would have steered 

departmental procurements towards PFI. In light of the above evidence one could 

fairly argue that given the finite resources from taxes on one hand, and on the other, 

increasing pressure for more capital investments under constrained borrowings, the 

Conservative government and their successors could have used subtle techniques
150

 

                                                
150

 Subtle techniques mean indirect ways of governing subjects where central government does not 

intervene directly but cooperate with a network of agents, institutions and experts, as well as setting 

opportunities for the subjects to self govern themselves in direction of government’s aspirations. Thus 

governmentality presents state as a centrifugal power center cooperating within a heterogeneous 

network which form an ensemble for governing in neo-liberal societies (Joseph, 2010).  
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(Joseph, 2010) for promoting PFI. As for example, the Chancellor of the HMT in 

1994 implemented a rule of ‘universal testing’ under which any departmental 

investment proposal subject to an approval from HMT had to be evaluated for PFI 

option:  

So I am announcing today that, in future, the Treasury will not approve any capital 
projects unless private finance options have been explored. This will maximise the 
scope for, and use of, private finance while concentrating inevitably finite public 
capital provision on those areas where, for whatever reason, private finance is not 
possible. And it would mean that those departments who take up the challenge and 
use private finance will be able to deliver more projects than those who do not. (HMT, 
1994) 

The universal testing rule was abolished in 1997, but however, there was no 

corresponding increase made to departments’ capital expenditure limits. So whereas 

an element of institutional bias for PFI was removed, there was room for other 

institutionally biased approaches to become effective, as expressed in a Paymaster 

General’s speech: 

I am kicking over the first obstacle by announcing an end to universal testing for 
private finance potential. That has been a recipe for frustration and delay and works 
against the concept of prioritisation which we want to build into the process. ... 
However, I am making clear to departments this does not mean they can expect any 
increase in their capital budgets and we will expect a high level of suitable projects to 
be brought forward to achieve the aims of PFI. (HMT 41/97, 1997)  

The Labour government brought with itself an ambitious fiscal standard, the 

Sustainable Investment rule, which acted as stimuli for public sector to keep low debt 

levels
151

. Moreover, there was the Maastricht Treaty, an international fiscal rule, 

which restricted European states’ fiscal deficit at maximum 3 percent of GDP and that 

gross government debt should not exceed 60 percent of GDP. Hellowell (2010) argues 

that PFI was important for the Labour government on the ground that PFI debt did not 

score against the UK national debt, thus allowing for capital investments and at the 

same time conforming to the national and international fiscal standards. Like the 

Sustainable Investment rule, the current government’s fiscal rule of ‘Supplementary 

Target’ may also cause biasness for using private finance
152

. Thus PFI has and may 

continue to offer short-run incentives to the government in form of showing 
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 Sustainable Investment rule: Over the economic cycle, the ratio of net public sector debt to GDP 

will be set at a ‘stable and prudent’ level, as no more than 40 percent of GDP. (HC 1146, 2011, p. 10) 
152

 Supplementary target: Public sector net debt as a percentage of GDP to be falling at a fixed date of 

2015–16 (HC 1146, 2011, p. 10) 
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achievement of fiscal targets (Hellowell, 2010), while allowing for increased capital 

spending: 

... the current supplementary target could provide an incentive to favour PFI or similar 
schemes rather than spending funded directly from government borrowing and the 
sustainable investment rule could have also had this effect in the past. This is 
because in the short term a PFI scheme would result in less government borrowing 
and therefore a lower level of Public sector Net Debt. (HC 1146, 2011, p. 10) 

Within a difficult contextual setting where there was a serious need for government to 

increase capital spending for infrastructure development, but that had to happen under 

finite tax revenue and constrained borrowings, departments were left with limited 

choice. As government was inclined to promote PFI, departments had to concentrate 

more on developing PFI proposals because that could avoid an upfront increase in 

departmental debts equal to the size of the capital cost:  

The attractiveness of not having to find the money up front to meet the initial capital 
costs, together with a perception that the PFI is the favoured option, creates a strong 
incentive for departments to present their PFI deals as the preferred choice simply to 
get them to proceed. Departments may also be under pressure to choose the PFI 
option so as to keep debt off the public sector balance sheet. (HC 764, 2003, p. 17) 

The favourable debt effect of PFI was created through the HMT’s approval of 

accounting rules that largely kept PFI liabilities off the balance sheets of the procuring 

authorities until 2009, under UK GAAP. Moreover, the preparation of departmental 

budgets and National Accounts was and is still based on similar accounting rules 

(NAO, 2009b)
153

. According to some parliamentary enquiries, 78 percent (about £22 

billion) of PFI schemes in England until 2009 were off the balance sheets of the 

respective procuring public bodies and were not included in the PSND
154

 (HoL, 

2010). The classification of PFI liabilities under UK GAAP was left at the discretion 

of departments and their auditors (NAO, 2009b) thus enabling a conduit for 

departments to use PFI. The NAO in its surveys of PFI projects have reported the 

institutional bias towards PFI facilitated by the accounting lee-ways: 

Some departmental guidance to local projects, however, has historically emphasised 
the need to shape projects to make them off-balance sheet. Funding and budgeting 
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 From April 2009, UK government departments started using the International Financial Reporting 

Standards (IFRS) to produce their accounts. The IFRS replaced UK GAAP’s (UK Generally Accepted 

Accounting Practice), shifting a focus from the balance of risk to a focus on the balance of control for 

reporting PFI liabilities. The Office for National Statistics however continues to use European System 

of Accounts 95 guidance (ESA 95) to prepare National Accounts, and the same rule continues to be 

applied for preparing departmental budgets. Like UK GAAP, ESA 95 determines the treatment of PFI 

liabilities on the basis of the balance of risk (NAO, 2009b). 
154

UK’s  Public sector Net Debt 



129 
 

mechanisms make on-balance sheet projects less attractive. (NAO, 2009b, p. 8) 

The Parliamentary Treasury Committee is also of the view that the non-inclusion of 

PFI costs in departments’ budgets and PSND could be incentives for both the HMT 

and the government departments for using PFI at the expense of VfM considerations: 

The incentive for government departments to use PFI to leverage up their budgets, 
and to some extent for the Treasury to use PFI to conceal debt, has resulted in 
neglecting the long term value for money implications. We do not believe that PFI can 
be relied upon to provide good value for money without substantial reform. (HC 1146, 
2011, p. 35) 

Amidst these criticisms against the fiscal drivers for PFI in the UK, the central 

government has been rebutting the fiscal logic as the key motive behind their support 

for PFI and instead has stressed on improving quality of services: 

Suggestions that this [PFI] is all purely ideologically driven to substitute for capital 
spending cuts are complete nonsense. It is the development of high quality services 
for the public which lie at the heart of the PFI. (HMT 103/96, 1996) 

 

Over the years, as we will see in the following paragraphs, the policy discourse 

developed a rationale for PFI that drifted away from the idea of “drawing in extra 

money” to “VfM” (Treasury Co., 2000). 

 The VfM rationale 

Since the privatisation era, UK governments have been under the presumption that 

private sector can be involved as a ‘reservoir of good practices’ for delivering public 

services (Broadbent and Laughlin, 2005; Jupe, 2011). Successive UK governments 

have promoted PFI as a procurement model that could counter the traditional 

problems through a single contract that covers the design, construction and operations 

stages. As per the UK government’s claim, the key advantage of PFI is that it 

integrates project services that otherwise would remain separate contracts thus 

providing opportunities for efficiency savings: 

PFI projects combine work that has normally been offered only in separate contracts. 
Single integrated contracts provide opportunities for efficiency savings, the benefits of 
which can be shared between contractor and customer. (HMT, 1995, p. 5) 

The integrated nature of PFI contracts, governments claim, would require the public 

sector procurer to provide clear specification of the outputs and the private supplier to 

adopt a whole-life costing approach. This would incentivise the (private sector) 

supplier for providing an upfront careful attention to the quality of design and 
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construction resulting in the services that match the required specifications and at the 

same time there could be more flexibility for accommodating anticipated changes. 

Moreover, under the PFI since the public sector would only specify the required 

project outputs, this would allow the private sector to deliver the assets and services in 

innovative ways:    

With PFI, the public sector defines what is required to meet public needs and remains 
the client throughout the life of the contract. The public sector also ensures, by 
contract, delivery of the outputs it sets and has rights under those contracts to change 
the output required from time to time. Consequently, with PFI the public sector can 
harness the private sector to deliver investment in better quality public services while 
maintaining frontline services in the public sector. (HMT, 2003, p. 3) 

Alongside harnessing innovative and better quality services of the private sector, 

competition is also emphasised as a key VfM element in PFI deals. The government’s 

discourse suggests that competition brought into the procurement process through 

competitive financing and bidding brings cost-efficiencies for the procuring 

authorities (HMT, 2008, p. 39). However, the processes of competitive negotiations 

might cause prolonged procurement times leading to high costs for bidders: 

...there is a trade-off between competition and the length and cost of negotiations. 
The best way to ensure competition is for the authority to clarify as early as possible 
in the process the outputs which are wanted, to avoid the need for too many changes 
as the negotiations proceed. (Treasury Co., 2000) 

Also, during the negotiations with the preferred bidder before signing of contract, 

tension may arise between VfM elements of innovation and affordability as the 

negotiations are likely to be more focused on making the design affordable, at times, 

even de-scoping certain innovative solutions: 

The bidding process often ends with a discussion on affordability and a process of 
value engineering. This is where bidders, sometimes reduced to a single bidder by 
this stage, have worked up a technical solution in negotiation with the Public authority 
and end users, costed it and found it to be too expensive. They then undertake a 
process of descoping the technical solution until it is affordable. This process often 
leads to abandoning many of the more innovative elements. (NAO, 2009b, p. 28) 

 

Thus, whereas the UK government has emphasised on competition and innovation as 

VfM elements in PFI, these however could be at tension on an ex-ante basis with 

procurement times and affordability, respectively. But the most widely acclaimed 

VfM driver in PFI is the way in which the contracts allocate and transfer project risks 

such that the party best able to manage the risk bears it: 

The benefits PFI can offer, in terms of on time and on budget delivery and whole-of-
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life costing, all flow from ensuring that the many different types of risks inherent in a 
major investment programme – for example construction risk or the risk associated 
with the design of a building – are borne by the party who is best placed to manage 
them. In this way, the private sector is incentivised by having its capital at risk to 
perform well, and takes responsibility for the work it undertakes. (HMT, 2003, p. 3) 

 

Thus, risk transfer in PFI is supposed to harness private sectors’ skills and services for 

delivering the contractually specified services. This is established through embedding 

controls in PFI contracts that put the private sector’s capital as well as their profit at 

stake against their performance on the contract. The UK government’s argument is 

that procuring authorities in PFI deals can use performance-related (unitary) 

payments
155

 as a control tool for achieving project objectives:  

With payments linked to performance over the project life, the private sector must 
consider costs over the life of the asset, or at least the contract length, rather than 
just during the design and construction phase. Investment returns are dependent on 
the private sector’s ability to control and manage risk effectively throughout the 
contract period. (HMT, 2008, p. 30) 

Performance-related payment mechanisms are also described as an incentive for the 

private financiers as they would, in order to safeguard their returns, carefully monitor 

the entire phases of the construction and operations of projects:  

... involvement of private finance in taking performance risk is crucial to the benefits 
offered by PFI, incentivising projects to complete on time and on budget, and to take 
into account the whole of life costs of an asset in design and construction. It is 
necessary for private sector capital to be at risk for it to take responsibility for the 
work it carries out. The involvement of third-party finance in PFI brings with it 
extensive due diligence work to identify, allocate and enforce risk sharing in a project 
that can significantly improve its value for money. (HMT, 2003, p. 105) 

 

The NAO however questions the effectiveness of performance management in PFI 

contracts through payment mechanisms that are built against required performance 

standards. The NAO argues that deduction in unitary payments as a result of penalties 

for under-performance is not VfM as this could not materialise the objectives from the 

project: 

Projects that do not meet the objectives of the public authority are rarely VFM. If risks 
do materialise, the public authority may have to work with the contractors or lenders 
to find a solution that delivers the public authority’s objectives.... We would not regard 
the enforcement of contractual terms without achievement of the intended benefits of 
the contract as VFM .... (NAO, 2009b, p. 24) 

Thus where effective contract and performance management rely on partnering 

relation between the public and private sectors, levying of penalties in case of under-
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 See Chapter 2, (sections 2.2 and 2.3.2). 
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performance could harm that. In order to maintain a collaborative working 

relationship with the private sector consortium company, the procuring authorities 

might be reluctant to actually enforce or even embed into contracts rigid performance 

management terms (NAO, 2009b, p. 56). Also it is very rare that contracts actually get 

terminated on account of persistent under-performances (HC 764, 2003, p. 26). There 

are also concerns that layers of due-diligence granted to PFI financiers could restrict 

flexibility to changes: 

PFI contracts are inherently inflexible. Specifications for a 30 year contract must be 
agreed in detail at the start of a project. The PFI financing structure also requires 
negotiation with the equity and debt holders before any substantial changes are made 
during the life of a contract. Debt and equity holders have little to gain from changing 
profitable contracts so will be unlikely to agree to changes unless they significantly 
enhance profitability. (HC 1146, 2011, p. 29) 

The UK government’s rationales for PFI referred to above suggests a two-pronged 

agenda; a problematised
156

 deficit public-infrastructure and a VfM ideal
157

. Hodges 

(2012) comments that government might use certain rhetorical devices to promote 

their political objectives (p. 29). In this context there is a likelihood that the rhetoric 

of VfM and modernisation through PFI could have disguised the government’s actual 

objective to channel private funding for projects that could not be delivered through 

conventional (government) funding. This argument sounds plausible also because 

achieving VfM in PFI deals is not straight forward but creates an interplay between 

several diverse and at times conflicting drivers. Particularly, it has been shown above 

that sole reliance on performance-based (unitary) payments as a management control 

mechanism for managing risk-transfer, could not guarantee achievement of projects’ 

objectives in PFI. Thus arguably, PFI contracts seem to have limited capability for 

effectively managing risks (Jupe, 2011, 2012). UK’s parliamentary select committees 

are also critical about VfM in PFI deals generally, which they consider were mostly 

signed under government pressures of meeting fiscal targets: 

Efforts to meet fiscal rules at a national and European level may have contributed to 
the misuse of PFI. Rules designed to promote fiscal sustainability have had the 
paradoxical effect of incentivising the use of off-balance sheet finance—which is likely 
to prove less sustainable. Given the salience of the public debt statistics in the current 
political climate, the attractiveness of the PFI method for any government has been 
evident whether it provides value for money or not. (HC 1146, 2011, p. 12)    
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Problematisation: Identification of an issue to be governed (Frame and Bebbington, 2012, p. 253 and 

also see Chapter 4, Figure 4A). 
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 Utopian/ideal: The goal towards which governance is aimed (Frame and Bebbington, 2012, p. 253 

and also see Chapter 4, Figure 4A).  
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Moreover, VfM is defined by the UK government in a narrow sense focusing mainly 

on economy and cost-saving aspects for the public sector (Demirag et al., 2004; 

Demirag and Khadaroo, 2008) and ignoring the broader stakeholders (e.g. staff and 

users) and social costs (Khadaroo, 2008). The narrow focus in how government 

perceives VfM is evident in several instances of the discourse where procuring 

departments are directed that a promising PFI option should not be pursued if that is 

going to negatively affect public sector staff’s terms and conditions: 

...whilst PFI has the potential to bring improved value for money in public services 
with greater quality and innovation, value for money achieved in PFI projects should 
not be at the expense of staff terms and conditions. (HMT, 2006a, p. 36) 

Dean (1999) suggests that governments may exercise power for shaping the conduct 

of the subjects for definite but shifting-ends (p. 11). The reasons for shifting-ends 

could be outcome of reflexive governance (Foucault, 1991, 2008) or unintended 

consequences from implementation of the ideals (Dean, 1999; Lapsley, 2008). Over 

the years, UK’s parliamentary select committees have raised concerns about 

government’s and procuring departments’ bias towards PFI, especially during 

recessions and constrained public funding (Burke and Demirag, 2013). These 

criticisms have called the UK central government on different occasions to reflect on 

PFI’s VfM objectives and have led to certain significant reforms over the past twenty 

years. The next section explores these major shifts in UK government’s PFI policy.   

6.3 Have the UK government’s policy objectives in PFI changed? 

When PFI was launched in 1992 by the Conservative government (see Chapter 2, 

section 2.2.2), it was seen and promoted as a solution to the problem of lack of public 

funding for priority government projects and a model that could bring benefits of 

privatisation into delivery of public assets and services:  

The PFI offers benefits to both public and private sectors. For the public sector, and 
for the public in general, its primary benefit is more and better projects and better 
services. These services should also cost less than if provided by traditional public 
sector means because the private sector achieves efficiencies in delivery by better 
design and management. (HMT, 1995, p. 2, emphasis added) 

 

While the rhetoric of VfM in PFI was predominant in the Conservative government’s 

discourse, the mechanisms for the policy’s operationalisation had a more disciplining 

affect such that departments could not choose PFI as a VfM alternative, but it was 
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made the only game in town, first for the NHS
158

 and subsequently for all major 

sectors: 

NHS bodies would not be given access to public funds for capital projects before they 
have rigorously explored PFI options and shown them to be impracticable. This 
requirement was subsequently formalised in the NHS Capital Investment Manual. In 
November 1994 the Chancellor generalised the NHS approach by announcing that in 
future the Treasury would not approve any capital projects unless private finance 
options had been explored. (HMT, 1995, p. 7) 

 

So during the early five years of PFI, government seems to have had a greater concern 

with expanding use of PFI for financing major projects. The new Labour government 

that came into power in 1997 was sceptical about the existing PFI model and the way 

it was implemented through the rule of universal testing. In the same year the 

government abolished the said rule and initiated a number of reviews and reforms 

between 1997 and 1999 that stressed on developing the public sectors’ commercial 

skills for dealing with private partners. This was paralleled with establishing PFI 

dedicated bodies (of expertise) under the HMT and official guidance. It was during 

these times when a mere fiscal justification was questioned for PFI’s continuity: 

When the aim was to reduce the Public sector Borrowing Requirement—particularly 
when there was a large deficit—PFI was an attractive means of increasing 
investment. However ... the case for PFI as the main means of obtaining extra 
investment is very much weaker. The main justification should now be the prospect of 
obtaining better value for money. (Treasury Co., 2000) 

 

The NAO surveys and submissions to parliamentary select committees on VfM in 

existing PFI projects and the latter’s enquiries into the same became food for thought 

and reflection for the UK government to improve the VfM potential of PFI. This led 

to concentration of the policy debate on generating VfM through better management 

of project risks and delivery of quality services: 

... the economic case for private finance projects must rest on achieving better value 
for money either through cost savings in the management of the project (including 
more efficient recognition of lifetime costs and risks), or through the delivery of a 
qualitatively superior project. (HoL, 2010, p. 12) 

The concern for improving VfM was growing amidst the incentive that UK’s GAAP 

allowed PFI debts to remain off the public sector balance sheets, which was a 

significant incentive under strict national and European fiscal standards. Despite this 
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temptation for the government to use PFI under fiscal pressures, the HMT’s guidance 

directed procuring departments to use VfM as the criterion for choosing PFI: 

The accounting treatment of a PFI project on a Departmental balance sheet, and its 
reflection as an asset in the national accounts, is not material to the Government’s 
decisions about when to use PFI. These are based on value for money alone. (HMT, 
2003, p. 24) 
 

The detailed VfM assessment guidance
159

 also got reviewed between 2003 and 2006. 

In 2006, new VfM assessment guidance was developed that incorporated qualitative 

assessment of certain VfM drivers, and the previously stand-alone quantitative 

assessment model
160

 was made a subset of the broader qualitative framework: 

The current approach to appraisal of PFI sets out that qualitative considerations – 
viability, desirability, achievability – should frame the approach to the quantitative 
assessment. The intention is that the quantitative assessment should form part of the 
overall value for money judgement rather than be seen as a stand-alone pass/fail 
test; neither the quantitative or qualitative assessment should be considered in 
isolation. (HMT, 2012a, p. 72) 

 

A growing concern about improving VfM in PFI deals also inclined government 

departments to use integrated approaches for smaller size projects, such as NHS LIFT 

(Local Improvement Finance Trust
161

) and BSF (Building Schools for Future
162

). 

These schemes were adopted for bundling similar but smaller sized PFI projects (with 

capital value less than £20 million) that would be cost-ineffective if undertaken 

separately (HMT, 2003). Whereas such alternative procurement models based on PFI 

principles were being tested the government departments were also directed to 

explore new PPP models which could achieve better VfM than PFI: 

 ... in some circumstances such alternative delivery models may be more appropriate 
and therefore better value for money than either PFI or conventional procurement. 
Where such alternative approaches potentially offer the best procurement solution, 
the Government encourages procuring authorities to explore using them with value 
for money being the test to determine the route chosen. (HMT, 2008, p. 9) 
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 Use of Official guidance by the government as techniques for regulating PFI operations is discussed 

in the next section.  
160

 The Public Sector Comparator (see Chapter 2, section 2.3.2). 
161

 NHS LIFT programme was launched for improving and developing frontline primary and 

community care facilities by investing in new premises through private finance.  

(http://webarchive.nationalarchives.gov.uk/+/www.dh.gov.uk/en/Aboutus/Procurementandproposals/P

ublicprivatepartnership/NHSLIFT/index.htm, accessed on 26 December 2012) 
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 Building Schools for the Future was an aggregated PFI scheme for overhauling England’s schools 

(http://www.education.gov.uk/schools/adminandfinance/schoolscapital/funding/bsf, accessed on 26 

December 2012) 

http://webarchive.nationalarchives.gov.uk/+/www.dh.gov.uk/en/Aboutus/Procurementandproposals/Publicprivatepartnership/NHSLIFT/index.htm
http://webarchive.nationalarchives.gov.uk/+/www.dh.gov.uk/en/Aboutus/Procurementandproposals/Publicprivatepartnership/NHSLIFT/index.htm
http://www.education.gov.uk/schools/adminandfinance/schoolscapital/funding/bsf
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However, since PFI has been implemented in a top-down pattern, any innovation or 

reform to existing PFI was likely to come from the government.  

There have been significant changes during the recent years in the UK government’s 

PFI policy by cutting on non-VfM incentives and in seeking means to ease raising 

private finance. In 2009 the UK government changed the accounting rules for 

financial reporting of PFI liabilities by adopting the IFRS, which resulted in bringing 

most of the existing PFI contracts on the public sector’s balance sheets (HC 1146, 

2011, p. 9). Moreover, in order to increase transparency about government’s overall 

financial position, government started to publish WGA (Whole of Government 

Accounts), with the first set published for 2009-10. WGA follows the IFRS and 

includes an assessment of the PFI liabilities for the UK government (HMT, 2012, p. 

24). Also, in order to create a level playing field the government abolished the PFI 

credit scheme in 2010
163

.  

In the backdrop of the GFC
164

 that had an adverse affect on the availability of private 

finance (Connolly and Wall, 2011), the UK parliamentary Treasury Committee 

seriously questioned the use of PFI by the government: 

The price of finance is significantly higher with a PFI. The financial cost of repaying 
the capital investment of PFI investors is therefore considerably greater than the 
equivalent repayment of direct government investment. We have not seen evidence 
to suggest that this inefficient method of financing has been offset by the perceived 
benefits of PFI from increased risk transfer. On the contrary there is evidence of the 
opposite. (HC 1146, 2011, p. 35) 

 

In order to respond to such criticism, the recent reforms in the UK government’s PFI 

policy and market interventions (such as offering government guarantees to the 

private financiers and signing of memorandum of understandings with pension funds) 

have been seeking to ease raising private finance for the pipeline PFI projects (HMT, 

2012a). As a major reform initiative the UK government launched in 2011 an enquiry 

from the broader PFI stakeholders about VfM issues in existing PFI model (HMT, 

2011b). The outcome of that enquiry was PF2 (HMT, 2012a), the reformed PFI that 

as a first major change has proposed a restructuring of the capital components for 

consortia companies. In a typical PF2 the UK government is going to be an equity co-
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investor along with the private sector and at the same time the overall gearing-level 

will be lower (75 percent), as against PFI projects which are mostly highly geared (85 

– 90 percent). The UK government claims that this reform is expected to strengthen 

partnerships and risk management in new privately financed deals (HMT, 2012a). 

Although PF2 has come in response to serious VfM criticism particularly given the 

lack of evidence on risk transfer and higher cost of private finance following the GFC, 

the language of the new proposal suggests that alongside intentions for improving 

VfM, the change is (equally) driven by a need for seeking affordable private finance 

options: 

Given the diminished availability of long-term bank debt, future projects are likely to 
need to be structured in such a way that they facilitate access to the capital markets 
or other sources of long-term debt finance. A greater proportion of equity (i.e. a lower 
gearing) in the capital structure provides a credit enhancement to the underlying debt 
rating of the project, which will make the debt more attractive to a wider diversity of 
long term-debt providers, including institutional investors such as life insurance 
providers (HMT, 2012a, p. 31); 

Thus one could argue that the original motivation for the UK government to pursue 

PFI was mainly to address the issue of deficit public sector infrastructure and fiscal 

pressures. However, as the above analysis in this section suggests, NAO’s and 

parliamentary questioning of government’s rationale and (governing) technologies 

underlying PFI caused a policy shift over time from mere fiscal motives towards VfM 

(including risk transfer). Nevertheless, an analysis of these shifts also suggest that 

perhaps use of private finance for certain sectors or project types is a long-term 

agenda of the UK government as time after time the UK government made attempts to 

ease raising private finance for projects even in the aftermath of the GFC and 

subsequently in form of PF2.   

From a governmentality perspective, in order to understand the nature and functioning 

of PFI more completely the next step following an unbundling of the rationales and 

the ends sought in the PFI policy discourse is to attend to the regimes of practices 

(Dean, 1999; Frame and Bebbington, 2012; Spence and Rinaldi, 2014). Policy 

discourse emanates power by giving meaning and significance to particular ways of 

doing things (Miller and Napier, 1993). In this way policy discourse can 

operationalise programmes of government by constructing certain technologies for 

intervention (Kurunmäki and Miller, 2006; Rose and Miller, 1992). To attend to the 

regimes of practices or technologies of government (see Chapter 4, section 4.3) that 
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successive UK governments used for operationalising PFI, the next section explores 

the various identities, and techniques for intervention that have been created by the 

UK government’s PFI policy discourse as the means for steering departmental PFI 

projects.   

6.4 How PFI has been governed? 

This section tends to develop a broader framework of the regimes or technologies 

used by successive UK governments for governing and driving PFI procurements in 

the public sector. More specifically, the lens of governmentality is applied on the 

central government’s PFI discourse for analysing three aspects of regimes of practice: 

One, identities, can be formed through policy discourse which are capacitated with 

some attributes and are expected to exercise agency in certain direction (Dean, 1999). 

Thus, identities are those individuals and collections “through which governing 

operates” (Dean, 1999, pp. 32-33); Two, legal frameworks like laws, legislation and 

rules for the market (i.e. market incentives), that constitute an enabling environment 

for the political aspirations to materialise (Broadbent and Laughlin, 1997; Burke and 

Demirag, 2013). Three, subtle and indirect ways for making the subjects govern 

themselves (i.e. technologies of self) (Robert, 2009). 

 Identities 

Decision making and processes for evaluating a PFI option, contracting, and 

managing operations, all have remained devolved for the procuring departments. 

Nevertheless, the policy discourse identifies the departmental Accounting officer as 

the responsible individual for the department’s procurement decisions and is made 

accountable to the parliament for VfM: 

... it should be stressed that the departmental Accounting Officer, usually the 
Permanent Secretary or departmental head, has the final sign off and is ultimately 
accountable to Parliament for the decision to commit public money to a project. 
Treasury approval is a necessary, but not a sufficient, condition for a project to 
proceed. This is an important principle because it means that accountability for 
ensuring value for money rests with the department with the budgetary and policy 
responsibility. (HMT, 2008, p. 41)  

Within the devolved role of procuring departments, government stressed on 

departments to develop their commercial expertise through improving their staff skills 

and also to have a PFI-dedicated internal body, Private Finance Unit (PFU), that can 

assist the Accounting officer:  



139 
 

Departmental PFUs provide central support within departments to PFI procurement 
teams, both prior to and following contract signature... . The Government encourages 
the extension of the PFU’s role into a broader commercial sphere as part of the 
enhancement of department’s commercial skills more generally. (HMT, 2008, p. 51) 

While departments have been decentralised regarding their PFI decision making, the 

processes have been subjected to centralised monitoring, reviews and advice. 

Approval of major projects from the HMT has been a routine practice since the early 

PFIs (that also included the universal testing rule). The processes for centralised 

monitoring and review, however got more formalised since 1997. The Labour 

government (while abolishing universal testing in 1997) initiated special Gateway 

reviews for PFI procurements in the 2000 that till date remain an integral part of  PFI 

review and approval processes and has since then been evolving to more rigid 

processes. The current government, for example, has formed a Major Project 

Authority with more points of checks and reviews of PFI and other major 

procurements, for analysing their fitness of quality (HMT, 2011d)
165

.  

Whereas the processes of forming responsible identities and centralised monitoring 

can act as steering media for PFI (English and Guthrie, 2003), UK governments have 

also formed and reformed several PFI facilitating bodies which have been a source for 

providing impetus to the growth of PFI deals, especially during first few years of 

PFI’s launch (Broadbent and Laughlin, 1999; Hellowell, 2010). These bodies were 

meant to build-up market’s confidence in PFI deals. The PFP (Private Finance Panel) 

was the first of such PFI dedicated bodies formed by the UK government in 1993 and 

was assigned roles to: 

…to encourage greater participation in the initiative by both private and public 
sectors, to stimulate new ideas, to identify new areas of public sector activity where 
the private sector could get involved, and to seek solutions to problems which might 
impede progress. (HMT, 1995, p. 7) 

In 1997, the incumbent Labour government reformed PFP into PFTT (Private Finance 

Task Force), consisting of a policy arm and a project arm. PFTT was established in 

acceptance of the recommendations from a review of PFI (Bates review) which 

stressed on developing the commercial skills of public sector officers dealing with PFI 

projects (HMT, 69/97, 1997). PFTT was short-lived and in 1999 following a second 

Bates’ review, the project arm of PFTT was reformed as PUK (Partnerships UK), 
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which was a PPP in its own right. The predominant role of the PUK was to provide 

project management services and offering private sector’s skills and expertise to 

departments which were undertaking PFI (HMT, 1999a, 2003)
166

. Alongside the PUK 

the UK government also established OGC (Office of Government Commerce) with a 

role of one-stop-shop for central government’s procurements for bringing consistency 

in procurement practices across the central government. Later the Labour government 

also established OTF (Operational Taskforce) for providing guidance on issues related 

to operational stages (e.g. managing transition) (HMT, 2006a)
167

.  

The repetitive structural reformation of the PFI dedicated bodies is indicative that 

reform leads to more reforms (Lapsley, 2008). Lapsley (2008) argues that one 

dimension of New Public Management reforms is changes to organisational 

structures. The structural reformation of PFI dedicated bodies at the central 

government-level continues as the current Coalition government formed IUK 

(Infrastructure UK) replacing PUK, and has very recently announced that it “will 

strengthen the mandate of Infrastructure UK (IUK)” (HMT, 2012a, p. 8). 

Nevertheless, Lapsley (2008) cautions us about the underlying intention of structural 

reforms by arguing that announcements of reforms make headlines in the media and 

can be a tactic used to influence the electorate (p. 83). 

 Market incentives 

Government backed dedicated bodies for PFI may have been a substantial and 

complementing reason for the growth of PFI within the context of the UK. But 

alongside, successive governments have used diverse financial incentives for 

attracting private investors and have maintained a keen interest in the growth of 

infrastructure investors (HMT, 2008, 2012a). There had also been (financial) 

interventions by the UK government for bailing out the private sector (contractor) 

companies that had filed for administration and which otherwise would have gone 

bankrupt. Such risk underpinnings by the government in form of debt repayment 

guarantees, as in case of the London Underground PFI project
168

 (Jupe, 2011), were 

granted to let the projects receive funding: 
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 Also see Chapter 2 (Figure 2D). 
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 As discussed in Chapter 4 (section 4.3, under the sub-heading of ‘Governance through networks of 

rule’) these bodies of PFI expertise were heavily staffed with personnel from the private sector (also 

see Chapter 9, section 9.3). 
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 See Chapter 2 (section 2.2.2) for information about the London Underground PFI project. 
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The guarantees stemmed from the public sector’s uncertainty over whether Metronet 
could borrow enough funds. (HoL, 2010, p. 23)    

Between 2003 and 2006, the UK government tested another financial incentive called 

CGF (Credit Guarantee Finance). Under CGF, the government would lend money to a 

private sector consortium that could bring credible guarantees against the borrowed 

money. Moreover, for local authorities’ PFI the Labour government launched PFI 

credits scheme under which the central government provided ring-fenced funding for 

local authorities to undertake PFI projects (HMT, 2010, p. 3). As part of the series of 

PFI reforms, PFI credits were abolished in 2010 (see section 6.3). However, the 

parliamentary select committees doubt that the government has merely disguised the 

scheme under a different label: 

Under the Infrastructure Plan, however, it would appear that PFI credits have not only 
survived, but have been rebadged. The Government must make clear exactly what 
action it took with respect PFI Credits in 2010, and why they are apparently now 
being reclassified as Waste Infrastructure Credits, a term which will disguise their true 
nature. (HC 1725, 2012, p. 7) 

Moreover, since 2008 when the GFC pushed the monoline insurers out of business, 

who previously remained an impetus for development of a competitive bond-finance 

market for PFI
169

, the current government took a number of interventions to ease 

raising (private) finance for priority PFI projects:   

 In response to the changes in economic conditions, initiatives taken include co-
lending to support PFI projects, increased capital contributions phased-in during the 
construction period to improve affordability and the UK Guarantees programme. 
(HMT, 2012a, p. 24) 

Whereas the UK governments have intervened into PFI market to encourage and 

attract debt financiers, equity investors have also been facilitated through 

development of secondary markets: 

The secondary market in PFI assets provides liquidity, greater market capacity and 
better pricing. (HMT, 2008, p. 33) 

Parallel with these diverse financial interventions in PFI market the UK government 

also encouraged departments to use PFI including other types of PPP (Public Private 

Partnerships) under the Wider Markets initiative that required public sector to manage 

its assets in a more commercial way including seeking opportunities for third party 

revenue: 
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...the guidance requires that any substantial new investment in a wider markets 
project should normally be undertaken by a private sector partner. (NAO, 2006a, p. 
38) 

With these interventions taking place in the PFI market for encouraging and 

maintaining private sector’s and especially investors’ confidence in the projects, UK 

governments have also resorted to different techniques of self-governance (Baker et 

al., 2009; Robert, 2009) for operationalising their policy agendas in PFI. 

Governmentality literature suggests that through technologies of self passive objects 

of governance could become active subjects, who without direct interventions would 

(self) govern themselves towards the macro-level policy objectives (Sending and 

Neumann, 2006).  

 Technologies of self 

As discussed earlier in this section under the sub-heading identities that decision 

making for PFI procurements is largely devolved at the level of the procuring 

government departments. But, the devolved practices are working within a context of 

indirect interventions to shape the conduct of the departments’ procurements towards 

government’s aspirations in the PFI policy. The self governance techniques employed 

by the UK central government to steer departmental procurements towards PFI have 

been largely drawing from knowledge areas of management accounting (Broadbent et 

al., 2004, 2008).  

An obvious set of self-governing techniques used by the UK government to steer 

departments’ PFI programmes and projects was to develop an increasing body of 

official guidance. The series of guidance have been developed mainly by the HMT 

and when the NAO or some other national or international body has produced parts of 

guidance that had to be endorsed and approved by the HMT. The guidance covers 

diverse range of issues; from project financing issues to sharing of windfall gains, 

competitive procurement to project governance, managing change and transition in 

operational stages, and there is guidance as well on VfM assessments and 

standardised contracting (SoPC, Standardisation of PFI Contracts)
170

. Implementation 

of the practices contained in this guidance was made mandatory for the government 
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 Links to complete set of official guidance on PFI are available at the HMT’s website: 

http://www.hm-treasury.gov.uk/infrastructure_ppp_guidance.htm (last accessed on 26 December 

2012). 
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departments. For example, when government revised and updated the SoPC in 2007 

(SoPC-4)
171

, its compliance was made mandatory for approval of PFI projects: 

Compliance with SoPC4 or the relevant sector-specific contract will be a key 
consideration of HM Treasury’ approval of the business case. (HMT, 2010, p. 10) 

Foucault (1991) suggests that governmentality represents power exercised through an 

ensemble of different institutions, actors and techniques. As part of such ensemble, 

calculative techniques like Accounting, are an apparatus of power and should be 

attended to by researchers to seek how they objectify the ideals of reformers 

(Kurunmäki et al., 2011). By employing guidance as technologies of self for the 

procuring departments, UK governments have tried to use them as an indirect 

technique for translating their aspirations for PFI, for instance: 

...the process of standardising PFI contracts helps articulate the Government’s 
position on appropriate risk allocation between the public and private sectors, 
improves PFI procurements across the public sector, and is intended to reduce the 
length and cost of the procurement process. (HMT, 2006a, p. 92) 

For the procurement phase the official guidance provided stress and templates for 

assessing VfM in PFI options. A quantitative model based on the PSC (Public sector 

Comparator)
172

, which, albeit controversies, had been persistently used by the 

procuring public sector authorities over the past two decades as a pass-fail test for PFI 

projects
173

. Governments have considered quantitative evaluation of PFI proposals for 

VfM important as expressed in a policy document: 

Quantitative appraisal is an important part of the overall consideration of how to 
deliver a project. Each option should be costed as accurately as possible using 
outturn data. Where there is uncertainty about inputs, or outputs are highly sensitive 
to the input variables, it is important to improve the confidence of these wherever 
possible, but also importantly to undertaken appropriate sensitivity and scenario 
analysis. (HMT, 2012a, p. 72) 

Contrary to the importance of the quantitative VfM assessment technique, on several 

instances the model had been used in manipulative ways out of biasness for showing 

PFI as a VfM option. For example, for the first four roads PFI contracts under the 

Highways Agency, a higher discount rate (8 percent) was used for the PSC 

assessment instead of the norm at that time (6 percent), and with no sensitivity 
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analysis performed (HC 583, 1999). Similarly, for the Royal Liverpool and 

Broadgreen Hospital PFI, the Outline Business Case
174

 was shown to have 0.03 

percent VfM than the PSC (HC 1146, 2011). The Public Accounts Committee has 

criticised such manipulated use of the PSC: 

We have seen many cases where the public sector comparator has been incorrectly 
used as a pass or fail test. In these cases the desire to show that the PFI deal is 
“cheaper” than the public sector comparator has led to manipulation of the underlying 
calculations and erroneous interpretation of the results. (HC 764, 2003) 

  

An analysis of the UK government’s regimes of practice for PFI suggests that the 

interplay and quantum of the identities formed and the diverse range of disciplinary 

and self-governance techniques had led departments to concentrate more on 

considering and developing PFI proposals: 

...the existence of separate, detailed appraisal guidance for PFI has led to a tendency 
for appraisers to undertake in-depth appraisal of PFI while giving insufficient weight to 
the potentially viable alternatives. In addition, the existence of PFI credits – ring-fenced 
funding available to support PFI but not other forms of delivery – exacerbated this, as 
there was a clear budgetary incentive for procuring authorities to pursue PFI. (HMT, 
2012a, p. 71) 

Thus for government departments, opting for PFI was not primarily driven by local 

attempts to attain VfM in major procurements. But, the wide spread use of PFI 

emerged as an interplay of diverse governing technologies. Successive governments 

employed technologies of domination by forming and empowering different 

institutional and individual identities for monitoring and facilitating departmental PFI 

programmes and projects. Also, incentives for PFI markets were meant to encourage 

private sector’s participation in the deals, especially attempts were made to ease 

raising private finance. This was supplemented by technologies of self in form of 

developing several procurement and operational guidance for procuring public sector 

departments, which were to be followed with mandatory compliance.  

6.5 Conclusion 

This chapter has reported the analysis undertaken for the SRQ 1 and attends to the 

research objectives ‘i’ and ‘ii’ (see Chapter 1, section 1.3). By utilising the adopted 

theoretical lens of governmentality (see Chapter 4, section 4.5) this chapter has 

analysed the UK central government’s policy discourse on PFI in order to better 

                                                
174

 See Chapter 2 (section 2.3.2). 
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understand the underlying rationales of successive UK governments from 1992 to 

2012 for pursuing PFI and the governing technologies through which PFI contracts 

have been operationalised and regulated (Andon, 2012; Broadbent and Laughlin, 

1999, 2004b). The empirical data was drawn from the UK central government’s 

policy documents on PFI as shown in Table 5A (see Chapter 5, section 5.3). By 

analysing the evolving nature of the PFI within the UK over the two decades of its use 

before it was reformed to PF2 (i.e. from 1992 to 2012), this chapter builds up on the 

previous work of Broadbent et al. (2004, pp. 9-16) who have analysed the evolution 

of PFI in the UK until 2004. However their analysis cannot be considered to provide a 

complete understanding about the underlying nature of the UK’s PFI as several major 

changes in the policy have taken place since their work (see Chapter 1, section 1.2).  

This chapter shows that initially for the Conservative government in the 1990s using 

PFI was important for achieving the macro fiscal objectives of controlling public 

sector debt amidst pressures to develop public infrastructure. This chapter recognises 

that private financing for procuring public infrastructure in the UK was and might 

continue to be needed as substitute for public funding. Under recessions and tight 

fiscal controls this would appeal even greater to the UK central government and its 

departments as conventional funding would be inadequate for meeting the investment 

needs for developing the public infrastructure. Thus there has been and might 

continue to be some degree of institutional bias towards PFI on the part of the UK 

central government and the departments seeking private finance for public 

infrastructure. This chapter has shown that the role of accounting-based technologies 

of government have been pivotal in enabling the UK government achieve fiscal 

objectives in PFI. This is demonstrated by the ways the PSC was manipulated in order 

to get approval for PFI projects as off-balance sheet means of financing priority 

projects. Contemporarily, the separation between the accounting and budgetary rules 

for PFI, as the government departments’ budgets are ruled by the ESA-95 rather than 

the IFRS, perhaps provides a continuing incentive for the government departments to 

use private finance for getting projects off the ground which could not happen 

otherwise.   

By attending to the shifting-ends of PFI policy in terms of the objectives sought, this 

chapter illustrates that over time government grew efforts for structuring PFI contracts 
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such that better VfM could be achieved. Expansion of VfM guidance for 

encompassing qualitative aspects, adoption of the IFRS for departments’ financial 

reporting and abolition of PFI credits, are notable examples in this pursuit. However, 

this chapter highlights two significant limitations in the VfM assumptions within PFI 

model: One, fundamental VfM drivers (i.e. risk transfer, innovation, competitive 

pressures, procurement times and affordability of a project) could have tensions 

between themselves, such that their enforcement in different stages of PFI projects 

could be very complex; Two, performance-related payment mechanisms which 

happens to be the major control tool in the operational PFI contracts for safeguarding 

VfM for the public sector, could not guarantee materialisation of the projects’ 

objectives. Based on these insights this chapter recognises that there could have 

remained unavailable knowledge (Jupe, 2012) both with public and private sectors 

about generating VfM in PFI, that had not allowed these contracts to deliver their full 

potential (in terms of VfM).  

Given that there remains a weak evidence base for ascertaining PFI’s real VfM 

benefits, particularly from risk transfer, it is likely that these ideals have attempted to 

disguise the political and social consequences from the contracts (Jupe, 2012, p. 128). 

This argument is asserted on the basis of two key findings in this chapter. Firstly, as 

discussed earlier, PFI continues to offer a budgetary incentive to the UK public sector 

as the upfront capital cost of PFI contracts are not reported in the departments’ capital 

budgets, which provides additional investment opportunities over the short-run. Thus 

this fiscal benefit of PFI might be pursued at the expense of VfM. Secondly, 

government would not allow operational PFI projects to fail because the government 

retains the reputational risk
175

 for providing those services (e.g. hospitals, schools and 

roads) (Shaoul et al., 2012). Therefore the government also bears the ultimate 

financial risk for intervening as an operator of last resort for rescuing seriously 

under-performing private contractors (Jupe, 2011). These contentions about VfM and 

risk transfer suggest that PFI contracts might not necessarily be better than the state 

itself in managing risks (Froud, 2003; Jupe, 2012).  

                                                
175 Government is ultimately responsible for delivering public-services no matter if the delivery is financed 

privately or publicly (Shaoul et al., 2012). 
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This chapter has revealed that the UK government has now proposed an equity co-

ownership for the public sector for strengthening partnerships and risk management in 

the PF2 projects (HMT, 2012a). But it is yet to be seen if co-ownership in equity is 

going to be an adequate revival of the role of state for effective risk management in 

infrastructure procurements (Jupe, 2012). Perhaps it could be suggested by the way of 

moving forward with new privately financed procurement models, which could 

generate better VfM than PFI, that the new models may be allowed to evolve in a 

bottom-up manner. This suggestion definitely does not undermine government’s role 

of monitoring projects’ proposals and progress. But, instead of tedious and 

bureaucratic procedures and rules that might restrict opportunities to develop effective 

relation between partners (Erridge and Greer, 2002), more autonomy could be granted 

to new PPP, such that partnerships, contract and risk management practices are 

created and evolve in more pragmatic ways through reflexive and committed-

understanding about the ways things work (Boland et al., 2008). 

Supporting governmentality literature, this chapter shows that governance of PFI was 

not exercised from a power centre (i.e. UK central government), but several 

individual and collective identities and techniques of market incentives and self-

governance, collectively shaped the operations of PFI projects in the direction of 

government’s aspirations. Moreover, attention is drawn to the role of parliamentary 

enquiries and the NAO reports on VfM in PFI deals that had led to considerable 

reflection and revision of the ways the central government conceived and regulated 

PFI. This is something that some of the previous studies may have missed while 

rightly emphasising the role of the NAO in policy evaluation (Broadbent and 

Laughlin, 1997, 2003b). This point also suggests that Foucault’s political reason of an 

economical government seeking economic progress (Barry et al., 1996, pp. 26-27) 

may create a cyclic interplay between governing rationales and mechanisms. As in the 

case of 20 years of PFI, one can observe such interplays between political reasons for 

implementation, actions for implementation, reflection and consequent reforms. This 

pattern of (PFI’s) governmentality supports Lapsley’s argument that reforms lead to 

more reforms (Lapsley, 2008). 

This chapter has reported the analysis for the SRQ 1 and has presented some 

concluding comments on the key findings. The second empirical stage in this thesis is 
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the analysis performed for the SRQ 2 (see Chapter 1, Figure 1A; Chapter 4, Figure 

4C), which is presented in the next chapter (see Chapter 7).  
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Chapter 7 

Reasons, Interventions and Value for Money in the UK’s Private 

Finance Initiative 

“A key issue is to understand the ‘macro’ nature of PFI and who is regulating 

its interpretation and application in Government Departments...” (Broadbent 

and Laughlin, 1999, pp. 107 – 108, emphasis in original). 

7.1 Introduction  

This chapter reports the analysis undertaken for the SRQ (sub-research question) 2 

which together with the SRQ 1 (see Chapter 6) address the research objectives ‘i’ and 

‘ii’ (see Chapter 1, section 1.3). As discussed in Chapter 5 (see sections 5.2 and 5.4) 

the empirical objectives in the SRQ 2 are to complement (and triangulate) the findings 

from the SRQ 1. The empirical data for the SRQ 2 was drawn from semi-structured 

interviews with senior PFI policy-related UK (central) government officials (see 

Chapter 5, sections 5.2 and 5.4) in order to gain in depth understanding about the 

rationales of successive UK governments
176

 for PFI and the macro-level technologies 

of government through which PFI has been operationalised
177

. Ten individuals were 

interviewed for the SRQ 2 which included three representatives from PFI policy 

advisory group within the HMT
178

, four (government-level) PFI policy overseers and 

three representatives from government’s bodies of expertise on PFI (see Chapter 5, 

Table 5B). For confidentiality, the interviewees’ responses quoted in this chapter are 

presented with codes
179

. The interview data was analysed through thematic codes that 

were developed on the basis of the themes sought in the interview questions (see 

Chapter 5, section 5.2 and Appendix B). Overall, the coding-based analysis of the 

interview data and the interpretation of the findings was guided by the 

governmentality framework as illustrated in Chapter 4 (see Figure 4C). 

                                                
176

 Successive UK central governments from 1992 when PFI was formally launched until the current 

Coalition Government (see Chapter 6, section 6.1). 
177

 The SRQ 2 is: How do PFI policy-related (government) officials in the UK perceive government’s 

reasons and interventions for pursuing PFI, and what are their perceptions about operationalising VfM 

in PFI contracts? (See Chapter 1, section 1.3). 
178

 HM Treasury. 
179 Codes PA 1–3 represent the three interviewees who were PFI policy advisors for the HMT. Codes 

PI 1-3 represent the three senior officials interviewed from PFI expert agencies working on behalf of 

government for operationalisation of the policy. PO 1-4 represent the four interviewees with PFI 

overseeing roles (see Chapter 5, section 5.4).  
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The remaining sections of this chapter report the empirical analysis undertaken for the 

SRQ 2 and are organised around the (four) major themes sought in the interview 

questions (see Appendix B, sections 2 and 3): section 7.2 discusses the perceptions of 

the interviewees about the UK government’s rationale for pursuing PFI; section 7.3 

reports the interviewees’ perceptions about the regulatory mechanisms which enabled 

UK governments to operationalise PFI; section 7.4, in light of the interview data, 

discusses the operationalisation of VfM in PFI contracts; and section 7.5 presents the 

interviewees’ perceptions about the future use of private finance for UK government’s 

infrastructure procurement. Finally, section 7.6 concludes this chapter. This chapter 

now turns to presenting the empirical analysis.    

7.2 Perceptions about UK government’s reasons for pursuing PFI 

During the 1980s under the Conservative government there emerged in the UK a 

programme of extensive privatisation that turned major nationalised corporations, 

such as in the energy sector, to private ownership (see Chapter 3, section 3.3). There 

is a view that the UK’s privatisation programme was driven by the rationale of “the 

discourse of shareholder value” which could serve to bring efficiency and market 

discipline in delivery of public services (Jupe, 2012, p. 116). It is argued that within 

the UK PFI could be an extension of the preceding privatisation agenda (Connolly et 

al., 2009), particularly on account of an extinction of sellable state-owned public 

services (Broadbent and Laughlin, 2004b). But the more dominant academic view 

about the UK government’s motivation for PFI has mainly remained two-fold: one 

that PFI was meant to improve the delivery of public services through adopting 

private sector models of working and hence modernising public sector; and second, 

reducing the role of the state in providing public services especially by reducing 

public sector debt (see Chapter 3, section 3.3). Through seeking perceptions of the 

macro-level PFI policy actors about these academic views, this section attempts to 

develop our understanding further about the rationales commonly put forward by UK 

governments in favour of PFI. This is discussed with a particular interest in the fiscal 

and VfM rationales (as these emerged in the SRQ 1, see Chapter 6), and whether PFI 

was influenced by its predecessor privatisation. 
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 Influence of privatisation on PFI 

 

For the interviewees the original motivation for PFI was seen as multi-factored that 

included a degree of inspiration from the preceding privatisation policy of the then 

Conservative government: 

There were several small rivers which flowed together into the great river of 
PFI. One was… the privatisation programme and that I think the Treasury in 
the 1990s had become very impressed with the results that it felt arose from 
the privatization programme… (PO3) 

Another interviewee also held similar views about the influence of privatisation on 

PFI: 

I think it was a combination of reasons. It was introduced in the early 1990s 
by the then Conservative government at a time when there had been a strong 
philosophy that the private sector could bring benefits to the delivery of public 
services. (PO4) 

It was also recognised that privatisation (and the subsequent PFI) were partly but 

significantly driven by a philosophical concern of government that the role of the state 

should be of a procurer of public services rather than the supplier: 

…the philosophical reason and that’s not to be underestimated as a driver, 
which is you know, in quotes “state has no business trying to do these things, 
this is naturally the domain of the private sector” …. (PI3) 

This interviewee also indicated that at the start the basic technical know-how for PFI 

was drawn from government’s experience of dealing with concession-based, single 

asset project financing in certain sectors. A typical PFI contract brought in features 

from concession-based mining projects of 1960s and 1970s, and the long-term ‘take 

or pay’ contractual structures previously used for deregulating and creating 

competition within the UK’s energy sector. On top of that, this interviewee indicated 

that the Channel Tunnel project also provided an impetus for PFI, as the project 

caused creation of one of the largest ever syndicate of financiers (banks) for doing 

project finance:  

PFI wasn’t started with a blank sheet of paper, a lot of the know-how a lot of 
the techniques already existed. … And then came the…. Channel Tunnel 
[which] was financed between 1985 and 1987 and that was a concession-
based single asset project financing which had sucked in enormous amount of 
money, and it brought in and this is the key point, 200 banks were brought 
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into a syndicate to lend the money for the project…. So having done this one 
large project the question started to being asked by the politicians “if I can do 
project financing for Channel Tunnel, why on Earth can’t I do it for this bridge, 
or this road, or this hospital”? (PI3) 

On the basis of the above quotes one could comment that the Conservative 

government under Margaret Thatcher and John Majors, perhaps pursued two main 

objectives through privatisation: one, to slim-down the role of government in 

providing public services; second, to improve delivery of public services by involving 

private sector suppliers, based on the economic arguments of market discipline and 

superior efficiency of the private sector. This arguably supports the claim that where 

public services could not be completely privatised these objectives were pursued 

through PFI (Broadbent and Laughlin, 2004b, p. 59). However, the insights from the 

interviewees pointed to another (fiscal) objective of the Conservative and successive 

governments for pursuing privatisation (initially) and subsequently PFI. During the 

interviews it was recognised that by privatising nationalised industries and through 

PFI, government could channelise private capital for (government’s) investment 

programmes that would not pick up because of public finance constraints, and 

therefore private finance was sought for getting the investments projects rolling and 

off the government’s balance sheet: 

… a lot of these businesses or industries were capital-starved when owned by 
the government. Because the way the capital rationing works meant that 
they were never getting the capital they needed. And therefore by privatising 
them, effectively getting them off the government’s balance sheet, they 
would no longer be capital constrained  and the investment programme 
would pick up. (PI3)  

The next sub-section analyses in detail the interviewees’ perceptions about the fiscal 

rationale of the UK government for PFI.  

 Fiscal rationale for PFI 

The interviewees recognised that during early 1990s attention to modernise UK’s 

public infrastructure like roads, schools, hospitals, etc. was much called for as there 

had developed a huge backlog of maintenance of existing infrastructure: 

… there was a recognition that UK’s infrastructure was in a poor state. 
Maintenance was not done for many, many, many years so the existing state 
had to be upgraded. (PA1) 
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In this context a political perspective also emerged during the interviews that 

politicians would like to make their mark by investing in new projects rather than just 

upgrading existing infrastructure: 

Politically it’s much better to buy shiny new things than to spend money 
maintaining existing facilities. And as a result of that many pieces of 
infrastructure such as schools and hospitals, declined, their quality declined 
much more rapidly... because insufficient funds were put into them.  (PI2) 

 Such perceptions could lead one to assume that since there were demands for 

bridging backlogs as well as for funding new projects, UK government had to look for 

ways for funding those investments while at the same time conforming to certain 

ambitious spending and borrowing controls for government departments
180

 

(Broadbent and Laughlin, 1999; Hellowell, 2010). This might had led to policy 

implication that in order to deliver public services government had to look beyond 

conventional financing means: 

 I think that the background to this [PFI] is always been the government’s 
recognition that the demand for infrastructure is almost infinite, but 
government’s ability to fund it directly like capital budgets is limited.... The 
practical reason is that governments don’t want to increase their debt and 
looking for a way of spreading the cost of infrastructure over many years. 
(PI2) 

Another interviewee while expressing similar views said:  

... resources available from the tax payer are finite and they are stretched. So 

... if there is extra money to be levered in ... the best place to do it is through 
the private sector. And that I think is part of the reason why government went 
down, the UK government went down that [PFI] road ... (PO1) 

The interviewees recognised that PFI provided (additional) funding for departments’ 

capital projects which was considered important by the central government as it did 

not want to increase public sector debt beyond the thresholds set under fiscal rules 

(see Chapter 6, section 6.2).  The additionality was enabled through the accounting 

                                                
180

 During the regimes of successive governments in UK since 1992, there had been several macro-

economic initiatives for controlling UK public sector’s spending (and borrowing). For example, during 

the 1990s UK adopted the Maastricht Treaty which restricted government’s fiscal deficit at maximum 3 

percent of GDP. The Labour government introduced the Sustainable Investment Rule, which did not 

allow net public sector debt to rise more than 40 percent of GDP. The current Coalition government 

brought the Supplementary Target, which aimed at reducing UK’s net public sector debt as a 

percentage of GDP until 2015 (Broadbent and Laughlin, 1999; Hellowell, 2010; HC1146, 2011).   
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rules
181

 that were adopted by the UK government and which allowed departments to 

sign to PFI deals and, in majority of the cases, the liabilities pertaining to the signed 

PFI deals would not come on the balance sheets of the public sector:  

In a sense PFI was an additionality of funding because the accounting 
treatment of PFI debts allowed departments signing up for PFI deals to still 
use conventional capital budgets. So in that sense PFI did provide 
opportunities for departments to deliver more projects than what could be 
done through using conventional means only. (PA3) 

The interviewees perceived the off-balance sheet feature of PFI  as to have had a 

significant ‘political’ appeal for operationalising government’s fiscal objective. It was 

viewed that by allowing more projects to happen than what could be delivered 

through only conventional capital budgets, departments’ ministers could make their 

mark to the electorate: 

... using private finance meant that government departments would only pay 
for this over a long period and would not use up capital money. In addition, 
because most PFI projects were accounted for off-balance sheet, it meant that 
it did not count as a use of the capital budgets that the departments did have. 
So they were still free to use the capital budget funds for other projects. (PO4) 

In terms of the accounting appeal of PFI for the public sector, interviewees’ 

perceptions varied about whether the Conservative government at the time of 

launching PFI in the early 1990s had already thought about using it as means of off-

balance sheet financing of projects? Some of the respondents perceived that the off-

balance sheet effects of PFI was something that got recognised and capitalised by the 

Labour government for complying with the macro fiscal standards (Hellowell, 2010), 

whereas the original intentions of the Conservative government was to use PFI for 

tackling problems of time and cost overruns in conventional procurements: 

                                                
181

 As stated previously in Chapter 2 (see section 2.3.2) and Chapter 6 (section 6.2) until 2009 financial 

reporting of PFI liabilities (and assets) in the public sector’s balance sheets was governed by the UK 

GAAP (Generally Accepted Accounting Practice), which applied a balance of risk principle for 

reporting PFI commitments by the public sector. As under PFI majority of the project risk would be 

transferred to the private sector, therefore under the UK GAAP in majority of the cases procuring 

authorities were able to use PFI as an off balance sheet financing of projects. Thus in terms of financial 

outlook of government, PFI would allow government departments to undertake projects without being 

needed to report the corresponding liabilities. However in 2009 UK government adopted the 

International Financial Reporting Standards (IFRS) for the public sector’s financial reporting which 

shifted the focus from the balance of risk to a principle of balance of control for reporting PFI assets 

and liabilities on the public sector balance sheet. Thus several existing PFI projects which under UK 

GAAP remained off balance sheet, by switching to the IFRS had to be reported in the public sector’s 

financial statements. However, the IFRS has not been made applicable for government departments’ 

budgeting. 
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I think that [off-balance sheet financing] came along, well personally I think 
that came along second. I don’t think they had thought it through at the 
start....That I think may have been a by-product of trying to get projects 
delivered on time and within cost. (PO1)  

Contrary to this view another interviewee commented that from the very start of PFI 

government wanted to get major projects off the ground and at the same time off the 

government’s balance sheets: 

... there is no doubt in my mind that when the Conservative government first 
proposed this approach [...] the main rationale was to get these projects off-
balance sheets, so they didn’t count against the national debt. (PI2) 

It was generally recognised during the interviews that the operationalisation of the 

government’s fiscal objectives through PFI was a central part of its underlying 

rationale: 

…yes there was an ideology, a couple of ideologies I would say; one, was to 
bring private sector’s experience and efficiencies into public sector; two, was 
to deliver public services that couldn’t be delivered through a capital budget 
but through a revenue budget, i.e. deliver more services and therefore get 
more votes…. (PI1) 

However, there was a perception among the respondents about a downside 

implication of getting public services delivered through PFI that, by signing to 

repayment commitments for a 30 years contract creates liabilities for future 

generations of tax payers: 

I think the additional financing is very, very simple. You know obviously how 
PFI works. One option to deliver a school is you get capital and you pay that 
capital, say £10 million, and you pay that upfront. But the other option is you 
pay it out over 20-25 years.... Basically you can get more bang for your buck, 
but the cost of down side is your children have to pay for it. (PI1) 

 It follows from the above quotes that  PFI as initiated under the Conservative 

government, and the latter as maintained by successive governments, might have 

served as ‘accounting devices’ for government (Jupe, 2012, p. 128), primarily for 

meeting government’s desire to develop public infrastructure amidst tight fiscal 

targets. Nevertheless,  several accounting scholars note that the more prominent 

argument of the UK government in favour of PFI and in a rhetoric sense its central 

policy objective is VfM, particularly through risk transfer to the private sector 

(Broadbent and Laughlin 2005; Demirag and Khadaroo, 2008, 2011; Jupe, 2011). 
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Principally the UK government’s argument in support of VfM in PFI has been that by 

engaging the private sector as a partner in delivering public services, their good 

practices could be transferred to the public sector (see Chapter 6, section 6.2). The 

next sub-section attends to the interviewees’ perceptions about the UK government’s 

VfM rationale for PFI.  

 VfM rationale for PFI 

As noted above, the under-investment in the UK’s public infrastructure was 

recognised by the interviewees as a very important reason for implementing PFI. The 

perspectives obtained on this issue further highlighted that PFI was considered 

appropriate for bridging the backlogs as the public sector’s own capacity of managing 

procurement projects efficiently and effectively was doubted in the political circles, 

and so government wanted to engage the private sector for delivering services without 

selling off (privatising) the underlying assets: 

…there was a very, very strong sense in the Treasury of frustration at that 
time about public sector’s ability to manage projects.... So I think that was 
really at the heart of it [PFI], that sense of there is a backlog and we simply 
don’t trust public sector’s ability to tackle backlog effectively.  (PO3)     

The interviewees suggested that PFI was conceived by the UK government as having 

the (contractual) arrangements that could deal with issues of time and cost overruns 

experienced in conventional projects. The incentive for the private sector to make 

profits was perceived to offer control tools for the contracting public sector 

authorities, through which project risks could be transferred and managed: 

I suppose one of the key issues for bringing it [PFI] in was that major projects 
that were being procured through conventional means by government itself 
were coming in late and they were over-budget. Government I think looked at 
the private sector, so, well the private sector is driven by profit... and that 
means delivering projects on time and to cost.... The whole idea of 
transferring risk, if the risk is transferred from the public sector, private sector 
is much better placed to manage that risk and therefore deliver projects. 
(PO1) 

This point however differs from (Shaoul et al., 2007a, p. 170) who argue that within 

time and budget completion of projects were not the original VfM objectives in 

certain sectors, like roads. The interviewees recognised that since the unitary 

payments to the private sector consortium are made only when the contracted services 
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are delivered, this mechanism transfers the delivery risk to the private sector. The 

interviewees emphasised that because the output-based payment mechanisms put both 

the private sector’s profits and capital at risk, it acts as a key incentive for contractors 

to deliver the contractually specified services within time and to budget: 

… what PFI does is cause the private sector not only to have their profits at 
risk, but also their capital.  Let me give you an example of this. If a school is 
built on time … and if at some point the school ceases to be available because 
something has gone down or they brought the wrong IT system, or the wrong 
heating system … I stop paying you. Then in the extreme case if you are really 
under-performing, the way these contracts work is that I can terminate. And 
when I terminate I am not obliged to pay you any more on the residual value 
of your contract. There were examples, real examples, where we used PFI 
contracts to commission municipal waste-handling or waste-management. 
There were one or two examples where the contractor built the facilities and 
it never worked, it never got switched on and we never paid them a penny. 
(PI3) 

There was a general recognition among the interviewees that the unitary payments 

which are linked to delivery of outputs was an effective incentive for the private 

sector to be careful and interactive during the design and construction phases of 

projects:  

… if you are designing [a] hospital and you are not getting all your money 
back as a contractor for 25 years, you think about the design in a different 
way from how you would do it for a different situation, like a  two year 
warranty, where you wouldn’t care if all the roofs start to leak in year three. It 
is a completely different methodology. So you get buildings which are better 
designed for the long-term. (PI3) 

This was perceived to be closely related to the integrated nature of PFI contracts 

which allow bundling of different services into a single contract: 

Well the theory of why PFI would be VfM was that you are going to put 
together a group of companies, construction company, facilities management 
company, who would work together to design a project which would be more 
cost efficient than you simply have a construction firm builds in and then 
someone else comes in to run the services. Because if the service company 
was involved in helping to design the building then in theory that would be 
more efficient. (PO4) 

Another interviewee suggested that by putting private sector’s capital at risk, 

financiers to a PFI project particularly the banks, become more diligent about how the 

contractors operate, and this brings in VfM advantages: 
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 An important feature of PFI is that in a PFI arrangement private financiers 
provide due diligence that acts as a check on suppliers’ under-performance. 
Any under-performance is like a trigger between the SPV [Special Purpose 
Vehicle] and the supply chain because private financiers shall lose money if 
day to day operations go wrong. (PA3) 

 The above accounts given by the interviewees about the UK government’s rationales 

for pursuing PFI as a major infrastructure procurement programme suggest that the 

policy has been  pursued on account of a mix of fiscal and ideological (to improve 

public services by involving private sector) considerations (see Hellowell, 2010, p. 

307). The interviewees generally agreed that both fiscal motives and VfM 

expectations have been the key drivers for PFI: 

Over the years the expectations from PFI generally remained two-fold: Private 
finance was definitely important and still is for funding major projects. But, 
government also wanted to generate VfM from PFI deals. In terms of these 
objectives that the government sought from PFI I think it did both and I think 
it continues to do both. (PA1) 

However, there were certain pointers coming up in the interviews suggesting that 

while VfM was more supported at the macro-level (i.e. at the level of central 

government), at the micro-level (i.e. at the level of a procuring public sector 

authority), the off-balance sheet treatment of PFI provided temptation for departments 

to deliver investment plans through PFI: 

 ... in terms of the rationale the Treasury would say it [PFI] was only done for 
value for money. I think, however, it is certainly true that without PFI and 
ability to pay for these projects in the future rather than from capital 
investments, it meant it was very attractive and was used because it was an 
available source of finance. (PO4) 

To sum up, the perspectives about the government’s motivation for PFI presented 

above highlight that both fiscal and VfM rationales were the two primary reasons 

underlying the use of PFI by successive governments. The responses of the 

interviewees suggest that a major driver at the start for adopting PFI was the existing 

bulk of backlogs of maintenance and up-gradation of the existing infrastructure and 

that coupled with political whim to invest in new projects created serious demands for 

improved ways and additional sources of funds for delivering more and better 

infrastructure. The off-balance sheet accounting (and budgetary) treatment of PFI, as 

recognised by the interviewees, has been a fundamental incentive that made PFI 
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attractive to ministers and their departments. But it also emerged in the interviews that 

the downside implication of delivering public services through PFI is the creation of 

long-term commitments of repaying the unitary charges. However, it was perceived 

that at the macro-level VfM was more supported and was the dominant justification 

for using PFI.  

Governmentality literature suggests that the policy objectives of government are 

translated into implementable programmes through the use of certain governing 

technologies (Kurunmäki and Miller, 2006; Rose and Miller, 1992). It was found in 

Chapter 6 (see sections 6.3 and 6.4) that the (macro-level) technologies of government 

applied into the PFI market by UK governments were related to various ends 

including: government’s response to under-investment and fiscal pressures (which 

prioritised using off-balance sheet (private) financing of projects); encouraging 

private investors and driving the number of PFI deals through standardisation of PFI 

operations; and an emerging emphasis on safeguarding public sector’s VfM in PFI 

projects. The next section presents an analysis of the interviewees’ perceptions about 

the macro-level governing technologies underlying PFI.  

7.3 Perceptions about UK government’s intervention into PFI market 

This section analyses the macro-level regimes of practices (Dean, 1999; Frame and 

Bebbington, 2012) deployed by the UK government for influencing the development 

of PFI. As suggested above, this section focuses on interviewees’ perceptions about 

the UK government’s intervention into PFI market particularly through: the use of 

accounting technologies that encouraged departments to prefer PFI (see Chapter 6, 

section 6.2); policy shifts as there grew concerns over the years at the central 

government level for improving VfM in PFI contracts (see Chapter 6, section 6.3); 

and standardisation of PFI practices (see Chapter 6, section 6.4). 

 Accounting technologies 

It is argued that calculative techniques such as accounting can be used by government 

as means of exercising power for operationalising their policy objectives (Kurunmäki 

et al, 2011). During the interviews reference was made to fiscal pressures on the UK 

government departments and the causal use of PFI as means of off-balance sheet 

funding for projects. There was recognition among the interviewees that although 
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government’s narrative has been that PFI would be used only where it can prove 

VfM; departments at times would not really have a choice to go down an alternative 

(non PFI) route. In other words, unavailability of conventional funding for a project 

and the consequential decision whether to have a project through PFI or not having it 

at all, would be an overriding concern for departments and its ministers rather than 

VfM: 

Well I think that the official lines from government departments is always 
that they would choose the best VfM option. But … there seemed to be a very 
strong drive … to demonstrate that PFI was the best option. And I think that if 
you speak to most of the officials around at that time, they would say, well 
the non PFI option i.e. the government capital option was never really a 
possibility…. I think the reality is that most people felted that it [PFI] was the 
only game in town. (PO3) 

 

The interviewees indicated that under such (fiscal) pressures departments would be 

inclined to make up a PFI option look better against the Public Sector Comparator
182

: 

… they [PSC] weren’t being used as a measure for VfM, they were being used 
for getting  projects over the line if you know what I mean? … economic 
mumble jumble was the term that it was described as… (PO2)  

The interviewees recognised that the public sector’s desire to transfer risk and make 

PFI off their balance sheet could have led to inappropriate risk transfer in the projects 

that in effect caused PFI to be more expensive than its benefits were actually worth, 

thus causing negative implications on achieving VfM over the whole-life of projects: 

… everybody recognises that in the past projects went through substantial 
contortions in order to ensure that they were off-balance sheet, and that 
often led to government taking on inappropriate risks and paying through the 
nose for the private sector to take on other risks inappropriately.… [T]he 
shape of the contract was determined more by the need to get the correct 
accounting treatment, rather than by the need for the project itself. (PI2) 

In this context the adoption of the IFRS since 2009 was not perceived effective by the 

respondents in terms of mitigating departments’ inclination (bias) towards using PFI 

as off-balance sheet financing. The interviewees remarked that since the government 

departments’ budgets still do not have to comply with the IFRS
183

, as a result, under 
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 See Chapter 2 (section 2.3.2) for a detailed discussion on how the PSC (Public Sector Comparator) 

was used for VfM decision making and how that was related to the balance sheet treatment of PFI.   
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 See Chapter 6 (section 6.2) for a discussion on the accounting and budgetary rules for PFI. 
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the continuing budgetary rules departments are still not required to include the upfront 

PFI project cost in their capital budgets: 

… under the European rules for statistical treatment of government finances 
most PFI projects continue to be treated as off-balance sheet and not part of 
public debt…. So… that in turn means that they are not a use of government 
departments’ capital budgets. So the result of this is that there is still an 
attraction for departments in using PFI because it does not count as part of 
their use of capital budgets. (PO4) 

This is a key finding of this study (also see Chapter 6, section 6.2) that the fiscal 

objective in PFI might not have diminished over the past two decades, contrary to the 

claims of previous studies, e.g. Broadbent et al. (2004) who argue that, “[i]t is 

probably fair to say that for the period prior to the launch of PFI (pre 1992) the macro 

fiscal argument dominated. From 1992 to 1997 the justification was a mixture of 

macro fiscal elements with a growing emphasis on micro financial considerations. 

From 1997 to date, however, the micro VFM arguments have become more and more 

dominant …” (p. 9). Instead, the present finding supports Heald and Georgiou (2011) 

and Hellowell (2010) that since the capital cost of PFI projects are not reported 

upfront in the public sector’s capital budgets, government departments would be 

inclined to use PFI for meeting their investment needs, as commented by an 

interviewee: 

… that is not to say that in future a minister may not make same kind of 
calculations …which is that, you know, that I have this as private finance or I 
don’t have it at all and issue some directions to the Department of finance or 
issue directions to his or her civil servants, saying that […] in my view 
although the conventionally funded procurement offers better VfM, is not 
available to us, and the PFI route stands on its own merits to deliver VfM, 
although not as good VfM, […]  and therefore I wish to proceed with that…. 
And that is essentially a political decision there. (PI2) 

Against these perspectives about, arguably, some degree of institutional bias towards 

PFI on the part of the procuring authorities which could have led to inappropriate risk 

allocations in order to get a PFI option approved as an off-balance sheet investment,  

the interviewees from the HMT remarked that  government had no (biased) 

inclination towards PFI for fiscal reasons. Instead it was commented that the HMT 

would always uphold that PFI should only be used where it can prove to deliver VfM: 
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The Treasury did not ask departments to make up PFI options. On the other 
hand, it remained careful about how project proposals were being developed. 
Like there were a few projects which the respective ministers were very keen 
to have through the PFI route. But based on the evaluation of their business 
cases, Treasury did not approve those. (PA2) 

 On the basis of these insights one may argue that accounting and budgetary rules for 

PFI as deployed by successive UK governments constituted enabling mechanisms for 

the materialisaiton of fiscal objectives in PFI. However, as it has emerged in the 

preceding discussion that despite departments’ inclination towards using PFI as an 

additional source of funding for projects, the HMT would be more concerned with 

achieving VfM in the PFI contracts. As discussed in Chapter 6 (see section 6.3) over 

the years the UK government’s policy discourse on PFI developed an emphasis on 

achieving VfM in PFI projects. The next sub-section therefore analyses the 

perceptions of the interviewees on these policy shifts driven by the government’s 

desire to improve VfM (see Chapter 6, section 6.3).  

 Policy shifts for achieving VfM and standardising PFI operations 

While referring to government interventions into PFI market (see Chapter 6, sections 

6.2 and 6.3), an interviewee from the HMT rejected the idea that government intended 

to make PFI the only game in town (Wall and Connolly, 2009, p. 713). Instead, there 

was a sense of appreciation that since 1997 there had developed a shift in the policy 

focus towards achieving VfM in PFI projects: 

An example of changing narratives from fiscal justification to one on VfM is 
the Bates review in 1997 that abolished universal testing[184]…. I would not 
agree that government ever had any targets for getting a certain number of 
PFI projects delivered. PFI credits185 … was a bit of a legacy but I don’t think 
there was any target underpinning its use in terms of doing a certain volume 
of PFI deals. And it was eventually abolished for setting a level play. (PA3) 

 While one could expect that respondents from the HMT might be tempted to present 

a more favourable view of UK government’s approach to PFI, the views obtained 

were cross-checked by asking questions about the same issues from all the 
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 The Universal testing rule was implemented by the then Chancellor of HMT in 1994 under which 

any departmental investment proposal subject to an approval from HMT had to be evaluated for PFI 

option. The successive Labour government abolished this rule in 1997 (see Chapter 6, sections 6.2 and 

6.3). 
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 The Labour government launched PFI credits scheme under which central government provided 

ring-fenced funding for local authorities to undertake PFI projects. However the scheme was abolished 

in 2010 by the current coalition government (see Chapter 6, section 6.4).  
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respondents, including the independent policy overseers and individuals who had 

moved to different roles than related to PFI policy (see Chapter 5, Table 5B). This 

process provided a means for enhancing credibility of the responses (Lukka and 

Modell, 2010; also see Chapter 5, section 5.2). 

 Another respondent suggested that a growing emphasis under the Labour government 

on achieving VfM in PFI projects was a ratification of their political ideology known 

as the third way (Hodges, 2012), which espoused the rationale of using the private 

sector as a supplier of public services where it could deliver better than the public 

sector:  

…Tony Blair had a very powerful political philosophy, which he called the 
‘Third way’, …why can’t public and private sectors work together to the 
common good? Very powerful philosophy at the heart of New Labour’s sort of 
vision, and PFI absolutely fitted in that box. So the whole thing got an 
enormous boost of political energy that here is a way in which you could 
tangibly deliver what was meant by the third way. And of course at this point 
PFI started to be re-branded to become Public Private Partnerships…. it was 
the ‘partnership’ word that played the third way. Everybody sort of felt good 
about it and one shouldn’t underestimate how important that was in terms of 
driving forth the programme. (PI3) 

 On the basis of the above quote one may assume that Labour’s third way might have 

provided a significant impetus within the PFI market as can also be observed in 

Figure 2B (see Chapter 2) that the number and capital value of PFI projects grew 

significantly during the Labour’s regime).  

Another reason that was identified by the same interviewee about the UK 

government’s intervention into PFI market  particularly in the form of financial 

incentives (see Chapter 6, section 6.4), was PFI’s cost of capital. It was perceived that 

the cost of capital has a significant impact on VfM in PFI projects, and therefore 

government has been intervening through various financial schemes into the PFI 

market for reducing cost of private finance. Especially, in the back drop of the GFC
186

 

cost of private finance arose considerably high and achieving VfM became a serious 

challenge in PFI (HC 1146, 2011; HMT, 2012a; NAO, 2010a). It was suggested that 

government in order to access cheap private finance had to respond through certain 

financial interventions (e.g. co-lending for PFI projects, UK guarantees schemes and 
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establishing the Infrastructure Finance Unit (HMT, 2012a; NAO, 2010a)): 

 … how do you mobilise private finance… because the private sector was 
damaged after the credit crisis? Now you have to be pragmatic you know. We 
changed our minds and tried different ideas. There was some 
experimentation to try and improve and bring down the cost of capital. You 
know a lot of attention was focused on cost of capital. (PI3) 

It was also recognised that for driving the number of PFI contracts and for improving 

VfM for the public sector, successive governments have been setting up various PFI 

dedicated bodies of expertise
187

 whose general remit was to work actively with the 

project-level actors bringing financial, commercial, procurement and legal skills 

together in order to improve VfM prospects for the public sector: 

… the SIB [Strategic Investment Board188] was …  seen as to have a key role in 
driving and delivering this. You know, you asked about what were the big 
drivers of PFI? SIB was very much at the forefront of this. They were the link to 
the private sector if you like and the public sector […] as a delivery body, 
independent of departments.(PO2) 

Perspectives of the interviewees about subsequent changes (reforms) made to the 

structures of these bodies varied. The prominent view was that the structures were 

reformed for providing impetus to the number of PFI deals as well as for enhancing 

commercial capabilities of the procuring-authorities : 

… those changes reflected dual concerns, two concerns on the part of the 
Treasury.… They wanted more PFI deals to be witnessed. And the second 
concern is that there was a lack of commercial expertise in the public sector to 
transact the deals that needed to be done. (PO3) 

On the contrary, there was also a political view among some interviewees that 

government might undertake structural reforms just for making their mark by showing 

to be doing something, or as a response to policy criticism:  

From a personal perspective I think its political in a sense to be seen to be 
doing something.… to meet the sort of criticisms that were coming out being 
leveled at PFI and trying to make it a bit more palatable. (PO1)   

This view is more in line with (Lapsley, 2008) who argues that (New Public 

Management) reforms can often be driven by structural changes but the underlying 
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. See Chapter 2 (section 2.3) and Chapter 6 (section 6.4).  
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 SIB is a professional advisory company in Northern Ireland wholly owned by the Office of First 

Minister and Deputy First Minister, and is a sister-organisation to the former PUK in England. 

(Information about the SIB can be accessed at: http://www.sibni.org/).   
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intention for those changes may not be ascertainable. Thus one may argue that policy 

reforms could at times be pursued to serve political objectives of impression 

management (Mennicken, 2010; Merkl-Davies et al., 2011).  

In relation to the official set of guidance on PFI particularly the SoPC
189

, it was 

perceived by the interviewees that an evolution of the official guidance was driven by 

an objective to achieve standardisation of PFI operations across the public sector 

which could serve as a driver for PFI deals: 

Standardised contracts are the answer if you want to industrialise. If you 
want to really increase the volume you standardise the contractual form so 
that … you get an off the shelf contract ready and waiting to be deployed. So 
all of those changes are about increasing the volume of deals …. (PO3) 

When the interviewees were asked about the changes made to the official guidance 

for assessing VfM in PFI contracts (HMT, 2006b, 2007)
190

, their response suggested 

that those changes reflected a policy shift towards improving VfM. Particularly there 

was a consensus about limitations of the PSC (as pointed out above) and a sense of 

appreciation about the importance for the procuring authorities to consider qualitative 

aspects of VfM in PFIs, which could not be assessed through quantitative (PSC) 

mechanisms alone:  

Evolution of guidance was prompted by desire for more transparency and 
more evidence that PFI was delivering VfM, and to ensure that projects are 
not pushed as PFI. Specially the qualitative VfM assessment model made the 
public sector question rather than assume the fitness of an investment for PFI. 
(PA2) 

In summary, the perspectives obtained from the interviews about the UK 

government’s intervention into PFI market provide insights that the intervening 

mechanisms were diverse, including use of accounting technologies, financial 

incentives, formation (and reformation) of central bodies of expertise, and official sets 

of guidance. Overall the perspectives in this section suggest two key points: one, the 

accounting technologies employed for operationalising PFI have been driven largely  

by government’s fiscal concerns;  two, over the years the regulation of PFI operations 
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 Standardisation of PFI Contracts or SoPC, have been developed by HMT as the official (and 

mandatory) guidance for governing the formation and enforcement of the contractual terms for PFI 

projects. The first set of SoPCs were published in 1999, which were later superseded by upgraded 

versions in 2002, 2004/05, and a final version was published in 2007 (HMT, 2007). 
190

 See Chapter 6 (section 6.4). 
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through the technologies of official guidance, PFI-dedicated bodies of expertise, and 

financial interventions, have evolved under the prominent rhetoric to achieve VfM in 

PFI, and also to maintain an active market (for PFI) within UK, particularly through 

standardisation of practices and ensuring availability of cheaper (affordable) private 

finance.  

It is argued that achieving VfM and risk transfer in PFI would depend on how these 

concepts are understood and operationalised in the projects (Broadbent and Laughlin, 

1999, 2004b). While the above sections have addressed the conceptualisation and 

governance of these issues from a macro perspective, it remains important to 

understand the actual operationalisation of VfM in PFI contracts, particularly by 

questioning the procuring (public sector) authorities’ ability to manage the PFI 

contracts (Andon, 2012). The next section attends to this issue by particularly seeking 

the perceptions of the interviewees about the effectiveness and limits of performance-

based payment mechanisms in PFI contracts which emerged in Chapter 6 (see section 

6.2 and 6.5) as the fundamental control tool for achieving VfM in the operational PFI 

contracts.  

7.4 Perceptions about operationalising VfM in PFI projects 

As discussed previously (see section 7.2, and also Chapter 6, section 6.2) the UK 

government’s assumption about  achieving VfM particularly through risk transfer in 

PFI contracts mainly relies on the underlying payment mechanisms, which are tied to 

the consortium’s performance against the specified outputs. Jupe (2011) however 

argues that PFI contracts could not really transfer risk from the public sector as the 

government ultimately remains responsible for delivery of the core public services. 

When the interviewees were prompted with these criticisms they admitted the 

limitations of actual risk transfer in PFI projects and suggested that the incentives-

based control mechanisms could only tackle small issues of under-performance: 

… ultimately there are risks that the government cannot transfer. The core 
risk of delivering public services will remain with government. And if that core 
delivery is under threat the government is very likely to step in.… That’s not to 
say that risk transfer is illusory.… More […] routine risk, construction-
management, […] meeting standards of service … maintenance expenditure, 
all those sort of things where risk is transferred. Its only when those risks 
escalate into something which is fundamental to the core of a service, the 
risks revert to the government. (PO3) 
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Another interviewee put this limitation of risk transfer in PFI as a tension between 

business continuity and availability of an indemnity from the private sector:  

It is the argument of business continuity. The government still has to deliver 
services at the end of the day…. What you are not going to get from the 
private sector is an indemnity. Let’s be realistic, the private sector is not some 
enormous bucket of infinite money. They would only take risks that they can 
manage and their liabilities would be capped. You are not trying to setup a 
sort of penalty regime or an indemnity, you are simply trying to setup 
incentives. (PI3) 

These views can be taken as important pointers about the limits of the incentives 

regime in PFI contracts, particularly the performance-based payment mechanisms, 

and indicate a trade-off between their effectiveness as an incentive and a risk 

management tool. It was suggested that since the financial penalties that a public 

sector authority could levy onto a PFI contractor through payment mechanisms would 

be capped at a level to which the consortium is willing to take risk, this  in turn would 

have an implication of delimiting the incentivisation that the payment mechanism 

could offer to the private sector: 

I think the idea is good to incentivise delivery and to provide penalties if the 
delivery is not good. I am not sure it has worked as effectively as it perhaps 
could do. Sometimes the payment deductions which are made are not very 
large and may not therefore fully incentivise private sector’s delivery.… if 
something goes wrong the government has to come in and sort it out. That 
tends to happen when there is a major failure in the project. (PO4) 

 It follows from the above perception that the public sector would need to 

continuously perform vigilant contract monitoring over the whole-life of PFI project, 

so that smaller problems are identified in time before they escalate into serious issues 

(Edwards et al., 2004). While the financiers may also provide some sort of due 

diligence, however that would be of limited effect as risks are diffused across the 

network of sub-contractors in a PFI project (Demirag et al., 2012). Therefore the 

procuring public sector authority would have to keep a very close look on issues of 

under-performances through consistent and elaborate performance monitoring 

regimes (Edwards et al., 2004). Also, monitoring the financial health of the 

consortium is important for the public sector, as there can be issues of consortium 

companies running into financial difficulties either because of persistent penalties or 

mismanaged costs, as in the case of London Underground, where government had to 
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eventually intervene for rescuing the project (Jupe, 2011).  

Besides the formal controls such as the performance-based payment mechanisms, UK 

government guidance on PFI and academic evidences suggest that maintaining 

collaborative relationship that are based on trust, between the contracting public 

sector authority and the private sector company is necessary for achieving the 

projects’ objectives (Demirag and Burke, 2013; English and Baxter, 2010; NAO, 

2001). However, the interviewees recognised that contract management in PFI is 

difficult where public sector’s checks on the consortium’s performance could create 

tensions in relationships: 

 … in large contracts including PFI, contract management is more challenging 
and highly skilled people are needed, otherwise, tensions could arise between 
levying penalties and maintaining good relations with the private sector. 
(PA3) 

Whereas the payment mechanisms were perceived by the interviewees to be effective 

for delivering constructions in time and to budget (see section 7.2), however they 

were somewhat reluctant to confidently ascertain VfM on projects’ whole-life basis: 

… in terms of the actual experience… the delivery of building has been good. 
The operational period is difficult to say that it is necessarily better than other 
arrangements. (PO4) 

Another interviewee suggested that VfM is a relative term (HMT, 2008), and for 

measuring it over the operational stages of PFI contracts requires that the services 

delivered through a PFI could be compared to an identical conventional project: 

It is difficult to assert VfM for the whole-life because there is no control test 
for the operational stages. There are no two identical projects, one gone as 
PFI and other through conventional route, that could be benchmarked against 
one another. (PA3) 

 These perceptions about the difficulty to actually measure VfM in operational PFI 

contracts suggest that despite UK government’s claims, in reality, VfM in PFI 

contracts cannot be ascertained particularly because there are no systematic 

mechanisms for evaluating (benchmarking) operational PFI contracts (with 

comparator projects). 

Among the interviewees the policy overseers were even more skeptical about the 

whole-life VfM advantages from PFI through better risk management and private 
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sector’s efficiency, specifically in the back drop of the recent GFC: 

In 2008 … financing cost in PFI increased. We thought it unlikely that […] there 
would be any efficiency gains which could wipe out that difference. So we 
became systemically skeptical from 2008 onwards, and we thought that if 
there be any real reason for signing a PFI deal in 2008 under those financing 
terms, was the macro-economic reason of just wanting to get some deals 
signed to boost the economy in a very uncertain time. There was no good 
reason to do it in any other sense. (PO3) 

Overall, the above perceptions of the interviewees about operationalising VfM in PFI 

projects direct us to several important points: one, the performance-based payment 

mechanisms could be effective for  delivering new constructions on time and to 

budget . However, for the operational stages of PFI contracts it was recognised that 

performance-related payment mechanisms are only effective for small (day to day 

operational) issues of under-performance and there could be trade-offs between 

capping penalties for risk management and the incentivisation offered through the 

payment mechanisms. This supports governmentality literature, albeit with 

limitations, that management control systems (such as performance-based payment 

mechanisms) could be deployed as mediating instruments (Kurunmäki and Miller, 

2011) for operationalising government’s policy objectives in PFI; two, it was 

perceived that contract management in PFI is complex and could create tensions 

between the contracting parties. This provided some directions about the importance 

for the public sector to develop collaboration and trust with the private sector 

consortium. Thus from a governmentality perspective, one could assume that trust and 

collaboration can be seen as facilitators (Spence and Rinaldi, 2014) for 

operationalising policy objectives in PFI; three, there were no strong assertions about 

VfM over the whole-life of PFI projects as the interviewees admitted that there is a 

lack of comparative data against which the operational stages can be benchmarked; 

and also the (VfM) advantages from PFI through risk transfer and private sector’s 

efficiency, as proclaimed by UK government, become even more questionable in the 

back drop of the rising cost of private finance caused by the GFC.    

It is worth considering that on the one hand whereas UK government departments 

could still be tempted to use PFI instead of conventional procurements because of the 

budgetary incentives that PFI offers. On the other hand, there are governing 

technologies deployed by the central government for regulating PFI operations which 



170 
 

seek to focus more on achieving VfM in the projects. Thus one could reasonably 

question the future of PFI within UK, as whether the UK government would 

encourage departments to pursue new projects through PFI (PF2) route for meeting 

fiscal objectives (Heald and Georgiou, 2011), given the affordability gaps caused by 

the current recession (Shaoul et al., 2011) and the higher cost of private finance that 

could further make it challenging for the new projects to deliver VfM (HC 1146, 

2011; HMT, 2012a; NAO, 2010a)? Within this context the next section presents the 

perceptions of the interviewees about future of PFI within UK
191

. Attending to such 

perceptions is important as under the National Infrastructure Plan (2011) the current 

government announced that it would finance two-third of the planned £250 billion 

investment until 2015 with private capital (HMT, 2011a).  

7.5 Perceptions about future of PFI in UK 

When interviewees were asked if PF2 could deliver better VfM than PFI they 

generally welcomed the proposed new model. An appreciation for PF2 was based on 

the interviewees’ presumptions that the reformed model would overcome some of the 

deficiencies in the existing PFI model (i.e. inappropriate allocation of risk and higher 

cost of capital): 

… PF2 has grown out of a very strong political critique of PFI …. I think PF2 is 
seen as being a sensible set of reforms.… It has got a lot of good features to it. 
[…] we like the emphasis on transparency, we like the approach to equity, we 
think some of the risk returned to the public sector actually is sensible 
because the private sector would be pricing that risk transfer too highly and 
they would ask too high returns to take that risk.  So I think one could see 
sensible transactions emerging from PF2. (PO3)192 

However, there was also a sense of skepticism among the interviewees that PF2 might 

appeal to politicians as PFI did, because these models do not consume upfront capital 

budgets (see section 7.3), and therefore politicians may get inclined to exploit that 

feature for pipeline projects (Heald and Georgiou, 2011; Hellowell, 2010). But the 

costs of repaying the long-term contracts would fall on later generations: 

                                                
191

 Section 7.5 pertains more to PF2, which is the reformed version of PFI (see Chapter 2 section 2.2.2 

and Chapter 6, section 6.3). 
192

 An example for understanding how PF2 offers better risk allocation than PFI is ‘legislative risk’ 

which was shared with the private sector under PFI and that would lead to the public sector paying high 

risk premiums whereas as the actual risk would rarely materialise. However, under the PF2 the public 

sector would retain legislative risk. Legislative risk is the risk of extra capital expenditure occurring 

during a project’s life because of a change in law (HMT, 2012a). 
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So what you do when you are badly indebted and you have to build 
infrastructure? You try to put that on into the future, don’t you? Politics, 
nothing else politics. … So they [politicians] think in the short-term, if you look 
at debt it’s a long-term debt, PFI is a long-term debt. (PI1) 

Similarly, another interviewee perceived PF2 as a re-branding for PFI for responding 

to criticisms and making it palatable for being used for priority pipeline projects: 

Politicians make promises and … there is no money.… I see PF2 as a re-

branding exercise for continuing to receive private funding for priority 

projects. However, more rigorous VfM assessment would be there. (PA2) 

Another interviewee while expressing similar views suggested that there could be 

objective of impression-management (Mennicken, 2010; Merkl-Davies et al., 2011) 

behind reforming PFI: 

Well I think a very good reason for this is that they promised, politically they 
promised to reform PFI. So there was a political commitment to do so …. 
Secondly, of course there was a… pipeline of commissioning of PFI deals or 
potential commissioning of PFI deals particularly in the schools sector and… 
its sufficiently worthwhile to make the difference. (PO3) 

Among the interviewees there also prevailed a sense of uncertainty about 

departments’ actually signing-up to new deals under PF2. It was perceived that given 

the funding cuts for the public sector and unavailability of competitively priced 

private finance, affordability of the schemes for the public sector could be a major 

impediment for new deals being taken up:  

… the banks really do not have an appetite much for it at the minute. So 
therefore your options open to sources of finance are limited. You know the 
[…] constraints in public sector expenditure means that, for example, like the 
Peterborough hospital193 where commitments made to enter a PFI project 
earlier on  have turned out not to be affordable and nearly collapsed the 
trust. So there is a bit of … uncertainty out there. And it is difficult to see how 
people and departments will sign up to it. (PO2)    

 Similarly, another interviewee commented: 

… obviously there are factors of affordability that needs to be taken into 
account because obviously these things all have to be paid for. At the moment 

                                                
193

 Information (press releases) about the Peterborough Hospital PFI scheme can be accessed at: 

http://www.bbc.co.uk/news/uk-england-cambridgeshire-22811007; 

http://www.peterboroughtoday.co.uk/news/health/health-news/major-part-of-hospital-pfi-fund-sold-1-

4996891 

http://www.bbc.co.uk/news/uk-england-cambridgeshire-22811007
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… given the pressures on revenue budget we may find that nothing is 
affordable. In fact we probably will, for a number of projects that we are 
considering simply cannot be afforded if whether they are funded 
conventionally or using private-finance. Thats simply because neither the 
capital nor the revenue budget can afford them. (PI2) 

These perceptions suggest that UK government may have to expand their financial 

incentives such as UK guarantees, co-lending and engaging pension-funds for 

stimulating an appetite of the private sector for new PF2 deals, as well as, extending 

schemes like capital-contributions, for improving departments’ affordability (HMT, 

2012a). However, such financial incentives would likely cause a significant change in 

government’s attitude towards risk transfer and hence VfM assumptions (Burke and 

Demirag, 2013).  

7.6 Conclusion 

This chapter has reported the analysis performed for the SRQ 2 which, together with 

the SRQ 1 (see Chapter 6), addresses the research objectives ‘i’ and ‘ii’ (see Chapter 

1, section 1.3). The SRQ 2 was pursued to complement (and triangulate) the findings 

obtained in the SRQ 1 (see Chapter 1, section 1.3 and Chapter 6). This empirical 

objective in the SRQ 2 has been achieved through conducting semi-structured 

interviews with UK based three senior PFI policy advisors, three senior 

representatives of PFI bodies of expertise, and four senior PFI overseeing officials. 

The interviews aimed at obtaining in depth information from the respondents about 

the nature, evolution and operationalisation of PFI from a UK perspective (see 

Chapter 1, section 1.3). The focus on senior PFI policy-related officials from the three 

roles has generated a rich and relevant set of data on the themes sought in the SRQ 2.   

There are a number of key points that are apparent from the analysis reported in this 

chapter. First, the UK government’s motivation for using PFI was based on several 

drivers. From an ideological perspective there has remained within the UK 

government a sense of belief that the private sector is a reservoir of good practices 

(Broadbent and Laughlin, 2005; Jupe, 2011) and therefore their involvement in the 

delivery of public services was expected to bring VfM. While this political ideology 

had an influence on the privatisation of the 1980s and its successor PFI, it was 

paralleled by another strong (government’s) ideology or desire, that government’s 

role in providing public services should only be to the extent of purchasing them from 
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the private sector. PFI matched these mentalities of the UK government by engaging 

the private sector to deliver infrastructure that had gone considerably degraded under 

the public sector’s inefficient project management practices. At the same time from a 

fiscal perspective the interview data suggest that PFI brought a strong appeal for the 

public sector by providing access to private finance for investments which otherwise 

could not be delivered within public spending limits. Overall, in terms of the UK 

government’s rationale for pursuing PFI, it follows from the interviews that although 

engaging the private sector for achieving VfM in government procurements was a 

dominant claim of the UK government for pursuing PFI, the fiscal appeal of PFI 

might have caused institutional bias towards its use by government departments and 

their ministers while compromising long-term VfM and disguising liabilities related 

to the future repayments. The quotes indicate  that since the budgetary rules for PFI 

does not require the government departments to include the upfront capital cost of PFI 

contracts in their capital (or revenue) budgets, thus there continues to exist an 

attraction for PFI (PF2) as it can provide means of additional investment opportunities 

for the government departments in the short-run. Nevertheless, under the current 

economic situation of spending cuts for the UK’s public sector, affordability of the 

existing and new PFI (PF2) schemes might be a big challenge for government. 

Conception of VfM in PFI as depicted in the interviews indicates that whole-life 

costing and integration of services still largely remain the assumed benefits as there is 

no data in terms of existing operational comparators with which the operational PFI 

projects can be benchmarked. Thus one could argue that even after two decades of 

PFI’s use in the UK empirically there remains lack of evidence for ascertaining that 

PFI contracts are better VfM than the conventional models of procurement.  

Another key finding in this chapter is that the performance-based payment 

mechanisms in the operational PFI contracts can only tackle minor issues of under-

performance. This implies that government is unable to transfer the ultimate risk of 

services availability to the private sector in PFI contracts (Jupe, 2011). Interviewees’ 

responses suggest that PFI contractors have limited risk carrying capacity and as such 

they could not provide indemnities to the public sector in case they fail to deliver. The 

limited risk carrying capacity of the PFI contractors provides reasons for the dominant 

private sector parties to diffuse risks beyond the immediate network of contractors 

(Demirag et al., 2012). This point also refutes government’s claim that private 
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financiers would provide due diligence leading to improved VfM, as the risk averse 

financiers would be primarily performing due diligence for protecting their 

investment (Demirag et al., 2012).  

With respect to the technologies of government that the UK government used for 

operationalising PFI, this chapter brings insights that the fiscal objectives in PFI have 

been primarily operationalised through accounting technologies. The interview data 

also suggests that whereas the governing technologies encompassing identities (Dean, 

1999) in the form of PFI dedicated bodies of expertise, and technologies of self 

(Robert, 2009) in the form of official guidance, were professed to facilitate the public 

sector to sign to good VfM (PFI) contracts, at the same time these interventions had 

another political objective of standardising the PFI operations in order to provide an 

impetus for the market participants to do more deals. Within the context of the GFC, 

the respondents have suggested that UK government’s intervention into the PFI 

market significantly comprised of financial incentives for the public and private sector 

participants, in order to sustain the PFI market as well as for developing cheaper 

sources for raising private finance.   

Chapter 6 and Chapter 7 have presented the empirical analysis undertaken for the 

SRQ 1 and SRQ 2 and therefore have attended to the research objectives ‘i’ and ‘ii’ 

(see Chapter 1, section 1.3). The third and final empirical component of this thesis is 

the analysis performed for the SRQ 3 for addressing the research objective ‘iii’ (see 

Chapter 1, section 1.3). The analysis undertaken for the SRQ 3 is reported in the next 

chapter (see Chapter 8). 
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Chapter 8 

Operationalising the UK Government’s Policy Objectives in Roads 

Private Finance Initiative Contracts 

 

“... where the individuals are driven by others is tied to the way they conduct 

themselves, is what we can call, I think, government. Governing people... is 

not a way to force people to do what the governor wants; it is always a 

versatile equilibrium, with complementarity and conflicts between techniques 

which assure coercion and processes through which the self is constructed or 

modified by himself” (Foucault, quoted in Lemke, 2001, p. 204). 

 

8.1 Introduction 

This chapter reports the empirical analysis performed for the SRQ 3
194

 which 

addresses the (final) research objective ‘iii’ in this thesis (see Chapter 1, section 1.3). 

The SRQ 3 expands the governmentality framework applied for the SRQ 1 (see 

Chapter 6) and SRQ 2 (see Chapter 7) to the micro-level, by analysing how the UK 

central government’s policy objectives in PFI are actually operationalised within the 

transport sector of roads (see Chapter 1, section 1.3; Chapter 4, Figure 4C). The 

empirical objectives in the SRQ 3 have been achieved through adopting a case study 

approach which was applied for analysing a single road PFI contract (hereafter the 

RCSP
195
) that is in operations under the UK’s Highways Agency (HA), in order to 

understand how the macro-level (i.e. UK central government) policy agendas in PFI 

are enacted in the RCSP particularly through the use of the contractual management 

control systems (MCS) and inter-party trust (see Chapter 1, section 1.3; Chapter 4, 

section 4.5; and Chapter 5, section 5.5). As discussed in Chapter 5 (see section 5.5) 

the empirical data for the SRQ 3 was drawn from documents particularly project-

specific documents for the RCSP including the Business Case and the (PFI) contract, 

and semi-structured interviews with senior project representatives from the HA and 

the SPV
196

. The interviewees included the CEO
197

 of the SPV (hereafter SPV-CEO) 

                                                
194

 The SRQ (sub-research question) 3 is: Why was PFI adopted by the UK’s Highways Agency and 

what role does project-level management control systems (MCS) and trust play in the 

operationalisation of government’s PFI policy objectives? (See Chapter 1, section 1.3). 
195

 For confidentiality the real name of the road case study PFI project is not stated in any of the 

chapters in this thesis.  
196

 The abbreviation used in this chapter for representing the private sector consortium company 

(special purpose vehicle) to which the RCSP (PFI) contract has been awarded.  
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and his finance director (hereafter SPV-FD), the RCSP’s contract manager at the HA 

(hereafter HA-CM) and his colleagues who were responsible for calculating the 

unitary payments for the SPV (hereafter HA-PMO)
198

. The empirical data was 

analysed through thematic codes based on the themes sought in the SRQ 3 (see 

Chapter 5, section 5.5 and Appendix C) with the overall analysis and interpretation of 

the findings being guided by the adopted governmentality framework (see Chapter 4, 

Figure 4C).            

Before presenting the empirical analysis undertaken for the SRQ 3, section 8.2 

provides a background to the RCSP for the readers in order for them to have 

knowledge about the case study before reading the discussion about the analysis in the 

subsequent sections. Sections 8.3 to section 8.5 report the empirical analysis in the 

order of the three major researched themes in the SRQ 3 (see Appendix C, section 5) 

(i.e. section 8.3 discusses how the macro-level fiscal and VfM objectives in PFI were 

translated into the localised decision making for the RCSP; section 8.4 provides an 

analysis of the role of (contractual) MCS particularly the performance-based payment 

mechanisms in achieving the UK government’s objectives in the RCSP during the 

operational stages of the contract; and section 8.5 analyses the role of trust between 

the HA and the SPV in achieving the project objectives in the RCSP during the 

operational stages). This is followed by section 8.6 which concludes this chapter. This 

chapter now turns to present a background to the RCSP.      

8.2 The road case study PFI project (RCSP) 

The RCSP was signed during late 2000s and is relatively a more recently signed PFI 

contract compared to other existing road PFI projects within the UK, which on 

occasions have been examined in the literature from certain accounting perspectives 

(e.g. Edwards et al., 2004; Shaoul et al., 2006, 2007a, 2008b, 2010). Also, the RCSP 

is distinctive from other road PFIs within the HA because firstly, its payment 

mechanism is more complex (see Chapter 1, section 1.3) and secondly, none of its 

contractual schedules
199

 is common with other PFIs within the HA
200

. When this 

                                                                                                                                       
197

 Chief Executive Officer. 
198

 See Chapter 5 (section 5.5) for more details about the research methods for the SRQ 3.  
199

 Contract schedules are like appendices for certain sections / parts of a contract, providing greater 

details and clarifications of the provisions. For example, the contract management part of RCSP 

contract has got its separate schedule that provides details about the project objectives, KPIs, 

performance management framework, etc.   
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research was being conducted the RCSP had already entered its operational phase. 

The contract was awarded for 30 years by the Secretary of State for Transport but the 

HA has executive responsibility for managing the PFI contract.  

As a brief history of why the HA decided to award a PFI contract for the RCSP, the 

key issues were that the RCSP has been facing high levels of congestion which 

created potential risks of serious accidents and problems of unreliable journey times 

for the travelling public. As of March 2010, 18 percent of total vehicle delay in 

England was experienced on the RCSP. Prior to the award of the PFI contract in the 

1990s the government widened the underlying motorway that comprises the RCSP 

between certain junctions, but high levels of congestion persisted. In 2000 the 

government commissioned a consortium of consultants to examine the existing and 

future problems and produce a long-term sustainable strategy for the RCSP. Among 

the key government objectives for the RCSP included developing a strategy that made 

the best use of the existing network to reduce congestion, improve journey time 

reliability and also improve safety in terms of reducing number of serious accidents.  

The consultants reported their preferred strategy to the government in 2002 which was 

to widen most of the three-lane sections on the motorway to four lanes. In 2003 the 

government approved the proposal to widen the RCSP motorway in phases and in 

2004 the widening schemes entered the HA’s strategic plans for improving the road 

network. The consultants in their report also recommended an alternative for 

widening, to use hard shoulders on the motorway during peak hours. However, the 

government preferred the widening option for two reasons: one, the HA deemed that 

slower speeds on hard shoulders
201

 would not be a long-term solution to congestions 

on the RCSP motorway;  two, by undertaking the option to use hard shoulders during 

peak hours instead of widening, the HA would have to let go the provisioning of 

improvements to the RCSP motorway in terms of constructing vertical concrete 

barriers, improved drainage, new lighting and low noise surface, which could be 

assigned under a contract for widening the motorway. The HA therefore approved the 

widening schemes for five different sections of the RCSP motorway. After 

                                                                                                                                       
200

 See Chapter 1 (section 1.3) for justification for choosing the RCSP as the case study for this thesis. 
201

 Unlike the main motorway lanes which allow 70mph, vehicles can only travel at 50 to 60 mph on 

hard shoulders. 
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undertaking cost - benefit and VfM assessments, which shall be discussed in the next 

section, two of the sections got prioritised for widening under a single PFI contract
202

.               

The RCSP (PFI) contract has assigned the SPV the responsibilities for widening 

(construction) of two sections of the underlying motorway (around 40 miles) as well 

as operations and maintenance (O&M) over the 30 years life of the contract of the 

entire project road (about 242 miles, which includes certain bridges and tunnels). Both 

the construction and O&M works have been sub-contracted by the SPV to 

Construction and Operations and Maintenance joint ventures (JVs) respectively, as 

shown in Figure 8A. The O&M services did not have to wait for completion of the 

initial widening works on the two sections but commenced soon after the award of the 

contract on parts of the project road that were not going to be widened initially.  

                                                
202

 Two other sections got considered for later widening and were assessed suitable for using hard 

shoulder at an initial stage. The shortest section of the five was combined with an existing 

improvement scheme on another road under the HA. 
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As shown in Figure 8A the SPV has four equity investors, companies A, B, C and D, 

with A and B the major investors. Of these, companies A and B are also investors in 

the Construction JV, and companies A, C and D are investors in the O&M JV
203

. The 

debt financiers for the SPV comprise of EIB (European Investment Bank) and a 

syndicate of commercial banks with no lead financier. The project’s debt to equity 

                                                
203

 See Chapter 2 (Figure 2E) for a generic illustration of the contractual arrangements and the 

organisational structure in a typical (road) PFI contract within the UK. 
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ratio is 85:15. With this background about the RCSP this chapter now turns to present 

the empirical analysis undertaken for the SRQ 3 by first providing a discussion about 

why did the HA adopt PFI and particularly why the RCSP project went down the PFI 

route? 

8.3 Government’s policy objectives in the RCSP 

It has been argued previously that the motivation of successive UK governments for 

using PFI as a major means for procuring public sector infrastructure was driven by 

fiscal and VfM rationales (see Chapters 6 and 7). However, arguably the VfM 

rationale was outweighed by the fiscal and budgetary appeal of PFI, as PFI allowed 

additional (private) funding for projects over and above the public sector’s capital 

budgets. How the macro fiscal and VfM rationales influenced the HA’s decision 

making for awarding a PFI contract for the widening of the RCSP motorway, it is 

these issues that are explored in this section.      

 Pursuing UK government’s fiscal objectives through the PFI contract for 

the RCSP 

When the HA took responsibility for implementing PFI in 1994 (see Chapter 2, 

section 2.2.2) it proposed several objectives from the policy which like the macro 

policy discourse proposed VfM through risk transfer and innovation, and also 

achievement of ‘softer objectives’ like commuters’ safety and environmental 

sustainability (Edwards et al., 2004). Moreover, road PFIs were also pursued by the 

then Conservative government for encouraging the development of a private sector 

roads operating industry within UK: 

I think there was a great desire at that point to develop the private sector in 
road operations industry. So I think at that point it was this wider policy issue 
as well as the financing issues…. (HA-CM) 

Thus one could argue that the then Conservative government wanted to use PFI as a 

steering mechanism (Broadbent and Laughlin, 1999) to pursue their objective of 

developing a national road operating private sector industry. For this reason the HA’s 

first tranches of PFI contracts offered unitary payments to the DBFO Cos
204

 that were 

primarily based on usage of the project roads paid by the HA on behalf of the users, a 

                                                
204

 Abbreviation for the private sector consortium company in a PFI contract (see Chapter 2, Figure 2E 

and List of the frequently used abbreviations, p. ix). 
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phenomenon called a ‘shadow toll’
205

. It is argued that shadow toll payment 

mechanism was designed by UK government’s advisors the PriceWaterhouse to allay 

the private sector’s fears that direct tolling might raise political opposition against 

road PFIs (Edwards et al., 2004, p. 74)
206

. However, the NAO has criticised the initial 

road PFI contracts that were based on shadow toll, as it was concerned that shadow 

tolls created additional risk for the DBFO Cos because the contractors could not 

influence the usage of the project roads, and as such the payment mechanism would 

escalate the cost of the contracts, therefore compromising VfM (NAO, 1998). The 

interviewee at the HA expressed similar views regarding the use of shadow toll as 

payment mechanism for road PFI contracts:   

So when you are thinking about to set up an industry to manage the highways 
network independent of government, then shadow tolls probably seemed like 
a good idea. But… by actually doing this you are not transferring risk but…. 
you are creating a financial risk for the PFI provider and you will pay for that 
financial risk. (HA-CM) 

Several studies within accounting literature have highlighted the cost implications for 

the HA from using shadow tolls. It has been noted that for the HA the annual cost of 

paying shadow tolls for the first eight road PFI contracts (see Chapter 2, Table 2C) 

range from £210-220 million, which means that over the 30-year life of these 

contracts the HA will spend about £6 billion in shadow toll (Acerete et al., 2010, p. 

54; Shaoul et al., 2010, p. 239). It is also found that the rate of return on shareholders’ 

funds for the first eight shadow toll-based PFI contracts under the HA have been high 

and higher than elsewhere in the industry (Acerete et al., 2010; Edwards et al., 2004). 

In this context Acerete et al. (2010) find that the returns on shareholders’ funds 

ranged from 11 to 29 percent in the years 2000 to 2003, and were higher than the 

‘normal’ rate for PFI projects (8 to15 percent) as suggested by government, indicating 

a high risk premium paid to the private sector (pp. 57-58). It  is argued that on the 

basis of these considerations of higher cost for the HA by transferring demand risk to 

the DBFO Cos , there was a shift in the payment mechanism from shadow toll to 
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 Shadow toll payments were made per vehicle using a kilometer of a project road, in accordance with 

the tolling structure and increased over time in accordance with an indexation formula. Different 

payments were due for traffic within different traffic-bands and dependant on the length of the vehicle 

(HA, 2013). Also see Chapter 2 (section 2.2.2).  
206

 See Chapter 4 (section 4.3) for a discussion on the role of the private sector in shaping UK 

government’s policy on PFI. 
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availability and performance-based criteria for the HA’s later PFI contracts (Shaoul et 

al., 2007a).  

This leads one to assume that the initial experience with using shadow tolls had led to 

a shift in the UK government’s objectives for using PFI in the roads sector. Around 

early 2000s the DfT (the UK’s Department for Transport) began to relate issues of 

under-investment, the ideals of modernisation (Jupe, 2011) and expansion of the 

existing roads network, as the primary objectives sought through capital investment in 

roads, with PFI as a major contributor to the investment programme (DfT, 2004). In 

response to those needs for investment in roads, government through the Transport 

Ten year plan (DfT, 2000a) allocated £21 billion to the strategic highways network, 

out of which 25 percent was going to be PFI:  

… it was a comprehensive spending review in early 2000s… which identified 
package of capital works on the strategic road network. That comprehensive 
spending review did indicate that 25 percent of that works was to be funded 
through private finance…. So there was a kind of overarching strategy to drive 
an element of private sector investment in that programme and [RCSP] was 
part of that. (HA-CM) 

As suggested in the preceding quote, procuring the RCSP was part of the Transport 

Ten year plan and its commissioning was primarily driven by issues of higher demand 

for the underlying motorway. Being a very busy motorway severe congestions and 

causal accidents were problematised as the main reasons that had led the HA for 

considering awarding a 30 year PFI contract: 

The [RCSP] is one of the busiest motorways in Europe with some sections carrying 
up to 200,000 vehicles per day.... the level of congestion leads to queuing which 
increases the risk of accidents. (RCSP, Business case)

207
 

Under the UK government’s budgetary rules for government departments signing to a 

PFI project does not consume upfront the procuring authority’s capital budget, but 

instead, allows the capital cost to be spread over the project’s life (see Chapter 6, 

section 6.2; Chapter 7, section 7.2 and 7.3). This budgetary incentive of PFI was 

acknowledged by the interviewees at the HA: 

                                                
207

 The significance of these two objectives for the HA in general and the RCSP in particular can also 

be gauged from the fact that both the objectives were among others, part of  the DfT’s Public Service 

Agreements or PSAs (DfT, 2000a, annexure 2). PSAs were introduced in 1998 under Labour 

government and used as “explicit agreements, targets, and indicators” established between the HMT 

and individual government departments with the allocation of public expenditure linked to these targets 

for delivering (the agreed) services (Micheli and Neely, 2010). 
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... it [PFI]… does clearly have some budgetary benefit in terms of spreading 
the cost of finance. (HA-CM)  

This implies that, since PFI allowed the DfT to defer paying the capital cost of the 

projects, in this sense procuring the RCSP through PFI route might have been 

(financially) advantageous. Given that the RCSP is one of the largest project under the 

HA in terms of its capital cost (see Chapter 1, section 1.3), paying for it upfront from 

the DfT’s capital budget could put a significant reduction in the capital sums available 

for other pipeline projects
208

. The budgetary appeal of PFI was also recognised by the 

SPV: 

... it [PFI] was more of an outsourcing agenda, which had the added benefit of 

taking capital expenditure off the balance sheet. I think both were quite 

strong motivations for the government to do it.… certainly I think the 

motivators are… outsourcing and off-balance sheet financing. (SPV-FD) 

At the same time the HA’s persistence in using PFI could also have served 

government’s objective of impression management (Mennicken 2010; Merkl-Davies 

et al., 2011), as awarding PFI contracts could signal to the market about the model’s 

success. This is recognisable in the RCSP where market’s reaction to an award or 

abandoning of a PFI contract was a major concern for government: 

[RCSP] is seen by the financial market as a key test of the Government’s ability to 

deliver large scale PFI projects.... There would be wider impacts of abandoning the 
procurement of the [RCSP].... cancellation of such a major government project would: 
... adversely affect the reputation of Government to procure major PFI contracts; 
...[r]educe the interest of leading private sector companies in DfT contracts.... (RCSP, 
Business case)  

It follows from the above that for UK roads PFI has been used as a steering 

mechanism for encouraging private financiers, construction and operation companies 

to engage with government for delivering capital projects. This was initially attempted 

through shadow tolls. Lately, what could have encouraged private financiers to invest 

in road PFIs were government’s allocations for planned projects, the involvement of 

transnational institutional investors like EIB in some of the larger HA’s projects 

(HMT, 2012a), and the setting up of the Infrastructure Finance Unit (NAO, 2010a). 

                                                
208

 This point is plausible given that the DfT’s annual Capital expenditure limit over the last five years 

have, on average, remained £7.5 billion (Crawford et al., 2009; 

 https://www.gov.uk/government/publications/spending-review (accessed in October 2014)),. 

https://www.gov.uk/government/publications/spending-review
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Moreover hybridisation of expertise
209

 (Miller et al., 2008), could be another factor 

that might have maintained private sector’s interest in road PFIs, as leading 

contractors would have developed their expertise in delivering services for the public 

sector (i.e. the HA):  

Our overarching strategic view is that the government must continue to 
engage with the private sector to get the best out of the private sector. (SPV-
CEO) 

The above discussion about the fiscal objectives for pursuing PFI by the HA may be 

interpreted in the following two points: First, the use of private finance within the 

UK’s transport sector of roads might go a long way particularly for tackling 

congestions (DfT, 2000a, 2004; HMT, 2011a). This indicates the fiscal and budgetary 

appeals of PFI (i.e. providing additional funding for projects without inflating 

government’s debt). Government’s interventions into the PFI market through financial 

incentives, such as offering co-lending, government guarantees, and engaging 

transnational institutional investors like the EIB (HMT, 2012a) indicate a persistence 

of an inclination of successive governments for using PFI for meeting fiscal 

objectives (also see Chapter 6, sections 6.3, 6.4; Chapter 7, section 7.3); Secondly, 

from a perspective of the private sector contractors in road PFIs, one might anticipate 

their willingness to participate in future road PFI deals as the past 20 years experience 

has probably developed their expertise in delivering the contracted services for the 

HA (i.e. hybridisation of expertise). This might encourage government to sustain their 

financial interventions into the PFI market for getting the priority road projects off the 

ground (Burke and Demirag, 2013; HMT, 2012a).  

It will be interesting to analyse that alongside the government’s fiscal motives, how 

the VfM rationale for PFI got translated and operationalised in the RCSP’s decision 

making. The next part of this section examines how the UK government’s VfM 

objectives in PFI got embodied into the HA’s decision making processes for the 

RCSP. 

                                                
209

 Hybridisation of expertise refers to the encounter of a professional group or organisation with 

expertise beyond their conventional boundaries and their willingness and activities to acquire that new 

expertise. For example, medical doctors in the NHS acquiring competence in budgeting and costing for 

the financial management of their departments/units/wards (Miller et al., 2008, pp. 943-944, 961).  
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  Pursuing government’s VfM objectives through the PFI contract for the 

RCSP 

Given that government wanted to tackle primarily the problem of congestions on the 

RCSP motorway by widening the number of lanes through a PFI route, therefore 

reducing congestion and improving safety on the project road were established as the 

primary project objectives for the RCSP contract: 

The primary objectives for the [RCSP] are: Delivery of a high quality, flexible service 
that puts customers first and will help reduce congestion... and improve safety on the 
Project Road.... (RCSP Business Case; RCSP Contract)   

Government’s articulation of VfM in PFI seems to have influenced the HA’s 

procurement decision making for the RCSP. The RCSP’s evaluation team within the 

HA expected that since under a single PFI contract the DBFO Co is made responsible 

for designing, building, operating and financing the project road, this would require 

them to perform conscious whole-life planning while taking into account the 

interfaces between the different project stages, and encourage them to use innovative 

and efficient designs and practices for achieving the project objectives:  

The single DBFO
210

 option would provide single point responsibility for the 
management of [RCSP] both during the construction stage and thereafter. In this 
respect it has advantages over [...] alternative options. (RCSP Business case)      

At the procurement stage of the RCSP (i.e. pre-award of the PFI contract) the HA 

followed government’s VfM assessment guidance for decision making (see Chapter 2, 

section 2.3.2). The HA had mainly relied on the PSC
211

 for evaluating costs and 

benefits related to the widening schemes on the RCSP motorway. The PSC test 

showed VfM savings ranging from 3.98 percent to 12.62 percent, based on reduced 

and full benefits
212

 under pessimistic and optimistic financing cost scenarios
213

, 

respectively, which led to the decision for approving a single PFI contract214 (RCSP 

Business case). However, the NAO and the Public Accounts Committee on different 

                                                
210

 Design, build, finance and operate, an inter-changeable term generally used in the UK for PFI (see 

List of the frequently used abbreviations). 
211

 The Public Sector Comparator. See Chapter 2 (section 2.3.2) for a detailed description about its use 

as VfM decision making model for evaluating PFI investment options. 
212

 Under ‘full benefits’ the HA assumed that construction will be complete a year earlier. ‘Reduced 

benefits’ excluded this assumption (RCSP Business Case).  
213

 ‘Optimistic’ and ‘(pessimistic)’ assumptions related to the changes (increase) in debt margins and 

IRR required on equity (RCSP Business Case). 
214

 The alternatives to a single PFI contract included separate conventional design and build contracting 

for each widening section and separate PFI contracts for each widening section (RCSP, Business case). 
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occasions have expressed serious reservations about the HA’s major reliance on the 

PSC (NAO, 1998, 2010b; PAC, 2011), arguing that there could be ‘large 

uncertainties’ in the underlying assumptions and ‘lack of robust information’ about 

costs, which would undermine the HA’s ability to assess and challenge bids: 

I think… a policy for all our PFIs was to undertake a Public Sector Comparator 

test prior to an award. And where the Public Sector Comparator test showed 

offering VfM we would pursue it. Now… there are lots of questions about how 

valid Public Sector Comparator calculations are…. If you mean the objective to 

obtain VfM in terms of Public Sector Comparator and private sector 

investment, then there were probably limited choices from which we could 

have selected for investment in the RCSP. I presume that if the PSC of this 

project had shown a different result then we would have gone looking 

somewhere else. (HA-CM) 

This suggests that as an executive agency of government (see Chapter 2, Figure 2C) 

the HA had to embrace the PSC as a key decision making tool despite acknowledging 

that the method had limitations in terms of effectively and reliably measuring VfM. 

This indicates ‘loose coupling’ where because of certain impeding factors such as 

unavailability of reliable and valid (input) data (Cavalluzzo and Ittner, 2004) certain 

prescribed control tools (like the PSC) might not perform effectively against their 

formally stated objectives, but would still be used by local actors for seeking 

legitimacy for their operations (Modell, 2003). Moreover, the above quote also 

suggests that the PSC might have been used as an accounting tool to favour PFI given 

constrained public finance for undertaking pipeline projects such as the RCSP (see 

Chapter 6, section 6.3; Chapter 7, section 7.3).  

The analysis of the RCSP Business case indicated that the HA expected that a single 

PFI contract for the widening schemes on the RCSP will deliver the primary project 

objectives of reducing congestion and improving safety through construction (i.e. 

widening) of the motorway and O&M services over the whole-life of the contract. In 

terms of the construction phase of the RCSP, the HA would (arguably) achieve VfM 

if the widening schemes are completed on time and to budget (Edwards et al., 2004; 

HMT, 2003; Shaoul et al., 2007a). The contractual MCS particularly the payment 

mechanisms are expected to incentivise the SPV to deliver new constructions on time 

and to budget as the unitary payments are tied to the availability of the new lanes 

within the time and budget stipulated in the contract for each widening scheme (RCSP 
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Contract). In this sense one could argue that the PFI contract for the RCSP has 

transferred the design and construction risks to the SPV (HMT, 2003, 2008).  

However, for some of the older road PFI contracts under the HA, it has been found 

that the (VfM) benefit of getting new construction to time and within budget “[did] 

not come cheap”, as the HA had to pay (construction) risk premium equivalent to 25 

percent of the construction cost (Shaoul et al., 2006, p.271).     

 The operationalisation of the project objectives to reduce congestion and improve 

safety during the O&M stages require the SPV to perform against a broad set of 

performance measures and mobilises a complex arrangement of MCS in order to 

incentivise the private sector to deliver against the performance targets. In this sense 

VfM over the operational stage of the RCSP was perceived by the HA as having the 

appropriate controls in place for holding the SPV to account for their contractual 

obligations: 

We have an asset and the asset managers should be reviewing whether we 
are getting the services that we are paying for. For example, drainage, are the 
drains cleared regularly? Is there flooding? And if they [drains] are broken 
they are replaced.… [T]o me it is holding the DBFO Co to account for what 
they are required to do under the contract.… (HA-PMO) 

The UK government’s objective of VfM in PFI seems to have been operationalised 

within the procurement decision making processes of the HA. From a macro-level 

perspective official VfM assessment guidance and standardised contracts have shaped 

the procurement decision making processes of the RCSP’s project team at the HA. 

However, while the HA had relied mainly on the PSC as a key decision making tool 

for assessing VfM, the measure seemed to have been loosely coupled with the 

government’s prescribed (VfM) goals. Moreover, the very fundamentals of VfM in 

PFI (i.e. risk transfer and its management through incentives, such as performance-

based payment mechanisms) have implications for the MCS. The performance-based 

payment mechanisms might be effective in the operationalisation of VfM objectives 

during the construction phase of PFI projects (e.g. by incentivising the SPV to deliver 

on time and to budget completion of the widening works on the RCSP), nevertheless, 

this still demands a financial analysis of the construction risk premiums. How MCS 

particularly performance-based payment mechanisms are mobilised in the RCSP 

contract for achieving the project objectives during the O&M stages, it is to this that 

this chapter now turns to in the next section.   
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8.4 The use of MCS for operationalising government’s objectives in the 

RCSP 

PFI’s structural arrangement displaces its governance away from central government 

to one that is based on ‘arms-length’ relationship between the procuring authority and 

the DBFO Co, and between the latter and sub-contractors (Baker et al., 2009; Shaoul 

et al., 2012). Managing such relationships is argued to primarily depend on the MCS 

embedded in a PFI contract which could enable the network to self govern (Baker et 

al., 2009). This section analyses how the UK government’s policy objectives in 

relation to the RCSP particularly the objectives of reducing congestion and improving 

road users’ safety, construct and mobilise contractual MCS for operationalising these 

two project objectives during the O&M stages of the contract
215

.  

As a policy guideline an underlying principle for setting controls in PFI contracts is 

for the procuring authorities to clearly specify project objectives in terms of outputs 

and the DBFO Co should be incentivised to deliver against those (HMT, 2007). Thus 

in a PFI contract there would be formal outcome controls
216

 that specify project 

objectives, monitor consortium’s performance against the performance targets, and 

link incentives for the consortium to the attainment of the performance targets 

(Dekker, 2004; Marques et al., 2011; Robinson and Scott, 2009). The outcome 

controls established within the RCSP contract for governing the O&M stages are 

illustrated in Figure 8B below. The following sub-sections discuss in detail the 

performance monitoring and reporting practices in the RCSP contract and the 

enforcement of the incentives regimes with the overall discussion organised according 

to the scheme of Figure 8B.  

                                                
215

 It is important to note that although the O&M services in the RCSP have been sub-contracted 

(passed down) to the O&M JV (see Figure 8A), the empirical focus in this thesis is to analyse the MCS 

adopted in the main DBFO contract (i.e. the RCSP contract signed by the Secretary of State for 

Transport and the SPV, and managed by the HA), as the SPV remains responsible for delivery of the 

contracted services to the HA. The empirical focus in the SRQ 3 is on the MCS embedded in the RCSP 

contract particularly outcome controls that the HA can use for managing the SPV’s performance during 

the operational stages of the RCSP against the project objectives, (particularly the project objectives of 

reducing congestion and improving road users’ safety). It may however be noted that the SPV has 

generally adopted the MCS provisions as in the (main) RCSP contract onto the O&M (sub) contract. . 
216

 MCS literature suggests that controls in inter-organisational relationships can be of three types: 

‘outcome controls‘ that specify performance targets, measures actual performance of the partnering 

organisation against targets, with incentives explicitly linked to performance achievement; ‘behavioural 

controls’ that specify certain operating procedures for partnering organisations (e.g. dispute resolution, 

self-reporting on performance etc); and ‘social controls’ which are informal controls (e.g. joint decision 

making, informal interactions etc) (Dekker, 2004; Marques et al., 2011). 
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 Performance monitoring and reporting in the RCSP 

The HA usually appoints a departmental representative for road PFI contracts who 

would act as the contract manager (CM) and is authorised for enforcing the 

contractual MCS (HA, 2013). One of the control tools available to a CM is to measure 

DBFO Co’s performance against preset targets (DfT, 2012, p. 14). This is 

operationalised through performance monitoring and reporting regimes embedded in a 

PFI contract that would include procedures and processes that enable comparison of 

actual performance against specified targets. Performance monitoring regimes 

become even more crucial during the O&M stages of the roads PFI projects as 

approval of payments over the long-term require consistent monitoring of DBFO Cos’ 

performance by the procuring authorities (Edwards et al., 2004). PFI policy guidance 

stress on the procuring authorities to establish performance monitoring and reporting 

regimes in PFI contracts as these are instrumental for managing the contract and 

payments (i.e. financial incentives) (HMT, 1999b, 2007). This is presented in Figure 

8B by the dotted arrows that connect the performance monitoring and reporting 

regimes with the incentive regimes. 

As shown in Figure 8B the performance monitoring and reporting regime in the RCSP 

contract is informed by performance indicators (PIs) that are established from the 

project objectives. Usually outputs specification in PFI contracts is provided at 

different levels of detail. Primarily outputs are broadly defined as project objectives 

which are further broken down and detailed as PIs. The PFI contract for the RCSP has 

also articulated project objectives and PIs in similar fashion. This has been done in 

one of the contract’s schedules called ‘schedule 18, contract and performance 

management’, which establishes the (outcome) control regime for the project. Figure 

8C presents how the RCSP’s project objectives of reducing congestion and improving 

safety for the road users are broken down into key performance indicators (KPIs)
217

. 

                                                
217

 Figure 8C illustrates the key performance indicators (KPIs) for the RCSP’s primary project 

objectives of reducing congestion and improving road users’ safety on the project road. These KPIs 

were selected through the analysis of the RCSP’s Business case and schedule 18 of the contract, on the 

basis of the following guiding principles: 

 significance of the KPIs in terms of concurrence with government’s strategic goals regarding 

improving safety and reducing congestion (DfT, 2000a,b, 2004); and 

 ensuring that the associated incentives regimes for the (selected) KPIs have been fully 

operational since the commencement of the project. 
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As shown in Figure 8C each of the KPI has further been specified as certain 

performance targets for the SPV. 
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Figure 8C: Translating policy objectives of reducing congestion and improving safety as KPIs in the RCSP 
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Development of KPIs for reducing congestion and improving safety for the road users as 

certain action plans and schemes (see Figure 8C) represent their long-term strategic 

nature, requiring investments for delivering certain safety and congestion improvement 

schemes and programmes over the 30 year life of the RCSP contract. ‘Lane availability’ 

was identified as the most significant (short-term or day to day) KPI for reducing 

congestion (see Figures 8B and 8C). Lane availability incentivises the SPV to avoid 

closure or narrowing of lanes or temporary speed limits for carrying out life-cycle works 

on the project road during the day time (see Figure 8B). From the analysis of the RCSP’s 

project-specific documents and interviews it was identified that lane availability is the 

most significant KPI in terms of the incentives tied to it. According to the RCSP contract, 

project objectives and PIs are subject to annual review and revision. But the interviewees 

suggested that for road users’ safety and reducing congestion, these have generally 

remained unchanged.  

The performance monitoring and reporting regime in the RCSP contract provides the HA 

with the rights to inspect or audit the SPV’s performance against the KPIs (see Figure 

8B) and at the same time makes the SPV responsible to cooperate with the HA in 

conducting audits or inspections. However, the HA has to exercise caution in conducting 

audits and inspections so that these activities may be carried out at reasonable time and 

on reasonable notice, without unnecessarily disrupting or delaying the performance of the 

SPV. Besides the HA’s right of inspection and audit the RCSP contract has established 

procedures for self-reporting by the SPV (see Figure 8B) regarding performance failures 

which is a key feature of performance monitoring in the RCSP. The contract describes 

and requires the SPV to develop and produce sixty-nine different types of reports against 

different obligations and at different times. Such reporting procedures in the RCSP 

contract are in line with government’s PFI guidance (HMT, 2007, pp. 74-75). 

The key reports that the SPV develops and produces during a year are the monthly report, 

quarterly report and annual report (see Figure 8B). Schedule 18 of the RCSP contract has 

established monthly reports as the major document for monitoring the SPV’s 

performance (see Figure 8B). The monthly report contains performance information 

against 250-300 targets. Performance achieved against each target during the reporting 



194 
 

month is presented with certain colour shades. For example, a green shade in front of PI 

‘number of KSI
218

 per 100 km carriage-way’ would indicate that target had been 

achieved or even bettered. Similarly, a red shade opposite to PI ‘% Area Network 

available for use by road users during peak hours’ would indicate that certain lanes had 

been closed during day time for carrying out planned works. Likewise, an orange shade 

would mean that an under-performance was being rectified. Moreover, there are 

performance dashboards
219

 included in monthly reports which provide graphical and 

bulleted information about performance against KPIs for all project objectives, on a 

month by month rolling basis, along with a three month look ahead. For example, relating 

to safety, the monthly dashboards would provide information about numbers and trends 

in accidents with fatalities and serious injuries: 

The Safety performance of the network is monitored the same way as any other 
bit of the network. We are looking at accidents trends, we are looking at what 
the overall statistics are in term of accidents.... (HA-CM) 

The monthly reports are reviewed at Monthly Management Meetings (see Figure 8B) 

where the SPV’s performance under the contract and any issue arising out of such 

performance are discussed between the CM and the SPV. However, it was recognised 

during the interviews that performance monitoring in the RCSP was mainly used in a 

diagnostic mode of benchmarking against PIs instead of an interactive or dialogue mode, 

which was perceived to be negatively impacting on opportunities for learning and 

adaptation:   

If you look at the agenda of the monthly management meeting, the way it is 
described in the contract is about how are we going to beat with stick the things 
that they are doing wrong.... In the contract there is a lot of emphasis on if things 
go wrong and less emphasis on what we need to do to make sure they do things 
right. (HA-CM) 

Besides reports, the HA uses a scorecard approach for measuring the SPV’s performance 

on an annual basis. This is called ‘Proactive Management Review’ (PMR) under which 

                                                
218

 Killed or seriously injured. 
219

 Dashboards are tools for presenting information about the SPV’s and the O&M JV’s performance 

against PIs. It is the responsibility of the SPV to make dashboards available for the HA to monitor 

performance. The dashboards will include information in relation to PIs such as the network’s availability, 

network safety, etc (RCSP contract).  
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the SPV’s performance is reviewed annually by a PMR panel (see Figure 8B) with two 

representatives from the HA and one independent consultant, who at the time of this 

research was a Professor of Accounting at an English university. The panel reviews the 

scorecard which measures the SPV’s performance against the broader project objectives 

and awards the SPV a score which is linked to financial rewards (i.e. bonus payments) 

based on the panel’s judgement about performance (see Figure 8B).  

The above discussion on performance monitoring and reporting in the RCSP 

demonstrates that output specification in terms of PIs forms the central part of MCS in 

roads PFI contracts (see Figure 8B). PIs in the RCSP contract could be seen as a 

translation of the macro policy objectives into localised aspirations (Kurunmäki and 

Miller, 2011; Manochin et al., 2011). This was particularly shown for the UK 

government’s goals of reducing congestion and improving safety for road users. The PIs 

would tend to act as control tools for operationalising the policy objectives by informing 

the performance measurement and incentives regimes in the RCSP contract (see Figure 

8B). Moreover, the monthly and other performance reporting techniques adopted in the 

RCSP, which would use certain symbolic representations for showing performance 

results such as use of colour shades, are part of the localised technologies of government 

providing systematic information for governing the contract and shaping the SPV’s 

performance against project objectives, particularly by linking achieved performance to 

certain incentives (as shown in Figure 8B by the dotted arrows connecting the 

performance monitoring and reporting techniques with incentives).  

It is argued that a partnering organisation’s motivation to cooperate in an inter-

organisational relation for achieving the network’s objectives could derive from ‘material 

interest’
220

 or from ‘coercion or fear’
221

 (Marques et al., 2011). Hence, incentives which 

are linked to performance monitoring regimes could lead to increased efforts by the 

DBFO Co by creating conditions that motivate the private sector to achieve the desired 

project goals. The RCSP contract has got certain incentive regimes as elements of its 

                                                
220

 The partnering organisation expects to gain an economic or strategic benefit from cooperating (Marques 

et al., 2011, pp. 273-274).  
221

 If the partnering organisation does not cooperate it will receive sanctions or penalties (Marques el al., 

2011, pp. 273-274). 
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MCS package (see Figure 8B) which are explored in the next sub-section in their capacity 

as localised technologies of government and as a “way of mediating” between the 

government’s policy goals and service delivery through PFI (Kurunmäki and Miller, 

2011). 

 Performance management (incentives) regime in the RCSP 

 

As shown in Figure 8B the incentives present in the RCSP contract for managing the 

performance of the SPV against the project objectives range from different levels of non-

financial incentives to financial ones. This (sub) section analyses each of the two groups 

of the incentives separately with respect to their enforcement during the O&M stages of 

the RCSP and also in terms of their effectiveness in incentivising the SPV to meet the 

performance targets.   

o Non-financial incentives in the RCSP 

Non-financial incentives in the RCSP would be activated in cases when there are 

performance failures by the SPV. The four different types of non-financial incentives (see 

Figure 8B) are presented in order of their severity and the levying of any incentive from 1 

to 3 should make the SPV wary about more severe consequences if the related under-

performance does not get rectified as per agreed modalities with the HA. 

In the RCSP contract the general implications of issuing of a warning notice or 

performance points
222

 by the HA would lead to increased performance monitoring at the 

expense of the SPV. Whereas in some of the older road PFIs under the HA performance 

points were only issued after warnings (Edwards et al., 2004), in case of the RCSP the 

interviewees commented that there hadn’t been instances where the HA had issued 

warning notices to the SPV, but levying of performance points have been there since the 

commencement of O&M services:   

I mean we haven’t issued any warning notices to date. In terms of performance 
points we have issued quite a few thousands over the course of the contract.... So 
let’s take something like incidence support service, so they respond to incidents 

                                                
222

 In older road PFI contracts under the HA these were called ‘penalty points’. During the interviews at the 

HA responses related to performance points implied that the term has been changed to avoid the negativity 

associated with the word ‘penalty’.   
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on the network. They have an absolute obligation to get to those within... 80 
percent in 20 minutes and all of them within 40 minutes. So every time they go 
above 40 minutes that is a performance point event. (HA-CM) 

Mechanisms for performance points are detailed in schedule 18 of the RCSP contract 

which describes about a dozen types of performance areas that could cause the SPV to 

receive performance points, based on formulas specified within the same schedule. The 

NAO considers performance points as an effective incentive for PFI contractors and 

assumes that its implications would alert financiers’ due diligence (NAO, 1998, p. 40). 

Accumulation of performance points in the RCSP can create additional costs for the SPV 

as they would have to comply with additional monitoring requirements by the HA (at 500 

points) or even lose the PMR bonus (at 600 points). Moreover, if under-performance or 

breach of an obligation during the O&M stages is not rectified and that leads to 

accumulation of performance points beyond certain higher thresholds (3500 points) the 

contract could be terminated. Financiers would be concerned about accumulation of 

performance points as they wouldn’t like to lose their returns because of avoidable 

financial consequences (i.e. additional costs for the SPV which could incur because of 

additional monitoring arrangements or as a more severe consequence of losing their 

capital if the project gets terminated on account of persistent poor performance): 

If you didn’t rectify it [under-performance] the performance points would go up 
and this is what is called under a ratchet system. And if you ratchet up enough 
then you would... provide your own termination. So your incentivisation is 
actually to keep all of your points down.... [S]o for example one of our 
performance point [threshold] target with the banks is 400 points. But the one 
we really want to achieve is 300 points.... So we manage this on month by month 
basis.... (SPV-CEO) 

Against the KPIs for improving safety and reducing congestion through improvement 

schemes and plans (see Figure 8C) the SPV’s failure to meet the targets would lead to 

levying of performance points: 

... [I]n case of Safety Action Plan... it is a performance point incentive. So they 
[O&M JV] must deliver the Safety Action plans to keep performance points 
down... [t]hey do it on our behalf. So largely, if they didn’t produce this then it 
would be subject to performance points. (SPV-CEO) 

Performance points were seen as a source of tension with the HA and perceived to be a 
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performance measure that would not represent the actual value of the services the SPV 

was delivering:   

... when you are trying to justify VfM, picking up performance points doesn’t feel 
like VfM, isn’t it? So actually that’s been a tension right the way through. Some 
people say it is a good tension, I don’t think it is a very good tension because you 
are not working as a collective, you are not working as a team, you are working 
as two sides. (SPV-CEO)  

Previous research indicates that the HA did not use performance points liberally in older 

road PFIs (Edwards et al., 2004). However in the RCSP their use against performance 

breaches was the norm:   

   ...[A]t the start of this contract I don’t think they thought we were serious about 
using the performance points regime. So when we did start to use it there was a 
lot of kick-back.... I think they also recognised that they were a long way from 
where they needed to be in terms of performance. So I think after that initial 
reaction they then got themselves to the position where they accepted that the 
performance points were an inevitable consequence.... And the message that we 
were trying to get across to them is that... you are continuing to focus on 
performance improvement. (HA-CM) 

One could assume that the HA had become more meticulous about using contractual 

MCS in later PFI contracts because certain major transport PFI projects had failed on 

account of poor project governance while the major shareholders in those failed projects 

are working as key contractors on certain later PFI projects within the DfT and the HA 

(NAO, 2010b).  

On top of receiving performance points (or warning notices) if the SPV fails to rectify an 

underlying breach or under-performance within the stipulated remedial period the HA has 

the right to step-in (see Figure 8B) and could either direct the SPV to perform certain 

actions or could carry out the necessary rectification actions on its own or engage others. 

However, the SPV would have to bear the operational and administrative expenses 

incurred by the HA in taking such remedial actions. 

The procuring authority’s right to terminate a PFI contract is considered as a last resort 

against the contractor’s persistent defaults. The government’s PFI guidance suggest that 

in case of persistent occurrence of minor defaults the procuring authority should impose 
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performance points as this would be a particularly effective means of incentivising the 

DBFO Co when coupled with a right to terminate the contract, if the total number of 

performance points accrued exceeds a certain threshold (HMT, 2007, p. 147). The HA 

has maintained its right to terminate the RCSP contract against certain major issues with 

the SPV such as: insolvency or change in the SPV’s management without the HA’s 

consent; serious breach of contractual obligations such as abandoning operations; or 

persistent failure to remedy defects or under-performance such that performance points 

cross the termination threshold of 3500 points (RCSP Contract). However, the NAO 

suggests that exercise of termination must be evaluated in terms of costs and benefits 

against availability of alternative delivery mechanisms of the underlying services (NAO, 

2006b, p. 39). Thus one could argue that terminating the RCSP contract would not be an 

easy penalty for the HA to exercise, as alternative arrangements are going to be needed 

for continuing the delivery of the underlying road services, given that government 

ultimately remains responsible for the delivery of services (Jupe, 2011).  

To sum up, the non-financial incentives in the RCSP would lead to certain financial 

consequences for the SPV. However, the PFI policy discourse has put performance-based 

payment mechanisms at the heart of PFI contracts which tends to incentivise the DBFO 

Cos to maximise availability and overall improve performance against the contracted 

services. Thus performance-based payment mechanisms can be considered as a key risk 

allocation strategy in PFI contracts (HMT, 2007, p. 48). Following an analysis of the non-

financial incentives in the RCSP this chapter now turns to consider how the payment 

mechanisms are deployed as MCS within the O&M stages of the RCSP (see Figure 8B), 

and how effective they have been in achieving the objectives of improving road users’ 

safety and reducing congestion.   

o Financial incentives (performance-based payment mechanisms) in the RCSP 

In order to address the high risk premiums associated with the shadow tolls and also to 

achieve specific project objectives the HA after the first eight shadow toll contracts 

introduced performance-based payment mechanisms for later road PFIs (Aziz, 2007; HA, 

2013; also see Chapter 2, section 2.2.2). It was particularly stressed during the interviews 

that through introducing performance-based payment mechanisms the HA desired to 
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align the financial incentives in the RCSP with the key project objectives, in order to 

manage risk transfer:  

... [O]n [the RCSP] what you have got is a much more complex mechanism that 
seeks to align the interest of the DBFO Co against all the Agency’s objectives....  
What we have... tried to do is... [f]or all the things that we want from them, how 
do we align the payment mechanisms for them to deliver against that.... I think 
the key lessons on this... are about risk transfer, that is to make sure that 
payment mechanisms have an appropriate level of risk transfer which offers VfM. 
(HA-CM) 

Unitary payments in the RCSP are paid monthly to the SPV and are made up of three 

elements; base-service amount, performance adjustments and other (non-performance) 

adjustments. It is the performance adjustments that constitute the financial incentives for 

the SPV. The performance adjustments in the RCSP’s payment mechanisms consist of 

six elements (see Figure 8B) out of which three, the lane-availability, route performance 

and unplanned event management are monthly adjustments related to the project 

objective of reducing congestion. However, route performance has not been 

operationalised on account of technical difficulties related to acquiring the underlying 

data. The performance adjustment for road condition is also calculated on a monthly basis 

and is an incentive for the SPV to maintain the project road in safe and serviceable 

condition. Two of the performance adjustments within the payment mechanisms are 

calculated annually. These include the Safety Performance Adjustment (SPA) which is 

the incentivisation against reducing number of accidents on the project road, and the 

PMR bonus (see Figure 8B):    

...[T]he unitary payments go out monthly. So you have got the base-service 
payment then to that you add in the net adjustments, the ‘pay-mech’. So you 
have got the base amount plus or minus the pay-mech adjustment, indexed. The 
PMR and Safety Performance Adjustment are annual and are dealt with 
separately. The third element of the unitary payment is other adjustments. But 
those are not incentives, but are related to changes, e.g. ... amounts recoverable 
by the Agency from the DBFO Co. So those three elements basically make the 
invoice which is done monthly. (HA-PMO) 

Whereas UK government’s guidance on PFI places a greater emphasis on payment 

deductions against under-performance as an incentive for the PFI consortium than on 
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bonuses for out-performance (HMT, 2003, 2006, 2007), the RCSP’s financial incentives 

have got both features. Lane availability and road conditions can be only deductions 

whereas unplanned event management can be either way but with capped amounts. The 

SPA can be an annual deduction or a bonus, but is capped at £1.0 million a year. The 

PMR bonus can range from £0.25 – 0.75 million a year, subjected to indexation, and is 

payable if the SPV would obtain a score of 2 or higher on the PMR scorecard (see Figure 

8B). As discussed previously, the PMR scorecard measures the SPV’s performance 

against the key project objectives and focuses on the SPV’s innovation and collaborative 

working with the HA for achieving the objectives. However no bonus was awarded 

through PMR scorecard until the interviews were conducted and this was recognised as 

disincentive for the SPV: 

...[T]hey haven’t received PMR bonus as yet.... At the moment they have been 

scoring less than 2.... From the government’s rhetoric point of view that pay-

mech should incentivise DBFO Cos to deliver better services, I think the idea of it 

is... to provide some bonus to them. (HA-PMO) 

The SPV was having reservations that scoring under the PMR scorecard was not fairly 

reflecting their performance: 

...if you look at the description under each one of these boxes they are quite 

subjective in their own right. So you have got subjectivity on the top of 

subjectivity. For example the score this year was 1.7 out of 4.0. If you did the 

maths that’s like 4 out of 10. So is the contract which you are seeing on the 

ground is a 4 out of 10 contract? Clearly it is not. So there is a lot of 

interpretation that needs to be put into this to make this what I would say, 

probably a reasonable statement of how good this contract this. So there is work 

to be done. (SPV-CEO) 

After providing a brief overview about the payment mechanisms in the RCSP this (sub) 

section progresses by specifically discussing how the payment adjustments specifically 

related to the two primary project objectives of reducing congestion and improving road 

users’ safety have been operationalised and whether they have been achieving their goals 

by incentivising the SPV to deliver against the KPIs as shown in Figure 8C. This (sub) 

section now turns to analysing first the SPA (Safety Performance Adjustment) and later 
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the congestion related payment mechanisms. 

 Payment-based incentives for improving road users’ safety 

In terms of the government’s objective to improve safety on the project road by reducing 

the number of serious accidents the SPA was the only incentivisation operationalised 

through the payment mechanisms in the RCSP (see Figure 8B). It was found that the SPA 

is not specifically linked to any of the safety related KPIs shown in Figure 8C but is 

arguably tied to the overall outcome (i.e. trend in KSI
223

 accidents). Since the 

commencement of O&M services the SPA has remained an annual deduction, technically 

penalising the SPV. However it was recognised that the negative amounts (deductions) 

arose because the formula as originally set for the SPA was comparing KSI data on the 

RCSP with that on certain comparator roads and would use average KSI data for the 

preceding five years
224

:  

So far [the SPA] has been negative each year, but this does not imply that the 
DBFO Co has been under-performing against the safety standards.... The reason 
why the adjustments have been going negative is because it is measured against 
the comparator roads. So... if the DBFO Co in a year achieves a reduction [in KSI] 
on [the RCSP] but if the reduction [in KSI] was greater on the... comparator, then 
that may not necessarily mean that they generate a bonus. That’s how the 
measure works. (HA-PMO) 

The SPV was having reservations about the way the SPA was consistently causing 

deductions in the unitary payments.  

Let’s take the safety one, you can see here they took £4.0 million off me. I didn’t 
do anything but because they got the formula wrong. So that’s a disincentive. 
(SPV-CEO) 

When the interviewees were asked about the effectiveness of the SPA as an incentive for 

the consortium to deliver safety related action plans and improvement schemes (see 

Figure 8C), it was recognised that contractors would only have a limited influence on 

controlling accidents: 

                                                
223

 Killed or seriously injured. 
224

 KSI data is produced by UK’s Transport Research Laboratory ltd (TRL) and the HA is one of its 

customers. 
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So when you drive on the road as a concession company how can I influence your 
behaviour? That can only come through from government. So one could argue 
that a ...safety improvement formula is inappropriate for a PFI contract.... To me 
I would be far rather be incentivised for the things which I have influence over. So 
I have influence over the way I manage the asset, the road surface, the bridges 
the viaducts.... But the travelling public, I am not incentivised. (SPV-CEO) 

This point suggests an important policy implication for PFI contracts that, contrary to the 

government’s rhetoric payment mechanisms could not provide sufficient incentivisation 

for strategic (outcome-based) project objectives, such as safety, particularly when there 

could be factors affecting the outcomes which are beyond the influence of the 

contractors. Nevertheless, the HA seemed to have recognised that the SPV could not 

completely influence accidents on the project road and because of that it decided to 

delimit the safety risk transferred to the SPV by capping the SPA: 

The influences on these performance elements [safety] is much wider than the 
DBFO Co. And that is why their payment incentives are capped because there will 
be a high risk premium if we didn’t cap them. (HA-CM) 

Thus capping a performance adjustment within the payment mechanisms could be a risk 

management strategy for government, but might cause a trade-off against incentivising 

the private sector for working towards long-term strategic objectives, like delivering 

safety-related programmes on  the RCSP (see Figure 8C): 

If you look at [the SPA] that is capped at a £1.0 million plus or minus each year, 

and you think what is the investment that they have to make to make a 

difference to that? Then, actually they are pretty better off not spending that 

money. (HA-CM)          

The CEO of the SPV expressed similar view suggesting that the capped value of the SPA 

is actually a disincentive for them to deliver safety related action plans and improvement 

schemes: 

So if they were giving us £10 or 15 or 20 million each year then I think you could 

see a big difference. (SPV-CEO) 

Thus the SPA was considered ineffective in incentivising the SPV to deliver safety 

related action plans and improvement schemes which could improve in the long-run 
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trends in KSI accidents on the project road. Moreover, the SPV has reservations which 

was acknowledged by the HA about the deductions that the SPA has been incurring. This 

indicates that there could be technical issues with the performance-based payment 

mechanisms such that their effectiveness as an incentive for the private sector could be 

adversely affected. The above analysis of the SPA  indicates that capping of financial 

incentives by the procuring authority for managing risk transfer may have trade-offs 

against the incentivisation that the payment mechanism could otherwise offer.  

Next, this section now considers whether the payment mechanisms for reducing 

congestion on the project road particularly the deductions for lane closures (see Figures 

8B and 8C), has been effective in incentivising the SPV to achieve the project objective 

of reducing congestion. 

 Payment-based incentives for reducing congestion 

In connection with the project objective of reducing congestion it was recognised during 

the interviews that lane availability (see Figure 8B) was the most significant financial 

incentive within the RCSP’s payment mechanisms:  

...there are things that incentivise the DBFO Co to reduce congestions. Now if we 
are on the road during the day we have to pay to be on the road.... in payment 
mechanisms terms [the RCSP] has got real financial teeth.... there are payment 
mechanism adjustments that can be either way up to £5.0 to 6.0 million a year. 
They are really large. (SPV-FD) 

It was perceived that unlike the KPIs for road users’ safety the SPV was capable of 

influencing lane availability for planned works (see Figure 8C). Perhaps for this reason 

the deduction under the lane availability adjustment was not capped:  

For the lane closure I guess the incentive for them is to do work at night. Night 
working obviously costs more, so they have to make a commercial decision. We 
couldn’t allow them to close the whole carriage way during the day for works.... 
If they are going to do it on [the RCSP] where some sections are busier than 
others, so they have to decide whether they are going to accept deductions for 
closures or do work at night. So it is a commercial decision for them. (HA-PMO) 

 When the SPV was asked about the effectiveness of the deductions for lane availability 

as an incentive for them to avoid road works during the day time (see Figure 8B), it was 
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indicated that the model was effective so much so that whenever they could not avoid day 

time works and the usual intervention methods could cause a huge payment deduction, 

then they would try to perform the necessary works through innovative methods in order 

to avoid closing of lanes or implementing temporary speed limits: 

  On the [xyz] bridge there are some very big expansion joints.... We worked out 
that if we were going to repair those joints it would cost us something like... a 
million in closure charges. So what we have done, we have designed some ramps 
which go over the top of the road surface.... And what we need to do then is to 
do work from underneath. So the incentivisation is for us to use innovation to 
deliver that. (SPV-CEO) 

However, contrary to the effectiveness of deductions for lane closures the payment 

mechanisms carried no incentivisation for the SPV to develop and implement congestion 

easing schemes (see Figure 8C): 

 I don’t think they have funded a single congestion easing scheme or a single 
safety scheme. So in terms of that it [the payment mechanisms] is not effective. 
(HA-CM) 

It was perceived that contractors could not influence certain factors that could cause 

congestion, and therefore the payment mechanisms in the RCSP were not perceived as an 

incentive for the SPV to deliver investments in congestion easing schemes:  

When it comes to looking at how you reduce congestion, I think again it is a very 
difficult issue, because there are many reasons why traffic gets congested. To 
what extent can the PFI company influence that is a matter of pure 
conjecture....We have no control over traffic signals. Next door is the Highways 
Agency, so they control all the big gantries, we don’t. So you have to ask yourself 
to what extent you can do anything to reduce it [congestion]. We can’t do a radio 
advert, I can’t do a television advert, I can’t even talk to the members of public, I 
can’t go on twitter, I can’t go on face book. So as you are a driver, I can’t talk to 
you. So how am I going to affect congestion? (SPV-CEO) 

Thus one could argue that the payment mechanisms in the RCSP could provide better 

incentivisation for the SPV to deliver outputs that are more in their control, such as road 

works, and relatively lesser or no incentivisation for delivering against PIs which could 

be affected by factors that are beyond the influence of the contractors, and which would 

require long-term capital interventions:  
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What it [performance-based payment mechanisms] is good at is doing things like 
the operational performance, so how effective are they in... dealing with pot 
holes and that kind of things. It incentivizes that kind of activity rather than 
incentivizes them to go and put high-friction surfacing through all the junctions 
or something like that. So it better incentivizes operational interventions than 
capital intervention. (HA-CM)  

Thus, the incentive regimes in the RCSP do tend to mediate between the government’s 

objectives for the project road and services delivery by the SPV. It was generally 

recognised that the financial incentives were effective for managing the day to day 

performance of the SPV (e.g. the contractor’s response time to clear incidents on the 

project road or ensuring availability of lanes during peak usage hours). The use of 

performance points was also perceived effective in incentivising the SPV, as there were 

financial and the more severe consequence of termination linked to an accumulation of 

performance points. Nevertheless, the overall MCS were perceived as a disincentive for 

the SPV because of the regimes’ greater tendency to penalise the private sector rather 

than rewarding it. Also the performance-based payment mechanisms were perceived as a 

disincentive for the SPV because achievement of the underlying performance targets 

could be influenced by factors beyond the control of the contractors. While the HA has 

capped the payment-based incentives in order to address the SPV’s limitations to 

influence the risk factors underlying the achievement of the project objectives of 

improving safety and reducing congestion, the capped amounts were considered as a 

disincentive for the SPV to deliver long-term improvement schemes against the two 

project objectives.  

It could be concluded from the above that with regard to the MCS deployed in the O&M 

stages of the RCSP, there are issues of dis-incentivisation for the SPV which could 

escalate tensions between them and the HA if opportunities to renegotiate the contract are 

not available. Particularly, it is argued that tensions between the procuring authority and 

the DBFO Co could arise if services quality and expected performance levels are not 

clearly articulated in the contract (Demirag and Burke, 2013). Such tensions were found 

to be existing in the RCSP between the HA and the SPV: 

Do they believe that we will always act in their best interest? Do they believe that 
we always do the best? Do they believe that they are getting the best service? I 



207 
 

feel that the answer to all that is ‘no’.... So I would say fundamentally this 
relationship will always be fragile.... (SPV-CEO) 

It is argued that a bureaucratic
225

 structure of MCS in PFI contracts might help in 

disciplining the contractors’ poor performance, but may be less appropriate for building a 

cooperative relationship between the public and private contracting parties which is 

needed to make a PFI contract work in the longer term (Broadbent et al., 2003a). 

Particularly collaboration and negotiations between the procuring authority and the 

DBFO Co during the operational stages of PFI contracts is important for judging the 

performance, as it would have implications on the payments that the latter would receive 

(Broadbent et al., 2003a). However, collaboration and relational contracting depends on a 

development of trust between the public and private sector contracting parties (Berretta et 

al., 2008; Broadbent et al., 2003a; Demirag and Burke, 2013; English and Baxter, 2010). 

This chapter now turns to analyse how trust has been developed in the RCSP between the 

HA and SPV, and how it has facilitated changes to their contractual practices in order to 

overcome tensions and achieve the project objectives?  

8.5 Role of trust between the HA and the SPV for operationalising 

government’s objectives in the RCSP 

With the purpose of understanding how trust particularly goodwill trust
226

 between the 

HA and the SPV has been drawn upon in the RCSP for operationalising the project’s 

objectives, this section first attends to the contractual provisions within the RCSP which 

have acted as a source of trust building, and secondly, how trust has facilitated 

development of collaboration between both the contracting parties for overcoming 

tensions? It is argued that there is a link between trust and information requirements for 

control (Tomkins, 2001). As discussed in the preceding section, the performance 
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 Bureaucratic MCS relies much on specified standards and norms and preset mechanisms for monitoring 

performance of the partner organisation with payments linked to realised outputs or activities (Van der 

Meer and Vosselman, 2000). 
226

 Goodwill trust can be defined as perceptions of a partner’s intention to perform in accordance with the 

agreements. Goodwill trust is associated with integrity, responsibility and dependability (Langfield-Smith 

and Smith, 2003, p. 285). It is also used to denote expectations of dependability in terms of contracting 

parties’ emergent behaviours. This is reflected in adaptive practices that move the contracting parties 

beyond their original promises in order to ensure the ongoing viability of a relationship. Goodwill trust 

especially is argued to develop over time and as a result of repeated interactions, which engender mutual 

learning and adaptation between the contracting parties (English and Baxter, 2010, p. 292). 
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monitoring in the RCSP relies mainly on self-reporting by the SPV. This indicates that 

the HA trusts the performance reporting by the SPV:  

Indeed there got to be an element of trust. We cannot look at everything that is 
going on there so we need to do enough to assure ourselves that they are doing 
what they should be. And the rest of it is a matter of trust. I won’t just say we 
have trusted them, but we have assured ourselves. So that is we have looked at 
enough to satisfy ourselves that things are right. (HA-CM) 

This quote suggests that trust would be a fundamental factor in deciding what amount and 

type of information should be presented by the partnering organisations in a network, 

giving accounting a central role in establishing trust through constituting the information 

infrastructure. According to the above quote trust on the SPV’s performance reporting 

was perhaps built over time through measures like inspections and audits. One could 

however question whether evolution of trust would influence the structure and use of 

outcome controls in the RCSP? Perhaps this would require using longitudinal-data to 

analyse how trust evolves over the 30 year life of the RCSP and how that influences the 

contractual MCS (Dekker, 2004).  

It is argued that (goodwill) trust can be built through processes of interaction and 

dialogue induced through formal controls (Coletti et al., 2005). It was found that the 

RCSP contract has provisions that could induce collaborations between the HA and the 

SPV, and thus facilitate trust building. For instance there are set procedures in the RCSP 

contract for dispute resolution and for establishing joint-membership governance body 

which can provide strategic directions for the project and perform time to time 

assessments of the SPV’s performance. But more interestingly collaboration between the 

HA and the SPV (and also between the latter and the sub-contractors) was emerging over 

time. This was particularly demonstrated for instances where the original RCSP contract 

was considered incomplete in terms of specifying certain operational aspects, or where 

there were control mechanisms that were either poorly specified or needed to be made 

flexible and adaptive during the operational stages in order to reach the agreed project 

outcomes. As noticed in the preceding section (see section 8.4), there were tensions 

between the HA and the SPV in relation to how the original RCSP contract specifies the 

outputs and performance expectations. It was difficult for the SPV during the early stages 
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after the project’s commencement to interpret the output requirements in accordance with 

the HA’s expectations, which had caused the SPV to accumulate considerable number of 

performance points: 

There were some... issues earlier on at the beginning but those have been all 
sorted out long time ago. When they got penalised... they certainly realised that 
they were not doing stuff. I think they had not understood how this had to work 
because it was in the first few months when there were some things going 
wrong. (HA-PMO) 

In response to the early penalties the SPV started to have dialogues and interactions with 

the HA and also with its sub-contractors for developing a mutual understanding about the 

output requirements and the expected level of performance. This had led to development 

of several key (non-contractual) project management documents, which provide more 

practical guidance for operating the project road. The documents have been developed in 

collaboration with the HA so now a mutual agreement was developing about the outputs 

for each year and the corresponding expected levels of performance: 

When we first started off I think there was a degree of naivety on both parties 
about how this project would work as regards performance points. And over the 
months and years it got progressively better. We would have regular meetings. 
We talked to them about the dilemmas we face.... (SPV-CEO) 

Such collaboration and development of non-contractual project management documents 

was also seen positively by the HA: 

So what we had to do was to actually look at the structures and mechanisms that 
try and make things go right. And a lot of that has been about putting in place 
things like the SPV’s Network Strategy. So we are working collectively saying 
okay over this year in particular and over the next few years what are that things 
that we both want to get achieved on the network and set that out in an agreed 
document which is non-contractual, but which then sort of shapes the way in 
which they operate the contract. That is called the Network Business Plan.... And 
that is developed collectively including the sub-contractors. (HA-CM) 

For the HA collaboration and interactions with the SPV was also considered vital for risk 

management in the RCSP: 

I think we have also worked hard for building a kind of open dialogue about 
understanding each other’s risks and concerns. We have employed things like... 
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collaboration consultants to help us come up with ways of defining acceptable 
behaviours... What we try to do is to identify... mutual risks, sort of high risks to 
one another and collaboration and trust building is really important for the 
visibility of our collective risks... and working jointly trying to resolve those. (HA-
CM) 

Another key consideration identified during the interviews which needed collaboration 

between the HA and the SPV was re-visiting the original contract for changing the 

payment mechanisms. The interviewees at the HA recognised that the RCSP’s payment 

mechanisms are quite complex and it was difficult to ascertain their impact on the 

performance of the SPV, either because some of them could not be operationalised 

because of unavailability of the relevant technology (see section 8.4), while others have 

been penalising the SPV inappropriately (e.g. the SPA) (see section 8.4): 

Did we really want deductions in the first few years on safety mechanism or no 
we didn’t? We didn’t test the mechanism enough to get it right in the first few 
years. And there are similar issues with the congestion one. I think some of the 
others are a bit too complicated which makes their audit and verifications kind of 
intensive which is a problem. It is very difficult to understand how intervention 
has impact on it. And it is very difficult to audit it. So I think it is over complex.  
(HA-CM) 

It has been shown in section 8.4 that the SPA was perceived as a dis-incentive for the 

SPV because the original formula was causing only deductions since the O&M services 

have commenced. The HA and the SPV have been negotiating changes to the SPA 

formula in order to create appropriate incentives for the latter through the payment 

mechanisms: 

     ...we are looking at a strategic change of pay-mech. So in the next 18 months 
or two years we will be revisiting all the pay-mech adjustments to work possibly 
in our favour and their favour. And the reason why we are looking at strategic 
change to the pay-mech is to give them incentives and bonus to go and do better 
things about safety and all other things. (HA-PMO) 

It can be concluded from the above that collaboration and development of trust between 

the HA and the SPV was important from a public sector’s perspective for risk 

management over the whole-life of the PFI contract, and for adjusting the payment 

mechanisms so that they could offer better incentives for the private sector to deliver the 

project’s objectives: 
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What we want is that we want the DBFO Co to act as we would act in many 
ways. So we expect from them that level of ownership. And they can only do that 
if we have a level of mutual understanding. And mutual understanding and trust 
are similar.... (HA-CM)  

However, from a perspective of the private sector it can be argued on the basis of the 

above discussion that collaboration and trust building was pursued by the SPV more 

enthusiastically for developing their understanding about the HA’s outputs requirements 

and performance expectations. This was particularly demonstrated through the 

development of non-contractual key project management documents through 

collaboration with the HA and also the O&M JV: 

Certainly reputationally it is critically important that we deliver. That’s why we 
have to have very proactive communication plans. We have to have very strong 
and dynamic risk assessments. We have to have a very integrated working with 
the Highways Agency. So all that is pretty critical to make this contract work. 
(SPV-CEO) 

Trust building and collaboration thus emerged in the RCSP not only from the contractual 

provisions of self-reporting by the SPV and arrangements for dispute resolutions and 

joint governance groups. But, trust and collaboration in the RCSP was important for the 

HA and the SPV for understanding mutual risks, to develop an agreed interpretation of 

the project outputs and outcomes, and adapt the incentive regimes particularly the 

payment mechanisms such that issues of dis-incentivisation could be addressed.  

8.6  Conclusion 

This chapter has reported the empirical analysis undertaken for the SRQ 3 which related 

to the research objective ‘iii’ (see Chapter 1, section 1.3). The research objective ‘iii’ was 

concerned with understanding the micro-level (i.e. project-level) processes and practices 

particularly the role of MCS and trust for operationalising UK government’s objectives in 

road PFI contracts (see Chapter 1, section 1.3). These empirical objectives in the SRQ 3 

have been achieved through performing in depth analysis of a single road PFI contract 

that is in operations under the HA, in order to analyse how the UK government’s 

objectives in the road case study PFI project (i.e. the RCSP) were being operationalised.   
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This chapter has shown that for the HA, reasons for adopting PFI were driven by the 

popular policy discourse of the incumbent governments. The Conservative government 

was more inclined towards establishing a private sector roads operating industry and as 

such PFI was initially used by the HA as a steering mechanism for achieving that 

objective. However, successive governments have tried to benefit from the budgetary 

appeal of PFI (i.e. availability of additional private finance for investments over and 

above the departments’ capital budgets) (see Chapters 6 and 7). These later rationales for 

using PFI for procuring UK roads and motorways were made operable through 

problematisation of under-investment in the sector and the modernisation rhetoric. Also, 

hybridisation of expertise (Miller et al., 2008) could have been a reason for contractors to 

participate in road PFIs. 

This chapter has reported that pursuing fiscal objectives in PFI could have undermined 

VfM in road PFIs. This was found to be the case in the early PFI projects under the HA 

which used shadow tolls for pursuing the Conservative government’s objective to 

establish a roads operating private sector industry. The shadow toll had its implications 

on transferring demand risk to the private sector and thus escalating the cost of the PFI 

projects for the HA in form of high risk premiums. Moreover, interviewees at the HA 

indicated that although they had mainly relied on the PSC as a decision making tool for 

awarding PFI contracts it was found that the practice was loosely coupled with the 

government’s VfM ideals. 

It has been illustrated that making VfM operable during the operational stages of road 

PFI projects has implications for the (contractual) MCS. PIs that inform the control 

regimes in the RCSP are based upon the project objectives which were in accordance 

with the broader government’s goals for the underlying project road. From a 

governmentality perspective this suggests that output specification in PFI contracts 

through using PIs and KPIs is a means for translating central government’s policy 

objectives into localised practices (Manochin et al., 2011). Moreover, tying incentives for 

the SPV which range from financial and non-financial penalties (or rewards) to ultimate 

termination of the contract, with the achievements of KPIs, are the localised practices that 

are shaped by government guidance on PFI (e.g. standardised contracts) (HMT, 2007). 
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Thus this chapter contributes to governmentality literature by elucidating how the 

government’s policy discourse on PFI would shape the “everyday doings of local 

practitioners” in the RCSP (Kurunmäki and Miller, 2011, p. 237).  

However, this chapter highlights certain limits of the mediating role of MCS in the 

RCSP. Whereas identifying government objectives and linking them with incentive 

regimes particularly payment mechanisms, is important (Aziz, 2007; HMT, 2007), the 

incentivisation offered through the MCS for the SPV was insufficient. This chapter has 

shown that PFI contractors cannot be incentivised through payment mechanisms for 

government objectives that have a more strategic and long-term nature (e.g. improving 

safety and reducing congestion in the RCSP). The difficulty for the HA to incentivise the 

SPV against these two project objectives was on account of two important factors: one, 

the achievement of the project objectives is affected by factors that are beyond the 

influence of the PFI contractors. As it was demonstrated during the interviews that the 

SPV could not influence factors like drivers’ behaviour, which could be an important 

factor causing congestions and accidents; two, strategic project objectives that require the 

PFI contractors to deliver capital investments over the long run (e.g. implementation of 

safety and congestion improvement schemes on the RCSP) could not be incentivised 

through financial incentives that have a capped value. Thus where capping payment 

mechanisms may be a risk management strategy for government, it could cause trade-offs 

against incentivisation for the PFI contractors. In terms of the overall effectiveness of 

MCS as mediating instruments (Kurunmäki and Miller, 2011) in road PFI contracts, one 

could therefore conclude that payment mechanisms and other non-financial incentives 

might generally perform effectively against routine (day to day) operational issues in 

terms of the private sector delivering tangible outputs that are more under their control, 

such as asset management and response to incidents, but could not provide sufficient 

incentivisation for delivering long-term strategic outcomes.  

Furthermore, as an additional contribution from a theoretical as well as policy stand 

point, this chapter indicates a potential link between governmentality and (goodwill) 

trust. It was found that MCS in the RCSP tend to penalise the SPV more than actually 

incentivising it. Therefore trust building between the HA and the SPV (and also between 
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the latter and the sub-contractors) was a necessary strategy for overcoming tensions 

caused by differences in interpreting the project outputs and in judging performance 

during the O&M phase of the project. This was particularly demonstrated through 

collaborative development of key non-contractual project management documents and 

developing of agreements to revisit the payment mechanisms formulae. These evidences 

corroborate the PFI literature which argue that PFI contracts could have presentation 

problems in a sense that all potential future problems and their possible solutions could 

not be anticipated and put into writing at the outset, and therefore the contracts need to be 

more flexible with opportunities for renegotiations and collaborative working (Barretta et 

al., 2008; Broadbent et al., 2003a; Demirag and Burke, 2013; English and Baxter, 2010). 

Based on these evidences it could be argued that formal MCS in PFI contracts should be 

complemented with relational contracting and collaboration which could promote trust 

between the procuring authority and the consortium.  

By having reported the empirical analysis undertaken for the SRQ 1 (see Chapter 6), the 

SRQ 2 (see Chapter 7) and the SRQ 3 (Chapter 8), this thesis has attended to its research 

aim and objectives (see Chapter 1, section 1.3). Therefore the next chapter (i.e. Chapter 

9) is going to conclude this thesis by providing a summary of the key findings in chapters 

6 – 8, as well as comment on the theoretical contributions that the empirical findings 

offer to the extant body of knowledge on PFI and governmentality (see Chapter 1, Figure 

1A). Also, Chapter 9 will acknowledge the limitations of this research while suggesting 

future research avenues for addressing those limitations (see Chapter 1, Figure 1A). 
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Chapter 9 

Conclusion 

 

“Connecting empirical observations back to the theory that motivated the study is an 

essential research task. It is important for qualitative researchers to think very deeply 

about the meaning of generalising to theory, about the connection between their 

study and extant theory, and about the theoretical contributions of the study…. 

Qualitative research is not about storytelling. It is still about the use of, and 

contributions back to, theory.” (Lillis, 2008, p. 244) 

 

This thesis sought to further our understanding about the development and 

operationalisation of the UK (central) government’s infrastructure procurement policy 

called the Private Finance Initiative (PFI). The research was primarily motivated by a 

desire to extend our understanding of the UK government’s rationales for PFI and the 

underlying governing technologies that have enabled its operationalisation within the UK 

public sector, particularly within the transport sector of roads (see Chapter 1, sections 1.2 

and 1.3). The research design developed for pursuing the aim of this thesis involved a 

multi-level analysis based on an interpretive approach (see Chapters 4 and 5). At a 

macro-level, this thesis documents the discursively articulated justification of successive 

UK central governments for pursuing PFI as a major infrastructure procurement route 

since 1992 (when PFI was formally introduced in the UK) and the regulatory 

mechanisms through which the policy objectives have been operationalised. The macro-

level research was supplemented with a micro-level analysis of the localised practices 

and processes, particularly the use of management control systems (MCS) and trust in a 

road case study PFI project (the RCSP
227

) under the HA
228

 through which the central 

government’s policy objectives in PFI are being operationalised at the project-level.  

The empirical evidence was obtained through utilising archival and (semi-structured) 

interviews as the data collection techniques (see Chapter 5), while the data analysis and 

the interpretation of the findings were guided and informed by a ‘governmentality’ 
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(theoretical) framework (see Chapter 4). The macro-and-micro-level empirical 

components of this thesis are divided into three (sub) research questions (see Chapter 1, 

section 1.3 and Figure 1A), which form three independent, albeit progressively inter-

related, empirical chapters (Chapters 6 – 8).  

As the final part of the discussion in this thesis, the current chapter: presents a summary 

of the main research findings; discusses the theoretical contributions of the findings and 

considers the novelty and uniqueness of this research in the context of existing body of 

knowledge; and reflects on the limitations of the empirical work undertaken and provides 

suggestions for future research to address the highlighted limitations.  

9.1 Summary of the research findings 

This section provides an overview of the research findings in this thesis. These are 

discussed in the order of the three empirical chapters (i.e. Chapters 6 – 8). 

 Summary of the research findings in Chapter 6 

As stated in Chapters 4 and 5, the empirical investigation for this thesis commenced with 

an analysis of UK (central) government discourse on PFI as contained in the policy 

documents issued by the HMT
229

, NAO
230

 and the relevant parliamentary select 

committees from 1992 to 2012
231

. The documents were analysed through a thematic 

coding process which was primarily informed by the adopted theoretical lens of 

governmentality for identifying segments of the data relevant to the researched issues in 

the SRQ
232

 1 (see Chapter 4, Figure 4C; Chapter 5, section 5.3). The themes which 

emerged from the coding-based analysis of the documents were subsequently interpreted 

and discussed from a governmentality perspective in order to further our understanding 

about the UK governments
233

 discursively articulated rationales for pursuing private 

financing of government infrastructure procurement during the last two decades and the 
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 Her Majesty Treasury (UK’s ministry of finance). 
230

 UK’s National Audit Office. 
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 PFI was formally launched by the UK government in 1992 and was reformed as PF2 in December 2012 

(see Chapter 2). Also see Chapter 5, Table 5A for the list of the documents analysed in Chapter 6.  
232

 Sub Research Question. 
233

 Successive central governments from 1992 until the election of the current UK coalition government in 

2010, corresponding to the PFI era as mentioned above.  
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actors and mechanisms involved in the macro-level regulatory framework that supported 

the operationalisation of PFI contracts across the UK public sector. As stated previously, 

this empirical component is reported in Chapter 6 of this thesis.  

Accounting-related literature suggests various reasons for governments in different 

countries including the UK for pursuing PFI (see Chapter 3, sections 3.2, 3.3 and 3.5). 

Chapter 6 illustrates that from a UK perspective fiscal and VfM (value for money) 

reasons have been the main drivers for the PFI. The governmentality-based analysis of 

the UK government’s PFI policy documents has revealed that in the late 1980s the then 

Conservative Government recognised the need for upgrading existing public 

infrastructure such as hospitals, prisons, roads and schools as these were suffering from 

considerable under-investment and repair backlogs. For the Conservative government to 

attend to these problems through new publicly financed capital investments was 

challenging as the public sector’s borrowing was controlled through certain fiscal rules 

(e.g. the Maastricht rule, under which the government departments could not raise debt 

beyond certain pre set targets) (see Chapter 6, section 6.2). At the same time, the 

conventional practices of infrastructure procurements by government departments were 

considered and criticised within the political arena as being inefficient particularly for 

failing to deliver new constructions to time and within budgets.  

Therefore, in the early 1990s, the UK public sector infrastructure procurement needed 

some policy intervention that could gap the intvestment needs while allowing the 

government to achieve the macro fiscal targets, and at the same time address the 

inefficiencies in the conventional procurement practices. Chapter 6 highlights that the PFI 

procurement model was considered by the then Conservative Government as a suitable 

alternative than conventional procurement, as PFI could (arguably) substitute private 

finance for government’s capital which was considered particularly significant under 

constrained public sector borrowing capacity. Moreover, it was claimed that by engaging 

a single private sector contracting company (DBFO Co or SPV
234

) for the whole life of 

the project through integrated contract for construction and post-construction (operations 

and maintenance) services would bring the private sector’s efficiency and hence VfM 
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into the delivery of the underlying public service
235

. It is shown in Chapter 6 that, while 

both fiscal and VfM were the prominent rationales of the Conservative Government for 

initiating PFI, the macro-level governing technologies in terms of the regulatory 

framework for implementing PFI schemes favoured more the fiscal objectives. In this 

context the Conservative Government had used regulatory rules such as the ‘universal 

testing’
236

 which had the implications of making PFI the ‘only game in town’.  

The successive Labour Government after coming into power in 1997 continued to adhere 

to PFI albeit with changing policy narratives from fiscal justifications towards VfM. 

Shortly afterwards the Labour Government abolished the universal testing rule, but 

against the economic and social pressures to develop the public infrastructure there were 

no corresponding increases made in government departments’ capital budgets. Under 

these scenarios where government departments could not raise sufficient debt for funding 

pipeline infrastructure projects, PFI was aggressively pursued as an off-balance sheet 

project financing alternative. The key enabler of PFI was the UK government’s 

prescribed accounting rules under which (in the majority of the cases if not all) PFI 

projects were allowed to remain off the balance sheets of the public sector. This off-

balance sheet feature of PFI carried two fiscal benefits for the UK government
237

. For the 

central government, liabilities outstanding against the signed PFI contracts (in terms of 

the unitary payments) did not show in the calculations of the public sector net debt
238

 

which was important for the central government to show its economic and fiscal 

competitiveness internationally. Moreover, for the procuring public sector departments, 

signing up to PFI was (and still is) advantageous in the sense that there is no upfront 

consumption of the department’s capital budget. Thus, for government departments, PFI 
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 See Chapter 2 for a description of PFI contractual and organisational structures. 
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 See Chapter 6, sections 6.2 and 6.3. 
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 For financial reporting PFI has become ‘on’ balance sheet for the public sector since the UK 

government’s adoption of the IFRS in 2009. However, for the purpose of departmental budgets PFI 

continues to remain off balance sheet (see Chapters 6 and 7).   
238

 See Chapter 6, section 6.2. 



219 
 

(arguably) provides a source of additional funding over the short run since there is no 

need for the departments to meet the initial capital cost of the PFI projects upfront
239

.  

Within the context of the fiscal appeal of PFI for government departments, in order to get 

projects off the ground as off-balance sheet PFI schemes, government departments were 

tempted to manipulate risk allocations for the PSC assessments so to play with the 

accounting rules of balance of risk
240

. This indicates that although the PSC test was 

promoted by UK government as a VfM-driven control tool for PFI, in practice it might 

have been used by the procuring authorities to disguise the government’s fiscal objectives 

to deliver infrastructure without escalating the national debt figures.    

Alongside the accounting-based technologies as the fundamental enablers of PFI, several 

other regulatory mechanisms (technologies of government) have been used by successive 

UK governments for operationalising PFI. From a governmentality perspective, the 

technologies of government underlying the development of PFI within the UK during the 

regimes of successive governments have been heterogeneous, ranging from: the creation 

of bodies of expertise at the central government-level to establishing department specific 

PFI dedicated bodies and accountable officials; market incentives in the form of financial 

guarantees, secondary markets for PFI equity and PFI credits; and technologies of self for 

the procuring authorities in the form of standardised contracts and official guidance on 

VfM and contract management. Overall, the macro-level technologies of government 

might have served in two ways for operationalising PFI. Firstly, the accounting-based 

technologies have been supporting the broader fiscal and VfM rationales for PFI. 

Nevertheless, as commented earlier, in practice the accounting-based technologies (e.g. 

the PSC) might have favoured more the fiscal objectives. Secondly, the heterogeneous 

technologies summarised above may have been used by government for building ‘system 

                                                
239

 This is because of the off balance sheet treatment of PFI in departments’ capital budgets under which the 
upfront project cost does not show as a capital expenditure. Only the annual unitary payments are reported 

as revenue expenditure (see Chapter 6 and Chapter 7).  
240

 See Chapter 2 (section 2.3.2), Chapter 6 (section 6.2, 6.3) and Chapter 7 (section 7.3) for PSC (Public 

Sector Comparator) assessment mechanism. 
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trust’
241

 in order to encourage the market actors to participate in PFI deals (Barretta et al., 

2008; Broadbent et al., 2003a).      

Chapter 6 illustrates that during the 2000s as PFI was becoming more used and popular 

within the UK (see Chapter 2, Figure 2B), the policy overseeing roles of the NAO and the 

parliamentary select committees (see Chapter 2, Figure 2D) increased also. Parliamentary 

enquiries have generally remained critical about PFI for being a more expensive method 

of procurement than the conventional alternative and have questioned the VfM potential 

of the PFI contracts as the committees had been unable to obtain substantive evidence on 

whether operational PFI projects deliver VfM. Lately these criticisms have become more 

stringent against the backdrop of the rising cost of private finance following the recent 

global financial crisis (GFC). Moreover, contrary to the UK government’s claims about 

VfM in PFI contracts the NAO has expressed its skepticism regarding the capacity of the 

contractual MCS particularly the performance-based payment mechanisms in achieving 

VfM in PFI projects through managing risk transferred to the private sector. According to 

the NAO reports analysed in Chapter 6, a procuring public sector authority would 

generally avoid enforcing the contractual penalty regimes as levying of penalties might 

create tensions between the public and private sector contracting parties and adversely 

impact on their relationships.  

The PFI enquiries undertaken by the UK’s parliamentary select committees and the NAO 

reports on operational PFI projects led to some considerable shifts in the policy. Under 

the Labour Government these shifts were noticeable as a changing policy narrative which 

stressed improving VfM in PFI projects. Government pursued this evolving focus on 

VfM through the development of the commercial skills of the public sector staff dealing 

with PFI contracts and through the adoption of more detailed and qualitative VfM 

guidance which the government expected would offset the procuring departments’ sole 

reliance on the PSC. Later policy shifts have focused on increasing transparency for PFI-

related government liabilities and the adoption of the IFRS. The most significant reform 

of PFI during the last 20 years has emerged in response to the GFC. This reform is the 
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 System trust can be seen as the existence of institutional structures and/or standards of behaviour and 

practice that enable the development of partnerships between public and private organisations (Barretta et 

al., 2008; Broadbentet al., 2003a).  
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new PFI known as PF2 which was introduced in December 2012. The major difference of 

PF2 than its predecessor (PFI) is that new projects will have lower levels of capital 

gearing while the public sector will be a co-investor in the equity. While the UK 

government’s rhetoric is that this reform will improve VfM in the PF2 projects as the 

public sector’s co-ownership in the equity is going to strengthen partnership and improve 

risk management, Chapter 6 illustrates that the ultimate goal from this reform is for the 

government to ease raising private finance for new projects which following the GFC had 

become difficult and expensive
242

.  

Thus, despite an overall prominence of a VfM rhetoric, the analysis presented in Chapter 

6 suggests that the priority of government is to utilise private finance to deliver public 

infrastructure in order to save the public sector from upfront capital expenditures, and it 

appears this will persist in the case of PF2. Moreover, VfM remains an unobtainable 

feature of PFI contracts due to the difficulties in enforcing contractual terms.    

 Summary of the research findings in Chapter 7 

The second empirical stage of this thesis involved (semi-structured) interviews with 

senior PFI policy-related (UK government) officials in order to complement the findings 

from Chapter 6 (see Chapter 4, Figure 4C; Chapter 5, sections 5.2 and 5.4). As stated 

earlier, this second phase is reported in Chapter 7 and corresponds to the SRQ 2 (see 

Chapter 4, Figure 4C; Chapter 5, section 5.4). The interviewees, who had PFI policy 

advisory, implementation and overseeing roles, were asked questions related to the key 

findings in Chapter 6 in order to gain further insights about the UK government’s 

rationales for operationalising PFI, the underlying governing technologies, policy shifts 

and VfM potential of PFI contracts (see Chapter 4, section 4.5). The interview data was 

analysed with the help of codes that were mainly based on the themes sought in the 

interview questions (see Chapter 5, section 5.4). The perspectives obtained from the 

coding-based analysis of the interview data have been interpreted and discussed from a 

perspective of the governmentality framework as illustrated in Chapter 4 (see Figure 4C).  
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The interviews confirmed that the initial driver for PFI during the early 1990s was the 

bulk of maintenance and repairs backlogs in the existing public infrastructure. The 

backlogs were caused by a lack of competency on the part of public sector officials, as 

well as there could have been deliberate negligence on the part of the ministers as 

politicians prefer to deliver new infrastructure rather than upgrading existing ones in 

order to win more votes from public. The political desire to deliver new infrastructure 

projects and the need to attend to backlogs in the existing infrastructure had created fiscal 

pressures for the Conservative Government to fund those investment needs for which the 

government’s tax revenue did not suffice. Therefore the Conservative Government tried 

to utilise private finance to fill the investment gap in the public infrastructure under the 

guise of PFI. The off-balance sheet feature of PFI, as enabled by the UK government’s 

prescribed accounting rules, provided additional funding opportunities for government 

departments because signing to PFI deals did not (and still does not) consume the 

departments’ capital budgets upfront for the (capital) cost of the project. However, it was 

found in Chapter 7 that the temptation for the public sector to use PFI because it could 

(arguably) provide additional funding was fraught with difficulty as signing PFI contracts 

has created long-term liabilities for the UK government in the form of unitary payments 

which have to be borne by the future generations of tax payers
243

.    

Chapter 7 also corroborates the problematised issue of public sector’s inefficiencies in 

managing infrastructure procurement projects as identified in Chapter 6 by showing that 

one of the objectives for the Conservative Government in adopting PFI was to overcome 

the inefficiencies of cost and time overruns in conventional procurements. The 

Conservative Government viewed the private sector as a reservoir of good practices 

(Broadbent and Laughlin, 2005; Jupe, 2011, 2012; Lapsley, 2009) and this ideology 

formed a major driver for the privatisation and PFI policy initiatives in the UK during the 

1980s and 1990s. The Conservative Government claimed that quality of the public 

services delivered under PFI will be better than conventionally delivered projects, as 

under PFI the private sector is engaged for the delivery of the underlying infrastructure 

and its maintenance and operations, through a single contract. As argued in Chapter 6, 
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these expectations of the Conservative, as well as successive UK governments, were 

discursively articulated as VfM in PFI.  

Chapter 7 supports the findings in Chapter 6 that the UK government’s claims about VfM 

in PFI were founded on two particular contractual features: one, as stated in the preceding 

paragraph, that the integrated nature of the PFI contract pulls different services and the 

services providing companies together, and therefore such integration would achieve cost 

efficiencies as the design, construction and post-construction services are planned and 

provided by a single consortium; and two, that VfM would be achieved since the 

performance-based payments mechanisms put the private sector’s profits and capital at 

risk and thus encourage them to operate more efficiently and effectively. However, 

despite the support for the VfM justification for PFI by successive UK central 

governments, procuring (government) departments were more inclined and tempted to 

use PFI when conventional funding (i.e. public finance) was unavailable for projects. 

Such temptations on the part of the procuring authorities to use PFI for fiscal objectives 

have led to a compromise of the VfM objective through inappropriate risk allocations. 

Within this context, Chapter 7 brings evidence that the PSC was used as an ‘economic 

mumble jumble’ for manipulating risk transfer in PFI contracts in order for the 

government departments to be able to demonstrate to the HMT that PFI was the best (off-

balance sheet) investment option. Thus, the PSC was not necessarily used as a measure of 

VfM, particularly when there was no public funding available for the projects under 

consideration. The shifts in the PFI policy narratives towards VfM which led to the 

expansion of the official VfM guidance, standardisation of the PFI contracts, structural 

reforms of the central government’s agencies of PFI expertise and the adoption of the 

IFRS, were aimed at reducing the fiscal appeal of PFI for the government departments. 

However, it has been found that these reforms in the PFI policy could also have been 

politically motivated to make PFI more palatable for the market. This point again 

supports the idea that emerged in Chapter 6 that through the above mentioned governing 

technologies UK governments have tried to build ‘system trust’ for PFI.  
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Particularly with respect of the adoption of the IFRS for diminishing the fiscal appeal of 

PFI for government departments, it has been shown that while the UK public sector’s 

capital budgets are governed under different accounting rules
244

 than the IFRS, the fiscal 

appeal of the PFI might prevail and carry forward to the PF2. With respect to the PF2, 

Chapter 7 suggests that it is a re-branding of PFI which was needed in the backdrop of 

the GFC in order for government to ease raising private finance for future projects. 

However, given the current situation of cuts in public sector spending, PF2 might be 

difficult for the UK public sector to afford. Under such circumstances government might 

have to continue offering market incentives in form of capital contributions and 

guarantees in order to develop the system trust for the PF2 under financially difficult 

times. However, such financial incentives on the part of government will have an impact 

on VfM considerations in the future (PF2) deals, as government guarantees undermine 

the VfM objectives from risk transfer to the private sector (Burke and Demirag, 2013; 

Jupe, 2011).  

 Further, with respect to achieving VfM objectives in PFI contracts particularly through 

the use of the performance-based payment mechanisms as the contractual MCS, Chapter 

7 corroborates the findings of Chapter 6 that the payment mechanisms have limitations in 

achieving VfM in the operational PFI projects. By linking the unitary payments to the 

availability of the assets PFI contracts have allowed to achieve new buildings within time 

and to budget. However, over the operational stages the performance-based payment 

mechanisms may only provide effective incentivisation to the private sector for achieving 

performance targets with respect to routine, day to day tasks, whereas the ultimate risk of 

delivering the core public services remains with government. When there are major 

issues of persistent under-performance during the operational stages of PFI projects, 

government has to step in to rescue the projects from failing. Moreover, measuring VfM 

in the operational PFI projects in terms of measuring the quality of the services being 

delivered against their cost is extremely difficult as these projects do not have identical 

benchmarks (comparator conventional projects). Thus beyond the construction stages it is 

not ascertainable if PFI contracts can actually achieve VfM, which raises further concerns 
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about using these schemes particularly against the backdrop of the rising cost of the 

private finance as caused by the recent GFC.  

 Summary of the research findings in Chapter 8 

As stated previously, the third and final stage of the empirical research in this thesis 

involved the use of a single case study approach for analysing the operationalisation of 

the UK central government’s objectives in PFI policy at the micro-level (i.e. in the 

RCSP
245

) (see Chapter 1, section 1.3; Chapter 4, Figure 4C). The case study was chosen 

from the UK’s transport sector of roads because of being the first public services sector in 

the UK that adopted PFI soon after its launch by the Conservative Government in 1992, 

and also because internationally the largest number of PFIs has been within the roads 

sector (see Chapter 1, section 1.3). The case study analysis has formed the basis for 

Chapter 8 of this thesis and has mainly focused on analysing the roles of the contractual 

MCS and trust between the HA and the private sector consortium company (the SPV) in 

operationalising the government’s objectives in the RCSP during the operations and 

maintenance stages of the project (see Chapter 4, section 4.5; Chapter 8). Archival and 

(semi-structured) interview methods were utilised for obtaining the data for the case 

study which was analysed through coding-based analysis informed by the researched 

themes for Chapter 8 (see Chapter 5, section 5.5). The perspectives obtained from the 

coding-based analysis of the documents and interview data have been interpreted and 

discussed in Chapter 8 from a perspective of the governmentality framework as 

illustrated in Chapter 4 (Figure 4C).        

With respect to the UK central government’s policy objectives in PFI as discussed earlier, 

these were being operationalised at the micro-level primarily through the payment 

mechanisms in the road PFI contracts. During the regime of the Conservative 

Government one of the predominant policy objectives in PFI was to develop a private 

sector roads operating industry. This corroborates the findings from Chapter 7 that 

privatisation and PFI under the Conservative Government were significantly driven by 

the government’s ideology of engaging the private sector for delivering public services. 

The Conservative Government pursued their objective of developing a private sector 
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roads operating industry through initiating PFI contracts under the HA that were based on 

shadow toll payment mechanisms. However, it has been found that the NAO was critical 

about the use of shadow tolls as it transferred the down-side demand risk to the private 

sector over which they had no influence (see Chapter 2, section 2.2.2; Chapter 8, section 

8.3). For this reason, the NAO considered shadow tolls as a source of creating additional 

risk for the private sector which had an offsetting impact on VfM for the HA because of 

the higher risk premium. Consequently the UK government abandoned shadow tolls in 

later road PFI projects which were based on unitary payments that were linked to the 

performance of the private sector with respect to their contractual obligations. In this 

context, Chapter 8 supports the findings in Chapter 6 that the official criticism from the 

NAO (and the parliamentary select committees) on the operational aspects of PFI have 

led to policy shifts towards VfM.  

Chapter 8 illustrates that following the signing-off of the toll-based PFI contracts under 

the Conservative Government, successive UK governments have pursued road PFIs for 

addressing the macro-level objectives of upgrading and expanding the UK roads network. 

In this regard, the UK government’s Transport Ten year plan produced in 2000 was a 

major articulation of these government objectives for the UK roads. Central to the 

government’s investment objectives for the roads sector were the issues of reducing 

congestion and improving road users’ safety by bringing down the rates of serious 

accidents on the national highways and motorways. With respect to the UK government’s 

objectives of reducing congestion and improving safety on the strategic roads network, 

the RCSP was a priority project stated in the Transport Ten year plan. The analysis in 

Chapter 8 suggests that government’s objectives in the RCSP have been pursued through 

a PFI route because of the off-balance sheet treatment of PFI in the public sector’s capital 

budgets (as already discussed). Thus, the off-balance sheet feature with respect to the 

departments’ capital budgets has been an incentive for the (micro-level) procuring 

authorities (e.g. the HA) for choosing PFI as an investment route.  

The macro-level articulation of VfM in PFI were translated as the localised aspirations of 

the HA. The Business Case for the RCSP favoured a single PFI contract for the delivery 

of the underlying road services rather than conventional procurement which would 
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involve multiple contracts, on the basis of the rationale that the PFI contract will achieve 

VfM by making a single consortium company (i.e. the SPV) responsible for the 

construction and post-construction (operations and maintenance) services of the project 

road. This (qualitative) preference for a single PFI contract for the RCSP was also 

supported through the PSC test. Thus, there was consistency in the macro-level 

articulation of VfM during the procurement stages of PFI contracts and their actual 

operationalisation at the micro-level. Nevertheless, the interview data for the RCSP 

illustrates that the PSC had limitations as a VfM test for PFI options; however it had to be 

used by the HA (as a mandatory decision making tool) under the central government’s 

directions.  

In terms of whether the RCSP is achieving VfM over the operational stages, since the 

payments for the construction phases of the (RCSP) contract are linked to the availability 

of the underlying sections of the project road and the supporting assets, in this sense the 

contract has transferred the design and construction risks to the SPV. With respect to the 

operations and maintenance phase of the RCSP, VfM for the public sector (the HA) is 

more about controlling the performance of the SPV and holding the latter accountable for 

their contractual obligations. This point highlights the importance of MCS as means for 

achieving the project objectives and hence VfM in the operational stages of PFI contracts. 

It has been found that the UK government’s objectives in the RCSP, particularly the 

objectives of reducing congestion and improving road users’ safety, were translated as 

specific project objectives in the PFI contract awarded to the SPV, and were further 

specified as performance indicators (PIs) against which the HA monitors and measures 

the performance of the SPV (see Chapter 8, Figures 8B and 8C). Output specification in 

terms of PIs can be seen as a translation of the macro policy objectives into the micro-

level aspirations, which lies at the center of the contractual MCS by informing the 

performance monitoring and incentive regimes (see Chapter 8, Figure 8B). The MCS in 

the RCSP mainly rely on outcome controls which involve elaborated performance 

monitoring and incentives regimes that are inter-related in order to shape the performance 

of the SPV towards achieving the project objectives (see Figure 8B). The performance 

monitoring during the operations and maintenance phase of the RCSP is practiced 
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through different reports produced by the SPV as well as through performance audits and 

inspections conducted by the HA. The articulation of the performance monitoring 

practices in the RCSP contract also provide for joint forums with representatives from 

both the HA and the SPV in order to judge the performance of the latter. However it has 

been found that generally the performance of the SPV was evaluated in non-interactive 

ways and at times the judgement about the performance was subjective, leading to 

tensions between both the contracting parties. 

The incentive regimes as part of the MCS in the RCSP contract is meant to motivate the 

SPV to fulfill their contractual obligations with respect to the PIs (i.e. the project 

objectives). The incentives in the RCSP contract range from different levels of non-

financial controls to financial ones (payment mechanisms), and are activated when the 

assigned threshold of performance (under-performance) is discovered and reported 

through the performance monitoring regime (see Chapter 8, Figure 8B). Non-financial 

incentives involve warning notices, performance points, step-in rights and termination, 

with the performance points being used most commonly than the rest. As the 

performance points have the tendency to accumulate if the underlying under-performance 

persists, this leads to additional costs for the SPV for facilitating more stringent 

monitoring arrangements on the advice of the HA or stepping in by the latter to ultimate 

termination of the contract, therefore these were considered as an effective incentivisation 

for the SPV. Moreover, because the project financiers are also concerned with the 

accumulation of the performance points therefore their due-diligence also acts as an 

incentive for the SPV to avoid accumulating performance points. Termination of the 

contract would be a last resort for the public sector when performance failures by the 

private sector would rise to such a serious level that it could risk the delivery of the core 

underlying service. Thus, the non-financial incentives in the RCSP ultimately lead to 

financial consequences for the private sector. 

Performance-based payment mechanisms are at the heart of PFI contracts and can be 

considered as a key risk allocation strategy. However, in practice, performance-based 

payment mechanisms are effective only for delivering new constructions to time and 

within budget, and for routine operations and maintenance tasks on the RCSP project 
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road, such as the SPV’s response time to clear incidents and ensuring availability of lanes 

during peak usage hours. During the operational stages performance-based payment 

mechanisms provide little incentivisation for the SPV against the project objectives of 

reducing congestion and improving safety, as these objectives are influenced by factors 

(e.g. drivers’ behaviours) that are beyond the control of the contractors. While the HA 

has capped the payment-based incentives in order to address the SPV’s limitations to 

influence the risk factors underlying the achievement of the project objectives of 

improving safety and reducing congestion, the capped amounts are considered as a 

disincentive for the SPV to invest in long-term action plans with respect to these two 

primary project objectives. Moreover, certain payment mechanism formulae in the RCSP 

contract were not working as per the expectations of the contracting parties causing 

negative payments (deductions) for the SPV irrespective that there had been no 

performance failures with respect to those particular payment criterion, which was 

recognised by both the contracting parties as a source of tension between them and a 

disincentive for the SPV.  

With respect to the tensions between the HA and the SPV related to the judgments on 

evaluating the latter’s performance and for revisiting the contractual terms on payment 

mechanisms to make those work more effectively as incentives for the private sector, 

collaboration and trust was emerging to jointly address these issues. The HA and the SPV 

have started processes of dialogues and interactions for developing mutual 

understandings about the output requirements (with respect to the project objectives / PIs) 

and the key risks related to the project. Such collaborations and trust building between 

the HA and the SPV and between the latter and the sub-contractors have led to joint 

development of important (non-contractual) project management documents which 

provide practical guidance better than the original contract, for operating the project road 

on day to day basis. Moreover, interactions and dialogues between the HA and the SPV 

were also taking place for revisiting the payment mechanism formulas in order to make 

them more aligned with the project objectives and hence improve their effectiveness as 

incentive for the private sector. It has been found that the SPV was proactive in 

addressing tensions and developing collaboration and trust with the HA because 

reputationally they consider it important to achieve the project objectives.           
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After providing an overview of the empirical findings, the next section discusses their 

theoretical contributions, specifically in what ways the present research adds knowledge 

to the extant accounting-related literature on PFI (see Chapter 3) and in what ways the 

findings contribute to the adopted governmentality framework (see Chapter 4).       

        

9.2 Contribution to knowledge 

This thesis has been motivated by the gap in our knowledge about the UK government’s 

rationales for pursuing PFI and the regimes of governing practices that have enabled its 

development and operationalisation (Andon, 2012; Broadbent and Laughlin, 1999, 

2004b). This research is novel as it has adopted an interpretive approach for unbundling 

the UK (central) government’s discourse on PFI policy in order to understand why the 

policy has been pursued by successive governments, in what ways the policy changed 

particularly with respect to the ends sought through it, and how the macro-and-micro-

level governing technologies enabled the policy’s operationalisation. This approach has 

provided insights about the macro-level (i.e. UK central government’s) rationales and 

technologies of government underlying PFI beyond the extant accounting-related 

literature that has maintained mainly a critical view regarding these issues (see Chapter 

3). Another significant contribution of this thesis is that it identifies substantive 

information about the implications of the macro-level policy discourse for the micro-level 

practices and processes through which PFI contracts are operationalised by the UK 

government departments, an area that has not been systematically researched (Andon, 

2012; Broadbent and Laughlin, 1999, 2004b). In relation to the aforementioned empirical 

focus, this thesis has analysed the operationalisation of PFI in the UK transport sector of 

roads as the sector has been using PFI since the policy’s inception in 1992 but to date 

little attention has been given to the systematic evaluation of the road PFI projects 

(Shoaul et al., 2007a, pp. 160-161). Using a (single) case study approach, this thesis has 

particularly analysed the roles of MCS and trust in operational road PFI contracts which 

have been shown in Chapter 2 and Chapter 3 as being fundamental tools for achieving 

project objectives during the operational stages of the contracts (see sections 2.3.2 and 

3.4).  
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The theoretical contributions of this thesis are discussed in this section from two 

perspectives: contribution to the accounting-related literature on PFI and implications of 

the findings for the UK government’s PFI policy; and contribution to the governmentality 

literature. 

 Contribution to the accounting-related PFI literature and policy implications 

This thesis provides evidence that although rhetorically VfM has remained the more 

dominant rationale of successive UK governments for PFI, in practical terms PFI has 

carried a stronger (fiscal) appeal for UK governments as an ‘off-balance sheet’ 

infrastructure procurement financing alternative. Under-investment in the existing public 

infrastructure was a fundamental reason for the Conservative Government to adopt PFI in 

the early 1990s. It has been shown that backlogs of maintenance and repairs plus the 

political desire to deliver new infrastructure projects had to be funded through non-

conventional means as the government’s tax revenues were insufficient against the 

demand for public infrastructure, and moreover UK’s macro-economic targets 

particularly public sector’s borrowing targets were being tightly controlled under 

European and national fiscal rules. In this context, when the public infrastructure is 

hugely under-invested and at the same time the public sector is capital-starved while 

traditional privatisation is not politically possible, then PFI approach can serve as a 

(politically) viable project financing alternative because of its off-balance sheet treatment 

in the public sector’s capital budgets.     

The findings indicate that PFI has remained an important means for successive UK 

governments to achieve the political ambition of delivering (new) public infrastructure 

which otherwise could not be funded alone from public finance. Within this context this 

thesis supports Heald and Georgiou (2011) and Hellowell (2010) that the government’s 

fiscal objectives in PFI have been enabled through accounting-based technologies. In this 

regard this thesis provides evidence that the off-balance sheet treatment of PFI in the 

capital budgets of government departments was, and will remain, an incentive for the 

departments to use private financing for infrastructure procurement. This is contrary to 

Broadbent et al. (2004) who claim that the UK government’s fiscal objectives in PFI 

demised over the years (p. 68). Instead, this research argues that while at the macro-level 
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(i.e. at the central government-level) the VfM justification for PFI has evolved over the 

past two decades, but at the micro-level (i.e. for the government departments) PFI offers 

a significant fiscal attraction. This also supports the argument by Heald and Georgiou 

(2011, p. 243) that the adoption of the IFRS will not diminish the off-balance sheet 

incentive of PFI for government departments especially given the sensitivity of levels of 

government debt
246
, as the departments’ capital budgets are not governed under the IFRS. 

However, in order to pursue their fiscal objectives in future, the UK government may 

have to offer financial incentives into the PFI market in form of capital contributions 

more substantively given the cuts in public sector expenditures, which have raised 

affordability concerns for the public sector in relation to PFI unitary payments.  

Although discursively the UK central government’s VfM justification for PFI has 

evolved over the 20 years of its use
247

, at the micro-level the ex-ante (procurement 

stages) decision making for VfM has remained biased towards the fiscal objectives. 

Within this context it has been shown that the risk allocations made for the PSC test were 

influenced by the availability of funding options for the project being considered. The 

research findings suggest that whenever conventional (public) financing was not 

available for an infrastructure project, the concerned government department was 

tempted to manipulate the risk calculations in the PSC in order to show PFI as the best 

VfM option. Thus, the PSC has been loosely coupled (Modell, 2003) with the central 

government’s VfM objective in PFI and supports the arguments that PFI has been used as 

an ‘accounting device’ by the procuring public sector authorities for getting infrastructure 

projects off the ground that could not be otherwise pursued under constrained public 

finance, and the UK government’s VfM discourse may have disguised the actual 

implications of these schemes for the public sector (Jupe, 2012).  

This thesis also develops our understanding about how VfM in PFI has been discursively 

articulated and operationalised. It provides insights that the UK government’s VfM 

justification for PFI has its ideological links with privatistion. The indications are that the 

Conservative Government considered the private sector as a ‘reservoir of good practices’ 
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(Broadbent and Laughlin, 2005; Jupe, 2011) and this ideology was a strong driver for 

promoting both the privatisation and the successive PFI policy. The VfM justification for 

PFI has been retained by successive governments through their discourse claiming that by 

integrating the construction and post-construction (operations and maintenance) services 

under a single PFI contract the private sector consortium company would be incentivised 

to plan on a whole-life basis and work through the different project stages efficiently and 

innovatively. However, in terms of the actual potential of the operational PFI contracts to 

deliver VfM, particularly in the roads sector, it appears that the UK government’s claims 

about VfM cannot be ascertained as the idea is largely based on assumptions which in 

practical terms face significant challenges to operationalise.  

The analysis of the road case study PFI project (RCSP) suggests that successive UK 

governments have used payment mechanisms as a fundamental control tool for 

operationalising their policy objectives in (road) PFI contracts. While the Conservative 

Government used shadow toll for pursuing their objective of developing a private sector 

roads operating industry, the adoption of performance-based payment mechanisms for 

(road) PFI contracts by successive governments reflects the operationalisation of the 

macro-level policy shift towards VfM. Nevertheless, while performance-based payment 

mechanisms may be effective in transferring the design and construction risks to the 

private sector, their effectiveness as an incentive for the private sector to achieve the 

broader government’s objectives in PFI projects over the operations and maintenance 

stages is considerably limited.  

While the previous studies by Broadbent et al. (2004, p. 69) and Edwards et al. (2004, p. 

130) suggest that MCS particularly penalty regimes in PFI contracts provide limited 

controls for the public sector in terms of managing the risks transferred to the private 

sector, this research builds up on those findings and provide more in depth insights about 

the effectiveness of the MCS. The analysis of the RCSP indicates that performance-based 

payment mechanisms cannot adequately incentivise the private sector for achieving the 

project objectives (e.g. reducing congestion and improving road users’ safety), which can 

be affected by factors that are beyond the influence of the private sector. This has 

significant implications for VfM: one, contrary to the UK government’s claims, 
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performance-based payment mechanisms as they are currently operationalised in road 

PFI contracts under the HA cannot be considered and relied upon as an optimal risk 

management strategy; two, the private sector has a limited capacity to influence the risks 

involved in the achievement of the project objectives because of which they would only 

be inclined to take limited risk, thus supports the argument that the public sector (i.e. 

government) is better capable of bearing and managing risks related to the delivery of 

public services than the private sector (Froud 2003; Jupe, 2012); and three, the capping of 

the payment-based incentives by the procuring authority with respect to the limited risk 

handling capacity of the private sector may be a disincentive for the latter particularly 

with respect to developing and implementing strategic plans under the contract related to 

the project objectives.  

Furthermore, consistent with Barretta et al. (2008), Broadbent et al. (2003a), Demirag 

and Burke (2013) and English and Baxter (2010), there is evidence that sole reliance of 

the public sector on formal MCS in PFI contracts without building collaboration and trust 

with the private sector which can allow opportunities for jointly addressing sources of 

tensions may impede the success of the operational PFI projects. Thus this thesis 

highlights the importance and inter-relatedness between (formal) outcome controls and 

(informal) social controls in PFI contracts (Dekker, 2004; Marques et al., 2011), and 

suggests that the UK government should develop official PFI guidance through a bottom-

up approach (Boland et al., 2008; Erridge and Greer, 2002) for the public and private 

sector contracting parties on developing mutual collaboration and trust.   

 Contribution to governmentality 

This thesis contributes in multiple ways to the extant literature on governmentality. It is 

novel in that it uses a combination of the governmentality frameworks adopted by Frame 

and Bebbington (2012) and Kurunmäki and Miller (2011), and demonstrates that in their 

combined form as illustrated in Chapter 4 (Figure 4C) each individual framework 

complements the strength of the other. The elaborated categorisation of the elements of 

governmentality as proposed by Dean (1999) and adopted by Frame and Bebbington 

(2012) facilitated the empirical analysis in this thesis by providing a priori 

conceptualisation about the problematisation and utopian objectives which informed the 
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UK government’s rationales for PFI and identifying the underlying heterogeneous 

technologies of government. By demonstrating the analytical strength of Dean’s (1999) 

governmentality framework this thesis contributes to the existing body of knowledge as 

to date the framework has been overlooked in the accounting literature (Spence and 

Rinaldi, 2014).  

This research supports the concept of governmentality by providing evidence that 

governance of PFI was not exercised from a power centre (i.e. central government), but 

several individual and collective identities and techniques of market incentives and 

technologies of self, collectively shaped the operations of PFI projects in the direction of 

government’s aspirations. Moreover, contrary to Broadbent and Laughlin (2003b) and 

English and Guthrie (2003), who have questioned the capacity of the NAO to provide 

independent checks on PFI, the findings in this thesis suggest that the NAO reports and 

parliamentary enquiries on VfM in PFI projects led to considerable shifts in the PFI 

policy. With respect to the identities created through the UK government’s policy 

discourse on PFI (the central government’s bodies of PFI expertise and regulation), the 

analysis illuminates their role as the agencies through which government has exercised 

power for operationalising policy objectives in PFI. Within this context, a novel 

contribution of this thesis is that it highlights that the presence of such institutional 

identities can ensure and oversee the adoption of the technologies of self (PFI official 

guidance and standardised contracts) by the subjects.  

Supporting Dean (1999), Foucault (1991) and Frame and Bebbington (2012) the findings 

indicate that the UK (central) government’s policy discourse on PFI has used and 

produced a particular form of knowledge. It has been shown that the UK government 

discourse on PFI has mainly drawn from the knowledge of management accounting (also 

see Broadbent et al., 2004) as demonstrated by the fiscal  (off-balance sheet treatment of 

PFI in the public sector’s capital budgets) and VfM (decision making involving the PSC 

and ex-post use of MCS) rationales and the supporting technologies of government.  

Kurunmäki and Miller’s (2011) framework was useful because of its focus on different 

levels of analysis, particularly its extended focus on how the macro-level policy discourse 
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impacts on the micro-level practices for operationalising UK government’s policy 

objectives in roads PFI. Kurunmäki and Miller’s (2011) framework has particularly 

helped in addressing the objective of this thesis with respect to Chapter 8 (research 

objective ‘iii’
248

). Such an extended application of governmentality that has analysed the 

inter-relationships between the macro-and-micro-levels of PFI policy development and 

operationalisation is an important contribution of this thesis, as to date governmentality 

studies in accounting have ignored to perform a systematic analysis about how the 

macro-level policy discourses shape the (micro-level) subjects (Armstrong, 2014; 

Brockling et al., 2011; Kurunmäki and Miller, 2011; Kurunmäki et al., 2011).  

While Foucault’s concept of governmentality assumes that subjects are discursively 

constituted without the governing technologies resorting to penalties or sanctions 

(Armstrong, 1994, 2014), it appears that incentives regimes as part of the MCS in the PFI 

contracts tend to form a fundamental means for shaping the performance of the private 

sector. Thus this thesis demonstrates that incentives such as penalties or sanctions are a 

key form of controls involved in the regimes of governing technologies for government 

to exercise power and may be considered as such in future governmentality-based studies 

in accounting, particularly that focus on MCS. Another novel contribution of this thesis is 

that it appears that while the contractual MCS can serve as ‘mediating instruments’ 

(Kurunmäki and Miller, 2011) between the government’s objectives in the PFI contracts 

and the actions of the contractors, their effectiveness to mediate has limitations. It has 

been shown that the limitations of the MCS in achieving government objectives in the 

operational PFI contracts can be addressed through developing collaboration and trust. 

Thus this research highlights the role of trust as ‘facilitator’ of governmentality (Spence 

and Rinaldi, 2014) and that development of trust at the macro-and-micro-levels is 

fundamental to the operationalisation of PFI in the UK. At the macro-level, this has been 

shown by the development of system trust (Barretta et al., 2008; Broadbent et al., 2003a) 

by the central government through the establishment of PFI-related identities, official 

guidance, standardised contracts and market incentives. At the micro-level, trust 

particularly goodwill trust, is shown to be crucial for achieving the project objectives 
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(Barretta et al., 2008; Broadbent et al., 2003a; Demirag and Burke, 2013; English and 

Baxter, 2010).        

Despite these contributions this thesis has certain limitations in terms of the 

methodological approach adopted as well as with respect to the highlighted gap in 

accounting-related literature on PFI which this thesis could not address. These issues are 

discussed in the next section along with suggestions for future research. 

9.3 Limitations of this thesis and suggestions for future research 

While this thesis provides insights beyond the extant accounting-related literature about 

the development of PFI policy at the macro-level and its operationalisaton at the micro-

level, the respective macro-and-micro-level focuses are limited to the UK central 

government and the (UK) transport sector of roads. It is suggested that the macro-and-

micro-level analyses can be extended in several ways as discussed below in this section. 

Within the UK future studies may consider seeking the perceptions of the key private 

sector PFI stakeholders (e.g. the major financiers and contracting companies) about the 

issues described in this thesis. This is particularly important given the significant role of 

the private sector in influencing the PFI policy-making and its operationalisation (see 

Chapter 3, section 3.3 and Chapter 4, section 4.3). In connection with this two specific 

areas are suggested as future research avenues: One, it might be useful to analyse the 

processes by which the big accountancy firms became recognised within the political 

discourse underlying PFI as legitimate experts in the domain of developing PFI appraisal 

and contractual guidance, as well as in shaping the contractual deals (Shaoul et al., 

2007b; Shaoul, 2011). A potential methodological approach for pursuing this research 

focus could be to adopt Actor Network Theory (see Chapter 4, section 4.4), as suggested 

by Andon (2012) and applied by Gendron et al. (2007); Two,  in order to further expand 

our conception about governmentality underlying PFI, it is important to analyse the 

structures of and the patterns of relationships within the “networks of rule” that arguably 

allow for multiple influences on PFI policy and practices (see Chapter 4, section 4.3). A 

focus on the networks of rule might help us to understand the linkages between the actors 

and their effect on PFI policy-decision-making and operationalisation (Richardson, 
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2009). Such a research project might be pursued by drawing on methods from Social 

Network Analysis, which primarily focus on the interdependence of the actors within the 

networks and their positions, which influence the policy decision-making particularly in 

terms of the opportunities and constraints of the actors and the consequences of these 

networks on society (Richardson, 2009; Rowley, 1997; Streeter and Gillespie, 1993). 

Macro-level governmentality based enquiry can also be extended to a transnational level. 

This may be achieved by adopting the idea of global governmentality as suggested by 

(Sending and Neumann, 2006), through analysing how the UK government’s PFI policy 

was influenced, or vice-versa, by the discourses of the international stakeholders of the 

UK’s PFI, such as the European Union (EU), transnational banks and the international 

construction companies. In the current scenario analysing the global governmentality 

underlying UK’s PFI may be important particularly because of the changed (deteriorated) 

financial health of the major financiers as a consequence of the GFC, and given the 

shifting political stance of the current UK government on Britain’s membership in the 

EU. 

As stated earlier, PFI does not provide additional funding for the public sector but in fact 

PFI contracts have a higher cost for the UK government as compared to the conventional 

routes. These points support the criticisms raised by Pollock et al. (2002) and Shaoul et 

al. (2006, 2008a). However, a limitation of this thesis is that it does not analyse the 

implications of the unitary payments of the operational PFI projects on the financial 

health of the UK public sector or the quality of the public services. Therefore it is 

suggested that future accounting research can focus on systematically analysing these 

issues by using mixed (qualitative and quantitative) research approaches (Murphy and 

Maguire, 2011). Similarly, in order to obtain empirical evidence about VfM in PFI 

contracts that are operating at the post-construction stages, future research may consider 

utilising users’ surveys (Broadbent et al., 2003b) that can capture and compare data on 

identical services delivered through conventional and PFI routes. For example, the users 

of the RCSP project road may be surveyed for their opinions regarding the congestion 

and safety that they experience on the project road, and similar data may be obtained for 
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the same services (i.e. congestion and safety) from the users of another (comparator) UK 

road that is conventionally maintained and operated.   

At the micro-level of the empirical analysis, this thesis uses a single case study approach 

within the UK’s transport sector of roads. It is suggested that future research may 

consider comparing the case study findings in this thesis with an analysis of the use of 

MCS (and trust) in operational PFI projects in other sectors of the UK, or within road 

PFIs in other countries, in order to learn lessons about more effective control regimes. 

This research agenda is particularly important given that the operationalisation of 

government’s VfM objectives in operational PFI contracts fundamentally relies on the 

effectiveness of the MCS particularly the performance-based payment mechanism,  

which, as found from an analysis of the RCSP (see Chapter 8), are still evolving despite 

that the UK’s roads sector has used PFI for more than 20 years, thus reflecting that there 

still remains no clear body of knowledge (Jupe, 2012) about effective or optimal MCS in 

PFI contracts. Within the same context, research is needed to analyse the significance of 

the payment-based incentives in financial terms. This research avenue is important given 

that PFI investors are reported to have been earning high returns (Acerete et al., 2010; 

Edwards et al., 2004; Hellowell and Vecchi, 2012; Whitfield, 2011), thus raising 

concerns about the significance of the performance-based payment mechanism as a 

control tool for achieving VfM for the public sector. However, approaching this research 

area would be challenging for accounting researchers particularly within the UK, as the 

public and private sector contracting parties in road PFI contracts do not disclose 

financial information about deductions (or bonuses) with respect to the unitary payments 

(Shaoul et al., 2008b, pp. 157, 164).    

Also future case studies on operational PFI contracts may consider taking longitudinal 

approaches for analysing the evolution of trust between the public and private sector 

contracting parties and its impact on the design and use of MCS (Dekker, 2004), as well 

as how staff turnovers affect trust and collaboration between the contracting parties 

(Broadbent et al., 2003a). Within this context future research may consider analysing the 

processes of collaboration and dialogue between the HA, the SPV and the financiers, 

through which contractual terms particularly the contentious payment mechanisms 
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formulae in the RCSP (see Chapter 8, section 8.4 and 8.5) are changed and made more 

effective.  

While the analysis of the RCSP has provided in depth insights about the use of MCS and 

trust for operationalising UK government’s objectives in the project road (see Chapter 9, 

sections 9.1 and 9.2), the findings are mainly from a public sector perspective. Therefore 

it still remains to be seen what MCS are adopted by the consortium members and how 

effective are those in shaping the performance of the sub-contractors. Therefore it is 

suggested that future research analysing the contractual MCS and inter-parties 

relationships in operational PFI contracts should involve the private sector stakeholders 

as well, the SPV, the sub-contractors and the financiers whose due diligence has a 

considerable influence on the performance of the contractors.  

The research methods adopted in this thesis for the case study analysis were limited to 

archival analysis and semi-structured interviews. It is suggested that future case studies of 

operational PFI contracts should consider also using observation techniques (Kurunmäki 

and Miller, 2011; Marques et al., 2011). In particular, observation of the ‘PFI decision 

making’ meetings at the local sites before and after the financial close of the researched 

PFI contract would allow the researchers to gain firsthand experience about how the 

macro-level policy discourse is received, perceived and responded to by the localised 

actors.      
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Appendix A 
This appendix relates to the analysis presented in Chapter 6 in relation to the SRQ 1 and 

includes the code index used for analysing the UK government’s PFI policy documents.  
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 Codes used for analysing UK government’s PFI policy documents in 

Chapter 6  

Code  
Hierarchical 

level 
Description 

Code 

conceptualisation 

SRQ 1, theme a) Why have successive UK central governments pursued PFI? 

Rat-PFI Level 1 

This parent code covered 

segments of the data 

representing the UK 

government’s rationales 

(justification) for PFI. This 

code was divided into sub-

levels for problematisation and 

utopian objectives.   

Theoretical 

framework (Chapter 

4, Figure 4C) 

Prob-

Procurement 
Level 2 

Segments of data representing 

problematised issues with 

respect to the government’s 

conventional procurement and 

existing infrastructure. Below 

this code were sub-codes for 

specific problematised issues, 

as shown below.  

Theoretical 

framework (Chapter 

4, Figure 4C) 

Prob-Backlog Level 3 

Repairs and maintenance 

backlog s and under-investment 

in the existing infrastructure 

which required capital 

investment. 

Emerged 

Prob-Fis Level 3 

Fiscal targets which 

government had to achieve 

through controlled borrowing 

and capital spending 

PFI literature review 

(Chapter 3, section 

3.3) 

Prob-

Overruns 
Level 3 

Conventionally procured 

projects problematised for cost 

and time overruns. 

Emerged  

U-PFI Level 2 

Segments of the data expressing 

utopian ideals/objectives from 

PFI. This code was divided into 

sub-levels for specific utopian 

objectives.  

Theoretical 

framework (Chapter 

4, Figure 4C) 

U-PFI-

Attractive 

investment 

Level 3 
PFI promoted as an attractive 

market for the private investors. 
Emerged 

U-PFI-VfM Level 3 

Discourse promoting PFI for 

delivering VfM. Below this 

code were sub-codes 

representing specific VfM 

PFI literature review 

(Chapter 2, section 

2.3.2; Chapter 3, 

section 3.3)  
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claims in the discourse. The 

sub-codes are shown below.  

On time and 

to budget 
Level 4 

Segments of the data suggesting 

that PFI can and deliver 

buildings on time and to budget. 

PFI literature review 

(Chapter 3, section 

3.3) 

PM Level 4 

Segments of the data 

representing government’s 

claims that through PFI 

contracts performance of the 

contractors can be managed 

effectively. 

PFI literature review 

(Chapter 3, section 

3.3) 

Better 

Services 
Level 4 

PFI justified for delivering VfM 

through efficiency and better 

managerial skills of the private 

sector.  

PFI literature review 

(Chapter 3, section 

3.3) 

Comp Level 4 

Discourse justifying PFI for 

achieving VfM through 

competitive tendering, 

financing and bench marking of 

services. 

PFI literature review 

(Chapter 2, section 

2.3.2; Chapter 3, 

section 3.3) 

Risk transfer Level 4 

PFI supported/justified in the 

policy discourse for delivering 

VfM through risk transfer. 

PFI literature review 

(Chapter 2, section 

2.3.2; Chapter 3, 

section 3.3) 

SRQ 1, theme b) Have the government’s policy objectives in PFI changed over the 

last two decades? 

VfM shifts Level 1 

Parts of the data expressing  

shifts in the policy focus 

particularly with respect to 

VfM. Below this sub-codes 

were created for specific 

changes in the policy 

particularly in relation to VfM.  

Theoretical 

framework (Chapter 

4, Figure 4C) 

Deptt-

Practices 
Level 2 

Segments of the data which 

provided information about 

changes in the PFI guidance for 

the procuring authorities.  

PFI literature review 

(Chapters 2 and 3) 

Governance-

structure 
Level 2 

Segments of the data which 

provided information about the 

structural changes made to the 

central government bodies for 

monitoring and facilitating PFI 

contracts.  

PFI literature review 

(Chapters 2 and 3) 

Policy Focus Level 2 

Segments of the data which 

represented generic policy 

shifts with respect to VfM. Sub-

Emerged 
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codes were created under this 

level to represent the specific 

evolving VfM concerns (or 

shifts).   

Alternatives Level 3 

Data which suggested that the 

government was encouraging 

the departments to consider 

packaging smaller infrastructure 

projects so those could be 

delivered under  PFI routes, and 

to consider alternative 

(privately financed) 

procurement models which can 

deliver better VfM than PFI. 

Emerged 

Government’s 

stress VfM 
Level 3 

Data which represented a 

growing stress by government 

on the departments to use PFI 

when it shows VfM and not 

merely for off-balance sheet 

financing.   

Emerged 

Government 

Enquiries 
Level 3 

This code covered the NAO and 

parliamentary enquiry reports 

on PFI highlighting the key 

criticism or questioning of the 

government’s VfM claims in 

PFI. 

Research methods 

(Chapter 5, section 

5.3) 

Reform-PFI Level 3 

Information on the recent 

reforms in the PFI policy, 

particularly the reforms 

initiated after the global 

financial crisis of 2008.  

PFI literature review 

(Chapter 2) 

SRQ 1, theme c) How have departments been steered towards PFI? 

Governing 

practices 
Level 1 

Segments of the data 

representing the macro-level 

technologies of government 

used for operationalising PFI.   

Theoretical 

framework (Chapter 

4, Figure 4C) 

Central 

Monitoring 
Level 2 

Data representing central 

government’s monitoring 

mechanisms for the PFI 

contracts.  

PFI literature 

(Chapter 2, section 

2.3) 

Deptt Level 2 

Data representing generic 

guidance to the departments 

(technologies of self) for 

operationalising PFI contracts. 

Sub-level codes were created 

under this code for instructions 

PFI literature review 

(Chapter 2). 
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/ guidance to the departments 

relating to certain specific 

operational aspects of PFI 

contracts.   

Partnering 

relationship 
Level 3 

Guidance to departments for 

maintaining partnership and 

collaborative relationships  with 

the private contractors 

PFI literature review 

(Chapter 2, section 

2.3.2; Chapter 3, 

section 3.4)  

Responsible 

Identities 
Level 3 

Discourse creating responsible 

and accountable identities 

within procuring departments 

Theoretical 

framework (Chapter 

4, Figure 4C)  

VfM and risk 

allocation 
Level 3 

Generic guidance on VfM and 

risk allocation 

PFI Literature 

review (Chapter 2, 

section 2.3.2; 

Chapter 3, section 

3.3) 

Financial 

incentives 
Level 2 

Information about the 

government’s intervention into 

the PFI market through offering 

(financial) incentives to the 

private investors. 

Emerged 
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Appendix B 
This appendix relates to the analysis presented in Chapter 7 in relation to the SRQ 2. It 

includes: Specimen of letters and email correspondence with the interviewees contacted 

for the SRQ 2 (section 1); Interview questions (section 2); and the code index used for 

analysing the interview data (section 3). 
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Section 1: Specimen of posted letters / email correspondence with the 

interviewees 
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From: Salman Ahmad [mailto:sahmad04@qub.ac.uk]  

Sent: 07 January 2013 16:01 

To: Hunter, Angela - HMT [Restricted]; Hunter, Angela - HMT [Restricted] 

Subject: Appointment for Meeting 

   

Dear Ms. Hunter, 

 In follow-up of my letters dated 23 Nov and 19 Dec, 2012, I would be happy if we could 

meet any time in the following options, as I will be in England on these dates for 

interviewing some government officials for my PhD: 

 Thu 17 Jan 2013, 1300 – 1700 hrs 

 Tue 22 Jan 2013 till Thu 24 Jan, any time during the day. 

 Please let me know if any of these days will suit. In case these dates are not suitable for 

you, please let me know about some alternatives dates and time. 

 I will really appreciate if you could let me know about your decision soon so that I may 

book my return tickets from London accordingly. 

 Thank you 

 Regards 

  

Salman Ahmad 

PhD Student in Accounting 

Queen’s University Management School 

185 – Stranmillis Road 

Belfast, Northern  Ireland 

BT9 5EE 

Mobile: 07513931287 
 

 

Ps. Copies of previous letters attached. 
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Hunter, Angela - HMT [Restricted] [Angela.Hunter@hmtreasury.gsi.gov.uk] 

 To: 

Salman Ahmad 

 09 January 2013 10:21 

  

  

Salman, 

 Apologies for not coming back to you sooner. Would midday on Tuesday 22 January 

suit you? 

 Best regards, 

Angela 

 ____________________________________________________  

Angela Hunter | Secretary to the Treasury Board / Head of Internal Communications | 

Permanent Secretary's Office    

HM Treasury, 2/15, 1 Horse Guards Road, SW1A 2HQ | 020 7270 6413  
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Section 2: Interview (semi-structured) questions guide for PFI policy 

related officials 

 

 No. Questions Justification 
1 Did the UK government launch PFI 

under a political ideology to bring 

private sector’s efficiency into 

delivery of public services or was 

there need for additional sources 

for funds to support capital 

investment plans and whether the 

original ideology remained as a 

political reason for continuing the 

use of PFI over last 20 years? 

 

To gain further (in depth) understanding 

about the UK government’s fiscal and 

VfM rationales for PFI and shifts in the 

policy objectives as emerged in the 

archival analysis undertaken in Chapter 6, 

and also because PFI literature suggests 

mixed reasons for governments adopting 

PFI (see Chapter 3, sections 3.2, 3.3). 

   

2 From the policy decisions like 

universal testing, PFI credits and 

now current government’s interest 

in attracting pension funds for 

investing in PF2, it appears that the 

use of private finance for 

government infrastructure 

procurement is a long-term agenda. 

Can we say that PFI has remained 

and will remain the only game in 

town for funding major projects 

rather than a VfM alternative of 

choice? 

 

To understand the UK government’s 

motives underlying the macro-level 

technologies of government as 

emerged from the (archival) analysis 

and discussion in Chapter 6. This was 

considered important particularly 

because critics consider PFI as an 

‘accounting device’ used for achieving 

the government’s political goals 

through delivering new infrastructure 

(see Chapter 3, sections 3.2, 3.3). 

3 Why the VfM assessment guidance 

was broadened in 2006 to 

incorporate certain qualitative 

aspects and why the central PFI 

bodies have been structurally 

reformed by each successive 

government (i.e. from PFP to 

PFTT, to PUK and OGC and now 

IUK)? 

 

To gain further understanding about 

the UK government’s rationales for 

changes in the macro-level governing 

technologies that emerged from the 

archival analysis in Chapter 6 and 

were also identified during the PFI 

literature review (see Chapter 2, 

section 2.3). 

4 Was VfM in PFI questioned before 

as there were reviews and reforms 

conducted previously (e.g. Bates 

and Gershon’s reviews) and Credit 

Guarantee Finance, which 

addressed some common issues as 

A key finding from the archival 

analysis and discussions in Chapter 6 

is that the NAO and the UK 

parliamentary enquiries on the PFI 

contracts have been questioning the 

government’s VfM objectives from as 
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current ones (e.g. cost of private 

finance, procurement and contract 

management skills, standardised 

contracts etc.)? Do you see the 

current reform initiative (PF2) 

more effective than PFI? 

 

early as 2000, but major reforms only 

appeared after the global financial 

crisis in the form of PF2. Therefore it 

was considered important to 

understand the significance of the 

NAO and Parliamentary enquiries in 

stimulating reforms in the PFI policy? 

And to better understand if the 

reforms have been driven primarily by 

the government’s fiscal concerns or 

for achieving VfM, and to what extent 

PF2 is considered effective in terms of 

achieving the government objectives?  
5 As a control tool for the public 

sector for managing risks in PFI 

contracts, how effective do you 

think is the idea of performance-

related (unitary) payment, (given 

that government remains ultimately 

responsible for delivery of the 

underlying services)? 

 

Performance-based payment 

mechanisms emerged in the archival 

analysis in Chapter 6 as the 

fundamental control mechanism 

within PFI contracts. However, given 

the NAO’s skepticism about the 

effectiveness of the payment 

mechanisms as a control tool (see 

Chapter 6) and critics in PFI literature 

about failure of certain PFI projects 

(Chapter 3, section 3.3), it was 

considered important to understand 

the effectiveness of the performance-

based payment mechanisms as MCS 

in the PFI contracts.   
6 Have there been differences across 

the devolved states of the UK in the 

ways PFI has been implemented? 

How do you think the current 

reform (PF2) will send or has 

already started to send messages to 

the devolved governments about 

their PFI models? 

 

Since the interviewees were from the 

central government as well as from 

Northern Ireland, it was considered 

useful to seize an opportunity to 

understand the differences, if any, 

between the PFI models being used in 

the England and the devolved regions, 

and whether the differences (if any) 

were to continue to exist after the 

central government’s announcement 

of PF2? 
7 Is there anything else that you 

would like to add to this 

discussion? And is there anyone 

else whom you would recommend 

for talking to (interviewing) about 

these issues? 

To give the interviewees an absolute 

freedom to talk about the issues that they 

wanted to, relevant to the PFI policy. 
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Section 3: Code Index  

 

Codes used for analysing the interview data in Chapter 7  

Code  
Hierarchica

l level 
Description 

Code 

conceptualisation 

SRQ 2, theme a) Perceptions about UK government’s reasons for pursuing PFI 

Government’s 

Motivation 
Level 1 

Information gained from the 

interviewees about the UK 

government’s reasons for pursuing 

PFI as a major public infrastructure 

procurement policy. Below this first 

level code data was collected around 

three sub levels (level 2) as shown 

below.   

Interview 

questions (see 

Appendix B, 

section 2) 

Privatisation Level 2 

Perceptions about PFI as a successor 

of the UK government’s privatisation 

programme of the 1980s. 

Interview 

questions (see 

Appendix B, 

section 2) 

Fiscal motive Level 2 

Perceptions that UK governments 

have used PFI as a means for 

channelising private finance for the 

delivery of public infrastructure. This 

code was subdivided into two 

categories with respect to the specific 

fiscal motives that emerged during 

the interviews, as shown below. 

Interview 

questions (see 

Appendix B, 

section 2) 

Investment 

needs 
Level 3 

Perceptions that the demand for 

public infrastructure is always there 

whereas tax revenue is not sufficient 

to meet that demand. So private 

finance can be used for providing 

public infrastructure. 

PFI literature 

review (Chapter 

3, sections 3.2, 

3.3)  

Political goals Level 3 

Perceptions that politicians want to 

win votes from the electorates 

through delivering new 

infrastructure. 

Emerged 

VfM motive Level 2 

Perceptions about the UK 

government’s rhetoric that PFI can 

achieve VfM in infrastructure 

procurement. This code was 

subdivided into specific perceptions 

of the respondents that emerged from 

the interview data about the 

Interview 

questions (see 

Appendix B, 

section 2) 
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government’s VfM justification for 

PFI.   

Inefficient 

conventional 

procurement 

Level 3 

Data that problematised conventional 

UK government infrastructure 

procurement as being inefficient. 

Emerged 

Risk transfer  Level 3 

Perceptions that that PFI contracts 

can achieve VfM through risk 

transfer. This generic perception 

about risk transfer was further 

subdivided into two levels. 

PFI literature 

review (Chapters 

2 and 3) 

Integrated 

contract 
Level 4 

Perceptions that whole life 

contracting in PFI incentivise the 

private contractor to consider 

carefully each stage of the contract 

and work efficiently through out.  

PFI literature 

review (Chapters 

2 and 3) 

Pvt Capital at 

risk 
Level 4 

Perceptions that PFI can achieve 

VfM as the private contractors and 

financiers would avoid construction 

delays and persistent under-

performance because of the potential 

consequence of losing the unitary 

payments as penalties. 

PFI literature 

review (Chapters 

2 and 3) 

Fiscal and 

VfM motives 
Level 2 

Perceptions suggesting that both 

fiscal and VfM have been important 

for UK governments as policy 

objectives in PFI. 

Emerged 

SRQ 2, theme b) Perceptions about the UK government’s intervention into the PFI 

market 

Governments’ 

interventions 
Level 1 

This code covered parts of the interview 

data that related to the government’s 

reasons for using macro-level governing 

technologies for the development of PFI 

and their implications on the PFI 

market. This code was subdivided for 

certain specific technologies as listed 

below.       

Interview 

questions (see 

Appendix B, 

section 2) 

Policy shifts 

towards VfM 
Level 2 

Data representing changes in PFI policy 

particularly with respect to the 

evolution of the official VfM guidance 

and the PFI bodies of expertise. Based 

on these two focuses this code was 

subdivided into two categories as 

shown below. 

Interview 

questions (see 

Appendix B, 

section 2) 

Governance-

structure 
Level 3 

Perceptions about changes in the 

structure of the UK government PFI 

(dedicated) bodies of expertise.  

Interview 

questions (see 

Appendix B, 



255 
 

 section 2) 

VfM guidance Level 3 
Perceptions about evolution of the VfM 

guidance on PFI. 

Interview 

questions (see 

Appendix B, 

section 2) 

Financial 

incentives 
Level 2 

Perceptions about the reasons for and 

implications of the different financial 

incentives offered by the UK 

government from time to time (e.g. PFI 

credits, government guarantees etc.). 

Interview 

questions (see 

Appendix B, 

section 2) 

Off-balance 

sheet PFI 
Level 2 

Perceptions that the (off-balance sheet) 

accounting rules for PFI enabled 

government to achieve their fiscal goals 

but that had implications on the 

calculation of risks in the Public Sector 

Comparator. 

PFI literature 

review 

(Chapters 2 

and 3) 

 

SRQ 2, theme c) Perceptions about operationalising VfM in PFI projects 

VfM in 

practice 
Level 1 

Data collected under this primary code 

represented perceptions about the 

potential of PFI contracts to deliver 

VfM over the project’s whole life and 

the effectiveness of the performance-

based payment mechanisms in 

managing risk transfer. This code was 

subdivided into two categories as 

shown below.   

Interview 

questions (see 

Appendix B, 

section 2) 

Pay-mech 

effectiveness  
Level 2 

Perceptions about the effectiveness of 

performance-based unitary payments as 

contractual MCS. 

Interview 

questions (see 

Appendix B, 

section 2) 

VfM over 

projects’ whole 

life 

Level 2 

Perceptions about whether VfM in PFI 

contracts can be measured and achieved 

over the whole life of the projects. 

PFI literature 

review 

(Chapters 2 

and 3) 

 

SRQ 2, theme d) Perceptions about future of PFI in the UK 

PFI future use Level 1 

Perceptions about the future use of 

private finance for procuring public 

infrastructure. The information under 

this code was subdivided into two codes 

as shown below. 

Interview 

questions (see 

Appendix B, 

section 2) 

Reasons for 

PF2 
Level 2 

Perceptions about why PFI has been 

recently reformed into PF2 and in what 

ways the market is going to react to 

PF2. 

Interview 

questions (see 

Appendix B, 

section 2) 
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Affordability 

concerns 
Level 2 

Perceptions about the long-term 

affordability concerns for the public 

sector with respect to the unitary 

payment obligations under PFI / PF2 

projects. Affordability concerns were 

also expressed from a perspective of the 

devolved regions. 

PFI literature 

review 

(Chapter 3, 

section 3.3) 
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Appendix C 
This appendix relates to the analysis presented in Chapter 8 in relation to the SRQ 3. It 

contains: FOI request and the response (section 1); Codes used for documents analysis 

(section 2); Email correspondence with the interviewees (section 3); Interview questions 

(section 4); and the Codes used for analysing the interview data (section 5). 
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Section 1: Correspondence for the FOI request 

Salman Ahmad 

To: 

ha_info@highways.gsi.gov.uk 

Cc: 

Salman Ahmad 

  

15 July 2012 20:48 

 
 

 
  

Request under FOI  

I am writing to request for information under FOI Act 2000, regarding two Roads 

DBFO/PFI projects, the M6 Toll and M25 Private Finance Contract. The information will 

make part of data/material that I will use for analysing Private Finance Initiative as a 

procurement policy within the context of the UK. I am considering to use M6 Toll and 

M25 private finance projects as case studies for my PhD research for analysing the 

micro-level (departmental) operationalisation of PFI policy discourse and the Treasury’s 

official value for money guidelines.  

It will be a great help if you could send PDFs / electronic copies of the following 

documents/information for M6 Toll and M25 private finance projects to: 

sahmad04@qub.ac.uk 

·         Full business cases & supporting option appraisal documents  

·         The M6 Toll & M25 Private Finance contracts & contract manual used by the Agency 

for developing these contracts 

·         Governance documentation including: 

o    organisation charts, change logs, risk registers,  

o   & contract management and lessons learnt; 

·         The periodic performance reports and Highways Agency’s performance monitoring 

registers/documentation for both the projects,  

o   & value for money assessment reports at different stages of the projects. 

As I am starting my empirical research during these summers, an early supply of the 

requested information/ documents will be very helpful and appreciated. 

Thank you. 

Regards 

Salman Ahmad 

PhD Student 

Queen's University Management School 

Room 02-019 

Riddel Hall 

185 Stranmillis Road 

Belfast  

BT9 5EE  

Tel (office): 028 90974495 

Mobile: 07513931287 

https://qmail.qub.ac.uk/owa/redir.aspx?C=niUCnyFsQUi-LZeHBeIkOFILS93eFNEIKjOq3_B5nvv9HKLzeufQ76bnvL3jYmO-0DthLPogV0I.&URL=mailto%3asahmad04%40qub.ac.uk
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From: Porter, Angela [angela.porter@highways.gsi.gov.uk] 

Sent: 25 July 2012 14:58 

To: Salman Ahmad 

Subject: FOI Request M6 Toll and M25 Private Finance Contract 

  

Dear Salman, 

  

Please see attached scanned letter in response to your enquiry of 15 July. 

  

Regards, 

  

Angela 

  

Angela Porter, Team Executive 

Highways Agency | Federated House | London Road | Dorking | RH4 1SZ 

Web: http://www.highways.gov.uk 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

https://qmail.qub.ac.uk/owa/redir.aspx?C=niUCnyFsQUi-LZeHBeIkOFILS93eFNEIKjOq3_B5nvv9HKLzeufQ76bnvL3jYmO-0DthLPogV0I.&URL=http%3a%2f%2fwww.highways.gov.uk
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Salman Ahmad 

 
To: 

Porter, Angela  [angela.porter highways.gsi.gov.uk]  

Cc: 

Salman Ahmad 

  

25 July 2012 15:44 
 

 
  

Dear Angela, 

  

(Your ref: CRS 677769 EIR 125-08) 

  

Thank you for your response to my request under FOI Act 2000. I understand your 

concerns and agree to narrow down and be specific about my request for information 

about the M6 Toll and M25 Private Finance Contract. 

My request is: 

 Please provide me copies of the Full Business Cases for the M6 Toll and M 25 

Private Finance Contract. 

Thank you.  

  

Regards 

  

Salman Ahmad 

PhD Student 

Queen's University Management School 

Room 02-019 

Riddel Hall 

185 Stranmillis Road 

Belfast  

BT9 5EE  
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FOI / EIR request  

Symonds, Judie [Judie.Symonds2@highways.gsi.gov.uk] 

 
To:  

Salman Ahmad 

Cc:  

FOI Advice  [FOIAdvice highways.gsi.gov.uk]  ; Porter, Angela 

 [angela.porter highways.gsi.gov.uk]  ; NDD SE & M25 Secretariat 

 [NDDSEandM25Secretariat highways.gsi.gov.uk]  ; Cluett, Francis 

 [francis.cluett highways.gsi.gov.uk]  

Attachments:  

Signed response to EIR 125 1.pdf  (858 KB ) [Open as Web Page ] 

08 August 2012 09:55 

 

Dear Mr Ahmad 

  

Further to earlier correspondence with Angela Porter I attach for your information a copy 

of a letter which we have sent out to you this morning
249

.  We were unable to send the 

full response via e-mail due to the size of the documents being released.    

  

Should you have any queries regarding our response please contact me. 

  

Kind regards 

  

Judie Symonds 

 

 On behalf of Secretariat 

 Network Delivery & Development Division South East 

 Highways Agency - An Executive Agency of DfT 

Federated House | London Road | Dorking | RH4 1SZ 

Tel: +44 (0) 1306 878413 

Web: http://www.highways.gov.uk 

GTN: 3904 8413  
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 A hard copy of the letter (copy on the next two pages) and the data on the M25 PFI contract (in CDs) 

were sent to the researcher by post.  

https://qmail.qub.ac.uk/owa/?ae=Item&a=Open&t=IPM.Note&id=RgAAAACKbFG7E6%2buRql6QC7ooZZ%2fBwCP9DHHUZ8AQKfHZACUTQ8wAGAd5GYHAADs7LqBcGo0QZM8Y0VgAoo5AB23Ql6mAAAA&pspid=_1394995388658_394939894
https://qmail.qub.ac.uk/owa/?ae=Item&a=Open&t=IPM.Note&id=RgAAAACKbFG7E6%2buRql6QC7ooZZ%2fBwCP9DHHUZ8AQKfHZACUTQ8wAGAd5GYHAADs7LqBcGo0QZM8Y0VgAoo5AB23Ql6mAAAA&pspid=_1394995388658_394939894
https://qmail.qub.ac.uk/owa/?ae=Item&a=Open&t=IPM.Note&id=RgAAAACKbFG7E6%2buRql6QC7ooZZ%2fBwCP9DHHUZ8AQKfHZACUTQ8wAGAd5GYHAADs7LqBcGo0QZM8Y0VgAoo5AB23Ql6mAAAA&pspid=_1394995388658_394939894
https://qmail.qub.ac.uk/owa/redir.aspx?C=niUCnyFsQUi-LZeHBeIkOFILS93eFNEIKjOq3_B5nvv9HKLzeufQ76bnvL3jYmO-0DthLPogV0I.&URL=http%3a%2f%2fwww.highways.gov.uk%2f
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     Section 2: Code Index for Documents Analysis 

 

Codes used for analysing official guidance on PFI contract 

management and the RCSP-specific documents in Chapter 8  

Code  
Hierarchical 

level 
Description 

Code 

conceptualisation 

Macro 

perspectives 
Level 1 

This code covered segments of the 

UK government PFI policy 

documents including the PFI 

contract guidance that articulates 

the significance of MCS and trust 

in PFI contracts and prescribe the 

ways for their enforcement in the 

operational contracts. This code 

was divided into sub-levels for 

specific guidance related to MCS 

and trust in PFI contracts.   

SRQ 3 / 

Theoretical 

framework 

(Chapter 4, Figure 

4C) 

Policy view 

on MCS 
Level 2 

Segments of the central 

government PFI policy documents 

which articulate the role of MCS 

as incentive for the private sector 

contractors.  

SRQ 3 / 

Theoretical 

framework 

(Chapter 4, Figure 

4C) 

Policy view 

on trust 
Level 2 

Policy discourse suggesting trust 

and relationship management as 

important aspects to be considered 

by PFI contracting parties. 

SRQ 3 / 

Theoretical 

framework 

(Chapter 4, Figure 

4C) 

Guidance on 

MCS and 

trust 

Level 2 

Data under this code covered 

segments from the official PFI 

guidance on contract management, 

particularly the Standardisation of 

PFI Contracts (SoPC 4), relating to 

MCS and trust. This code was 

divided into sub-levels for specific 

guidance as shown below.  

SRQ 3 / 

Theoretical 

framework 

(Chapter 4, Figure 

4C) 

Contract 

management 
Level 3 

Segments of the PFI official 

guidance describing (prescribing) 

the contract management 

responsibilities for the public 

sector and  articulating the control 

tools generically, such as 

performance points, termination, 

step in rights.  

PFI literature 

review (Chapter 2, 

section 2.3.2; 

Chapter 3, section 

3.4) 

Monitoring Level 3 
Segments of the PFI official 

guidance articulating the 

PFI literature 

review (Chapter 2, 
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mechanisms and significance of 

performance monitoring of the 

contractors by the procuring 

authority. 

section 2.3.2; 

Chapter 3, section 

3.4) 

Payment 

mechanisms 
Level 3 

Segments of the PFI official 

guidance articulating the 

mechanisms for setting and 

enforcing performance-based 

payments in PFI contracts and 

their significance as MCS. 

PFI literature 

review (Chapter 2, 

section 2.3.2; 

Chapter 3, section 

3.4) 

Relationships  Level 3 

Segments of the PFI official 

guidance articulating the role of 

relationships management and 

trust building between the 

contracting parties for the success 

of PFI projects. 

PFI literature 

review (Chapter 2, 

section 2.3.2; 

Chapter 3, section 

3.4) 

Local 

Perspectives 
Level 1 

Data collected under this code 

included the localised (micro-

level) articulation about the 

operationalisation of PFI within 

the HA and particularly the 

reasons for signing the RCSP as a 

PFI contract. Furthermore this 

code also covered the HA’s 

guidance on MCS and trust and 

also segments of the RCSP 

business case and contract 

documents relevant to the SRQ 3. 

This code was divided into sub-

levels based on the type of the 

information, as shown below.     

SRQ 3 / 

Theoretical 

framework 

(Chapter 4, Figure 

4C) 

HA’s 

guidance 
Level 2 

This code covered the HA’s 

discourse on PFI as available in 

the public domain, particularly 

with respect to the HA’s objectives 

in using PFI for procuring roads, 

and contract management 

guidance. This code was divided 

into sub-levels for representing 

segments of the data related to the 

specific themes (sub-codes) as 

shown below    

SRQ 3 / 

Theoretical 

framework 

(Chapter 4, Figure 

4C) 

Reasons for 

roads PFI 
Level 3 

HA’s justification for using PFI 

for procuring of roads. 

SRQ 3 / 

Theoretical 

framework 

(Chapter 4, Figure 
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4C) 

Contract 

Management 
Level 3 

Information on road PFI contracts 

management. 

PFI literature 

review (Chapter 2, 

section 2.3.2) 

Monitoring Level 3 
Information on monitoring the 

performance of PFI contactors. 

PFI literature 

review (Chapter 2, 

section 2.3.2) 

Relationship Level 3 

Information on managing 

relationships with the PFI 

contractors. 

PFI literature 

review (Chapter 2, 

section 2.3.2) 

Pay-mech Level 3 

Information about the payment 

mechanisms used by the HA in its 

PFI contracts. This code was 

divided   into sub-levels for 

specific information on congestion 

and safety related payment-

mechanisms. 

PFI literature 

review (Chapter 2, 

section 2.3.2) 

Congestion Level 4 

Information about the payment 

mechanisms used by the HA for 

incentivising road PFI contractors 

for reducing congestion on the 

project roads.  

Emerged  

Safety Level 4 

Information about the payment 

mechanisms used by the HA for 

incentivising road PFI contractors 

for reducing accidents on the 

project roads.  

Emerged 

RCSP 

contract 
Level 2 

This code covered the analysis of 

project specific documents for the 

RCSP. Below this code sub-levels 

were created for the specific 

themes relevant to the SRQ 3 in 

the project documents. 

Research methods 

(Chapter 5, section 

5.5) 

Reasons for 

RCSP DBFO  
Level 3 

Segments of the RCSP’s business 

case and contract articulating 

reasons why the project went 

down a PFI route. 

SRQ 3 / 

Theoretical 

framework 

(Chapter 4, Figure 

4C) 

Contract 

management 
Level 3 

Information about contract 

management terms in the RCSP 

documents particularly in relation 

to identification of the contract 

management teams and 

enforcement of performance 

points, step in rights and 

termination. 

PFI literature 

review (Chapter 2, 

section 2.3.2) 
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Monitoring Level 3 

Information in the RCSP 

documents about the prescribed 

ways by which the HA can 

monitor the performance of the 

SPV. This code was divided into 

sub-levels for certain performance 

monitoring arrangements that were 

specific to the RCSP and the key 

performance indicators (KPIs) 

related to the project objectives.  

PFI literature 

review (Chapter 2, 

section 2.3.2) 

KPIs Level 4 

Code representing project 

objectives in the RCSP specified 

as KPIs in the project documents. 

Emerged  

KPI 

Congestion 
Level 5 

KPIs related to congestion easing 

objectives in the RCSP. 

Emerged as one of 

the primary 

project objectives. 

KPI Safety Level 5 

KPIs related to safety 

improvement objectives in the 

RCSP. 

Emerged as one of 

the primary 

project objectives. 

Network 

Board 
Level 4 

A particular performance 

monitoring regime in the RCSP. 
Emerged 

PMR Level 4 

‘Proactive management review’, 

another particular performance 

monitoring regime in the RCSP.  

Emerged 

Pay-Mech Level 3 

Articulation of performance-based 

payment mechanisms as MCS in 

the RCSP. Below this code were 

sub-levels describing the payment 

mechanisms related to the 

congestion and safety project 

objectives. 

SRQ 3 / 

Theoretical 

framework 

(Chapter 4, Figure 

4C) 

Pay-Mech 

Congestion 
Level 4 

Payment mechanism related to the 

congestion objectives. 

SRQ 3 (congestion 

and safety 

objectives 

emerged as the 

primary objectives 

for awarding the 

PFI contract for 

the RCSP. 

Therefore it was 

decided to focus 

on MCS and trust 

particularly in 

relation to these 

two objectives.) 

Pay-Mech Level 4 Payment mechanism related to the SRQ 3 
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Safety safety objectives. 

PMR Bonus Level 4 

Payment mechanisms related to 

the performance monitoring 

regime ‘PMR’. 

Emerged 

Relationships Level 3 

Contractual arrangements for 

building collaboration and trust 

between the HA and the SPV 

SRQ 3 
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Section 3: Specimens of the email correspondence with the interviewees 

 

From: Salman Ahmad 

Sent: 05 July 2013 15:43 

To: francis.cluett@highways.gsi.gov.uk 

Subject: RE: Request for an appointment 

 Hello Mr. Cluett, 

  

I understand that your colleague Mr. Simon Duke has passed on to you my request for a 

meeting for an interview related to my PhD
250

.  

 

 I am currently pursuing a PhD in Accounting under the supervision of Professor Ciaran 

Connolly at Queen’s University Management School in Belfast and Professor Istemi 

Demirag of Hull University Business School. The central objective of my research is to 

analyse the UK’s Private Finance Initiative (PFI) as a procurement policy for the public 

sector. From a policy perspective, the study is expected to provide insights about the UK 

central government’s discourse on PFI and its impact on departmental procurement 

practices, using Highways Agency as a case-study site. Particularly my interest is in 

understanding how macro level government policies (i.e. PFI) are perceived, interpreted 

and operationalised through incentive-based payment mechanisms at the project level?  

  

In this regard I would greatly appreciate if you would allow me to seek your perceptions 

and views, in a one-to-one interview, about certain aspects of how roads PFI contracts are 

managed by the Highways Agency. Specifically, I would be seeking your views about the 

payment-related control-mechanisms that are deployed in the M25 DBFO contract for 

achieving the project’s primary objectives of ‘improving safety for road users’ and 

‘reducing congestion’ over the whole-life of the contract.   

 

Queen’s University Belfast requires its researchers to adhere to strict ethical standards 

while conducting research involving other individuals. During the data analysis stage and 

the subsequent publication of any findings, respondents’ identities will be kept strictly 

confidential. 

 

If you agree to let me interview you for my PhD, I would be grateful if you would let me 

                                                
250

 An initial email was sent to Mr. Simon Duke because the HA’s organisational chart as available on the 

internet presented him as the departmental project nominee (contract manager) for the RCSP. However, 

Mr. Duke replied to the email and informed the researcher that he recently had stopped working as the 

project nominee and had (kindly) forwarded the request for the interview to the existing project nominee, 

Mr. Francis Cluett. 
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know when it would be convenient to meet for about an hour, sometime during the next 4 

to 5 weeks. I will provide you with a copy of semi-structured interview questions in 

advance of the meeting. 

 

If you have any further questions, please do not hesitate to contact me. In return for your 

support, we will be happy to provide you a copy of the research findings. 

 

I hope to hearing from you soon. 

Thank you. 

  

Regards 

 

Salman Ahmad 
PhD Student in Accounting 

Queen's University Management School 

Room 02-019 

Riddel Hall 

185 Stranmillis Road 

Belfast  

BT9 5EE 

Mobile: 07513931287 
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From: Salman Ahmad [mailto:sahmad04@qub.ac.uk]  

Sent: 16 July 2013 15:42 

To: Cluett, Francis 

Subject: RE: Request for an appointment 

 Dear Mr. Cluett, 

  

I understand that you are very busy with your job at the Highways Agency. In follow up 

of my email on 05 July 2013 (for reference please see below), I hope you would now 

have got an opportunity to consider my request for interviewing you for my PhD. As part 

of my PhD research I am exploring how UK government's Private Finance Initiative 

(PFI) policy is perceived and operationalised at the project level through incentive-based 

payment mechanisms.  

  

In this regard I would greatly appreciate if you would allow me to seek your perceptions 

and views, in a one-to-one interview, about certain aspects of how roads PFI contracts are 

managed by the Highways Agency. Specifically, I would be seeking your views about the 

incentive-based payment mechanisms that are deployed in the M25 DBFO contract for 

achieving the project’s primary objectives of ‘improving safety for road users’ and 

‘reducing congestion’ over the whole-life of the contract.   

 

I would be grateful if you would let me know when it would be convenient to meet for 

about an hour, sometime during the next 4 to 5 weeks. I will provide you with a copy of 

semi-structured interview questions in advance of the meeting. 

  

I would like to re-assure you that all the information obtained through the interview will 

be treated in the strictest confidence. During the data analysis stage and subsequent 

publication of any findings, respondents’ identities will be kept strictly confidential. 

  

If you have any further questions, please do not hesitate to contact me. In return for your 

support, we will be happy to provide you a copy of the research findings. 

I hope to hearing from you in the next few days. 

 

Thank you. 

 Regards 

Salman Ahmad 
PhD Student in Accounting 

Queen's University Management School 

Room 02-019 

Riddel Hall 

185 Stranmillis Road 

Belfast, Northern Ireland  

BT9 5EE  

Mobile: 07513931287 
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Cluett, Francis [francis.cluett@highways.gsi.gov.uk] 

To: 

Salman Ahmad 

  

19 July 2013 10:43 
 

 
  

 
Dear Salman, 

  

Please accept my apologies for the delay in replying.  I am away until 4th August but 

happy to meet you after that.  Over the two weeks following my return from leave I am 

available as follows to either meet here in Dorking or to discuss on the phone: 

  

6th August PM, 8th anytime, 12th PM, 15th or 16th anytime. 

  

Please let me know which suits you best. 

  

Regards 

  

Francis 

  

Francis Cluett, Asset Delivery Manager 

Highways Agency | Federated House | London Road | Dorking | RH4 1SZ 

Tel: +44 (0) 1306 878246 | Mobile: + 44 (0) 7879 602991 

Web: http://www.highways.gov.uk 

GTN: 3904 8246 

 

 

 

 

 

 

 

 

 

 

https://qmail.qub.ac.uk/owa/redir.aspx?C=9Sj0s9OUUkusa5NEsHtYXFevbasyEtEIQ6ZuK2V3gB6L7hNN17ApQwyqQkutW8cc_BRynrCfyB8.&URL=http%3a%2f%2fwww.highways.gov.uk%2f
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From: Salman Ahmad [mailto:sahmad04@qub.ac.uk]  

Sent: 19 July 2013 12:36 

To: Cluett, Francis 

Subject: RE: Request for an appointment 

Dear Mr. Cluett,  

 

Thank you very much for your email and for considering my request.  

 

As I will be in England in the first week of August, so I am available to meet you in 

Dorking on 6th August, either at 3.pm or 4.pm, whichever suits you more, for about an 

hour.  

 

Please let me know if you are happy with this. 

 

Thank you. 

 

Regards 

  

Salman Ahmad 

PhD Student 

Queen's University Management School 

Room 02-019 

Riddel Hall 

185 Stranmillis Road 

Belfast  

BT9 5EE  
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Cluett, Francis [francis.cluett@highways.gsi.gov.uk] 

To: 

Salman Ahmad 

  

19 July 2013 13:31 
 

 
  

 
Salman, 

  

Many thanks for your response.  3pm on 6th August will be fine.  I have put it in the 

diary and I look forward to meeting you then.   

  

Details of our office location in Dorking can be found on the attached link - we 

are located between Dorking Main and Dorking Deepdene stations. 

  

http://www.highways.gov.uk/about-us/contact-us/office-locations/dorking/ 

  

Thanks 

  

Francis 

  

Francis Cluett, Asset Delivery Manager 

Highways Agency | Federated House | London Road | Dorking | RH4 1SZ 

Tel: +44 (0) 1306 878246 | Mobile: + 44 (0) 7879 602991 

Web: http://www.highways.gov.uk 

GTN: 3904 8246  

 

 

 

 

 

 

 

 

 

 

 

https://qmail.qub.ac.uk/owa/redir.aspx?C=9Sj0s9OUUkusa5NEsHtYXFevbasyEtEIQ6ZuK2V3gB6L7hNN17ApQwyqQkutW8cc_BRynrCfyB8.&URL=http%3a%2f%2fwww.highways.gov.uk%2fabout-us%2fcontact-us%2foffice-locations%2fdorking%2f
https://qmail.qub.ac.uk/owa/redir.aspx?C=9Sj0s9OUUkusa5NEsHtYXFevbasyEtEIQ6ZuK2V3gB6L7hNN17ApQwyqQkutW8cc_BRynrCfyB8.&URL=http%3a%2f%2fwww.highways.gov.uk%2f
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Section 4: (semi-structured) Interview questions used for the case study 

analysis in Chapter 8 

 

No. Questions Justification 
1 Why do you think UK government 

adopted PFI as a major procurement 

model for public sector (e.g. what were 

the government’s fiscal or VfM 

objectives from PFI)? Has the original 

rationale for pursuing PFI changed 

since 1992, in what ways and why? 

To understand the localised perceptions 

about the UK government’s rationale for 

using PFI particularly with reference to 

the fiscal and VfM reasons, as identified 

from the macro-level analysis in Chapters 

6 and 7. 

2  Why the RCSP has gone down the PFI 

route? Couldn’t the project objectives 

be met using a conventional route, and 

if not, why?    

To understand the specific reasons for the 

HA to sign to a PFI contract for delivering 

the road services underlying the RCSP. 

This question was considered important to 

understand from a governmentality 

perspective how the macro-level policy 

objectives in PFI are translated at the 

micro-level as specific project objectives.  

3 What are your perceptions about VfM 

advantages of PFI over conventional 

procurement? Based on your experience 

with PFI projects what do you think are 

their principal achievements and 

obstacles in delivering VfM? 

This question was used to gain insights 

about the actual potential of PFI contracts, 

particularly in the transport sector of 

roads, in achieving VfM.  

4 How effective are performance-based 

unitary payments as an incentive for the 

private sector for delivering overall 

project objectives and managing risks? 

A more specific question about the VfM 

potential of PFI contracts. Since the 

macro-level analysis (Chapters 6 and 7) 

identified payment mechanisms in the PFI 

contracts as a key control tool for 

safeguarding VfM for the public sector, 

this question was used to understand in 

generic terms, before asking more specific 

examples in the RCSP  with respect to the 

payment mechanisms, the effectiveness 

and limits of payment mechanisms as 

MCS. 

5

  How performance against the Safety 

objectives is monitored and 

communicated to the HA and how that 

performance is measured (i.e. assessed 

against what targets)? 

MCS related question specifically 

related to the performance monitoring 

regime in the RCSP. The question was 

used to understand how the SPV’s 

performance against the project 

objectives of reducing congestion and 

                                                

 Similar questions were asked for each of the KPI selected from the RCSP’s documents analysis for the 

project objectives of reducing congestion and improving road users’ safety in order to analyse the role of 

MCS and trust in Chapter 8. 
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improving safety is measured by the 

HA. 

6

 How issues of under-performance are 

addressed by the HA and how is that 

communicated to the SPV? (For 

example, are penalties awarded 

gradually (i.e. following issue of 

warning notices and allowance for 

rectifying underperformance)? 

This question while using congestion 

and safety related performance 

objectives as specific examples, was 

used to obtain insights about the 

processes and practices through which 

the HA and the SPV were addressing 

issues of under-performance. 

7

 How the SPV is incentivised (through 

unitary payments) to deliver against the 

Safety objectives on the project road? 

Have the incentives been actually used 

in achieving the targets of reduced 

accidents rates? Can you please give 

examples of how effective the incentive 

are (or if they are not)? 

Specific questions regarding the use 

and effectiveness of performance-

based payment mechanisms in the 

RCSP as MCS for achieving project 

the congestion and safety related 

project objectives.   

8

 Are the operators (sub-contractors) also 

incentivised in the same way by the 

SPV? 

The purpose of this question was to 

gain generic understanding about the 

MCS used in the RCSP to incentivise 

the sub-contractors with respect to the 

project objectives of reducing 

congestion and improving safety. 

9

 Besides financial (payment-based) 

incentives, are there any non-financial 

incentives for the SPV to achieve the 

Safety objectives? Have those been ever 

used? Can you please give any example 

when the non-financial incentives were 

used and if they were effective or not in 

improving performance.   

To gain insights about the use and 

effectiveness of non-financial MCS in 

the RCSP, with respect to the project 

objectives of reducing congestion and 

improving safety. 

10 Generally speaking, how would you 

or the operators react to warning 

notices, performance points, or actual 

payment deductions (e.g. whether 

there would arise situations of 

tensions in relationships and 

conflicts, or would problems get 

rectified quicker)? Can you please 

give any example of such reactions? 

This question was used to understand 

the impact of the MCS particularly the 

penalty regimes, on the relationships 

between the HA and the contractors. 

This question was considered 

important as the archival analysis in 

Chapter 6 identified tensions arising 

between the PFI contracting parties 

because of the public sector enforcing 

penalties. 
11 Besides European Investment Bank 

are there any lead (commercial) 

banks or financiers, who would tend 

to influence the SPV’s performance? 

Generally speaking, how financiers 

would react, in terms of due-

This question was used to gain 

(practical) insights regarding the 

government’s claims that PFI 

financiers can provide due diligence 

over the performance of the 

contractors. 
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diligence, to under-performance? 
12 Over the past 20 years of the HA’s 

experience with using PFI contracts, 

what have been the key achievements 

from and obstacles to 

operationalising performance-based 

payments as a contractual control 

mechanisms for achieving the 

projects’ objectives? How these 

control mechanisms have evolved 

during the 20 years time?  

This question was asked particularly 

from the interviewees at the HA in 

order to collect data about lessons 

learned with respect to the MCS and 

particularly the payment mechanisms 

in PFI contracts.  

13 If you were to do a new PFI contract 

for the RCSP, in terms of 

management-control-mechanisms for 

achieving project objectives (e.g. 

improved road-users’ safety and 

reduced-congestion) what would you 

do differently and why? 

Another question regarding lessons 

learned with respect to the MCS in PFI 

contracts. This question was asked from 

the interviewees at both the sites and was 

aimed at gaining some future policy 

directions. 

14 To what extent do you think ‘trust’ 

between the HA and the SPV has a 

role to play in achieving project 

objectives, (e.g. improved safety and 

reduced congestion)? And how ‘trust’ 

is built and maintained between the 

Agency and the DBFO-company? 

Can you please give any example of 

instances in the RCSP project where 

trust has been important? 

Specific questions on the role and 

development of trust between the HA and 

the SPV for achieving the project 

objectives.  

15 Is there anything more you want to 

add to this discussion? 

To give an absolute freedom to the 

interviewees about their views which they 

would have liked to talk about relating to 

the research topic, but were not covered in 

the questions guide. 
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Section 5: Codes index  

 

Codes used for analysing interview data in Chapter 8  

Code  
Hierarchical 

level 
Description 

Code 

conceptualisation 

SRQ 3, theme a)  Government’s policy objectives in the RCSP 

Perceptions 

about PFI  
Level 1 

This code was created to 

capture interview data about 

the reasons for the UK 

government and specifically 

the HA to use PFI as a 

procurement route. Another 

sub-level was created under 

this code. 

Interview questions 

(see Appendix C, 

section 4) 

Reasons for 

RCSP DBFO 
Level 2 

This code collected interview 

data specifically about the 

reasons why the RCSP went 

down the PFI route, 

particularly data about fiscal 

and VfM objectives with 

respect to the RCSP were 

collected under this code, and 

perceptions about whether the 

underlying road services could 

be delivered through 

conventional procurement.  

Interview questions 

(see Appendix C, 

section 4) 

SRQ 3, theme b) Use of MCS for operationalisation of government’s policy 

objectives in the  RCSP 

VfM in PFI 

and MCS 
Level 1 

This code was created to capture 

generic perceptions / data 

regarding the effectiveness of 

MCS particularly the 

performance-based unitary 

payments in road PFI contracts. 

The code was divided into sub-

levels for data related to the 

specific MCS used for 

achieving the project objectives 

of reducing congestion and 

improving safety in the RCSP. 

Interview questions 

(see Appendix C, 

section 4) 

RCSP Pay-

mech 
Level 2 

This code was created to capture 

data that described the overall 

payment mechanisms in the 

RCSP. 

Interview questions 

(see Appendix C, 

section 4) 

Project Level 2 This code covered the interview Interview questions 
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objective – 

Safety 

data about the use and 

effectiveness of the specific 

financial and non-financial 

MCS (incentive regimes) related 

to the project objective in the 

RCSP of improving road users’ 

safety. Sub-levels of codes were 

created as shown below. 

(see Appendix C, 

section 4) 

KPIs Level 3 

This code covered data that 

described / elaborated the 

selected KPIs relating to the 

safety objective. 

Interview questions 

(see Appendix C, 

section 4) 

Incentives Level 3 

This code captured data about 

the types of incentives used in 

the RCSP with respect to the 

project objective of improving 

road users’ safety and their 

effectiveness. The code was 

subdivided for financial and 

non-financial incentives.  

Interview questions 

(see Appendix C, 

section 4) 

Pay-Mech Level 4 

This code covered the data 

describing the use of safety 

related payment mechanisms as 

an incentive regime in the 

RCSP. Below this code a sub-

code was created. 

Interview questions 

(see Appendix C, 

section 4) 

Significance 

of safety pay-

mech 

Level 5 

This code covered the 

perceptions and examples about 

the effectiveness of the safety 

related payment mechanisms. 

Interview questions 

(see Appendix C, 

section 4) 

Non-financial  Level 4 

This code captured the data on 

non-financial MCS used in the 

RCSP with respect to the project 

objective of road users’ safety 

(e.g. performance points). A 

sub-level code was created 

under this code as shown below. 

Interview questions 

(see Appendix C, 

section 4) 

Reputation Level 5 

Data which suggested that 

business (commercial) 

reputation for the SPV was a 

key concern in performing to 

the HA’s expected standards. 

Emerged 

Project 

objective – 

Congestion 

Level 2 

This code covered the interview 

data about the use and 

effectiveness of the specific 

financial and non-financial 

Interview questions 

(see Appendix C, 

section 4) 
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MCS (incentive regimes) related 

to the project objective in the 

RCSP of reducing congestion 

on the project road. Sub-levels 

of codes were created as shown 

below. 

KPIs Level 3 

This code covered data that 

described / elaborated the 

selected KPIs relating to the 

project objective of reducing 

congestion. 

Interview questions 

(see Appendix C, 

section 4) 

Incentives Level 3 

This code captured data about 

the types of incentives used in 

the RCSP with respect to the 

project objective of reducing 

congestion on the project road 

and their effectiveness. The 

code was subdivided for 

financial and non-financial 

incentives.  

Interview questions 

(see Appendix C, 

section 4) 

Pay-Mech Level 4 

This code covered the data 

describing the use of congestion 

related payment mechanisms as 

an incentive regime in the 

RCSP. Below this code a sub-

code was created. 

Interview questions 

(see Appendix C, 

section 4) 

Significance 

of congestion 

pay-mech 

Level 5 

This code covered the 

perceptions and examples about 

the effectiveness of the 

congestion related payment 

mechanisms. 

Interview questions 

(see Appendix C, 

section 4) 

Non-financial  Level 4 

This code captured the data on 

non-financial MCS used in the 

RCSP with respect to the project 

objective of reducing congestion 

(e.g. performance points). A 

sub-level code was created 

under this code as shown below. 

Interview questions 

(see Appendix C, 

section 4) 

Reputation Level 5 

Data which suggested that 

business and commercial 

reputation for the SPV was a 

key concern in performing to 

the HA’s expected targets for 

the project objectives. 

Emerged 

Lenders due-

diligence 
Level 2 

This code covered the 

perceptions regarding financiers 

Interview questions 

(see Appendix C, 
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concerns with the issuance of 

penalties by the HA against 

under-performance by the SPV.  

section 4) 

Lessons 

learned 
Level 2 

This code covered the data 

reflecting lessons learned and 

evolution in the MCS 

particularly the payment 

mechanisms, as used by the HA 

in the roads PFI contracts.   

Interview questions 

(see Appendix C, 

section 4) 

SRQ 3, theme c) Role of trust between the HA and the SPV in operationalising 

government’s policy objectives in the RCSP 

Relationship 

and Trust 
Level 1 

This code covered data about 

what trust meant to the 

interviewees and how they 

perceived the role of trust as a 

factor that could facilitate or 

otherwise the achievement of 

the project objectives in the 

RCSP. This code was divided 

into two levels.  

Interview questions 

(see Appendix C, 

section 4) 

Collaboration Level 2 

This code covered data 

including specific examples of 

how the HA and the SPV were 

collaborating and worked jointly 

for addressing tensions and 

developing mutual 

understanding. 

PFI literature 

review (Chapter 2, 

section 2.3.2; 

Chapter 3, section 

3.4) 

Sub-

contractors 
Level 2 

This code covered data 

regarding collaboration and 

trust-building between the SPV 

and the sub-contractors and 

their role in allowing the SPV to 

achieve the performance targets 

under the contract.  

PFI literature 

review (Chapter 3, 

section 3.4) 
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