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Introduction 

The Scottish Trades Union Congress is Scotland’s Trade Union Centre. Our purpose is to co-
ordinate, develop and articulate the views and policies of the trade union movement in Scotland. 
 
The STUC represents some 630,000 trade union members in Scotland, the members of over 40 
affiliated organisations. We speak for trade union members in and out of work, in the workplace 
and in the community, as workers and as citizens. Our affiliated trade unions have members in 
every sector of the economy and across a broad range of occupations. 
 
STUC strongly welcomes the Finance Committee Inquiry into Methods of Funding Capital 
Investment Projects.  The inquiry provides an opportunity to examine in some detail the success, or 
otherwise, of the operation of Public Private Partnerships before considering alternative funding 
methods.  Any assessment of PFI/PPP is constrained by the consistent and, in the view of the 
STUC, excessive use of claims of commercial confidentiality to prevent the unpicking of the 
financial models and assumptions underlying PPP/PFI contracts. 
 
STUC welcomed the new Government’s suspension of the tendering process for the replacement 
of Low Moss Prison at Bishopbriggs ensuring that prison will be operated by the public sector.   
STUC has also welcomed the Scottish Government’s commitment to seeking alternatives to 
PPP/PFI.  STUC does however remain concerned at the lack of a detailed plan in relation to the 
Scottish Futures Trust, the reasons for which can probably be explained by some of the difficulties 
the model presents. 
 
PFI/PPP and public funds 

Indisputably, there was a need in the late 1990s for significant capital investment in public sector 
infrastructure.  Whilst the majority of capital expenditure was, and continues to be, funded through 
conventional funding routes, the then Scottish Executive made clear to public bodies, that there 
was “only one game in town” to provide the injection of cash into additional capital projects for 
schools, hospitals etc. Thus traditionally funded procurement routes were not a viable option within 
the financial framework in operation. Scottish Executive grants were attached to PFI/PPP projects 
only and public bodies, particularly local authorities were encouraged to act quickly in somewhat 
competitive circumstances to secure grant supported schemes. 
 
Partly for this reason, there is little remaining controversy that the initial tranche of Scottish PFI 
contracts represented poor value for money. The Accounts Commission for Scotland’s 2002 report 
into PFI in schools found some benefits of the PFI route (though STUC would dispute some of the 
assumptions upon which that judgment was based).  Significantly though, the report found that 
even these benefits has come at a cost and urged the Scottish Executive to allow councils a wider 
choice of procurement routes for future school building projects. 
 
Since the original tranche of schemes, there have certainly been improvements to the design of 
PFI/PPP schemes, however the STUC’s view remains that considerable sums of public money 
have been wasted on PFI/PPP and money will, unavoidably, continue to be wasted for a number of 
decades to come. 
 
UNISON Scotland’s recent report At What Cost 1 is the most in-depth trade union analysis of 
PFI/PPP in Scotland and will be referred to regularly in this STUC submission.   At What Cost 
analyses 35 schemes and excludes the original schools PFIs referred to above.  The analysis 
makes use of the official documentation provided in respect of the 35 schemes and extrapolates 
that current PFI/PPP contracts could be costing £2.1 billion more than would be expected under 

                                                      
1 http://www.unison-scotland.org.uk/comms/atwhatcostoct07.pdf 
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conventional funding.  The most fundamental reason for this is the inescapable truth that public 
sector borrowing is cheaper. 
 
The report also makes a robust estimate of the risk adjustment component on Scotland’s one 
hundred plus PFI/PPPs and finds an effective payment of £3.5 billion from the public to the private 
sector.  The risk adjustment factor is typically the element which enables PFI bids to undercut 
Public Sector Comparator estimates when a Final Business Case is presented. 
 
Whilst it cannot be denied that some element of risk is transferred to the private sector under 
PFI/PPP, there have been frequent examples over the past decade of the public sector having to 
pick up the tab following the failure of a PFI/PPP contract.  This reflects the somewhat obvious fact 
that public bodies need to ensure the provision of essential services when the private sector fails.   
 
Efficiency in the public and private sectors 

In the face of arguments in relation to borrowing cost and inordinate risk transfer adjustments, 
proponents of PFI/PPP have tended to concentrate their defence around the presumed 
comparative efficiency of the private sector in delivery.  It is rarely easy to come to conclusions on 
relative efficiency for specific schemes or projects. However, such empirical evidence as exists is 
at best ambiguous on the efficiency benefits of private sector delivery. 
 
Hall and Lobina of the PSIRU, Business School, University of Greenwich find that; “there is a 
consistent stream of empirical evidence consistently and repeatedly showing that there is no 
systematic significant difference between public and private operators in terms of efficiency or other 
performance measures.” 2

 
They quote amongst others the IMF; “It cannot be taken for granted that PPPs are more efficient 
than public investment and government supply of services…Much of the case for PPPs rests on 
the relative efficiency of the private sector. While there is an extensive literature on this subject, the 
theory is ambiguous and the empirical evidence is mixed. 3

 
Closer to home, Pollock, Price and Player (Centre for International Public Health Policy, University 
of Edinburgh) criticized the UK Treasury’s claims in 2003 that the private finance initiative has 
reduced both the frequency and the magnitude of cost and time overrun. Pollock et al find that 
“There is thus no evidence to support the Treasury cost and time overrun claims of improved 
efficiency in PFI. We conclude that Treasury appraisal guidance, the ‘Green Book’ which compares 
PFI with other methods of procurement, is not evidence based but biased to favour PFI.” 4  
 
Alternative models 

Scottish Futures Trust 
As stated earlier, detail has not been forthcoming on the Scottish Futures Trust model.  However, it 
is clear that tax efficient bond issues are capable of providing finance at lower cost for capital 
investment in Scotland.  It would however, be necessary to amend the Scotland Act in order to 
empower the Scottish Government to enact this form of borrowing.  The STUC does not currently 
have a position on the devolution of this particular power and will be considering it as part of our 
consultation into the Powers of the Parliament.  There are however, obvious attractions to 
assigning to the Scottish Parliament powers which are, essentially, already enjoyed by local 
government in Scotland.  The most straightforward means of doing this would be to give the 
Scottish Government prudential borrowing powers. 

                                                      
2 The relative efficiency of private and public sector water; www.psiru.org/reports/2005-10-W-
effic.doc 
3 (International Monetary Fund Public-Private Partnerships March 12, 2004   
http://www.imf.org/external/np/fad/2004/pifp/eng/031204.htm) 
4 An Examination of the UK Treasury’s Evidence Base for Cost and Time Overrun Data in UK 
Value-for-Money Policy and Appraisal 
www.health.ed.ac.uk/CIPHP/ourresearch/documents/PMM_2007_Time_and_cost_overrun_Pollock
.pdf 
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Prudential Borrowing 
Irrespective of the use of bonds, prudential borrowing enables local government to borrow for 
investment (providing repayment is affordable within total budget). As the Unison Scotland report 
At What Cost makes clear, for public bodies with prudential borrowing powers (local government 
since 2003, but not NHS Scotland), the chief impediment to the use of this form of borrowing is the 
failure to establish a level playing field with respect to Scottish Government grants which have 
hitherto only been made available to support PFI/PPP. 
 
At What Cost goes on to propose that Scottish Health Boards could be given prudential borrowing 
powers (albeit with a change to UK legislation being required).  Such powers are already enjoyed 
by trust hospitals south of the border. 
 
Scottish Water  
The STUC is of the clear view that neither PFI/PPP (criticised by the Water Industry Regulator) nor 
mutualisation (effectively privatisation in a capital intensive industry such as water) are appropriate 
mechanisms for the funding of capital investment in Scottish Water and would vigorously oppose 
any move in this direction. 
 
New models for delivery of public services 

The STUC has not had the opportunity to analyse in any detail the business case for, or operation 
of, the various alternative models adopted by Scottish local authorities, among them being Public 
Interest Companies, Non Profit Distributing Organisations and Limited Liability Partnerships.  
 
These models differ in detail and from programme to programme.  However, taken together they 
have a number of disadvantages including the potential diminution of local accountability and the 
future potential to undermine the employment conditions of workers previously directly employed 
by public bodies. 
 
Conclusion 

Pending the publication of the Government’s promised Scottish Futures Trust proposal, STUC 
would support. 
 

• A robust examination of all existing PFI/PPPs and the withdrawal from all schemes where it 
is possible with no or little cost. 

• No new PFI/PPP contracts to be approved (including projects in the planning stage) 
• The equal provision of Scottish Government grants for capital projects irrespective of 

funding method. 
• An early examination of the implications of, and steps required to, secure prudential 

borrowing powers for the Scottish Parliament and/or NHS Scotland.  

 


