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Abstract: The Private Finance initiative (PFI) has emerged as the most preferred procurement
strategy by governments across the globe for the provision of quality public infrastructure and
services. The strategy has evolved due to fiscal constraints and the low quality of publicly provided
infrastructures. However, the sojourn into PFI has not been a complete tale of success, with many
major infrastructure provided through this strategy being bought back by the public sector in
response to public outcry, resulting in the private provider’s inability to recoup their investments
and the public sector facing criticism for inefficiency or wrong choice of procurement. This paper
sets out to find out from African, Australasian (a combination of Australia & Asia) and Middle East
delegates to 2 PFI-Focused conferences Held in Kuala Lumpur, Malaysia about their perceptions of
important skills required by the client in order to ensure success on PFI projects. It was found that
stakeholder management skills, bid evaluation skills, sector-specific knowledge, contract
management skills and risk identification & management skills were the most important skills
which the client requires in order to achieve success in PFI projects as ranked by the various
respondents.

Introduction

The Private Finance Initiative (PFI) has become the most discussed mode of public infrastructure
and services procurement method. The concept stems from the current public service reform
sweeping through the globe in the form of New Public Management, which is the adoption of
market mechanism into the public service. In the light of this, Many economists, some finance
minister in developing countries and heads of the major international development organisations
advocated increased use of the market mechanism as a key instrument for promoting greater
efficiency and more rapid economic growth” [1]. “Private Finance Initiative (PFI) is a PPP special
case where all the finance needed for the capital funding and its basic operation is supplied by the
private sector in return for a service charge” [2 p.280]. commentators on PFI have tried to
differentiate between PPP and PFI, however “Such differences in definition and understanding can
make accessing the international experience difficult: in the UK, the PFI is simply one type of PPP,
while in some countries and regions, the PFI is the only model and therefore the terms PPP and the
PFI are synonymous” [3]. The rationale for this as hyped by the proponents are that it “offers better
value for money (VFM) than the traditional procurement route [4], manage the twin risks of time
and costs overrun[2 p.280], provide infrastructure faster than would otherwise be possible using
purely public finances, reduce the presence of government in the economy, provide services
inclusive of maintenance and the failure of the public sector to efficiently deliver public services.
The need for public and private partnerships has evolved gradually since the early1980s, when
serious criticism emerged towards inefficient and unresponsive public service providers. Resulting
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in a conservative shift in economic, social, and political thinking, two parallel reform trends
evolved in the public sector. These reforms focused on the transformation of the government by (i)
promoting decentralization and (ii) moving service management out of the public sector through
privatization and other service mechanisms based in the private sector [5]. The PFI procurement
strategy has developed in form and substance since its early use in the UK with different countries
developing it to suit their local conditions. Most of the services outsourced under PFI are critical
infrastructures, which are “systems or assets vital to a country that any extended incapacity or
destruction of such systems would have a debilitating impact on security, the economy, national
public health or safety or any combination of the above” [6]. The concept of PFI is spreading from
the developed through the emerging economies to the developing countries. While the use of PPPs
has spread to most EU Member States, the UK is still the largest and most diverse PPP market [7].
However, [8] argues that “the main controversy still surrounding this method of procurement is the
ability or otherwise, by the proponents of PPPs to produce incontrovertible and independent
proof that PPP/PFI projects deliver value for money when compared with the more traditional
public sector procurement strategies”. PFI schemes have allowed private investors to make huge
profits from building public amenities. Scottish economists Jim and Margaret Cuthbert found that
the equity investors in the Hairmyres hospital in East Kilbride, construction firm Kier and financiers
Innisfree, stood to make £145m from an initial investment of £8.4m [9] .A number of high profile
buyback and bail-outs schemes like the Skye toll Bridge, London underground and Metronet is
creating an environment that seem to suggest that all is not well with the PFI. Only recently, the
state of California in the United States which is known to be a huge supporter of private
involvement in infrastructure surprisingly approved $68billion of public funding for its proposed
high-speed rail line [10] in spite of the present financial problems which has led to cuts in public
spending globally. The reasons for the present caution in the adoption of the PFI has been placed at
the door step of the client, who are accused of not properly assessing and evaluating the business
cases for PFI while factoring in public value due to the inadequate skills that has often pervaded the
public sector. Therefore, it has become pertinent to seek to find out what skills are actually required
by the public sector client if the PFI is to work for all stakeholders-Government, the private sector,
the public and civil societies.

Skills Set Required for Effective ‘Clienting’

The involvement of the private sector in the provision of public infrastructure is not a new concept
in its entirety. The public client has always hobnobbed with the private sector through appointments
as design and construction consultants, as construction contractors and as financial and technical
advisers. The provision of funding for projects by the private sector is also not new with the
existence before now of the Turnkey form of contracting. PFI create administrative and
implementation challenges for public procurement professionals that are not found in more
traditional procurements [11], requiring the development of different skills set from those
previously possessed by the public sector. Under the PFI, unlike the traditional procurement
method, the client specifies the output requirement as against an input requirement which has been
the norm under the traditional procurement. And to do this efficiently requires skills in forecasting
supported by the existence of quality data to assist in the specification process. But the public client
that is supposed to have superior knowledge of the demand forecast due to the resources that is
available to them to acquire the relevant information are unable to do this. The result has been that
“demand and benefit forecasts that are wrong by 20-70% compared with actual development are
common” [12], but [13] puts this figure within the range of 20-30% thereby leading to the
concessionaire’s inability to meet estimated targets in terms of demand and consequently financial
performance. The effect of this has been that the client either comes to the aid of the provider
(London Underground & Metronet) or the project is taken back by the client with its inherent risks
(Railtrack). When the National Armoury Museum PFI project in the UK could not record the
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forecasted number of annual visitors leading to low fiscal performance, [14] observed that, the crisis
was resolved by providing additional public funds and transferring the operational risk back to the
public sector. [15] Found that in relation to the negative aspects of PFI the inexperience of the
participants, the over-commercialisation of projects, and high participation cost and time, make PFI
procurement less attractive. The [16] in their study found that “Public sector project management in
PFI does well when it comes to client understanding, process understanding and political skills but
is relatively weak in negotiating and management skills. The public sector also lacks skills in whole
life cycle costing (including FM), construction, financial modelling, stakeholder management, and
people skills”. Projects do not just fail; projects fail often due to inadequate contract design and
proper assessment of risks by both the client and the concessionaires. [17] Note that generating
value from public-private partnerships requires carefully defining project scope and ensuring
competition during procurement. While the concessionaires tend to produce very optimistic figures
to ensure they secure the contracts, the clients on the other hand, due to information asymmetry and
the more superior knowledge of the private providers, are unable to critically assess the bids to
ensure that the projections are realistic. According to [12] Over-optimism can be traced to cognitive
biases, that is, errors in the way the mind processes information. These biases are thought to be
ubiquitous, but their effects can be tempered by simple reality checks, thus reducing the odds that
people and organizations will rush blindly into unprofitable investments of money and time. In most
PFI projects, the private provider seem to have the upper hand in deciding the terms of the contract,
the financial model upon which the contract is based and they even go a step further to prevent the
public client from divulging the details of the contract to the public in line with entrenched public
service ethos. This has resulted in sacrificing democratic control to commercial confidentiality [18].
In another study by the National Audit Office (NAO) to assess the skill requirements for effective
‘clienting’, they observed that “the biggest skills gaps for Government are in contract management,
commissioning and managing advisers, risk identification and management, and business acumen”
[19]. Furthermore, for operational concessions, it is important to have capable regulators with the
required skills to effectively govern the service provision. However, [20] in their study of water
concession contracts in Buenos Aires, pointed out that the failures of PFI results from the presence
of a weak and inexpert regulator. Regulatory failure was also cited as the reason for the failure of
Cochabamba water concession in Bolivia [21].The importance of regulatory governance played
itself out in the Enron scandal, in a study by [22], he observed that during the post-Enron era,
“firms used several accounting charges including special items, discontinued operations,
asset write- offs and goodwill impairment charges to decrease reported income. Before political
sensitivity, the majority of special items in the industry were income increasing”. Another area of
importance in the PFI process is stakeholder management, which was defined by [23] as individuals
or organisations that are either affected by or affect the development of the project. They also went
further citing [24] to point out that major PFI transport initiatives in the United States have
reportedly failed due to stakeholder opposition. These failures were mainly because the public was
1) unaware of the concept of P3 b) not sufficiently educated about P3 and c) denied access to
detailed information contained in the consortium’s P3 proposal. The inability of the client to match
up with the private provider’s skills often leads to renegotiations, disputes, take-overs, buy- backs,
abandonment and in extreme cases cancellation of the project. [25] in their study provided a sample
of ‘High-Profile Controversies Involving Private Infrastructure’ according to regions, these
included

East Asia

« Takeover of Bangkok Second Stage Expressway (1993)

« Cancellation of Dabhol power plant (1994)

* Renegotiation of Independent Power Producer (IPP) contracts in Indonesia, Pakistan, and
the Philippines (1998)
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» Abandonment of Manila water concession (2001)
» Abandonment of Manila airport concession (2004)

Latin America

« Mexican toll road bankruptcies (1995)

« Cancellation of Tucuman water concession (1996)

« Cancellation of Cochabamba water concession (2000)

« Cancellation of Arequipa electricity concession (2002)

 Argentina’s economic crisis and devaluation threatens to bankrupt private
utilities (2002)

Industrialized Countries

« California’s electricity crisis (2000)
« Railtrack bankruptcy (2001)

When the client possesses the relevant skills, they are able to evaluate bids and identify potential
areas of conflicts and resolve these with the private provider before the project starts. The effect of
failure or cancellation on public infrastructure projects has far reaching consequences, not only for
the government, but also the public end-users, the local economy and even workers employed by
the private provider. The employees of Enron lost their life savings and pensions due to the failure
of Enron. [26] observed that in order to achieve success in PFI procurement, Staff with experience
in complex procurement having a strong mix of PFI/PPP, commercial, financial, technical and
sector specific experience’ were required and the departments/units should be able to attract and
retain appropriate expertise. This problem of inadequate PFI experience is exacerbated by lack of
opportunities to acquire PFI skills [16], because external consultants are often called upon to carry
out most of the technical advisory works further adding to the transaction costs of PFI projects.
Recognising the need for appropriate skills within the public sector, in 2009-2010 The UK
government spent 275million on learning and development [27]. Concluding [28] observed that “a
well-institutionalized bureaucracy makes a vital contribution to the quality and coherence of
decision-making through policy advice and the structuring of the decision making process, even
though the decisions themselves are taken outside the bureaucracy. Policy capacity is indeed a
crucial component of public sector capacity”. And, the project sponsor is ideally placed to identify
issues of concern and areas for improving management practices within the construction project
management” [29].

Research Methodology

The literature review was the primary source relied upon, the basis for this is that “knowledge
accumulates and one can learn from and build on what others have done in the past [30]. The
identified skills were used to design a survey questionnaire which was intended to target
participants at two PFI/Infrastructure conferences held in Kuala Lumpur Malaysia in the earlier part
of this year. The conferences brought together heads of government infrastructure agencies across
Africa, Asia, Middle East, Europe and North America. 165 questionnaires were distributed between
the two different conferences, but only 42 were retrieved from the delegates. However, one of the
delegates who took a questionnaire away was kind enough to fill it out, scanned and sent it to the e-
mail address on the questionnaire making the total 43 representing about 26% return rate which is
comparable to [31]’s 21% achieved in the UK. The collected data were entered into SPSS statistical
software version 17.0 and analysed to draw inferences.
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Results and Discussion

The data were subjected to various tests including reliability test, validity test, and Spearman’s rank
correlation and finally the Relative Importance Index (RI1) was used to rank the factors to reveal the
most important skills as perceived by the respondents. The RIl was used by [32] to rank Important
Skills of Effective Project Leaders. The results reveal that 8 of the respondents were delegates from
Africa, 26 from Australasia (a grouping of Asia and Australia), 6 from Middle East, 1 delegate from
Europe and 2 delegates from North America all participated in the survey. The reliability test
carried out on the data returned a Cronbach’s alpha of 0.961 which shows that the instrument was
‘highly’ reliable using the guide provided by [33 p.231] Greater than 0.9 = Excellent; Greater than
0.8 = Good; Greater than 0.7 = Acceptable; Greater than 0.6 = Questionable; Greater than 0.5 =
Poor; Less than 0.5 Unacceptable. On the validity tests, a generally accepted rule of thumb for
explaining construct validity was provided by [34] who pointed out a validity test score of more
than 0.90 is statistically considered excellent; 0.70 - 0.90 is high, 0.5 - 0.7 is moderate while below
0.50 indicates a low validity rate of the variables meaning that the questionnaire did not measure
what it was constructed to measure. However, the validity test returned a value of 0.79 which falls
within the range classified as “High’. Spearman’s rank correlation was conducted between delegates
from Africa/ Australasia, between Middle East/Australasia, and between Africa/Middle East. The
result from the Spearman’s rank correlation showed (Africa /Australasia ?£0.31, Middle
East/Australasia ?£0.36, and Africa/Middle East ?E0.38) a generally positive relationship between
the regions, though the strength of the relationship fell within the moderate/medium classification
by [35]. In computing the RII for the various regions, the respondents from Europe and North
America were excluded for the simple reason that they were negligible in terms of number of
respondents (Europe= 1 respondent, North America= 2 respondents) t0 make any impact neither
were their responses subjected to the Spearman’s Rank correlation for the same reason.
Surprisingly, all delegates from the 3 regions considered ‘stakeholder management skills” (Africa =
0.98, Australasia= 0.87, Middle East=0.80) as the most important skill required by the public
sector to effectively prosecute successful PFI projects. Stakeholder management is crucial to the
success of PFI projects, the inability to manage stakeholders properly led to the Cochabamba failure
reported by [21] while it was responsible for the success reported by [36]. “Experience has shown
that a positive involvement with stakeholders can be a decisive factor that can ‘make or break’ a
project” [23]. The 2nd overall skill as perceived by the respondents is ‘bid evaluation skills’
(R11=0.84). The proper evaluation of submitted bids is central to any PFI project; this is because the
bid documents are entirely the product of the profit-maximising private sector that are adjudged as
having ‘superior’ expertise than the public sector. Therefore, the ability to assess bids properly is

the first line of defence against failure and profiteering. The factor in question was ranked in 3'
place by Australasia and Middle East while it was ranked in the Gth place by African delegates.
Having ‘adequate sector knowledge’ (R11=0.84) ranked Srd place overall, this was also the position
as ranked by African respondents, however, Australasia delegates ranked this factor in 11th place

while middle East delegates ranked it 7th place.

It is pertinent for the public sector client to have staff with “sector knowledge’ knowledge of any
particular project being embarked upon in order to be able to interact with the private provider on
equitable terms rather than the current situation where there is a high level of information

asymmetry between the two contracting parties. “Contract management skills” ranked 4h place
overall, but was ranked by African and Australasia delegates in 2nd place while the Middle East

ranked it in the 7' th place. PFI projects are usually considered as incomplete contracts [37], which
means they are subject to modifications and hence are not rigid in nature, however, in the absence
of a skilful contract management team, the private provided can become opportunistic due to the

incompleteness of the contract. The 5" ranked overall skill was ‘risk identification and management
skills’ which was ranked in 7 place by African and Asian delegates while the Middle East

delegates ranked it in 4 th place. The importance of risk management cannot be over-emphasised
especially in the private sector where proper risk identification and management has been
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recognised as an important element in achieving projected profits. However, the public sector over
the years has not attached much importance to risk identification and management until recently.

Table 1: Ranking of PFI skills across 3 regions

Ranking of PFI skills perception accros Africa, Australasia and Middle East

RII for Rankin Rilfor  Rankfor | RII for Rank for Overall Overall

No| Required Skills for PFI Africa for Africga Aus/Asia__ Aus/Asia M/Efast M/Eafst RII  Rankings
1iStakeholder management skills 0.98 1 0.87 1 0.80 1 0.88 1
2Bid Evaluation skills 0.9 6 0.85 3 0.77 3 0.84 2
3[Sector knowledge 0.93 3 0.82 11 0.77 7 0.84 3
4C0ntract management skills 0.93 2 0.85 2 0.73 9 0.84 4
5Risk identification and mgt skills 0.88 7 0.84 7 0.77 4 0.83 5
6Business analysis skills 0.88 8 0.83 9 0.77 5 0.83 6
7Ioutput specification skills 0.88 9 0.83 10 0.77 6 0.83 7
8|Negotiation skills 0.9 4 0.82 12 0.73 13 0.82 8
9lAbility to manage external advisers 0.85 10 0.8 16 0.77 8 0.81 9
10|Regulatory governace skills 0.85 11 0.85 4 0.73 10 0.81 10
11JHuman capital assessment skills 0.9 5 0.79 17 0.73 15 0.81 11
12|pemand forecasting skills 0.83 13 0.84 8 0.73 12 0.80 12
13[Environmental/sustainability assessment skills 0.75 16 0.82 14 0.80 2 0.79 13
14iFinanciaI engineering skills 0.78 15 0.85 6 0.73 11 0.79 14
15|Life—cycle costing skills 0.83 12 0.82 13 0.73 14 0.79 15
lGIContract Design skills 0.78 14 0.85 5 0.70 16 0.78 16
17|Design/TechnicaI Skills 0.68 17 0.82 15 0.70 17 0.73 17

A cursory look at the table reveals a unique pattern regarding the perceptions of all the regional
respondents. The way the RII works is that when all respondents favour one extreme, the values
tend to be very high and closer to 1 while in cases where responses are balanced between the two
extreme, the values seem to hover around the 0.60-0.70. The African delegates had a larger
agreement regarding the required skills while the Middle Eastern delegates seem to be divided
hence their entire ranking hovers around the 0.70 region while the Australasian delegates stood
around 0.76-0.88 but not above it. A possible explanation for this trend would be that on the part of
the African delegates, there has not been much activity in PFI therefore experiences of the actual
workings of PFI and their attendant complexity has not been witnessed enough to understand the
actual skills requirement. The Middle East too have not had enough PFI experience to understand
the skill requirements as they have enough liquidity to hire experts from across the globe; hence
their perception profile and rankings. Furthermore, the middle East have not engaged in PFI for the
reasons other regions engage in it (shortage of public funding), rather they have engaged in PFI in
order to overcome maintenance problems, consequently the nature of the values they have attached
to the various skills listed. On the part of Australasian delegates, they have had a mixture of
successes and failures; and as a result now understand what skills are actually required for effective
PFIs. Their governments are open and somewhat more transparent that the other two regions, they
carry out continuous consultations with the people with regards to major infrastructure policies. One
factor whose ranking seem abnormal owing to its importance in PFI is “Contract Design Skills’, it

ranked 16th place overall, but unsurprisingly, Australasian delegates ranked it in Sth place further
proving their long experience with private involvement in public infrastructure has taught them that
contract design stands as a major factor in determining the success or failure of a PFI project.

Conclusion

The public sector has always been criticised for their inefficiency in the delivery of public
infrastructure and services. This led to the privatisation of many state-owned institutions
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responsible for the provision of public services. However, the experiences with privatisation in the
last two decades has not been entirely pleasant resulting in the evolution of the PFI as a solution that
was thought would return some amount of control back to the government. The experiences with
the PFI have now been seen to mirror what was obtainable under the much criticised privatisation
with the public always at the receiving end. The diagnosis of this trend points to one clear problem,
that is in both cases-privatisation and PFI-the public sector lacked the relevant skills to effectively
oversee these processes, resulting in the failures being witnessed in the two strategies. Experience
has shown that with proper stakeholder management, both strategies can be made effective. The
result of the study has also reinforced that position, the importance of ‘stakeholder management
skills” to build a solid support base for a project, if success is the goal. This study reveals that
overall, stakeholder management skills, bid evaluation skills, sector knowledge, contract
management skills, risk identification and management skills, output specification skills and
negotiation skills in that order are perceived by stakeholders/practitioners as the most important
skills set required by the public sector client to ensure success on PFI projects. Therefore, it is
pertinent for the public sector client to analyse its human resource capital to ensure that the required
expertise is available. Where there is a shortage of the relevant skills, then a framework should be
put in place to attract and retain such skills while training and improving on those available.
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