British Financing Initiatives.
Review of Literature by Yuri Cvitkovich

This paper analyses a series of documents (see Appendix A) concerning Britain’s Private Financing Initiative (PFI). The documents illustrate critiques concerning the Private Financing Initiative (PFI) by: the British Medical Association (led by Dr. Allyson Pollock Senior Professor at the Health Policy and Health Services Research Unit, University College London), Jennifer Dixon (Senior Policy Analyst at King’s Fund London), unions (UNISON and NUPGE et al.), and the media (Observer, Guardian, BBC).


Dr. Allyson Pollock has been the main source of research concerning PFIs. The newspapers and union reports are primarily based on her group’s research. 


Jennifer Dixon is the main source of the King’s Fund Policy analysis of funding and restructuring of services in the NHS.


The media have based their reports on the critiques arising from the BMA (Pollock and Dixon) and supplemented by qualitative data from union sources.

The paper will summarize the documentation via four sections. 

1. What is PFI?

2. The context in which the PFI schemes appeared. 

3. The development of PFI schemes. 

4. The problems and consequences common with PFI schemes.

1) What is PFI?
The Private Finance Initiative (PFI) introduced in 1992 by the Thatcher government was developed for several purposes: to build new infrastructure in the public sector; cut back on government borrowing; increase the involvement of the private sector in the provision of public services; and as a tool to restructure the National Health Service (NHS) service delivery. Under PFI, the private sector pays to replace public assets such as a new hospital and in return the government or local authority leases the asset back by paying for services over the life of the contract (usually 25-35 years). Instead of borrowing money to fund capital projects, the public sector makes a monthly payment to the private company to cover the cost of designing, financing, building, operating, and maintaining the facility.

2) The context in which Britain’s Private Financing Initiative (PFI) appeared.
In the 1980s the Thatcher government was faced with several fiscal and ideological pressures concerning public services. The health infrastructure required massive investment to replace hospitals that were largely out of date and required high maintenance budgets. However, the European Union Maastricht criteria (maintaining debt at less than 60% as a proportion of the GDP) put a crimp on the government’s ability to borrow money to replace the health system infrastructure without raising taxes. The Conservatives also wished to cut back on the size of the public service and privatize some service delivery. The National Health Service (NHS) was targeted as a prime example for cutting public funding while modernizing the service. The Tory government wanted to introduce new technology and incorporate new practices into the NHS (such as day surgery) in an effort to improve efficiency (higher throughput, shorter lengths of stay, and higher bed occupancy rates) and reduce waiting times and wait lists.

Through NHS restructuring, the promotion of Public-Private Partnerships (PPPs), and the introduction of Private Financing Initiative (PFI) schemes, the Thatcher government believed it had found a way to meet ideological goals while still obtaining new infrastructure without increasing government spending or raising taxes. Although government and the private sector enthusiastically endorsed PFI, other shareholders in the NHS perceived PFI differently.

Jennifer Dixon and her colleagues at the King’s Fund Policy Analysis Unit examined how the government’s under-funding of the NHS and its demand for increased efficiencies (through higher throughput, higher bed occupancy and shorter lengths of stay) placed more pressure on local authorities to choose PFI schemes for new hospitals. In 1992, the government set National targets that required health authorities to reduce waiting times and increase levels of activity. The National targets increased revenue pressures by demanding 3% annual efficiency savings. Policy makers also were more amenable to reductions in available beds because of expected efficiencies through use of new diagnostic technology, increased day surgery and early discharge of patients. These policy changes exacerbated the consequences of PFI.

The British Medical Association (BMA) and the public sector unions were dubious about the benefits of PFI and instead, perceived PFI as an explicit move towards the private provision of public services. Both these groups established committees to monitor and evaluate the consequences of PFI schemes.

3) Development of PFI schemes
The first PFI schemes were in transportation systems, roads and contracting out small services such as eye tests, dentistry, care of elderly but finally PFI expanded to core services in the NHS, education, waste and energy management, prisons, public housing and police services (Canadian National Unions, 1999; BMJ July 6, 1996). In this paper I will focus on the PFI application to health care. 

In 1990, the NHS and Community Care Act transferred responsibility for capital financing to the NHS trusts (local authorities similar to Regional Health Boards). Trusts were required to pay capital charges for the buildings and equipment that were already owned outright. These capital charges were an attempt by government to recover a 6% annual return on all capital used by the NHS. These charges required hospitals for the first time to set aside a proportion of annual income to pay for capital assets (calculated on the basis of replacement costs). On average, NHS trusts were paying out 9% of their annual revenue income on capital charges.

The Tory Government argued that PFI provided a means to obtain new infrastructure without using tax dollars up front for capital investment. But in fact (as discussed later in this analysis), the cost to the taxpayer was considerably higher in the long term because payments to the private sector included profits and carrying charges over the term of the contract. PFI was not extra capital investment but rather a substitute for government spending on infrastructure. From the 1994 and 1995 Budgets, the planned government NHS capital investment for the period 1995/6 through to 1997/8 was reduced by 4 billion pounds meanwhile PFI was expected to compensate by investing 5.1 billion pounds. The 1996 Budget clearly showed that PFIs were replacing Government funding. Planned capital investment in 1999-2000 by PFI was forecast to comprise 19.5% of the total government new NHS infrastructure (BMJ 1996). This compares to PFIs comprising only 1.9% of new NHS capital expenditures in 1995/6. As a result of this substitution, the Tory Government reduced total NHS public sector capital spending by 15% from 1995 to 1997. In the absence of new capital spending, NHS trusts had no other recourse but to pursue the PFI to finance new investment. 

From 1996/97, at the local level, resources generated through the capital charges have financed the bulk of NHS capital expenditures. By the end of 1999, the PFI accounted for 14% of the overall capital funding (NHS and other Departments). The planned PFI investment for 1998/99 to 2001/02 is: 2.35 billion pounds for health (thirty-one new hospitals are to be built); 3.62 billion for environment, transport, and the regions; 1.08 billion for defence; and 13.1 billion for the public sector as a whole. In May 1997, 12.76 billion pounds ($29 billion Canadian) of PFI schemes were signed and government contracted a total of 83.8 billion pounds ($206 billion Canadian) for PFI schemes up to 2026.

In 1996 the BMA, concerned with the lack of public financing, launched research to investigate the feasibility and consequences of PFI. Public services have deteriorated as a result of chronic under-funding of public programs and inadequate investment in public infrastructure. After reviewing the results of Dr. Pollock’s analysis of PFI, the BMA in 1998 calls for government to abandon PFI. The BMA critique of the PFI problems and consequences will be discussed in the next section but the following quotes will provide the flavour of BMA’s concerns:


“This [the PFI] is the death knell of the NHS, we are not prepared to hand NHS money over to the private sector at exorbitant interest. PFI should be limited to capital investment in buildings and trusts should resist attempts to privatise clinical services.” (Dr. Stephen Watkins, chairman of BMA’s public health committee; BMJ July 6, 1996)


“The BMA is worried that involvement of commercial companies will result in poorer quality of care. Hospital services that have already been privatised, such as cleaning and catering, were made profitable by exploiting the work force.” (Jon Ford, head of the BMA’s health policy and economic research unit; BMJ December 7, 1996)


At the BMA annual representative meeting the BMA voted to call the government to abandon PFI and ensure no restructuring of NHS can go ahead without prior testing and evaluation. The BMA asserted that PFI was not an affordable long-term strategy for increasing capital investment because PFI is more expensive than borrowing money from Treasury. (BMJ July 18, 1998).


“There has been a doubling in the cost of PFI schemes across the country from 90 to 200 million pounds in Norwich and 48 to 148 million pounds in Swindon. The shortfall will be paid for out of money for patient care. PFI is already leading to a loss in acute beds and will lead to doctors and nurses losing their jobs.” (Dr. Allyson Pollock, Senior Professor at the Health Policy and Health Services Research Unit, University College London; BMJ July 18, 1998)


“There are universal concerns about the loss of beds and rash assumptions about work intensity. Doctors and nurses at the new hospitals would be required to work 20% harder to meet the throughput of patients. The PFI will have a significant impact on services in the community.” (Dr. Peter Hawker, chairman of the BMA’s consultants’ committee; BMJ May 29, 1999)

In May 1997 the new Labour replaced the Tory Compulsory Competitive Tendering (CCT) process with a ‘Best Value’ program. The CCT forced the NHS and local authorities to contract out public services with the cheapest price being the main criteria of a successful bidder. The Best Value program, however, focuses on quality and value for the service users as the main criteria. Labour however promoted PFI as part of its effort to woo big business. From 1994 there has been a tremendous insecurity in the Labour Party with regard to business and PFI was offered as a gesture to show that Labour could be friendly to business. The Labour Party also embraced PFI because of its concern about a possible debt crisis, this mirrors the thinking of federal and provincial governments in Canada throughout the 1990s. This fiscal conservatism is derived from the government debt to GDP ratio surrounding the Maastricht Treaty, (the European Community agreement on monetary and economic union). The Canadian National Union report on PFI (1999) contends that: “[fiscal restraint] became part of Thatcher / Major / Blair Government thinking that all borrowing was bad and that we could not possibly have anything funded by public borrowing”. Like Canada, the UK government is now recording huge surpluses and its debt to GDP is 40% and in no danger of approaching the limit set by the Maastricht Treaty. Another attraction for government is that PFI allowed the Labour Party to enter the next 2001election campaign with its national accounts in a surplus position and a new hospital, school or other valued ‘public’ facility having been built in almost all electoral districts.

Under the Tories, PFI was compulsory. In their first term (1997), the Labour government removed the compulsory requirement of PFI especially for smaller projects. However, for major capital projects, other forms of finance are still not available, so PFI remains the only option. PFI offers the private sector first refusal for any capital project before public money is available.

In 2000, the first of PFI funded hospitals (Carlisle) opened (Emap Healthcare, 2000). Government committed to another 100 PFI hospitals (BBC News 27 July 2000). The BMA estimates 5,000 beds will be lost through PFI once the 38 PFI hospitals are built (Observer, 27 August 2000). The Tory Party (BMJ 8 July, 2000) and the Labour Party (BMJ 5 August, 2000) unveil their election platform concerning restructuring the NHS.

In June 2001 the Labour government is elected for its second term. An Independent runs on anti-PFI platform and defeats Labour incumbent (Publicfinance, 2001). The Labour Government will be committing 19.4 billion pounds over the next four years to overcome bed reductions in the NHS, to make up at least in part for the loss of 12,500 beds in England and another 5,000 in Scotland due largely to the PFI’s of the late 1990’S. (Guardian, 5 June 2001). 

It is estimated that the first 14 billion pounds of PFI signed contracts will yield 96 billion pounds to the private sector over 26 years. (Observer, 8 July 2001)
4) The problems and consequences of PFI:
The problems and consequences of PFI will be discussed under five categories: a) the approval process, b) costs, c) effects on planning, d) bed reductions, e) contracting out of services, and f) inferior construction, design and services.

The approval process:
Very recently, the Institute for Policy Research (IPPR), a Labour government think tank, (Guardian Archives; June 25, 2001) recommended that the approval process for the suitability of PFI must be improved to ascertain whether private financing offers value for money in a particular project. The report asserted that more accurate accounts must be kept to demonstrate how PFI schemes help or hinder government sustain investment in the NHS. Government insists that PFI provides extra investment whereas policy analysts argue that PFI substitute traditionally financed capital spending. 

Sean Boyle from King’s Fund (BMJ April 26, 1996) reported that among health service managers, healthcare professionals, and the public there is almost universal agreement the PFI has failed as an alternative source of capital funds for the NHS. In a damning report published by the Institute of Health Service Management (BMJ April 26, 1997), health service managers condemned PFI because:


PFI was launched without any clearly defined or detailed process to make it work.


“Whatever successes are claimed for the private finance initiative in other parts of the public sector, its track record in the NHS has been one of delay, bureaucracy, and frustration”. (Karen Caines, Director of the Institute of Health Services Management; BMJ April 26, 1997)

Allyson Pollock and colleagues (BMJ July 10, 1999) state:


The formal appraisal of the PFI is not an objective process: it systematically reduces comparative advantages of public sector procurement by discounting the higher rate of interest for borrowing by the private companies (levelling the playing field) and exaggerating the transfer of risk to private companies. These two factors (discounting and risk transfer) essentially over-compensate the private companies by counting risk twice.


The discount rate of 6% over the length of contract does not reflect interest rates (4-5%) paid by private companies.


Both the discounting and the risk transfer benefits are necessary to make PFI schemes appear to provide better value for money than public financing. The bulk of the risk occurs during the building period but the risk is transferred over the operational 25-30 years of the contract. The risk transfer is valued at 20-73 million pounds in a sample of PFI schemes.

George Monbiot in the Observer (June 5, 2001) reports that private companies take advantage of the generous risk transfer benefit:


PFI schemes are less risky than banks first assumed because the government has guaranteed the consortium profits are paid out first. Once construction is completed, private companies can refinance against their future earnings at a significantly lower rate than before, and extend the period over which they must repay the money. They pay off their original creditors and pocket the difference. 


The Norwich consortium invested 30 million pounds of its own money but through refinancing gained 70 million pounds even before they start charging the NHS for their services. This represents 1% of the government’s entire 14-year hospital building programme and is enough to build a medium-sized hospital. This procedure is happening all over the country.

Costs:

Pollock and colleagues (BMJ July 24, 1999) found that PFI is a financing mechanism that greatly increases the cost to the taxpayer of NHS capital development. Total costs (construction plus financing) in a sample of PFI hospitals are 18-60% higher than if Treasury financed the hospitals (BMJ July 10, 1999). The annual charge for use of PFI facilities vary between 9.1% and 18% of the original construction costs whereas government can borrow at 3% interest rates. 


The European Investment Bank has acknowledged that public-private-partnership is more expensive form of infrastructure development than traditional procurement. The argument is that the government gains with the more efficient management of private companies. 


Cohen (Observer; July 11, 1999) writes: “The replacement of the Edinburgh Royal Infirmary, which would have cost the Government 180 million pounds has with the PFI guaranteed a private consortium an annual fee of 30 million pounds for 30 years (900 million pounds in total). 


Pollock et al. (BMJ July 24, 1999) report that the evidence of PFIs is that cost increases accrue without compensating efficiency in service delivery. The impact of these higher costs distorted planning decision and resulted in reduced planned staffing and service levels.

Effects on planning:
As the amount of public money available for capital projects has been cut, only those projects that represent the best deal for the private sector through PFI have been approved (NUPGE et al report on PFI, 1999). Sean Boyle (King’s Fund, BMJ April 26, 1997) asserts that PFI schemes are commercial decision not necessarily linked to benefit the overall system of healthcare delivery and thus results in fragmentation of services. Boyle says: “Private consortia will tend to err on the side of caution over the size of a facility, since from a commercial perspective excess demand is less of a problem than excess capacity, whereas lack of capacity may be the most serious problem from a public health viewpoint”.

Because of the high cost of PFI schemes, local authorities have been required to reduce the capacity of the new hospitals. For example (Smith, BMJ July 3, 1999) Hereford’s PFI began with a plan for 351 beds and downgraded to 250 beds to make it more affordable. Planning decisions were driven by the cost of the project. Instead of building according to the demand for services, local authorities built according to what they could afford.


Planning decision resulted in reductions in the number of beds as well as reductions in staff budgets. Beds in PFI hospitals were on average 33% less than the beds in the hospitals being replaced. (BMJ 17 July 99)


Local authorities were locked in for 30-60 years and therefore had less flexibility incorporating new technology or new practices. (BMJ 11, 18,24 January 97)


As a result of bed reductions and decreased staff, hospitals increased their waiting lists and waiting times. PFI exacerbated service delivery and essentially promoted service rationing. (Light, BMJ 12 July 97)


In an effort to “increase efficiency” patients were discharged early and received lower standards of care (Light, BMJ 12 July 97; 17 February 2001).

Evidence from 32 PFI hospitals (Pollock et al. BMJ July 17, 1999) indicate they were not planned on the basis of healthcare needs but rather on the basis of local affordability and cash savings from the revenue budget.  The high cost of the PFI necessarily results in major reductions in service provision, acute bed capacity, and less clinical staffing.

Bed reductions:
A clinician (G. Rhind, BMJ July 17, 1999) involved in the PFI planning process states: “We are told the maximum costs and told how this translates into maximum bed numbers and told that we could decide how they should be divided among various specialties.” George Monbiot reports (Observer, June 5, 2001) that available beds in England decreased by 12,500 between 1996 and 1999 while Scotland lost 5,000 beds in the same period. Dr Allyson Pollock (Observer, August 3, 1997) warns: “There will be increasing unmet needs and a decreasing number of beds. The NHS will be starting to turn into an emergencies-only service. The typical PFI scheme leads to cuts of 25-35% in beds.”

Pollock and colleagues (BMJ July 17, 1999) found that despite a background rise in inpatient admissions, PFI planning assumes that bed reductions can be compensated with a change in case mix through increased day cases, shorter lengths of stay, and transfer of patients to community services. 


The strategy of the Norfolk/Norwich trust was to divert up to 8% of the current caseload into the community, however, they were hampered in diverting patients because cost restraints had closed five community facilities and thus reduced the availability of convalescent beds in the community by a third. 


In Dartford, community spending has been reduced to fund the additional cost of the acute care PFI hospital.

PFI bed reductions contradict government policy (BMJ July 24, 1999). In 1999, the secretary of state for health announced the government will stem rising wait lists and bed shortages by reopening 3000 beds (fewer than the number to be lost under PFI plans). The increased cost crunch has forced trusts to generate revenue by incorporating private-pay beds in the new hospitals thereby reducing the availability of funded beds to the detriment of NHS patients (BMJ July 17, 1999). The reduction in NHS beds has resulted in more cancelled operations and even longer wait lists despite day surgeries and patients being discharged early. 

Contracting out clinical and support services:
The most common way of balancing the books is to cut the workforce. Both the trusts (through cuts to clinical staff) and the private companies (through cuts to non-clinical staff) have tried to save money by trimming labour costs. Pollock et al. (BMJ July 17, 1999) found that the policy of cutting clinical labour to pay for the higher PFI costs is fundamental to the PFI. Durham PFI hospitals show projected clinical staff budgets 17% less than in 1996 for Edinburgh and 22% less than in 1994/95 for North Durham.

tc \l1 "PFI contracts can also include an arrangement where the private sector operates and runs support services associated with the PFI hospitals. Up to the summer of 1999 it was obligatory for support services to be contracted to the consortium and the support staff transferred to the private companies. In the case of a new hospital this would include all staff (including maintenance, housekeeping, dietary, porters and administrative) except medical staff (doctors, nurses and other health care professionals). The evidence from privatizations is that the private sector efficiencies are gained at the expense of the workforce through fewer jobs, cuts in pay and conditions. 


“Our experience of private finance partnerships is that the private sector adopts the low risk, high profit element of the service. Increased financial returns, which can be generated through operational efficiencies possibly at the expense of quality, go to private shareholders.” (D. Bennett-Jones a consultant physician at Cumberland Infirmary, Carlisle; BMJ March 23, 1996)


William Reid, the medical Director at Carlisle Hospital is unhappy about the transfer of support staff to the private company. “I have always said that portering, laundry, catering, etc.. could stop a hospital in its tracks before anything else did. I am worried that these services, which we ran in-house fairly efficiently, with staff who were loyal to the trust, will be where the private company intends to make a profit, while cutting the quality.” (Emap Healthcare Ltd. 2000)


In the long-term care sector (mental health and community services), staff costs account for 66% of NHS income and less than 55% of income for private long term care companies. In the NHS, the average annual wage costs for community and mental health staff are 20,000 and 21,000 pounds respectively. In the private sector employees’ average earnings are less than 8,000 pounds a year. The long-term care private sector is characterised by the use of non-unionised and casual workers. In 1996, care home assistants in Britain received average rates of pay below 4 pounds per hour. Yet these long-term care companies had operating profits as high as 28% of income in 1997. (Pollock et al.; BMJ 1999, July 24)


The Royal College of Nursing confirms a strong correlation between the outsourcing of hospital cleaning services and the rise of infections in hospital. (Observer, May 27, 2001)

After considerable lobbying from public sector unions, the Labour government changed PFI guidelines in 1999. Trusts are no longer required to have support services included in PFI schemes (Summary of UNISON report, NUPGE et al., 1999). Public authorities are now allowed to choose PFI to design, finance and build components but not operate facilities. At the end of the PFI lease arrangement, infrastructure reverts back to public ownership. Successor rights are strengthened for workers transferred from the public sector to the private sector as a result of PFI. Public sector unions have the opportunity to interview short listed bidders for PFI and make reports in how bidders measure up to the government’s commitment to fair employment and ‘Best Value’ service delivery.

Inferior construction, design and services:

New infrastructure provided through PFI schemes resulted in new hospitals with design problems, inferior construction and lower quality of services. Listed below are some specific problems found in the newly opened PFI hospitals.

Durham’s new PFI hospital: (Guardian, 23 July, 2001)


Ancillary staff and services at the hospital are now in the hands of the private consortium responsible for building and running it under PFI. The consortium says that portering patients around the hospital is not part of its contract. So a frontline ambulance (the only vehicle covering the whole Durham city area at the time) and its crew were taken out of action for 35 minutes to move a patient about 400 yards.


Within weeks after opening, the new PFI hospital, built at a cost of 87 million pounds, was already facing a bed crisis in the middle of summer (generally a low activity period annually). Discussions were underway with a private hospital to create extra capacity for elective work at the North Durham site.


Staff complain of the terrible heat which has left patients on the respiratory ward gasping for breath (poor ventilation and no air conditioning);


The generators failed, plunging operating theatres and casualty (emergency) into darkness.


A flood of sewage came through the ceiling into the pathology department.


The design of sluice areas requires staff to drag fouled linen and waste through ward areas.


The pharmacy has been designed without a waiting area and has been squeezed next to the mortuary. Those queuing for medication have to contemplate the dead bodies going by.


Although meal preparation has been contracted out, design problems with the ventilation result in unbearable heat in the kitchen where meals are brought in to be reheated.


Ambulance bays are so small that a bottleneck is created if four ambulances arrive at the same time.


Cold water taps run with hot water resulting in no drinking water being available to large parts of the hospital.


Patients are charged 25 pounds/week to watch bedside TVs.


Patients are charged for borrowing vases for their flowers.


The newspaper lists many examples of consequences to short staffing among the nursing staff (dead man in ward for long time before being noticed, urine bags withheld because staff too busy, no time for regular washing of patients, no time to ensure proper feeding and nutrition of patients).

Cumberland Infirmary in Carlisle: (Observer, August 27, 2000)


Two ceilings have collapsed because of cheap plastic joints in piping and other plumbing faults (narrowly missed patients in maternity ward). 


The sewage system could not cope with the number of users, filth flooded an operating theatre. 


Clerical and laundry staff cannot work in their offices because they are too small. 


Trolleys supplied don’t fit the spaces between beds. New trolleys had to be purchased. 


No air conditioning. Because of transparent roof, on sunny days the temperature inside the infirmary reaches over 33C. 


Because of the reduction in beds, the hospital is at full capacity in August which is usually a quiet period compared to the winter season. 


Ancillary workers are poised to go on strike because new workers in the PFI hospital will not be guaranteed NHS pensions. 

Conclusion:

After reviewing all the problems and consequences resulting from PFI schemes it is understandable why Jon Ford, head of the BMA’s health policy and economic research unit (BMJ December 7, 1996) said: “From the BMA’s point of view we can’t see where the overall gains are going to be to the NHS”. Cuts in service (bed reductions, shorter lengths of stay), cuts in clinical staff and longer wait lists seem to be the main consequences of PFI schemes. 
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