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Foreword

The interest and use of Public–Private Partnerships (PPPs) to plan, build and deliver infrastructure worldwide have grown substantially over the past decade. PPPs offer governments, private sector stakeholders, and donors a complementary approach to development solutions at times when traditional funding for development is under strain, while also convening power and synergies for leveraging their talents, expertise and technology. PPPs have enabled the public sector to raise capital and bridge the financing gap, whilst making efficiency gains along the process. As an African proverb that states, ‘If you want to go fast, go alone. If you want to go far, go together’. Just like marriages, PPPs require a long-term relationship, serious commitment and a constant effort. When successful, PPPs can be powerful unions where the final outcome is greater than the sum of the parts.

The major benefit of PPPs is their ability to deliver value for money in public service procurement and operations. But PPPs are being asked more than ever to respond to the call to improve the economic and social value equation of investments. However, certain key factors are necessary for this to be successful. These start by a clear institutional framework to govern PPPs combined with legislation and enforcement, political will, transparency, an adequate level of capacity in public institutions, as well as a dynamic and prepared private sector. Every step from conceptualization, feasibility studies, design, financing, construction, operations, maintenance, to stakeholder communication takes substantial coordination and planning. Under the current circumstances, it is unlikely that many countries at the bottom of the development pyramid can meet this daunting challenge on their own. Several do not yet meet international agreed minimum standards for infrastructure and regulatory oversight, this being primarily not only a financial challenge, but also a problem of good governance and political will. Thus, decisions to invest in developing and emerging economies seem to be relatively more determined by factors related to the institutional environment and governance framework, the economic and political predictability, the market dimension and the end-user purchasing power. This highly compromises local private fund raising, and developing countries often find themselves struggling to attract foreign direct investments in parallel to forming PPPs, as long-term finance needs to come from external financiers. At the same time, private sector investors and financiers have not been able to find enough pipelines of bankable or investment-ready projects.

The focus on value for money approaches has not always addressed equally well welfare changes of the affected communities. Although large-scale infrastructure projects can play a critical role in alleviating poverty, they do not necessarily meet all the day-to-day needs of communities living in the developing world as they often take a long time to roll out and are costly to implement. It has increasingly becoming clear that the new waves of investment projects implemented through PPPs have created a complex network of effects on local contexts. As earlier experiences of investment projects have shown, PPPs must take seriously into account the impacts on local communities and marginalized groups, as well as address any negative and/or collateral effects produced by their implementation and activity, if they wish to become genuinely pro-poor (Otsuki, Read, & Zoomers, 2016) and sustainable. The fulfilment of both value for money and wellbeing objectives for PPP investments constitutes an added challenge for the future, requiring a larger focus on the assessment of the additionality of PPPs and the intricacies of their impact on poverty alleviation and inequality.

Understanding how PPPs can better contribute towards developing and emerging countries’ development and inclusive growth in a post-2015 framework is at the core of this Handbook. The world economy has become very dynamic and changed dramatically over the past two decades since the Millennium Development Goals (MDGs) were agreed. Some low-income countries with chronic development problems started growing and became major contributors to global growth. In parallel global poverty has fallen at an unprecedented rate. In 2013, the year for which the most comprehensive data on global poverty is available, an estimated 10.7% of the population still lived below the international poverty line of 1.9 US$ per person per day, compared to 35% in 1990 (World Bank, 2016a). Moreover, global inequality has diminished for the first time since the industrial revolution, but between country inequalities remain at a much higher level than inequality within countries (World Bank, 2016a). Despite all this progress, over 750 million people still live below the poverty line (Cruz, Foster, Quillin, & Schellekens, 2015), of which more than a half live in emerging and developing countries.

The long-standing academic debate on poverty and its connection with inequality has been very fruitful especially after the high visibility of works such as those developed by Piketty and Saez (2003) and Piketty, Saez, and Stantcheva (2014). They paved the way for further work, such as that by Bapuji and Neville (2015), focused on the analysis of the socio-political consequences of high income inequality on business. This paper concludes that income inequality substantially impacts on firms and markets, as high levels of income inequality may bring about social movements which will limit firms’ actions, giving rise to alternative organizational forms which replace existing ones. Furthermore, high-income inequality impacts negatively on firm performance and survival by fostering the emergence of new political and regulatory risks.

In the context of developing countries, inequality also tends to increase entrepreneurship measured through total entrepreneurial activity (Hillel, 2002), being this effect conditioned by a series of moderating factors (Meh, 2005), namely financial constraints acting as determinants of firm creation and households’ stock of wealth (Hurst & Lusardi, 2004). Human capital among the poor, the stock of skills and the scarcity of capital also play an important role in determining necessity-entrepreneurship (Barnerjee & Duflo, 2007). These factors have led Acs and Armington (2005) to advocate that the role played by income inequality still deserves further research (Deutsch & Silber, 2004).

Given this setting, the post-2015 framework was developed around a growing consensus about the possibility of dealing with inequality and ending extreme poverty. In this regard, multi-stakeholder partnerships have been considered quintessential to the achievement of these development priorities (United Nations, 2015a). The 2030 Agenda for Sustainable Development (2030 Agenda) calls for a ‘collaborative partnership’ in order to implement 17 Sustainable Development Goals (SDGs) and 169 targets (United Nations, 2015b). The post-2015 framework emphasizes even more than the MDGs did the role of domestic institutions in contributing towards the end of poverty, the fight against inequalities and climate change. The interest created around the role PPPs can play in the implementation of the SDGs and in the alleviation of poverty, in particular in developing and emerging countries is thus considerable.

PPPs are a good platform to support financing and help implement the SDGs, while the latter are also a good framework to fine-tune PPP design and implementation. PPPs and SDGs should thus be aligned and synergized. This addresses the underlying statement of objective of SDG 17, which calls unambiguously for ‘Partnerships: public, public–private, civil society partnerships’ and for global partnerships for sustainable development. In particular, the establishment of ‘effective public, public–private and civil society partnerships’ is explicitly encouraged and promoted. SDGs should eventually trickle down to public sector procurement processes (UNEP, 2015), including considerations associated with the establishment of distinct models for PPPs.

An additional aspect raised by the previously referred 2030 Agenda is the goal of ‘leaving no one behind’ and the imperative to address the needs of the poorest and most vulnerable. The pro-poor PPP concept, usually abbreviated under the simplified moniker ‘5Ps’, has gained traction in recent years around the role of partnerships, and especially PPPs, in support poverty alleviation and the vulnerability of low-income groups. The 5Ps explicitly target the provision of services to low-income groups which tend to be overlooked in traditional PPP models in that private sector participants perceive higher risks and lower returns on investment, for example due the low-cost structure of those customers, lower levels of consumption, or the absence of a payment culture within a given community (ADB, 2016). By reaching the poorest customer base, they have the potential to unleash the participation of small and informal entrepreneurs and leverage micro-finance schemes. The commitments and policy directions outlined in the Addis Ababa Action Agenda and the outcome document of the Third International Conference on Financing for Development, convened under the auspices of the United Nations (United Nations, 2015c), further elaborates on the role that private sector actors can play in addressing development challenges.

The ambition and challenges contained in the UN’s 2030 Agenda are enormous and thus new PPPs frameworks are needed. While the 2030 Agenda underpins the existence of a broad, almost universal recognition that PPPs can make a strong contribution to the achievement of SDGs, it also lays bare the difficulties and complexities associated with the set-up of well-functioning PPP arrangements, especially if posed from the perspective of government authorities, either national or sub-national, which occur in view of the context and sectorial specific nature of PPPs. Furthermore, beyond the more obvious challenges for developing countries, emerging markets also struggle with immature financial markets and a lack of bankable projects, as investments in basic infrastructure often require substantial hard currency investments.

In parallel, there has been a major transformation of the international financial scene. Both domestic and international flows have grown at a fast pace and the mix of resources now available is fundamentally different from that of the last two decades. More recently, Multilateral Development Banks (MDBs) came together to launch ‘The Global Infrastructure Forum’ (an outcome of the Addis Ababa Action Agenda on Financing for Development), with a new approach for infrastructure development within the objectives of the Paris Agreement and the SDGs, to provide a platform for governments, MDBs, United Nations agencies, and other development partners to mobilize resources for infrastructure improvements. Developing and emerging economies are now able to reach out to a larger, more diverse and innovative range of financial resources than ever before. Consequently, efforts to stimulate the uptake of new and innovative financing instruments to facilitate access to finance have grown and have become a core objective of policies and programmes.

But these innovative financing mechanisms have also been driving global goals forward. In 2016, at the Third International Conference on Financing for Development, the UN pointed out the key roles of ‘public and private investment’ in infrastructure financing through various tools and mechanisms, such as PPPs and blended finance. Blended finance instruments are already being used in support of PPPs to lower investment risks and foster additional private sector finance across key development sectors (Pereira, 2017). Moreover, impact investment is gaining traction among governments, investors, Non-Governmental Organisations (NGOs), academia, and is expanding the range of opportunities available (Finance in Motion, 2014). But the achievement of these more ambitious objectives within the post-MDG setting needs to be supported by a pragmatic and costed strategy, able to attract and draw on domestic and international resources. To plan for and finance the end of poverty, one needs to understand the scale and scope of all potential resources, including institutional capacity for PPPs and private sector collaborations.

The pipeline of well-designed and sound projects that both the public and private sector investors can confidently support at the global level is feeble and the actual infrastructure investments still fall far short of demand. Despite the increase of private sector’s participation in infrastructure finance in recent years, namely in the telecommunications and electricity sectors, private finance still provides a small share of aggregate infrastructure investment in the developing world (Ks, Chowdhury, Sharma, & Platz, 2016). In the poorest of the poor, the situation worsened since 2012. In 2015, Private Participation in Infrastructure (PPI) investments and the number of projects reached its lowest level in International Development Association (IDA) countries1 since 2011 (World Bank, 2016b). Recent research has estimated around 3.3 to 4.5 trillion US$ of investment per year is needed just for global infrastructure to keep pace with its projected growth (Global Impact Investment Network, 2016; World Economic Forum, 2013) and 5 to 7 trillion US$ per year to achieve the SDGs on infrastructure, water, sanitation, clean energy and agriculture. Driven by a growing population, economic growth, urbanization and industrialization, this financing gap is estimated at 2.5 trillion US$ per year in the developing world alone (UNCTAD, 2014).

The sustainable growth and progress of developing and emerging countries hinges greatly on the provision and maintenance of adequate infrastructure and access to basic services. A precondition for tackling this issue is understanding what resource flows are available. Domestic resources, fundamental for engendering PPPs, still represent the largest pool of funds available to developing and emerging countries. In 2010, government expenditure totalled 4.8 trillion US$ in all developing countries (Strawson, 2013), while the sum of all foreign flows received by developing countries (international resource flows) was estimated at around one-third of that of total government expenditure. But even if several countries are on a path of growing domestic resources and shrinking resource constraints, a second group of countries, largely fragile states in sub-Saharan Africa, are likely to face continued domestic resource constraints. The effects of these constraints are most likely to affect the poor, at least in the short to medium run, as they hamper the capacity of public and domestic institutions to implement interventions aligned with poverty alleviation. Even if international community efforts (in the form of technical support and capacity building), and their resources both have an important role to play in supporting and adding to domestic efforts, PPP approaches will tend to be increasingly differentiated between these two different types of countries. It is thus necessary to consider how to help improve the way countries are supported in the development of their own strategies to attract private sector investment and form PPPs in much-needed sectors, especially in those with the greatest needs.

PPPs have remained on top of the policy agenda worldwide, but the availability and credibility of information and resources to support governments and their advisors in their decision-making on PPPs has not kept an equal pace. Recently, new initiatives were launched to address this gap, such as the PPP Knowledge Lab, the Public–Private Partnership Reference Guide, or the UNECE’s ‘People First Public-Private Partnerships’, which deals with the challenges contained in the UN 2030 Agenda for Sustainable Development, constituting major advancements in this domain.

Reflecting the momentum of these initiatives and the rising interest from multiple governments and global leaders, we are excited to have taken on the opportunity to become editors of this Handbook, which tries to address, in a pioneering way, a growing demand by public officials and practitioners for information and tools to develop, benchmark and evaluate the effectiveness of PPPs, as well as to create the appropriate conditions for these to prosper and contribute to SDGs.

This Handbook aims to support policy-makers, national governments, national and regional public administrations, PPP officers, practitioners, international institutions, development agencies, financial institutions, academia and the evaluation community, in the design, implementation and assessment of appropriate responses to foster PPPs uptake in the context of developing and emerging economies. It aims to be a valuable information resource and a practical guide, not only by documenting the key role of PPPs in developing and emerging countries, but also by exposing cross-country diversity in respect to their institutional and governance framework, strategic resources and business environment. These dimensions are particularly relevant as PPPs are also affected by barriers and inefficiencies in the business environment and market failures in the knowledge-based economy.

This Handbook resulted from highly valuable contributions of a diverse range of authors originating from three international organizations (African Development Bank Group, United Nations and World Bank Group), the Brazilian Development Bank (Banco Nacional de Desenvolvimento Econômico e Social) and the Instituto Brasileiro de Administração Municipal (IBAM), and academic institutions from 12 countries (China, India, Italy, Latvia, Mexico, the Netherlands, Pakistan, Portugal, Slovenia, Turkey, the United States, and the United Kingdom).

Several key aspects associated with the processes of designing, implementing, operating and evaluating PPPs are discussed in this Handbook, in connection to the creation of better conditions to ensure PPPs result in the highest value for public money and welfare, within the SDGs framework. In particular, this Handbook covers the following core areas: recent trends on PPPs in developing and emerging economies, public policy practises and social entrepreneurship, implementation and evaluation of PPPs, empirical analysis of PPP determinants, identification of the constraints, triggers and determinants to PPP implementation, guiding principles for PPP sustainability, and finally, lessons learned and emerging best practices from a range of case studies.

The Handbook is structured in four parts. Firstly, Part I: Understanding PPPs in Developing and Emerging Countries, introduces the key definitions, concepts, risks and tensions relevant to the institutionalization of PPPs, then presents the drivers of investment in these countries, and finally considers the importance of the governance of the PPP framework.

In Chapter 1, Boštjan Ferk and Petra Ferk analyse the implementation of PPPs in the developing and emerging economies as a multifaceted challenge. The authors highlight key aspects, as well as key ‘for’ and ‘against’ arguments to be taken into consideration by governments when implementing PPPs, namely: feasibility, planning, optimization, modernization and development, financing, project delivery, project operation, supervision, user satisfaction, and accounting issues.

In Chapter 2, Emelly Mutambatsere provides an analysis based on data from the World Bank’s Public Participation in Infrastructure (PPI) project, covering the 1990–2013 period. In addition, the author uses hand-collected evidence on project performance in order to examine how PPPs are applied to infrastructure development in Africa and how the expected benefits were delivered. The analysis reveals an increasing trend in terms of growth in both the number and volume of PPP investments, which are weaker and more volatile than those observed in other developing regions.

In Chapter 3, Maria Basílio performs an empirical analysis on the determinants of the degree of private sector participation in PPPs in the context of developing and emerging countries through fractional response models, using data obtained from the World Bank’s PPI database for the period 2000–2014. The results reveal that the type of project is a key determinant of the degree of private sector involvement. She concludes that favourable fiscal conditions and the existence of explicit support from the government increase the degree of private involvement. In addition, multilateral support reduces private participation, pointing to a substitution effect. In the same way, private sector involvement acts as a substitute to overcome failures in countries with poor financial systems.

In Chapter 4, Ningzi Li and Qi Song analyse the complex approval procedures in PPP implementation in China. The authors outline the disadvantages faced by partnerships established by governments and state-owned enterprises, due to the lack of specialized legislation, unequal competition between private companies and state-owned enterprises, and the opposition from civil society members. Furthermore, they identify political risks as the most influential, in the sense that the latter may lead to the misallocation of other risks between public and private parties, which then contribute to higher failure rates of PPP projects in China.

In Chapter 5, Stella Pfisterer identifies partnering approaches and governance orientations based on an extensive literature review concerning the emergence and evolution of partnerships oriented towards development cooperation. The main remarks stress that efficiency and participation orientation highlight competing governance rationales, logics and partnership characteristics. Moreover, the chapter outlines that in the context of partnership approaches, it is important to deal with the inherent governance paradox between control and collaboration.

Secondly, Part II: Making PPPs Work for the Poor. It presents the pro-poor PPP concept and how it can be applied to local communities, to agricultural transformation in developing countries, and to social and commercial infrastructure.

In Chapter 6, Kei Otsuki and Bram van Helvoirt explore how and to what extent pro-poor PPPs projects engage with local communities and which possibilities exist for communities to become genuine partners with governments, businesses, and civil society organizations. The authors analyse three different PPP projects funded by the Dutch international cooperation agency with a pro-poor emphasis in Africa and find varying patterns of how local communities are positioned to benefit from each project. The main findings reveal that in existing pro-poor PPP projects, local communities are there to either be consulted (mere beneficiaries), or to become business partners, or else to lead the project. Each PPP project made a particular assumption about the capacity and need for a local community to get involved in the project, and this is materialized through how local communities are treated in the PPP modality. In Chapter 7, Marlo Rankin, Eva Gálvez Nogales, Pilar Santacoloma, Nomathemba Mhlanga and Costanza Rizzo examine the potential of PPPs to contribute to the achievement of rural transformation objectives in the agriculture sector of developing countries. The authors take as reference the work developed by the United Nations Food and Agriculture Organization (FAO) (2016), in which 70 case studies of agri-PPP projects from 15 developing countries in Africa, Latin America and Asia were analysed. The authors identified a set of four common project types, namely: (i) partnerships that aim to develop agricultural value chains; (ii) partnerships for joint agricultural research, innovation and technology transfer; (iii) partnerships for building and upgrading market infrastructure; and (iv) partnerships for the delivery of business development services to farmers and small enterprises. The main findings suggest that while positive contributions to agricultural transformation objectives exist, there are still open issues associated with the impact of agri-PPPs on poverty reduction and inclusion, which still merit further research efforts.

In Chapter 8, Upinder Sawhney and Tanvi Kiran, provide a detailed account of qualitative and quantitative information through an indicator analysis approach, which aims at enabling stakeholders (including government agencies, policymakers, domestic and foreign private investors as well as general public) to have a better understanding of the PPPs factors in the social and commercial infrastructure domains in India. The findings relate to the future implementation of PPP projects in the social sector, which is particularly relevant for human development in the context of developing economies.

In Chapter 9, Elsa de Morais Sarmento and Khaled Hussein approach the African Development Bank’s (AfDB) current thrust into infrastructure development and the strategic context of PPP employment during the 2006–2014 period, analysing the role played by the Bank in implementing PPPs in Africa. It covers a portfolio of 33 PPP projects in 18 countries, in which 64,4% of the its volume allocated to lower middle income countries and 23,3% to low income countries. The authors also use information drawn from the AfDB’s ‘Evaluation Results Database’, covering the 2001–2012 period to provide insightful lessons learned. The authors conclude that PPP projects in Africa should be necessarily complemented by policy work, technical know-how provision and post transaction support, as it is necessary to support the development of a ‘soft infrastructure’ in order to reap all the benefits from physical infrastructure provision.

Thirdly, Part III: Public Policy, Public Management Practices and Entrepreneurship. It considers the enabling environment setup and social entrepreneurship as success factors to support and streamline PPP implementation.

In Chapter 10, Thibaut Mourgues and Christian Kingombe provide a selective review of the vast literature on PPPs and a first-hand experience on the ground. The authors advocate that PPPs are well suited to promote and accelerate the provision of public sustainable infrastructure in Africa. Moreover, they identify a highly valuable set of shortcomings and pitfalls through a holistic approach, by handling one by one all the key aspects of project preparation considered as an integral part of the institutional framework for PPPs.

In Chapter 11, Sacha St-Onge Ahmad and Mohsin Bashir survey the reference literature on social entrepreneurship and identify the main traits of social entrepreneurs. The authors collected data both from primary (i.e. interviews with leaders’ former colleagues) and secondary sources (using grey literature, independent reports, web searches, and the implementing partners’ websites). The main findings reveal that social entrepreneurship is an important driver of PPP success. The authors conclude that the PPPs under analysis had a focal person, the social entrepreneur, who exhibited critical qualities for the success of the partnership.

In Chapter 12, Liliana Reis addresses the specificity of an European case, that of the recent Kosovar state, which denotes several fragilities that can jeopardize, on the one hand, the growth of the country and, on the other hand, the desired consolidation of independence. The author positions PPPs as an additional alternative instrument for fostering the economic and political success of Kosovo, thus helping to meet the requirements needed for a future membership to the European Union. The author concludes that in the near future, PPPs could pave the way for Kosovo’s desired achievement of stronger economic growth, the ruling out of corruption and a rapid convergence to European standards.

Fourthly, Part IV: Implementation and Evaluation of PPPs: Practical Considerations and Case Studies. It provides practical considerations for the implementation of PPPs in service-based sectors and infrastructure; introduces a theory-based approach to PPPs evaluation to ensure credible performance evaluation processes and the full compliance with public policy objectives. In addition, it provides empirical evidence of the relationship between project characteristics and macroeconomic and institutional factors affecting the degree of private sector participation in infrastructure PPPs in developing countries. Moreover, it discusses the experience of Brazil, Chile, Colombia, Nigeria, Senegal, Turkey, India, and Central Asia (Kazakhstan, Kyrgyzstan, Tajikistan, Uzbekistan) in implementing PPPs. Finally, it presents key guiding principles to ensuring long-run sustainability and value for money in infrastructure PPPs.

In Chapter 13, Arthur L. Smith examines three PPP projects from different sectors which used creative mechanisms to enhance affordability and expand the user base. These are the Pamir Power project in eastern Tajikistan, the urban water PPP in Dakar (Senegal), and the East Coast Toll Road in Tamil Nadu (India). The author provides several insightful findings on how these experiences can be expanded and become a part of a PPP’s planning process to arrive at a more affordable and sustainable growth, in the context of developing economies.

Finally, in Chapter 14, Nilesh A. Patil, Boeing Laishram and Ganesh A. Devkar use a grounded theory approach (interviews as primary and literature as secondary sources of data) to develop a framework of guiding principles to achieve goals of sustainable infrastructure development through PPPs. The study makes use of the core principles of sustainability postulated by Gibson (2005). This framework is comprised of eighteen guiding principles, which are due to act as guidelines of sustainable practices throughout the life-cycle of a PPP infrastructure project.

In Chapter 15, Roberto Moro Visconti, Anna Doś and Asli Pelin Gurgun describe what can be learned by developing countries from the developed ones, as to the management of PPPs projects oriented to the provision of healthcare. Turkey’s successful experience is used to frame how healthcare PPPs can work for developing countries. Additionally, benchmarks and best practices are provided for guiding the future implementation of successful healthcare PPPs.

In Chapter 16, Francisco Carballo-Cruz develops a case study, based on the the PPP model adoption in Colombia, where its new legal and institutional framework is described and the most relevant PPPs programmes and projects are presented. The author points out that, despite the developments in recent years, PPPs schemes continue to be very concentrated in the transport sector. He suggests that the government should extend these type of partnership schemes to other areas, including the provision of social infrastructure and services. It should also aim to improve some institutional aspects and project attractiveness to investors in order to increase private capital, required to finance PPP projects which currently make part of the government’s portfolio.

In Chapter 17, Osikhuemhe O. Okwilagwe analyses the institutional context in which PPPs operate in Nigeria, given that the country’s government has been opening its infrastructure markets to private sector provision. The author uses data that was collected through semi-structured interviews with key stakeholders involved in two infrastructure PPPs – a Toll Road Partnership and Bus Transport Partnership – to conduct a thematic analysis. The main findings reveal that the Toll Road Partnership and Bus Transport Partnership were established with both partnerships sharing a common vision and concerns towards the provision of infrastructure and public services in Nigeria. Both partnerships faced challenges attributed to bureaucratic practices in government institutions, disruptive actions of external actors and ineffective mitigation of project risks.

In Chapter 18, Swapnil Garg also addresses the problematic of Infrastructure PPPs, especially in what regards long-term infrastructure concessions, which are usually governed by ex-ante contractual arrangements which seek to mitigate opportunism and allocate optimal risks between public and private actors. He describes the dynamic nature of opportunism over the life cycle of a highway project in India which has flaunted a galore of opportunism for over one and a half decades. The rationale is based on the fact that the opportunistic stance displayed by actors’ behavioral changes over time is determined by several different factors, which need to be taken into account to fully understand PPPs when a life-cycle lens is used in the analysis.

In Chapter 19, Tatjana Volkova and Murod Sattarov provide a pragmatic logical framework to enable decision-makers to be more familiarized with successful factors of PPP implementation. If applicable, this logical framework could improve efficacy and sustainability of PPP undertakings in the water supply sectors in developing countries. Based on case studies from urban water utilities in Kazakhstan, Kyrgyzstan, Tajikistan and Uzbekistan, the article takes stock of the last two decades of efforts to upgrade the drinking water supply infrastructure of Central Asia, and the meagre outcomes produced by these investments.

In Chapter 20, Younsung Kim and Kyoo-Won Oh provide an overview of renewable energy development in the context of developing economies, using the World Bank’s Private Participation in Renewable Energy Database. The authors examine a pilot PPP of a 5 Megawatt solar project in Gujarat, India, which was implemented in 2012, in partnership with large multinational private utility firms. The authors stress the importance of the so called ‘Green Incentive’ given to rooftop owners, which empowered local residents to be part of the project as co-producers of electricity. The authors also provide highly valuable insights into the promise of PPPs for small-scale electrification promoting global sustainable development.

In Chapter 21, Fernando T. Camacho, Bruno C. L. Rodrigues and Heldo M. M. Vieira analyse Unsolicited Proposals in Brazil and Chile and compare these countries’ experiences in several dimensions, including the transaction costs and the existence of regulatory tools to mitigate potential conflicts of interest. The findings suggest that non-proponents rarely win the tender for a project based on an USP. Moreover, the USPs may work better in infrastructure sectors where the government has developed higher capacity to take advantage of its own in-house expertise. In addition, USPs appear to work best for projects that are clearly economically viable ex-ante, generally in dense urban population centres. The authors also stress that, in specific conditions and with the appropriate design, USPs may result in successful projects and private sector innovation, although this could lead to higher transaction costs for the government.

In Chapter 22, Mehmet Uzunkaya describes the theory-based evaluation process of PPP projects/programmes and proposes an intervention logical framework. The author outlines the importance of going beyond the measurement of project/programme results, in order to address not only the question of whether or not the project/programme worked, but also how and why. In addition, he develops a theory-based analytical framework that identifies an explicit path towards ultimate impacts so as to assess, in a more systematic and integrated way, the success or failure of a PPP.
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PART I
Understanding PPPs in Developing and Emerging Countries


CHAPTER
1

Top 10 Reasons Why (Not) and How (Not) to Implement PPPs in the Developing and Emerging Economies

Boštjan Ferk and Petra Ferk


ABSTRACT

The purpose of this chapter is to analyse Public–Private Partnerships (PPPs) in the developing and emerging economies as a multifaceted challenge from viewpoint of the 10 keys ‘for’ and ‘against’ PPPs: feasibility; planning; optimization; modernization and development; financing; project delivery; project operation; supervision; user satisfaction and accounting issues. The conceptual model and the reasons were formulated by the authors some 10 years ago, based on the literature and case-study reviews. Relevance of those reasons was verified in practice. The knowledge and critical perspective on the above-stated reasons are relevant for the implementation of PPP projects in any national economy – developed, emerging or developing, but it is quintessential for the implementation of PPPs in the economies that are at the early stage of implementation of PPPs. Although for the identification of the above-stated reasons, wide comparative literature and case-studies review was conducted, the reasons were verified in practice in Slovenia only. Slovenia is considered as one of the most advanced transition countries of Central Europe and a developed economy. This chapter can improve public policy, teaching, learning and practice of PPP implementation in developing and emerging economies. The value of this chapter is in the approach which goes beyond the usual defending or renouncing of PPPs. This chapter also clearly identifies the importance of a sincere motive for the implementation of PPPs by the government as a prerequisite for the successful implementation of PPPs.
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Introduction

The concept of Public–Private Partnerships (PPPs) refers to various forms of cooperation between public and private sectors for the provision of public services and/or public infrastructure in the public interest.

It was based on the assumption that the private sector generally provides public goods more efficiently and at more reasonable prices than the public sector. This is presumably caused by the free-market mechanism, where the quality and cost of providing public goods is balanced at the optimal point arising from the free-market manner of operation which regulates supply and demand. However, when discussing the provision of public services and public infrastructure, the mechanisms of the free market often cannot be followed, namely through the prism of economic criteria, satisfying the public interest is frequently not eligible, yet required by the citizens. Functional dimension of public services therefore recognizes public services as activities that must be performed for various reasons in the public interest under a special regime. Public services are therefore activities that cannot be partially or fully performed in the market within the context of market mechanisms and in particular on two grounds, either the activity in the market does not function or it should not be left to function.1

According to Duguit, the founder of public services, the term ‘public service’ was created on the day when the differentiation between rulers (gouvernants) and ruled (gouvernés) arose. Although the reasons for this differentiation were historically conditioned and diverse, Duguit argued that, from the very beginning, the ruled recognized they can impose the rulers with some obligations, while the execution of these obligations is at the same time reason and consequence of their existence and power (Duguit, 1929). In our view, this still remains the essence of the public services. Public services are to be provided by the rulers (governments) in countries around the globe, as provision of public services gives the rulers the legitimacy to rule; although the set quality and standard of those services necessarily vary around the globe and are influenced by various factors. Nonetheless, they are demanded to be provided, and in times of severe financial situation the PPPs represent likeable possibility for provision of public services and public infrastructure.

Although in emerging and developing economies, the financial situation is scarce, it seems that many of them are reluctant towards introducing PPPs into their national economies due to various reasons.2 However, in many developing economies, the use of PPPs is evolving,3 e.g., the use of the private sector in furthering public health goals in low- and middle-income countries (LMICs) is increasingly common (Whyle & Olivier, 2016).4

Devoting special attention to the development and proper implementation of PPPs in emerging and developing economies is of special importance for further global development. In the next few decades, the global economic power will shift from G75 to the E76 economies. By 2017, the E7 emerging economies could be twice the size of developed markets, growing to make up almost 50% of the world gross domestic product, as assessed in the recent PricewaterhouseCoopers prognosis (2017). Consequently, the emerging and developing economies will significantly shape the well-being of the majority of the population. PPPs can be an effective instrument for filling the infrastructural gap and providing public services to increasing global population – if introduced and implemented properly.

This chapter aims to analyse the implementation of PPPs in the developing and emerging economies as a multifaceted challenge, and to point out the key aspects to be considered by governments when implementing PPPs, either on a strategical level or when implementing individual projects. The key issues are elaborated through ‘for’ and ‘against’ arguments as we have identified them: feasibility; planning; optimization; modernization and development; financing; project delivery; project operation; supervision; user satisfaction and accounting issues. The arguments follow the project cycle.

In the first part of the chapter, we briefly introduce the historical evolution of the PPP and elaborate how PPP differentiates from the concepts of privatization and liberalization. This is an important issue from the viewpoint of political tendencies and objectives pursued by individual states when implementing PPP. Next, we presented the importance of a (sincere) motive for the implementation of PPPs as a key enabler for success. In the second part of the chapter, we present the top 10 advantages and disadvantages for implementing PPPs. The chapter takes a critical perspective of a continuously present challenge: to understand the main advantages of PPPs, which may prove beneficial in project implementation, and even more so its weaknesses, which must be addressed properly, prior to initiating PPPs.




PPPs Stood Up to the Test of Time and Became the Global Necessity

In this section, we examine the context and historical background of PPPs. The historical development of PPPs plays an important role. Being familiar with the historical background can prove important as it can help governments to avoid repeating past mistakes. A clear distinction between the concepts of PPPs and privatization bears the same importance. Namely, a wrongful perception on this matter might result in severe consequences when implementing the projects.

Academic literature often features the opinion that the concept of contracting out essential public services is generally thought to be a modern development. In particular, it is most closely associated with New Public Management (NPM), which was established in the 1980s in the United Kingdom while under the leadership of the conservative governments of Margaret Thatcher and her successor John Major (Bringenberg, 2008). However, further analysis in fact reveals that the concept of contracting out public services to private service providers is a concept deeply rooted in history, and that even the Roman Empire used it, e.g., in the transport of grain to the inhabitants of Rome. The provision of grain to the inhabitants of Rome was one of the most significant public services in the Roman Empire. Therefore, the Roman government developed a public system for the provision of grain (annona), in which the public sector actively participated. The key characteristics of this system were, inter alia, that it was based on long-term partnerships with private ship owners that it was established in the public interest of ensuring public order and peace and that the contracts included clauses dividing contractual risks between the parties.7 Risk sharing between the government and private providers indicates a relatively modern approach and remarkably modern thinking even for this day and age, which may well fall under the concept of PPP according to modern criteria. This is especially important for combating the present prejudice towards PPP representing a modern innovation from the 1980s. Following the Roman era, in almost every historical period, one can find examples of various forms of private sector involvement in the provision of public services and goods.8 The first known use of the term ‘regal’ in the European area was around 800 AD, i.e., in times of Regnum Francorum. The legal definition of the word is traced back to the 12th century and comes from Latin ius regalium, meaning the regal power, the ruling right reserved to the King. The modern successor of this regal power is represented by legal monopolies.9 The development was granted legal codification during the Staufen dynasty.10 In fact, the mediaeval statehood mainly relied on granting economically significant rights in exchange for political support. These rights were granted on the principle of exclusion, which is characteristic of economic monopolies. Exploitation of these rights granted monopoly rents.11 Concessions developed in early Middle Ages. Although they were utilized as early as ancient Rome, when they were granted for the lease of state property; hence, the term concessio. However, the notion of concession then emerged in France about 1170, during the reign of Louis VI. The king gave the Parisians permission for the transportation of goods. Originally, the term ‘concession’ referred to the Latin concedere, to permit. Later, the term ‘concession’ referred not only to a permit but also to the supply of services to residents of towns and villages for the purpose of satisfying public needs. In the 13th century, the concept of concession began to be applied to the development and building of infrastructure, e.g., for the construction of bridges, for which the lords of the castle, as investors, collected the toll.12 The next period, which features active cooperation between the public and private sector for providing public goods, is the 19th century, when the need for public infrastructure (roads, bridges, railroads), distribution of drinking water, electricity, communal infrastructure, etc., was further promoted by the rapid development of the industrial revolution and the growing number of citizens. In 1777 in France, the first concession for a public service was granted for water capture and distribution in Paris area.13 The model of concession was emulated all over Europe14 and worldwide. One of the most renowned cooperations between the public and private sector was the concession granted in 1854 for the construction and operation of the Suez Canal15 (Hershlag, 1980; Levy, 1996).

The trend of public–private cooperation changed course in the 20th century with the rise of etatistism, a response to the world wars and the great depression. During this period, the influence and role of the state in providing public goods was significantly strengthened.16

The ideas about active participation of the private sector in the provision of public goods gained new momentum with the recession in 1980s and the emergence of the NPM. Important elements of the NPM were deregulation, privatization and marketization, the ideas formed by the Chicago School of Economics.17

Following this doctrine, the conservative UK government in 1992 presented the Private Finance Initiative – PFI.18 Simplified, the PFI provided that the private sector in the scope defined by the public sector take over design, financing, construction and management of hospitals, schools, prisons, etc. The public sector has in turn committed itself to pay for the services performed and/or pay the rental of premises for the agreed-upon period. After the expiry of this period, the ownership of these facilities is transferred from the private to the public sector. Today, we talk about the PFI model as the ‘public party pay’ PPP model, where payment is provided from the state budget – unlike the model of concessions, where the right to exploitation is transferred to the concessionaire and the end users pay for the provision of services.

Under this influence, PPPs have become a modern concept in discourse about public sector management following a British lead (Wettenhall, 2003).

However, analysis of numerous cases shows that PPPs following this doctrine often represented the first step towards privatization and/or liberalization of a certain public service or public infrastructure.19 Consequently, the concept of NPM is broadly associated with the process of public sector privatization.20 Even today, we can observe that the notions of ‘PPP’ and ‘privatization’ are often used interchangeably, not only by the general public but also by the experts, practitioners and sometimes even by academics. This has a global consequence; PPPs are not seen in the best of light by the general public, and public opinion is one of the key factors for the successful implementation of PPPs. Therefore, the clear and consistent differentiation between PPPs and privatization is crucial.

The concept of privatization primarily refers to the transfer of ownership and/or responsibilities to implement certain activities from public to private sector. Proponents of privatization base their argument on the assumption that the process of privatization establishes a market environment, where the introduction of competition results in lower prices and simultaneous increase in quality. On the other hand, opponents point out that the provision of certain activities and goods cannot be left to the market, either because the market partially does not function (or does not function entirely) or because the public interest dictates that the provision of these services and goods should not be left to the market mechanisms. At this point, the concept of privatization collides with the concept of a modern welfare state, i.e., the concept of a social state with an existing social consensus that certain goods must be accessible to all and under the same conditions.21

When the public sector provides a certain public good in a specially established organizational form, the concept of privatization is understood as a sale (partial or complete) of this organizational form to the private sector. In a broader sense, one can understand this concept as an inclusion of the private sector into the provision of public goods, either through the public tendering system, through granting special public powers or through various PPP models. The process where the provision of certain public goods is liberalized to the point of losing its public law nature, and is consequently provided in the market, may also be understood as privatization.22

Therefore, when addressing PPPs in this context, it should always be explicitly stressed that ‘proper’ PPP implementation does not mean that the provision of a certain public good is left to the market and is then exempted from the system of provision of public goods, but rather that a public service provider is replaced by a private one while the public good is still provided within the regime of public services. Accordingly, and this is crucial, the public partner still bears the responsibilities associated with the provision of public infrastructure and/or public services, and only the manner of their delivery is modified by the inclusion of private sector.

The 2008 financial crisis that spread into a general economic crisis exposed some weak points of the system that promoted rapid public sector liberalization and privatization.23 The crisis affected many countries around the world, not only developing and emerging economies, but also Europe, which had been globally promoted as a social model of the society, and in many EU Member States it led to additional pressure on public finances. As a side effect, the crisis has undermined confidence in the ‘omnipotent’ power of the free market and free competition, which further waned through government interventions necessary to prevent a total collapse of the financial system. Logically, the financial crisis of 2008 onwards brought about a renewed interest in PPP in both the developed and developing countries (Public–Private Partnership in Infrastructure Resource Center, 2016). Europe, for example, seeks to address the resulting situation by involving the private sector and private capital in the provision of public infrastructure and public services. In its 2009 communication on releasing the potential of PPPs (European Commission, 2009), the Commission found that PPPs offer capacity to leverage private funds and know-how, and pool them with public resources. Additionally, European Fund for Strategic Investments (EFSI) was launched in order to help to overcome the current investment gap in the EU by mobilizing private financing for strategic investments.24 It ought to be noted that the Nordic EU Countries also, which are traditionally considered as synonymous with the modern welfare state, have started to implement PPPs to provide public services and public infrastructure,25 for example ‘Dutch Diamond Approach’. Namely, PPPs play a major role in implementing the Dutch development cooperation policy.26

Considering the global developments, we must recall the establishment of the United Nations Economic Commission for Europe (UNECE) International PPP Centre of Excellence (ICoE) in February 2012. The ICoE was established to address the capacity gap of governments on PPPs. The ICoE prepares international standards for ‘People-first’ PPPs, which are compliant with sustainable development goals. The ICoE explores this work with the cooperation of Centres of Excellence that provide best practices on PPPs27 and international project teams who prepare standards under the UNECE standard-making procedures. The mission of the ICoE is to strengthen the impact of PPPs by putting people first in projects, eradicating poverty, supporting vulnerable members of the society and protecting the planet (ICoE, 2017). Additionally, we must mention the efforts of the United Nations Commission on International Trade Law (UNCITRAL) to revise the Legislative Guide on Privately Financed Infrastructure Projects (2001) and Model Legislative Provisions on Privately Financed Infrastructure Projects (2004).28

Therefore, even if one should accept the hypothesis that gradual privatization and liberalization of the public sector were the primary motives for the initial implementation of PPP models in the 1980s, we believe that they have developed into a tool for a more efficient provision of public services by including the private sector into the equation. PPP is a good alternative of active involvement of the private sector in the provision of public goods that traditionally fall under the responsibilities of the state and local communities. Regardless of whether the primary motive for PPP implementation was ‘less state, less public sector’ – hence, the promotion of privatization and liberalization of the public sector – the current trend in Europe, the model of civil society and economic development, is quite the opposite. In order to maintain the level of a welfare state, it is imperative to increase the efficiency of the public sector and PPP often represents one of the means to accomplish this objective. The recent financial and economic crisis has shaken the thesis about the ‘omnipotence of the free market’ and strengthened the belief that certain goods should not be left to the free market due to solidarity or because they cannot be rationally provided by the free market. Therefore, PPP today does not generally represent the privatization of the public sector or the liberalization of the provision of public goods. In our view, the distinguishing feature of PPPs is that public sector retains an active role, either as the regulator or as the supervisor of the provision of public goods to end users.

Thus, even if one was to observe that gradual privatization and liberalization of the public sector were the primary motives for the initial implementation of PPP models in the 1980s – and PPPs were often used for such purposes – PPPs have now developed into a tool for a more efficient provision of public services by including the private sector into the equation, i.e., including private funds into the financing of public services and public infrastructure where public funds do not suffice.

We believe that implementing PPPs in developing and emerging economies should be perceived in the same manner – as a tool to establish a welfare state and society, and not as a tool that merely provides earnings to the private sector, which puts it right next to privatization in some arguments. If the governments around the globe follow this objective, the PPPs might become acceptable among citizens, and have a bright future in any economy. The success is up to the public sector, which must retain an active role in all the stages of the process.




People-Oriented PPP Strategy as a Prerequisite for Success

In this chapter, we discuss the importance of the motive to be followed when introducing PPPs in economies of individual countries. The PPP implementation motive is an important issue from the perspective of political tendencies, as we have outlined in the previous section. Namely, the motive is one of the key elements for gaining the trust and support of citizens towards PPPs.29 Without a positive public opinion on PPPs in general and related to specific projects, there can be no success in the implementation of PPPs.30 In our view, this is one of the most important factors that determines whether the implementation of either PPP strategy or individual projects succeeds or fails.31

Globally, one can observe that the tendencies are shifting from the ‘PPP model leading to privatization’ to the ‘People-First PPP Model’. The United Nations Economic Commission for Europe International PPP Centre of Excellence (UNECE ICoE) defines ‘People-First Public–Private Partnerships’ as partnerships that ensure that out of all stakeholders, ‘people’ are on the top. Its focus is on improving the quality of life of the communities, particularly those that are fighting poverty, by creating local and sustainable jobs, those that fight hunger and promote well-being, promote gender equality, access to water, energy, transport and education for all, and that promote social cohesion, justice and disavow all forms of discrimination based on race, ethnicity, creed and culture. The UNECE ICoE was established with the mission to promote People-first PPPs, which must expand in scale and speed, and spread with more people having access to better services at affordable prices (UNECE, 2017).

Additionally, in expert meetings, the concept of ‘value for people’ PPP is being increasingly substituting the concept of ‘value for money’ PPP. Although no tools to evaluate the ‘value for people’ PPP have yet been developed, and for now the notion is above all (just) a political statement, we can see the tendencies are slowly but steadily shifting into the direction that PPPs are to consider people-oriented aspects and not just monetary aspects and efficiency. The government motives for the implementation of PPPs are important, and they have to be people-oriented and sincere. Citizens can feel it.

However, ‘people-oriented’ motives for the implementation of PPPs are per se not enough if not properly communicated to the public. Governing structures have to be able to demonstrate to their citizens that they care for them and their everyday needs, and that they are using PPPs as a tool to meet their needs (Ferk, 2016a, 2016b; Mariue, 2014). The governing structures need to develop the required communication skills and adopt the efficient public relations (PR) communication plan in order to demonstrate the commitment for the mission.32 Good PR strategy can significantly help in the implementation of this new approach in national economies. However, a communication plan without the true people-oriented PPP policy and commitment is bound to fail in the long run.




Confronting Top 10 Pros and Cons

After the development of a sincere motive by the government, adoption of a strategy for the implementation of a people-oriented PPP policy and communication of the policy to the public, the success largely depends on the approach to the implementation. Here, the competence, diligence and cooperation of public officials play a major role. The PPP projects can be successfully implemented, only if the public authorities perform the tasks and duties competently and diligently. The competency is an essential prerequisite for acting diligently, and one cannot be competent without possessing the required knowledge. The skills can be gained gradually by following the ‘learning by doing’ approach.33

In this section, we present top 10 pros and cons for implementing PPPs in the developing and emerging economies with an objective to support the PPP development in those markets, particularly the development of the public policy, teaching, learning and practice of PPP implementation.

Before 10 years, we formulated (compiled) the criteria based on the literature, case studies and experience of developed economies which successfully used PPPs as one of the instruments for the provision of public services and public infrastructure.34 The aim of formulating such criteria was to go beyond the usual approach of either defending or renouncing PPPs, and to answer the continuous challenge: before initiating a PPP, it is imperative to understand its main advantages and its weaknesses, which are to be addressed appropriately. We wished to answer the key questions and to compare the key considerations. Implementing various PPP projects in Slovenia, a small post-socialist state where PPPs are still at an early stage of development and where the government – despite the legislative framework which enables the implementation of PPPs – is not actively supporting the development of PPPs, we tested and slightly modified the initial criteria in numerous projects and they have proved to be very beneficial when PPP projects are planned, implemented or when they have to be explained and/or justified to the public and/or supervising authorities. Deriving from this experience in practice, we have come to realize that identifying these criteria is very relevant for the implementation of PPPs in all economies – developed, emerging or developing – but it is quintessential for PPP implementation in the economies that are at an early stage of PPP implementation. As developing and emerging economies are amongst those countries, these are the key countries, which can make the most out of recognizing those criteria. Therefore, the analysis includes practical considerations and recommendations for the implementation of PPPs in the developing and emerging economies, regardless of the current stage of the implementation of the PPP policy.

These advantages and disadvantages are analysed with respect to 10 criteria, which are following the project cycle. Identifying these advantages and disadvantages is relevant for the implementation of PPP projects in any national economy – developed, emerging or developing, but it is quintessential and represents the basis for the implementation of PPPs in the economies that are in the early stages of implementing PPPs, developing and emerging economies being among them.

In the comparative academic and expert literature, one can rarely find a comprehensive and systematic overview of benefits and drawbacks of PPPs, whereby their comparison is even more uncommon. On the contrary, the authors usually defend or renounce PPPs. In the absence of an appropriate critical approach, their arguments generally seem inconclusive and are presented only to indulge a certain ideological point. The reason for such a unilateral treatment of PPPs can be found in the fact that PPP projects are largely politically motivated and that the general public often perceives them as a means of (disguised) privatization. PPPs and the issue of financing of public services, public infrastructure and the associated public debt – a feverishly and relentlessly discussed political subject – are also tightly intertwined. The second cause for such conduct is that it is indeed difficult to argue the advantages and disadvantages of PPPs as such, since it is manifested in so many various forms that these arguments depend on the form of a particular PPP. Thus, a much more appropriate analysis should individually address different concrete projects. Notwithstanding these limitations, comparison of the principal for-and-against arguments has added value. Such comparison enables a closer objective assessment of the PPPs as such in order to avoid the rule of thumb. The analysis includes practical considerations and recommendations for the implementation of PPPs in the developing and emerging economies, based on risks and challenges identified. Namely, prior to initiating PPPs, it is important to understand its main advantages which may prove beneficial in project implementation and even more so its weaknesses which must be addressed appropriately.

It should be noted that, for the purpose of this book, the broad definition of ‘emerging and developing economies’ covers the countries from distinct geographical locations, including Asia, Africa, South America and Transition Economies from Europe, which are at different stages of PPP implementation.

If we start with one of the E7 countries, Russia, for example, we must be aware that concessions have been practised in the Russian Federation before the 1917 October revolution (Talapina, 2010). However, during communism, the industry was nationalized and PPPs were no longer applicable. The notion of PPPs appeared again at the beginning of the new millennium, and PPPs were launched after the enactment of Federal Law 21.07.2005 No. 115-FZ ‘On Concessions’, later amended. However, despite the government’s efforts to create better conditions for the private sector to participate in infrastructure investments, the Russian Federation faces problems regarding the implementation of PPP projects due to its history.

Similar considerations apply for China, another E7 country that shifted from socialist-planned economics to market mechanisms at the beginning of the new millennium, when the concept of PPP was mentioned for the first time (Ho, 2006). In the past three years, many PPP projects have started upon the initiative of China’s central government. However, the results are not encouraging due to lack of returns for investors and lack of legal protection for private partners (Li, 2016). Both China and Russia are struggling with PPP implementation because of their respective histories and significant state involvement in the economy.

In India, also an E7 economy, the PPP concept is known and used since the 19th century and is practised most widely from 2006. The country is one of the leading PPP markets with as many as 838 projects reaching financial closure since 1990. The participation of private sector is promoted in particular in providing high-priority infrastructure (PPP Knowledge Lab, 2015a).

Other Asian countries do not reach the Indian level of development of PPPs; the political risks are one of the reasons for such a situation. For example, Indonesia introduced the legal concept of PPPs in 2005 in pursuit of greater involvement of the private sector in infrastructure development. However, only few PPPs managed to break through preparation and transaction stages, and current legal and regulative PPP framework is still inadequate (Lin, 2014). Since the Indonesian government pursues the objective of becoming one of the 10 major economies by 2025 – PPPs projects playing a major role – further development of PPPs is expected (Roesly, 2015).

According to the African Development Bank Group, African countries lack the tradition of practising PPPs, and only during the last decade have the PPPs been identified as a means to promote development. Despite their potential, PPPs in African countries currently face many constraints: undeveloped business environment, lack of knowledge to carry out PPP projects, lack of legal and regulatory framework, the reluctance of investors due to the expectations of assumption of major risks, small role of Africa in the global market and especially the underdeveloped infrastructure and financial markets.

In the early 2000s, the South American countries introduced a law on PPPs. Brazil has considerable experience with PPP projects – even during the global crisis, in 2009, Brazil continued with infrastructure investments through PPPs. Currently, Brazil has 751 active PPP projects and there are reports on several successful large-scale PPP projects. In Argentina, for example, the situation is somewhat different. Due to import restrictions, currency exchange and capital flow, the private sector is less involved in infrastructure investments. The number of total PPP projects reaching financial closure since 1990 is only 172 (PPP Knowledge Lab, 2015b, 2015c). However, Argentina recently abolished some of the restrictions that have had a negative impact on investments and started to promote PPP projects (Devereux, 2016).

The transition economies in Europe started to practise PPP projects only after the transition to market economy, and are also facing similar implementation problems as, e.g., Russia and China. Common past socialist-planned economics is the root of the problem. In Hungary, PPPs are not a simple issue since experts and citizens are divided in their opinion, and some of them perceive PPPs as a conspiracy of business interests. Recently, the Hungarian government decided to terminate 26 PPP agreements and to return the assets to public authorities (Péteri, 2016).

As illustrated above, the development of global PPP markets differs significantly. Countries also differ with respect to legislative and regulative frameworks and specific situations encountered in the implementation of PPP projects. However, the common objective of all developing and emerging economies is to introduce PPPs to a higher extent, and they are all faced with a question of why (not) and how (not) to implement PPPs.

Below, we present top 10 advantages and disadvantages for implementing PPPs in the developing and emerging economies: feasibility; planning; optimization; modernization and development; financing; project delivery; project operation; supervision; user satisfaction and accounting issues.

 




	1. Feasibility




	For

	Against






	Implementing a project as a PPP is more economically feasible than the classic public procurement, which is reflected either by smaller investment to achieve the same quality of services or gaining higher quality with the same investment.

	Implementing a project in the form of a PPP is not more economically feasible than the classic public procurement, since it creates high costs of establishing the partnership and greater financing costs, which are generally higher than the costs of public borrowing. It is important to stress that a ‘low’ bidding price is commonly established by lowering the quality standard.




	Better economy is achieved by using the following elements:
	– Transferring risk to the private partner, so that an individual risk is borne by the party that can manage it better and more effectively.

	– Defining the project content in relation to expected results and quality standard rather than with regard to the required investments and workload.

	– Establishing a long-term partnership that facilitates the implementation of the project given its total whole-life cost.

	– Designating the financing system that rewards and encourages the private partner to perform its duties in a quality manner.

	– Establishing competition amongst providers and market mechanisms in the realization phase.

	– Transferring knowledge, experiences and technologies from the private sector, which allows for a more effective management and consequential reduction of costs.


	Additional often stated considerations:
	– Each risk borne by the private sector is reflected in a higher price to the user, whereby the private sector is prepared to bear the risks only to a certain point, when it decides that it is more economically feasible to withdraw from the project and leave the public partner to handle the costs (debt) incurred.

	– Good planning and detailed specifications allow the private partner to carefully define the required subject and its quality.

	– Long-term partnerships are unpredictable and unstable; therefore the public partners bear a disproportionately high risks resulting therefrom.

	– It is often difficult to define and control the expected results and quality standards in advance; therefore it is less risky to assess and monitor workload and other investments of the private partner.

	– In the area of implementing PPP projects, market mechanisms often fail, i.e., perform inadequately, and create local monopolies that have a negative impact on the economy of the public service and the provision of public goods. Generally, the competition is established only in the selection phase, while the users are given no alternatives in the implementation phase.

	– Normally, the private sector is motivated to transfer knowledge, experiences and technologies, but only up to the point which allows for optimization of the project’s viability and profit maximization.







 

Behind the exposed arguments is the hidden one of the key issues of PPPs, i.e., risk sharing. Most authors agree that the transfer of the majority of the operational project risks from public to private partner is the defining element that separates PPPs from other forms of public contracts, particularly contracts concluded through public procurement procedures.

It has to be noted that risk definition at the time of creation of the PPP is quite challenging, especially when considering the fact that these are usually legal long-term partnerships sometimes concluded for a period of 20, 30 or more years. The longer the time period, the more uncertain is the partnership, since it is difficult to foresee all possible circumstances and changes that might affect the implementation of the PPP contract. Realistic prognosis is essential. Many projects fail due to unrealistic prognoses, estimating high project revenues following the desire to implement the project. However, unrealistic (excessively optimistic) projections will jeopardize the partnership to the extent that it might fail. On the other hand, a project might provide high profits for the private partner, which might again jeopardize the project.35 Accordingly, the public partners should retain the possibility to renegotiate projects. Whether the public partner considers such a long-term partnership as economical and successful depends mainly on division of risks between the partners, whereas it is also important to identify all possible project risks as precisely as possible and allocate them between partners rationally. The general rule being repeated at all occasions to be followed is that each risk should be allocated to the party best able to manage it. However, although frequently repeated, this general rule is still often neglected, leading to congestion of risks with one partner only and leading to unbalanced partnerships, which might not end up as a successful project. Additionally, even the most diligent partners are not able to foresee all possible risks that may arise in a project, since certain risks cannot be predicted in advance, e.g., risks linked to the development of science and technology, changes in social values, end-user habits, public opinion and other variables that the partners have no influence over. For this reason, it is crucial that the PPP contract sets out certain mechanisms and procedures to be used if and when certain changes occur. These mechanisms can represent the starting point for the allocation of certain risks, the roles of both partners, and the influence this might have on the provision of public goods. Each risk can be assessed in terms of costs and its impact on the project viability, and it is therefore important that the risk allocation is balanced to provide a stable, long-term PPP.

On the one hand, a trend can be identified that in PPPs private partners typically pursue their own legitimate business interest of maximizing profits, hence attempting to transfer as many risks and costs to the public sector. The private partners are prepared to provide public services and goods only in the manner and under the conditions specified by their respective PPP agreement. It is important to consider that the private partner often provides funding of the project, which raises the price of the provision of public goods, since the cost of the provision must also be included in the financing costs. On the other hand, the cases of unsuccessful PPPs show that the private sector is prepared to bear the costs of certain risks, but to a certain point. Once this critical limit is surpassed, it is more rational for the private partner to withdraw from the project and thus limit its losses. In such case, the costs incurred to the public partner are significantly higher, as it has to ensure smooth operation of public services while accepting the costs arising from remedying the project situation. For the above reasons, two elements are particularly important.

First, throughout the whole implementation of the PPP, the public partner must ensure to maintain effective control that enables it to react instantly when the PPP strays from the set path, and thus limit the potential damage that may arise. Therefore, it is crucial that the PPP contract clearly defines the instruments that allow the public partner to intervene in the PPP in order to protect the public interest and avoid consequences for both partners.

Second, the PPP contract must define, clearly and in advance, the conditions and consequences of early termination of the PPP, especially in terms of charges, damages, penalties, etc. to which each of the partners is entitled in such cases.

In this respect, one of the key prerequisites of successful PPP projects is that such projects are addressed by life cycling cost (LCC) analysis that can predict the total lifetime costs of a certain product, service or construction.36 This makes it possible to adopt the most economically advantageous decision when faced with several possible solutions. Namely, the traditional approach to public procurement usually focuses on the investment phase only (capex), often neglecting the maintenance and management phase (opex).

 




	2. Planning




	For

	Against






	Participation of a private partner in the planning phase generally results in a more in-depth and detailed implementation of feasibility studies providing a solid economic foundation and strengthening the project’s viability.

	Within the planning phase, the public sector must also prepare the economy analysis for individual projects comparing various realization alternatives.






 

One of the key requirements for a successful transfer of knowledge, know-how and technologies from the private sector is the early inclusion of tenderers into the PPP formation process. It is also important that tenders are involved as early in the planning and design stage as possible. Namely, in early stages of the process, it is easier to achieve maximum optimization of the project at a minimum cost. This is especially important when seeking innovative and adapted solutions, or with more complex projects that require more effort to be invested into an optimal definition of the PPP subject. Accordingly, the selected tendering procedure must allow direct communication and coordination between the public partner and the suppliers with a view to defining the best possible solution for the public partner (e.g., negotiations, competitive dialogue).

Traditionally implemented public projects are characterized by the fact that the major part of the emphasis in the planning phase is focused on the investment phase and the costs arising from it, i.e., the costs arising from establishing the public infrastructure. On the other hand, less attention is paid to planning and assessment of the project’s life cycle cost, i.e., the operational and maintenance phase. In this regard, the key advantage of PPP lies in a detailed analysis and planning of the total cost over the entire project life cycle. Therefore, it is essential to correctly assess project viability.

Usually, the payment mechanisms for PPP projects are developed in a manner that the payment is directly related to the quality of the services provided by the contractually agreed-upon deadline. The planning phase is also important in terms of planning investments needed for the establishment of the public infrastructure necessary for the realization of a particular PPP project. Private investors are inherently much more flexible when defining project phases and adapting the scope of the established infrastructure to the actual needs of end users. To achieve this objective, the PPP projects aim to bring the amount of investments as close as possible to the estimation of necessary capacities of an individual infrastructure to achieve its optimal utilization; a high percentage of non-utilization has an extremely negative impact on PPP project viability, and can represent one of the main culprits for unsuccessful realization.

The specific issue of emerging economies in this respect is that the assessments that deal with the needs of end users tend to represent a difficulty. This is due to the lack of tradition concerning certain public goods, due to unreliable data, or because it is difficult to assess how the end users will respond to the planned infrastructure. Other common issues may include the purchasing power of the population, unreliability of payments, responsibility avoidance, prioritization, etc. These factors complicate the planning phase, especially if the analysts fail to include local specifics and the stage of market development in an individual country. Due to incorrect statistics or its misinterpretation, a PPP project may already fail in the planning phase.

 




	3. Optimization




	For

	Against






	PPPs enable realization of a project by establishing a synergy between the public and the private parts of the project (e.g., lower building costs, common infrastructure, one contract for the whole project, one contract for all project phases).

	The interweaving of public and private parts of the project causes blending and relocation of costs from the private to the public sectors and vice versa, leading to a situation where the public part of the project covers the costs of the private part.






 

The traditional public procurement procedure is characterized by the conclusion of separate contracts with separate providers for each project cycle stage. Thus, the public partners conclude separate contracts with designers, auditors, providers, controllers, managers, maintenance suppliers, etc. PPP projects differ from the traditional approach in the manner that all obligations of a project cycle are covered by a single contract on PPP. This allows for optimization and synergy of various stages of the project cycle that become more closely connected and intertwined.

At times, PPP projects are divided into the public and the private part, whereby the public section is aimed at providing public goods and the private section is designed for commercial use. In this way, a more optimal use of the established infrastructure is ensured; excess capacity is offered to the market, which generates additional revenue, thus increasing the profitability of the project. However, the partners must clearly and precisely agree on their priorities to avoid situations of excessive commercialization of public infrastructure at the expense of the provision of public goods.

 




	4. Development and Modernization




	For

	Against






	PPPs allow for a more extensive use of modern technologies and equipment, improving the quality of the project and/or lowering the maintenance and management costs.

	Utilization of modern technologies is reflected mainly in higher profits of the private sector rather than lowering the cost for the public sectors and the users.






 

Most states include promoting development and innovation into their development strategies as one of the key elements of economic progress. One way to achieve this objective is by PPPs.

Here, the public sector generally follows two guidelines. First, a PPP should seek innovative solutions for the provision of public services and public infrastructure, i.e., to solve concrete issues of the public sector by implementing innovative approaches. Second, the introduction of innovative solutions and practise through model examples should promote a similar conduct of other actors in the market, i.e., to promote modern and innovative solutions in their early development stage, reinforcing the position in the market and increasing the possibilities for wider (commercial) use.

Modern society faces numerous challenges and the public sector lacks staff, know-how and financial resources to address these issues alone. Therefore, to some extent, the cooperation between the public and the private sector is necessary. In so doing, the public sector can act as the controller and the promoter of social development, significantly contributing to the spirit of an innovative and creative environment.

The private sector is not prepared to share its innovative solutions without a guarantee that this will provide it with certain benefits. For this reason, it is also of key importance that the public sector manages the tendering procedure in such a way as to promote seeking innovative solutions and project optimizations. Here, in respect of tendering procedure, two important aspects are essential. First, during the tender procedure, the public partner must ensure adequate protection of business secrets and innovative solutions that the tenderers propose, thus maintaining their competitive advantage in the market and, second, the public partner must promote such innovative solutions by creating appropriate criteria for assessing final bids, thus motivating the tenderers to include innovative solutions into their final bids.

 




	5. Financing




	For

	Against






	PPPs provide access to private sources of financing projects in public interest, establishing better conditions for a (faster) realization of a project which do not necessarily fall under public funding.

	Financing costs of private sector borrowings are generally higher than the financing costs of public sector borrowings.






 

Public partners frequently choose the PPP model because they do not possess sufficient financial resources to implement a certain project. Hence, the financing obligation is generally borne by the private partners.37

Practice yields for various payment mechanisms,38 yet the most frequently used models of PPP financing are direct user charging, direct financing by public partner (e.g., from the state budget or a special fond), and the mixed financing model when the deficit between the actual costs and the direct user payments is covered by the public partner in the form of compensation. Generally, public partners tend to favour the financing model where the service is financed by direct user charging, whereby the manner of setting the price is determined in advance and is often maximized. On the other hand, private partners prefer the direct financing by the public partner.

In principle, the financing costs of private sector borrowings are generally higher than the financing costs of public sector borrowings. This is due to the fact that interest rates of corporate bonds and commercial loans have in general incorporated higher default risk premium and liquidity premium compared to government bonds (Brigham & Ehrhardt, 2005). However, one must not forget the fact that the public sector is often limited by fiscal rules. Therefore, from the perspective of the public sector the question whether the PPP project is considered as a part of the public sector borrowing is essential.39 This aspect often eases the decision of the public sector whether to realize the project in the form of a PPP or postpone the realization until sufficient public sources are available (in most cases – for indefinite period of time).




	6. Project Delivery




	For

	Against






	PPPs provide faster realization of public projects, as the private sector is already motivated by the established financing system (e.g., payments from users of public infrastructure) to conclude the project as quickly as possible.

	Shorter deadlines are often reflected in poor quality of the executed project.




	Rationalization of planning, design, build and later management procedures due to less formalized and shorter decision-making procedures.

	With proper project management, also the public sector can provide for the project implementation dynamics similar to those dictated by the private sector.






 

Within the scope of public procurement, the traditional model of providing public services and public infrastructure is based on technical specification, i.e., the project documentation prepared by a public body (public partner). Any shortcomings or errors within the submitted technical specifications (project documentation) result in annexes to the contracts and additional works and, consequently, extend the deadline for project implementation, since the errors were made by the public partner. At the same time, public partners seek to protect themselves from any unjustified delays caused by the private partner by means of contractual penalties, financial insurance for timely implementation of assumed responsibilities and other equivalent contractually defined instruments, thus compensating for the damage that might arise from delaying the schedule. However, it should be noted that such instruments have a limited effect.

On the one hand, the characterizing trait of the PPP projects is that the partnership is formed in such a way that the private partner identifies with its obligations and wishes to fulfil them in accordance with the agreed-upon schedule, since this also affects its Return on Investment schedule. Particularly, the first payment by the public partner is made only after the private partner begins to provide the public service or public goods. The fundamental principle of ‘no service, no payment’ cannot be compromised in instances where the contractor takes over the delivery of existing services and is paid accordingly. In such cases, alternative approaches can be used for the transitional period (HM Treasury, 2012). Therefore, the private partners are highly motivated that the time period between the start of the project and the start of the provision of public service is as short as possible, since the cash flow starts earlier and enables quicker recovery of the investment.

On the other hand, for the management of the projects within the public sector, not necessary the PPP projects, the following aspects are typical: strict application of statutory and regulatory provisions (the principle of legality) and formal decision-making procedures; formation of numerous project groups (various departments and technical services); strictly formal relationships among group members; rigid hierarchical structure of responsibility transfer and decision-making system; lengthy decision-making and consensus-building processes within the project group; allocation of tasks according to competences of individual members and partial involvement only within their competence areas; complex coordination among the members of a project group (communication, harmonization of opinions, documentation, etc.); tendency to form collective responsibility within the project group, rather than individual responsibility borne by each member; dividing complex projects into subprojects; demanding project management performed by the project group leader, etc. Those traditionally present patterns in public administration can be overcome only if addressed explicitly. The most appropriate and widespread approach in this respect is the introduction of project management techniques into the public sector. This is especially important for the developing economies and some developing states do implement such approach.40 In our view, however, far most effective approach to introduce changes in the public sector is by using change management tools and techniques.41 Additional aspect to be taken into account when implementing PPPs into developing economies is that many of those projects might be high volume and therefore in many cases global. Therefore, the challenges related to multiculturalism must be addressed appropriately (Halverson & Aqeel Tirmizi, 2008; Ochienga & Price, 2010). By means of introducing modern approaches of work into the public sector of developing economies, this can result in the significant shortening of the decision-making processes and, consequently, project realization. Furthermore, active involvement and support of the private partner in the decision-making process can shorten and rationalize the decision-making process. Regarding the project dynamics and project implementation in PPP projects, it is crucial that both partners coordinate the decision-making process and that it is up to the public partner to make final decisions usually affecting the dynamics of the project implementation and thus even protracting the implementation.

 




	7. Project Operation Dynamics




	For

	Against






	In PPP projects, the operational phase is crucial as business models mostly predict buying services, not assets. With advanced financial mechanisms used in PPP projects, the amount of payment is proportional to the quality of the service provided to end users by the private partner. In this context, it is important to establish mechanisms that allow objective assessments of quality via a prearranged method, e.g., objective and measurable indicators of achieved quality standards, end-user satisfaction, reliability of service provision, utilization of established infrastructure.

	The traditional model of providing infrastructure also includes the operational phase, whereby the fact whether the operator is governed by public or private law is not crucial for efficient and viable management. On the contrary, if the operator is a public entity, whose primary motive is something other than profit, this should be reflected in lower management costs for end users.






 

The knowledge, experience and efficiency of the private partner can often be assessed only in the operational phase. Therefore, the private partners assume the key risks of planning and implementation of technical measures, and the risk of management (operation) and maintenance.

The operational phase exposes the biggest differences between PPP projects and traditionally implemented projects. When the operators are motivated through financial models to operate rationally and efficiently, this indisputably represents a significant contribution to the efficiency of the entire project. The contractors from the private sector are in principle more focused on end-user satisfaction, which is even more pronounced in cases where the payment is based on a system of bonuses and penalties to reward/penalize operators based on measured end-user satisfaction. On the other hand, the public sector often relies on the fact that any loss arising from the project will in any case have to be borne by the public partner, and paid from the public budget, to ensure the seamless provision of public goods. Nevertheless, the payment mechanism (payment for services rendered) enables the public sector to offer users a better accessibility to the public infrastructure in the operational phase compared to the access provided by limited public funding alone.

 




	8. Supervision




	For

	Against






	The public partner retains a supervisory function over the project, thus eliminating internal conflicts that arise when the public partner is simultaneously the provider and the controller.

	The public sector tends to fail to perform its duties in the supervisory (controlling) phase due to the shortage of staff, insufficient knowledge, work overload, etc., and even when discrepancies are discovered, effective sanctions at its disposal are limited.






 

Success of PPPs is heavily dependent on the public partner exercising suitable and effective control throughout the life of a contract (contract management).42 Supervision must be periodical, constant and professional. In the event of any breach, the public partner must have sufficient contractual provisions at its disposal to take corrective actions and sanction the operator appropriately. Effective control demands that both partners agree on the entity conducting controls, whether this be the public partner alone, both partners, or a third, independent person/institution. Competent control is usually provided on the following three levels:


	– systematic control that is performed by the private partner when organizing the public service provision (quality management);

	– public partner control that includes planned and/or unannounced quality inspections, and becomes more frequent if any shortcomings are discovered in the course of public service provision;

	– establishment of a system that enables the public service users to report any observed shortcomings.



In order to protect public interest, the public partners generally have special administrative contractual clauses at their disposal;43 these enable the implementation of unilateral measures in the public interest. Administrative contractual clauses allow the public partner to unilaterally intervene in the established PPP to protect public interest in accordance with the principle of proportionality in the event that the public interest changes in regard to the conclusion of the PPP contract or in the event that the circumstances affecting the protection of the defined public interest change.44

Administrative law provisions can be defined as provisions that derogate from the fundamental principle of contract law pacta sunt servanda, interfering with the contractual autonomy of the parties. This violates the principle of equality of the parties, as the public partner on grounds of public interest unilaterally imposes its will based on its authoritative nature. Hence, public partners have efficient tools for protecting the public interest in the event of discovered infringements.45

 




	9. Satisfaction of Users




	For

	Against






	As public goods are provided by the private sector, the users are often treated as consumers; in other words, their comments and needs are considered to a greater extent leading to a higher user satisfaction.

	Within the context of public goods, one cannot define the user as a ‘consumer’, since as per definition a consumer should have the possibility to choose the provider, while in the scope of the provision of public goods – mainly due to their specific nature – this is not possible. These are still ‘public goods’ that are just being provided by a selected provider holding the local monopoly.






 

Consumer of public services and public infrastructure is not an ‘ordinary’ consumer.46 Therefore, an (end-)user and a consumer should be regarded as different concepts. A consumer is free to choose a service provider or a supplier of goods from a number of operators in the market. This determines the price in the market and supply-and-demand mechanism. The user, on the other hand, especially the user of public goods and services, does not have the luxury of choice in most cases. The consumer is characterized by its autonomy of decision: the freedom to choose a specific supplier to acquire services from and whether or not to acquire the services in the first place. The user of public goods, however, is generally limited to a single provider who has been granted special or exclusive rights to provide certain public goods/services in a specific territory (local monopoly). A territory can have more than one provider and the user can choose between them, but this is rarely the case. User’s autonomy can be further limited by special regulations, obliging the user to be a part of the public service provision system (e.g., public utilities).

If a public service provider is also an economic entity that otherwise acts in the market, it usually focuses on the needs and wishes of end users. Therefore, the providers in PPP projects frequently use similar approaches when providing public services, and in some cases even combine their market activities with the activities performed within the scope of a public service.

 




	10. Accounting Issues




	For

	Against






	Projects realized within the context of PPP do not encumber public finances, since they are funded by private sources; thus, such projects promote lowering the public debt.

	In practice, the PPP projects often represent the hidden face of public sector borrowing;a thus, if the accounting standards and fiscal rules were followed correctly and consistently, PPP projects should be included in public debt.






aSee, e.g., Hall (2015).

 

When implementing PPPs, the accounting framework for PPP arrangements has to be considered and introduced properly.47 In this respect, IFRIC 12 – Service Concession Arrangements (2006) has to be examined.48 Introduction of IFRIC 12 clarified certain aspects existing in IASB literature and how to be applied to service concession arrangements.49 However, IFRIC 12 does not address accounting for the government side of service concession arrangements. Therefore, the International Public Sector Accounting Standards Board (IPSASB) has in 2011 released IPSAS 32 – Service Concession Arrangements: Grantor, which seeks to address a lack of international guidance on how governments and other public sector entities should report their involvement in service concession arrangements, often used to build the infrastructure necessary to maintain and improve critical public services. IPSAS 32 creates symmetry with IFRIC 12 on relevant accounting issues (i.e., liabilities, revenues and expenses). IPSAS 32 provides for the recognition, measurement and disclosure of service concession assets and related liabilities, revenues and expenses by the grantor. The criteria in IFRIC 12 for determining whether the operator controlled the asset used in a service concession arrangement are also used in IPSAS 32 to assess whether the grantor controlled the asset. This approach minimizes the possibility that neither the operator nor the grantor would recognize the service concession asset (IFRIC 12). Applying the identified international accounting standards creates safer accounting environment for PPPs in developing and emerging economies,50 although many accounting-related issues can emerge when implementing PPPs even if those standards are introduced.51




Conclusion

The world needs to invest about 3.8% of GDP, or an average of $3.3 trillion a year, in the transportation, power, water and telecom systems and other infrastructure on which businesses and populations depend just to support expected rates of growth.52

The deepening of the infrastructure gap is a fact and the goals set could not be met using exclusively public sources. That is particularly true in the developing countries where the infrastructure gap is even deeper and where it is often more difficult to provide public funding sources. Irrespective of the fact whether one is an advocate of the PPP or an opponent to it, it has to be acknowledged that without the active involvement of the private capital the infrastructure gap could not be successfully bridged. A question whether to implement a public project either in the form of a PPP or using some other model is thus often just an apparent question, better transformed into the question of whether we want a particular public project to be implemented today and provide users with a certain standard of public infrastructure or a specific public good or the project will not be realized at all or it will be realized in the undefined future. Thus, ‘planning’ becomes primarily a question of whether we want development and progress, and the questions whether it can be afforded, under what kind of conditions and at what price.

The question of the advantages and disadvantages of PPP is to a certain extent an ideological question, because for the project to succeed it is not vital whether it is carried out in the form of a PPP or as a traditional model financed purely from public funds, but rather depends on the quality of its planning, managing and implementing. Virtually every state has experienced public projects, implemented either in the form of a PPP or in the traditional form as a public procurement, which were a complete failure for the public sector or, on the other hand, were success stories. Thus, the dilemma between using and not using PPPs is not a proper question. The key question is how to find the most rational way to carry out a particular public project. A response to such question may well be that the most rational and efficient way to implement a specific project would be a PPP as well as using the form of a public procurement contract and only with public funds. The answer will depend on the specific features of a concrete project, the market situation, potential private partners, the know-how in the public sector and, ultimately, end-user needs and public attitudes towards private capital.

Throughout history, economic crises have proven to be the most convenient excuse to curtail welfare state rights, and a similar trend is present today. The widespread mantra that it is imperative to achieve savings in the public sector is easiest to implement by diminishing the quality and cut the availability of public goods; the public sector rarely undertakes the difficult task to rationalize expenditure and organization, or increase efficiency. A series of common arguments indicates that the public sector faces serious functional deficiencies. Some of the usual arguments include the following: it is difficult to set quality standards for public goods; it is difficult to measure the productivity of providers; the organizational structures are rigid and excessively hierarchic; the operators lack autonomy in their operations; changes bring the risk of failure; the system does not operate as a whole, but individual units are successful; bureaucracy is too complicated and creates unnecessary obstacles; decision-making and response time are too long and too formalized; consensual and collective decision-making prevail; contractors do not bear responsibility for their decisions/actions/inactivity; the lack of motivation and concentration; the lack of project management principles; the lack of competent experts; the regulatory framework is inadequate, etc. To eliminate these shortcomings requires to undertake a long and gradual approach that does not give fast results. Thus, the PPP is viewed as a legitimate alternative.

For the emerging and developing economies, PPPs represent one of the last possibilities to introduce and/or strengthen the standards of welfare state. There are only two options: we can either prepare for a significant reduction in the level of accessibility and/or quality of public goods, or we have to design a more efficient way of providing them. Thus, PPPs have become a global necessity and to be honest, this is not the case only for the emerging and developing economies.

Larger systems, such as public sectors, have trouble adapting to new means of organization and change their approach relatively slowly, but here we need quick effects due to significant cost pressure. This leaves us with only one alternative solution: active participation of a significantly more dynamic and adaptable private sector, i.e., the introduction of modern business model of providing public goods. In this scenario, it is important to establish effective control mechanisms in correlation to the funding system. This should be one of the key tasks of the public sector to prevent any abuse of the PPPs that could lead to a disguised public sector privatization.

Especially in the developing economies, the public opinion is highly, not always wrongly, averse towards engaging the private sector in the implementation of public tasks. Such an attitude can be due to various factors – from historical development, traditionally strong role of the state in the implementation of certain public services and the provision of public goods directly or indirectly by the state to a lack of understanding of the concept of PPP and associating it with the privatization, and the distrust towards private operators and their poor public image. One has to be aware that public projects are always implemented for people as end users and that without their active involvement and their final satisfaction no public project whatsoever can be successful. Consequently, for all public projects, even more so for those in the form of a PPP, it is more important that a proper and transparent manner is used in their application and to include the public, correctly inform the public and to ensure a transparent control over the project. It is the only way to earn appropriate public confidence which is one of the key prerequisites for the success of a public project, especially if it is implemented in the form of a PPP and even more so if PPPs are being introduced in the developing and emerging economies which have little experience and high degree of distrust on this field.
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ABSTRACT

This chapter uses data from the World Bank’s Private Participation in Infrastructure project database, and hand-collected evidence on project performance, to examine how PPPs are applied to infrastructure development in Africa, and how well they have delivered expected benefits. It has two analytical parts: an investment trend analysis and a meta-analysis of project performance and explanatory factors. The analysis shows growth both in number and volume of PPP investments that is weaker than that observed in other developing regions, and more volatile. The performance of PPP contracts appears to be improving over time with an overall cancelation rate of 7% over the assessment period. Although PPPs have contributed to increasing infrastructure stock, they have not completely met their potential, especially with respect to increasing infrastructure access rates. The main determinants of performance include accuracy of costing and allocation of risks, consistency of macro policies with the objectives and functioning of PPPs, coherence of sector policies and plans and local capacity. Contract cancellations are mainly explained by the misalignment of outcomes with government objectives, in particular, access and investment objectives. These findings suggest that PPP application should be well planned to ensure coherence of a wide range of policies, readiness of institutions and capacity of public sector actors. This chapter contributes to closing information gaps on a relatively novel policy instrument, and provides useful evidence to support prudent policy making at the time of considerable growth in PPP application.
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Introduction

The delivery of economic and social goods and services could in theory be neatly allocated to the market or the state, depending on whether such a good or service is private or public. In practice, the confluence of market and state has muddled this separation. Public–private partnerships (PPPs) emerged from the realization that at times the best model entails a combination of public and private functions in a single operation.

PPPs are intended to complement the strengths of the public sector with those of the private sector. The private sector is expected to bring creativity, dynamism, flexibility, efficiency and private capital (Grimsey & Lewis, 2007). The public partner should provide a supportive policy and institutional framework, may provide assets or other in-kind contributions and often guarantees a minimum level of patronage revenues for the private investor. The state is also pursuing non-commercial objectives (McQuaid, 2000) such as ensuring citizens’ access to good quality and affordable public services.

In Africa, the PPP model is being increasingly employed to develop core economic infrastructure (energy, water, transport and information and communication technologies (ICTs)), as well as in social sectors such as health, education, social protection, among others. This chapter provides evidence to support prudent policy making at the time of considerable growth in PPP application.

Using data from the World Bank’s Private Participation in Infrastructure (PPI) project database on 415 projects that reached financial close during 1990–2013, and hand-collected evidence on project performance covering 83 projects, this chapter examines how PPPs are applied to economic infrastructure development on the continent, and how well they have delivered expected benefits. It contains two analytical parts: an investment trend analysis (Section ‘Salient Trends’) and a meta-analysis of project performance and explanatory factors (Section ‘Performance’). This chapter also provides an assessment of the main considerations in PPP application (Section ‘Considerations in PPP Application’) and concludes with some policy recommendations (Section ‘Conclusion’).




Definitions and Rationale


DEFINITIONS

A PPP is defined in this chapter as any arrangement entailing partnership between the public sector and private entities in the delivery of a public service.1 It involves a contractual agreement in which the private party undertakes to offer certain services to, or on behalf of, the public authority. The public authority could be a state actor such as a government department or state-owned enterprise or a sub-sovereign entity such as a municipality. Infrastructure PPP models can broadly be classified into four groups: operation contracts, availability models, concession models and joint ownerships arrangements. A key distinction of the different models in the degree of participation by the private party, which is lowest in operation contracts and highest in joint ventures. The frequently applied models are discussed below.2

Management contracts and leases involve the public authority subcontracting asset management services to a private provider, while retaining full ownership of assets, responsibility for service provision, investment authority, and often, the responsibility to finance any new investments or maintenance. The two differ mostly in that under a management contract, the private party is compensated for its services through a management fee that also covers operating costs, with the public authority bearing most of the operational risk, whereas in a lease, the private party pays a leasing fee to the asset owners (the public authority) and fully bears operational risk. These contracts can be short or long term, with contracts awarded for between 4 and 30 years in the African infrastructure markets over the past two decades (The World Bank, ICA, & PPIAF, 2009).

Concessions entail the issuance of rights to a private partner, to participate in a particular regulated market where service is provided directly to customers, or where the government is the (sole) buyer. The private party often has the obligation to mobilize financing, build or rehabilitate and operate the infrastructure in exchange for a fee (or off-take tariff) over the concession period. The public authority’s primary role is regulatory although it might also provide reimbursable financial support, a subsidy in cash or in kind, or guarantees. Concession agreements are long term – often 20–30 years – to allow for amortization of the capital invested. Post-concession, the asset is either transferred to the public authority or retained.3 Ownership of assets over the concession period may lie wholly (or in part) with either of the partners. In build, own, operate and transfer (BOOT) or build, operate and transfer (BOT) concessions, for example, the public authority owns the assets, but transfers ownership to the private operator over the concession period. This transfer of ownership or control rights incentivizes the private partner to undertake investment (Grimsey & Lewis, 2007). In a build-lease-transfer (BLT), the private partner leases the asset from the state which owns it for the duration of the contract, although the actual initial financing may be provided by either party.

In availability contracts the private party mobilizes equity and debt financing, designs and builds the assets, and post construction, manages the assets to ensure availability of the services in exchange for a fee paid by the public authority. The public authority maintains ownership and control of assets, as well as revenues generated by the asset, over the contract period (typically 20 years or more). The ‘design’ function is typically allocated to the private party, transferring some preparatory stages of the project cycle to the private partner.

Joint ventures involve co-ownership (through capitalization) of the service provider by a public entity and a private partner(s). The joint venture could be in the form of a special purpose vehicle (SPV) created specifically to undertake the project, or an established corporation that undertakes more than one operation. They can therefore have a limited life in the case of SPVs, or be an open-ended partnership. A public authority still needs to provide regulatory oversight. This means that the regulating authority and the public partner in joint venture must be independent in order to minimize conflict of interest.

Given the fluidity with which the term ‘PPP’ has been applied in the literature, it is befitting to state the market arrangements excluded from the definition of PPPs in this chapter. The chapter excludes full divestiture, which involves complete transfer of both ownership of assets and responsibility for service delivery to the private party. It also excludes design and build, or turn-key, contracts whereby the private party is not involved beyond the construction phase of the infrastructure. Finally, it excludes merchants, whereby assets are built by a private sponsor in a liberalized market in which the government provides no revenue guarantees, and the private developer assumes construction, operating and market risk for the project.




RATIONALE FOR PPPS

The typical (theoretic) argument for government involvement in service provision is to correct market failure. In basic terms, markets fail when perfect competition is not possible, externalities exist and the goods being provided are public goods. By design, some segments of infrastructure markets operate as natural monopolies, i.e., from a long-run average cost perspective, production is most efficient when concentrated in a single producer. Others are naturally oligopolistic, allowing for only a handful of players at a time. Similarly, ‘exclusion’ in specific sectors is inhibited by the public good nature of the infrastructure services, or public negative externalities associated with exclusion (particularly in social sectors). These characteristics largely explain the historic involvement of the state in infrastructure markets, and justify the need for the first ‘P’ in PPPs.4

Several reasons also exist for engaging the private sector using a PPP structure in infrastructure: First, a PPP in which the private partner brings capital is a powerful tool for off-balance sheet financing of public infrastructure. A public service can be provided sooner than when a liquidity-constrained public authority has to mobilize these resources. Second, implementing infrastructure projects sometimes requires capacities not available in the public sector, such as the expertise to procure the best contractors, mobilize financing at least cost and monitor implementation to avoid cost overruns. When properly structured, a PPP provides a framework to optimally allocate risks to the partner best placed to absorb the risk, which improves the quality and efficiency (cost-effectiveness) of the transaction. Third, performance enhancement is compatible with profit maximization when either the contractual arrangement allocates performance gains (from developing, maintaining or operating an asset) to the private party, through performance-based management contracts, or the private party is a residual claimant (Engel, Fischer, & Galetovic, 2010). Therefore, PPPs can be used to maximize availability and reliability, and to ensure sustainability.

It follows that both the rationale for use of PPPs and the extent of involvement of the public authority differs from one infrastructure industry to another, depending on its inherent characteristics and objective for engaging private partners. Figure 1 illustrates how profitability and market failure considerations affect both the likely source of financing and the degree of public involvement.
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Figure 1. Different Characteristics of Infrastructure Services. Source: Authors.

It is worth highlighting some of the factors that would reduce or eliminate the benefits expected from PPPs. First, ‘government failure’ may lead to a socially inefficient allocation of resources, or a failure to address the market failure being targeted. Second, only a subset of PPP arrangements can be considered to meet the capital mobilization objective, and within this subset, different levels of risk of failure to capitalize also exist. Third, efficiency gains could be erased by misestimating or misallocating risks within the PPP, as this could lead to costly remedial actions. Fourth, private enterprises that are residual claimants cannot always be relied upon to ensure consistent delivery of services, especially if operating in industries with high and fixed operating costs (e.g. the airline industry), where cash flows can be managed by reducing availability. Finally, although PPPs can foster alignment of incentives between partners through careful sharing of risks and rewards, the possibility for opportunistic behaviour is not fully eliminated. This explains the need for formal rights to terminate contracts, as well as soft features such as trust, commitment to a common cause and reputation, in solidifying contract agreements. Some of these factors explain the performance of PPP contracts discussed in Section ‘Performance’.






Salient Trends

This section uses projects data from the World Bank Private Participation in Infrastructure (PPI) project database over the period 1990 and 2013, to analyse trends in the use of PPPs to build or manage infrastructure assets in Africa. The focus is exclusively on those projects that adopted a PPP procurement arrangement as defined in Section ‘Definitions’. Four hundred and fifteen projects reached financial close over the assessment period.

Cumulative growth: Based on this data set, committed investments5 of a PPP nature in Africa are overall variable from 1 year to the next, and exhibit a mild positive trajectory over time, in contrast to a strong exponential growth in the number of projects (Figure 2).
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Figure 2. Cumulative Investment Commitments, 1990–2013. Source: Authors using PPI data.

Geographic reach: Investment flows are dominated by three countries – South Africa, Morocco and Nigeria – which collectively account for 54% of total commitments. By contrast, the number of projects spans 48 African countries, of which a quarter concluded PPP contracts entailing little to no investment commitments (Figure 3).
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Figure 3. Total Investment Commitments by Country. Source: Authors using PPI data.

Sectoral trends: The energy sector has driven growth in PPP commitments over the past two decades, but although on a growth trend, commitments to the sector have been volatile from 1 year to the next (Figure 4 and Table 1). ICT PPPs accounted for the second largest investment commitments from a relatively small number of projects, and investment flows appear to have reached their peak around 2006. The transport sector, though accounting for the second largest number of projects, had lower investment commitments than ICT, which are growing at a pace second only to energy sector investments, but also similarly volatile from year to year. In water and sanitation, investments involving the private sector remain very limited.
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Figure 4. (a) Total Investment Commitments by Sector, 1990–2013. (b) Total Investment Commitments by Sector, 1990–2013. Source: Authors using PPI data.

Table 1. Infrastructure PPPs, 1990–2013 (USD Million).

[image: Image]

Sub-sector trends: Most energy sector investments were greenfield power generation projects sponsored by independent power producers (IPPs), which accounted for 65% of total commitments to the energy sector (Figure 5). In ICT, 92% of projects were brownfield investments, and involved network expansion through partial divestiture of telecoms utilities involved in provision of fixed access, mobile access and long distance lines. In transport, seaport terminals – mostly rehabilitation and operation of brownfield assets, and greenfield seaport developments – attracted the lion’s share of projects and investment commitments (Figure 6), followed by airport runways and terminals (management, rehabilitation and/or expansion of brownfield assets). Road and railroad PPPs were limited, and typically involved transfer of existing assets to private partners for management, rehabilitation and/or expansion. Two-thirds of the PPP contracts awarded in the water sector entailed transfer of water utilities including sewerage systems to the private sector through management contracts or leases. The minimal investment commitments to the water sector benefited mostly greenfield potable water treatment plants.
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Figure 5. Investment Commitments in the Energy Sector, 1990–2013. Source: Authors using PPI data.
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Figure 6. Investment Commitments in the Transport Sector, 1990–2013. Source: Authors using PPI data.

PPP types: The most common type of PPP – as measured by volume of commitments – is partial divestiture (commonly applied in the telecoms sector), followed by build-own-operate (commonly applied to the energy sector) (Figure 7). Management contracts, rentals, leases and build-lease-transfer concessions collectively account for 31% of the total number of projects but only 25% of total investment commitments. Management contracts are widely applied to the water and sanitation sector where they contribute 42% of the total number of projects without financial commitments; and to a lesser extent, in the transport sector where they are employed in 14% of the projects with minimal investments. Rentals and leases are mostly used in water and sanitation (22% of total number of projects in the sector) where they generally do not involve any investment commitments, and to a smaller degree in the energy sector (14% of total number of projects in the sector).
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Figure 7. Total Commitments by PPP type, USD Billion. Notes: ROT is rehabilitate, operate and transfer. RLT is rehabilitate, lease or rent and transfer. BROT is build, rehabilitate, operate and transfer. BLT is build, lease and transfer. BOO is build, own and operate. BOT is build, operate and transfer. BOOT is build, own, operate and transfer. Source: Authors using PPI data.




Performance

Most infrastructure PPP projects in Africa that reached financial close between 1990 and 2013 were in operation phase as on July 2015, with 5% cancelled, and 3% in distress (Figure 8). The number of cancelled PPP projects, or ongoing projects in distress, has decreased significantly since the 1990s, a moderate hike being observed on contracts awarded in 2007, which failed to reach financial close. The overall portfolio has a 7% contract cancellation rate, of which about a third were re-awarded, bringing effective cancelations down to 5%. This section provides a meta-analysis of the evidence from project assessments for a sample of 83 projects.
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Figure 8. (a) Status of PPP Projects by Year of Financial Close, 1990–2013. (b) Status of PPP Projects by Sector. Source: Authors using PPI data.


ENERGY SECTOR PPPS

Projects of a PPP nature in the energy sector mirrored the average performance of infrastructure PPPs in terms of proportion of projects cancelled or projects in distress, at 5% and 3% of the projects in the sector, respectively. The cancellation rate is lower than those reported in earlier studies,6 in line with the trends observed in Figure 8. The list of cancelled and distressed projects include a methane gas power concession awarded to Kibuye Power in Rwanda, structured as a 32-year build, own and operate (BOO), which was cancelled; a 20-year build, rehabilitate, operate and transfer (BROT) concession for rural electrification awarded to Energia de Mocambique Lda (ENMo) in 2004, which was also cancelled; and a 20-year BROT concession awarded to Societe d’Energie et d’Eau du Gabon (SEEG) in Gabon in 1997 to rehabilitate the electricity system for water and sewerage, which is in distress. Factors affecting project performance include disputes over the sharing of project costs in operations where pre-project costs are covered by the private partner, and failure to fully meet investment targets set out in concession agreements. Only one of the cancelled concessions had been re-awarded by end of 2013. The rest of the projects were operational or still in the construction phase, and of the operational contracts 5% had been re-awarded following the conclusion of a contract with another private operator, whereas 6% were contract renewal.

Energy sector PPPs were employed mostly to relieve governments of the large investment needs for the sector, explaining the choice of models involving private ownership (full or partial) of the assets. PPPs were also used to improve efficiency and effectiveness of power utilities, most of which were failing to recover costs or meet electrification targets. Market reforms have enabled the conclusion of nearly two hundred PPP projects, three-quarters of which were power generation projects. A cumulative 17,000 megawatts (MW) of new power generation capacity is expected to result from these investments, of which 64% (10,800 MW) has reached operational stage. This accounts for roughly 7% of the current installed generation on the continent, and 17% of the estimated capacity gap.7 PPPs’ contribution to meeting the power generation capacity gap has been held back by a number of outstanding challenges in the sector including inadequate investment in project preparation; and other challenges around engaging equity partners with developing country experience, access to low-cost financing, security of revenue streams and the availability of credit enhancement and other risk management measures.

PPP contracts awarded to vertically integrated power utilities have contributed to enhancing performance by improving revenue collection and cost efficiency. According to Ghanadan and Eberhard (2007), the transfer of the Tanzanian power utility TANESCO to private sector manager NETGroup, through a 4-year management contract awarded in 2002, resulted in significant improvements in utility operations and a near doubling of revenues. Similarly, in Senegal, following the award of a BROT concession to AES-SONEL in 2001, a record amount of annual revenues (US$200 million) had been achieved by 2003 (Pineau, 2005). The rehabilitate, operate and transfer (ROT) concession awarded to Compagnie Ivoirienne d’Electricite (CIE) in Côte d’Ivoire is also credited for the 14% reduction in distribution losses and 60% reduction in average outage duration achieved by 1999 (Foster & Pushak, 2009).

However, the contribution of PPPs to meeting electrification targets has been minimal. Most countries adopted the standard reform model which prescribed industry unbundling and the introduction of competition and private sector participation in contestable segments of the market. Few countries completely unbundled their electricity value chains; fewer allowed private sector involvement in transmission and distribution. As a result, only 4% of the energy sector PPP projects involved a distribution and/or transmission function. These projects are expected to add about 2.7 million new connections, 4.7% of the target additional connections required to meet consumption needs, as estimated by Rosnes and Vennemo (2008). It is evident that the volume of private capital flowing through transmission and distribution PPPs remains low and selective across developing regions, with greenfield projects dominant in the transmission segment of the market (Vagliasindi, 2012). Developing regions that have attracted a larger number of PPPs in transmission, e.g. Latin America and the Caribbean, have done so mainly through renewable energy projects, where transmission lines are included as ancillary infrastructure required to link power plant to the grid. On the other hand, distribution PPPs are more strongly restricted by the state’s monopoly on power sales to end users.

Projects aimed at improving generation capacity could also have, as an objective, increasing electricity access. However, this outcome is often indirect and not easily documented. Based on the capacity required to meet the target electrification rates discussed above, the electricity generation capacity added through PPPs had the potential to support up to 8 million new connections. The extent of realization of this potential depends on the purpose of the new generation plants (whether to increase access, or increase peak load capacity), the quality of transmission and distribution infrastructure, as well as the ease and cost of new connections. These issues are not analysed in this chapter.




TRANSPORT SECTOR PPPs

Most transport sector projects were either operational or in construction phase, with only five cancelled and six in distress. The cancellations included projects in rail (2), airports (2) and seaports; all brownfield operations structured as ROT, management and lease contract, or divestiture. The cancelled contracts were all awarded in the early phase of the learning curve pre-2000. The distressed contracts are mostly in the railway sub-sector, located in Zambia, Mozambique, Kenya and Uganda, and were awarded between 2003 and 2006 on brownfield projects. Two projects involving airport and seaport terminals in Nigeria were also among the distressed projects in the latter half of the assessment period.

Transport sector reforms in Africa reflect the challenge of involving private partners in sectors that are largely non-commercially viable (e.g. roads), or those considered strategic for national security reasons (such as seaports and airports). Road infrastructure services have traditionally been provided free of charge, with users only paying vehicle licensing fees and fuel levies to partly cover maintenance. The use of tolling to fully recover capital costs is still limited, and only a few countries (e.g. South Africa and Mozambique) have long-standing tolling systems involving the private sector. Similar systems are also emerging in Senegal (the new Dakar toll road) and Cote d’Ivoire (Henri Konan Bédié bridge). Road PPPs have been limited by the public good characteristics of road infrastructure, and the fact that in most African markets, traffic volumes are not large enough to allow countries to recover all capital and operation costs at affordable toll fees. Thirteen PPPs were recorded in the road sector in Africa over the past two decades. However, PPPs in roads have recorded relatively better performance than other transport sector PPPs on measures such as number of concessions cancelled or contracts in distress. Only the Côte d’Ivoire concession was re-awarded following failure to reach financial close at initial contract awarded, explained by the civil unrest experienced in the early 2000s.

In the rail sector, PPPs have been widely used to correct operational inefficiencies, and to build new railroads associated with seaport developments. Twenty-one such operations were recorded between 1990 and 2013. Concessions have generally improved operational performance through increased freight volumes and enhanced efficiency (Bullock, 2009). On other measures – infrastructure investments, in particular – the concession model has performed below expectations. This is explained by unrealistic expectations as to the concessionaire’s capacity to make major capital investments, post-concession disputes related to concession fees and duration, failure by governments to adequately compensate concessionaires for unprofitable passenger services, poor enforcement of regulations such as load limits on roads which generates unfair competition from roads, among others (Mutambatsere, Nalikka, Paal, & Vencatachellum, 2013). These factors partly explain the larger share of rail PPP concessions in distress, cancelled or renegotiated relative to other transport sector PPPs.

Most African ports are still public assets. However, between 2000 and 2013, an increase in private sector participation through PPP arrangements including leasing port assets, subcontracting port services such as cargo handling, and concessioning new port terminals, was evident in about half of African coastal countries. A total of 67 PPPs involving port infrastructure were recorded between 1990 and 2013, of which 40% were leases, rentals or management contracts on existing terminals, 34% were BROT or ROT on existing terminals and channels, and the rest were greenfield terminals structured as BOT. PPPs have succeeded at mobilizing capital for expansion of the existing infrastructure and development of new assets, as well as improving efficiency of logistics. Private sector involvement is still constrained by vested government interests in seaports which have either prevented private sector participation, or resulted in cancellation of a number of awarded contracts. Government regulation of port tariffs has also been a bone of contention in a number of contracts.

In air transport, 24 PPPs spanning 15 countries were recorded between 1990 and 2013, of which three-quarters were brownfield runways and terminals structured as ROT, BROT, management contract or partial divestiture. Forty per cent of the contracts (including three BOTs) were awarded in the 1990s as part of broader parastatal reforms undertaken across the continent. It should be noted that airport and airline operators (including some concession holders) remain quasi-public, with majority share held by the state. There are few cases of full divestiture involving mostly secondary airports (e.g. Kruger Park Gateway Airport in South Africa); and several cases of subcontracting of landside services such as baggage handling. However, specific strategic functions such as navigation and air traffic control remain within the state’s purview. The private sector’s participation is also undermined by the fact that profitability of airport infrastructure remains a challenge, given the reliance on carrier tariffs, and non-payment of these fees by carriers with weak balance sheets.




ICT SECTOR PPPs

In ICT, the PPP model was adopted far less than fully private procurement (a ratio of 1:4), and entailed mostly partial divestiture of previously state-owned telecoms utilities or greenfield joint ventures with public utilities in fixed and mobile telephone assets. In contrast, purely private operations were mostly stand-alone greenfield mobile telephony operations. Seventy per cent of African countries recorded at least one PPP in telecoms in the past two decades. However, the performance of these contracts has not been perfect; the largest number of contract cancellations and contracts in distress was observed in ICT (10 out of 55 projects). Three contracts were re-awarded after cancellation, while only one was renewed. The troubled contracts were partial divestitures (70%) and greenfield operations structured as BOO (20%). The cancelled contracts include partial divestiture of Sotelgui in Guinea in 1995, Ghana Telecom in 1996, Nitel in Nigeria in 2006 and Gamtel in Gambia in 2007, as well as the first and second attempts at partial divestiture of Rwandatel in 2005 and 2007, respectively.

Some of the issues explaining these cancellations include failure by the winning bidder to meet the capital injection deadline, failure of the PPP to compete in increasingly competitive telecoms markets, and failure to achieve rollout targets for fixed telephone lines. Overall, the introduction of the private sector has significantly changed the structure of the telecoms industry and succeeded at increasing market penetration for telephone services. The effect on prices, on the other hand, has been generally weaker than expected, a result of exclusivity benefits afforded to private operators of ICT assets including those with PPP contracts, the perpetuation of state-owned enterprises in some market segments, as well as generally weak regulatory frameworks and capacities. Moreover, ICT PPPs have not been as successful at expanding access to internet and related services, and the cost of internet access remains prohibitive.




WATER SECTOR PPPs

Unlike other developing regions where long-term instruments such as build, rehabilitate, operate and transfer were employed to rehabilitate infrastructure and expand service, African governments have been less keen to introduce private sector participation in the water sector. In Africa, the difficulties in implementing specific reforms necessary to employ a wide range of PPP options, such as tariff reforms, as well as the civil resistance to ‘privatization’ of service delivery, explain the preference for management contracts and leases. These contracts performed only slightly below average: 7% of the contracts signed between 1990 and 2013 were cancelled, none of the ongoing projects were in distress at the end of this period and 11% of the contracts had been renewed. (This excludes contracts involving electricity generation, transmission and distribution for water, with or without sewerage, whose performance was well below par with a 29% cancelation rate and about 12% of the contracts in distress.) Côte d’Ivoire, for example, in 2008 renewed for the second time the management and lease contract with Societe Distribution d’Eau de Côte d’Ivoire (SODECI), which had succeeded at increasing by nearly 100-fold the number of users served since taking over supply in 1987. Senegal’s PPP arrangement with the private operator Senegalaise des Eaux (SDE) for urban water supply and sewerage was also considered overall successful leading to contract renewals. Similar conclusions were reached concerning the ongoing 30-year BROT concession awarded to Greater Nelspruit Utility Company in 2000 by the Mbombela Local Municipality in South Africa to manage its water utility. However, in the water sector, PPP contracts have at times led to fiscal obligations higher than originally expected. In the Mbombela concession, for example, a new policy stipulating a minimum ‘free basic service’ level of water supply led to a contract amendment committing the government to increase the subsidies received by the concessionaire, while exempting the concessionaire from further investment commitments and important annual fees (Bender & Gibson, 2010).






Considerations in PPP Application

The discussion above confirms that while PPPs can contribute to meeting specific infrastructure service delivery objectives, they are no panacea. This section discusses a number of factors to consider before and during implementation of projects, to enhance their relevance and efficacy.


MACROECONOMIC CONSIDERATIONS

For the same reasons that general foreign direct investment responds to stable macroeconomic environments, PPPs fare better in countries with low inflationary pressures, stable exchange rates and investor-friendly foreign exchange management policies. Private capital investments into infrastructure assets are mostly foreign currency based, given the need to source capital equipment from foreign markets. However, revenue streams are typically local currency based, introducing foreign exchange risk for private investors. In addition, because the private partner is often foreign or would have accumulated foreign currency debt to facilitate its participation in the transaction, currency convertibility and transferability are important considerations. For related reasons, so is inflation. In African infrastructure PPPs, currency risk is often managed through conditions within the PPP contract, such as indexing tariffs to foreign currency, although other risks (foreign exchange availability and currency convertibility) remain unmitigated. Other methods of mitigating foreign exchange risk include financing capital investments in local currency, currency hedging, government exchange rate guarantees, local currency guarantees and devaluation liquidity schemes.

Infrastructure PPPs in Africa also normally involve government guarantees to secure a minimum revenue stream for the private partner or backstop the payment obligations of the participating public authority. The relationship between these guarantees and fiscal sustainability is not easily determined, and guarantees are not always (or easily) accounted for on fiscal balance sheets. Although guarantees facilitate private investments, which creates fiscal space for core public sector obligations, they are also contingent liabilities that both limit fiscal space, and can translate into fiscal revenue outflows. Specifically, sovereign guarantees can become a major fiscal cost when applied to sectors that do not recover costs, such as renewable energy IPPs which in a number of countries in Africa are still produced at a generation cost that exceeds the end-user tariff. Contingent liabilities are hidden in some cases, making it difficult to factor the into debt sustainability considerations.

However, failure to disclose, or prepare for, contingent liabilities can result in large and unexpected spending pressures. A quantification of PPP guarantees in the road sector in Chile, for example, indicated net contingent liabilities of at least 0.25% of GDP with a maximum exposure of 5% of GDP (Cebotari et al., 2009). Another study conducted in 2004 covering pre-EU accession countries showed that exposure to explicit guarantees (those legally binding governments to take on payment obligations, should specific events occur) accounted between 5.4% (Hungary) and 22% (Malta) of GDP as on the end of 2002 (European Commission, 2004). While systematic data on guarantee calls is limited, anecdotal evidence shows government payouts on failed PPPs in Australia, Hungary, Mexico and the United Kingdom of up to 0.5% of GDP on a single project (Organization for Economic Co-operation and Development and International Transport Forum, 2008); and 2% of GDP for obligations in power, telecoms and toll roads in Columbia between 1990 and 2004 (Cebotari et al., 2009). To manage this fiscal risk, some African countries have opted to purchase risk guarantees at concessional terms from development finance institutions to support infrastructure PPPs (e.g. Kenya), while others require commercial autonomy of state-owned enterprises, to minimize the need for such guarantees (e.g. South Africa).




POLITICAL RISK

The state is an active partner in PPPs, which means that investments respond to sovereign risks or risk perceptions. Sovereign risk ratings allocated by rating agencies8 indicate the credit worthiness of both the state (which is often a guarantor of the payment obligations of the participating public authority) and the state-owned entities involved in PPPs. They also provide an indication of the extent of political risk associated with the business environment, including the risk of policy reversals, nationalization of infrastructure assets, breach of contract and political force majeure. Other important risks that could fall into this category include land purchase and site risk (in case the land required for infrastructure development is state-owned or already occupied), as well as regulatory risk, in particular, the risk of change of law. Because of the long-term nature of PPPs, political risks or risk perceptions have a strong bearing on bankability.

Political risk is typically allocated to the state which is considered better able to manage this risk. Governments have the option to mitigated political risk through market-based political risk insurance, instruments such as the partial risk guarantee (PRG) offered by the African Development Fund and International Development Association, or political risk insurance offered by the Multilateral Investment Guarantee Agency. Certain political risks are also managed through provisions within the PPP contract, for example, use of a take-or-pay contract to manage the risk of failure by a public partner to honour payment obligations. At times, the private partner will purchase additional cover in case of limited trust of the state’s capacity to manage this risk, or as a method of lowering the cost of debt. Similar to other sovereign guarantees discussed earlier, guarantees aimed at mitigating political risk (such as the take-or-pay agreement) also constitute contingent liabilities for the state. One advantage of using government procured political risk management instruments, such as PRGs, is that they also incentivize governments to implement reforms that address performance risk, to minimize the likelihood of the guarantee being called.




COMMERCIAL RISK

PPPs structured as project finance operations, for example, BOTs, often seek non-recourse debt (i.e., debt guaranteed only by project cash flows) which means that the availability and cost of financing is highly sensitive to perceived commercial risks. This includes performance or price risk, resource risk, demand risk and revenue risk, among others. Commercial risk can be managed through instruments such as government guarantees or credit risk insurance. Given the long-term nature of infrastructure debt, private partners in PPPs could also choose to purchase cover against interest rate risk. In the event that long-term local currency is mobilized, instruments such as the Currency Exchange Fund can be used to provide specialized cover against interest rate risks. It is worth noting though that while risk management instruments improve the viability of projects, costs could be prohibitive if risk perceptions are overstate, or the expected cost from a risk materializing exceeds the cost of mitigating it. Therefore, a good project risk analysis is imperative.




LEGAL, POLICY AND INSTITUTIONAL FRAMEWORKS

It has already been shown that the rise of infrastructure PPPs in Africa is closely linked to sector reforms that were implemented across the continent throughout the 1990s. These reform programmes generally followed a standard model, starting with the legislative removal of monopoly powers from public utilities, followed by unbundling or divestiture of the utility, and introduction of regulated competition. However, for a variety of reasons, many countries did not complete the reform protocol across all sectors. Some sectors reverted to public ownership after failing to sustain PPP contracts, while others transitioned quickly to private sector dominance even with incomplete reforms. For example, a private sector-led growth of the mobile telephony industry in most African countries took off after market liberalization, and regulatory frameworks matured as the need for better oversight on the sector emerged.

However, studies have shown that at the minimum, the policy environment should be transparent and predictable, with as few legislative gaps as possible, to improve efficiency in PPP procurement and success of contracts (Asian Development Bank, 2008; Gratwick & Eberhard, 2008; Mukasa, Mutambatsere, Arvanitis, & Triki, 2013; Nambu, 1997; Naidu & Lee, 2007). While in some cases, the conclusion of PPP contracts has gone ahead of legislative reforms (normally backed by strong political support and leadership), this increases transactions costs, the risk of corruption, risk of contract renegotiation and the likelihood that governments will commit to costly options given their inferior experience and knowhow compared to private partners. In such cases, seeking the assistance of development finance institutions that can act as honest brokers is important as a way of not only mitigating these risks but also mobilizing assistance to build a supportive policy and legislative environment for future operations. This model was adopted in Burkina Faso where the first concession for a commercial solar power plant was awarded ahead of the renewable energy legislation, but with the support of development partners including with contract reviews and viability gap financing (Eaglestone Securities, 2014).

To establish an enabling policy environment for PPPs, an audit of policies, laws, regulations and legacy contracts that directly or indirectly linked to the operations in the specific sector of interest, is required. This audit gives an initial indication of which PPP models can be undertaken with no or limited reforms, therefore also determines the sequencing of reforms. In most cases, new legal instruments are required to facilitate new procurement models. Reforms to enable PPPs can also include restructuring and redefining mandates of existing institutions, as was observed in Kenya and Uganda to facilitate the concessioning of the state-owned railway corporations; or scrapping prohibitive statutory instruments, as was done in Zambia to facilitate the conclusion of power purchase agreement in the country’s first IPP.9

Experience has shown that the performance of PPPs depends to a large extent on the applicability of the chosen model within the existing policy framework, political commitment and commercial autonomy of the sector. According to Skilling and Booth (2007), outsourcing is the least demanding and can be successfully executed with moderate government capacity for contracting, management and analysis, even when political commitment to PPPs is low and the regulatory environment is not very strong. Management contracts could also be implemented successfully with only moderate government capacity, political commitment and regulatory frameworks. This is because this type of PPP tends to be short term, providing either party an early exit option if the arrangement does not work. On the other hand, concessions (such as BOOTs) require high levels of political commitment, a strong regulatory environment, low information asymmetry, high government capacity and cost recovery, to succeed. Concessions often require the private partner to fund infrastructure investment, which reduces exit flexibility. They also often involve direct participation of a state actor as an off-taker of the output produced, increasing exposure to political risk. Lease agreements are also demanding in terms of government capacity for contracting, reliability of the regulatory framework, and scope for cost recovery, although the risk for political interference is generally lower than in concessions.




LOCAL CAPACITY

PPP structuring requires specialist skills to undertake feasibility studies; arrange financing; draft terms of reference for contractors, bidding documents, and concession agreements; and negotiate contracts. There is also a need to retain expertise to monitor contract implementation and compliance with performance targets. Strong administrative capacity is required to ensure transparency in tendering, while effective regulatory capacity and regulatory autonomy is important to safeguard government and consumer interests. African governments at the beginning of the learning curve with respect to PPPs generally do not have all these skills in the public service, and must seek complementary external expertise. The more complex the PPP structure chosen, the more extensive the advisory services required. Transaction advisors are engaged at different stages of project development as and when their support is required, however, it is important to ensure that advisors are on board early enough to avoid costly errors being made. It is also important that public sector capacity is developed in the process; by pairing advisors with local staff, and training staff of PPP units. Once this capacity is built, it is equally important to retain it.

PPP units have played an important role in enabling private sector participation in infrastructure in some African countries10 where these units have been established. These units are typically located in Ministries of Finance, and act as the central source of specialist support for the preparation and procurement of projects. PPP units may also undertake upstream functions such as identification and prioritization of projects, or downstream activities such as contract oversight. Evidence suggests the structuring, location and staffing have an important bearing on how well PPP units perform. The location of PPP units in Ministries of Finance, for instance, facilitates their neutrality vis-à-vis infrastructure sectors originating the PPP projects, and access to Treasury expertise to assess affordability and sustainability of fiscal commitments. In principle, PPP units are considered knowledge hubs on PPP structuring and should be well capacitated and well resourced. In Africa, the first PPP units were established with donor support, and benefited from technical assistance in the form of foreign experts placed in the PPP unit to both put in place detailed regulations, policies and procedure, as well as run the unit in the short term (Public Private Infrastructure Advisory Facility, 2012).

When PPPs are used as a method of promoting broad-based economic participation, it is important to build local private sector capacity. The strategy to increasing participation in the local private sector should be a comprehensive one, involving not just local content thresholds in tenders, but capacity building efforts supported by appropriate curricula in institutions of higher learning, as well as strategies to ‘localize’ parts of infrastructure supply chains. This strategy has been applied in infrastructure development in a number of middle-income countries including South Africa, Egypt and Morocco. The renewable energy IPP programme in South Africa also provides a good example.




PROJECT DESIGN CONSIDERATIONS

Choice of PPP model: Before choosing PPP as the model of procurement, the public authority should have a clear idea of the objective it intends to meet through the PPP, i.e., whether to mobilize private capital, enhance efficiency or improve performance on specific parameters such as access. As discussed in Section ‘Performance’, different PPP options contribute to the key objectives of engaging the private sector to different degrees. A second important consideration is determining whether or not the environment is enabling, what reforms to implement and what capacities to enhance.

Third is determining if the targeted PPP option offers the best value for money. Tools such as the public sector comparator (PSC) model – a financial model that estimates the net present cost to the state if it was to deliver the project under a more traditional procurement method – are used for this purpose. In the case of the PSC, the estimated cost of public procurement is compared like-for-like to the cost of procuring the project as a PPP. However, while there is broad agreement that some type of value for money assessment is required, there is lack of consensus regarding the choice of options to be compared, whether to use hypothetical or practical cost estimates, and the best way of anticipating and costing risks (Leigland & Shugart, 2006). These analyses can also be expensive when undertaken on a project-by-project basis. In finance-constrained developing countries, the alternative is to undertake sector diagnostics that provide broad policy guidelines with respect to the use of PPPs.

Technical feasibility. The assessment of technical feasibility is not peculiar to PPPs, but applies to project finance generally whenever a new asset is to be constructed. The reason why it is worth discussing here is it constitutes an important risk that must be carefully considered and allocated. A PPP solution can allocate the responsibility of financing technical designs either to the public authority or the private party. This is an important distinction, given that this process accounts for a non-trivial share11 of total project costs. In the absence of public resources to fund project preparation, the addition of the ‘design’ function to the PPP package could expedite projects. However, these large PPP packages are only attractive to a few well-capitalized firms, thus inevitably limit competition. The risk of cost-overrun, arising at time from technical misspecifications or certain unexpected events encountered during construction, also needs to be allocated among the various players, i.e., the PPP parties, contractors and equipment suppliers, with important bearing on the overall cost of procurement through PPP.

Financial viability: While some types of PPPs (such as outsourcing and management contracts) can be applied on non-revenue-generating business lines, most PPP options only make sense for revenue-generating market segments. It is also necessary, in the absence of subsidies, that the tariff charged by the service provider is high enough to cover all costs incurred by the private party and a minimum expected return on investment. Financial modelling undertaken on design options is meant to establish the terms under which a given option is financially viable, thus guide PPP structuring. A number of key factors are determined in the process, including the cost-recovery tariff, affordability of the tariff and level of subsidy required, financing structure and expected returns. Through an iterative process, the financial model helps determine the optimal PPP terms including allocation of responsibilities and benefits between the public authority and the private provider. The private partner may require revisions to the original PPP structure that allows them to better hedge against certain (perceived) risks, or to mobilize the required financing for the project. The main determinants of financial viability – cost and quality of capital, cash flows, tariffs, nature of off-take contract (if applicable), payment guarantees, predictability of operating costs, subsidy level and type, regulation of profits – are therefore judiciously considered when decisions are made as to whether or not to participate in the PPP, and robustly negotiated during contract negotiations.

Economic viability: Financial models generally do not consider the costs incurred by the public authority to make a PPP commercially viable, the welfare benefits of the project to citizens or the cost of negative externalities. From the public authority’s point of view, it is important to know all costs associated with the PPP arrangement, including hidden costs. This includes particularly the fiscal implications of risk mitigation measures adopted in the PPP contract. Some economic benefits from adopting PPPs may also not show up in the financial model, for instance, foregone government expenditures in the form of investment costs and subsidies to inefficient public utilities, foreign exchange savings from the use of more efficient assets to meet demand and economic cost of inadequate supply. The economic viability of a PPP is ideally assessed along all these dimensions, although data constraints often restrict the scope of economic costs and benefits that are included in the economic model.

Integrating social objectives: The typical PPP structure might require modification to carter for other social objectives of the state. These include the inclusion of local content in infrastructure contracts, building local expertise and employee retention in the case of brownfield12 asset transfer. PPPs could also be required to specifically serve certain user groups regardless of whether or not these groups can be served cost-effectively. The risks and cost implications of meeting these social objectives would have to be carefully considered and allocated.






Conclusion

PPPs have the potential to improve investments in infrastructure asset building and rehabilitation, and to improve efficiency in service delivery. The analysis of PPP contracts awarded for infrastructure development in Africa between 1990 and 2013 shows that this method of procurement has grown in importance, and contributed to achieving key economic objectives such as improving efficiency of public utilities, increasing electricity generation capacity and enhancing access to ICT services. A number of factors have been identified as important to enhancing the success of PPPs contracts. At a macro level, there is need for (i) consistency of macro policies with the objectives and functioning of PPPs, (ii) coherent policies across related infrastructural sectors, and coordinated planning and (iii) local capacity building.

At a micro level, the choice of PPP option should be consistent with (i) the government objectives, that is, whether to mobilize private capital, improve efficiency of public utilities or improve access; and (ii) with the maturity of institutions. Careful analysis and appropriate sharing of risks and rewards between the government and the private partner is important to avoid costly oversights and minimize disputes during contract implementation. Moreover, value for money assessments should consider all important costs, also taking into consideration the costs of administering and monitoring the contract, and sovereign obligations, in order to be useful as indicators of efficiency in procurement. Because political risks and risk perceptions have strong bearing on bankability of PPPs, it is therefore important that countries seeking to aggressively pursue PPPs as an infrastructure procurement model pay attention to these risk factors and establish a positive track record. These findings suggest that PPP procurement should be well considered and planned to ensure coherence of a wide range of policies, readiness of institutions and capacity of public sector actors.




Guidelines for Future Research

This chapter contributes to closing information gaps on a relatively novel policy instrument, and provides useful insights to support prudent policy making at the time of considerable growth in PPP application. However, there are outstanding research questions that have not been fully addressed here. First, there is need for further work to inform questions around the quantification and sustainability of sovereign obligations associated with PPPs. As earlier indicated, there are a number of sovereign contingent liabilities associated with PPP contracts – sovereign guarantees for payment obligations of state-owned entities, implicit subsidies associated with PPPs contracts in sectors where tariffs are not cost reflective, political risk guarantees, foreign exchange risk, among others. As the volume of PPP contract increases, it is fiscally prudent to understand the sustainability of these liabilities.

Second, PPPs have been applied in a fragmented manner in most infrastructure value chains, being restricted to one or more market segments. The implications of this approach need to be better understood. It is evident from the analysis undertake in this study, for example, that the reliance on public utilities to develop and manage transmission and distribution infrastructure in the energy sector is restricting the potential benefits from PPPs in the generation segment of the market. How can markets be better organized to minimize this form of inefficiency?

Finally, PPPs face numerous risks, beyond those discussed in this chapter. Some of these risks are becoming more important with changing values and economic contexts, for example, environmental and social risks, and disruptive technology risk. The former has derailed plans to develop a number of fossil fuel (particularly coal) and hydropower plants. It is therefore important to understand if and when these technologies are bankable, before major investments are made into project preparation. The latter is of particular interest in renewable energy (wind and solar), given the fast pace of technological innovation. An important question to ask is, should African governments invest in novel technologies, given that high off-take tariffs will typically be locked in long-term take-or-pay power purchase agreements? Or should governments instead invest in more mature, cheaper technologies? These are important questions that will determine the long-run performance of infrastructure PPPs in Africa.
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1Similar versions of this definition were adopted by Delmon (2010a, 2010b), McQuaid (2000), Engel, Fischer, and Galetovic (2010), Schmidt and Moisa (2004) and Fourie and Burger (2000).

2Adapted from PPP in Infrastructure Resource Center of the World Bank (http://ppp.worldbank.org/public-private-partnership/agreements); Accessed on 26 September 2016.

3Retained assets are often subsequent disposal through other forms of exit, e.g. sale to other investors.

4It is understood that governments have also intervened in markets for other reasons, for example, addressing systematic irrational behaviour by producers or consumers, or for distributive justice (Stiglitz, 2008).

5Committed investment is not to be confused with actual expenditure which is staggered over a number of years according to the construction scheduled of the operation funded. Moreover, some commitments never materialize into actual expenditure in the event of failure to reach agreement on the contract between the public authority and the private sector, or in the event of a cancellation of a non-performing contract.

6For example, Vagliasindi and Nellis (2009) reported a 15% cancellation rate on a sample of 74 energy sector projects involving the private sector in Sub-Saharan Africa.

7An average of 1,200 MW of new generation capacity was added over the period 1990–2013, against an estimated need of 7,000 MW of additional generation capacity per year required to meet suppressed demand, keep pace with projected economic growth and provide additional capacity to support the rollout of electrification (Rosnes & Vennemo, 2008).

8Thirty African countries were rated by one or more of three main rating agencies: Moody’s, S&P and Fitch in 2016.

9The statutory instruments were SI 33 which prohibited the quoting, paying, demanding or receiving foreign currency as legal tender for goods, services or any other domestic transactions; and SI 55 which empowered the Bank of Zambia to monitor forex inflows, outflows and international transactions. These instruments delayed the conclusion of the Itezhi Tezhi hydropower plant PPA, which had the standard USD-index off-take tariff.

10Evidence from Egypt, Ghana, Kenya, Malawi, Mauritius, Nigeria, Senegal, South Africa and Uganda.

11The Programme for Infrastructure Development in Africa estimates that at least 7% of project costs is allocated to techno-economic studies.

12Brownfield refers to existing production facilities are used to launch a new production activity.
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The Degree of Private Participation in PPPs: Evidence from Developing and Emerging Economies
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ABSTRACT

Public–Private Partnerships (PPPs) are used worldwide to reduce the infrastructure gap. Public entities encourage private sector involvement through PPPs, but the degree of such commitment is affected by several factors, related to the specific PPP project and to the institutional and economic environment in the host country. The purpose of this chapter is to perform an empirical analysis of the determinants of the degree of private sector participation in PPPs in developing and emerging countries. This chapter explores fractional response models to explain the degree of private participation in PPPs using data from 2000 to 2014, obtained from the World Bank’s PPI database. The results suggest that the type of project is a key determinant of the degree of private sector involvement. Favourable fiscal conditions and the existence of explicit support from the government (direct or indirect) increase the degree of private involvement. Multilateral support reduces private participation, emphasizing a substitution effect. In the same way, private sector involvement appears as a substitute to overcome failures in countries with poor financial systems. The results are particularly important for public authorities. This chapter identifies key factors that can foster private sector involvement in PPPs. Although the expansion of PPPs is a well-accepted reality, empirical studies that explore factors that affect the degree of private sector involvement are still lacking. This chapter particularly addresses this topic.
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Introduction

Good-quality infrastructure assets and services are crucial for countries’ competitiveness, economic growth and to improve the living standards of the population. Particularly for developing and emerging economies, access to affordable infrastructure services, such as electricity and drinking water, is an important determinant of the welfare level of a country’s population. But in these countries, the infrastructure gap is more pronounced, with huge infrastructure investment needs and a lack of necessary financial resources.

The new 2030 Agenda for Sustainable Development reinforces the role of Public–Private Partnerships (PPPs) and the necessity of appropriate infrastructure in order to achieve the Sustainable Development Goals (SDGs). ‘Achieving of most SDGs, especially in developing economies, is impossible without modern, environmentally friendly, energy efficient and smart infrastructure’ (Zapatrina, 2016, p. 39).

In this respect, private sector investment has a fundamental role to play. Private sector involvement will bring more funds, expertise and efficiency to the development of projects in various essential areas, such as energy, telecommunications, transport (roads, tunnels, bridges, railways, airports) and water/sanitation.

One way of increasing private participation in infrastructure (PPI) projects is through PPPs. However, the implementation of PPPs in these countries is a challenging task, facing several limitations. Many developing countries face problems with the economic and institutional environment; they lack an adequate regulatory framework, the capital markets are underdeveloped and these countries have non-competitive industries, being dependent on investments made by a few large international companies. In this context, political, legal, social, economic and financial factors may affect the willingness of the private sector to get involved in risky and long-term projects, such as infrastructure PPPs; and even more, affect the degree of such commitment.

To counteract this trend, a more active role may be attributed to the host governments to provide the necessary support for such projects. In addition, the participation of Multilateral Development Banks (MDBs) and of other International Financial Institutions (IFIs) plays a crucial role, enabling fund raising, particularly from private agents, and acting as an additional guarantee for the viability of the project. Concerning developing countries, these features are even more relevant. For this purpose, Sorge and Gadanecz (2004) add that some of the important benefits that arise from the special relationship between MDBs and the host governments include ‘the resolution of any problems that might arise in the regulatory or policy environment and put a project in danger. It can also ensure collateral protection in countries where the legal system is not very reliable’ (p. 15).

In the context of a worldwide financial crisis, these topics are gaining relevance and are of major importance to all engaged in the PPP market, particularly governments, private sector investors, MDBs and also the population. The main contribution of this empirical study is the identification of which factors are more relevant in explaining the degree of private sector participation in infrastructure PPPs. There are different possibilities for private sector involvement in infrastructure projects, and therefore it is important to examine what the key factors are which drive the degree of private participation. Even though PPPs have been extensively studied, the majority of empirical research has focused on the level of investment and number of PPPs. The degree of private participation in PPPs is barely studied.

With a focus on emerging and developing countries, the goal is to test potential variables that explain the drivers of the degree of private participation. Proxies for the macroeconomic and institutional development of a country will be used, as well as variables to test if government support (Direct/Indirect) or if MDBs’ participation in a project affects such involvement. Differences among infrastructure sectors will also be explored.

This chapter has seven sections. After this introduction, key concepts related to PPPs and possibilities for private sector involvement are presented. The third section gives a brief glance at the recent evolution of PPPs in emerging countries. The fourth section is related to the literature review as well as the development of hypotheses. The fifth presents the methodology, data and variables used. The sixth section shows and discusses the results. Finally, the last section highlights the main conclusions.




Public–Private Partnerships

There is no unique definition of PPP. Inherent to the idea of partnership is that it should be mutually beneficial and seek to achieve compatible objectives. One possible definition is presented by the European Commission (2004): ‘public–private partnership … refers to forms of cooperation between public authorities and the world of business which aim to ensure the funding, construction, renovation, management or maintenance of an infrastructure or the provision of a service’.

Although there are several definitions for PPPs, as they come in different types and forms, the literature has reached a consensus concerning the main characteristics of this form of procurement (Allan, 1999; Grout, 1997; Valila, 2005). These are:


	– the involvement of the private sector in providing public services or assets to meet public interest objectives

	– the long-term nature of the relationship

	– the distribution of risks between the public partner and the private partner aiming to achieve the optimality of risk allocation

	– the bundling of different project phases (e.g., design and construction or construction and operation)

	– the use of private funds (at least in part), and in some situations, the use of project finance mechanisms.



Historically, forms of cooperation between the public and the private sector can already be found in the 17th century. More recently, the expansion and popularity of PPPs can be explained by several reasons. First, severe budget constraints help to understand the need for private funds to implement projects otherwise not undertaken, or at least, not undertaken so soon. Second, it is recognized that the private sector could offer innovation, expertise and efficiency in delivering projects to the specified standard, on time and on budget. Third, there is a general shift in the government’s role in the economy, moving from direct provider of public goods or services to being mostly a procurer or regulator. Finally, several authors argued that PPPs were first used as ‘off-balance sheet’ finance, helping governments perform the necessary infrastructure investments without compromising public accounts (Allen, 2001; Monteiro, 2005; Spackman, 2002). PPPs allow the substitution of current investment costs with a series of future payments. This substitution may make the government budget look ‘better’, thereby undervaluing the cost of PPPs and biasing decisions in favour of PPPs.

PPPs do not offer a miraculous solution for every public sector infrastructure problem. Usually, this kind of arrangements takes longer and costs more. The main drawbacks are mostly related to the public sector’s inability to deal with such structures (lack of expertise and experience), insufficient competition, lengthy and complex negotiations and high transaction costs.

There are several benefits intrinsic to PPPs that can be pointed out. To the public sector, some are already highlighted – leverage of public funds, more efficiency in risk management,1 more effectiveness and efficiency in public service delivery because private partners are free from bureaucracy and are not affected by political considerations, on-time and on-budget delivery particularly in the construction phase; and by using performance-based mechanisms for payments, quality improvements are induced. In respect to the private sector, there are new investment opportunities through the accessibility to markets that once were exclusive to the public sector, allowing greater diversification and profitability. There are different possibilities for private sector involvement that imply different degrees of commitment, and naturally with different profiles of risk and return.


POSSIBILITIES FOR PRIVATE SECTOR INVOLVEMENT

Private sector involvement takes diverse organizational forms and arrangements. Following Pessoa (2006) and the World Bank classification, there are in general six typical forms of private sector involvement:


	– Short-term service contracts – The public sector uses short-term contracts with private entities for particular tasks, usually everyday maintenance jobs.

	– Management contracts – The government pays a private operator to manage the facility and the private firm responds to day-to-day routine maintenance needs by contracting private companies, on behalf of the public entity. This type of contract can improve managerial efficiency.

	– Lease contract – The government leases the assets to a private operator for a fee. The private operator maintains and operates the assets, taking on the operational risk.

	– Greenfield Projects – New projects usually built and operated by the private sector, which assumes the commercial risk. Such projects can take many forms, but the most common is Build-Operate-Transfer (BOT). Others forms of greenfield projects include Build-Own-Operate-Transfer (BOOT), Design-Build-Operate (DBO), Design-Build-Finance-Operate (DBFO) and Build-Lease-Transfer (BLT).2 High up-front investments are required from the private sector. The long life of such projects makes the distribution of risks a key cornerstone for achieving success.

	– Concessions – In a concession, the government grants a private entity the exclusive right to build, operate, maintain and carry out investment in an asset over the contract period. The private partner usually pays a fee to the government to obtain this right. The ownership belongs to the public sector and by the end of the contract the asset will revert to the public sector, free of charge. This form of involvement can generate high efficiency in operations and investment, but requires considerable commitment and regulatory capacity from the public sector.

	– Divestitures – A private entity buys an equity stake of a public utility, through an asset sale, public offering or mass privatization programme. Divestitures may be classified into full or partial, if the government transfers 100% of the equity in the state-owned company to private entities or just a part, and in this last option, may or may not imply private management of the facility.



Not all forms of private participation are PPPs. From the PPI database, we exclude full divestitures and merchant/rental projects,3 where the public partner ceased its involvement. The next section presents the recent evolution of PPPs in the developing world.






Public–Private Partnerships in Developing and Emerging Economies

Investing in developing/emerging countries will entail increased risks. If we combine these risks with the risks of investing in infrastructure, we may consider that this is not a very appealing venture for private investors. But the reality shows another picture.

Recent trends in infrastructure financial flows report that private investment (contrary to public investment) is growing rapidly throughout the world, but especially in emerging markets and developing countries. However, private financing is still a small part of the infrastructure market. As pointed out in Delmon and Delmon (2011), in these countries, public funding of infrastructure accounts for about 70% of total infrastructure expenditure. Approximately 20% is financed by private sources, and the rest by development banks and agencies.

Infrastructure investment needs are expectedly higher in emerging and developing countries than in developed markets. The World Bank estimates that investment should increase about 6.6% of GDP on average in developing countries. New infrastructure would take 2.6% of GDP and operations and maintenance of the existing assets will take 4% of GDP (Inderst, 2016).

Some numbers and figures to illustrate the recent evolution of PPPs in emerging and developing countries are given next. According to the PPI database, Table 1 shows the evolution in the number of projects and investments from 2000 to 2014. There has been an important increase in PPI financing over the last years. Annual commitments to PPP projects have reached 165 billion US$ in 2012. Importantly, most of this growth since 2000 has been mainly in the energy and transport sectors (see Figure 1).

Table 1. Infrastructure Public–Private Partnerships – Investments and Number of Projects (2000–2014).
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Figure 1. Infrastructure Public–Private Partnership Investments by Sector (in Current US$ Millions). Source: PPI database. Author’s own elaboration.

From 2000 to 2012, the overall trend for investment in PPP projects was increasing, with a minimum around 2002. The highest value was reached in 2012, mainly due to high levels of investments in India and Brazil (as an example, the closure of the Belo Monte hydro project of 15 billion US$ in Brazil). More recently, in 2013 and 2014, a decline occurred, given the lower investment in the energy sector, and in 2014, the amount invested in the transport sector even exceeded energy. Over the period under analysis, the water and sewerage sector had the smallest investment.

Huge disparities exist among countries. For instance, in 2014, five countries accounted for 73% of total investment and 63% of all projects. The five countries with the highest investment in 2014 include (1) Brazil, (2) Turkey, (3) Peru, (4) Colombia and (5) India.




Literature Review and Hypotheses Development

The empirical literature on PPPs is mainly focused on the determinants of investment levels and the number of projects. Typically, macroeconomic conditions and factors related to the legal and institutional environment of the host country are explored as potential determinants (Banerjee, Oetzel, & Ranganathan, 2006; Basílio, 2011; Hammami, Ruhashyankiko, & Yehoue, 2006; Kirkpatrick, Parker, & Zhang, 2006; Moszoro, Araya, Ruiz-Nuñez, & Schwartz, 2014; Mota & Moreira, 2015; Tewodaj, 2013).

However, the degree of private sector involvement is a topic which has not yet been systematically explored in the empirical literature, as pointed out by Albalate, Bel, and Geddes (2015). To investigate this topic, these authors used four main contractual types of private involvement in infrastructure and a sample of 266 projects undertaken in the United States between 1985 and 2008. The results obtained point to the importance of the infrastructure characteristics to explain the extent of private participation. In addition, a greater tax burden reduces private participation, and with the opposite effect, market size measured by population, increases private involvement.

Our study adds to this second line of research. The goal is to explore factors that drive the degree of private sector involvement. Next, we develop the main hypotheses.


THE ROLE OF GOVERNMENT

Governments can facilitate and foster private investments in infrastructure in several ways. They may use financial leveraging tools such as guarantees, insurance policies, credit enhancements or through grants, tax exemptions and other fiscal incentives, among other possibilities (World Bank, 2015). Currently, as a consequence of the recent crisis, macroeconomic risks were magnified, also affecting perceptions about risks by the various PPP parties and the private sector risk-return trade-off. The ability of private partners to cope with higher costs by passing them on to service users may be limited by the regulatory environment. Government actions can enhance the attractiveness of PPPs and shift the risk-return balance (see, for more details, Burger, Tyson, Karpowicz, & Coelho, 2009; Dailami & Klein, 1998). Therefore, we expect that:

Hypothesis 1: The degree of private sector participation in a PPP is higher if the project has government support.




THE ROLE OF MULTILATERAL DEVELOPMENT BANKS

For infrastructure projects, loans provided by MDBs and similar agencies are a critical source of funds. Moreover, their participation reduces the perception of risk to the other agents and reinforces the social aspects of the project. MDBs can play an important role as catalysts for private investments in various ways (project design, policy advice, co-investor, insurance, etc.). The protective umbrella provided by MDBs is a sign of creditworthiness for private sector investors. However, the propensity of a PPP to receive multilateral support is dependent on a number of project characteristics, country conditions and strategies of multilaterals, reflecting both ‘donor interest’ and ‘recipient need’ models of aid flows (Basílio, 2014).

Recently, the role of MDBs has been reinforced to counteract the effects of the global financial crisis that has strained traditional sources of long-term financing (Chelsky, Morel, & Kabir, 2013). Marcelo and House (2016) brought new empirical evidence about the positive impact of MDBs’ participation. Their research used PPP projects classified in the PPI database as operational, concluded or cancelled, and that have reached financial closure between 1990 and 2010. They concluded that multilateral support has a positive effect on the performance of PPP infrastructure contracts; the observed cancellation rate for projects with multilateral support would have been 48% higher without support from multilateral development organizations. So, we expect a positive effect on the degree of private sector involvement for projects where MDBs are present.

Hypothesis 2: The degree of private sector participation in a PPP is higher if the project has MDBs’ support.




POLITICAL FACTORS

We expect right-wing governments to be more business-friendly and more open to a higher degree of involvement of the private sector in providing public services, in line with previous findings (e.g., Albalate et al., 2015; Hammami et al., 2006).

Hypothesis 3: The private sector prefers stronger commitments in countries with a right-wing orientation.




LEGAL FACTORS

Infrastructure has specific risks for investors that need to be properly managed. To add to this feature, a PPP is, in essence, a bundle of contracts – financial and non-financial contracts. Typically, these contracts are naturally incomplete and prone to opportunistic behaviour.

Prior to any investment decision, it is important to ensure creditors’ rights and that the legal system of the host country has the capacity to enforce the fulfilment of these rights. As noted by Inderst (2016), investor regulation is often the main hindrance to a higher degree of involvement. It is expected that countries with strong legal protection will be able to raise more long-term private capital to develop infrastructure projects (Djankov, McLiesh, & Shleifer, 2007; Esty, 2004).

Hypothesis 4: The degree of private sector participation in a PPP is positively related to the quality of the legal system.




MARKET CONDITIONS AND MACROECONOMIC STABILITY

The size of the market and the purchasing power are important features of the attractiveness of a project to the private sector, and more so if projects are to be financed with user charges (Hammami et al., 2006; Mota & Moreira, 2015). PPPs tend to be more common in larger markets. Market conditions will be proxied by GDP per capita and population.

In addition, macroeconomic uncertainty adversely affects private investments. The higher the GDP growth rates and the degree of openness, the easier it will be to attract foreign investors. By contrast, a high rate of inflation points to structural problems in the government’s finances and is a focus of macroeconomic instability. Higher inflation is less attractive for investors as it imposes a risk premium to account for its effects (Banerjee et al., 2006; Galilea & Medda, 2010).

Hypothesis 5: The degree of private sector participation in a PPP is positively related to macroeconomic stability and market size.




BUDGET AND FISCAL CONSTRAINTS

It is expected that governments with a higher debt burden will be more interested in fostering private sector involvement in PPPs to solve infrastructure problems, given the lack of public resources. But at the same time, this is a focus of economic instability because a higher debt burden implies a higher risk of default. We expect the first effect to be more pronounced, and therefore, the following hypothesis is formulated:

Hypothesis 6: Debt stress is positively related to the degree of private sector participation in a PPP.

To test the fiscal pressure and in line with Albalate et al. (2015), it is expected that countries with a higher tax burden will be less attractive to private investors.

Hypothesis 7: The higher the tax burden, the lower the degree of private sector participation in a PPP.




FINANCIAL DEVELOPMENT

In infrastructure projects, private sources of capital are traditionally very dependent on bank loans in most countries. According to Sorge (2004), international syndicated bank loans accounted for 80% of total project debt flows over the period 1997–2003, and to a lesser extent bond markets were used. Esty and Sesia (2007) note that in 2006, bank loans still accounted for 86% of the total debt raised by project companies. More recently, besides loans and bonds, infrastructure funds have become available to a large pool of investors, appearing as a new source of private finance.

The recent financial crisis has made access to funds more difficult and with higher costs. Based on country evidence, Burger et al. (2009) showed that cost and access to finance are found to be the main channels of transmission of the financial crisis, affecting the pipeline of PPPs projects in particular. The development of the domestic financial system should influence the degree of private sector involvement in PPPs.

Esty (2004) already noted that foreign banks provide a greater share of total funds in countries with stronger creditor rights, with stronger legal enforcement but less-developed financial systems. This is justified by the fact that countries with poor financial systems are not able to obtain enough funds for the development of domestic projects. In such circumstances, these countries must get funds from foreign financial intermediaries. Because private participation in PPPs is mostly foreign participation, the following hypothesis is formulated.

Hypothesis 8: The degree of private participation in a PPP is higher for countries with underdeveloped financial systems.




SECTOR

The intrinsic characteristics of the infrastructure also explain the degree of private participation as reported in Albalate et al. (2015). Projects that have network characteristics, such as water distribution, affect the degree of private participation negatively due to higher transaction costs and more complex institutional arrangements. In the current chapter, given the lack of more detailed information, only differences among sectors will be explored.




TYPE OF INFRASTRUCTURE PROJECT

Finally, possibilities of private sector involvement are defined by using different project types: brownfield, greenfield, contracts (for management and lease contracts) and partial divestitures.






Methodology, Data and Variables

The degree of private participation is a fractional response variable, ranging from 0 to 1. We use the generalized linear models approach, first proposed by Papke and Wooldridge (1996), with clustered robust standard errors and quasi-maximum likelihood estimation.

Several functional forms, for the conditional mean of [image: math-eqn] that enforce the conceptual requirement that [image: math-eqn] is in the unit interval, may be used. Ramalho, Ramalho, and Murteira (2011) compared different models, estimators and specification tests, to deal with fractional response variables. Alternative non-linear conditional mean specifications were tested: Logit, Probit, Loglog, Complementary Loglog (Cloglog) and Cauchy. In addition, the option between one-part models and two-part models was discussed: Two-part models are more appropriate for situations where the number of observations at one or both boundaries occur with too large a frequency, justifying the rationale for two different mechanisms.

In the current chapter, the degree of private participation is on the interval [image: math-eqn], with [image: math-eqn] in a large proportion of observations. To deal with this feature, we present our results using ‘one model’ – the fractional logit – and also with a ‘two-part’ model. The use of a two-part model allows to explain the degree of private participation with two different mechanisms, explaining commitements of 100% against the remainder (below 100%). First, we use a logit model to explain the binary variable y “different” 1 and [image: math-eqn] and second, a fractional logit to explain the observations that verify [image: math-eqn].

We use clustered robust standard errors to allow for intragroup correlation, relaxing the usual requirement that the observations are independent, that is, the observations are independent across countries (clusters) but not necessarily within groups, which is a more reasonable assumption.


DATA AND VARIABLES

The dependent variable (perprivate) is the degree of private participation in the PPP project, which varies between 0 and 1. According to our previous exposition, we consider as PPPs all the infrastructure projects with private participation that reached financial closure between 2000 and 2014, excluding full divestitures or merchant/rental projects. The dependent variable is obtained from the PPI Database (World Bank), available online at http://ppi.worldbank.org, using projects developed in low- and middle-income countries and classified into four different sectors (energy, transport, ICT, water and sewerage), and in four broad categories of private participation (management and lease contracts, greenfield, brownfield and divestitures).

The explanatory variables capture several project and country attributes that are expected to have a significant effect on the degree of private sector participation in PPPs. Variables were chosen to minimize collinearity problems and to maximize the number of observations. Detailing the variables, we have:


	– To explore the effect of government support, either direct or indirect, on the degree of private participation in the PPP project, we use a GovDummy variable (1 if the project has government support, 0 otherwise).4

	– To measure the role of MDBs, we use a MDBdummy (1 if the project has MDB support, 0 otherwise). Concerning multilateral support, we follow the definition adopted by the PPI database, only considering financial support (lending, equity contributions or issuances of financial guarantee products).5

	– To analyse the effect of government political orientation in the degree of private involvement in PPPs, we use the variable Political Orientation of the Government Party (political_O) from the Database of Political Institutions of the World Bank, recoded as Right (3), Left (1) and Centre (2).

	– To measure the quality of the legal system, the variables Rule of Law (RLaw) and Regulatory Quality (RegQual) were used from the World Bank database ‘The worldwide governance indicators’.6

	– To account for macroeconomic stability and market conditions, we use GDP growth rates (Growth), Inflation, Trade as a measure of openness, Real GDP per capita (RealGDPpc) and population (Pop) in logs.

	– To measure the debt, we use the total debt service divided by the gross national income (Ext_Debt), and to measure the fiscal pressure, Taxes, the tax revenue is calculated as a percentage of GDP.

	– To measure the depth of a country’s financial system, the variable Private Credit to GDP was used from the Global Financial Development Database. It is expected that this variable will be negatively related to the degree of private sector involvement.

	– Dummies for sectors were used – energy, information and communications technology (ICT),7 transport and water/sewerage as the base sector.

	– Dummies for project type: brownfield, greenfield, contracts (for management and lease contracts) and partial divestitures as the base category.



For the explanatory variables, several sources were used, namely, the World Development Indicators, Database of Political Institutions of the World Bank, The Worldwide Governance Indicators and the World Bank’s Financial Development Database.

More details about the variables and sources are available in Table 2, as well as the descriptive statistics in Table 3. Our final sample has 2,569 projects (observations) involving 45 countries.

Table 2. Variables and Data Sources.




	Variables

	Data Sources






	perprivate – degree of private participation in the Public–Private Partnership project, which varies between [image: math-eqn]

	Variables from the World Bank’s database – Private Participation in Infrastructure database available online at: http://ppi.worldbank.org/




	MDBdummy – 1 if the project has MDB participation, 0 otherwise




	GovDummy – 1 if the project has (direct or indirect) Government support, 0 otherwise




	Sector – dummies for sectors: energy, ICT, transport and water/sewerage as the base sector




	Type – dummies for the project type: brownfield, greenfield, contracts (management and lease) and partial divestitures as the base category




	political_O – Political Orientation of the Government Party, recoded as Right (3); Left (1); Centre (2). This variable measures the party orientation with respect to economic policy and is classified as – Right: for parties that are defined as conservative, Christian democratic or right-wing; Left: for parties that are defined as communist, socialist, social democratic or left-wing; Centre: for parties that are defined as centrist

	Cruz, Keefer, and Scartascini (2016). Database of Political Institutions (DPI2015). World Bank




	RLaw – Rule of Law – Reflects perceptions of the extent to which agents have confidence in and abide by the rules of the society, and in particular, the quality of contract enforcement, property rights, the police and the courts, as well as the likelihood of crime and violence – Recoded to vary between 1 (weak governance performance) and 6 (strong governance performance)

	Kaufmann, Kraay, and Mastruzzi (2010). The worldwide governance indicators (WGI Data set). http://info.worldbank.org/governance/wgi/index.aspx#home




	RegQual – Regulatory Quality – Reflects perceptions of the ability of the government to formulate and implement sound policies and regulations that permit and promote private sector development – Recoded to vary between 1 (weak) and 6 (strong)

	 



	Private Credit to GDP_1 – Financial claims on the private sector by commercial banks and other financial institutions, as a percentage of GDP, lagged 1 year

	World Bank’s Financial Development Database http://www.worldbank.org/en/publication/gfdr/data/global-financial-development-database




	Taxes_1 – Tax revenue (% of GDP), lagged 1 year

	World Bank’s World Development Indicators




	Ext_Debt_1 – Total Debt service on external debt (% GNI) – Total debt service is the sum of principal repayments and interest actually paid divided by GNI, lagged 1 year




	Growth_1 – GDP growth (annual %) lagged 1 year




	RealGDPpc_1 – Real GDP per capita – constant 2010 US$, lagged 1 year




	Inflation_1 – Inflation, GDP deflator (annual %), lagged 1 year




	Trade_1 – Trade (% of GDP) is the sum of exports and imports of goods and services measured as a share of gross domestic product, lagged 1 year




	log (Pop) – Population, total (ln)






Table 3. Descriptive Statistics.
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Usually, investments and macroeconomic variables, such as GDP, may suffer from endogeneity problems. To deal with this possibility, we assume that the degree of private sector involvement is affected by the macroeconomic situation of a country in the previous year, following a similar approach to that followed by Moszoro et al. (2014). The cross-sectional regression model is formulated as follows:

[image: math-eqn]

where t stands for the year.






Results and Discussion

All the regressions were performed using the statistical software STATA 13. Two preliminary notes: First, because collinearity may cause problems turning the regression coefficients unreliable, the multicollinearity diagnostic was performed using the variance inflation factor (VIF) measure available in STATA.8 The mean VIF obtained was 3.09, which is a satisfactory result. In addition, Table 4 presents the correlation matrix where no collinearity problems were identified. Second, for all the models, we applied a specification error test (linktest in STATA) which demonstrated the meaningfulness of the covariates chosen and a correct assumption for the specified link function.9

Table 4. Correlation Matrix.
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[image: Image]

The variable to be explained is the degree of private sector participation, which exhibits a highly asymmetric distribution. From our sample of N = 2,569 observations, this variable is 1 for 2014 (78.4% of the total) and below 1 for the remaining 555 observations (21.6%). The majority of the observations are of greenfield projects (60.9%), followed by brownfield projects (30.4%), partial divestitures (5.8%) and with a small expression, contracts (2.8%), as summarized in Table 5.

Table 5. Infrastructure Public–Private Partnerships – Breakdown by Project Type.
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The results of the regressions on the degree of private sector participation in infrastructure projects are presented in Table 6, using a classical fractional logit model (column 1), and a two-part model, encompassing a logit (dy) and a fractional logit (y < 1), in columns 2 and 3 (Table 6).

Table 6. Results – Determinants of the Degree of Private Sector Participation in Public–Private Partnerships.
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The classical fractional response models (fractional logit) do not predict y = 1, but in practice, one can consider that if the fitted values are very close to 1, it corresponds to entirely private participation. Alternatively, two-part models can be used: one binary model to explain 1 versus not 1; and a classical fractional response model to explain the remaining 21.6% of the observations.

Theoretically, the interpretation of y = 1 versus y < 1 is not completely straightforward, because it seems that a higher or lesser degree of private sector participation is the result of a utility maximization process by private investors. However, a closer analysis of the database reveals that observations with y = 1 are mostly concentrated in emerging countries (in our sample, the degree of private participation is 100% for 516 projects developed in Brazil (20% from the total sample), 677 projects developed in India (26.4% of the sample) and 332 projects in China (12.9%). The database includes projects developed in low- and middle-income countries, but strong asymmetries exist among countries and we may say that two different realities are covered with this data – on one hand, the database includes emerging economies, and on the other hand, it includes the poorer developing countries. It is no surprise that private investors prefer stronger commitments with emerging countries (y = 1). This rationale gives support to our choice of a two-part model.

Generally, the results and goodness-of-fit measures do not clearly indicate the superiority of the two-part model when compared with the ‘one-part’ model. In addition, given the high proportion of observations with y = 1 in the sample, strong similarities exist in the results between the ‘one-part’ model and the logit model, used to explain 1 versus not 1 (columns 1 and 2). The results show that, from all the hypotheses empirically analysed, only H4 and H5 are not statistically significant, which considered that the degree of private participation is positively related to the quality of the legal system and with macroeconomic stability and the dimension of the market, respectively.10

Three of our hypotheses are verified. Corroborating H1, the existence of an explicit government support influences the degree of participation, mostly for commitments of 100%. It is important to note that the majority of projects are greenfield projects, requiring government assurances to encourage private investors to bear the risks of building new infrastructure assets (assets that are built from the beginning, where there are no constraints imposed by the previous work and it is not necessary to remodel or demolish any existing structure: they are built in ‘green’ field). As Dailami and Klein (1998) argued, infrastructure projects typically require large sunk investments that take 10–30 years to recoup. Over such long periods of time, investors are exposed to serious risks, in particular, the risk that public authorities will not honour their agreements on tariff policy and payments to investors.

In addition, the degree of private participation is higher for countries with underdeveloped financial systems (H8), particularly for participations in PPPs below 100%. The tax burden strongly influences the participation of the private sector in PPPs, verifying H7 and in line with similar results obtained by Albalate et al. (2015) for the US market. It is no surprise that a greater tax burden reduces private participation.

However, the variable MDBdummy displays the opposite sign, which indicates that the degree of private participation is lower when MDBs also participate in the PPP project, mostly for commitments of 100%. This result may be interpreted based on the literature about the role of IFIs in addressing financial market failures (Lindbaek, Pfeffermann, & Gregory, 1998; Stiglitz, 1998). There is a relationship between IFIs and private international capital markets, and they may be seen as complementary or substitute. Viewed as complements, MDBs’ participation is claimed to have a catalytic effect on private participation, encouraging private sector involvement in projects (which was expected with H2). On the other hand, as substitutes, MDBs’ lending will be directed at countries that have little access to private international capital markets and with underdeveloped internal financial markets (Bird & Rowlands, 2007). Our results point to the so-called substitution effect.

The political orientation of the government is only statistically relevant for y < 1 and displays the opposite sign, contrary to H3. However, Mota and Moreira (2015) argued that PPPs are more frequent in countries with left-wing governments. The justification is that PPPs provide the political advantages of investing in infrastructures and public services (especially supported by left-wing parties), avoiding ideological and political confrontations associated with total privatizations.

Concerning External Debt, there is a significant quantity of literature supporting the idea that high levels of debt and budget deficits encourage the use of PPPs, as a way for governments to develop infrastructure even when there is a lack of public resources. Contrary to what was expected, our results show that the level of debt negatively influences the degree of private participation, particularly for private involvement of 100% (contrary to H6). High debt levels compromise the credibility of the government and negatively affect the degree of private sector involvement. In this respect, Dailami and Klein (1998) already noted that the larger the rating of the public debt of a country, the larger the capability of the government to attract private investors for infrastructure projects.

Table 7 provides a breakdown by sectors. Energy projects constitute more than half of the sample, with 53.21% of the total, followed by transport with 26.08%, water and sewerage with 15.76% and ICT projects with a minor expression of 4.94%. Compared with the water sector, it is possible to see that ICT and transport sectors have a higher degree of private participation, and energy, a lower degree of private participation. However, only the coefficient on ICT projects is statistically significant in the two-part model, which leads to the conclusion that among PPP sectors there are no particular differences concerning the degree of private sector involvement, with the exception of ICT projects.

Table 7. Infrastructure Public–Private Partnerships – Breakdown by Sector.




	Sector

	Freq.

	Per cent






	Energy

	1,367  

	53.21




	ICT

	127

	  4.94




	Transport

	670

	26.08




	Water and sewerage

	405

	15.76 




	Total

	2,569 

	100    






 

Finally, the project type is a statistically important determinant of the degree of private participation, as expected. Comparing the results with the base category (divestitures), greenfield, brownfield and contracts have a higher degree of private participation. Table 5 adds to this explanation, as it is possible to see the higher number of PPPs with 100% private participation, particularly greenfield projects (N = 1,289, which represents 50% of the total of observations).




Conclusion

In the past, the government (including local authorities, municipalities and other public agencies) has often taken the exclusive responsibility of delivering public services, but there is a gradual recognition that this may not be the best solution to efficiently provide services to the public. Consequently, recent years witnessed an increasing trend towards involving the private sector in infrastructure and in the delivery of public services. In addition, infrastructure investments are seen as a stimulus to economies, given their effects on productivity and linkages with other sectors (they usually integrate ‘anti-crisis packages’ promoted by governments), although there is increasing pressure on governments to reduce the fiscal deficit. This scenario gives support for PPPs and for a higher private sector involvement.

Infrastructure projects are prone to specific risks, given their nature, and usually imply commitments for longer maturities, which makes investors particularly exposed to risk. The costs and risks faced by investors are high, particularly in emerging and developing countries where the institutional, economic and financial conditions are weaker and less predictable.

The degree of private sector participation in PPPs will be dependent on the assessment of the different risk factors, project-specific but also related to the environment of the country where the project will be developed. This risk assessment will be reflected in the willingness to enter into a PPP arrangement and in the degree of such a commitment.

This chapter provides empirical evidence of the relationship between project characteristics and macroeconomic/institutional factors that might affect the degree of private sector participation in infrastructure PPPs in developing countries. The type of project is a key determinant along with favourable fiscal conditions and the existence of explicit support from the government (direct or indirect). Results indicate that the degree of private participation in PPPs is not catalysed by MDB involvement, but there is some evidence of a substitution effect. In the same way, private sector involvement appears as a substitute to overcome failures in countries with poor financial systems.

Important insights have been obtained with this research. The results that identify the key factors that drive the private sector to enter into infrastructure PPPs are particularly important for public authorities, although the results are conditioned by the samples and variables used. A better understanding of these factors could help governments to provide the necessary conditions to foster private involvement. As Dailami and Klein (1998) argued, governments can attract private investment in infrastructure in two ways. They can offer financial support to investors – in the form of grants, cheap loans or guarantees – or they can ensure macroeconomic stability and a sound regulatory framework. This research has showed that the first option is more effective for fostering the degree of private sector involvement, although it comes at a cost – the provision of government support tends not to reduce overall costs, but instead it allocates costs to taxpayers. Additionally, for policy purposes it is important to stress that private sector involvement usually substitutes the involvement of MDBs and domestic financial institutions.

Some topics for further research include the use of new potential explanatory variables (e.g., corruption), and exploring the role of different governments’ guarantees in its relation with the project type.
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1In traditional procurement, risks tend to be ignored as an element of cost.

2Similarly for brownfield projects various acronyms exist, like, Rehabilitate, Operate and Transfer (ROT), Rehabilitate, Lease or Rent, and Transfer (RLT) or Build, Rehabilitate, Operate and Transfer (BROT).

3Merchant and Rental projects are those wherein ‘a private sponsor builds a new facility in a liberalized market in which the government provides no revenue guarantees. The private developer assumes construction, operating, and market risk for the project’ (http://ppi.worldbank.org/methodology/glossary#letterM).

4In the PPI database, government support may be direct support – capital subsidy, revenue subsidy or in-kind (lands, for instance) – or indirect support, which may not materialize in the form of guarantees (e.g., payment guarantee, debt guarantee, revenue guarantee, exchange-rate guarantee, etc.).

5Non-financial support is not recorded in the database, such as project preparation or other kinds of technical assistance, although these kinds of support usually are important to achieve successful PPP projects.

6The variable control of Corruption was also tested, but dropped due to collinearity problems.

7The PPI database no longer records purely private telecoms projects.

8VIF is an indicator of how much of the inflation of the standard error could be caused by collinearity. As a rule of thumb, values above 10 should be a cause of concern and must be corrected.

9Linktest is a STATA procedure that performs a test for model specification. The idea behind linktest is that if the model is properly specified, one should not be able to find any additional predictors that are statistically significant.

10However, there are several empirical evidences of the importance of the market size for PPP investment level as reported by Galilea and Medda (2010), Hammami et al. (2006) and Mota and Moreira (2015).
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ABSTRACT

The goal of this chapter is to respond to the theoretical inquiries by scholars who are interested in how the public–private partnership (PPP) models adapt to China’s context where political power dictates economic strategies. We also want to provide suggestions to policy designers who aim to promote a sustainable investment environment for domestic and international investors. We review the literature that explains the upside and downside of PPP projects in contemporary China. (1) We classify the trajectory of PPP evolution into four phases, i.e., emergence, growth, recession and revival. (2) We note that private companies take a disadvantageous position in the partnership compared with governments and state-owned enterprises because of a lack of specialized legislation, unequal competition between private companies and state-owned enterprises and the opposition from the civic society. (3) We identify political risks as the most influential risks. Political risks also lead to the misallocation of other risks between public and private parties that contributes to the high failure rate of China’s PPP projects. Based on these findings, we recommend governments to draft specialized legislation, stabilize the political environment and provide favourable subsidies to local governments to limit the risks involved in PPP projects. We also advise private enterprises and state-owned enterprises to focus on negotiating over task and risk division with governments when they make decisions to participate in PPP projects. This full review of studies on PPP development in China provides reliable recommendations to scholars, governments and enterprises.
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Chinese state governments have experienced a large demand for infrastructure construction due to their objectives to develop its economies and its obligations to provide public services. While these construction projects are large in scale and quantity and thus require a large amount of capital investment, government finance is relatively limited. The contradiction between capital demand and supply leads to difficulties for governments to complete all the construction projects. The difficulties of completing projects necessitate an alternative model to alleviate governments’ financial burdens. According to scholars and practitioners, public–private partnership (PPP) is a model particularly effective with large projects because substantive finances from the private party can be used to enhance the governments’ financial capabilities (De Jong, Mu, Stead, Ma, & Xi, 2010). If PPP can effectively alleviate fiscal deficiency as it is proposed, the adoption of PPP is inevitable in China. However, the consequences of implementing PPP must be further examined. We hesitate to make a positive conclusion immediately because China’s political scheme and economic structure are very different from those in other countries, such as the United Kingdom, where PPP models have been fully developed with facilitative institutions (Adams, Young, & Zhihong, 2006). Without corresponding institutional protections, the adoption of PPP models will easily result in failure or unexpected consequences.

In the instance of China, while the public sector in PPP refers to central and local governments, the private sector includes both private enterprises with minimum government shareholding and state-owned enterprises (SOEs) dominated by government assets. Before private enterprises formally entered construction projects through PPP, most public utilities were constructed by SOEs under the command and funding of the government. SOEs were considered as a business department housed in the political system. However, by the time that PPPs were first promoted in the mid-1980s, many state assets had been privatized, which increased the number of private enterprises; and central and local governments were forging a tax-division with which the central government would take away a great part of fiscal incomes from local governments, leaving local governments a much smaller capital repertoire than in the past. Consequently, SOEs had to compete with private companies more often than previously, and meanwhile, local governments greatly increased their demands for infrastructure funding from the private sector (Hou & Wang, 2015; Jong, 2008). Although the former change in the macro institutional environment led to resistance from SOEs and the civil society to the adoption of PPPs, the latter resulted in a promotion of PPP models.

Against this backdrop, this chapter reviews the literature on the evolution, institutionalization and risks of PPP in China. The goal of this chapter is to respond to the theoretical inquiries by scholars who are interested in how the models of PPP adapt to China’s context where political power dictates economic strategies. We also want to provide suggestions to policy designers who aim to promote a sustainable investment environment for domestic and international investors. In the following sections, we first delineate the trajectory of PPP evolution in China, then discuss the institutional conditions that restrain the successful implementation of PPP projects and finally analyse the allocation of risks between the public and private parties in PPP projects.


Evolution: A Manifestation of Marketization

The fluctuation of PPPs demonstrates the extent of marketization in China and reflects the corresponding trade-off between state and market powers. In general, when central and local governments experience imbalances between heavy expenditure and financial potency, they rely on private capital as the solution. However, when the drawbacks of marketization surface, governments tend to intervene in economic activities and thus exclude private capital from public utilities. The sinuous trajectory of PPP evolution suggests that markets in China have been predominated by the state power and the institutional conditions that facilitate marketization are still underdeveloped.

PPP models were first adopted by China’s state government in the mid-1980s. Since then, PPP experienced rapid growth followed by severe setback before being fully accepted. Based on the popularity and maturity of PPP models in China, we divide the evolution trajectory into four phases, as shown in Figure 1. (a) Emergence: As many public assets became privatized in China, PPP models were first adopted by the Chinese government with limited institutional guarantees. (b) Growth: Due to fiscal deficiency, local governments became increasingly motivated to employ PPP models in infrastructure construction. Institutional protections were enhanced during this period but still inadequate. (c) Recession: Because of the global economic crisis in 2008, SOEs largely replaced private companies in forming partnerships with governments. Governments suspended the institutionalization of PPP and partly withdrew from the formal procedure of PPP operation. (d) Revival: Local governments increased their demands for private investments due to the pressure to dissolve accumulated loans, leading to the resurgence of PPP projects. The state government finally decided to initiate specialized legislation over PPP operation. We summarize the main features, causes and institutionalization of each phase of evolution in Figure 1 and elaborate these phases in the following sections.

[image: image]

Figure 1. The Evolution Trajectory of PPP Adoption in China.


EMERGENCE: MID-1980s–LATE 1990s

PPP projects emerged in China concomitant with the nation-wide marketization in the mid-1980s (Ho, 2006; Mu, Jong, & Koppenjan, 2011; Wang, Ke, & Xie, 2012). Before then, China’s governments and SOEs had full control over infrastructure construction in the scheme of planned economy (Mu et al., 2011). As financial demands intensified in the process of economic development, however, it became less likely for governments to provide all the funding for public utilities and services (Cheng, Ke, Lin, Yang, & Cai, 2016; Mu et al., 2011; Wang et al., 2012; Zhang, Gao, Feng, & Sun, 2015). At the same time, Chinese state governments had been suffering from the low efficiency and poor productivity of SOEs. SOEs’ increasingly worsened returns forced Chinese state governments to seek alternative approaches to increase investments and profits across industrial sectors (Mu et al., 2011). Therefore, governments privatized selected SOEs and attracted foreign investors to increase investment. A set of projects in the domain of transportation, energy, water and waste treatment were implemented under the cooperation between governments and private investors, both domestic and foreign (Cheng et al., 2016; Liu & Yamamoto, 2009; Zhang et al., 2015).

During this period, however, specialized regulations over PPP projects were absent. Due to their lack of experience in collaborating with private companies, governments experienced pervasive failure in conducting PPP projects (Ye & Tiong, 2000). For instance, the first power plant enfranchised to the private sector in 1987, Shajiao B power plant, suffered from imprecise contracts, tough negotiations and lopsided risk division between governments and corporations. In another example in 1994, five projects were selected by the central government as pilot projects, but only two of them succeeded (the Laibin Power B Plant in Guangxi Province and Chengdu Sixth Water Plant in Sichuan Province). The rest either failed to reach consensus when public and private sectors were forming contracts or the projects were inefficiently implemented in construction (Cheng et al., 2016; Jin, 2014; Liu & Yamamoto, 2009; Zhang et al., 2015). Despite these failures, however, these projects set the examples for private companies entering public infrastructure construction (Ho, 2006).




GROWTH: EARLY 2000s–2008

As China opened its market to private investors progressively and was increasingly engaged in global competitions during the early 2000s, PPP projects experienced a period of steady growth. China’s formal membership in the World Trade Organization since 2001 and its successful bidding to hold the 2008 Olympic Games in Beijing gave rise to national enthusiasm to attract foreign and domestic private capital in infrastructure construction (Chang, 2013; Cheng et al., 2016). In 2002, the central government first acknowledged the fundamental role of private capital in economic development at the 16th National Congress of the Communist Party and in subsequent official documents (Cheng et al., 2016; Ho, 2006). These important events jointly contributed to the spread of PPP models.

Similar to the initial emergence period, the tendency to adopt PPP models was still driven by local governments’ financial needs. The imbalanced tax division between central and local governments resulted in a mismatch between local governments’ heavy expenditure and limited capacities (Chen, Zhang, & Si, 2015). According to the surveys conducted in 2009, financial concerns primarily motivated governments to adopt PPP models. These concerns included alleviating budget deficiencies, diminishing service costs and increasing the flexibility of public finance (Chan, Lam, Chan, Cheung, & Ke, 2009; Yuan, Skibniewski, Li, & Shan, 2010).

In this phase, PPP projects were implemented in a more standardized way than before but were still not sufficiently protected by any specialized legislation. In addition to regulating PPP bidding, contracting and operation processes, central and local governments promulgated several policies in favour of the private sector regarding taxes, bank loans and land uses (Beh, 2010; Chang, 2013; Cheng et al., 2016). The Anti-Unfair Competition Law and the Property Rights Law were also revised at that time. However, it was notable that no formal legislation was enacted specifically for PPP projects, leaving weak institutional supports for PPP completion (Ke, Wang, & Chan, 2009).




RECESSION: 2008–2013

In 2008, the global economic crisis weakened the funding and producing capacity of private enterprises and increased their malpractices, and consequently China’s governments became reluctant to rely on the typical PPP models. Instead, SOEs, which represented national interests in China, were assigned more opportunities and preferential policies to participate in public construction. Specifically, many private companies collapsed after the 2008 economic crisis and thus terminated a significant number of investments in public facilities (Chen et al., 2015; Mu et al., 2011). Therefore, governments elevated the standards to select partners and precluded those private companies with limited capital or intellectual resources from competing for the partnership (Mu et al., 2011). Compared with private enterprises, SOEs stood more firmly against the crisis with the help of government funding, so they were considered more reliable and stable by governments and banks (Cheng et al., 2016). Consequently, it frequently happened during this period that governments assigned projects to SOEs without publicly tendering for projects, the executive officers of SOEs and local governors orally decided the principles and standards of PPP contracts, and project proposals were approved before any scrutiny was conducted (Jin, 2014). These behaviours substantially destroyed the institutionalization of PPP in China.

In addition to the dissatisfying performance of private enterprises, the proactive fiscal policies and loose monetary policies enacted in response to the financial crisis also reduced governments’ dependence on private capital. In 2009, the central government launched a four-trillion-RMB (about 630 billion USD) funding package to stimulate the economy. When first launched, the package reduced the necessity for local governments to adopt PPP models to overcome financial difficulties (Jin, 2014). Under the loose monetary policies, it became even easier for local governments and SOEs to obtain bank loans than before. Local governments, therefore, established many new SOEs that specialized in urban investments and construction to acquire bank loans (Chen et al., 2015). In addition, there was a trend to review policies on marketization in China after the 2008 economic crisis. The philosophy that state power is more effective than market power to facilitate economic development became prevalent in China after 30 years of rapid growth under state interventions (Chen et al., 2015; Jin, 2014). Therefore, local governments increasingly lost the enthusiasm to attract private partners and turned to SOEs for public construction (Cheng et al., 2016).




REVIVAL: POST-2013

However, as the economy became stagnant after 2008 and stimulus packages gradually lost their effectiveness, PPP models returned to the vision of policymakers. In November 2013, the state government reiterated the importance of marketization at the third plenum of the 18th Chinese Communist Party Central Committee and more than 40 official documents were issued to promulgate PPP projects after this meeting (Chang & Chen, 2016; Jin, 2014). According to the National Development and Reform Commission (NDRC), 2,531 PPP projects were proposed from May 2015 to August 2016 totalling 4.23 trillion RMB in investments (about 634 billion US dollars). This emphasis on PPP models indicated that China’s governments anticipated private enterprises playing a pivotal role in economic growth (Thieriot & Dominguez, 2015).

This revival of PPP adoption mainly resulted from governments’ efforts to ease heavy debt pressures and to offset economic stagnation. During the last decade, driven by intense urbanization, local governments accumulated many debts by financing through local investment vehicles. However, since 2014, because the central government strengthened financial regulation, local governments were no longer allowed to raise capital through local investment vehicles. These changes weakened local governments’ financing capacities and consequentially re-emphasized the role of private capital in the supply of public facilities and services (Chang & Chen, 2016; Chen et al., 2015).

After three decades of fluctuation in the adoption of PPPs, Chinese state governments finally initiated an official agenda to institutionalize PPP models. One crucial action was for the NDRC to draft the franchise legislation in 2016. This law was regarded as the first national-level act that was specifically designed for PPP projects and would be used to regulate the interest and risk allocation among various sectors (Cheng et al., 2016).






Institutionalization: A Lack of Protection for Private Enterprises

In the process of adopting PPP models in China as delineated above, the practices and rules associated with PPP projects have been increasingly institutionalized. However, due to the political and economic conventions in China, the private party in the partnerships, especially the private enterprises, has always been vulnerable to exploitation by the public sector because of limited protection for private property in this system. In this section, we adopt the definition of institution from political economics that considers institution as formal rules devised by the state to regulate and constrain economic behaviours (Streeck & Thelen, 2005, p. 10). Institutionalization means that the rules and practices associated with PPP are stabilized and have been rationally expected.

There are three major institutional reasons for private enterprises to be considered subordinate to governments and SOEs in PPP. First, the collaboration between governments and industrial corporations is not protected by specialized legislation but regulated by government policies (Adams et al., 2006; Zhong, Mol, & Fu, 2008). As governments play the roles of PPP participants and regulators at the same time, they are flexible in manipulating the rules to govern the partnerships. Second, unlike in most developed countries, private companies in China compete with SOEs when they solicit participation in PPP projects. As SOEs are closely directed by governments, more projects are allocated to these quasi-state organizations rather than non-state corporations, especially during economic downturn (Zhang et al., 2015). Last but not the least, when PPP projects are opposed by the civic society, governments can refuse to uphold contract terms in order to avoid social conflict. Because user payments are usually the major revenue to cover the costs of PPP projects, governments in fact transfer the risks that they should have undertaken to the private parties (Chen, Hubbard, & Liao, 2013; Zhang et al., 2015). Due to these reasons, private enterprises are often exploited by governments and are thus engaged in relationships with unequal distribution of power and risk in PPP projects.

In this section, we first illustrate the bureaucratic procedure through which corporations obtain approvals from numerous segmented departments. We then explain why private corporations take subordinate status in PPP projects from an institutional perspective: the lack of legislation, competition with SOEs and public resistance.


APPROVAL PROCEDURE

Before elaborating on the reasons why private companies are weakly protected in partnerships, we first illustrate the cumbersome approval procedure that firms must go through to solicit participation in PPP. In addition to the fact that government approval predominates any legislation that supervises government-firm contracts, this procedure involves numerous fragmented departments at both central and local levels and thus often takes a long time to complete.

Figure 2 shows one example of project approval at Zhongshan city in Guangdong Province. This approval procedure involves a variety of departments including the Development and Reform Bureau, Bureau of Land and Resource, Bureau of Environmental Protection, Foreign Trade Bureau, among others. Before initiating a project, it requires coordination among all these bureaus that oversee project planning, land use, house demolition, pollution control and other processes involved in PPP projects. If the private parties find it necessary to change project prices in the middle of construction, they must further obtain permissions from the Price Bureau. Public hearings are also required, which prevents the involved companies from adapting prices flexibly (Ke, Wang, & Chan, 2013). Since this sample procedure is designed for municipal projects, most departments involved are at the city level. For projects launched by the state government, bureaus at both the central and local levels are engaged, leading to a more complicated approval procedure.
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Figure 2. An Example of PPP Approval Procedure and the Departments Involved Data source: Zhongshan City, Nam Long Town Government, Tou zi xiang mu li xiang shen bao shen pi [The Report and Approval Procedure of Investment Projects], 2010. Retrieved from www.nanlang.gov.cn/admin/public/edit/upfile/20101101152429499.doc




LACK OF LEGISLATION

The major difference between China and developed countries in PPP institutionalization lies in China’s lack of legal protection for private asset ownership (Adams et al., 2006). With a predominant tradition of planned economy, infrastructure construction was supposed to be completely provided by governments in the past. Consequentially, the specialized legislation that oversees the division of responsibilities and benefits in the government–enterprise cooperation has not been fully established. Central and local governments only enacted some administrative policies to regulate government–firm contracts after they adopted PPP models.

As shown in Table 1, the central and local governments enacted multiple policies to promote and regulate PPP projects. These policies involve many departments, including the Ministry of Foreign Economic and Trade Cooperation of China, the State Planning Commission, the National Development and Reform Commission, the State Council and many local bureaus. These policies are either general opinions of the ministries or administrative measures regarding specific regions or industries. However, because these policies are limited in legal power and general in specifications, many PPP projects under their regulations failed to be completed (Zhang et al., 2015). Moreover, these ambiguous policies give governments the flexibilities to change rules based on their interests. For example, in the late 1990s, local governments often appealed to foreign investors by promising that enterprises in PPP projects would obtain fixed returns. However, in 2002, the State Council promulgated a new rule stating that the fixed returns for foreign investments were not compatible with the principle to share benefits and risks between Chinese and foreign investors and thus fixed returns were in violation of laws. As a result, some PPP projects were terminated and several foreign companies, such as Thames Water and Anglian Water, retreated from China’s market (Li, 2004; Qi, Ke, & Wang, 2009).

Table 1. Central and Local Government Policies Related to PPP Projects in China.
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Due to the lack of specialized legislation and the fragmented approval procedure as illustrated previously, central and local governments and enterprises rely on their different interpretations of PPP policies in their collaboration (Sachs, Tiong, & Wang, 2007). These interpretations further vary by regions because the policies that govern the process, from initiating the projects to finishing all the construction, vary greatly across geographic distances. This heterogeneity in PPP regulations, therefore, increases the difficulties for private companies to adapt to the partnerships and to learn from their experience.

Furthermore, because PPP projects are regulated by general policies and unspecialized legislation, there is much leeway for private and state-owned corporates to rely on personal contacts with government officials to seek collaboration with governments. However, the term of projects often exceeds the appointment period of government officials overseeing the project; firms often lose when projects currently underway are not favoured by new officials (Zhang et al., 2015).




COMPETITION BETWEEN PRIVATE ENTERPRISES AND SOEs

In addition to poor legal protection, China’s governments have the options to choose between SOEs and private corporations as their PPP counterparts, and governments’ partiality to SOEs reinforces the disadvantages of private enterprises. In China’s context, while private corporations are conceived as more productive and efficient than SOEs, SOEs are more successful implementing the governments’ directions (Hou & Wang, 2015; Jong, 2008). Accordingly, governments can grant projects to private corporations when efficiency is prioritized and to SOEs when rigid commands are expected to be followed. In other words, when efficiency is not the priority or overemphasis on efficiency leads to fierce opposition from the civic society, governments are inclined to sacrifice private companies for their own benefits. Therefore, unlike the United States and the United Kingdom from which China adopted the model of PPP, China’s private corporations are exposed to severe competition with SOEs and are thus secondary in partnerships.




PUBLIC RESISTANCE

Finally, without sufficient legal protection, when the civic society objects to the PPP projects or argues that the projects harm civic interests, the private parties in China are placed in vulnerable positions. The civic society is supposed to use infrastructure and make payments to cover project costs. However, when it opposes projects during the period of or after construction, governments under pressure tend to refuse to pay or reduce the payments to corporations to transfer the risks. Such public resistance happens in response to sharp price increases and job losses and thus places many pressures on governments that are obliged to encourage employment and protect social security. For example, the famous Beijing Tenth Water Plant project contracted in 1998 experienced recurrent resistance from residents because of the increases in water prices and the disputes over land acquisition. For the sake of social stability, the Beijing government finally decided to concede to public interests and suspended construction for a long period (Ou, 2014). In this scenario, the private sector has limited institutional supports to preserve their rights (Chen & Hubbard, 2012; Chen et al., 2013; Zhang et al., 2015).

Moreover, China’s political and social ideologies still prefer the state sector to provide infrastructure and other public goods (Zhong et al., 2008). Many people consider the participation of private parties in providing public utilities the same as privatization, and thus, the rights of private parties to play a part in infrastructure construction are disputed in many cases and the sentiments held by the civic society may completely block PPP projects (Zhang et al., 2015). However, some scholars believe that the civic society is manipulated by governments, because governments often influence public opinions through propagation. From this perspective, public resistance is the manifestation of interest conflicts between the public and private parties and is often used as a strategy of the public sector against the private sector when their interests are not aligned (Shi, 2016).






Risks: In a Structure Dominated by Political Power

While the adoption of PPP models increases capital sources for infrastructure construction, it also increases uncertainties of completing large projects because each party in a PPP has the motivation to make opportunistic actions. Once one party escapes its duties, it is up to the other parties to take over the responsibilities impromptu, otherwise more costs will be incurred and the projects may not be finished. Therefore, the allocation and transfer of risks become another focus of studies on PPP (we use risk and uncertainty equivalently in this chapter.)

Particularly in the case of China, scholars and practitioners are mainly interested in political risks. Because governments are dominant in most economic activities more so than governments of other nations, the bureaucrats can take advantage of the favourable positions in partnerships and inefficiently allocate more benefits to themselves. They can illegally reveal project information to their acquaintances, unfairly assign more completed projects for internal uses, etc. (Adams et al., 2006).

In this section, we analyse the risks on which scholars and practitioners have mostly agreed. We explain what are the common risks identified in the projects using PPP models, how the risks are perceived and divided between parties, and how the risks are transferred from one party to another (Chan, Yeung, Yu, Wang, & Ke, 2011; Ke, Wang, Chan, & Lam, 2010). It is notable that most surveys in these studies are subject to low response rates, which leaves space for further studies on hidden facts.


RISK CATEGORIES

PPP projects are engaged in a variety of risks at different stages in the process. These risks exist when public and private parties sign contracts, raise capital for the projects, construct and operate the projects and cover project costs through user payments. In China, due to unstable legal and political conditions in the evolution of PPP, both practitioners and scholars recognize political risks as the most impactful insecurity. Among all the risk factors, government intervention, government corruption and poor public decision-making processes are considered influential in China’s context (Chen & Hubbard, 2012).

In addition, there are different approaches to categorize risks: by different stages in the process of PPP implementation, by different causes of risks and by different agents that undertake the uncertainties (Ke et al., 2013; Shen, Platten, & Deng, 2006). We list the most influential risk factors identified in five empirical studies on China’s PPP in Table 2. These factors contribute to high uncertainties in PPP projects because of their frequent occurrence and significant impact (Chan et al., 2011). These risks are summarized into government maturity risk, macroeconomic risk, construction and operation risk and market environment risk. Among these four categories, macroeconomic risks, including the government’s reliability, corruption, poor public decision-making process, government intervention and imperfect regulation and supervision system, are considered critical risk factors by most of the studies (Chan et al., 2011; Ke, Wang, Chan & Cheung, 2011; Wang, Tiong, Ting, & Ashley, 2000; Xu et al., 2010). Interest rate fluctuation also generates significant uncertainty in the completion of PPP projects (Chan et al., 2011; Ke et al., 2011; Xu et al., 2010). Furthermore, force majeure is identified as a risk factor that is the least likely to be mitigated because it is out of the control of both governments and private parties.

Table 2. Primary Risk Factors Associated with PPP in China Based on Empirical Studies.




	Risk Factor

	Description

	Reference






	Category 1: Government maturity risk




	1. Government’s reliability

	Government’s reliability and creditworthiness of which they are willing to honour their obligations in future

	Chan et al. (2011); Ke et al. (2011); Wang et al. (2000); Xu et al. (2010)




	2. Corruption

	Local government officials conduct corrupt behaviour such as demanding bribes

	Chan et al. (2011); Ke et al. (2011); Wang et al. (2000)




	3. Poor public decision-making process

	Government officials consider more about their career achievement, short-term goals, personal interests, etc., resulting in a poor political decision-making process

	Chan et al. (2011); Ke et al. (2011); Xu et al. (2010)




	4. Government intervention

	Public sector unreasonably interferes in privatized facilities/services

	Chan et al. (2011); Ke et al. (2011); Xu et al. (2010)




	5. Imperfect regulation and supervision system

	The lack of PPP legislation leads to different PPP implementation in different parts of China

	Chan et al. (2011); Ke et al. (2011); Xu et al. (2010)




	6. Change in regulations

	Local government’s inconsistent application of new regulations

	Shao, Yuan, and Li (2017); Wang et al. (2000)




	7. Competition (exclusive right)

	Competition with similar projects constructed by governments or other investors

	Chan et al. (2011); Shao et al. (2017)




	8. Delay in approval

	Delay or refusal to be approved by local government

	Wang et al. (2000)




	9. Expropriation

	Due to political, social or economic pressures, local government takes over the facilities run by private firms without giving reasonable compensations

	Wang et al. (2000)




	10. Conflicting or imperfect contract

	Improper arrangements in the contracts including inappropriate risk allocation among stakeholders, commitment from public/private partners

	Xu et al. (2010)




	Category 2: Macroeconomic risk




	11. Interest rate fluctuation

	Unexpected fluctuation of local interest rates due to immature economic and banking systems

	Chan et al. (2011); Ke et al. (2011); Xu et al. (2010)




	12. Inflation

	The increase of commodity and resource prices and the decrease of enterprises’ purchasing power

	Chan et al. (2011); Ke et al. (2011)




	Category 3: Construction and operation risk




	13. Operation cost overrun

	Operation cost overrun resulting from improper measurement, ill-planned schedule, low operation efficiency, etc.

	Chan et al. (2011); Shao et al. (2017)




	14. Subjective project evaluation method

	Subjective evaluation and design of the concession period, tariff structure, market demand, etc.

	Ke et al. (2011); Xu et al. (2010)




	15. Land acquisition

	The project land is unavailable, or unable to be occupied at the required time

	Shao et al. (2017)




	16. Supporting utilities

	Supporting utilities, such as electricity, water, that are necessary for the construction, operation and management but would not be available in a timely manner or at fair rates

	Shao et al. (2017)




	Category 4: Market environment risk




	17. Change in market demand

	Change in demand due to social and economic factors

	Ke et al. (2011); Xu et al. (2010)




	18. Financing risk

	Undeveloped financial market or unavailability of financial instrument that result in financing difficulties

	Chan et al. (2011); Shao et al. (2017)




	Category 5: Force majeure




	19. Force majeure

	The circumstances that are out of the control of both foreign and local partners, such as flood, fires, storms, epidemic diseases, war, hostilities and embargo

	Wang et al. (2000)









RISK DIVISION

Given that PPP projects involve various risks, public and private sectors are expected to and are able to undertake different risk types. According to prior research, the private sector is inclined to embrace micro risks that are associated with project construction and operation but are reluctant to handle macro risks such as inflation and policy changes. In contrast, governments are able and obliged to tackle macro risks while they are less efficient in managing uncertainties in operation (Chan et al., 2011). Therefore, successful projects often divide a reasonable amount of risks fairly between public and private parties, whereas failed projects often involve either party assuming risks that exceed its capabilities. In other words, project failures often result from severe risk misallocation between parties (Ke et al., 2009, 2013; Zhang et al., 2015).

In contrast to the condition in which governments take advantage of enterprises, in some cases, enterprises may exploit inexperienced governments by requiring excessive guarantees. Although some firms do profit from such asymmetry, this strategy often leads to failed partnerships (Sachs et al., 2007; Zhang et al., 2015). For instance, in the Lianjiang Sino-French Water Supply Project, the contract was signed before the Lianjiang government thoroughly investigated water consumption in the area and estimated the potential costs. After realizing that the high user price in the contract would cause the local water supply company a great deficit, the government rejected the contract and required renegotiation. Consequently, the cooperation between public and private sectors collapsed and the water plant was left unoccupied for a decade (Liao & Zhong, 2009). The Tsingdao Veolia Sewage Treatment Project, Shanghai Dachang Waterworks Project and the Beijing Tenth Water Plant Project are similar examples (Qi et al., 2009).

In these cases, firms ask inexperienced governments to promise inordinate guarantees or to undertake disproportionate risks at the stage of contract signing. To acquire firms’ financial flows and efficient execution, many local governments are willing to sign such contracts without the knowledge to foresee any pitfall. However, once the governments are not able to fulfil their promises over the course of the projects, the partnerships are subject to failure. This is an alternative scenario in which unreasonable risk division leads to failed PPP projects in China.




RISK TRANSFERAL

Finally, risks are transferrable between public and private parties. Because China’s governments possess stronger power in PPP relationships than private parties, governments have more avenues to transfer risks to private parties than inversely. Because governments are both leaders in the partnership and the policy designers that oversee PPP projects, they could refuse to fulfil their obligations in the contract, change related policies and cancel subsidies when facing difficulties. Many failed PPP cases in China, such as Lianjiang Sino-French Water Supply Plant, Changchun Huijin Sewage Treatment Plant, Yan’an East Road Tunnel and Tianjin Shuanggang Waste Incineration Power Plant, have suffered from governments’ poor reliability (Qi et al., 2009).

In the scenario of local governments undertaking excessive risks by promising unreasonable guarantees, local governments may also refuse to pay the private sector to transfer the risks (Ke et al., 2013; Sachs et al., 2007). The consequences depend on the timing at which local governments default on payments. Defaulting any time before finishing the payments to the private companies lays additional costs on the latter’s shoulder. In other words, when experienced companies take advantage of inexperienced governments, they are also risking their interests as the risks may be transferred back to the company and creating lose–lose results.






Discussion and Conclusion

In this chapter, we review the literature on the evolution, institutionalization and risks of PPPs in China. We classify the adoption of PPP models into four phases: emergence, growth, recession and revival. PPP was initiated in China in the mid-1980s and was regulated by administrative policies rather than specialized legislation during its growth until the outbreak of the financial crisis in 2008. After 2008, private companies encountered great resistance because the national economy fell into stagnation and the state government blamed the opportunist behaviours of private companies during the past 20 years. However, after 2013, the state government decided to promote PPP projects again and specialized legislation was drafted for the first time.

This sinuous trajectory to adopt PPP models is a result of wrestling between the nation-wide forces to advance and impede private economies in China. PPP models were favoured when the national economy appreciated private capital and efficient execution. But once the ideology went against private economies, either demonstrated by objections from the civic society or competitions between private companies and SOEs, the state government would discourage PPP models and rely on direct commands to SOEs.

The inconsistent and uneven risk allocation between public and private parties further increases the difficulty for PPP models to grow in China because (a) risks are misallocated in many projects, (b) political risks, such as corruption, are among the most severe uncertainties and (c) risks are often transferred from the public sector to the private sector. Although in some cases, private enterprises took advantage of inexperienced governments to promise excessive guarantees, in most cases, governments laid much burdens on private companies due to the absence of specialized legislation to protect the private sector.

This literature review concludes with multiple suggestions for scholars, policy designers and PPP practitioners. We first remind scholars who are interested in PPP in emerging economies that (a) we need to make more efforts to collect representative data to systematically examine the consequences of PPP adoptions and (b) we need to delve deeper into ethnographic works to learn how PPP projects are institutionalized in micro-level interactions between governments and enterprises. We now lack survey analyses that are based on satisfactory response rates. Most of the surveys in our literature review achieved no more than 30% response rate (Chan et al., 2009, 2011; Ke et al., 2010, 2013; Ke, Wang, & Chan, 2012; Sachs et al., 2007; Wang et al., 2000; Xu et al., 2010; Ye & Tiong, 2000; Yuan et al., 2010). While the efforts to conduct current surveys provide valuable information for scholars to explore the field, solid studies should be further built on representative sample collections. In addition, there is no single study that can identify the common procedure of PPP approvals or clarify the standard negotiation between public and private parties in signing contracts. Given the approval and negotiation procedure is fuzzy, ethnographic works will help clarify the roles of governments and enterprises in this underdeveloped context.

We then want to inform policy designers that we can learn many lessons from the prior experience and we can take effective actions to raise the success rate of PPP projects. Drafting specialized legislation is a promising step from how PPP projects were regulated. Such legislation provides PPP participants a clear guide to play different roles in the projects and helps resolve disputes when conflicts arise. Stabilizing the political environment and limiting political risks will also help promote PPP models and reduce failure rates. Finally, in addition to regulating PPP projects, the state government can tightly regulate local governments while providing favourable subsidies to inhibit local governments from taking advantage of private enterprises in collaborative projects. Such policies will help maintain balance between local governments’ construction obligations and financing capabilities.

Finally, we can advise private enterprises and SOEs to focus on negotiating over task and risk division with governments when they make decisions to participate in PPP projects. China has been increasing its demand for private capital recently and the investment environment is becoming more standardized now than during the past 30 years. If governments and private investors can preview the possible conflicts in their collaboration as we discuss in this chapter and take effective actions to align their interests, it is very likely for public and private parties to achieve win–win outcomes.
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Public–Private Partnership for Development: Governance Promises and Tensions

Stella Pfisterer


ABSTRACT

Partnerships with business involvement became a key trend in development cooperation since the late 1980s. Partnerships emerged as promising governance mechanism; however, governing partnerships in practice remained challenging – promise and reality seem to diverge. This chapter scrutinizes the tension between the promises of partnerships as governance arrangements and their actual governance challenges. It disentangles the complexity of governing partnerships by developing a framework based on a continuum between efficiency- and participation-orientation. This chapter identifies partnering approaches and their governance orientations based on an extensive review of literature in diverse academic fields and grey literature on the emergence and evolution of partnerships in development cooperation since the 1980s. Examples from the Dutch development cooperation provide illustrations for each partnership approach. Efficiency- and participation-orientation highlight competing governance rationales, logics and partnership characteristics. Partnership approaches that aim to embrace both perspectives have to deal with the inherent governance paradox between control and collaboration. This chapter identifies three key implications for research and practice: exploring new governance approaches and practices, adapting development agencies towards partnering and coordinating partnership approaches at international level. Understanding the tension between the promises of partnerships as governance arrangements and their actual governance challenges does not only contribute to more nuanced conceptualizations of partnering approaches for development but has also implications on how to govern partnerships for development in practice.
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Introduction

Partnerships with business involvement became a major trend in international development cooperation since the late 1980s. Since then, a wide variety of relationships between development agencies and businesses emerged, framed as ‘partnerships’, representing collaborative interventions in diverse sectors ranging from infrastructure to agriculture. Such partnerships that operate at local, national or global level have various actor configurations and diverse functions in the context of development (Brinkerhoff & Brinkerhoff, 2011; Kindornay & Reilly-King, 2013a; Kolk, Van Tulder, & Kostwinder, 2008; Reed & Reed, 2009).

Despite their diversity, partnerships have in common that they emerged as promising governance arrangements for addressing complex issues (Glasbergen, 2007). Practice highlights however that partnerships for development face governance challenges related to accountability, transparency, inclusiveness, risk sharing, monitoring and evaluation and ownership (e.g., Bouma & Berkhout, 2015; Buse & Harmer, 2007; Ingram, Johnson, & Moser, 2016; Johansson de Silva, Kokko, & Norberg, 2015; Kindornay & Reilly-King, 2013a). The shortcomings led to doubts about the effectiveness of partnerships as governance arrangements (Visseren-Hamakers, Arts, & Glasbergen, 2007).

This chapter scrutinizes the tension between the promises of partnerships as governance arrangements and their actual governance challenges. Specifically, by unravelling governance rationales of partnerships in development cooperation, a framework is developed that contributes to a more thorough understanding of different partnering approaches for development and their associated governance challenges. Such insights are required in order to overcome the current confusion and ambiguity on the governance of partnerships for development.

This chapter identifies partnering approaches and their governance orientations based on an extensive review of academic literature in diverse fields (development and planning, business ethics, public policy and administration, international relations) and grey literature (policy briefs and practitioner reports) on the emergence and evolution of partnerships in development cooperation since the 1980s. Examples from the Dutch development cooperation provide illustrations for each partnership approach from practice. Since 2002, the Dutch Ministry of Foreign Affairs is working with partnerships with the private sector for implementing development cooperation policy. The aim of the Dutch government when partnering with the private sector is ‘to encourage economic development through market-oriented investment and thus to contribute to poverty reduction in developing countries’.1

The review shows that partnering approaches can be clustered along a continuum. At the one end, approaches tend to be efficiency-oriented, aiming to satisfy the neoliberal concern of ineffectiveness (Barnes & Brown, 2011); at the other end, approaches are participation-oriented. In the middle of the continuum, partnerships adapt a hybrid form, aiming to embrace both the efficiency- and the participation-orientation. Each approach emerges in a specific governance context, follows a specific governance logic, has certain accountabilities, forms the rationale for a particular partnership type and is prone to specific governance challenges. The chapter highlights that, in particular, the hybrid approach faces a major governance tension: applying control mechanisms for ensuring effectiveness as highlighted by the efficiency-orientation counter runs the fundamentals of collaboration as premised by the participation-orientation.

Ultimately, understanding the tension between the promises of partnerships as governance arrangements and their actual governance challenges does not only contribute to more nuanced conceptualizations of partnering approaches for development but has also implications on how to govern partnerships for development in practice. The chapter, therefore, highlights three key implications for research and practice: exploring new governance approaches and practices, adapting development agencies towards partnering and coordinating partnership approaches at international level.




Partnerships and Governance in Development Cooperation

Since the 1970s, the term ‘partnership’ was mainly used in international development cooperation to refer to relationships between governments from different countries. Since the 1980s, the development community has advocated and embraced the notion of partnerships with business. While most partnerships were initially used for a broad range of development activities focusing on public service provision, they gradually expanded their operations towards new challenges including climate change, peace-building, food insecurity and migration (Abramov, 2010; Kindornay & Reilly-King, 2013b). In almost all policy fields, partnerships became a strategic leverage and engagement mechanism to attract the private sector. In this realm, development agencies have set up programmes to engage in partnership with business; German development cooperation, for instance, states that it has initiated 1,500 development partnerships since 19992; the U.S. Agency for International Development (USAID) estimates to have been engaged in 1,600 partnerships between 2001 and 2014 (Ingram et al., 2016).

The forms of such partnerships differ in their actor configuration, objective, intensity, scale, activities and level of intervention (Kolk et al., 2008; Van Huijstee, Francken, & Leroy, 2007). Partnerships take various forms, ranging from institutionalized sector-wide platforms (e.g., roundtables) to bilateral short-term projects. Despite their diversity, partnerships with the private sector are highlighted as ‘one of the most important institutional innovations in development cooperation’ (Zadek & Radovich, 2006, p. 6).


PARTNERSHIP AND THE GOVERNANCE CHALLENGE

The increasing use of partnerships refers broadly to changing organizational practices within the public and private sector and to international development cooperation. Collaboration across sectors emerged in the context of blurring boundaries and changing roles of societal actors. Processes of governing are characterized by voluntary collaborative approaches of public, private-for-profit and private-non-profit organizations for addressing complex issues instead of command and control (Stoker, 1998, p. 17; Van Kersbergen & Waarden, 2004). In this context, partnerships became a promising governance modality for sustainable development (Glasbergen, 2007).

In contrast to its promises, the partnering practice highlights a number of shortcomings related to governance. Studies criticize that there is no full transparency when it comes to funding for private sector in partnerships (Kindornay & Reilly-King, 2013b) and to the selection of partners by development agencies (Bilal et al., 2014). Different goals and objectives of partners and commercial confidentiality concerns create accountability challenges (Ministry of Foreign Affairs, 2013). Development agencies need to be accountable towards taxpayers; therefore, result measurement is important. It showed, however, that partners frequently end up settling for the lowest common denominator in their agreements because they are unable or unwilling to split responsibilities. There are often no clear guidelines as to who should measure what (Tewes-Gradl, de Ruyter-de Wildt, Knobloch, & Huppert, 2014). A study on the effectiveness of partnerships in development cooperation highlights that partnerships seem to fail to specify contractual conditions and the related enforcement mechanisms and hardly pay attention to the distribution of risks. Rules for distribution of public and private shares are defined mechanically or on an ad-hoc basis (Ministry of Foreign Affairs, 2013). Another study finds that financial risks are often disproportionately carried by the public sector. Kwakkenbos (2012) states that this has led some sceptics to interpret PPPs as ‘publicly-guaranteed private profits’ (p. 10).

From a relational perspective, it is emphasized that partnerships show to have asymmetries in information and negotiating power, in particular when larger for-profit partners are working with partners with less resources (Davies, 2011). In addition, ownership in partnerships in the field of international development is questionable and they seem to be rather supply and not demand driven (Kwakkenbos, 2012). The study by Kindornay and Reilly-King (2013a, 2013b) identifies that some development agencies prefer to collaborate with their own national companies, which questions the level of inclusiveness. This may result in competition of partnerships, and similar projects may be implemented in parallel (Peters, Gradl, & Knobloch, 2011). In fact, little coordination between development agencies exists when engaging with business in partnerships (Davies, 2011; Peters et al., 2011).

The gap between governance promise and the challenges to govern partnerships for development raised doubts whether partnership is an innovative governance mechanism for sustainable development (Visseren-Hamakers et al., 2007).




THE NEED FOR AN INTEGRATED GOVERNANCE FRAMEWORK

Academic research on PPPs in development cooperation only emerged recently (see, for instance, Brinkerhoff, 2002; Brinkerhoff & Brinkerhoff, 2011; Kindornay & Reilly-King, 2013a; Kolk et al., 2008). Empirical insights on the phenomenon are generated predominantly by organizations that act as brokers, consultants or evaluators in the partnering space or by development agencies themselves. Such practice reports mainly examine the general trends of partnering, focus on themes related to the private-sector engagement discourse, the evolutionary process of partnerships for development, the recognition of private-sector’s role in development and driving principles that build the case for seeking collaborative engagements over individualized action. Most research reports shed light on motives for partnering, particular patterns in prioritization of target regions or sectors, and general partnering approaches, types, models or mechanisms employed by development agencies. These reports provide insights on governance features such as accountability, trust, decision-making or monitoring and evaluation mechanisms.

In academic research, partnership from a governance perspective is discussed in different disciplines and a variety of conceptualizations are applied. Research on partnerships in the fields of organization studies and (public) management, traditionally, relates with social coordination and classical governance theories. Others start from the concept of democratic governance, reflecting a paradigm of collaboration, consensus building and cooperation (Glasbergen, 2007). The concept of collaborative governance highlights that stakeholders engage in consensus-oriented decision-making with public agencies (Ansell & Gash, 2008). International relations scholars conceptualize and discuss partnerships predominantly from a global governance perspective (Beisheim & Liese, 2014; Ruckert & Labonte, 2014; Schäferhoff, Campe, & Kaan, 2009).

Despite the call for accumulation of knowledge and the need for an integrated approach that understands partnership governance, i.e., how partnerships function as strategic instruments for achieving shared goals of partners in the context of their institutional background (Crane, 2010; Van Huijstee et al., 2007), we lack a framework that disentangles the tension between governance promises and challenges of partnerships by actually linking theory and practice. Forrer, Kee, and Boyer (2014, p. 297) illustrate this need by their statement that ‘[t]he urgency of the challenges we face […] has motivated practice to race ahead of theory. It is fair to say that the collaborative cart is out in front of the governance framework horse’.






Partnering Approaches in Development Cooperation: A Framework

The review identifies that the diversity of partnership approaches can be placed on a continuum between efficiency- and participation-orientation. The efficiency-orientation considers partnerships as management model for development and is inclined to follow the objective to increase the efficiency of aid. Partnership approaches based on participation-orientation consider partnerships as a means to transform power relations. Hybrid approaches can be located at the middle of the continuum, embracing both perspectives: the efficiency- and the participation-orientation. In the following, the continuum and the three orientations are presented by (1) discussing their governance rationales in the context where they emerged, (2) identifying their specific partnership characteristics and (3) highlighting governance promises and challenges (for an overview, see Table 1). In addition, examples from PPP programmes in the Dutch development cooperation are provided for each orientation.

Table 1. Framework Governance Continuum of Partnerships in Development Cooperation.
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EFFICIENCY-ORIENTED PARTNERSHIPS


Governance Rationale

Collaboration between public and private actors became an important element in development agency thinking in the 1980s and 1990s. Back then, development cooperation was in search for increasing economic efficiency of development and mobilizing resources. Innovation in the delivery of public goods and services was one important priority (Brinkerhoff & Brinkerhoff, 2011; Mitchell-Weaver & Manning, 1991). It was a promising option to work based on principles of market mechanisms that promote efficiency and quality and an emphasis on value for money (Brinkerhoff & Brinkerhoff, 2011). Partnerships with an efficiency-orientation follow an economic rationale which was expressed by concepts such as economic adjustments, privatization, deregulation and decentralization (Mitchell-Weaver & Manning, 1991). The efficiency-orientation emerged in a period when the managerial approach played a leading role in development thinking (McCourt & Gulrajani, 2010), and partnerships were expected to adapt as ‘good practice’ management strategy to development contexts (Mitchell-Weaver & Manning, 1991).




Partnership Characteristics

Partnerships following an efficiency-orientation take the form of the widely known type of service delivery partnerships; they are mainly aimed at public service provision, while overcoming classical free rider and underinvestment problems in the efficient provision of public goods (Van Tulder, 2010). Non-state actors are engaged in delivering public services based on the idea of leveraging private finance and expertise and through separating the payment for public services from the provision. Usually, a public–private partnership (PPP) involves a contract between the public-sector authority and a private party, in which the private party provides a public service or project and assumes substantial financial, technical and operational risks in the project. Public agencies retain responsibility for financing and payment, and outsource service provision to private and non-profit sectors (Brinkerhoff & Brinkerhoff, 2011). Official development aid (ODA) is used to enhance the quality of projects, reduce risks and raise profitability of the PPP (Pessoa, 2008).

Efficiency-oriented partnerships have the primary function of implementation and involve a planning strategy where mission, goals and roles and action steps are defined at the onset. The partnership retrieves its legitimacy from the acceptance of the partnering outcome, or in other words, its governance approach follows a consequential logic and is therefore considered an important issue in ensuring the effectiveness of the goal-directed collaboration (Buckup, 2012).




Example

The Development Related Infrastructure Investment Vehicle (DRIVE) programme of the Dutch Ministry of Foreign Affairs supports private investments in infrastructural projects in developing countries through concessional finance. The DRIVE also supports PPPs which are defined as ‘a long-term contract between a private actor and a local government for providing a public good of service, where the private actor in general carries a major part of the risk, is responsible for the exploitation and/or maintenance and where the reward is linked to the performance’ (Ministry of Foreign Affairs, 2015, p. 3). The DRIVE supports investments in expansion and/or quality improvement of public infrastructure, which improve the development of the private sector by promoting entrepreneurship, productivity, employment opportunities and lifting wages. The programme enables the private sector to compete for contracts awarded by local government authorities with a concessional financing proposal that would otherwise be unavailable. It stimulates an active role of companies in the set-up and timely implementation of infrastructure projects. Potential projects are assessed against criteria such as value for money, sustainability (i.e., commitment and capacity of parties to engage in knowledge transfer) and local ownership. In addition, the projects must be supportive of, and built on the Dutch agenda for aid, trade and investment, for instance, by joining initiatives that have already been developed as part of the Dutch development policy. The DRIVE requests a number of management criteria for businesses, amongst others, a feasibility study, an exploitation and maintenance plan, transparency in contract compliance and compliance with the OECD Guidelines for Multinational Enterprises, which cover international corporate social responsibility, when implementing projects (Ministry of Foreign Affairs, 2015).




Governance Challenges

Criticism emphasizes the risk that development agencies promote privatization and provide subsidies to the private sector in the name of building partnerships, while they are promoting other forms of private-sector involvement (Mitchell-Weaver & Manning, 1991; Pessoa, 2008). Research into efficiency-oriented partnerships suggests that this partnering approach relies less on collaborative mechanisms but more on control mechanisms (Rufin & Rivera-Santos, 2012). Compared with other development funding mechanisms, partnerships are generally based on a competitive call for proposals, and the development agency uses control mechanisms to steer the relationship, such as a tender process with eligibility criteria, reporting and monitoring and evaluation mechanisms. PPPs that are based on an efficiency rationale may be at risk to substitute for action and responsibilities of the public sector (Jamali, 2004). Jamali (2004) highlights the need to support trust-building, skills, mindsets and working practices to level out differences in working cultures and overcome suspicions between public and private partners in the development context. Development agencies may not per se involve such components in their efficiency-oriented PPP programmes.






PARTICIPATION-ORIENTED PARTNERSHIPS


Governance Rationale

In contrast to the efficiency-oriented approach, partnerships following participation-orientation call for more horizontal, rather than hierarchical relationships between development actors (Barnes & Brown, 2011; Schaaf, 2015). In the context of the deliberative paradigm in the 1990s, the participation-orientation developed as criticism to the predominantly economic conceptions and measures of development and the way in which development agencies relate to non-state actors (Barnes & Brown, 2011). The motivation for conducting public affairs and managing public resources differently in development cooperation was nurtured through the good governance discussion. The good governance concept highlights characteristics of responsible government agencies such as being consensus-orientated, participatory, following the rule of law, effectiveness, accountable, transparent, responsible, equitable and inclusive. Development should promote values that emphasize self-determination, empowerment and an equitable distribution of development benefits (Brinkerhoff & Coston, 1999). The participation-oriented perspective, therefore, highlights that accountability to key stakeholders is a prerequisite for legitimate partnerships, particularly to those impacted (e.g., beneficiaries) by the partnership intervention (Zadek & Radovich, 2006).




Partnership Characteristics

Participation-oriented partnerships are associated with the following features: joint determined goals, collaborative and consensus-based decision-making, non-hierarchical and horizontal structures and processes, synergistic interactions among partners, trust, reciprocity, respect, transparency and accountability developed through mutual learning and commitment that evolve over time with voluntary participation to achieve mutually agreed goals and shared accountability for outcomes and results (Barnes & Brown, 2011; Brinkerhoff & Brinkerhoff, 2011; Schaaf, 2015; Vangen, Hayes, & Cornforth, 2015; Visseren-Hamakers et al., 2007). The participation-oriented perspective applies a procedural logic (Buckup, 2012).

Partnerships following participation-orientation are often framed as multi-stakeholder initiatives or global partnerships. Their ambition is to include all stakeholders with a stake on the issue (Vangen et al., 2015). Multi-stakeholder partnerships, for instance, were actively promoted in the furtherance of the Millennium Development Goals (MDGs). While the MDGs were still pursued alongside neoliberal approaches to growth, they brought attention to poverty reduction, gender equality, food security and environmental sustainability (Kindornay & Reilly-King, 2013b). These goals highlighted partnerships as a key policy mechanism to govern development (Barnes & Brown, 2011). In this line, partnership functions as a flexible and inclusive rule-setting and coordination mechanism seeking to design, advocate for, coordinate or monitor public policies – particularly at global level (Brinkerhoff & Brinkerhoff, 2011).




Example

From 2007 to 2011, the Dutch Ministry of Foreign Affairs set up the Schockland Fund to stimulate partnerships and innovation to accelerate the Dutch contribution towards the MDGs. During this period, 57 multi-stakeholder partnerships were set up and the fund managed to mobilize significant efforts of a large number of partners. The ambition was not only to bring together different stakeholders in multi-stakeholder initiatives but also to stimulate innovation in development cooperation, by developing new approaches and new technologies towards achieving the MDGs. In addition, the Schockland Fund was designed as non-bureaucratic as possible to allow for innovation and the participation of new partners, particularly from the private sector. The intention was to bring public, private and civil partners closer together in development initiatives and that public partners should be active partners in the projects. The experimental, multi-stakeholder and innovative character of the Schockland projects resulted in the fact that many partnerships were established rather quickly and rather informally, a very diverse portfolio of partnerships emerged and that the Dutch government’s role varied enormously over the different projects, from intensive partnerships to a minimal funding relation (Van Gerwen & Van Ede, 2014).




Governance Challenges

The primary aim of participation-orientation is the participation and alignment of those on whose behalf these partnerships make any claims. In international relations and public policy studies, participation-oriented partnerships are considered as promising implementation mechanism, but their democratic (legitimacy) deficits are discussed (Bäckstand, 2006; Beisheim & Liese, 2014; Schäferhoff et al., 2009). Studies highlight shortcomings related to accountability and legitimacy (Bäckstand, 2006) of partnerships aiming to set rules and coordinate public and private goods. It is criticized that such partnerships lack clear linkages to institutions, measurable targets and timetables, effective leadership and reporting and monitoring mechanisms (Bäckstand, 2006). In addition, Vangen et al. (2015) highlight the tension between shared power among stakeholders and power asymmetries related to public hierarchies. In partnerships in the field of development cooperation, power imbalance between development agency and its partners counter runs the key design principles such as transparency, participation and deliberation highlighted by the participation-oriented perspective.

Particularly, those partnerships aiming to contribute to policy-making at global level face a coordination challenge. Research on global health partnerships identified that partnerships have contributed to the emergence of a complex global health governance architecture since most partnerships have failed to harmonize their procedures and practices with one another and with other development agencies (Ruckert & Labonte, 2014).






HYBRID PARTNERING APPROACH


Governance Rationale

Many partnerships follow a hybrid governance orientation and can be located somewhere between the efficiency- and the participation-orientation. Since the mid-2000s, the idea became prominent that partnership serve the development narrative as a way to embrace the two competing governance perspectives; while partnership could satisfy the neoliberal concern of ineffectiveness and mobilize resources from the private sector, it could also change aid relationships through participation (Barnes & Brown, 2011, p. 172).

Similar to the efficiency-orientation, partnerships following a hybrid governance orientation are based on a strategic leverage idea, i.e., leverage of financial and non-financial resources for reaching development priorities more effectively. Making use of the complementarity of actors is the basic idea; therefore, partnerships aim to combine the advantage of the private sector such as access to finance, knowledge and technologies, managerial efficiencies, and entrepreneurial spirit with the development concerns (e.g., social and environmental awareness), funding and the network of the public sector (Kindornay & Reilly-King, 2013a). Similar to the participation-orientation, relationship with business is considered to be different when partnering; the private sector is considered as an equal partner around key development issues, rather than merely as a resource provider. From this conceptualization, partnership refers to instances when the process of engagement with the private sector goes beyond the traditional manner of contracting out and when it not only involves the core business or programme of activities of both partners. The aim is to attaining results more quickly or in a different manner than done alone, building organizational capacity and creating new opportunities.




Partnership Characteristics

Partnerships following this rationale vary in many aspects such as actor configuration, design, duration or objective. They do share, however, a number of key characteristics: they are formalized, temporary collaborative arrangements between actors from the public and private (for-profit) sector, often involve private-non-profit organizations, who enter into a joint project to achieve both development and business objectives through sharing costs, risks, responsibilities, competencies and benefits (based on Brinkerhoff & Brinkerhoff, 2011; Kolk et al., 2008; Manning & Rössler, 2014).

They implement policy objectives and have to serve both commercial business interests and development objectives. In contrast to purely efficiency-oriented partnerships that leverage resources for effective implementation based on a contract, partnership approaches following a hybrid orientation have the additional ambition of collective decision-making to the definition of the problem, the design and the outcomes of the partnership. D.W. Brinkerhoff and Brinkerhoff (2011) highlight that the participation-oriented approach adds a layer of complexity to partnership design and operation beyond the metrics of efficiency or effectiveness (p. 12). It requires that inclusion, equity, transparency and accountability become integral to partnership functions (Brinkerhoff & Brinkerhoff, 2011). The hybrid approach is required to follow both a consequential and a procedural logic. In this context, it is important to maintain flexibility for adjustments (Ingram et al., 2016).




Example

An example of a hybrid partnership approach is the Facility for Sustainable Entrepreneurship and Food Security (FDOV) of the Dutch Ministry of Foreign Affairs. Set up in 2012, FDOV aims to promote sustainable, inclusive economic development by supporting PPPs aimed at improving food security and private-sector development. To achieve this, it is often necessary to combine the innovative capacity and economic sustainability of the market with government regulation and social responsibility. In the context of FDOV, partnership is defined as ‘a collaboration between public-sector and private-sector entities, frequently joined by NGOs, trade unions and/or research institutions, in which risks, responsibilities, resources and competences are shared in order to attain a common goal or perform a specific task’ (Ministry of Foreign Affairs, 2014). FDOV partnerships must satisfy additional requirements with regard to their composition; namely they must consist of at least one company, one public body and one civil society organization or research institution (tripartite partnership). The Dutch government aims to be more than a provider of finance and is an explicit partner in the partnership by, for instance, sharing its contacts and establishing synergies with other Ministry programmes, and through economic diplomacy by its embassies (Ministry of Foreign Affairs, 2014). The exact role of the Dutch government is defined in a dialogue with potential partners of each project. Proposals are assessed by the Dutch government and an independent advisory committee based on criteria relating to the quality of the project (such as policy relevance, price-quality ratio, risks, sustainability) and the quality of the partnership (i.e., the capacity of partners, the composition of the partnership and the added value of the partnership). If a partnership is agreed on, the grant contributes 50% of the financing of a project, supplementing the funds made by the partners. The grant recipient is fully responsible towards the Minister for compliance of all rules and regulations related to the grant.3




Governance Challenges

Dealing with both rationales in one approach can create major tensions that are mainly related to control and collaboration. The use of taxpayers’ money requires strict accountability through control mechanisms in order to ensure that the partnership achieves development goals. Given the profit-orientation of private actors, balancing social and financial returns can be sometimes a contradictory affair (Kwakkenbos, 2012). The question emerges how to ensure additionality, i.e., the public money invested in the partnership project has a catalyzing function and creates added value for development beyond what the private sector would have done anyhow (Altenburg, 2005; Heinrich, 2013; Kindornay & Reilly-King, 2013b). Development agencies, therefore, use control mechanisms such as formalized agreements, programme criteria and monitoring and evaluation tools which are essential to ensure that partnerships deliver results in time, to account for public funds and to ensure that the partnership promotes public and not just private interests. In addition, collaborative mechanisms, such as mutual understanding and trust, are required to ensure participation and commitment of actors to the joint project. However, urgency, time-pressure and a predominant focus on output challenge the development of collaborative mechanisms in partnerships (Rein & Stott, 2009). It becomes even more challenging that in some cases companies seem to have poor understanding of, and commitment to, public accountability (Callan & Davies, 2013).

From a participation-oriented perspective, it is criticized that the emphasis on control mechanisms is in contrast to the way how partnerships are framed in development cooperation; they are expected to stimulate joint commitment to long-term interaction, equality and balance of power (Miraftab, 2004; Visseren-Hamakers et al., 2007). The hybrid approach faces the tension of dealing with the paradoxical goals of both ensuring control and fostering collaboration simultaneously.

The tension becomes evident in the double role of the development agency; on the one hand, ensuring accountability and on the other hand being actively involved as a partner. As partner, development agencies not only provide financial means to the partnership but also contribute through development expertise, help to bring together partners and form interventions that are based on best-practice examples from other countries, help engage local governments, as well as offer access to networks (Johansson de Silva et al., 2015). They pursue their own interests, such as driving corporate citizenship (Pedersen, 2005), and tailor collaborative conditions for potential partners such that they can benefit from the alliance in the longer term (Manning & Rössler, 2014). Criticism questions whether such partnerships go ‘above and beyond’ the principal-agent dynamic embodied in the development agency’s operational system which is traditionally based on accountability requirements and contractual relationships (Brinkerhoff & Brinkerhoff, 2004; Kindornay & Reilly-King, 2013b).








Concluding Remarks: Implications for Governing Partnerships

Partnerships for development gain increasing prominence in policy-making and implementation. They emerged as promising governance mechanism; however, to govern partnerships in practice showed to be challenging; promise and reality may diverge. To disentangle the complexity of governing partnerships, a framework based on a continuum of efficiency- and participation-orientation is developed. Efficiency- and participation-orientation highlight competing governance rationales, logics and partnership characteristics. Particular partnerships that aim to embrace both perspectives may have to deal with the inherent governance paradox between control and collaboration.

The framework at hand highlights the different governance orientations and the resulting diversity of partnership approaches. By synthesizing the existing knowledge, examination across academic fields is encouraged, practice insights on the phenomenon are integrated and an alternative theoretical perspective (paradox lens) is suggested for future research on the governance of partnerships. For this research, it was only possible to access online available publications. Much of the actual knowledge on PPPs for development is locked, however, in development agencies’ and partner organizations’ partnering practices and experiences. To overcome the limitation of this analysis, it is therefore suggested for future research to empirically test and further develop the framework in close collaboration with practice.

In this context, this chapter identifies three key implications for research and practice: exploring new governance approaches and practices, adapting development agencies towards partnering and coordinating partnership approaches at international level.


EXPLORE NEW GOVERNANCE APPROACHES AND PRACTICES

Adapting governance styles and practices to the respective governance rationale is the key for narrowing the gap between governance promises and tension. The key challenge remains with the hybrid approach which is confronted by paradoxical tensions such as control versus collaboration or flexibility versus time and outcome rigour. In order to narrow the governance gap, it is suggested that research develops and tests strategies that engage the paradox or work ‘through’ it instead of defending or resolving the tension (Jarzabowski et al., 2013; Lewis & Smith, 2014; Poole & Van de Ven, 1989). A paradox lens explores ‘how organizations can attend to competing demands simultaneously’ (Smith & Lewis, 2011, p. 381). Paradox is increasingly advocated as an alternative perspective for advancing conceptual and practical knowledge about emerging practices in cross-sector interactions (Vangen, 2017). Research and practice could therefore together explore governance strategies and practices from a paradoxical lens, e.g., by applying action research approaches.




ADAPT DEVELOPMENT AGENCIES FOR GOVERNING PARTNERSHIPS

In order to narrow the governance gap, it is required not only to ensure control and foster collaboration simultaneously but also to steer public organizations such as development agencies towards partnering across sectors (Teisman & Klijn, 2002). There is the call that PPPs do not need ‘less government’ but a different governmental role (Jamali, 2004). Preparing development agencies for various new governance styles towards partnering seems to be a major challenge in practice. Policies, procedures and cultures of development agencies are designed for accountability and management control. This implies that the relationship between the development agency and the other partners is often characterized by hierarchy and is challenging to change (Brinkerhoff & Brinkerhoff, 2004). In addition, partnerships are only one of many (non) collaboration approaches development agencies employ to engage with and support businesses (Ingram et al., 2016). Development agencies have to be clear about their own role in partnerships and to reconsider how their systems and policies can adequately facilitate the variety of governance approaches. Research could support this process by empirically exploring and comparing roles of development agencies in PPPs and identifying promising partnership designs in the various partnership approaches based on the framework developed in this chapter.




COORDINATION AT INTERNATIONAL LEVEL

Adapting to effectively deal with the diversity of partnership approaches is not only required at organizational but also at international level. There is the call that the strategic use of partnerships and their institutionalization in development cooperation requires more coordination and harmonization efforts between development agencies (Heinrich, 2013; Kindornay & Reilly-King, 2013b; Peters et al., 2011). Therefore, currently the ambition is to give the term ‘partnership’ a body in international development cooperation. Based on this desire, the Global Partnership for Effective Development Cooperation emerged from the High Level Meeting on Aid Effectiveness in Busan (2011) as a new forum for ‘shared advice, shared learning and shared action to support the implementation of principles that form the foundation of effective development cooperation’.4 Practice and research should together explore how an institutionalized and coordinated governance approach can be designed for the successful implementation of the Sustainable Development Goals through partnerships.
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Pro-Poor Public–Private Partnerships for Development in Africa: Where Are Local Communities?

Kei Otsuki and Bram van Helvoirt


ABSTRACT

We aim to explore to what extent and how pro-poor PPP projects engage with local communities and what the possibilities are for the communities to become genuine partners with governments, businesses and civil society organizations (CSOs). We look into three different PPP projects funded by the Dutch international cooperation that emphasize the pro-poor aspects in Africa and find patterns of how local communities are positioned in each project. The analysis of the three projects indicates that the existing pro-poor PPP projects deal with local communities as either mere beneficiaries, business partners with substantial brokering by CSOs, or those who potentially lead the projects. The difference stems from how a PPP project allows local communities to participate and balance the relationship between the project’s profit maximization and benefit-sharing for the poor. Our findings can be used to evaluate pro-poor PPP projects by reference to its local development relevance. They also show possibilities for local communities to identify their positions vis-à-vis large-scale investment projects and reflect on what pro-poor projects actually mean. The importance of PPP projects to become pro-poor and enhance its local development relevance has been widely discussed; however, the actual positionality of the poor within PPP projects remains unclear. In this chapter, we specifically look into the question of where local communities are in pro-poor PPP projects in order to suggest a new research and policy agenda.
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Introduction

Public–Private Partnerships (PPPs) have become central to development programmes implemented in developing nations over the past decade. Both the bilateral and multilateral international cooperation agencies have promoted PPPs in various sectors. In addition to the usual infrastructure and economic development sectors (e.g., The World Bank, 1994), recent studies have discussed the importance of PPPs for areas including forest management and governance (Ros-Tonen, 2007; Visseren-Hamakers & Glasbergen, 2007); agriculture and food security (Muraguri, 2010; Rich & Narrod, 2010); fair trade (Edward & Tallontire, 2009; Tallontire, 2000), health (Nishtar, 2004) and education (Rose, 2010).

Initially, PPPs indicated governments’ cooperation with businesses, with the aim of promoting market-led development within the context of neoliberal international development. The official development assistance budget had been in decline, and the development experts, largely dictated by development banks and international monetary institutions such as the International Monetary Fund (IMF) and the World Bank, started to propagate the idea that private actors would be more efficient than governments in delivering development outcomes. The businesses in turn used PPPs to demonstrate their commitment to the agenda of Corporate Social Responsibility while tapping into attractive new markets and proving their relevance to local development, as seen in the increasing mantra of private sector for development (Overseas Development Institute, 2010).

In particular, PPPs in Africa have rapidly proliferated, as the continent witnessed foreign direct investment inflows of US$160 billion in 2012, eight times as much as the amount that the region received in 2002 (Brookings Institution, 2014). The investors closely began to work with international development cooperation agencies, and they jointly encouraged recipient governments to co-finance and contract private companies to conduct feasible studies, arrange tender documents, sub-contract service providers and manage and maintain new investment projects. In other words, investment projects in Africa today are largely shaped through the formation of PPPs, and they are naturally considered to be pro-poor as they boost the regional economic growth (The World Bank, 2009).

However, it is increasingly becoming clear that the new waves of investment projects, implemented through PPPs, create a complex impact on local contexts especially in marginal areas. The impact includes displacement caused by land acquisitions and unequal benefit-sharing among the poor who are often severely and negatively affected by investment projects (see Carmody, 2013; Kaag & Zoomers, 2014 for discussions on land grabs). As earlier experiences of investment projects have shown, PPPs must take a serious account of local people’s opinions and consents about project impacts if they wish to become genuinely pro-poor by addressing and overcoming the negative consequences of the projects for local populations (Otsuki, Acha, & Wijnhoud, 2017).

Recently, this concern for the poor’s participation in PPP projects is leading to the involvement of actors such as non-governmental organizations (NGOs), civil society organizations (CSOs) and advocacy organizations representing the poor, as well as research institutions and universities. At the same time, the engagement of NGOs and CSOs in PPPs also stems from their search for alternative financing mechanisms to replace diminishing government and public funding (Vaes & Huyse, 2015). Nevertheless, previous PPP project experiences in the Brazilian agriculture and education sector have revealed that pro-poor PPPs require the involvement of CSOs, local associations and cooperatives in decision-making processes in order to ensure the project’s sustainability, promote equitable benefit-sharing and enhance the overall effectiveness and development relevance of PPP projects (Otsuki, 2011).

In short, today’s pro-poor PPPs entail the involvement of NGOs and CSOs and local organizations in PPPs. Yet, PPPs that include these civic entities do not explicitly designate local communities of poor people as genuine partners in their projects. The PPPs tend to portray local communities and the poor as beneficiaries or target groups who indirectly participate in planning, implementation or use of services provided by the projects.

In this chapter, we aim to discuss that beneficiaries are in fact future owners of the pro-poor PPP projects in developing regions, and possibilities for their agentive participation in directing the projects deserve more attention. This means that the poor should be treated not only as a group of beneficiaries but also as a group of partners within PPPs. What are the roles that the poor could play in pro-poor PPPs to enhance the development relevance? How can communities actively participate in PPP projects, and how shall the public and private actors including the NGOs and CSOs ensure equitable community participation in the projects?

Answering these questions requires an examination of different examples of ongoing pro-poor PPPs. In this chapter, we will use three cases of the Dutch international cooperation’s approach to the pro-poor PPPs. The Dutch development policy currently makes a conscious effort to improve environmental and social impact assessment methods and to achieve poverty eradication through their PPP projects. We will first review this policy, as practised by the Netherlands Enterprise Agency in relation to how the Dutch policy locates local communities in the promotion of pro-poor PPPs. We will then examine three projects in Africa which intend to promote: (1) natural gas extraction and growth corridors in Mozambique and Tanzania; (2) agricultural development and food security in Mozambique; and (3) sanitation in informal settlements in Kenya. The Kenyan case, in particular, leads us to understand how a PPP project can build on the existing needs of the poor themselves and the associated institutional arrangements to generate profits and enhance local development relevance. By describing each case and identifying patterns of the poor’s participation, we will discuss difficulties and specific issues with establishing local communities as partners in pro-poor PPPs. In conclusion, we will present potential policy recommendations to incorporate our findings into the future PPP projects in developing regions.




Pro-Poor PPPs: The Dutch Approach


DUTCH INTERNATIONAL DEVELOPMENT POLICY

The Netherlands has been developing an active international development policy since the 1950s. Private sector development and poverty alleviation have always constituted the policy’s centrepiece (Kazimierczuk, 2015). In particular, the official development assistance started to decline in the late 1970s, and the governmental cooperation was no longer considered to be the driver of economic growth for developing countries. Instead, facilitating private sector development in developing countries through an active involvement of Dutch private businesses became central in the Dutch development cooperation (Schulpen & Gibbon, 2002; Spitz, Muskens, & van Ewijk, 2013).

This means that the Dutch international development policy clearly embodies the broader neoliberal shift from the state-led intervention to the facilitation of market-led intervention in international development. For example, according to a recent Dutch policy document:

The market is not perfect. And yet it is indispensable in the fight against poverty. That is why this government encourages investment and trade activities that benefit both people and the environment, create employment opportunities and, preferably, are accompanied by the transfer of knowledge and skills. (Ministry of Foreign Affairs of the Netherlands, 2013, p. 6)

The Dutch development policy currently calls for combining aid and trade (or a ‘post-aid’) approach. In contrast to the previous ‘aid for trade’ approaches that aimed to facilitate developing countries to connect to the global market (OECD/WTO, 2015), the Dutch aid-and-trade approach pursues poverty eradication and sustainable growth by ensuring success for Dutch companies in developing countries (Ministry of Foreign Affairs of the Netherlands, 2013). Instead of relying on the charitable activities for private companies to publicize the corporate social responsibility, the new aid-and-trade approach refers to the private sector for development ideal, which covers activities engaging private businesses in ways that transform the core business operation from their regular business practices to more development-relevant business practices (Vaes & Huyse, 2015). This approach has been leading to the promotion of sustainable and inclusive business models, increasingly applied in developing countries under the new international development climate shaped by sustainable development goals emphasizing the importance of ‘leaving no one behind’ (United Nations, 2016).

The recent rise of the pro-poor PPPs can be seen as materialization of such an aid-and-trade approach. In practice, taking this approach means that the Dutch private companies lead PPPs while supporting local private businesses in collaboration with the Dutch development cooperation agencies, the recipient government agencies and NGOs or CSOs. As stressed by the Dutch Advisory Council on International Affairs (AIV), all these parties to a partnership must complement each other and encourage each other’s contribution. This way, PPPs can have strategic value for companies by creating institutional linkages that may be helpful in developing countries often marked with an institutional vacuum (AIV, 2016). In such pro-poor PPPs, development cooperation agencies and government agencies are the promotors and facilitators of private development finance and investment; and NGOs act as brokers between the poor beneficiaries, governments and the investors.

In other words, the Dutch private sector has become a key development partner of the recipient countries as well as the donor community. Admittedly, this move involves the awareness that the international development acts ‘both out of solidarity and enlightened self-interest’ (Ministry of Foreign Affairs of the Netherlands, 2013, p. 11). For example, the Dutch international cooperation has strategic themes such as water management and agribusiness where aid projects can provide the recipient countries with the expertise. At the same time, the aid projects provide Dutch businesses with opportunities to enter the emerging markets that the aid projects have helped to open. One of the key development agencies in the Netherlands that works on the formation of such aid-and-trade for pro-poor PPPs is the Netherlands Enterprise Agency (RVO). Their approach is known to be the new Dutch Diamond approach.




THE DUTCH DIAMOND APPROACH

The RVO operates several facilities that finance pro-poor PPP projects. For example, between 2005 and 2015, it approved 65 international infrastructure development projects worldwide through the Dutch Facility for Infrastructure Development (ORIO). The ORIO promoted a co-financing mechanism for public infrastructures in developing countries by putting up tender information to which the recipient governments could apply. After a project was approved, the responsible government agency would work closely with the Dutch embassy and create the project management unit. This process entailed a complex procurement process, involving multiple private and public actors, even though on paper the projects were simply co-financed by the Dutch international cooperation via RVO and the recipient government. In June 2015, RVO transformed ORIO into the Development-Related Infrastructure Investment Vehicle (DRIVE) in order to clearly demonstrate its aim to involve private sectors in developing countries to construct and manage the public infrastructures (RVO, 2015).

The other known PPP mechanism led by the RVO is the Sustainable Entrepreneurship and Food Security Facility (FDOV), which stimulates PPPs in the field of food security and private sector development in developing countries. In essence, this PPP facility is offering a subsidy from the Dutch Ministry of Foreign Affairs to companies, government agencies, NGOs and/or knowledge institutions that would like to form a collaborative venture with the Ministry. Key requirements include that the PPP consists of at least one public body, one company and one NGO or knowledge institution. Furthermore, at least one of these parties must be Dutch (legal personality and registration) and the other from the country of implementation of the project (RVO, 2014).

These facilities draw on the so-called Dutch Diamond approach. The approach indicates a PPP modality that consists of four major partners: government, business, NGOs and CSOs and knowledge institution. According to a recent explanation of the approach, each partner functions as follows (RVO, 2014):


	The government is responsible for securing ‘public good and value’ of projects by establishing a public access to project outcomes, regulating market functions if necessary, ensuring employment and introducing environmental assessment activities.

	Business is responsible for making investments in the creation of markets for particular products and services and providing commercialization and employment opportunities.

	NGOs and CSOs are responsible for providing non-commercial services such as advocacy for land and social rights (especially when they are violated); and capacity development to address gender equality and community-based development and resource management.

	Knowledge institution is responsible for testing innovations and providing expertise for product development as well as for the social and environmental impact assessment.



The involvement of knowledge institutions is especially unique to the Dutch approach, as scientific researchers are increasingly invited, not only to contribute to the project via research and knowledge sharing but also to look into the actual PPP project operations and to evaluate the development relevance of the private sector development through the establishment of public works and services. It is in this context that the question has emerged: Where is the beneficiary community located within such an apparently inclusive approach? Is the community a partner of the projects who can actively participate in the processes of decision-making and implementation; or is it merely a group of beneficiaries who are waiting for the project to make the particular products and services available to them?




PARTICIPATION OF LOCAL COMMUNITIES

In assessing investment project impacts and the development relevance, researchers usually begin with interviewing officials in the Netherlands and recipient countries. They then follow their explanations and policy documents to fully understand the beneficiary profile, which had been elaborated based on socioeconomic diagnoses and quick appraisals. At the same time, researchers can also independently conduct participatory appraisals in beneficiary communities in order to highlight how the communities understand and engage in particular projects. Every PPP project, especially when it involves land acquisitions, has a component of community participation, and researchers are expected to verify official explanations about the initial consultation and consent-building processes between investors and local communities (Pearce, 2016).

Recent studies have shown that in many cases, after the PPP project gets underway, the story of participation tends to end as if the consultation and consent-building were the project goals (Otsuki et al., 2017). In addition, how the participants are selected within each community are often unclear, and PPP projects do not define who the potential managers and users are. RVO describes PPPs as the framework to promote ‘joint goal setting and alignment of social and business goals’ (RVO, 2014), but who can fully participate in this goal setting and alignment are usually not specified.

In general, the Dutch Diamond approach mentions local communities in the category of CSOs, which, in practice, includes mainly local and national NGOs in cooperation with international NGOs. However, as we see below, this blind inclusion and conflation of CSOs, NGOs and local communities are problematic since local communities can also deal directly with private businesses, the government or knowledge institutions and NGOs do not always represent civil society at large. Moreover, CSOs do not necessarily represent particular local communities. Even when NGOs or CSOs strongly advocate communities, their engagement is usually limited to the duration of a project framework, and it is not always sustainable (Otsuki, 2011).

In short, even in the relatively inclusive Dutch PPP modality, local communities are in an elusive position. In order to enhance development relevance of the aid and trade through pro-poor PPPs, it is imperative to look into different patterns of involvement of local communities in ongoing pro-poor PPP projects and explore the limitation and possibility of genuine partnership between the ongoing PPPs and local communities. The patterns will help us specify conditions that are necessary for a local community to be an equal or even leading partner of the four major actors in the Diamond approach.

Below, we compose descriptions of three PPP projects that involve Dutch public and private actors in different sectors, mainly drawing on secondary sources and authors’ previous research experiences. On the contrary to usual explanations about challenges and opportunities for PPPs, which focus on interests, roles and responsibilities of the established public and private actors, the descriptions aim to reveal forms and degrees of community participation throughout the project planning, implementation and evaluation process. With this identification of different forms of community participation, we wish to generate a new discussion on how a PPP project creates and connects various nodes of relationships among the involved actors, and how they work to define locations of responsibility, ownership or leadership (e.g., Massey, 2004). We aim to show that the very definition of pro-poor PPPs is often unsure about how to position local communities in the decision-making and project implementation processes. Researchers have an important role to play in addressing this problem.






Three Patterns of Community Participation in Pro-Poor PPPs


NATURAL GAS EXTRACTION AND GROWTH CORRIDORS IN MOZAMBIQUE AND TANZANIA

In 2010, East African natural gas boom started in Mozambique and Tanzania (KPMG Africa, 2016). The off-shore gas deposit in Rovuma Basin has attracted transnational companies to the region, and both countries rapidly emerged as the fastest-growing ‘frontier markets’ (The Economist, 2014). In 2014, the Dutch oil giant Shell and infrastructure companies such as BAM and Boskalis shaped a consortium of businesses that would establish the trade relationship between Mozambique, Tanzania and the Netherlands. The Dutch Development Bank (FMO), RVO and the Ministry of Foreign Affairs actively supported this relationship.

While the involvement of the Dutch private businesses naturally represents their self-interest, the recipient governments are using the investors’ interests to boost a number of related economic development projects. Both in Mozambique and Tanzania, the governments shaped PPPs with gas and mining companies, infrastructure companies and other investors to adopt spacing schemes called growth corridors. These corridors are meant to improve harbours from where the natural gas will be transported and to extend the railways and roads that link such sites of extraction to inland cities and other mineral extraction sites (Kirchner & Power, 2015).

As famously discussed by Ferguson (2006), mineral extraction in Africa tends to create ‘enclaves’ from which local communities are excluded to receive benefits. The growth corridors are expected to change this by connecting enclaves and reshaping regional development. Currently, in all over sub-Saharan Africa, there are 30 growth corridors, and Mozambique has 6 of them in implementation and Tanzania hosts one of the largest corridors called the Southern Agricultural Corridor (Weng et al., 2013). These corridors typically involve private mining and gas companies for the transport infrastructure development, most of which are co-financed by development banks including the World Bank, African Development Bank and the FMO. Along the infrastructure development, various ministries and local governments partner with the investing companies to attract further investment projects mainly in the agricultural sector, as well as to manage impacts of the associated large-scale land acquisitions on local communities.

However, management of the impacts on local communities has been largely unsuccessful. For example, Mozambican national farmers’ union and advocacy organizations are campaigning against the corridor development in relation to the natural gas extraction and agricultural investments because compulsory land acquisitions invariably entail displacement of local communities without generating adequate compensations and benefit-sharing schemes (UNAC & GRAIN, 2015). In particular, it is known that sustainable infrastructure development requires inclusive governance arrangements and the sense of civic ownership (Larkin, 2013; Ostrom, Schroeder, & Wynne, 1993). Yet, in these new corridor projects, little has been discussed about whether or how the displaced people themselves could take part in governance arrangements and nurture their sense of ownership.

The large-scale mineral extraction and infrastructure development tend to create another problem considering the PPP arrangement. Even if consultations and participation of communities are promoted to minimize the impact of land acquisitions, infrastructure development is in fact processual, which involves planning, implementation and management, and the process can easily take a decade. In some cases, local communities had been consulted about displacement long time before the actual implementation underwent. Meanwhile, new situations, actors and contexts would emerge, requiring to renew negotiations (Otsuki, Read, & Zoomers, 2016).

Since local communities are usually excluded from the PPP arrangement in the large-scale investment projects, investors tend to see the demands for (re)negotiations, compensations and benefit-sharing as a resistance and a barrier for collaboration. In some growth corridors, investors have tried to show their considerations by sharing the master plan. However, communities are never encouraged to take part in shaping up the master plan in the first place, and their feelings of exclusion persist (UNAC & GRAIN, 2015). If local communities constitute the partnership from the outset, this sense of exclusion could be alleviated. In addition, evaluation of the project process and impact assessment could take more longitudinal approach, accompanying how communities experience the impacts of large-scale infrastructures in their changing political, economic and social contexts on the ground. This means that we need a new pro-poor PPP framework that institutionalizes the involvement of local communities in large-scale investment projects.

In short, the case of current mineral and gas extraction and related infrastructure development shows a typical lack of thinking about local communities as potential partners in PPP projects. Local communities are merely recognized as entities represented by civil society and advocacy organizations that demand for negotiations with investors and government agencies.




AGRICULTURAL DEVELOPMENT AND FOOD SECURITY IN MOZAMBIQUE

In the agricultural development sector, PPPs have more clearly addressed the concerns for including local communities directly in the investment projects. One of the known cases of this inclusion is called Pro-Parcerias (Pro-Partnerships) programme initiated at a pilot scale in Mozambique in 2009. The Dutch Embassy in Mozambique has contributed to the establishment of this programme in collaboration with the Mozambican National Directorate for Promoting Rural Development (DNPDR) of the Ministry of State Administration and the International Fund for Agricultural Development (IFAD). The programme is about establishing a collaborative relationship between local communities of smallholders and the investors from the outset in order to avoid conflictive situations as seen in the large-scale mineral and infrastructure projects.

Mozambique leads the establishment of such community–investor collaboration, primarily because the country has relatively progressive land laws instituted in 1997 and 1998. According to these laws, external investors seeking to appropriate the community land ‘can only negotiate’ the land user rights ‘when there is an officially approved process of community consultation’ (Article 13, Land Act 19/97). The mandatory community consultation is meant to establish benefit-sharing agreements between local groups and the investor, intermediated by local governments (Vermeulen & Cotula, 2010). It can decide on how land rights are transferred from the community to the investor, and on contents of compensation for this transfer based on legal community boundary delimitation and official mapping.

In the consultation process, investors are supposed to offer basic social services and infrastructure as a form of compensation for taking over the community land and as a way to fulfil its corporate social responsibility. However, ‘such agreements can never substitute for the loss of livelihoods’ (Boche, Tanner, Zimba, & Anseeuw, 2013, p. 12). As problematized in the above case of large-scale investment projects, compulsory land acquisitions and displacement tend to impoverish small farmer communities in developing regions (McDowell, 1996). In addressing this problem of livelihood impoverishment for smallholders, the pro-partnerships programme attempts to turn the vision of compensating for the negative impacts of investment into one of promoting the community’s ‘active participation as partners’ and improving their livelihoods through the PPP arrangement (Boche et al., 2013, p. 12).

According to the Mozambican government, 10 communities have been selected by 2014 to carry out five pilot projects within the pro-partnership framework (DNPDR, 2014). Each project involves at least one large-scale agribusiness investor who agrees to set aside parts of the acquired land for the community’s subsistence farming activities. The community members are also offered contracts to work on the company’s land so that the smallholders can obtain diversified opportunities. This model is largely in line with the widespread contract farming promoted as an inclusive business model in PPPs throughout Africa, which would help farmers to organize themselves and get into the contract with agribusinesses (e.g., Di Matteo, Otsuki, & Schoneveld, 2016).

The pro-partnership programme can thus be seen as balancing the communities’ demands for livelihood security, the state interests in large-scale agricultural development and the agribusinesses’ profit-making activities. However, looking into details of each project reveals that the project establishment and management heavily depend on support from international and national NGOs that work to broker the relationship between the investor and the community (DNPDR, 2014). This project’s heavy dependence on NGOs to deal with local communities as a part of PPPs is problematic, mainly for two reasons.

First, NGOs are funded by different funding agencies under various programmes, which make their accountability more complex than local governments (Fisher, 1997; Lister, 2003). According to a general analysis of the pro-partnerships programme by Boche et al. (2013, p. 16), ways in which the programme attempts to establish a community–company partnership represent the classic ‘principal-agent’ problem, which is ‘concerned with situations in which one actor (the principal, e.g., the local community as land right holder) engages in a contractual arrangement with another actor (the agent, e.g., the investor) to carry out work on the principal’s behalf’. In addition to the conventional problems of discrepancy between real objectives of activities by the principal and the agent, the important problem arises in relation to the issue of ‘asymmetric information’. In other words, the local community has little means to verify information about how well the investor is carrying out their work on the community’s behalf on their land even if they set up a joint goal of improving food production and livelihood security. In this context, NGOs, which are supposedly accountable to the communities, play a vital role to provide the community members with necessary information. However, their commitment is often short-lived due to the funding framework or NGOs’ own incapacity to access and make the necessary information publicly available.

Second, as the International Senior Lawyers Project has recently pointed out, such community–company partnerships typically fail to provide the community with grievance mechanisms (Otsuki et al., 2017). When the participating community complains about their contracts, they typically go to the brokering NGOs that can only direct the communities to local governments where official consultation documents are filed. However, in practice, no official channels have been established to accompany the complaints and support conflict resolutions. As Fairbairn (2013) points out, the historically entrenched political and economic inequality unfolds when investment projects create conflictive situations. The brokering NGOs are usually expected to save the investment projects in collaboration with governmental agencies and companies, even if this entails marginalization of the communities.

This case thus shows that even if the local community is actively mentioned as a partner of PPPs, reliance on NGOs to shape the partnership still keeps the community in a relatively vulnerable position. The NGOs as well as knowledge institutions involved in such pro-poor PPPs need to reduce this vulnerability by proposing a concrete institutional framework in which communities can take a lead in setting up an official channel for information sharing and putting contentious issues on the table of negotiations.




SANITATION IN INFORMAL SETTLEMENTS IN KENYA

The above two cases treat local communities as external to, or partners with, the established PPPs largely brokered by NGOs. In informal settlements where public service provisions such as water and sanitation do not involve public sector, communities are central to their own development projects. They actively partner with NGOs and also in some cases with private sector agencies that provide money and technical assistance. Nairobi, the capital city of Kenya, has 60% of its population in informal settlements. A wide range of international NGOs, including Dutch ones such as SNV Netherlands Development Organization, have worked through local institutions to create basic services in water and sanitation sectors.

Usually, international NGOs have their integrated water and sanitation programmes in large informal settlements where official service grids do not cover. Local and national NGOs play an important role by partnering with these international NGOs, mostly funded by international development agencies and private foundations that provide funds for necessary materials to construct water and sanitation facilities. The local and national NGOs call upon community-based organizations (CBOs) to participate in deciding the design and management modalities of these facilities.

Kenya has actively developed a law to facilitate institutionalization of CBOs after the infamous riots that erupted after the 2007 presidential election. The organization of communities has been considered to be vital for the creation of the institutional environment in which local communities do not become marginalized.

The CBOs usually take a lead in procuring construction materials, consulting with technical experts from NGOs or local governments, and managing facilities. They make their own business models to sustain the facilities, typically by charging a small amount of money for each use. As CBOs are embedded in the neighbourhood where the facilities are constructed, each CBO leadership is also expected to attend the user needs quickly, and consult supporting NGOs and local governments if problems arise. In this way, local communities are given the leading role in their own projects, which partner with the public and private actors. This is why some NGOs such as SNV would emphasize that their projects operate through the ‘community-PPP’ model (SNV, 2016), instead of vaguely locating communities within established PPPs without clearly mentioning their specific roles.

Both the public and private partners, in turn, will need to seriously understand how CBOs operate and how the user community that surrounds each CBO interacts with the infrastructure they have helped to establish. For example, Nairobi city council’s planners are beginning to reach out CBOs in order to connect the ‘informal’ sanitation projects with the formal part of the city. In this reaching out process, the planners need to ‘informalize’ their ways of doing things instead of striving to formalize the informal settlers’ practices (Otsuki, 2016). In this way, local communities as organizations are taken seriously as leading partners and not merely beneficiaries.

Naturally, sustainability and economic viability of such CBO-led public services funded by private actors depend much on the capacity of each CBO to coordinate and to manage the project. For a CBO to learn from the project participation, the members need to have opportunities to train themselves not only with support from PPP members but also among other CBO members who can reflect on and share the project experiences. In reality, such training and exchange rarely take place, and a considerable number of projects go awry after a few years because of the incapacity of CBO leadership and project management failure.

As most CBOs are based on non-entrepreneurial organizational bases – such as mutual saving groups, youth groups, women groups, religious groups, etc., their entrepreneurship and professionalism must be nurtured. In a larger context, this case raises a question of how a PPP can build on the existing entrepreneurship of local communities. In fact, any entrepreneurial activities rely on networks, and even a very poor local community has connections to some networks that can be further connected to any PPP project. When a CBO is organized, such existing connections and networks should consciously be used to determine how to invest in and develop an upcoming community-PPP project.






Discussion: From Pro-Poor PPPs to Community-Led PPPs?

The three PPP patterns observed in Africa show that degrees of local community participation vary among the existing pro-poor PPPs. Local communities are there to be consulted, become a business partner or lead the project. Each PPP project has a particular assumption about the capacity and necessity for a local community to get involved in the project, and the assumption is materialized through how local communities are treated in the PPP modality.

For the large-scale mineral extraction and infrastructure development project, local communities are largely in passive or in reactionary positions, whereas food security and public service provisions sectors consider local communities to be active business partners. Of course, this difference is primarily affected by the sector or core activity of the particular PPP since, for major mining and related infrastructure projects, local communities do not serve real purpose, and as long as they are consulted (and compensated, if needed) then no further commitment is sought after. In other words, local communities are not targeted by certain PPP projects even though they generally claim to be pro-poor. On the other hand, food security and public service provision projects directly target local communities, either as beneficiaries and/or business partners. As an effect, the role and level of participation by local community members in these PPPs becomes more engaging. The degree of active partnership can further differ depending on the project reliance on brokering organizations such as NGOs and the organizational capacity of each community.

Such different patterns of community involvement stem from how much a PPP project can balance the relationship between the project’s profit maximization and benefit-sharing. Obviously, private actors need to pursue profits in order to exist in the first place, and the governmental agencies’ role is to ensure the use of parts of the profits for the public interest. However, the public here does not always indicate the communities affected by the PPP projects. To place communities as representatives of the public interest requires indicators by which each PPP project can evaluate its relationship with local communities. We can identify at least three such indicators:


	(1) When a community needs to be displaced or its communal land must be ceded for a PPP project, this community should not only be compensated but also be given an opportunity to involve in the project process and benefit from its outcomes.

	(2) When a community is already designated as a partner, its roles within the project must be clearly outlined in relation to the involved public and private actors.

	(3) When a community leads a project, it should be able to learn from different community organizational experiences and improve the management skills.



Using these indicators, the PPP actors must strive to clearly communicate with the affected communities about their visions so that the communities themselves can understand where they stand in relation to the PPP project, which significantly affects their land and livelihoods. At least, the communities should neither be automatically grouped as a part of CSOs nor be defined as beneficiaries who have little say about the investment decision-making and implementation. Even in the most passive positions, communities have the right to be convinced that they stay passive, given all the other choices and possibilities of participation. Any investment projects that relegate local communities to unclear positions within the PPP deprives communities of this right and the opportunities to choose their futures. And, such projects should not be labelled as being pro-poor.

This means that, apart from the existing emphasis on consultations and consent-building with local communities at planning, implementation and management of PPP projects, a promise and realization of follow-up activities to closely reflect on the community needs become important. In other words, participation does not only have to be facilitated for the project planning, implementation and management but also for the evaluation and periodic impact assessments. Even when communities are not included as business partners of PPP projects, they can still lead the investigation about how investment projects are impacting community livelihoods activities and the existing entrepreneurship. If there is a space for communities to advance their ongoing development process by partnering with PPP projects, their involvement must be considered.

To sum up, pro-poor PPPs ultimately require reflexive process that incorporates solid possibilities for communities to decide on their involvement in the PPP projects. And, in most cases, much of local communities’ needs for development are not very expensive compared to the overall financial requirement for PPPs. Therefore, the needs should become more integral to the ongoing and upcoming PPP projects, as the related negotiations are supposed to continually take place between all parties. We suggest that by clarifying different degrees of local communities’ relationship with PPP projects, PPPs can ultimately become more transformative, effective and truly development-relevant.




Conclusion

In this chapter, we have discussed how the international development community and private businesses could make PPPs relevant for local development that works for the poor. Drawing on three different PPP project types that involve Dutch international cooperation policy and the Diamond approach in Africa, we have looked into relationships between investment schemes, implementation processes and local communities’ participation assumed within each project. In essence, we believe that PPPs will work for the poor if their participation is systematically incorporated albeit to different degrees. A community can be a beneficiary, a business partner or a leader of PPP. The important point is that the community needs to know about all the possibilities and choose their positions, instead of always being defined by other PPP actors how they will be affected by or benefit from the PPP project. Do communities have enough space to ask: How will the PPP impact our livelihoods and our environment? What do we consider to be beneficial to us? Shall we participate and if so how?

This means that institutional and evaluation mechanism of each PPP project must include procedures to hear community voices throughout the project process. In this chapter, we have focused on the Dutch approach because it largely supports the practice of community participation and thus pushes an agenda for inclusive development. Yet, we find that their inclusive models do not specify specific roles that could be played by local communities in PPP projects. Currently, local communities are often conflated with civil society organizations who in fact act more as intermediaries between communities and other PPP actors than community representatives. Once the place of communities is clarified within the PPP, the project managers should communicate this clarification with the communities when communities are not managers themselves. When communities do manage the projects, they also need to actively communicate the project process with other PPP actors by holding periodical discussions and negotiations between the PPP actors and local communities.

In a broader context, the very term pro-poor PPP inherently contains ambiguity about whether the poor themselves are included in the PPP or not; the PPP could target the poor as beneficiaries (for the poor), include the poor as a partner in its design and implementation (with the poor), or let the poor lead their development (by the poor). The proliferating inclusive businesses through PPP projects largely assumes externality of the poor (so that they can include the poor from outside). However, as we have discussed in this chapter, development relevance is enhanced if the project ownership by the poor is guaranteed in a long term. By the same token, businesses that are supposedly led by the poor (e.g., Bottom of the Pyramid business models) do not specify how they form PPPs, collaborating with other public and private actors. Thus, we also argue that it is important to keep on scrutinizing meanings of terms used in investment projects in general, such as pro-poor and new inclusive business models.
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ABSTRACT

This chapter examines the potential of public–private partnerships (PPPs) to contribute to the achievement of rural transformation objectives in the agriculture sector of developing countries. The chapter draws on the findings from a recent publication by the United Nations Food and Agriculture Organization (FAO, 2016) that analysed 70 case studies of agri-PPP projects from 15 developing countries in Africa, Latin America and Asia. A typology of four common project types was identified: (i) partnerships that aim to develop agricultural value chains; (ii) partnerships for joint agricultural research, innovation and technology transfer (ITT); (iii) partnerships for building and upgrading market infrastructure; and (iv) partnerships for the delivery of business development services (BDS) to farmers and small enterprises. Findings suggest that while positive contributions to agricultural transformation objectives exist, there remain several outstanding issues associated with the impact of agri-PPPs on poverty reduction and inclusion which still need to be addressed. Weaknesses were also identified in the governance mechanisms that support these partnerships, with limited assessment of value-for-money versus opportunity cost when considering the public benefits delivered. Interest in and support of agri-PPPs is growing in many developing countries, however, there remain many unanswered questions about the practicalities of designing and implementing such projects. The findings from this study make a contribution towards closing this knowledge gap by documenting useful insights for policy-makers on the potential benefits and limitations of agri-PPPs and differences in approach when compared to traditional PPPs.
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*This chapter draws on the findings from the following publication FAO (2016).


Introduction

Rapid transformation of agrifood systems1 has been occurring worldwide with important implications for economic development (Mergenthaler, Weinberger & Qaim, 2009; Reardon, Barrett, Berdegue, & Swinnen, 2009; Swinnen & Maertens, 2007). During the past three decades, global trade in agriculture and food products quadrupled from US$230 billion in 1980 to almost US$1,100 billion in 2010 (Maertens & Swinnen, 2015). Looking forward to 2024 and beyond, growth in the demand for agrifood products is anticipated to be driven primarily by developing countries where slowing population growth, increases in per capita incomes and higher urbanization are changing consumer diet preferences. Rapidly increasing demand for processed foods, animal products such as poultry, fish and dairy and staples including cereals, roots and tubers for food, feed and biofuel are projected (OECD & FAO, 2015; World Bank, 2015). As a consequence, production structures in many developing countries are shifting towards increased production of high-value export commodities and processed agrifood products. These trends highlight the global importance of agrifood industry development and the strong opportunities for developing countries to respond to emerging domestic and regional demand.

The development of agrifood industries has, in many countries, helped to forge the necessary link between the agriculture and manufacturing sectors, which in turn has catalysed the development of broader manufacturing industries that stimulate economic growth by providing material inputs for food-processing, textiles and biofuels (UNIDO, 2011; World Bank, 2013). It is estimated that globally, agro-industrial activities account for 14% of total manufacturing value added (MVA) in industrial countries and 27% in emerging markets (UNIDO, 2013). In the developing world, agro-industry is estimated to account for 26% of MVA in the newly industrializing countries, whereas agro-processing industries accounted for 68% of total MVA in the least-developed (agriculture-based) countries (LDCs) (UNIDO, 2013; World Bank, 2007). By embracing agribusiness and agro-industrial development, countries such as Thailand, Malaysia and Chile have shown that successful transitions from agriculture-based to diversified economies are possible, with evidence of strong results along the way in achieving poverty reduction and creating employment in rural areas. The agrifood sector is often the main source of off-farm employment in rural areas of poor countries (ILO, 2008; Maertens, Minten, & Swinnen, 2012) and has been found to have positive effects on the empowerment of women in several countries where high-value agro-food exports are produced (Maertens & Swinnen, 2012; Van den Broek, Hoyweghen, & Maertens, 2016).

Yet in order to unleash this potential, high levels of investments are required along the agricultural value chain. Such investments include productivity-enhancing research and technology, human resource development, and hard and soft infrastructure to improve transport, storage, processing and marketing of agrifood products. Low public budgetary allocations to the sector over the past decades have slowed down the growth with repeated calls for increasing investment (FAO, 2012; World Bank, 2007). For example, in 2003, the Maputo Declaration called on all African Union countries to increase investments in agriculture to at least 10% of their national budgets (African Union, 2003). Despite the relative rise in public-sector finance for agriculture globally during the period 2000–2008 (Beintema, Stads, Fuglie, & Heisey, 2012), budget allocations are still insufficient and the scale of the investments required is beyond the means of the public sector alone. The mobilization of additional resources from the private sector is therefore considered necessary to supplement both public financing and official development assistance.

To address these challenges, innovative partnerships that bring together business, government, smallholder farmers and civil society actors are increasingly being promoted as a mechanism for pooling much-needed financing while mitigating some of the risks of doing business in the agriculture sector (IDS & IFAD, 2015; MFA, 2010; WEF & McKinsey and Company, 2013). Commonly referred to as PPPs or public–private-producer-partnerships for agricultural development (i.e., agri-PPPs and 4Ps), these initiatives are broadly promoted as having the potential to help transform the production-oriented agriculture sector of developing countries, towards a more market-oriented, modernized agrifood sector with resultant benefits in terms of farmer–market linkages and employment creation in rural areas.

While the traditional rationale for employing PPPs is related to market failures in the delivery of public goods and services such as roads, education and health services, both the definition and rationale is broadened for agri-PPPs. The emergence of PPPs in the agriculture sector responds to the failed delivery on national socio-economic objectives such as food security and food safety, environmental protection and the viability of rural areas. Agri-PPPs appeal to policy-makers and practitioners of agricultural development for four main reasons: (1) the potential to pool funds and leverage financing to address the massive under-investment in agriculture and related infrastructure in recent decades; (2) the risk-sharing function of PPPs that can help structure projects to address an array of sector-specific risks including production risk, market risk and risks related to the enabling environment for private-sector investment in agriculture; (3) benefits associated with improved efficiency and market access by tapping into the innovative technologies and superior management and marketing skills of the private sector; and (4) food security and inclusion outcomes by catalysing the development of value chains that include smallholder farmers and small and medium agricultural enterprises (SMAEs) as key suppliers of raw materials to downstream agribusiness firms.

Despite general acceptance of the potential role of PPPs in advancing development goals in agriculture, there is still limited rigorous analysis and systematic information available on the current experiences and best practices for using these types of partnership to support agricultural development. In addition, there is virtually no discussion of how agri-PPPs differ, and could learn from, traditional PPPs in the infrastructure sector. Given the loose definition of what constitutes a PPP in the agriculture sector, there is also significant variation in the types (and purposes) of the partnerships, which increases the challenge of drawing conclusive findings (MFA, 2010).




Methodology

This chapter will draw on the findings from a recent publication by the United Nations Food and Agriculture Organization (FAO, 2016) that analysed 70 agri-PPP cases from 15 developing countries in Africa, Latin America and Asia, as a contribution towards closing this knowledge gap. In this publication, an agri-PPP was defined as a ‘formalized partnership between public institutions and private partners (agribusiness firms and farmers) designed to address sustainable agricultural development objectives, where the public benefits anticipated from the partnership are clearly defined, investment contributions and risk are shared, and active roles exist for all partners at various stages throughout the PPP project lifecycle’. (p. 5)

From this definition, the study selected 70 projects for analysis that conformed to the following criteria:


	Each PPP must involve an agribusiness enterprise.2

	A formalized agreement3 must exist between specific public and private partners.



The following additional selection criteria were also taken into account:4


	The partnership must have been operating for at least 2 years.

	The investment mobilized should be US$100,000 or more.

	The partnership should stimulate increased investment and profitability or reduced risk for the target agribusiness enterprise.

	There should be an expectation of positive societal impacts (i.e., public benefits) such as increased rural income, employment generation and/or value addition.

	The agreement should include ongoing dialogue/roles in governance and implementation for both partners (government and private sector).



Through key informant interviews and the analysis of secondary data, the case studies were profiled with details provided on the circumstances that led to the formation of the partnership, management approach and performance to date. Particular attention was given to identifying the specific roles and functions of each partner, including roles in governance, risk management, implementation and monitoring; the main drivers behind these arrangements; the incentives for partners’ involvement in the PPP; and the results achieved at the completion of the project.

In the following section, a typology of the main categories of agri-PPP projects identified are presented and discussed, with an example given of a project identified under each of these four categories. The four example cases have been selected to highlight the diversity of roles and relationships that exist between the partners, including the formality of the partnership agreements, the financial contributions made and the economic and social benefits delivered as a result of the partnership. Part 4 highlights the cross-cutting findings from the analysis of the 70 cases and discusses some of the differences between agri-PPPs and traditional infrastructure PPPs. Part 5 summarizes the main benefits and challenges of agri-PPPs including what can go wrong during implementation, and discusses the weaknesses in existing governance structures for managing these type of partnerships in the agriculture sector. In Part 6, conclusions are drawn on the circumstances under which agri-PPPs may be considered the best approach towards achieving agricultural transformation outcomes and provides lessons for policy-makers. Some limitations of the study and areas for future follow-up research are also identified.




Entry-Points for Agri-Public–Private Partnership Projects

From the 70 cases investigated, a typology of four common project types was identified:


	partnerships that aim to develop agricultural value chain development (VCD)

	partnerships for joint agricultural research, innovation and technology transfer (ITT)

	partnerships for building and upgrading market infrastructure (MI) and

	partnerships for the delivery of business development services (BDS) to farmers and small enterprises (BDS).



The majority of the cases studied were VCD PPPs (57%), followed by ITT PPPs (23%), BDS PPPs (11%) and MI PPPs (9%). While not exhaustive, the above classification gives government officials an idea of the diversity of models and the scope for PPPs in the agriculture sector of developing countries. For each of these project types, a clear rationale for adopting the PPP approach emerged from the analysis.


PARTNERSHIPS FOR VALUE CHAIN DEVELOPMENT (VCD)

One of the prominent transformational challenges for the agriculture sector in developing countries is the transition to increasingly market-based agricultural systems that take into account current and future demand trends for food, raw materials and labour. In response to these trends, a high level of coordination among all actors involved in the supply chain is necessary to produce differentiated agrifood products that meet the demands of consumers in a way that guarantees food safety and environmental sustainability. At the same time, ensuring that these chains are developed in a way that achieves national food security, promotes inclusiveness of smallholder farmers, stimulates broad-based industry development and encourages equitable sharing of value created along the chain is in the interest of government partners and in line with national socio-economic objectives. There is therefore clear interdependency between the objectives of the public and private partners.

This study identified a subset of VCD partnerships that were designed primarily to stimulate broad-based investment into large-scale food and industrial crops such as oil palm, sunflower oil, sorghum, rubber, sugar, maize and rice. Several of the partnerships aimed to address domestic food security concerns associated with low productivity and import substitution, while generating employment and improving the livelihoods of rural communities. This was accomplished by increasing value along the value chain through the adoption of improved technology and production practices, establishment of agro-processing facilities and increasing market access for smallholders, often through contract-farming agreements (FAO, 2013a).

These partnerships were often supported by national programmes that package policy incentives to attract private-sector partners and create a favourable regulatory environment. Preferential access to land for the establishment of nucleus estates5 and associated tax incentives are common. They often involve formalized (contractual) agreements between lead private companies, national- or local-level government units and financing institutions. Financing is frequently made available to smallholders based on a subsidized interest rate agreement with the public partner, whereby the private company acts as guarantor for the loans. Governance mechanisms may also exist at either national or local level to help structure these partnerships and promote accountability.

The case study presented below for oil palm production in Indonesia is a useful example of a VCD partnership whereby the abovementioned elements have been packaged together under a PPP agreement (Box 1). For example, the national public partner was able to create a supportive regulatory environment and work together with the private company and local government partners to ensure that the inclusion of smallholder farmers could be achieved. Under this programme, any oil-palm plantation company willing to form partnerships with smallholders will gain access to a land area of at least 20% of the total plantation area and will have a business licence granted for 35 years. Each farmer included in the agreement must have a minimum of 2 ha of land and receive access to finance to establish the plantation. Risk sharing was also built into the agreement that transferred some of the risk of default on loans away from smallholders through bank guarantees, subsidized interest, secure purchasing contracts and business management training for farmer organizations (FOs). The roles and relationships between the partners were clearly defined under the terms of the partnership agreement (Figure 1), and the results demonstrate a range of positive impacts for farmers including market access and income generation (Box 2).

 


Box 1. OIL PALM PPP EXAMPLE FROM INDONESIA – BACKGROUND.

Indonesia is currently the world’s largest producer of palm oil. To develop sustainable palm plantation areas, the Indonesian Government introduced regulations to support and motivate private plantation companies to cooperate with farmers operating in their vicinity under a partnership programme. The PIR–KKPA partnership scheme was initiated in 1998 and is an agreement between stakeholders (oil palm farmer cooperatives, state bank and a private enterprise) and the Ministry of Agriculture, with the Ministry of Cooperatives as an oversight body. The main objective of the programme is to improve income for local communities by promoting and developing farmer plantations, as well as empowering the functions and roles of village unit cooperatives (VUCs). In the below example, two separate working agreements were established among the partners to support the implementation of partnership activities. Total funds invested were Rp151.25 billion (US$16.7 million) of which the company invested around Rp96.5 billion (US$10.6 million) during the development stage. Public sector contributions were in the form of in-kind support and subsidies to reduce the commercial lending rate to smallholders from 25% to 16% per annum.

Source: FAO (2013b); Agribusiness public–private partnerships: country reports. Rome: A country report of Indonesia
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Figure 1. Roles and Relationships Between Partners Participating in the Oil Palm PPP in Indonesia. Source: FAO (2013b).

 


Box 2. OIL PALM PPP EXAMPLE FROM INDONESIA – RESULTS.

The direct beneficiaries are farmers, VUCs and the private plantation company (PT Sampoerna Agro Tbk). The PPP involved 2,500 farmers organized into five VUCs with a total plantation area of 5,000 ha. The main benefits for farmers are (a) access to technical knowledge and education in oil palm cultivation provided by the private company and the local government agency; (b) increased production for harvest; (c) securing the market and contract payment for FFB by selling to the nucleus company; (d) obtaining knowledge and experience in partnering and managing a cooperative (VUC); (e) obtaining a bank loan facility to improve and continue to develop their agribusiness enterprise. For 5,000 ha, it is estimated that for up to 25 years after planting, farmers could earn an average of around Rp4.25 million per month (US$470/month) or Rp51 million per year (US$5,600/year), significantly higher than the Indonesian gross national production (GNP) per capita of around US$3,000 at the time of the partnership (2010).

Source: FAO (2013b); Agribusiness public–private partnerships: country reports. Rome: A country report of Indonesia.






PARTNERSHIPS FOR INNOVATION AND TECHNOLOGY TRANSFER (ITT)

Achieving the targets for agricultural growth and rural poverty reduction set out in national socio-economic development plans requires advances in agricultural productivity, labour efficiency and value addition. None of these targets are likely to be met in the absence of innovative applied research solutions that address complex problems such as pest and disease management, climate change impacts, post-harvest losses, poor product quality and food safety and low value addition. Research and development (R&D), or ITT PPPs, have a long history of demonstrating the benefits associated with organizing researchers, service providers and farmers into networks. They can improve the demand-driven nature of research solutions and facilitate more efficient transfer of technology to farmers.

In many developing countries, particularly in Asia and Latin America, PPPs have long been applied in advanced agricultural R&D projects. ITT PPPs are commonly used to develop, commercialize and drive adoption of improved seed varieties, equipment, machinery and agronomic practices. They are by far the most documented type of agri-PPPs, and there are case studies from more than 200 R&D projects around the world (IFPRI, 2007; Spielman, Hartwich, & von Grebmer, 2010). A set of guidelines for practitioners has also been developed on how to design, implement and evaluate PPPs for agricultural innovation (IFPRI, 2008).

For public partners, partnering with the private sector often provides an opportunity to leverage investment and gain access to cutting-edge technology, research methods and management skills needed to develop the products of research from the conceptual phase through to commercialization and adoption at various stages of the value chain. For private partners, PPPs provide an opportunity to reduce the risk associated with entering new and emerging markets by sharing investment costs, drawing on local technical skills and genetic materials, securing a level of protection over intellectual property (IP) and plant breeders’ rights, and tapping into extensive public-sector rural networks that can be used to support product distribution and adoption.

The typical ITT PPP model involves a public research institute as the provider of the foundation seed or improved technology, a private seed company responsible for multiplication and commercial distribution of the seed under an exclusive licensing agreement, and contract farmers who produce the seed under buy-back agreements with the private partner. The ITT case study example from Pakistan (Box 3) clearly demonstrates how this model can work in practice, and how it can be successfully tailored to meet the pressing challenges of climate change and the need for affordable access to new adaptation technologies in remote rural areas.

 


Box 3. ITT EXAMPLE FROM PAKISTAN – DROUGHT-RESISTANT WHEAT SEED.

Background: This PPP was implemented in 2010–2012 as a pilot project in line with the Government of Pakistan’s PPP policy introduced in May 2010. The newly established PPP unit in the Planning and Development Department of Punjab was instrumental in streamlining the procedural formalities for the agreement and set an example for future PPP endeavours. The partnership aimed to address rural poverty and food security concerns associated with low productivity of wheat production in the Barani (rainfed) area of Punjab. By forming a partnership between the Barani Agricultural Research Institute (BARI) as the public partners and the Zamindara Seed Corporation as the private partner, a locally adapted, drought-resistant seed variety was developed by the research institute and commercialized by the private company to provide smallholders with affordable access to improved seed. The total cost of the agreement was PKR1.373 million (~US$14,300). A formal contract was signed between the two parties and the investment costs were shared by the private seed company and the publically funded Sustainable Land Management Programme (SLMP). The company provided 52% of the total cost and the remaining 48% was provided by the SLMP.

Results: Ninety thousand kilogrammes of drought-resistant seed was produced under contract with five farmers and four seed distribution points were established in remote areas to sell seed to farmers at the agreed price of PKR38 (US$0.44) per kg. The benefits for farmers from the use of improved varieties were an increase in additional wheat yield of 200 kg per acre which can be valued at PKR7,500 (US$78), as well as improved land cover to control soil erosion. The partnership achieved a 58% return on capital invested and 24% sales margin for the private company from associated seed sales. Following the completion of the partnership, the operation was taken over by the private partner who doubled seed production in the subsequent season. For the public partners, the PPP has contributed to national food security and poverty reduction outcomes, as well as delivering environmental benefits associated with reduced soil erosion through an increase in planting areas. The public research institute also benefited from an increase in income for research through the ongoing sale of basic seed under licence to the company.

Source: FAO (2013b); Agribusiness public–private partnerships: country reports. Rome: A country report of Pakistan.






PARTNERSHIPS FOR DEVELOPING AGRICULTURAL MARKET INFRASTRUCTURE

PPPs for agricultural MI are the category that comes closest to traditional infrastructure PPPs. Agricultural MI comprises both on-farm elements (e.g., irrigation) and off-farm structures and facilities dedicated to agricultural marketing and processing (e.g., wholesale markets, packaging facilities, pre and post-harvest storage facilities). The main rationale is to facilitate access to markets, especially to support commercialization of smallholder agriculture. Availability of off-farm MI allows collective marketing of smallholders’ produce, which has the potential for significantly reducing transaction costs, thereby increasing incomes for smallholder farmers. Input trading centres also contribute to bringing economies of scale to the distribution of seeds, fertilizers and other agricultural inputs. Availability of post-harvest facilities such as storage and trading structures prevents food loss and waste and is instrumental in addressing price fluctuations (FAO, 2008).

In recent years, the number of MI partnerships has grown in tandem with efforts by many developing countries to boost agricultural productivity and facilitate the flow of surplus farm produce from the farmgate to consumers. Consequently, governments in developing countries have sought to undertake comprehensive upgrading of agriculture-related MI and facilities for improving off-farm activities (processing and marketing/distribution). Such market-oriented infrastructure is often meant to complement other public services and goods such as roads and utilities, which are essential for agricultural development and overall economic growth and competitiveness.

These PPPs involve formalized partnership agreements between national- or local-level government units and private firms, including financing institutions. Typical contractual arrangements used for MI PPPs include Build-Operate-Transfer, Build-Operate-Own, Design-Build-Operate, leasing, concessions, joint ventures, and management contracts. MI PPPs do not necessarily require the development of new MI, but can also be used to repurpose existing idle public infrastructure as demonstrated by the case study example from Kenya discussed below (Box 4).

 


Box 4. EXAMPLE OF MI PPP FROM KENYA.

Background: One example of an MI PPP from East Africa is the Kenyan warehouse receipt (WRS) initiative which took the form of leasing contracts. The Government of Kenya leased out public warehouses to private operators in the framework of a public–private collaboration that engaged other stakeholders including the regulatory/supervisory agency of the East Africa Grain Council (EAGC), depositors (i.e., farmers), private financial institutions and various donor programmes.

Results: By 2013, EAGC had certified 10 warehouses in Kenya with over 63,000 metric tonnes capacity and over 25,000 metric tonnes of produce deposited over 2012–2013. The performance of the Kenyan partnership is also measured in terms of access to credit by depositors: US$1 million warehouse receipt financing was advanced to over 12,500 farmers in 2013.

Source: FAO (2013b); Agribusiness public–private partnerships: country reports. Rome: A country report of Kenya.






PARTNERSHIPS FOR THE DELIVERY OF BUSINESS DEVELOPMENT SERVICES (BDS)

In developing countries, the provision of BDS is often crucial in facilitating the transition of smallholder farmers from subsistence to commercial agriculture, and in fostering smallholders’ integration into more intensified or specialized agrifood systems. Participating in modern food systems demands upgraded business and management skills (Webber & Labaste, 2010), which in turn call for effective, equitable, sustainable and inclusive business services that suit the needs of smallholder producers. However, when agribusiness services are fully subsidized by the public sector, donors or NGOs, they have a high probability to fail in meeting clients’ demand and achieving sustainability; yet when they are left at the mercy of the market, inclusiveness may not be assured (World Bank, 2012). Mainstreaming the delivery of BDS therefore requires an appropriate mix of incentives and new forms of private–public collaboration.

BDS PPPs include projects designed to supply specialized services to farmers and rural entrepreneurs in order to promote the start-up and development of on-farm and off-farm value-adding businesses. This includes services such as input supply, finance, business incubation and marketing. These services are critical to support the development of agripreneurs that will help achieving national targets related to job creation for women and youth in agribusiness activities. The study identified several BDS PPP projects in Latin America that were established under the framework of existing government programmes designed to help strengthen the economic sustainability of BDS providers, yet at the same time encouraging them to target a broader client base that included FOs and SMAEs. This was achieved by offering financial and technical support to these providers under the condition that they partner with FOs and SMAEs to deliver affordable, demand-driven services. The case study example from Peru discussed below demonstrates how an input-supply company was successfully matched with a FO to achieve market-driven outcomes (Box 5).

 


Box 5. EXAMPLE OF BDS PPP FROM PERU.

Background: In Peru, the Ministry of Agriculture’s Programme of Support Services to Promote Access to Rural Markets (PROSAAMER) offered financial and technical support to private operators that provided BDS to strengthen the entrepreneurial and leadership capacities of Farmer Organizations (FOs). The case study investigated an individual partnership that took place during 2009–2011 within the PROSAAMER framework, in which an input-commercialization company (Dimas Medina EIRL) provided BDS to the Association of Producers and Exporters of Watermelon (APEC). The ultimate objective was to deliver training and services to APEC to consolidate its capacity as a producer and exporter of high-quality watermelons. Total investment was US$501,500, with 10% contributed by PROSAAMER, 56% by the company and 34% in-kind by the APEC.

Results: As a result of improving their technical skills and commercial knowledge, APEC achieved a 42% increase in on-farm productivity from 35 to 50 tonnes/ha of watermelons, and a 50% increase in exports. The private company also achieved an increase in sales of high-quality inputs (i.e., seeds, fertilizer, etc.).

Source: FAO (2013b); Agribusiness public–private partnerships: country reports. Rome: A country report of Peru.








Cross-Cutting Findings and Differences between Agri-Public–Private Partnerships and Infrastructure Public–Private Partnerships


FORMALITY OF THE PUBLIC–PRIVATE PARTNERSHIP ARRANGEMENT

One of the criteria used to select the agri-PPP cases was the existence of a written agreement between a public and a private partner. However, there was significant variation in the types of agreement used. Compared with traditional infrastructure PPPs, which generally involve complex formal contracts and equity arrangements in which the distribution of roles, costs, revenues and financial risk among the parties is clearly specified, agri-PPPs tend to involve simpler contract modalities. The majority of the PPP agreements analysed in the FAO study took the form of a project memorandum of understanding (MOU), with the exception of partnerships operating within the framework of the national agri-PPP programmes seen in Latin American countries (Colombia, Ecuador and Peru). These programmes used standardized, basic contracts between the PPP programme (as the public partner) and the private partner. In a few cases the main PPP agreement was a formalized contract, officially registered with the appropriate national authority (e.g., in Chile, Kenya and Thailand). In exceptional cases, a public–private company was created, as seen in the cases from China, Pakistan and the Philippines. Unsurprisingly, the MI PPPs were the most similar to traditional PPP projects in terms of the contract forms used, which included concessions and build-operate-transfer (BOT), build-own-operate (BOO) and management contracts.

The cases show that a single contract can be made between the public partner and the lead private partner only, or among multiple partners, including NGOs and FOs. As well as the main document formalizing the partnership, there are also typically a series of bilateral agreements among the parties. These include contract-farming/outgrower agreements between the company and farmers; confidentiality agreements; agreements related to ownership of IP rights/licensing agreements; and financial service contracts. These types of bilateral agreement were common across all agri-PPP categories.

With the introduction of new PPP policies and legislation that aims to mainstream the use of PPPs, it seems likely that the past use of more informal, ad-hoc agreements will give way to a more formalized approach whereby standardized and regulated agreements become the norm for PPP implementation across sectors.




RANGE OF PARTNERS

Agri-PPPs not only involve collaboration between one or more public entities and one or more agribusiness firms but also involve financial institutions, NGOs, SMAEs, FOs and individual farmers. Depending on the design of the PPP project, farmers may play dual roles, as both private partners in their own right, and beneficiaries of the PPP project. The term ‘public–private–producer–partnership (4Ps)’ has recently been introduced and adopted by some development agencies6 and national governments to reflect the role that farmers and their organizations play in contributing financing and sharing risk within the framework of an agri-PPP arrangement.




FEASIBILITY ASSESSMENT AND PARTNER SELECTION

These processes are much more flexible and simpler in agribusiness than traditional PPPs. Feasibility analyses are carried out in both types, but their contents, depth and details vary greatly. Value chain analysis and business plans often suffice for agri-PPPs, compared to detailed value-for-money analysis for traditional PPPs. Open bidding is the rule for traditional PPPs, but in agri-PPPs competitive bidding may or may not be enforced, leaving room for unsolicited partnership proposals. This situation can have negative consequences for transparency (Oxfam, 2014), but may provide more flexibility, particularly in innovation PPPs, where only one private company may have access to the technology, process or genetic material required to develop innovative products that will ultimately benefit smallholders and SMAEs. The choice of selection method is closely linked to the objectives of the partnership and the level of development of the private sector in the country where the partnership takes place.




INVESTMENT CONTRIBUTIONS

The study findings demonstrate that the pooling of public and private funds is occurring through PPP projects that range from small initiatives of less than US$20,000 for pilot innovation projects to multi-million dollar projects for the construction and management of MI. The mechanisms for achieving this goal can be structured in different ways to suit the specific purpose of the PPP and may include co-equity investments, in-kind contributions, matching grants and concessions for the private sector. Few comprehensive conclusions can be drawn regarding the shares of total investment contributed by public and private partners in agri-PPPs because of the poor practice of not valuing in-kind contributions and the limited disclosure of financial information by both partners. The share of total investment contributed by the private sector may be dictated by the design of the PPP programme, the grant conditions, or government regulations and laws related to PPPs, but these are rarely enforced in the case of agri-PPP development projects. The degree of risk in the partnership and how this risk is allocated also have a bearing on the investment contributions made by each partner.




RISK SHARING

Agri-PPPs were found to reduce the commercial risk for the private sector by offering fiscal incentives and institutional measures to reduce transaction costs, such as by organizing farmers into groups, and ensuring exclusive purchase rights for raw materials. In-kind contributions such as the provision of public extension services, supporting infrastructure and use of government facilities also helped to reduce the risks associated with a challenging business environment. More specifically, the cases found that the market risk is typically carried by the lead private partner, while the production risk can be borne by farmers alone or shared by farmers and the public partner through the provision of subsidized agricultural insurance or the co-funding of contingency funds in case of force majeure events. Risks may also be distributed differently among partners at various stages of the project life cycle, depending on which partner is best able to bear the risk during that phase of the partnership. This was particularly the case for innovation partnerships where the public partners often carried the risk associated with the primary development of new technologies and the private partner was responsible for the successful commercialization of these products in the second phase of the project. A summary of the key findings from this section are presented in Table 1 below.

Table 1. Common Characteristics of Agri-Public–Private Partnerships vs. Traditional Infrastructure Public–Private Partnerships.




	Feature

	Traditional PPPs

	Agri-PPP






	Formalization of arrangements

		Formal contractual agreement between one core public and at least one core private partner
	More advanced, standardized contract modalities are favoured


		Either informal (collaborative) or formal (contractual) arrangements

	Simpler contractual modalities, including MOUs and letters of intent

	Use of supporting contracts including contract farming agreements is common





	Partners

		Agreement between a government entity and one or more private companies


		May also feature SMAEs, FOs and other community groups, including NGOs, working on joint initiatives with government agencies (including donors and international technical agencies) and agribusiness firms

	4Ps and multi-stakeholder partnerships are common





	Governance and management processes

		Pre-feasibility and feasibility studies prior to partner selection and contract negotiation with compulsory value-for-money analysis

	Transparent bidding process to select private-sector partners

	Unsolicited bids discouraged

	Exit and adjustment strategies (e.g., dispute resolution, renegotiation and refinancing) defined by regulations and laws governing PPPs


		Feasibility studies to assess potential for economic, social and environmental impact, usually rely on findings from value chain analysis

	Open bidding encouraged but unsolicited bids from the private sector possible, particularly in innovation projects

	Business plans as main tool guiding implementation

	Exit strategies and dispute resolution procedures often unclear





	Scale and share of investment; risk sharing and estimation of revenues

		Investments of 8–9 figures US$ are common

	Public partner must make in-kind or monetary contribution

	Private partner must contribute equity, usually at a fixed level (>50%)

	Private partner receives ROI from the revenue/user fees associated with the project

	Private partner generally bears all commercial risk


		Lower scale of investments – minimum of US$100,000 stipulated for FAO study

	Financial equity not always invested in the partnership – in-kind contributions (often unvalued) may be sufficient

	Shares of investment between public and private partners vary depending on objectives of the partnership

	Private revenues not necessarily estimated

	Risks may or may not be shared among partners







Source: FAO (2016). Authors’ elaboration based on FAO (2013a) country cases.






Benefits and Challenges of Agri-Public–Private Partnerships

Agri-PPPs offer a number of potential benefits deriving from the combination of the operational and economic efficiency typical of the private sector with the public sector’s role as the creator of an enabling environment and regulator to ensure that social interests are considered. PPPs of all types reported improvements in efficiency as major benefits. For smallholder farmers, many of the partnerships showed evidence of positive impacts on net income through improved market access, increased productivity, improved product quality or reduced costs through the adoption of new technologies, increased capacity of FOs, and generation of on- and off-farm employment. For public-sector partners, in addition to achieving socio-economic targets associated with the projects, general benefits from involvement in PPPs included the strengthening of public-sector institutions and skills in project design and management. As previously mentioned, positive findings were also identified to support the argument that PPPs as an institutional mechanism can help to pool and leverage funds from various sources to overcome the limited funding available in the public sector. At the agribusiness firm level, benefits were reported in terms of increased sales and market shares and/or greater availability of raw material supplies.

However, agri-PPPs face a number of implementation challenges. Several challenges that arise during the design phase were identified including lack of transparency and preferential treatment in the selection of partners. The risk of creating market power imbalances and monopolies by providing first-mover advantages to individual private domestic and multinational firms is an important challenge. Potential solutions are complex because although accepting a degree of short-lived market protection may be necessary to reward private partners for taking risks that they would not otherwise consider feasible outside the framework of the PPP, the benefits to the private partner have to be weighed against the costs to development of the subsector as a whole. Another recurrent challenge pertains to market failure associated with inadequate market assessment during the initial stages of developing the PPP arrangement. This challenge is relevant to all four PPP typologies and has the potential to undermine significantly the success of a PPP project if target markets for agribusiness products, services and related technologies have not been adequately researched and secured.

Incomplete contracts were another design challenge. Many of the partnership agreements studied lacked stipulations on how to deal with force majeure and disputes. Extreme weather can have a negative impact on production, reducing harvests and farmers’ ability to deliver on their commitments to private partners and to repay loans. The issue of how to share responsibility in the face of on-farm losses associated with weather impacts is important, particularly for VCD partnerships, but it was not always addressed in partnership agreements. Similarly, very few contracts mentioned dispute resolution processes and support mechanisms (e.g., arbitration) available to partners in case of conflict.

During the implementation phase, a range of technical issues may occur that inhibit progress including innovation failures, pest and disease outbreaks that cannot be controlled, negative impacts of weather, low uptake of technology by farmers, and lack of traceability and quality control procedures.

Another key challenge identified was the poor capacity and motivation of public partners. The cases studied provided examples of public partners lacking the necessary skills to complement the implementation activities of private partners in the field (e.g., inadequate technical skills to address pest and disease problems), or demonstrating limited interest in executing their partnership roles (e.g., monitoring and support of FOs).

Financial challenges common to all types of PPP were reported and include slower than expected payback periods, lower than expected returns on investment, limited funding for renewing operations, and escalating costs resulting from inflation. Another common financial problem that leads to implementation delays is the late release of funds to the partnership. Particularly for ITT PPPs for seed commercialization, the timely flow of funds is critical because of the seasonal nature of activities. Delays in releasing funds have flow-on effects for the next stages of research, and may result in delays in the provision of inputs, harvesting and payments to farmers, threatening partners’ commitment and the ultimate success of the partnership. Output-based research contracts with investments paid in phased instalments can help address this challenge.

The success or failure of agri-PPPs was also found to be highly dependent on the enabling environment (see FAO, 2013c) and the governance strategy designed to support the implementation of these partnerships. Legislation and regulation concerned with land access, enforceability of contract farming agreements, protection of IP and other essential issues such as natural resources management, food safety, agricultural insurance, arbitration and regulations to support SMEs are critical for the successful implementation of agribusiness PPPs. However, many of these issues fall outside of the purview of traditional PPP legislation, and in the countries studied, the Ministries of Agriculture (MOAs) were also generally less prepared than other line ministries to meet the challenges of partnering with the private sector (FAO, 2014).

Even in countries where a clear PPP institutional framework is in place, agribusiness PPPs might end up finding institutional venues other than the MOA such as the Ministry of Industry and Trade. Many of the PPP projects and programmes identified in the FAO study were in fact operating outside (or alongside) existing national policy and regulatory frameworks designed to govern PPPs or promote broader private-sector engagement in the agriculture sector. This situation raises questions about how PPPs are defined under national policies and laws, and about what gaps exist in the governance and institutional frameworks designed to support this type of arrangement in the agriculture sector. The cases confirmed that agri-PPPs struggle to fit into the existing public institutional frameworks for PPPs, which are often biased in favour of infrastructure projects. This difficulty is partly explained by the inherent traits of agri-PPPs, such as the lower scale of investment, less formal contractual arrangements and equity sharing, multi-stakeholder involvement and greater emphasis on social objectives, including food security rather than value-for-money, which is an essential selection criterion for other types of PPP projects in the health, education and infrastructure sectors.

The risk of excluding small-scale actors and the poor is always a possibility in agri-PPPs and represents a critical social challenge. Private partners may prefer to work exclusively with larger-scale farmers to reduce transaction costs, or may opt for the vertical integration of production into their own operations. Overall, the findings were less positive when the issues of inclusiveness and poverty reduction impacts were examined more carefully. While agri-PPPs can promote the inclusion of smallholders and SMAEs, based on the case-study findings, they are unlikely to have an impact on the poorest of the poor. Several of the cases analysed had built-in clauses to promote inclusion through the provision of incentives for smallholders and SMAEs to help them secure financing and legal landownership. However, findings regarding the achievement of scale for inclusiveness objectives were inconclusive as the cases investigated involved as few as five farmers and up to some 40,000 farmers each. Very few cases measured the impact of the agri-PPP project on women and youth, which is an obvious weakness given the importance of these groups to achieving rural transformation goals. Similarly, for poverty reduction objectives, baseline poverty indicators were rarely given, making it difficult to assess the extent to which the partnerships actually benefited poorer farmers, rather than simply targeting those most capable of benefiting from partnership activities. The study confirmed that a certain level of skills and assets are required to be a suitable candidate for participation in agri-PPPs. This will likely exclude the poorest unless heavy investment is made in long-term capacity development (PBL, 2015).




Conclusions

In most contexts, the applicability of PPPs for developing country agriculture is appropriate only in specific circumstances (where markets fail) because they involve high transaction costs, are complex and diverse, and can be difficult to replicate. Even in cases of market failure, it may sometimes make more sense for the government to finance and deliver a specific public good on its own or to outsource delivery to the private sector, rather than choosing a PPP arrangement. Ideally, when deciding whether or not to engage in agri-PPPs, policy-makers should make sure that the partnerships will add value by generating greater public benefits than could otherwise have been achieved through any of the alternative modes of public procurement. Thus, the concept of additionality (DCED, 2014) becomes essential when deciding which agribusiness development initiatives can be funded using the PPP approach. Unfortunately this assessment of added value versus opportunity cost remains a major gap in the design, monitoring and evaluation of agri-PPP projects in developing countries. Significant further research is required to justify the widespread promotion of agri-PPPs as a favoured vehicle to stimulate agribusiness development and rural transformation outcomes.

In terms of lessons emerging from the study that may be of use to policy-makers, agri-PPPs were found to be most appropriate when feasibility studies indicate that a project has high potential for socio-economic spillover effects and when the private sector has advantages in management and marketing skills, but the project carries high risks or low returns. In these cases, agri-PPPs offer an opportunity to stimulate agribusiness development necessary for rural transformation to occur, while ensuring the inclusion of smallholders. However, it will be necessary to include specific design features in the partnership agreement to transfer some risk away from smallholders while allowing them to retain ownership of productive activities and bargaining power through participation in FOs. Inclusive behaviour by private partners should also be rewarded through a combination of direct incentives and public-sector support to reduce transaction costs. There should also be potential to achieve scale in the longer term by learning from implementation of the PPP and creating the enabling environment conditions that will allow for future private-sector involvement and sectoral growth without requiring continuing government intervention.

Interest in and support of agribusiness PPPs is increasing in many developing countries. However, there are still many unanswered questions about the practicalities of designing and implementing such projects. The findings from this study attempt to make a contribution towards closing this knowledge gap by documenting useful insights for policy-makers on the potential benefits and limitations of agri-PPPs and differences in approach when compared to traditional PPPs. More systematic impact evaluation of such projects is still needed however, including the drawing of lessons from failed cases. Further research to aid governments could be pursued on areas such as additionality and opportunity cost (value-for-money) of agribusiness PPP projects, and risk management mechanisms for agribusiness PPPs, which have only been touched on in this study but have been identified as a key component of successful agri-PPPs.
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1According to UNIDO (2011, p. 28), the agrifood system ‘encompasses the interlinked set of activities that run from “seed to table”, including agricultural input production and distribution, farm-level production, raw product assembly, processing and marketing. It encompasses the value chains for different agricultural and food products and inputs and the linkages among them. The agrifood system is also a shorthand term for agriculture and related agro-industries’.

2Agribusiness enterprises are any firms or business entities that produce or provide inputs, produce raw materials and fresh products, process or manufacture food or other agricultural products, transport, store or trade agricultural production or retail such products. In the FAO (2016) study, family farms and micro- and small enterprises that operate in the informal sector were not included in the target set of agribusiness enterprises.

3Formal agreement is agreement for which consent alone is not enough, i.e., the agreement has to be embodied in a written document. Such an agreement can range from project-level documents such as a memorandum of understanding (MOU), to formal contracts, equity arrangements and the establishment of new companies specifically for the purpose of the PPP.

4PPPs involving only transfers, concessions or guarantees were excluded as they would not provide the necessary insight into partners’ roles and required competencies. Priority selection was given to non-donor-funded PPPs to enhance understanding of the roles of national public partners; and a pre-selection bias for non-infrastructure PPPs was adopted, as ample studies of infrastructure PPP projects already exist.

5A nucleus estate is usually established by private companies engaged in contract farming whereby the contractor also manages a central estate or plantation that is used to guarantee downstream customer commitments in the case of shortfalls from producers supplying to the company (FAO, 2001).

6See, for example, IDS and IFAD (2015).
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ABSTRACT

The present study investigated the nature of Public–Private Partnership (PPP) in various subsectors of social and commercial infrastructure in India for better understanding of significant characteristics, attributes and factors governing the public private participation. The Indicator Analysis approach has been adopted to study a total of 119 Public–Private-partnered projects involving four qualitative and three quantitative indicators to help build a detailed profile of partnered projects in various subsectors of social and commercial infrastructure in India. The subnational government has been unravelled as the dominant form of government participation across all the subsectors of the social and commercial infrastructure in India. The infrastructure projects in the subsector of tourism have registered high average cost and time overruns. Further, Build-Operate-Transfer (BOT) mode has been identified as the most preferred PPP entry mode in the social and commercial infrastructure in the Indian economy. Since, the Indian economy comprises a large workforce, investment in social and commercial infrastructure projects through PPP mode can tap and harness the demographic dividend, which is critical for sustaining the growth of developing and emerging economies. The study provides a detailed account of qualitative and quantitative information about the nature of social and commercial infrastructure sector that shall facilitate successful implementation of the PPP projects in this soft infrastructure sector, which has a substantial bearing on the economic growth and human development in the Indian economy.
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Introduction

In times of fiscal constraints on public funds, private participation for financing both hard and soft infrastructure projects is critical for sustaining the growth of developing and emerging economies. The fiscal capacity of the public entities is limited and the private sector is not enthusiastic about certain kinds of investments, notably related to the creation of such infrastructure projects where the gestation period is long and returns are low. Public–Private Partnership (PPP) offers an appealing mechanism through which the private sector shares the responsibilities of the government sector by providing much-needed capital resources and managerial efficiencies for the creation of infrastructure projects and this contractual arrangement in turn is expected to provide commercially viable returns on investment to the private players (Turley & Semple, 2013). In general, PPP refers to an agreement and an institutional arrangement that involves sharing of risk between the private entity and the public authority (statutory body), for the provision and delivery of public services through investments undertaken by the private players for a specific length of time (concession time period). The emergence of PPPs according to Solana (2014) is primarily attributed to the continued budgetary limitations faced by the governments of the developing economies in particular. The presence of strong mutual trust, repeated sharing of information, identifying, acknowledging and exploiting the expertises of each partner are the foundations of efficient provision of public services by the PPPs. Pessoa (2008) highlighted that the critical precondition for a long-run success of PPP projects in developing countries entails a sustained synergistic and collaborative alliance between the public and private player players that goes past the traditional contractual association towards the fulfilment of common objective of efficient provision of public utilities and infrastructure development. The strength of the credibility, commitment and transparency of the partnership as well as effective utilization of the comparative advantage of both the public and private entities are the key determinants of the successful implementation of partnered collaborations. Jamali (2004) stressed that the growing popularity of PPPs in developing countries is due to the symbiotic combination of capital resources, technical expertise and complementary nature of relationship of public and private sectors. PPP, when based on the principles of knowledge sharing, administrative transparency, cost effectiveness and delivery of quality and affordable services can facilitate the achievement of sustainable development goals in emerging economies.

India, with a growth rate of 7.6% in 2015–2016 has emerged as the fastest-growing economy in the world; however, the sustainability of this accelerated economic growth is contingent upon the provision of quality infrastructural development through a combination of public and private investments. The importance of PPP approach in India can be ascertained by the fact that as envisaged in the Twelfth Five Year Plan (Government of India, 2013), out of the total projected investment on infrastructure development, about 29% is expected to come from the Federal Government (FG) and about 23% from the subnational governments, while the remaining major chunk of 48% investment is anticipated to come from the private sector participation. By virtue of being the fastest-growing economy in the world along with the presence of large working population, India is regarded as an emerging market for the private players to invest in infrastructure projects across various sectors through the PPP mode. Sharma (2012) in his research work acknowledged the direct impact of partnered infrastructure projects on economic growth of a nation. The study suggested that stable macroeconomic arrangement and improvised institutional capacity, as characterized by effective regulatory system, strong governance and the absence of corrupt practices, are the imperative factors for the success of PPPs, especially in a developing economy like India. In view of the paucity of fiscal resources, the Indian government acknowledged that the encouragement of large scale private sector participation is the compelling gambit for the efficient provision of public goods and services. The Department of Economic Affairs under the Indian Ministry of Finance approached the World Bank to prepare a report for conceptualizing the capacity building in furtherance of effective implementation of PPP model in India. Subsequently, the World Bank (2006) in its report identified that the presence of inadequate legal and policy frameworks governing PPPs, uneven enabling environment and lack of requisite knowledge as well as skills are the critical factors that have impeded the successful execution and delivery of PPP model in the Indian economy. Thereafter, the Indian government undertook a number of policy measures to augment private sector participation in partnered projects. The ‘Compendium of Public Private Partnership on Infrastructure’ by the Planning Commission, Government of India (2014) provides information on multiple policy initiatives undertaken by the Indian government to encourage and push the private players to invest in infrastructure projects. The Viability Gap Funding (VGF) scheme aims to impart commercial viability to the public–private-partnered projects by providing them financial grant of up to 40% of total cost of the partnered project. The government also has created a revolving fund known as India Infrastructure Project Development Fund (IIPDF) which has corpus of Rs. 1 billion to provide financial support to cover the transaction costs and expenses associated with the projects such as costs related to project documentation, advisory services, legal and technical studies, etc. The setting up of India Infrastructure Finance Company (IIFC) is another policy initiative taken by the Indian government to provide long-term finance to those infrastructure projects which have protracted gestation periods. Further, a Public Private Partnership Approval Committee (PPPAC) has also been set up to simplify the appraisal procedure and to impart greater transparency by streamlining the approval process of the public–private-partnered projects. Despite these policy initiatives, varied quality of governance across subnational governments poses a critical challenge for the successful implementation of partnered projects in India. However, in the light of budgetary limitations faced by different levels of the government (federal, subnational and local), PPP model is an absolutely necessity in India for sustained economic development since it offers tremendous investment opportunities to fulfil its unmet infrastructure needs with the potential of commercially viable returns to private entities (Sawhney, 2014).




Rationale and Specific Objectives of the Study

India, due to its appreciable economic growth rates, multitude of investment opportunities and long-term returns on infrastructure investments, offer an attractive destination for the developed economies to direct and invest their savings in the creation of economically efficient and commercially viable infrastructure projects through PPP approach (Ministry of Finance, Government of India, 2015). Since, the Indian economy comprises a large workforce, investment in social and commercial infrastructure projects through PPP mode can tap and harness the demographic dividend so as to achieve the goals of human development and inclusive economic growth. Thus, in the context of limited studies on PPP in the social and commercial infrastructure sector and a significant role of this sector in the sustenance of economic growth and human resource development, the main objective of the study is to carry out detailed examination of the nature of Public–Private Participation in social and commercial infrastructure by making use of Indicator Analysis approach. Based on the multiple qualitative and quantitative indicators, the specific objectives of the proposed chapter are outlined below:


	To identify the dominant form of ‘Government Participation’ in the PPP projects across various subsectors of social and commercial infrastructure in India

	To assess the subsector-wise ‘Construction Status’ of the PPP projects in terms of being ‘Operational’, ‘Under-Construction’ and ‘Terminated’

	To examine the ‘Public–Private Partnership Duration Status’ by classifying the projects into different partnership time spans based on a proposed typology

	To study the ‘Profile of PPP Modality’ so as to identify dominant PPP entry mode across various subsectors of the social and commercial infrastructure sector

	To identify the subsector that is attracting maximum PPP in terms of ‘PPP project Count’ and ‘Average Investment’

	To assess subsector-wise ‘Cost Variance’ of PPP projects by identifying negative, positive and zero-cost variance projects.

	To investigate the subsector-wise ‘Construction Completion Time’ of the Projects, which are categorized into being ‘On Time’, ‘Before Time’ and ‘Delayed’ and consequently the projects are ranked on the basis of minimum average time across the subsectors.



Thus, the above-mentioned indicators shall help build a detailed profile of PPP in various subsectors of social and commercial infrastructure, which subsequently shall help in better understanding of significant characteristics, attributes and factors determining the public–private participation in the soft sector in an emerging economy like India. After introducing the theme of the present research along with its rationale and specific objectives, the next section presents an overview of the social and commercial infrastructure sector in India. In the subsequent section, we present the database and methodology adopted, which is followed by the analysis and findings of the study. The second last section is devoted towards the discussion of the findings emanating out of the present research work, while the final remarks and policy implications are included in the last section.




Overview of the Social and Commercial Infrastructure in India

Bilal et al. (2014) in their research work pointed out that the private players by entering into legal arrangements and partnerships with the public sector bring in the much-needed capital to finance not only the traditional infrastructure development projects but also invest in the creation of infrastructure facilities related to specific social sectors such as agriculture, health, education and alike. The report of the PPP subgroup on social sector by the Planning Commission, Government of India (2004) highlighted that PPP assumes a critically important role in creation and development of social infrastructure in the context of achieving holistic growth in the Indian economy. The report further revealed that PPPs in India have remained concentrated mostly in the traditional infrastructure sectors such as transport, communication, energy, etc., while public–private participation in the soft infrastructure sector (social and commercial infrastructure in the Indian context) has mostly been low. In the Indian economy, PPPs find their presence in five broad sectors of communication, energy, transport, water sanitation and social and commercial infrastructure. The social and commercial infrastructure sector in the Indian context refers to the social assets, institutions and services such as health, education, tourism, which has a significant bearing on the development of the human resources of an economy. Investment in this sector (particularly the setting up of cold chains and creation of infrastructure for industrial parks and special economic zones (SEZs)) is intended to generate commercially viable returns, facilitate income-generating use of its constituent assets/institutions and transform the human capital into productive assets. The social and commercial infrastructure sector in India is categorized into the following subsectors:


	Cold chain: In this subsector, private sector collaborates with state-level agricultural marketing boards for setting up of multichamber cold chains for the handling and care of perishable agriculture and horticulture products.

	Common infrastructure for industrial parks and SEZ: This subsector involves PPPs in the creation for infrastructural facilities such as steel silos, development of utility corridors, upgradation of infrastructure for power distribution, strengthening of water supply systems, construction of industrial convention centres, which serves as a perquisite for the growth and development of industrial parks and SEZs.

	Education: In view of the large workforce that Indian economy possesses, this subsector is extremely significant for the development of human capital (Patrinos, Barrera-Osorio, & Guáqueta, 2009). This subsector involves public–private-partnered projects in the construction of primary schools, colleges, institutes of higher learning, building and maintenance of libraries, creation of polytechnic, vocational and multiskill development centres.

	Health: PPPs in this subsector are generally long term in nature and are mainly concentrated in delivery of efficient health-care facilities and creation of super speciality hospitals. Since investment in this subsector involves huge expenditure, therefore private participation is highly encouraged.

	Tourism: The public–private-partnered projects in this subsector are mainly involved in the development and creation of tourism-based social services and facilities such as amusement parks, sports complex, eco-tourism parks, water sports, art gallery, which have a huge impact on the socio-economic development of a nation (Shukla, Pancha, & Shah, 2014).



Since the investment in social sectors such as health centres, higher educational institutions, sports complex, cold chain has a considerable impact on human development, it is highly advisable that the government while entering into a partnership in social and commercial sector should select the private players amongst the contenders having requisite knowledge and fair experience in such infrastructural projects. There are different modes through which private entities enter into contractual partnership with the government sector. Figure 1 depicts the most common PPP modal variants found in social and commercial infrastructure sector in India.
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Figure 1. Common Modes of PPP in Social and Commercial Infrastructure Sector in India. Source: Adapted from (i) PPP toolkit, The Ministry of Finance, Government of India. (ii) Guidebook on PPP in Infrastructure, United Nations Economic and Social Commission for Asia and the Pacific (2011)




Database and Methodology

In the present study, the Indicator Analysis approach has been adopted wherein both qualitative and quantitative indicators are utilized to have a detailed understanding of the nature of partnered projects in social and commercial infrastructure sector in India. The data on PPP projects pertaining to social and commercial infrastructure have been extracted from ‘Database PPPs in India’, developed by the Ministry of Finance, Government of India. A total of 119 Public–Private-Partnered projects have been studied on four qualitative and three quantitative indicators. The time period for which the indicators have been assessed ranged from 30 April 2004 to 31 May 2016. Based on these indicators, an overall subsector-wise profile is also prepared in order to conduct a detailed assessment of the partnered projects in social and commercial infrastructure sector in India. The indicators, both qualitative and quantitative, have been explained in detail in Table 1.

Table 1. Description of the Indicator Analysis Approach.
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Analysis and Findings


ASSESSING THE NATURE OF PPPS USING QUALITATIVE INDICATORS (QLI)


Indicator 1: Nature of Government Participation

This indicator facilitates in identifying the form of government which has maximally participated in various subsectors of social and commercial infrastructure by entering into partnership with the private sector. The number of PPP projects undertaken by the subnational government (SNG), popularly known as the ‘State Government’ in India, are compared with that of the FG, commonly termed as ‘Central Government’, so as to identify the prevailing form of government participation in the PPP projects in the social and commercial infrastructure sector in India. As observed from Table 2, the subnational government has been the dominant participant in PPP projects across all the subsectors of the social and commercial infrastructure in India. The maximum focus of the subnational government is apparently on the creation of infrastructural projects in the industrial parks/SEZ, where the participation is up to the extent of 45% followed by the participation in the area of tourism which is around 31% The health subsector has attracted minimum attention, where only eight projects have been undertaken by the subnational governments. Of the 119 projects, barring a single project by the FG in the subsector of cold chain, all the partnered projects have been undertaken by the state-level governments.

Table 2. Nature of Government Participation in PPP Projects Across Various Subsectors of Social and Commercial Infrastructure.
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Indicator 2: PPP Project Construction Status

This indicator is used for assessing the construction status of the infrastructural project, referred to as being ‘Under-Construction (U)’, ‘Operational (O)’ and ‘Terminated’. If we look at Table 3, maximum number of projects in the subsectors of health and cold chain are in the operational stage, whereas work in majority of the projects in the subsectors of education, tourism and industrial parks is in the stage of under-construction. Overall, around 65% projects in the social and commercial infrastructure are currently under the construction phase and are soon expected to become operational.

Table 3. Subsector-wise Construction Status of PPP Projects.
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Indicator 3: Public–Private Partnership Duration Status

The length of the partnership strengthens and fortifies the mutual trust, reliance and cooperation between the public and the private sectors. Since, duration of the partnered projects is a key factor influencing the nature of relationship between public and private entities, using the information obtained from PPP toolkit developed by the Indian Ministry of Finance, a typology is proposed to classify the projects into the following five different partnership time spans, as shown in Figure 2.
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Figure 2. Taxonomy of Public–Private Partnership Duration. Source: Authors’ formulation.

As evident from Table 4, the partnership duration of most of the projects in the cold chain services is short to medium in nature spanning between 3 and 10 years. Partnered projects in the industrial parks, education, health and tourism are predominantly of longer duration. Similar trend is witnessed when the overall picture is seen, where majority (71.79%) of the total partnered projects are of long term in nature extending more than 20 years. The presence of longer duration projects is suggestive of the presence of BOT, DBFOT, BOO and their variants as the prominent PPP entry modes across various subsectors, which are discussed in detail in the following section.

Table 4. Subsector-wise Classification of Projects by Partnership Duration Status.

[image: Image]




Indicator 4: Profile of PPP Modality

There are different modes adopted by the private players to enter into contractual agreement with the public sector. The characteristic features of the common PPP modal variants found in social and commercial infrastructure sector in India have already been described in Figure 1. Profile of PPP modality is constructed so as to identify the dominant PPP entry modes across various subsectors in the social and commercial infrastructure sector. As shown in Table 5, a major number of projects (7.84%) in the cold chain came through the channel of lease contract, while BOT and DBFOT have remained the preferred modes for partnered projects in the subsectors of health and industrial parks/SEZ. It is also observed that BOT has remained the sought after entry mode for the private players for investment in the subsectors of education and tourism. Further, an important information revealed by this qualitative indicator is that subsector industrial park/SEZ is observed to be the only subsector where the investment has come through all the eight entry modes of PPP. Moreover, when seen in totality, it is observed that 41 partnered projects are of BOT type, which underscores its importance as the most preferred governing PPP entry mode in the social and commercial infrastructure sector in India. Gupta, Gupta, and Agrawal (2013), on the basis of structured questionnaire, focus group discussions and extensive literature review identified revealed that BOT projects trim down the risks and the responsibilities of the government and promote innovation by combining skill, techniques and operational proficiency of the private sectors, thereby making it the most popular entry route for the PPPs.

Table 5. Subsector-wise Profile of PPP Modality.
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ASSESSING THE NATURE OF PPPS USING QUANTITATIVE INDICATORS (QTI)


Indicator 5: Project Count and Average Investment

The number of public–private-partnered projects and average amount of money invested in each of the five subsectors of social and commercial infrastructure sector serve as an important quantitative indicator to identify which subsector is attracting maximum participation through PPP mode. As shown in Table 6, with a total of 119 projects, social and commercial infrastructure sector have brought in an aggregate investment of Rs. 3,813.37 millions through the PPP mode. Industrial parks/SEZ subsectors have witnessed highest partnered projects and are therefore ranked on top with maximum 54 projects including an average investment of Rs. 7,062.27 millions. With 37 projects, tourism subsector was ranked second in terms of project count and third in terms of average investment of Rs. 1,229.34 millions. With 10 projects each, both cold chain and education are tied together with respect to the project count. However, cold chain is ranked second in terms of attracting investment to the tune of Rs. 1,611.24 millions on an average. Ranked lowest, health has attracted minimum private participation through PPP mode in terms of project count and has ranked fourth with an average investment of Rs. 1,066.02 millions, which is relatively better than that of education that has attracted least average investment of Rs. 230.22 millions through the PPP mode.

Table 6. Subsector-wise Ranking of PPP Projects by Project Count and Average Investment.
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Indicator 6: Cost Variance

It is an important quantitative variable which serves as a critical performance indicator of partnered infrastructure projects. It is a crucial barometer used to monitor and supervise the implementation of the projects within an agreed budget. Cost variance is calculated by deducting the actual project cost from the agreed or estimated cost and the projects are classified into three distinct categories, i.e., negative-, positive- and zero-cost variance projects, which are subsequently ranked according to the average cost variance. Although the data with respect to cost variance is available for limited number of PPP projects, nevertheless it has served a critical role in identifying those subsectors within the social and commercial infrastructure sector that have performed poorly in terms of having relatively high average cost variance (in million Rs.). It is clearly observed from Table 7 that with the lowest ranking, the subsector of tourism has registered maximum average cost overruns of Rs. 162.5 millions. Despite recording four projects with zero-cost variance, the projects in the industrial parks/SEZ have also performed poorly and have exceeded their agreed budget amount by Rs. 119.63 millions on an average. Though, all the subsectors have registered negative average cost variance in (in million Rs.), however education with the lowest average cost overruns of Rs. 27.1 millions has topped the ranking when the subsectors are ordered in terms of minimum average cost variance. As per the information procured from ‘Database PPPs in India’, health is the only subsector which has recorded a project (‘Greenfield Super Speciality hospital’ in Bhathinda in the Indian state of Punjab) having positive-cost variance which is reflective of cost saving wherein the actual project cost is found to be less than the agreed cost.

Table 7. Subsector-wise Ranking of PPP Projects on the Basis of Cost Variance.
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Indicator 7: Project Construction Completion Time

It is another fundamental indicator that has a significant bearing on the performance of the public–private-partnered infrastructural projects. In the present study, projects are categorized into being ‘On Time’, ‘Before Time’ and ‘Delayed’. Subsector-wise ranking is then done on the basis of minimum average construction time. Tourism has been placed at the bottom of the ranking with an average delay of around 40 months in the completion of construction of the projects as shown in Table 8. With an average delay time of about 25 and 22 months, subsectors of education and cold chain have performed slightly better than tourism and are therefore placed fourth and third in the ranking, respectively. Though as high as 17 projects in industrial parks/SEZ subsector have witnessed a delay in its construction completion, however this subsector has performed better and has been ranked second with an average delay time of about 14 months, which is sizably less than that of the other subsectors. This is due to the on-time and before-time completion of ‘Logistics Hub project’ and ‘Steel Silos project’, both located in Bhopal in the Indian state of Madhya Pradesh, respectively. Health has topped the ranking with an average delay time of about 7 months, which is the lowest delay time when compared with the all the other subsectors. When seen in totality, time overrun in the social and commercial infrastructure sector has been about 20 months on an average. Considering long gestation period in the creation of social infrastructure, land- and environment-related issues (Wibowo & Mohamed, 2008) with an overall time delay of 20 months in the social sector are not chronic in nature.

Table 8. Subsector-wise Ranking of PPP Projects on the Basis of Project Construction Completion Time.
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Discussion

PPPs in the social and commercial infrastructure sector, particularly in the context of emerging economy like India, have not been adequately studied, and the present study is an attempt to fill that gap. Using four qualitative and three quantitative indicators, the study seeks to examine the nature of PPPs which are engaged in the provision and delivery of social and commercial infrastructural services in the Indian economy. The overall profile of the nature of PPPs across various subsectors of social and commercial infrastructure sector has been depicted in Figure 3.
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Figure 3. Overall Profile of PPPs in Social and Commercial Infrastructure in India. Source: Authors’ calculations and formulations.

If we evaluate the nature of government participation in the PPP projects, then the subnational government (State Government) is found to be the dominant form of government participation across all the subsectors of the social and commercial infrastructure in India. With an exception of a single infrastructural project by the FG in the cold chain, all the partnered projects have been undertaken by the subnational government. Most projects in the industrial parks, education and tourism are undergoing the construction phase, while majority projects in the subsectors of health and cold chain have started their operational activities. However, when seen in totality, predominant partnered projects are under construction and are likely to begin their operational phase of service delivery. A typology is also proposed which facilitates the classification of PPP duration into five distinct time periods. Most infrastructural projects in the subsector of cold chain have short- to medium-partnership duration. However, length of partnered projects in all the other subsectors is of longer duration spanning more than 20 years. Grant of longer partnership period is one of the initiatives taken by the government to encourage private participation in providing infrastructural services by allowing the private operators to alleviate risks and recover the cost of their projects during the entire length of the partnership (Ministry of Finance, Government of India, 2010). BOT mode has been identified as the most preferred PPP entry mode in the social and commercial infrastructure sector in India. As per the Handbook of Public–Private Partnership by the Asian Development Bank (2008), an investment through BOT, which is generally of longer duration, exploits comparative advantage of both the public and private sectors and strengthens the mutual trust and cooperation between the various stakeholders as it involves considerable sharing of risks among them, thereby making it one of the most popular entry modes for PPPs in the Asian world. The subsector of industrial parks/SEZ has performed the best in terms of attracting maximum number of PPP projects, thereby bringing in highest average investment when compared with other subsectors. By registering minimum project count and lowest average investment, health and education subsectors have, respectively, attracted minimum private participation. An analysis of cost variance is crucial to determine whether or not the project has been completed within an agreed budget. The infrastructure projects in the subsectors of tourism and industrial parks and SEZ have performed poorly and have registered high average cost overruns. The negative-cost variance is indicative of the fact that actual project cost has exceeded the budgeted or agreed cost, which in itself poses a barrier towards successful implementation of the public–private-partnered projects. The PPPs in tourism have shown dismal performance by registering a maximum delay in the completion of construction of projects. Although the data with respect to the two indicators, namely, cost variance and project construction time was available only for limited number of projects, the analysis of these indicators has provided crucial information for better understanding of the PPPs in various subsectors of social and commercial infrastructure in India.




Final Remarks and Policy Implications

The unnecessary delays in the completion of the projects result in increased risks in the form of cost overruns, thereby impeding the process of efficient delivery of infrastructural services by the private players. Therefore, a national-level framework involving incessant monitoring and evaluating the PPP projects through different phases of construction, operation, management and service delivery should be put in place. If necessary, monetary and legal penalties should be resorted to in the event of chronic cost and time overruns. Despite low PPP project count, education and health subsectors have performed well in terms of registering low cost variance. Therefore, from the perspective of having significant consequence on human development, these subsectors should be given more attention by the policy-makers by encouraging more private investment in these areas through PPP route. It is observed that majority of the projects in social and commercial infrastructure sector have come through collaboration with the subnational governments. The FG must enhance its visibility in such ventures as it has a higher outreach in terms of its impact and inherently possesses large institutional and financial capacity. The Government of India has developed a comprehensive database on PPPs, however information on critical indicators on most of the PPP projects is missing. The problem of data inadequacies needs to be addressed so that sophisticated econometric techniques can be applied for more rigorous economic analysis. The analysis of PPPs carried out in the study provides a detailed account of qualitative and quantitative information which shall enable all the stakeholders, including government agencies, policy-makers, domestic and foreign private investors, as well as public, in general, to have a better understanding of the factors governing the nature of PPP in social and commercial infrastructure sector in India. It is expected that the outcomes emanating from the analysis of these critical indicators shall facilitate successful implementation of the PPP projects in the soft infrastructure sector, which has a substantial bearing on economic growth and human development in the Indian economy.




References

Asian Development Bank. (2008). Public–private partnership handbook. Retrieved from https://www.adb.org/sites/default/files/institutional-document/31484/public-private-partnership.pdf

Bilal, S., Byiers, B., Große-Puppendahl, S., Krätke, F., Nubong, G., & Rosengren, A. (2014). De-coding public-private partnerships for development strategy. Discussion Paper No. 161.The European Centre for Development Policy Management (ECDPM), Maastricht. Retrieved from http://ecdpm.org/wp-content/uploads/DP-161_Decoding-Public-Private-Partnerships-Development-2014.pdf

Government of India. Ministry of Finance. (n.d.). Database PPPs in India. Retrieved from http://www.pppinindia.com/database.php

Government of India. Ministry of Finance. (n.d.). PPP Toolkit. Retrieved from http://toolkit.pppinindia.com/start-toolkits.php?sector_id=4

Government of India. Ministry of Finance. (2010). Public private partnership projects in India: Compendium of case studies. New Delhi: PPPCell, Government of India, Ministry of Finance.

Government of India. Ministry of Finance. (2015). Report of the committee on revisiting and revitalizing public private partnership model of infrastructure. Retrieved from http://finmin.nic.in/reports/ReportRevisitingRevitalisingPPPModel.pdf

Government of India. Planning Commission. (2004). Report of the PPP sub-group on social sector. New Delhi: Planning Commission.

Government of India. Planning Commission. (2013). Twelfth five year plan (2012-2017): Faster, More Inclusive and Sustainable Growth. (Vol. 1). New Delhi: Sage Publications.

Government of India. Planning Commission. (2014). Compendium of PPP projects in infrastructure. Retrieved from http://planningcommission.gov.in/sectors/ppp_report/3.Compendium_PPP_Project_In_Infrastructure.pdf

Gupta, A., Gupta, M. C., & Agrawal, R. (2013). Identification and ranking of critical success factors for BOT projects in India. Management Research Review, 36(11), 1040–1060. doi:10.1108/MRR-03-2012-0051

Jamali, D. (2004). Success and failure mechanisms of public private partnerships (PPPs) in developing countries: Insights from the Lebanese context. International Journal of Public Sector Management, 17(5), 414–430. doi:10.1108/09513550410546598

Patrinos, H. A., Barrera-Osorio, F., & Guáqueta, J. (2009). The role and impact of public-private partnerships in education. Washington, DC: The World Bank.

Pessoa, A. (2008). Public–private sector partnerships in developing countries: Are infrastructures responding to new ODA strategy? FEP Working Paper No. 266. Faculdade de Economia, Universidade Do Porto, Portugal. Retrieved from http://www.fep.up.pt/investigacao/workingpapers/08.02.11_wp266.pdf

Sawhney, U. (2014). Public private partnership for infrastructure development. In Ü. Hacıoğlu & H. Dinçer (Eds.), Globalization and governance in the international political economy (pp. 121–130). Hershey, PA: IGI Global.

Sharma, C. (2012). Determinants of PPP in infrastructure in developing economies. People, Process and Policy, 6(2), 149–166. doi:10.1108/17506161211246908

Shukla, N., Pancha, R., & Shah, N. (2014). Built-own-lease-transfer (BOLT): A public private partnership model that bridges gap of infrastructure in urban areas. International Journal of Civil Engineering Research, 5(2), 135–144. Retrieved from http://www.ripublication.com/ijcer_spl/ijcerv5n2spl_06.pdf

Solana, E. F. O. (2014). Public private not-for-profit partnerships: Delivering public services to developing countries. Procedia Engineering, 78, 259–264.

Turley, L., & Semple, A. (2013). Financing sustainable public- private partnerships. Winnipeg: The International Institute for Sustainable Development. Retrieved from http://www.iisd.org/pdf/2013/ppp_financing.pdf

United Nations Economic and Social Commission for Asia and the Pacific. (2011). A guidebook on public private partnership in infrastructure. Retrieved from http://www.unescap.org/sites/default/files/ppp_guidebook.pdf

Wibowo, A., & Mohamed, S. (2008, August). Perceived risk allocation in public-private-partnered (ppp) water supply projects in Indonesia. Paper presented at the First International Conference on Construction in Developing Countries, Karachi. Retrieved from http://www98.griffith.edu.au/dspace/bitstream/handle/10072/23510/54771_1

The World Bank. (2006). India: Building capacities for public private partnerships. Retrieved from http://www.un.org/esa/coordination/Alliance/Ex-PPP%20in%20India.pdf




CHAPTER
9

Making PPPs Work for the Poor: PPPs at the African Development Bank
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ABSTRACT

In Africa, the public sector is very often not able per se to deliver the resources needed to assure access to basic public goods and services. The African Development Bank (AfDB) has heavily invested in infrastructure to help overcome these long enduring bottlenecks, which have hampered economic growth in the continent. Given the AfDB’s ambitious objectives of contributing significantly to development and poverty reduction, and its continued thrust into infrastructure development through New Partnership for Africa’s Development, Africa50, and a range of collaborations to leverage resources for the continent, it is useful to consider the nature of the Bank’s involvement in Public–Private partnerships (PPPs) and identify lessons learned and recommendations for improvement. The methodology employs mixed methods, with desk reviews, staff consultations and analytical analysis of project data from 2006 to 2014 in 18 countries. Lessons and recommendations are drawn from the ‘Evaluation Results Database’, covering the period 2001–2012 from projects in 12 countries and six sectors. Overall, 64.4% of the PPP volume of the AfDB’s portfolio was allocated to lower middle-income countries, with low-income countries receiving about a quarter. The energy sector accounted for over 78% of the total PPP volume. A pragmatic account of what was done and learned from PPP implementation processes over a decade in the African continent is provided in this chapter, together with successes and failures from the AfDB’s experience, as the Bank itself and a range of other Multilateral Development Banks and donors continue to scale up infrastructure financing in Africa.
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Introduction

Access to power, clean water, sanitation, transport, communication and primary health care and education are critical to improve the living standards of the poor and for economic development in developing and emerging economies. This body of hard and soft infrastructure allows stronger integration in the global markets and increases in national productivity and competitiveness, impacting on job creation, poverty and the overall economic development. A considerable amount of capital investment is deemed needed for infrastructure improvement in developing and emerging countries. On average, the former invest less than 4% of their gross domestic product (GDP) in infrastructure each year, whereas it is estimated that this share should be around 7% to 9% in order to reduce poverty and sustain broader economic growth.

In developing and emerging countries, the public sector is not often able per se to deliver the resources needed to assure access to basic public goods and services, and private sector engagement is considered essential to close this gap (Airoldi, Chua, Gerbert, Justus, & Rilo, 2013; Ernst & Young, 2015). As such, many countries have favoured the financing of such demands via Public–Private Partnerships (PPPs), in search of positive impacts on the efficiency, equity and quality of public service provision, through increased competition and the active participation and commitment of private counterparts. PPPs gather the comparative advantages of both public and private actors in providing a new good/service or one already produced in a more efficient and effective way, through better planning, risk-sharing and higher economic and budgetary efficiency. Particularly in a context of financial restraint and economic deceleration, PPPs have gained relevance, being perceived as an anti-cyclical instrument to stimulate growth and alleviate poverty (Burger, Tyson, Karpowicz, & Coelho, 2009).

PPPs are playing an increasingly important role in the developing world. Provision of infrastructure now tops the agendas of most donors and Multilateral Development Banks (MDBs), which have come to recognize the importance of these mechanisms in meeting future needs for infrastructure, particularly in an era of growing scarcity of public resources. PPPs bring together the expertise of both the public and private sectors, allowing each sector to do what it does best in order to deliver projects and services in the most efficient manner. PPPs are being employed in a range of infrastructure projects because of the benefits of bringing in private sector resources and expertise, and the associated perceived effects derived from increases in efficiency and accountability, while linking payment streams to private contractors that deliver services.

Appreciating value for money, MDBs are eager to get involved in PPP operations, often as lenders to private sector providers in PPP arrangements. But besides their primary lending functions, MDBs also provide technical support and act like an anchor for private investors, which perceive MDB’s participation as a protective ‘umbrella’, a mechanism for risk reduction and credit enhancement.

The African Development Bank (AfDB) has heavily invested in infrastructure in order to overcome the bottlenecks that have hampered most African countries’ ability to deploy more resources into infrastructure investment, namely addressing countries’ lack of capacity to attract enough foreign direct investment and private capital, due to generate the desired impacts on job creation, technology transfer and poverty reduction. The AfDB took the initiative of addressing PPP preparation by establishing the New Partnership for Africa’s Development (NEPAD)1 Infrastructure Project Preparation Facility2 (IPPF) in 2005. The World Bank Group (WBG), the Asian Development Bank (AsDB) and the European Bank for Reconstruction and Development (EBRD) each took similar initiatives to set up their own IPPFs. The WBG launched the Global Infrastructure Facility in October 2014, the AsDB created the Asia Pacific Project Preparation Facility (AP3F)3 in November 2014 and the EBRD established the IPPF in November 2014, to help prepare infrastructure projects, including PPPs. The establishment of a new MDB, the Asian Infrastructure Investment Bank4 (AIIB), demonstrates the urgency of closing the infrastructure gap (Weiss, 2017).

The World Bank’s Private Participation in Infrastructure Project Database recorded 54 projects from 1990 to 2013, amounting to US$ 13.020 million in the infrastructure sector. An aggregation by region portrays Africa and the Middle East as the regions receiving the highest amount of projects (60%) and investment commitments (80%), followed by Asia, Europe and Central Asia, and Latin America and the Caribbean. In Africa, projects are concentrated in the energy sector in 14 countries, with Morocco having the highest share of commitments and South Africa has the highest share of projects. With respect to income level, the Upper Middle-Income Countries (UMIC) have received over half of the projects (52%), but come second investment-wise (37%) to the Lower Middle-Income Countries (LMIC), with a share of 58% of total commitments, where average commitments by project are by far the greatest amongst these categories. Low-income countries (LICs), where poverty is more concentrated, have engendered the smallest number of projects and investments.

As such, there has been a debate within the international development finance community on whether the lack of funds or the lack of project preparation capacity within International Finance Institutions (IFIs) is what is preventing the development of the infrastructure sector in developing countries. The Advisory Council of the World Economic Forum (WEF) concluded that both the lack of properly robust funding mechanisms and the lack of adequate project preparation are primarily responsible for the lack of accelerated infrastructure globally (WEF, 2013).

More recently, an infrastructure fund called Africa50 (owned by African governments, the AfDB and institutional investors) was established with the aim to channel and leverage long-term savings from within and outside the continent to generate an asset class attractive to institutional investors. Africa50 intends through its project development arm to increase the number of ‘bankable’ PPP projects, and through its project finance team invest in later stage private and PPP projects. In a recent interview,5 Africa50’s Chief Executive elaborated on the importance of supporting the nascent PPP market in Africa, with an emphasis in the energy sector, which is traditionally singled out as one in which the establishment of PPPs can play an instrumental role in instilling transformational change, not only from the perspective of service improvements but also as a means to achieve better living conditions and poverty reduction. Within energy, power is considered as the most mature and best positioned sector to attract PPPs. Other sectors considered to have a noticeable impact on economic development and growth in Africa are transport and information and communication technologies (ICTs).

This chapter is structured into five sections. The following section describes the methodology that was employed to support the findings of this chapter. The third section describes the AfDB’s PPP from a strategic and portfolio perspective. The fourth section provides some insights on lessons learned and recommendations from the previous experience of the Bank concerning PPPs. Finally, the last section offers some concluding remarks.




Methodology

This chapter employs a combination of qualitative and quantitative methods, which includes a desk-based review of available documents on PPP strategy and projects at the AfDB covering the period 2006–2014, a review of the Banks’ PPP portfolio in 18 countries (Cameroon, Cape Verde, Cote D’Ivoire, Djibouti, Ethiopia, Ghana, Kenya, Madagascar, Morocco, Nigeria, Rwanda, Senegal, Seychelles, South Africa, Togo, Tunisia, Uganda and Zambia), and consultations with relevant operations departments. It also relies on information from a previous PPP stocktaking exercise by the Independent Evaluation (IDEV) of the AfDB (IDEV, 2015).

This chapter also features lessons learned and recommendations elaborated from the AfDB’s IDEV ‘Evaluation Results Database’, covering the period 2001–2012. The process used to produce lessons and recommendations contained in this database comprised three main stages: collecting the project/programme information, verification of its applicability and storage in a database. A post-facto approach was used, requiring a thorough examination of relevant documentation of projects/programmes after they were concluded. While resource-intensive, this approach offers the benefit of bringing together an extensive analysis of operations, allowing both shortcomings and successes of different projects/programmes to be determined. Domain and subject matter experts were involved in coordinating and conducting reviews to determine whether or not a lesson is indeed a lesson, as well as the extent of its relevance. This process also served to verify and validate the accuracy and applicability of the lessons incorporated, while conforming to the OECD–DAC criteria for definitions and thematic classifications. The information in which the lessons and recommendations are based was selected from 11 documents of five different types, featuring 12 countries and 6 sectors.




Main Findings

This section describes succinctly the nature of PPP implementation at the AfDB, both from a strategic and operational perspective.


STRATEGIC PERSPECTIVE

An early stimulus for PPPs occurred with the establishment of NEPAD in 2001, hosted by the AfDB, which offered a potential financing window. With the AfDB’s Private Sector Development Strategy 2004–2007 (AfDB, 2004) and its update, entitled ‘Strategy Update 2008–2012’ (AfDB, 2008), PPPs were given even more prominence (AfDB, 2013a, 2013b). Amongst the priorities defined under the original strategy were the need for building ‘competitive physical and social infrastructures’. Within this context, ‘the promotion of Public Private Partnerships (PPPs) by developing broader financing options, supporting training for business skills and brokering PPPs for basic services [….]’ was given specific emphasis. It was also envisaged that ‘the projects that provide the best strategic fit, the Bank’s “sweet spot” generally lie at the intersection of the public and private sectors. Projects which have both public and private features (often referred to as public–private partnerships or PPPs) take maximum advantage of the Bank’s unique positioning as a Pan-African institution that provides development assistance to both the public and private sectors’. While there is no formal operational definition within the context of the AfDB, a PPP refers to a form of financing mechanism where the public and private sectors agree to jointly establish and/or operate a public investment project or activity.

According to the AfDB’s 10-year Strategy (2013–2022) ‘Africa still has massive infrastructure needs. It invests only 4% of its GDP in infrastructure, compared with 14% in China. Bridging the infrastructure gap could increase GDP growth by an estimated 2 percentage points a year. The Bank has made significant contributions to infrastructure development in Africa, and tens of millions of poor Africans are now better off thanks to Bank investments in transport, energy and water’ (AfDB, 2013a). Furthermore, the Bank is collaborating with several development finance institutions and IFIs to advance the infrastructure sector in Africa, not only through a succession of initiatives which gather multilateral organizations, such as the Global Infrastructure Forums,6 but also through the signing of various Memorandum of Understanding (MoU) (e.g., the recent MoU signed with Japan External Trade Organization, JETRO, in 2016).

The current AfDB’s Private Sector Development Strategy 2013–2017, entitled ‘Supporting the Transformation of the Private Sector in Africa’ has maintained PPPs as a focal intervention instrument, while taking account of the changes in the Bank’s organizational structure, through certain refinements and realignments. As part of its operational priorities, it includes the ‘support initiatives that improve the institutional and operational frameworks for public–private partnerships (PPPs); including strengthening the analytical capacity for their selection, evaluation and monitoring, as well as transaction-level project preparation’ (AfDB, 2013b). The AfDB intends to continue scaling-up infrastructure financing, particularly in the energy sector, not only through its own lending but also by leveraging its financial resources. This scaling-up, which is geared towards infrastructure development, includes PPPs as an intervention instrument to leverage additional resources from the private sector and improve risk transfer to the parties that are better equipped to deal with it.




PUBLIC–PRIVATE PARTNERSHIP PORTFOLIO PERSPECTIVE

Within the period 2006–2014, the AfDB approved 33 PPP projects, totalling 1,879.6 million US$.7 This represents an annual average of 3.7 PPP projects and an approvals volume of 208.8 million US$, which is still relatively modest given the Bank’s overall annual volume and number of loans. The majority of PPPs are concentrated in the energy sector, amounting to 24 PPP projects. These are allocated among hydropower (seven projects), coal/gas/oil-fired power plants (five projects), wind power (four projects), solar power (four projects) and thermal power (four projects). The transport sector portfolio comprised eight projects in total, with three sea container ports, two road projects, one bridge project, one rail project and one airport project.

Geographically, the Bank’s PPP portfolio reached 18 regional member countries, with 64.4% of the volume of the PPP portfolio allocated to LMIC and 60% in number of projects. LIC received 23.3% of the volume of the allocated PPP portfolio and 30.3% in number (10 projects), while 12.3% is found in UMIC (Figure 1). While PPP projects are more concentrated in number in West Africa (42.4%), in volume terms, the geographical spread is more even, with 30.3% in West Africa, 25.9% in North Africa, 22.4% in East Africa and 19.3% in Southern Africa.
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Figure 1. Geographical Distribution of the PPP Portfolio by Country Income Group. Source: Author’s calculations based on the AfDB’s portfolio.

The energy sector accounted for over 78% of the volume of PPP projects, which accounts for 24 projects spread over five subsectors, hydro, thermal, wind/solar and coal/gas/oil-fired power stations (Figure 2). Based on volume, solar power projects score highest, with a total US$ 471 million (32%). However, based on number of projects, hydropower projects score the highest with 29.2% (seven projects). Loans to other subsectors in the energy sector seem to be evenly spread. Solar and wind projects had the highest volume of undisbursed loans, as most of these were approved more recently.
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Figure 2. Sector Distribution of the PPP Portfolio. Source: Author’s calculations based on the AfDB’s portfolio.

Transport projects, financed through PPP arrangements, amount to 24.3% of the total, but not many new transport projects were added to the AfDB’s PPP portfolio in more recent years.8 Furthermore, it is worth pointing out that no water and sanitation projects based on a PPP framework were identified, which is a sector traditionally featuring PPP initiatives in other MDBs.




ENABLING ENVIRONMENT OPERATIONS

MDBs have been working for long with developing countries to help support the creation of a more favourable enabling environment to mobilize investment through regulatory reforms, robust tender processes and legal frameworks, and this also applies to the PPP context. As such, in addition to the portfolio of projects described above, the AfDB has also funded technical assistance for PPP projects, as well as a loan to build capacity for PPP infrastructure in Nigeria.

For the three PPP projects identified over the period, this technical assistance was provided via the Fund for African Private Sector Assistance (FAPA) fund (Table 1). The capacity building for PPP infrastructure in Nigeria, approved in 2010, intended to build capacity for PPP projects in the Ministries, Departments and Agencies (MDAs) at the federal and state levels, increase institutional capacity to prepare and successfully implement PPP projects in the power and transport sectors and strengthen co-operation between federal and state government institutions in charge of infrastructure delivery. The project has three components, the provision of general awareness on PPP projects to all states (including civil society, private sector, NGO’s, Media and MDAs at federal level), training on the fundamentals of PPP and specialized capacity-building support to selected states and MDAs on transactions and related issues.

Table 1. Technical Assistance for Public–Private Partnership Projects
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Lessons and Recommendations

There are already a number of studies which have identified lessons learned in a variety of sectors and countries, providing recommendations for successful PPP conception and implementation, thus enriching the evidence needed for an effective and efficient deployment of PPPs. In 2009, Bain (2009) conducted an evaluation of 66 European Investment Bank (EIB) projects, where he includes a literature review on the lessons gained globally from PPP projects by other organizations. The WBG in their 2014 publication ‘A preliminary review of trends in small-scale public–private partnership projects’ present lessons obtained from a variety of projects worldwide with a focus on small-scale PPPs. Espelt (2015) provides a series of useful lessons learned and good practices to inform governments about how to successfully carry out PPP projects, gathered from evidence collected from a series of interviews with people who played a significant role in the development of PPP projects, both within the Fondo Multilateral de Inversiones (FMI) and the public agencies which it benefited, and desk reviews of laws, regulations, manuals, norms and procedures. The Independent Evaluation Group (IEG) of the WBG reviews the group’s wide historic experience with PPPs, with the purpose of distilling useful lessons for its future endeavours, within a variety of regions to yield more valid and robust lessons (IEG, 2015). The IEG study is based on information collected at the strategic level (to account for the advancement of the PPP agenda at country and sector level), a portfolio analysis of a representative sample of its major products (e.g., World Bank loans, IFC investments, IFC Advisory Services and MIGA guarantees), interviews (with beneficiaries, stakeholders, other donors and WBG staff), and the analysis of nine case studies (to assist in the identification of drivers of success and assess non-lending and advisory work, complementarities and synergies). The Food and Agriculture Organization of the United Nations (FAO, 2016) provides lessons learned related to PPP initiatives with the potential to help transform agricultural development into an inclusive and sustainable activity for smallholder farmers, by sharing some recent examples and experiences of PPP utilization to stimulate agricultural and inclusive growth in Africa.

Finally, in their recent book Infrastructure in Africa: Lessons for Future Development, Ncube and Lufumpa (2017) present a detailed account of the current state of infrastructure in Africa and its most pressing issues, and discuss how the continued appetite for PPPs can help meet Africa’s infrastructure development goals, fuelling the debate as to which sectors should be prioritized and how they should be financed.

At the AfDB, IDEV’s ‘Evaluation Results Database’ also contains a wealth of information with a focus on Africa, which can be used to draw lessons and recommendations on PPP policy, strategy and implementation. As mentioned in the methodological section, the information consulted covers the period 2001–2012, and was selected after compliance with the methodological requirements, from 11 documents (AfDB, 2001a, 2001b, 2005a, 2005b, 2006a, 2006b, 2009a, 2009b, 2011a, 2011b, 2012) of five different types,9 featuring 12 countries (Cameroon, Côte d’Ivoire, Democratic Republic of Congo, Ethiopia, Ghana, Guinea, Kenya, Madagascar, Morocco, Rwanda and Tanzania) and over six sectors (agriculture, health, power, telecommunications, water supply and sanitation and multi-sector), using the keywords ‘public–private partnerships’, ‘public–private’ and ‘PPP’. The lessons and recommendations presented below in this section provide an opportunity to determine which interventions can help navigate closer to better assist African countries to consolidate the gains from ongoing macroeconomic policies and reforms, and for more effective project management in the PPP field.


KEY LESSONS LEARNED IN AFRICA

For project preparation, strong and detailed feasibility studies for PPPs at the initial preparation stages are a key success factor for minimizing future deviations from financial, economic and social projections in what concerns project outcomes. Community and civic groups must be empowered to participate in a full range of management services, especially in the water sector, through the widespread adoption of community participation/demand-responsive approaches. Feasibility studies aimed at exploring opportunities to effectively engage in private sector financing bring clear advantages.

During the implementation phase of a PPP, it is critical to tap into local knowledge to capitalize on its expertise and resources. Sustained commitment of all relevant countries and government agencies can be assured by reconfirming contract and policy-related issues in case of changes in key counterparts. Over time, individuals and organizations may change their views, priorities or roles, and such changes can alter the nature of the partnership. Therefore, merely satisfying the conditions that facilitate the adoption and implementation of PPPs is insufficient for realizing efficiency, effectiveness and sustainability. Research on public policies has clearly demonstrated that good implementation does not necessarily lead to the realization of policy objectives, and may even bring about unintended or unwanted consequences.

At the project level, factors associated with less successful PPPs include poor contract preparation, inadequate risk management, absence of competitive and transparent tendering procedures, poor or inadequate monitoring and enforcement of covenants and inadequate skill and absorption capacity (more on the public side, though occasionally also on the private sector side). Such factors on the ‘downstream’ side are not infrequently accompanied or even amplified by deficiencies on the ‘upstream’ side, including inadequate legal, regulatory and arbitration frameworks; enforceability of covenants; corruption and political instability; local labour market constraints eventually exacerbated by restrictive visa procedures for required expatriate staff and inadequate local supply base coupled with import restrictions.

On the positive side, promising factors include availability of services through PPPs made possible at an earlier stage than via the traditional public sector financing avenue, higher budgetary discipline (i.e., a lesser propensity for cost-overruns), more expedient procurement processes, efficiency and effectiveness gains associated with the private sector input, technology and know-how transfer, pricing of services reflecting market/economic costs (sometimes a blessing in disguise), reduced ‘free-rider positions’ and demonstration effects to other communities.

Cost recovery, with prices sensitive to low-income users, must be achieved so as to guarantee continued service delivery. Lifeline tariffs, regulation of small private vendor resale prices and an incremental introduction of full-cost pricing to vulnerable communities ought to be considered. An integrated approach that enhances economic activities in rural areas needs to be encouraged to make water supply and sanitation schemes more viable and sustainable.

Good monitoring and the development of standardized methods for gathering information on the performance of organizations and programmes throughout their life cycle is the key to overcoming the challenges of development effectiveness, ex-post evaluation, and the caveats of drawing unsubstantiated conclusions for the state of larger systems from lower-level indicators, organizations from programme-level indicators, or programmes from individual-level indicators.

To ensure that future PPP operations provide the maximum added value for all, each partner’s comparative advantage must be fully leveraged.




KEY RECOMMENDATIONS FOR THE IMPLEMENTATION OF PUBLIC–PRIVATE PARTNERSHIPS

Institutions, and mainly MDBs should act as catalysts by promoting PPPs that can mobilize greater resources and improve service delivery. Good strategic planning should aim at maximizing the contribution to the local economy and upper-level outcomes such as poverty reduction, regional integration, tourism development and urban mobility.

PPP projects should be complemented by policy work, technical know-how and post-transaction support. In order to take full advantage of physical infrastructure, especially in developing countries, it is necessary to support the development of a ‘soft infrastructure’ that aims to improve human capital, namely, attitude, knowledge and soft skills.

African governments should speed up the establishment of legal and institutional frameworks of concessions and adopt clear strategies for the development of PPPs along with ensuring a higher level of involvement of the private sector.

Policy should define how to encourage PPPs, building on the comparative advantages of each sector. In developing and implementing a strategic approach to private sector development, PPPs should be used to simultaneously improve the business climate; upgrade the private sector through capacity building, training, and advice; and provide financial services. In doing so, both demands for competitiveness and diversification of an economy can be better synergized.

Non-lending assistance needs to be invigorated and enhanced in order to further improve the enabling environment for PPPs, thus paving the way for private sector financing of infrastructure projects.

Given that PPPs are typically oriented towards financial issues, governments and donors should ensure that wider societal targets are not undermined in partnerships. Effective and efficient PPPs should rely on common goals, whereby the private partner acquires more a sense of social responsibility and the public actor develops a sense of managerial culture.

Replication of successful PPP models from other regional settings should fully take into account local characteristics and conditions. ‘Good practices’ within a country or a region cannot be directly transferred to other settings because the factors having an impact on the adoption and implementation of PPPs within the domains of politics, economics, administration and the legal system substantially differ.






Final Remarks

Since independence, most of the African continent has struggled with a seemingly endless collection of development problems, from civil war to political instability, from chronic food insecurity to pervasive poverty. But even if it will take decades of economic growth to make major inroads into Africa’s poverty, there is now a genuine confidence about its future outlook.

In Africa, too many people have been excluded from the benefits of economic growth. In fact, the pace of growth has not been inclusive enough to ensure equal access and to create economic opportunities for all. The AfDB aims by 2060, to have contributed significantly to the transformational change already occurring in the continent, and to the creation of more economic opportunities, especially those geared towards the poor and the most vulnerable (AfDB, 2011c). This needs to be met by adequate policy choices to respond to the multifaceted array of challenges facing Africa. While some are within the purview of individual African countries, others require collective action and strong and long-lasting partnerships.

PPPs are a major innovation for developing countries, in particular for those in Africa. These partnerships, combined with new financial instruments (e.g., blended finance, impact investment), are bringing together the public sector, businesses, smallholder farmers and civil society actors, and are increasingly being promoted as a means to improve productivity, drive growth and reduce poverty. But despite the potential gains to be derived from PPPs at various levels, their successful realization is a significant challenge in itself. There are many issues affecting the design, implementation and realization of PPP outcomes pertaining to framework conditions, market access, competition, legislative and regulatory problems and public and private sector capacity.

The PPPs described in this chapter are expected to provide a substantial contribution to fill the resource gap in infrastructure delivery and operation in Africa in a variety of ways, namely, accelerate the process of infrastructure provision and promote smoother implementation of projects; allow for a better risk allocation between public and private sectors; reduce whole life project costs; provide better and more sustainable incentives for private sector performance; engender accountability in fund utilization; improve the overall quality of service; generate additional revenue for governments; improve overall value for money for the entire economy and contribute to poverty reduction in the continent. In this context, PPP evaluation is well positioned to make a significant contribution to identifying best practices and assess impacts.

Donors have lately focused on the state of infrastructure and its effects on developing countries’ ability to achieve a sustainable rate of economic growth and poverty reduction. Infrastructure development is now at the top of the agenda of most, if not all bilateral donors and MDBs. The evidence provided in this chapter, along with the lessons of past experience on PPP design and implementation at both a strategic and operational level from the AfDB’s experience, can provide a useful contribution to the vast ongoing research, as to which approaches are better tailored to the African setting within the context of development assistance objectives, when best to employ PPPs, which factors enable or hinder successful project implementation, how best to employ innovative forms of financing and how to critically identify the potential for the scaling-up of PPP projects.
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1The New Partnership for Africa’s Development (NEPAD) is a programme of the African Union focused on economic development, aiming at providing an overarching vision and policy framework for accelerating economic co-operation and integration in the African continent.

2The IPPF provides support to the development of regional and continental infrastructure through grants to African governments, Regional Economic Communities and African infrastructure-related institutions to support high-quality viable trans-boundary projects in transport, energy, water resources and ICT.

3An infrastructure project preparation facility to close the infrastructure gap in Asia.

4The AIIB purpose is to foster sustainable economic development and provide financing for infrastructure needs throughout the Asian continent and the neighbouring regions. As of January 2017, the AIIB had approved nine projects, amounting to a total of 1.7 billion US$.

5Africa 50’s ‘Partnerships Bulletin: interview with Africa50 CEO, Alain Ebobisse’, available at https://www.africa50.com/news/article/partnerships-bulletin-interview-with-africa50-ceo-alain-ebobisse-142/

6The outcomes and statements of the latest 2017 Global Infrastructure Forum are available at: https://pppknowledgelab.org/2017giforum.

7Overall, 18 out of the 33 PPP projects enjoyed full disbursement in the period 2006–2012. These are in the energy sector, mainly in hydropower, thermal power, roads and bridge projects.

8The last loan approval date for a PPP in the transport sector was July 2012, with the project HKB Bridge in Côte d’Ivoire.

9The document types are Country Assistance Evaluation, Project Completion Report Review Note, Project Performance Evaluation Report, Project Completion Report and Sector Review.
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ABSTRACT

This article suggests that given the fulfilment of a number of preconditions Public–Private Partnerships (PPPs) may be attractive instruments for countries in Africa seeking to improve the quality and competitiveness of their services base, particularly the so-called infrastructure services. This article builds, in addition to a selective review of the vast literature on PPPs, on first-hand practical experience on the ground and a number of pilot projects. This methodological approach provides a non-exhaustive PPP mapping in Africa, which in turn leads to a discussion of some of the challenges and risks to PPPs in Africa. It also covers a discussion of the recent trends in the approach to improving the enabling environment upon which are based a few policy recommendations, respectively: establishing an institutional framework for PPPs; designing a realistic and efficient strategy for enabling environment improvement; and finally moving from national-level initiatives to intergovernmental initiatives. This article takes the position that a series of pitfalls and shortcomings, many of which are associated with the enabling institutional environment and the governance framework, need to be addressed if PPPs are to deliver their full potential in Africa. It is believed that the national and intergovernmental PPP initiatives could lend significant support to achieving the 2030 Agenda for Sustainable Development in Africa. In addition to the reviewing and discussing primarily the most recent literature on PPPs, the main value addition of our chapter brings to the literature is derived from the presentation of recent PPP cases, which draw directly from the authors own practical experience on the ground.
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Introduction

This chapter will not conduct a full evaluation of the enabling environment of the Public–Private Partnership (PPP) landscape in Africa.1 Instead, based on a selective review of the vast literature on PPPs and first-hand experience on the ground, we will build on the overall conclusion reached by the majority of mainstream experts in the field according to whom PPPs are well suited to promote and accelerate the provision of public sustainable infrastructure in Africa. Thus, notwithstanding certain concerns expressed by governments as well as many civil society organizations and public sector unions regarding the public sector costs and risks associated with many PPPs (Jomo, Chowdhury, Sharma, & Platz, 2016), some PPPs may be attractive instruments for developing countries in Africa seeking to improve the quality and competitiveness of their services base. Unlike social sectors (e.g., hospitals and schools), this is particularly true for economic infrastructure services, such as the telecommunications sub-sector, transport and electricity generation, where demand is relatively steady and the impact of service quality easy to assess. However, a series of pitfalls and shortcomings, many of which are associated with the enabling environment and the role of policy, need to be addressed if PPPs are to deliver their full potential as recognized in the Addis Ababa Action Agenda (AAAA) of the Third International Conference on Financing for Development (Addis Ababa, 13–16 July 2015).

This approach leads us to our recommended strategy for an enabling environment to support PPPs in Africa. We propose to address the shortcomings and pitfalls through a holistic approach developing the PPP market by handling one by one all the key aspects of project preparation considered as an integral part of the institutional framework for PPPs. This builds on previous practical experience and pilot projects in order to identify both the supply side and demand side as well as intermediary stumbling blocks, to remedy them and in turn progressively increase the confidence of the market in the ability of all actors of the whole PPP ecosystem for the provision of assets and the delivery of services and financial return. In other words, to create an enabling market for PPPs leading to reduced costs and efficient delivery of services to save taxpayers money and benefit consumers, the role of the government is to be both a market participant; a market builder and a market steward, although this would in most African countries require the assistance from the international community in the form of technical support and capacity building.

In the light of the above, this chapter is organized as follows. Section ‘PPP Mapping in Africa’ provides a non-exhaustive PPP mapping in Africa. Section ‘Challenges and Risks to PPP in Africa With a Focus on the Enabling Environment’ presents and discusses the challenges and risks to PPP in Africa with a focus on the enabling environment. Section ‘Recent Trends in the Approach to Improving the Enabling PPP Policy Environment in African EMEs’ presents and discusses the recent trends in the approach to improving the enabling PPP policy environment in African emerging market economies (EMEs). Finally, Section ‘Conclusion and Key Policy Recommendations for African Governments and IFIs’ concludes and offers a few policy recommendations on how the enabling environment for PPPs could be strengthened in support of Africa achieving the 2030 Agenda for Sustainable Development.




PPP Mapping in Africa


THE ROLE OF PPPS IN AFRICA IN ACHIEVING THE SUSTAINABLE DEVELOPMENT GOALS

The 17 sustainable development goals (SDGs) adopted by 193 sovereign Member States of the United Nations (UN) at the 70th United Nations General Assembly (UNGA) in 2015 draw the promise of a better world at the 2030 horizon. ‘This first year is crucial. It is a time when all Member States should align their policies, programmes and spending behind the 17 goals,’ said the then former UN Secretary General Ban Ki-moon, addressing the opening of the 71st session of the UNGA, which had an emphasis on implementing the 17 SDGs goals. Whether Africa will reach these goals2 is to a large extent subject to the quality in the infrastructure improvements that will be achieved. Typically, in Least Developed Countries (LDCs) people living in rural areas are 50% more likely than their urban counterparts not to have access to sanitation, twice as likely not to have access to electricity, and more than four times as likely not to have access to clean water. In other words, achieving the SDGs would according to the United Nations Conference on Trade and Development (UNCTAD, 2015) mean 70% more rural people having access to an improved water source, 250% more to sanitation, and 10 times as many to electricity. For this to happen, UNCTAD argues a quantum leap in infrastructure investment in rural areas of LDCs would be required: access to water would need to increase more than twice as fast as in 2011–2012, access to electricity four times as fast and sanitation six times as fast.

PPPs are considered essential in emerging markets to allow the rapid development of critical infrastructure such as Housing (SDG11), Transport (SDG9), Energy and Power (SDG7), Healthcare (SDG3), Water and Waste (SDG6), Schools (SDG4) and Economic Infrastructure such as Special Economic Zones, Sea and Air Ports (SDG9) as key drivers for developing countries and increasing credibility for FDI and the development of key industries. Consequently, many governments turn to the private sector to Design, Build, Maintain, Own, Finance and/or Operate contracts of new and existing capital assets such as infrastructure facilities in order to improve the delivery of services and the management of facilities hitherto provided by the public sector. In such a PPP, private partners receive payment from either government budget allocations, from user charges or a combination of the two for delivering the services. In addition, as part of its role as market participant, the government may also provide various forms of guarantee that enable risk to be shared effectively between the government and the private company.

The wide variety of contractual arrangements paired with the lack of clarity and variations in definition make it difficult to generalize findings about PPPs (Jomo et al., 2016). Despite the variants in PPP arrangements, overall, the amount of money invested in PPPs in developing countries increased significantly during the last decade as did the average size of projects in infrastructure (Flyvbjerg, Holm, & Buhl, 2002). From 2004 to 2012, investments in PPPs increased by a factor of 6, from US$ 22.7 billion to US$ 134.2 billion.3 This jump can partially be explained by economic growth and the associated need for infrastructure development, but another determinant has been investors ‘search for yield’ elsewhere due to the low interest rates in the OECD countries (Romero, 2016). Consistent with the selection bias as revealed in the PPPs’ distribution in developing countries by income groups, Sub-Saharan Africa (SSA) – which lags infrastructure development the most and where 23 of the 36 low-income countries (LICs) are located – attracted only $154 billion of infrastructure investment from the private sector compared to $937 billion; $402 billion; and $395 billion in, respectively, Latin America and the Caribbean (LAC) and East Asia and Pacific (EAP); and South Asia (SA). Out of a total of 6,449 infrastructure projects with the private sector involvements during the 1990–2014 period, only 502 were finalized in SSA.4

Notwithstanding the promotion of PPPs, it should be noted that private finance still only provides about 15–20% of aggregate infrastructure investment with PPPs less than a quarter of public investment in emerging and developing economies (IMF, 2014, p. 79; World Bank, 2014, p. 2). While this situation is likely to continue (Romero, 2016), the global financial crisis of 2008 has nonetheless brought about renewed interest in PPP in both developed and developing countries.5 Governments have been increasingly turning to the private sector as an alternative additional source of funding, most likely triggered by the severe constraints on public resources and fiscal space (World Bank, 2016a), given the paucity of studies or evaluation of PPPs in developing countries (Jomo et al., 2016).

According to most observers, continuing the traditional way will not be enough as the aforementioned quantitative and qualitative leap requested in many African countries to attain the SDGs requires new thinking, new effective instruments and additional finance. Thus, the role of business in addressing development challenges is growing and changing (Ravelo, 2014).

According to Farquharson, de Mästle, Yescombe, and Encinas (2010), governments are also attracted by the benefits of mobilizing private capital: The estimated demand for investment in public services in general and the estimated annual $2.5 trillion SDG funding gap (UNCTAD, 2014) both show that government and even donor resources cannot fill the investment gap alone, and so harnessing private capital can help to speed up the delivery of the SDGs, including sustainable public infrastructure. They further note that PPPs, in particular, those with long-term contracts, can bring significant benefits for governments in the delivery of public services, such as the following: greater operating efficiency in the use of resources; capital at risk to performance; quality assurance and scrutiny; and the more open scrutiny of the long-term commitment required of a PPP.

These benefits have important implications for (People First) PPP policy even if, at times, private financing is constrained. Looking ahead, good PPP structures can endure and can simply adapt to changes in the market (Farquharson et al., 2010). Nevertheless, the potential of engaging the private sector and civil society has yet to be fulfilled. ‘[The] PPP model is important and its potential is huge for further sustainable development’, according to Ryuichi Kaga, head of the PPP office in the Asian Development Bank (ADB). Besides additional finance, PPPs can bridge development gaps in terms of knowledge due to the private sectors’ technical know-how, by making these initiatives and projects more effective and cutting-edge, as well as increase accountability (Santos, 2014).




THE SPECIFICITIES OF THE AFRICAN PPP LANDSCAPE

PPPs are far from a new concept in Africa. From the beginning of the 20th century, many infrastructures were built using the concession model, whereby the public authority transfers all rights and obligations to finance, built and operate an infrastructure6 to a private operator. All income would be generated by users’ fee, without fiscal risk for the public party. This model has proved effective particularly in the transport area (railways in South Africa, Morocco, Algeria, etc.) as well as in water distribution (e.g., Morocco, Ivory Coast, Gabon and Mali). However, it did not apply to less profitable public services, due to selection bias in PPPs, known as ‘cream-skimming’ (Hammami, Ruhashyankiko, & Yehoue, 2006).

After the first wave of decolonization in the 1950–1960s, the newly independent African States tended to nationalize most private concessions and it was only after the 1990s that a renewed interest towards private participation in infrastructure appeared. In the energy sector, Morocco led the way with the Jorf Lasfar Energy Company (JLEC), a 1,350 MW coal-fired plant that was commissioned between 1994 and 2000 as the first Independent Power Producer (IPP) on the African continent. Further attempts to transfer water and electricity distribution to the private sector took place in various countries. However, Private Finance Initiatives (PFI) type transactions, where the remuneration of the private investor relies on public authority payments, are still relatively rare, one of the major reasons being related to revenue sustainability issues, at least from investor’s perspective.

As the macroeconomic setting of many African countries has showed some signs of improvement through debt-relief programmes, more cautious fiscal management after the debt crisis, better growth prospects and higher expected fiscal revenues, combined with the still enormous unsatisfied infrastructure requirements, PFI-style transactions have appeared more frequently on the agenda of African middle-income countries (MICs). In LICs, on the contrary, PFI-style transactions are more difficult to implement due to the low credit rating of the public counterparts. On the other hand, user fees-based projects, supported by credit enhancement schemes provided by the International Financial Institutions (IFIs)7 could and have substantially contributed to address the infrastructure deficit. It remains though that making a PPP work can be challenging. It requires careful consideration of whether PPP are the best mechanism, and if so, how they should be structured as PPP can go wrong in a number of different ways when not properly prepared (Romero, 2016), usually as a result of investors’ ‘miscalculations’; deceptive techniques of assessing value for money and manipulations of risk transfers (Jomo et al., 2016).

Today, virtually all African countries have some experience of PPPs. In addition, many countries have or are still in the process of developing PPP-related regulations and/or policies, to better harness this type of investment in various sectors, as indicated in many national development plans (NDPs), although they do not specify how they can be conduits for achieving a country’s national development objectives (UNCTAD, 2016).8 Some authors even go as far as far as affirming that most African governments are actively building PPP frameworks (EIU Infrascope, 2014), with an acceleration since 2009, noting however that implementation lags. The EIU Infrascope (London, 2015) analyses 15 African countries and finds that 10 have PPP-specific legal framework in place, 3 are moving through the legislative process and only 2 have no clear roadmap toward a PPP framework. This could be compared to UNCTAD (2016) that finds that 18 of its 35 sample countries mention various legal and policy instruments. However, only South Africa is considered by the EIU Infrascope study as having implemented a mature framework.






Challenges and Risks to PPP in Africa with a Focus on the Enabling Environment

Insufficient, outdated, poor-quality and unreliable infrastructure assets and services constrain growth worldwide, particularly in developing countries and Africa. Poor infrastructure performance is often a result of insufficient spending; poor planning, insufficient inter-ministerial policy coordination and weak analysis; corruption and the pursuit of political gain; and poor maintenance (World Bank, 2016d).

In 2010, the World Bank’s ‘Africa’s Infrastructure: A Time for Transformation’ study by Foster and Briceno-Garmendia (2010) estimated that SSA had a funding gap of US$48 billion. This same World Bank study found that 35% of this funding gap can be attributed to inefficiency in the existing spending due to poor governance, poor planning of investments, under-investment in maintenance, under-charging for services and operational inefficiencies. Thus, the solution is not only about spending more but also spending better (World Bank, 2016d).9

When asked by Devex if there’s any development area the private sector should not be involved, the now former United States Agency for International Development (USAID) administrator Rajiv Shah once said there is none, although, Jomo et al. (2016) argued that flaws in the project selections can distort the development of public services as PPPs are likely to focus on the most profitable projects. While the PPP model has attracted interest from several stakeholders and appears as an attractive approach in pursuing sustainable development in the region, challenges still remain. Getting the private sector involved is not always a happy story (Santos, 2014). Indeed, a number of potential risks have been associated with PPPs (UNCTAD, 2016; World Bank, 2016a). Key obstacles to PPPs development in Africa have been identified in the literature, as well as in other chapters of this Handbook, including:


	– Lack of enabling environment

	– Lack of capacity in central and local government and public administrations

	– Erroneous perception of the potential of PPPs and how to use them

	– Ideological resistance to PPPs as the difference with privatizations is not clearly perceived

	– Lack of commitment by governments

	– Legal framework not in place

	– Lack of attractiveness in the financial and economic environment

	– Corruption or lack of transparency in tenders.



In this section, we first devote our attention to key components of an enabling institutional framework for PPPs. It argues that the governments must play a key role in developing the ecosystem of PPPs in general and the People First PPPs, in particular, to ensure the highest standards of quality, accessibility and affordability for the general public and to function well and deliver the expected (broader welfare) benefits, including social externalities and the implications for the sustainable development and financial returns (UNCTAD, 2016).


THE KEY COMPONENTS OF AN ENABLING INSTITUTIONAL FRAMEWORK FOR PPPs

For PPPs to become an effective instrument through improvements in service delivery, efficiency and development impact, although the impact of PPPs varies across sectors, over and above those attainable through public procurement, it is important that the public sector is able to: (i) correctly identify and select projects where PPPs would be viable, (ii) structure contracts to ensure an appropriate pricing and transfer of risks to private partners, (iii) establish a comprehensive and transparent fiscal accounting and reporting standard for PPPs and (iv) establish legal, regulatory and monitoring frameworks that ensure appropriately pricing and quality of service. In the words of Jomo et al. (2016), it is necessary that countries have in place the institutional capacity to create, manage, evaluate and monitor PPPs (see Figure 1 for conceptualization).
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Figure 1. Key Components of an Enabling Institutional Framework for PPPs. Source: Jomo et al. (2016, p. 17).

Achieving the potential benefits associated with PPPs10 and ensuring they translate into lower infrastructure costs for taxpayers and users, depends on the government structuring, procuring and implementing PPPs effectively. This can be difficult where low public sector capacity means that governments lack the resources and skill to structure and manage PPPs well (World Bank, 2016c). According to Jomo et al. (2016), taken as a whole, an institutional framework that endows countries with the above four interrelated capacities should have the benefit of ensuring that PPPs are undertaken for the ‘right reason’, i.e., ensuring an improvement in the quality and cost efficiency of a given infrastructure service to the citizen and not as a vehicle for ‘off budget’ activities. They are also necessary for making certain that efficiency improvements are measurable and monitored and, broadly speaking, facilitating good governance in the administering of the PPP (see Section ‘The Enabling Environment: The Legislative and Institutional Framework of PPP’).

The first capacity is related to the process of selecting and implementing PPPs, which is considered the most important issue, and should be undertaken on a sound cost–benefit analysis, avoiding any bias in favour of them because they involve private finance. Overcoming planning and project selection problems is critical for reducing the final cost of the project. Whereas project identification (or the lack thereof) has led some countries to publish lists of hundreds of potential opportunities, it is rare that the prioritization process follows established procedures such as the Infrastructure Prioritization Framework (IPF) developed by the World Bank or the toolkit proposed by the Public–Private Infrastructure Advisory Facility (PPIAF).11 Unfortunately, the project selection more often follows the rules of political infighting, quest for prestige or quick and easy wins rather than maximization of value for money for the country based on the development agenda. How many superfluous airports (see the Enfidha airport in Tunisia) or half-empty port terminals12 stress the fiscal stance of African countries?

Second, the setting in train of a credible, transparent and competitive process for the planning and selection of PPPs needs to be accompanied by the structuring of contracts that appropriately price and transfer risks to the private partner. Achieving value for money depends on the ability of the public and private actors to identify, allocate and price risks appropriately. The quality of project preparation by helping to align the interest of all stakeholders plays a key role in the mitigation of the political risk element.13 Specifically, the value for money analysis demonstrating the social benefits of a PPP can substantially contribute to build robust consensus.

Third, it would also benefit from the establishment of a transparent and comprehensive fiscal accounting and reporting standard for PPPs that would serve to counter perverse incentives that may lead governments to exaggerate or understate the true value of risk transfer. However, there are still no uniform accounting and reporting guideline for PPPs. Jomo et al. (2016) argue that this is likely to become increasingly problematic as developing countries throughout the world seek to define their own accounting standards for dealing with PPPs.

Finally, an institutional framework for PPPs should also feature legal, regulatory and monitoring frameworks that allow for the enforcement of contracts, as well as appropriate pricing and quality of service. An enabling legal and regulatory framework would need to ensure a competitive environment during the bidding process and, where possible, service delivery in order to ensure an effective quality of service and allocation of risks (Jomo et al., 2016).

Capacity building within emerging markets is essential to create credibility across legislative, political, social, market and economic environments. Combined with a paradigm shift from traditional project finance models, there are new structures and players engaged in major projects such as bonds, sovereign wealth funds, Islamic finance and significantly in many emerging markets the role of private sector industries such as oil and gas, mining, agro and bio industries as developers and investors into the infrastructure of nations (World Bank, 2017). Jomo et al. (2016) suggest that an enabling institutional framework with the above-mentioned four interrelated capacities would also serve to reinforce democratic accountability and popular acceptance of PPPs instead of community opposition and unrest.




THE ENABLING ENVIRONMENT: THE LEGISLATIVE AND INSTITUTIONAL FRAMEWORK OF PPP

While direct and indirect support from governments and IFIs have played a significant role in bringing PPP projects to the market, the literature on the determinants of investment confirms that a country´s strong macroeconomic and institutional and regulatory setting is critical to the development of PPP markets (see Hammami et al., 2006). A robust institutional and regulatory framework is critical in attracting private investment for infrastructure projects. In fact, given the high costs and risks investors face, numerous criteria must be met, particularly in emerging market developing economies (EMDEs) where economic and financial conditions are often more tenuous. For example, there must be peace and stability, a rule of law, good governance with accountability and transparency, clear property rights and enforceable contracts (see Box 1, which provides a well-documented case of concession failure for lack of enabling environment, while also shows why efforts to regulate PPPs should be accompanied by a sufficiently autonomous institution that oversees the functioning of such partnerships), just to name a few.14 For example, decreasing corruption by 10 points can increase PPI by 15%; improving the rule of law by one standard deviation can increase PPI by 3%; improving quality of regulation by one standard deviation can increase PPI by 4%; and having one more project going to court decreases investment by 4%. Clearly, then, EMDEs can greatly influence private sector involvement by offering stable and reliable political conditions (World Bank, 2016e).

 


Box 1. RAILWAY SYSTEM OF ZAMBIA FAILED CONCESSION.

In 2003, the Government of Zambia with the support of the World Bank was awarded a 20-year concession contract for Railways System of Zambia (RSZ) to NLPI Holding (a company which regroups South African financial institutions together with New Limpopo Bridge Projects Ltd.). Nine years later, in 2012, the Finance Minister Mr. Alexander Chikwanda declared that there has been ‘no discernible upgrade of the railway system in nine years’ and that situation has been compounded by ‘an unacceptably high level of derailments, loss of life and damage to property’. He added that the overall cost of the concession to the State has been ‘enormous’, and the performance of RSZ has put the sustainability of the country’s railway network at risk.15 The concession was terminated, which initiated litigations.

On the public side, the concession was seen as a way to transfer the burden of the maintenance, upgrade and modernization of the network to the private sector, with often unrealistic expectations. From the private side point of view, the concessionaire claimed to have invested over USD 50 million, more than its contractual obligations. Furthermore, the company complained that the Government did not implement policy that would make rail transport more competitive compared to road (road levy refunds, safety and road regulations such as weight limitations and toll gates). Vandalism and funds held back by the Government may also have contributed to financial difficulties. Perverse incentives may have worked on both sides. On the public side, decision-making is largely ruled by the political cycles, which may not coincide with the time frame needed to upgrade and improve complex infrastructure. On the private side, it is often suggested that bidders tend to undertake commitments to obtain the contract that cannot be realistically fulfilled, expecting that the political cost for the government to terminate contracts will deter such temptation.

A 2009 report from USAID16 states that: ‘The single most important lesson to be learned from the Zambia experience is the absolute need for enabling legislation to be enacted prior to concession. The privatization legislation under which this concession was carried forward provided only for the disposal of the asset. Regulation to provide for the ongoing operation and monitoring of the concession was lacking. In an attempt to correct this deficiency, the Government Inspector of Railway, a subordinate position within the Ministry, clearly not independent, assumed the role of a regulator. Zambia Railways Ltd also assumed the role of monitor and this unclear reporting relationship has been a source of dissension from the beginning.’



Many countries, particularly those with emerging economies, have made significant efforts to improve and enable their investment environment for PPPs. Empirical evidence suggests that a favourable regulatory and institutional framework corresponds with a successful PPP investment environment, despite limited data on the subject. One such gauge is the World Bank and EIU’s Infrascope Index, which attempts to measure country readiness and capacity for sustainable, long-term PPP projects (transport, energy, and water and sewerage). By scoring various aspects of the enabling environment for doing PPPs, including project experience and success; investment climate; financial facilities; and subnational domestic PPP activity, the index provides an assessment of a country’s attractiveness to private investors (see full definitions in EIU, 2014). At the time of writing this chapter, eight Infrascope reports have been produced on four regions: Latin America and the Caribbean (2009, 2010, 2012 and 2014), Asia-Pacific (2012 and 2014), Eastern Europe (2012) and Africa (2015). This includes data for 73 countries (World Bank, 2016e).

One of the most prominent measures of success for investment in PPP projects is a country’s history of achieving financial closure. Using the latest Infrascope score available (LAC 2014, Asia 2014, ECA 2012 and Africa 2015) and PPI data from 2010 to 2014, The World Bank (2016e) is able to correlate average PPP investment as a percentage of GDP with a country’s readiness to do PPPs, as measured by the Infrascope index.

Figure 2 shows a positive relation between overall Infrascope17 score and investments in PPP as a percentage of GDP. Nascent markets (Infrascope score: 0–30) and developed markets (Infrascope score: 60–80) are more sensitive to having a robust enabling environment than emerging markets (Infrascope score: 30–60). The same pattern is observed when looking at the sub-index for investment climate.18
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Figure 2. Infrascope Score and 2010–2014 Average PPP Investments as Percentage of GDP. Source: PPI Database World Bank and Economist Intelligence Unit (EIU) Infrascope quoted in World Bank (2016e, p. 29). Notes: Data covers projects in energy, transport, and water and sanitation that reached financial closure from 1990 to 2014, excluding telecom, divestitures and merchants. The operational maturity indicator of Infrascope excludes number of projects from PPI database to avoid spurious correlation.

The operational maturity19 and the financial facilities20 sub-indexes show a linear positive relation but mainly for mature and developed markets. When looking at the regulatory21 and institutional22 framework sub-indicators of the Infrascope index, there is not a clear relationship pattern with PPP investments as percentage of GDP. This could indicate a lag effect – for example, it may take several years for reforms to spur investment (preparing and financially closing a project may take a few years) (World Bank, 2016e) (Box 2).

 


Box 2. UNLOCKING INSTITUTIONAL INVESTMENT IN INFRASTRUCTURE: THE CASES OF TANZANIA AND MEXICO.

‘In many countries, even without frameworks, they are proceeding with their PPP projects’. ‘It’s not ideal because if they have a framework, it is much easier to function, for example, in standardizing documents and operations.’ Several factors can affect this, including the presence of local practices that, while ideal to embed, should be balanced with international best practices and standards.

In Tanzania, the 2011 PPP Act changed the institutional setting for managing PPPs. It established two new units: a PPP Coordinating Unit within the Tanzania Investment Centre to coordinate and promote PPPs, and a PPP unit in the Ministry of Finance (MoF) to assess PPP projects that involve public finance. The work of these two PPP units presents some clear challenges. The mere existence of two units might imply a high risk of duplication of labour and bureaucracy. In addition, since the PPP units are within government institutions, questions could also be raised about their independence and possible conflict of interests. A report on contingent liabilities commissioned by the MoF points out many shortcomings of PPP regulation with practical implications in managing PPPs. The report recommends that the PPP Act should clarify institutional responsibilities and functions, specify the types of financing modalities permitted, include a description of the various risks to be shared between private and public sector and include the sustainable debt limit, defining whether guarantees are included in the total debt limit or not (Romero, 2016).

The early Mexican PPP programme represents a sobering experience. Without establishing good institutional arrangements for dealing with PPPs, Mexican taxpayers had to pay more than US$8 billion after renegotiating initial contracts for projects that were ultimately not successful (Fischer, 2011).






GOVERNANCE OF PPP AND IMPROVEMENT OF PUBLIC SERVICES

Government responsibility continues – citizens will continue to hold government accountable for quality of utility services. Government will also need to retain sufficient expertise, whether the implementing agency and/or via a regulatory body, to be able to understand the PPP arrangements, to carry out its own obligations under the PPP agreement and to monitor the performance of the private sector and enforce its obligations (World Bank, 2016a).

Lack of good governance increases costs and reduces quality by making potential investors and lenders worry (increasing the cost of financing); reducing competitive pressure on bidders (by increasing costs and reducing quality and expediency of solutions proposed); and increasing the likelihood of rent-seeking, bribery and other forms of corruption (adding cost and delay to project implementation and reducing quality of performance) (World Bank, 2016c).

Examples of PPP programmes hampered by poor governance include Tanzania, where a PPP project saw the state-owned electricity company Tanesco sign a power-purchasing agreement with Independent Power Tanzania Limited. This deal was highly contested on the grounds of cost and the projected demand for power. There were also allegations of corrupt payments to government officials and planning problems. The project was approved by three government officials without a proper feasibility study, which would have shown that the problem was not insufficient generating capacity, but a lack of gridlines (Romero, 2016). Another example is Chile, which ranks among the least corrupt countries in the world, and yet their PPP programme was beset by a major corruption scandal. The corruption scandal ultimately led to the imprisonment of senior members of the PPP unit and the Minister himself. The corruption scandal led to the end of the PPP programme for a number of years while reforms were carried out. Corruption within the PPP unit ultimately played into the numerous and costly contract renegotiations (Fischer, 2011).

Thus, some PPPs suffer from low transparency and limited public scrutiny, which undermines democratic accountability – including proper redress of affected communities – and offers greater opportunities for corrupt behaviours. Although there is rhetorical recognition of the importance of transparency and stakeholder participation, in practice they are still missing and in some cases PPP projects have triggered community opposition and government repression (Romero, 2016).

An IMF analysis of corruption in public investment in infrastructure found corruption tends to create a bias towards capital spending projects, and increase their size and complexity than what is justified by demand for services – reducing the productivity of that investment (World Bank, 2016d). This could also be related to the circumstance that benefits are often overestimated due to weaker incentives for rigorous analysis (Jomo et al., 2016).






Recent Trends in the Approach to Improving the Enabling PPP Policy Environment in African EMEs


INSTITUTIONAL ARRANGEMENTS AND THE ROLE OF THE PPP UNIT: LESSONS LEARNED

Case studies and lessons learned are invaluable when planning, designing, structuring or executing PPP projects. A characteristic of successful PPP units is the capacity to understand both how government processes and administration work and how the market works, based on people with strong commercial experience. This, in turn, implies adequate resourcing to attract and retain this combination of skills and strong commitment by the government to its success. The PPP unit is generally not the public body tendering the contract (i.e., it is not the contracting authority). This is the responsibility of the central, regional or municipal government body that is sponsoring the project and that holds (or will hold) the requisite budgets for the project’s procurement and long-term realization. A PPP unit, therefore, usually only plays a supporting role; it helps the public authority to prepare the project and, where necessary, to select and manage specialist advisers; in addition, it ensures that the project fits into the overall PPP policy framework. A PPP unit may also play a role in project approval and quality assurance throughout the project development. Potential conflicts of interest between these roles can be resolved by making decisions outside the unit, even when a decision is supported by the unit’s evaluation.

An important principle, however, is that, in developing operational rules and processes, government must also create mechanisms to help the public authority to follow the rules. Nevertheless, balancing the roles of project support and approval is often difficult, as it requires achieving the right level of engagement between the unit and the project team. This calls for high-quality, credible staff led by someone who commands respect across government and the market and enjoys strong political support at senior levels. In cases where the programme is sufficiently large, a sector-focused unit may also be found within the line ministry itself (or within a department of the regional government, as the case might be).

The importance of having a competent PPP unit that is staffed with highly qualified individuals able to work across government cannot be overemphasized enough, if a successful PPP programme is to be delivered. Yet, resourcing a PPP unit is often one of the most difficult challenges for governments at the early stages of programme development.

PPP units are typically found at the central government level, the regional government level or both. Large-city authorities may also have their own units. This largely reflects the size and structure of government and the extent to which investment decision-making powers are devolved – examples of regional PPP units can be found in Australia, Brazil, Canada, Germany, India, Mexico and the United Kingdom to name a few. Wherever possible, the market, which does not usually recognize the ‘artificial impediments’ of state boundaries, will generally respond better to wider, more consistent, approaches. Therefore, the role of a central or federal government unit is important to support these regional units, ensure that there is consistency of approach, and enable the sharing of best-practice information and lessons learned. Clearly, the size of the programme also drives the need for a unit; it makes little sense to establish a fully resourced additional unit at a line ministry or regional government level if only a few projects are contemplated. However, even if modest in scale, when the programme is being delivered mostly through municipal authorities (unaccustomed to large, complex projects), the challenge of building the public sector’s technical capacity to manage the procurements and ongoing contracts is much greater (Farquharson et al., 2010).

Experience has showed that an effective PPP unit is able to considerably improve the quality of projects preparation and implementation. The basic idea behind PPP unit is that PPPs require specific skills and experience that are harder to acquire if PPPs is not the core business. Therefore, PPP units capitalize more quickly on the PPP experience of the country, build relationship of trust with investors and stakeholders and strengthen consistency and harmonization throughout all projects. Compared to pure bureaucracies, they can also enjoy the greater freedom of movements which is necessary when dealing with private sector. In addition, PPP units can act as promoter of the PPP ideas and effectively engage in PR activities.

On paper, the advantages of PPP units appear so evident than most countries have created one or intend to do so. For instance, out of 15 countries studied, the Infrascope 2015 identifies 12 PPP units.23 However, it is clear that the mere administrative creation of PPP units is not enough to make them successful. Resources, qualified staff and also the capacity to retain staff (with the typical issue that trained staff tends to move to private sector where wages are higher) represent key parameters. It is hoped that supported by adequate empowerment and relevant legal framework, the PPP units can provide added value to the line ministries by building solid and fruitful partnership.

The track record of PPP units is mixed. Some have been recognized as successful (e.g., Senegal, South Africa and Egypt, to some extent) while many others have failed to substantially contribute to the take-off of PPP programmes. There seems to exist a certain correlation between the country category (MIC/LIC) and the success rate of the PPP programme, which suggests it would be unfair to focus exclusively on the PPP unit as main ‘culprit’, there are certainly lessons to be drawn from African and global experience. In addition to the existing literature,24 hands-on advisory experience may suggest the following three lessons.

Lesson 1 is that it is probably not a good idea to transform a privatization unit into a PPP unit. Superficially there appear some solid grounds to do so; staff with good understanding of private sector and deal oriented structure, existing structure close to the relevant government bodies (either Prime Minister’s office or the MoF), and track record. But in practice, the mindset is quite different. PPPs are much lengthy and difficult to prepare than privatization deals. Privatization requires mainly political will and may rely on good consultants with market understanding. In contrast, PPPs need thorough preparation implying public decision-making at the level of what is expected from an infrastructure, which cannot be delegated to consultants. In addition, even successful privatization programmes have encountered criticisms in the public sphere. While it may be easy to privatize a telecom company or an airline, involving the private sector into water or power services may be much more challenging politically. Privatization units may not be the best advocates to convince the public that PPPs are different from privatization and that public interest will not be sacrificed to private greed. In some cases, the PPP unit may find itself embattled in political turmoil and be paralysed by audit and corruption allegation related to its privatization activities, whatever the merits of the allegations. A new and fresh agency in charge of PPP would not have to face a similar burden.

Lesson 2 relates to how the unit is staffed. Quality is better than quantity: It would be better to employ three or four efficient and motivated staff25 than being subjected to a heavy structure that will spend time on internal reporting and constant administrative bickering. Staff should include managers from private sector without the intention to pursue a career in the civil service. And most importantly the general director should be a reputable figure with the necessary vision and gravitas that will sustain legitimacy and reliability among the ‘client’ ministry lines. In doing so, a certain level of turnover is unescapable, especially in the African context where the required expertise may be scarce; turnover is nothing more than a sign of success in the market place. To mitigate the negative impact of turnover, PPP unit should constantly train staff, share best practice and diligently proceed with knowledge management. In addition, PPP units may take advantage of donor’s technical assistance programmes with long-term (up to 3 or 5 years) staffing of foreign advisers.26 There are some pitfalls to this, including risk of insufficient transfer of skills, the creation of a culture of reliance on consultants, or abstract vision from the advisers that do not take into consideration local specifics, but on the whole it is an affordable way to progress quickly on the learning curve.

Lesson 3 recommends PPP units not to over extend their outreach. Limited staff and resources, insufficient experience, risk of conflict of interests constrain capacities. Therefore particularly in the African context, objectives should be modest from the start and grow incrementally. Focus will help to grow and achieve results. Some African countries immediately after the enactment of the PPP law have published a long list of PPP projects with several dozens or even couple of hundreds of potential PPP projects. This is a sure way to fail. The better approach is to develop a few carefully chosen pilot projects that will benefit from the quality of preparation and implementation. This best practice recommendation was understood and adopted by the Tanzanian government. It tried to market the Central Corridor originally sliced into hundreds of projects but eventually with the aid of AfDB, DBSA, WEF and SIF formatted the undertaking into a few more attractive PPI/PPP projects. Once a minimum degree of experience is obtained, standardization and acceleration can take place with more legitimacy. Also, as the PPP unit, which is often created with direct support at the highest political level, undertakes to assert its role as an all-powerful institution, it will concentrate political attacks that will weaken its ability to operate properly. PPP units should remain technical bodies and stay away from the political battlefield if they are to operate consistently and within a long-term perspective.


A Few Examples of Best Practices

PPP units for facilitating and managing infrastructure investments have existed for years in many developed countries. Driven in part by growing infrastructure investment, these units have also recently begun to proliferate in the developing world (Sanghi, Sundakov, & Hankinson, 2007) as mentioned above. An assessment by Sanghi et al. (2007) of eight PPP units around the world – in Bangladesh, Jamaica, the Republic of Korea, the Philippines, Portugal, South Africa, the United Kingdom and the Australian state of Victoria – examines whether these institutions have contributed to successful PPPs – and if so, under what conditions. It also provides lessons on effective design and the use of these institutions.

The growing popularity of institutional structures such as PPP units is reminiscent of a similar trend in the 1990s – establishing independent regulatory agencies for infrastructure services such as water and electricity. But where developing countries simply transplanted successful regulatory models from the United Kingdom or the United States, results were mixed. Good regulation requires painstaking institutional design and a clear understanding of a country’s needs, capacity, culture and administrative traditions. Similarly, there is no ‘one size fits all’ approach to designing or using PPP units. Before designing a PPP unit, governments first need a clear understanding of the problems they face in implementing their PPP programme. These problems should drive the design of the PPP unit. And where there are problems that a PPP unit cannot address, governments should consider other institutional solutions, or resolve the issues before creating a PPP unit (Sanghi et al., 2007).

Understanding the role of PPP units requires an appreciation of the role of PPPs in achieving governments’ policy objectives. In many of the case studies, the government initially used PPPs to attract private finance as a way to overcome fiscal constraints. But governments that have a long history with PPPs have recognized their usefulness in achieving more specific objectives: net present value of money as measured against services the government typically provides on its own, and optimal risk transfer to private partners (rather than maximum risk transfer to the private sector) (Sanghi et al., 2007) (Figure 3).
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Figure 3. Functions PPP Units can Provide to Address Government Failures in PPP Programmes. Source: PPIAF and World Bank (2007, p. 2).

Managing a successful PPP programme requires a range of specialized functions, and not all governments will have those functions or the ability to perform them effectively (Figure 3). Where governments have weaknesses in the functions needed to effectively manage a PPP programme – or ‘government failures’ – they often create a PPP unit to help in correcting those failures. The need to address specific government failures is one reason PPP units need ‘custom’ designs. In principle, each of these functions could be performed by a line agency, a coordinating agency (such as a cabinet office) or external consultants. There are many institutional solutions to integrating these functions that don’t involve creating a PPP unit. But if a specialized organization is to be created to address the government failures, it must be able to perform these functions effectively. That means it needs to be given the necessary executive authority rather than simply act as an advisory body. If no government agency is well suited to correcting the government failures in a country, responsibility for correcting them should fall to the PPP unit according to Sanghi et al. (2007).

The development of PPP and the sharing of best practice is integral to the success of major infrastructure projects in the countries where essential infrastructure is critical to the development of economies and the well-being of nations. Notwithstanding the ‘corruption case’ mentioned earlier (Section ‘Challenges and Risks to PPP in Africa With a Focus on the Enabling Environment’), Chile has one of the most successful PPP programmes among developing countries. The programme has significantly improved the country’s road, airport and seaport infrastructure. Chile’s total cumulative investment in 50 concessions awarded by the Ministry of Public Works since 1991 is approximately US$11.3 billion, or 5% of Chile’s current GDP. The Chilean PPP Unit is within the Ministry of Public Works and has roughly 300 staff with specialized knowledge in a variety of areas. A small group within the Unit is responsible for undertaking promotional roadshows. Strategically, the PPP process in Chile is designed to avoid negotiation. Instead, PPPs are awarded in competitive auctions open to any firm, national or foreign, subject to meeting technical and other requirements (Fischer, 2011).




PPP Units Effectiveness and Governments’ Failures

The case studies in PPIAF and World Bank (2007) mentioned in the previous subsection show that in countries with successful PPP programmes, the PPP units that contributed to that success performed more of the functions necessary to correct government failures. According to the comparative analysis by Sanghi et al. (2007), there is a high positive correlation between how successful a country’s PPP programme was and how many of the functions necessary to correct government failure a PPP unit performed.

The units that were least effective – those in Bangladesh, Jamaica and the Philippines – are in countries where indicators of government effectiveness are weak relative to other countries in the sample (PPIAF and World Bank, 2007). That should be no surprise; in countries where most government institutions perform poorly, new institutions are also likely to perform poorly. This conclusion may seem obvious, but Sanghi et al. (2007) argue that it has some significance for the decision about how to set up a PPP unit. It suggests that a PPP unit may not be able to provide an ‘island of excellence’ within a government that is generally poorly performing.






EVOLVING ROLE OF IFIS FOR BUILDING IMPROVED ENABLING ENVIRONMENT IN EMERGING AND AFRICAN COUNTRIES

Often in synergies with PPP units, multilateral development banks (MDBs) can play a significant role in the improvement of the enabling environment. For example, the European Investment Bank has established a PPP centre of excellence that serves as an active platform of support for the national and regional PPP units across the European Union (EU). This is effectively a public sector membership club for PPP units designed to research issues of common interest and facilitate sharing of knowledge on topical issues. This centre of excellence cooperates with African countries through secondments, seminars and other capacity-building actions. Other regional development finance institutions (DFIs) equally aim to play an important role in this regard: the World Bank, the Public–Private Infrastructure Advisory Facility (PPIAF), and other multilateral organizations are looking to develop a more extensive bank of PPP management tools and guidance (Farquharson et al., 2010).

In April 2015, the Global Infrastructure Facility (GIF) became operational, with an initial capitalization of US$100 million. The GIF is a global open platform that facilitates the preparation and structuring of complex infrastructure PPPs to enable mobilization of private sector and institutional investor capital. The GIF platform coordinates and integrates the efforts of MDBs, private sector investors and financiers,27 and governments interested in infrastructure investment in EMDEs – fostering collaboration and collective action on complex projects that no single institution could achieve alone. The first three years of GIF operations constitute a ‘pilot phase’, during which the GIF concept, activities and partnership model will be tested. During this time, it is expected that at least 10 to 12 project support activities will be undertaken, allowing the GIF model to be tested across a range of project sectors and types, geographies and country environments.28

Equally, the importance of reusing or retaining the experience of public officers who have been through a PPP transaction is often poorly recognized, as individuals return to their previous functions or depart for the private sector. The experience of these officers is invaluable to the public sector as well as to the private sector, which takes considerable comfort from working with public officials who have been through the process before (Farquharson et al., 2010).

The ADB is keen on having everyone – particularly the private sector – involved in Asia-Pacific’s development through more partnerships and collaboration in particular using PPP schemes. The ADB President Takehiko Nakao believes PPPs are ‘essential’ not only in providing the region with much-needed capital but also in instituting knowledge-sharing processes from the private sector to the communities, and vice versa. ‘A strong private sector is essential for development. It can fill large investment gaps, create jobs and reduce poverty.’ ‘In this regard, we will expand our support for public–private partnerships … [to] help mobilize more private sector investment and improve the delivery of public services (Nakao quoted in Santos, 2014).’ PPPs and other forms of partnerships are one of the key focus areas in ADB’s long-term ‘Strategy 2020.’

It has been recognized for long that capacity building, which is a key component of the capacity to implement a PPP programme, is most difficult to achieve for PPPs. Traditionally capacity building was designed as participation to seminars and lectures. While useful as an introduction to new concepts and approach, such events fail to fully enable staff.

A more hands-on approach was realized with second-generation capacity building, which included long-term programmes with teams of advisers with international experience in place on a day-to-day basis to advise civil service. The advantage of these programmes is that it may potentially affect all dimensions that are necessary for PPP: institutional development (development of policies, guidelines and processes), operational support (assistance in preparing and implementing transactions) and effective capacity building through on-the-job training. These programmes have been effective as in the cases of Morocco and Namibia) but may be subject to two main limitations: there may simply not be enough transactions because the programme is implemented too early so that the consultants focus on theoretical work and the operational aspects take a backseat. The second issue is sustainability. PPP institutions may have become too dependent on the consultants to operate autonomously, and the best staffs effectively trained tend to leave to higher-paid jobs in the private sector (especially if the private sector sees that PPPs develop steadily in the country – as an unintended side-effect of the programme).

The third generation of capacity-building approach tackles the sustainability issue by pooling resources into PPP hubs that may be tapped by the country when needed on an ad-hoc basis. PPP hubs tend to have a wide-ranging mandate and potentially fund any PPP-related task, from institutional development to capacity building including operation support (feasibility study, transaction advisers, etc.). PPP hubs need to be both proactive, designing assistance programmes aligned on the country strategy, and reactive, providing support on an ad-hoc basis when needs arise. This approach has several advantages: the PPP hub may develop a long-term view, which considers the sustainability issue; the institutionalization of the assistance through the PPP hub makes it more likely that budgets will be available (instead of diluting PPP support within general assistance policy); also the PPP hub provide synergies at the regional level by pooling experience and resources for countries that are in similar situations. It may backfire in case regional tensions limit the potential for cooperation but in general regional pooling is a better approach than a continental hub where highly dissimilar countries are put under the same roof.

The challenge for MDBs/IFIs is to coordinate regional PPP hubs so that the continental experience does not get lost. Even more importantly, improved coordination between IFIs would help to generate more sustainability and effectiveness. Because of differences in strategies and approaches, it is unlikely that PPP hubs can become joint projects, but cross-funding between donors would represent a step in that direction and facilitate dialogue between donors and beneficiaries. Transparency, harmonization and coordination would result in improving the assistance experience.

Overall, we see these three generations as an evolving process. For countries without any previous experience, sensitization to PPPs through seminars represents the first step. The second step comes when the PPP option is supported by strong political will, which enables to kick-start long-term advisory support. Once the basic institutional arrangements are in place and some ground experience has been gained, sustainability can be ensured through partnerships with IFIs’ PPP hubs.




NEED FOR INTEGRATED APPROACH TO ENSURE A SUCCESSFUL PPP PROJECT IMPLEMENTATION

While many governments understand the need for a sound policy rationale and for strong legal and investment frameworks, investors also want to be assured that governments have staff capable of managing PPP processes and that policy makers and the parties implementing projects have a realistic understanding of the complexity of PPP projects. Public procurement authorities often fail to appreciate the significant differences between PPPs and traditional forms of procurement and the implications of these differences for the level of resources, the unique skills, the output-based nature of the contracts and the new processes and institutions required. Indeed, implementing a PPP programme may often lead to fundamental changes in the way a public authority perceives its role and the way it goes about its business according to Farquharson et al. (2010).

It is important to emphasize here that for PPP programmes to be managed successfully, governments need to perform several specialized functions, for which they may not always be well equipped. In their study, Sanghi et al. (2007) identify the following functions:


	Setting PPP policies and strategies

	Originating and identifying projects

	Analysing individual projects

	Managing transactions

	Managing, monitoring and enforcing contracts.



When governments are unable to undertake these functions efficiently, because of the lack of expertise or other constraints, various institutional solutions exist to implement these functions; each one can be performed by a line agency or by a coordinating agency (such as a cabinet office), a specialized PPP unit, or suitably managed external consultants, who can assist the various government entities involved in the PPP process (Farquharson et al., 2010). However, some projects may be more politically or socially challenging to introduce and implement than others – particularly if there is an existing public sector workforce that fears being transferred to the private sector, if significant tariff increases are required to make the project viable, if there are significant land or resettlement issues (see Uganda where incumbent Government wants to facilitate this through new legislation), etc. (World Bank, 2016a). This also links to the idea that these private firms may have a very different view of their objectives than the aid agencies. The World Bank said that ‘they will do what they are told to do and “no more than that” — which do not always bode well in the objective of addressing humanitarian concerns’ (Santos, 2014).

Cohesive and collaborative project management across the public and private institutions, in the partnership, which is in most instances centred in the Special Purpose Vehicle (SPV), requires careful upfront planning and a management agreement that is clearly articulated in the PPP contract. The biggest challenges are clearly defining who specifically is responsible for the ongoing monitoring of project deliverables and milestones. In a world where everything operates smoothly and where nothing goes wrong, one might get away with the public sector managers playing a minor role in management and monitoring of projects. However, project conditions are typically fluid and change during the lifetime of the project cycle, which then requires constant monitoring of the project team, by the owner – i.e., the public sector. If public sector institutional capacity does not exist to provide an oversight manager, it would behove the public sector to appoint an owner’s representative to manage the project diligently.

In any case, low capacity at Government’s level leads to excessive transfer of responsibility to advisers, consultants or donors. Although some technically successful projects will be completed, this situation will ultimately not guarantee that the country takes ownership of the PPP programme and implement a consistent, wide ranging and long-term strategy. As the improvement in the enabling environment is one of the key factors of success of an ambitious PPP programme, and that this improvement requires coordination of various Ministries and continued long-term effort in the framework of a well-defined strategy, the said improvement will have little chance to be achieved. The PPP programme will not be able to overcome the initial stages and will stay mostly unfulfilled, which is the situation many African countries currently face.






Conclusion and Key Policy Recommendations for African Governments and IFIs


CONCLUSION

The post-2015 development agenda offers an opportunity to think more broadly about development finance and the role of PPPs, which are on the rise in more and more African countries, especially in consideration of the infrastructure gap that has been identified by DFIs and other actors as one of the factors that constraint economic growth in Africa. One of the targets of the SDGs is to ‘Encourage and promote effective public, public–private and civil society partnerships, building on the experience and resourcing strategies of partnerships.’ If PPPs are to play a prominent role in the post-2015 development agenda and Africa's development priorities, in view of the infrastructure gap that has been identified by DFIs and other actors as one of the factors that constraint economic growth in Africa, PPP investment as a per cent of GDP must increase. This will require all African countries, MICs as well as LICs, especially those outside the top five economies to develop their PPP markets (World Bank, 2016e).

Most research findings indicate that PPPs are better suited for economic infrastructures related to the productive SDG sectors, where better quality infrastructure can reduce the cost at the operational stage and impact on the level of service and where demand is relatively stable and easy to forecast (Jomo et al., 2016). Thus, PPPs do have a lot of potential to become a success and a major catalyst for sustainable development, despite their current small share of all infrastructure investment, subject to a number of interrelated conditions viewed as essential elements of a broader institutional framework for PPPs. African governments in partnership with MDBs must play a role in developing this PPP ecosystem to catalyse the increased utilization of PPPs around the continent.

Significant efforts have been made by EMDE governments and MDBs to facilitate PPP investment in infrastructure, but there are still areas that could be further enhanced. As shown by the Infrascope index, there is room to improve country readiness and capacity for sustainable PPP projects, particularly in what concerns the institutional and regulatory framework. However, it is important to bear in mind that PPPs cannot be seen as a panacea to solve infrastructure performance problems (UNCTAD, 2016). Sound public decision-making resulting from adequate capacity and governance are necessary prerequisites for successful PPPs or public investment projects (World Bank, 2016c).

Therefore, for PPPs to become an effective instrument for financing key economic infrastructure projects, it is necessary that countries have in place the institutional capacity to create, manage and evaluate PPPs (Jomo et al., 2016). Implementing PPPs poses important capacity constraints to the public sector, particularly in developing countries, where systems to do this well might not be in place. It takes both time and experience to establish capacities, which does not always allow the urgent need for particular services to be met. Although many efforts to change the regulatory framework have been made, this does not result in immediate improvements. Monitoring is also challenging. It often does not cover the lifespan of the project, and thus, does not register the project’s impact on the ground (Romero, 2016).




POLICY RECOMMENDATIONS


Establishing an Institutional Framework for PPPs

Efforts to establish an enabling institutional framework for PPPs would require technical assistance and capacity building on the part of the international community in all the above-mentioned four inter-related capacities (see Figure 2). It is also necessary to help African governments develop the skills needed to manage a PPP programme, and in particular to refine their project appraisal and prioritization (see Figure 4). According to the World Bank (2017), ideally, the policy decision-makers should ask themselves the following critical questions:


	What I need? (SDGs, NDP, etc.)

	What I want? (Policy objectives and policy agenda)

	What I can? (Budget and fiscal constraints).



[image: image]

Figure 4. Stepping Stone Approach for Project Prioritization. Source: World Bank (2017, p. 4).




Designing a Realistic and Efficient Strategy for Enabling Environment Improvement

African Governments may be exposed to two opposite temptations when it comes to trying to improve the enabling environment. The first one would consist in establishing a PPP unit and entrusting the unit to bear full responsibility and conduct all efforts to implement the PPP programme. However, experience shows that without a concerted effort of various ministries and broad political consensus, the chances to implement a successful series of PPPs are weak. The opposite temptation would be to overstretch Government capacity and try to undertake too many complicated reforms in a limited time frame, with the risk of ensuing chaos leading to a freeze of all PPPs efforts. The best way to avoid these opposite traps is to design a realistic and progressive strategy where all major issues are tackled considering Government capacity, political will and experience feedback. Within such an approach, the impetus and the technical competence of the PPP unit help to mobilize the efforts of Ministries of Finance and other bodies in charge of investment climate improvement to design long-term and sustained plans with a real chance of success, as showed in the example of South Africa.




From National-Level Initiatives to Intergovernmental Initiatives

We acknowledge that African governments have a key role to play in expanding the use of PPP across Africa for financing capital intensive infrastructure development projects both as market participant and market builder as well as market steward. Additionally, we would finally recommend that more emphasis will be put on PPP-specific frameworks from a regional economic community perspective. This is an important development that could potentially boost the attractiveness and bankability of regional infrastructure projects, while promoting harmonization of PPP contracts, as well as regulation (UNCTAD, 2016).

Finally, In the United Nations Addis Ababa Action Agenda on Financing for Development, impact investing, i.e., investment that seeks an environmental or social benefit in addition to financial returns, has been identified as an approach to be encouraged and promoted. Impact investing is one of the most rapidly growing, if not the most rapidly growing, investment category, although it is still small compared to the USD 3.9 trillion in annual sustainable development financing needs and the USD 2.5 trillion annual funding gap that has been identified. With Impact Investing understood as Financing Innovation and People-First PPPs for Sustainable Development, there is currently considerable untapped potential and scope for cross-country policy learning on how to remove obstacles to the further growth of the People-First PPP investment market segment. Hence, we recommend that African governments get involved and support the newly established UNECE’s Working Party on PPPs reporting on relevant decisions and developments under ECOSOC and the UN General Assembly related to the work of the Committee on Innovation, Competitiveness and Public–Private Partnerships Committee, which aims at advancing impact investment in PPPs around the world in support of achieving the SDGs.
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Appendix A: PPP Units Around Emerging Markets

The World Bank (2016f) lists a selection of countries with PPP units and links to those units (or, if such links are not available, to the ministry hosting the PPP unit).

Sub-Saharan Africa

Ghana : PPP Advisory Unit

Kenya : PPP Unit

Malawi : Public–Private Partnership Commission

Mauritius : PPP Unit

Nigeria :

State :

Infrastructure Concession Regulatory Commission

Foundation for PPP Association

Senegal : Agence nationale chargée de la promotion des investissements et des grands travaux (APIX)

South Africa: PPP Unit (MF)

Uganda : PPP Unit (The MoF, Planning and Economic Development)

The Middle East and North Africa

Egypt : PPP Central Unit

Israel : PPP Unit at MF

Kuwait : Partnerships Technical Bureau




Appendix B: Proposed Organigram of a Typical PPP Unit

Although the organization of a PPP unit will differ based, i.e., on the institutional set-up, roles, PPP programme stage and size, the following represents a typical organization which can be adapted to a variety of situations:
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Table A1. Tasks and Required Skills within the PPP Unit.




	
	Tasks

	Required Skills






	Head of unit

	Strategic management, policy, relationship with stakeholders

	Leadership, authority, sense of management, strategic thinking




	Deputy head

	Assist the head of unit, staff management, day-to-day management

	Leadership, sense of coordination, understanding of key issues




	Head of sectors

	Coordinate sector managers

	PPP expertise, capacity to coordinate and convey messages to senior management




	Head of functions

	Coordinate functional experts

	PPP expertise, capacity to coordinate and convey messages to the senior management




	Sector manager

	Coordinate sector managers

	Sector and PPP expertise, sense of negotiation




	Legal

	Provide guidance on all legal issues

	Legal PPP expertise, sense for negotiation




	PPP promotion

	Manage and implement communication policy

	Ability to deal with a variety of stakeholders and promote the messages of the institution




	Training

	Organize/deliver PPP training for staff in line ministries and other public entities

	Training expertise, capacity to transmit know-how






Source: Authors.



 

 

 

1For an interesting example of such analysis, see ‘Evaluating the environment for public–private partnerships in Africa, the 2015 Infrascope. An index and study by The Economist Intelligence Unit’, London, 2015.

2Namely, Goal 3: good health and well-being, Goal 4: quality education, Goal 6: clean water and sanitation, Goal 7: affordable and clean energy, Goal 9: industry, innovation and infrastructure, etc.

3It could be added that cumulative private investment over the period 1990–2014 in low-income countries was only $61 billion compared to about $1.6 trillion in upper middle-income countries. In general, PPPs tend to be more common in large and developed markets to allow for a faster recovery of costs and more secure revenues. Source: World Bank, Private Participation in Infrastructure Projects Database: http://ppi.worldbank.org/

4Source: World Bank, Private Participation in Infrastructure Projects Database: http://ppi.worldbank.org/

5PPPs are by no means a new thing in the international development sector. PPPs were introduced as part of the neo-liberalisation process, firstly, in 1992 in the UK by the Conservative government and subsequently expanded across the world.

6Mainly roads, bridges and tunnels, light rail networks, airports and air traffic control systems, prisons, water and sanitation plants, hospitals, schools and public buildings.

7Credit enhancement techniques may include guarantees, stand-by letter of credits and other instruments that may help to improve the credit rating of the borrower.

8The NDPs of 35 African countries were reviewed by UNCTAD (2016) in a non-exhaustive mapping exercise conducted for the Economic Development in Africa Report 2016. While 29 countries establish a link between PPPs and national development goals, there is a considerable variation as to how countries classify PPPs and how they articulate the use of such partnerships in their broader development vision, e.g., due to lack of documentary evidence of the development impact of PPPs.

9Source: https://pppknowledgelab.org/ppp-cycle/infrastructure-challenges. Accessed 9th of September 2016.

10Mobilizing additional funding for infrastructure; Improving planning, coordination and project selection; Providing better value for money; Ensuring transparency; Reducing construction time and costs; Improving service delivery; and Ensuring regular maintenance (World Bank, 2016c).

11See, in particular, https://www2.unece.org/wiki/download/attachments/25267247/Selecting%20PPP%20Project%20PPIAF.pdf?api=v2

12See, for instance, for a general view (in French):http://www.wk-transport-logistique.fr/outils/upload/Carrrefour-2016-compte-rendu.pdf

13Source (previously IISS) offers governments a global standard, reliable, secured, and user-friendly project preparation software to maximize public sector users’ financing options – including PPPs – by providing well-prepared projects in a consistent and transparent way to the international community of contractors, investors and lenders. Source was first developed by the Asian Development Bank (ADB) in 2010 and, since 2013, has been further refined and managed by the Sustainable Infrastructure Foundation. Source: https://public.sif-source.org/

14The World Bank (2016b) PPP in Infrastructure Resource Centre (PPPIRC) provides a summary and a non-exhaustive samples of general legislation (e.g., PPP laws/Concession laws)/sector-specific legislative provisions (e.g., regulatory framework for PPPs in roads) relevant to infrastructure PPP projects, together with links to legislation that has been enacted in different countries and different sectors to promote private sector involvement in infrastructure PPP projects.

15Source: http://www.railjournal.com/index.php/africa/zambian-government-revokes-rsz-concession.html

16Source: http://pdf.usaid.gov/pdf_docs/Pnadu391.pdf, p. 35

17The overall indicator and the operational maturity indicator of Infrascope excludes number of projects from the PPI database to avoid spurious correlations.

18It assesses if the country has a strong business environment characterized by a stable, effective and transparent government, a policy commitment to enabling PPPs, and a healthy overall market.

19It assesses if the country has a track record of implementing a strong pipeline of projects to a high standard, adhering to sound principles at all stages.

20It assesses if the country faces low government payment risk, ample sources of long-term finance for infrastructure from mature local financial markets, and effectively targeted subsidies for low-income users.

21It assesses if the country has a sound legal/policy basis for enabling and regulating the selection and oversight of PPPs.

22It assesses if the country has a clear allocation of roles and responsibilities with regard to PPP selection and monitoring, with provision for independent checks, and backed up by a reliable judiciary.

23The Economist Intelligence Unit (EIU). 2015. Evaluating the environment for public–private partnerships in Africa: The 2015 Infrascope. EIU, London.

24cf. https://www.ppiaf.org/sites/ppiaf.org/files/publication/WB%20-%20PPP%20Units%202007.pdf

25See organigram in Appendix B.

26Such technical assistance programmes have been implemented or are in the process of implementation by donors such as the World Bank, the European Union, the African Development Bank in favour of the beneficiary countries through the relevant Ministries/units.

27The GIF private sector partners alone represent about $12 trillion in assets under management, seeking diversification into productive investments with risk-reflective returns.

28Source: http://www.worldbank.org/en/programs/global-Infrastructure-facility Accessed on 19 September 2016.
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Social Entrepreneurship as a Success Factor in Public–Private Partnerships: Three Case Studies from Pakistan

Sacha St-Onge Ahmad and Mohsin Bashir


ABSTRACT

The purpose of this chapter is to critically examine the leaders of public–private partnerships (PPPs) in Pakistan through a social entrepreneurship lens. The literature on social entrepreneurship was analysed to identify traits academics say social entrepreneurs have. Data were collected from primary and secondary sources. Primary sources of information were interviews with leaders’ former colleagues. Secondary research was conducted using grey literature, independent reports, web searches and the implementation of partners’ websites. The main finding from our analysis is that social entrepreneurship is an important driver of success in PPPs. All three PPPs had a focal person who exhibited important qualities found in social entrepreneurs and in one case, the decline of a partnership was observed shortly after the resignation of the social entrepreneur. Governments seeking to enter into partnerships with private organizations should prioritize finding social entrepreneurship in the partnering organization’s culture and/or leadership. Social welfare organizations are more likely to succeed if their management includes social entrepreneurs.



Keywords: Social entrepreneurship; public–private partnerships; non-governmental organization


Introduction

The trend towards new models of public management and away from inefficient and ineffective traditional bureaucracy was first observed in Pakistan in the early 1990s (Farah & Rizvi, 2007; Khan, 2003). The government experimented with models such as decentralization, devolution, privatization and partnerships to address its shortcomings (Farah & Rizvi, 2007). One such model was the public–private partnership (PPP). Pakistan’s Ministry of Industries, Production and Special Initiatives promulgated this ‘publicly funded, privately managed’ model by establishing multiple companies under the Companies Ordinance, 1984. Each of the initiatives (or companies) had sector-specific mandates, had to be not-for-profit and had strategy documents which were prepared for each sector after months of deliberation by relevant stakeholders. The government has relied heavily on the PPP concept since its inception to compensate for its inefficiencies.

It is important to understand which factors led to the success of PPPs in Pakistan for some very important reasons. First, the shift towards new models of public management shows no signs of retracting; policies will continue to draw heavily upon PPPs. Second, a lot of investment is being made in PPPs and not all of them are successful in achieving their stated objectives. Third, identifying success factors is a necessary addition to the discourse on the future of sustainable infrastructure and service provision in the region and similar countries.

We did a comparative study of three PPPs in Pakistan and examined their leaders through a social entrepreneurship lens. We begin by discussing the literature on social entrepreneurship and specifically identifying traits academics say social entrepreneurs have. We then give an overview of each PPP, describe their leaders and establish a case for their qualification as social entrepreneurs. The overviews are followed by a discussion, conclusion and implications. Data were collected from primary and secondary sources. Primary sources of information were interviews with leaders’ former colleagues. Secondary research was conducted using grey literature, independent reports, web searches and the implementation of partners’ websites.




Social Entrepreneurship

Social entrepreneurship is not a new concept. As Thompson, Alvy, and Lees (2000) rightly noted, it was, after all, the foundation of private Victorian hospitals and has always been a driving force in charity work. Despite this, the concept only began to draw the attention of academics roughly three decades ago (Certo & Miller, 2008; Easter & Dato-on, 2015), however, and it gained general fanfare even more recently than that. This is with no little thanks to giants like the UK government and Google who have heavily funding-related initiatives (Tulba, 2014). Scholars have not yet come to a consensus on a precise definition of social entrepreneurship (Data-on & Kalakay, 2016) and it is seated in this ambiguity that we make our argument related to its importance in PPPs (discussed in detail later).

A lot of the literature describes social entrepreneurship as something between classical entrepreneurship and philanthropy. There are many similarities between a social entrepreneur and other types of entrepreneurs (Sastre-Castillo, Peris-Ortiz, & Valle, 2015). They clarify and communicate their missions in an effective manner as to generate a pool of human resources ranging from paid staff to long-term volunteers (Thompson et al., 2000). They are mindful of where resources are available to them. They cultivate their networks and in them breed trust, credibility and cooperation which they draw upon when necessary to generate economic and social capital. Furthermore, Sastre-Castillo et al. (2015) and Dees (2007) find that they are mainly motivated by welfare but, according to Van Slyke and Newman (2006), what sets them apart from charity workers is their ability to generate and sustain the addition of social value.

Several academics have described characteristics of social entrepreneurs and each description varies to a limited extent. Thompson et al. (2000) agree that social entrepreneurs demonstrate high levels of commitment, strength in handling difficult situations and capacity to assume risks, but Mort, Gillian, and Carnegie (2003) further define them as being proactive, innovative, and having judgement capacity. Waddock and Post (1991) say their most important characteristics are that they are able to deal with complex problems and are committed to a collective purpose. Yet, Shaw, Shaw, and Wilson (2002) believe that being creative, entrepreneurial, agenda-setting and ethical are the at the forefront of what makes a social entrepreneur. On Martin and Osberg’s (2007) view, social entrepreneurs are sensitive to exclusion, marginalization and the suffering of individuals who lack economic means or political influence.

Whether there is consensus on the concept of social entrepreneurship or not, most academics, practitioners and policy-makers agree that social entrepreneurship is a key to success in non-profit organizations (Andersson & Self, 2014). Scholars recognize the heightened potential to create social value and attain organizational value that organizations have if in their management they have an individual with a strong sense of entrepreneurship (BarNir, 2012; Thompson et al., 2000).

While there is general consensus on the (positive) impact that social entrepreneurs have in organizations, there is disagreement around whether or not they benefit the overall development of a country. Proponents of social entrepreneurship see clear links between its practice and sustainable economic development (Sekliuckiene & Kisielius, 2015) as well as wider social change processes (Acs, Boardman, & McNeely, 2013; Alvord, Brown, & Letts, 2004; Mair & Marti, 2009; Steyaert & Hjorth, 2006). As Kostetska and Berezyak (2014, p. 1016) noted, ‘…for each country, no matter what its social or economic development is…it is necessary to use such social innovation methods as the social entrepreneurship’.

Others are not convinced of there being a positive relationship between the two. It has even been argued that social entrepreneurship does more harm than good. Nega and Schneider (2014, p. 370) have laid out some key problems with social entrepreneurship, reproduced below:


	Social entrepreneurs almost universally create micro-enterprises that have not been able to scale up.

	Social entrepreneurship diverts financial resources and talented individuals from other development initiatives.

	The emphasis on financial sustainability creates pressures and compromises that undermine social entrepreneurship.

	Social entrepreneurs have a narrower vision than is required for economic development.

	In the presence of an unaccountable authoritarian state, bent on staying in power, social entrepreneurship, in general, and microfinance, in particular, can be used by the state as an instrument to control the poor for political purposes.



Even though the concept of social entrepreneurship is not new, our understanding of it remains challenged and complex (Boddice, 2009). We were inspired by the idea that social entrepreneurs benefit non-governmental organizations (NGOs), organizations and (possibly) development and wanted to see if they benefit PPPs as well.

The partnerships that were as case studies for this chapter were between the government and NGOs. While this breaks away from the traditional perception of PPPs being strictly between public- and private-sector organizations (Koppenjan & Enserink, 2009; Patrinos & Sosale, 2007; Wang, 2009), the trend is shifting towards a more inclusive definition of ‘private’. The Asian Development Bank’s Handbook on Public Private Partnerships (ADB, 2008) and the Partnering Tool Book prepared by the International Businesses Leader Forum (Tennyson, 2003) supports PPPs that have non-profits as partners. The definition is so fluid, now, that some partnerships identify as PPPs even though all parties involved belong either to the public or the non-profit sectors. Thus, in order to investigate the relationship between social entrepreneurs and PPPs, three Pakistan-based partnerships were selected as case studies.

The first is the Chief Minister’s Self-Employment Scheme (CMSES) where the government and a local NGO partnered to offer micro-loans to people living in poverty. The second is the Adopt a School programme also in which the government partnered with a local NGO to improve public schools. The third is the Chief Minister’s Initiative for Primary Healthcare (CMIPHC) in which the government and a government-created and funded NGO partnered to improve service delivery in a network of publicly funded Basic Health Units (BHUs).

These partnering organizations were selected for a number of reasons. First, they were all established at least 10 years ago and this will make the analysis more meaningful. Second, the narratives of each organization well illustrate the importance of social entrepreneurship as the driving force of success in a PPP. Third, data about each leader and partnering organization were easily accessible to the authors.

It should be understood here that it was not our aim to judge the success (or lack thereof) of a partnership at achieving its overarching, welfare-driven goal. As noted in Bashir (2012), the problems tackled by PPPs are usually ‘wicked’ ones which are extremely difficult to root out. We have commented, however, on the success of PPPs in terms of achieving targets, funding renewals, creating positive externalities, model expansion/replication and so forth.




The Chief Minister’s Self-Employment Scheme – Akhuwat

The CMSES was a PPP established between Akhuwat, an NGO and the Government of Punjab. Akhuwat was founded in 2001 by Dr. Amjad Saqib with the aim of alleviating poverty through interest-free microfinance loans. He had been inspired to create such an organization after having worked with the Punjab Rural Support Programme (PRSP), a government-created NGO which offered interest-based micro-loans to the poor.

Two aspects of PRSP’s practice bothered Dr. Amjad (Haq & Khan, 2014). First, he was a firm believer that on the basis of religion, interest should not be charged at all, least of all to the poor. This view was in line with the Islamic concept of ‘Qarz-e-Hassan’ (or the best kind of loan in Urdu). Second, he felt it was grossly unfair that an organization charged higher interest rates (up to 20%) on micro-loans than the rich regularly paid at other institutions for the same financial services.

Dr. Amjad Saqib greatly admired the potential microfinance had in alleviating poverty, so he established an organization that would offer interest-free loans (Haq & Khan, 2014). He was committed to creating a model where beneficiaries were not charged for the organization’s operational costs and accounted for them in donations. He named the NGO based on the Arabic root word for brotherhood and spoke of a world where the top two billion adopted the bottom two billion and thereby eliminated suffering (Haq & Khan, 2014). In the organization he created a working environment where everyone, from the executive director to the loan officer, sat on the floors and without air-conditioners at work. He wanted the outcomes of Akhuwat’s work to be happiness, increased brotherhood between the rich and the poor, more compassion and tolerance and a heightened sense of volunteerism and social support (Sethi & Bashir, 2014).

The main challenge for Akhuwat was in the sustainability of its model. Banking and finance experts counselled Dr. Amjad Saqib to have the organization charge its beneficiaries, just marginally, for its operational costs (Sethi & Bashir, 2014). This practice was the only way an organization could sustain itself, experts said. Dr. Muhammad Yunus himself, of the renowned and successful Grameen Bank, also believed that despite being financially disadvantaged, the poor should still be charged for the services they receive. But the only idea that Dr. Amjad Saqib was convinced of was that Akhuwat could and would manage without shifting the cost to its beneficiaries. His solution was to ensure high repayment rates, low operating costs and continuous fundraising. He maintained that this was sustainable because (1) Pakistanis love to help the poor and (2) because poor people are eager to return their loans (Sethi & Bashir, 2014).

Another challenge for Akhuwat was to maintain quality and performance management as it expanded beyond Lahore. Akhuwat was very leader-centred and for a long while (12 years). Dr. Amjad Saqib personally oversaw all manner of tasks ranging from the mundane (checking financial reports) to the more important (credit operations). With the increase in Akhuwat branches in 2011–2012, however, it became imperative that he trained others to take over certain responsibilities in the organization (Sethi & Bashir, 2014).

It was on this backdrop that the CMSES was established. Dr. Amjad Saqib was on good terms with many senior government officials including the Chief Minister (CM) of Punjab, Shahbaz Sharif (Sethi & Bashir, 2014). In 2011, Dr. Amjad Saqib was involved with two major provincial social and welfare initiatives and worked closely with the CM in this regard. During their time together they often discussed Akhuwat. In the same year, the CM asked Dr. Amjad Saqib if Akhuwat could double its reach from 50,000 families with double the money and his answer was in the affirmative. Thus, the CM announced CMSES and over the course of 3 years (2012–2014), an interest-free loan of 3 billion rupees was provisioned for the Scheme. The CMSES model was replicated in that year in Gilgit Baltistan (an administrative territory in northern Pakistan) with Akhuwat as the implementing partner. Dr. Amjad Saqib knew the Chief Secretary of Gilgit Baltistan, Mr. Sajjad Hotiana, since their days in the civil service together.

Akhuwat fundraising dinners and loan disbursement ceremonies were always well attended with national cricket players, high-ranking government officials and even the CM as regular guests (Akhuwat, 2014). In 2014, after achieving recognition as a charity in the United States, Akhuwat’s US chapter hosted three large fundraising dinners.

Akhuwat continued to expand and be successful and Dr. Amjad Saqib’s vision for the NGO did not end with microfinance. The NGO launched multiple programmes to fulfil its aims of alleviating poverty and promoting sustainable development (Akhuwat, 2016). The Akhuwat Faisalabad Institute of Research, Science and Technology (FIRST) offers a Bachelor of Science degree in biotechnology and this is the beginning of Akhuwat’s plans to develop FIRST into a technical university which offers a range of science and technology programmes. An annual internship programme was designed to introduce participants to the development sector. A Cloth Bank was established where donated clothes are gifted to those who need them. Akhuwat collaborated with My-Biz Pakistan Foundation to create the Akhuwat My-Biz Incubator Center to cater to the needs of micro-enterprises. Clinics and medical centres were established which offer preventative, curative and rehabilitative health-care services. A reintegration programme was launched for transgender people in which donations were used to build a support system to empower them socially, emotionally and economically. The list goes on.

We now turn to an interview we conducted with one of Dr. Amjad Saqib’s former colleagues to understand more about his persona. Some believed that the cause Dr. Amjad Saqib was committed to was not poverty alleviation; they believed his mission was self-promotion. Regardless of his real intentions, the general public’s perception of him was positive. He was a man who was able to inspire people to the extent that large numbers of people worked voluntarily at Akhuwat. He was able to generate consensus, to generate credibility with third parties and to convince people (even Akhuwat beneficiaries) to donate. He was described as someone who was very determined and willing to deploy his personal and professional resources to solve work-related issues.

A list of characteristics of a social entrepreneur extracted from definitions from various authors is presented in Table A1, Appendix A. An example has been given to demonstrate how Dr. Amjad Saqib meets the descriptions.




Adopt a School – CARE Foundation

Adopt a School was a PPP established between a trust called the Cooperation for Advancement, Rehabilitation and Education (CARE) and the provincial government of Punjab. The CARE was founded by Seema Aziz, a woman who was inspired by the grief-stricken district of Sheikhupura following catastrophic floods in 1988. She realized during her relief efforts there that there were no schools nearby and decided to build one1 (Mansoor & Haque, 2013). CARE’s mission had been to provide quality, marketable education so that children may become productive members of the society (CARE, 2016).

In order to address its shortcomings in providing quality education in public schools, the Government of Punjab developed the Adopt a School scheme in 1998 (Mansoor & Haque, 2013). The idea was for trusted NGOs which already worked in the education sector to adopt and take over the management of public schools. To that end, the government approached CARE and requested that it adopt 10 schools. The CARE was selected because it had demonstrated considerable success in achieving its own goals which were in line with those of Adopt a School.

Multiple factors led to the success of CARE prior to the partnership. Seema Aziz had a large network of friends and family which she was able to utilize as resources (Hemani, Arif, & Butt, 2010). She did not have to demonstrate her capabilities for people to trust her with their money or time. One of the first major donations to CARE was of land for the purpose of building a school in the flood-affected area; this contribution was unsolicited. The renowned architect she approached to design the school did not charge the foundation for his services. Seema had a very hands-on approach both in her business and in the foundation (Hemani et al., 2010). She expended considerable amounts of energy and time, particularly in the beginning, micromanaging the problems and the people.

The fruits of Seema’s labour were evident. CARE’s enrolment steadily increased from 250 students in 1991 to 850 just 2 years later, and then it gained corporate sponsorships of entire schools (e.g. Qarshi Industries sponsored CARE’s third school in 1998), and its graduates were competing with students from private schools for positions in large institutions (e.g. multinational companies) (Hemani et al., 2010).

For Seema Aziz, a partnership with the Lahore government was the perfect opportunity to increase the organization’s reach without having to significantly expand its donor pool. The goal of the partnership was to improve adopted schools in terms of physical infrastructure, quality of teaching, student development, student academic performance, school environment and financial viability (Mansoor & Haque, 2013). There was dire need for improvement; the literacy rate was 44% and the dropout rate in primary school was 50% (Hemani et al., 2010). In the Adopt a School model, the government continued to finance utility expenses, annual repairs, standard staff salaries and so forth, while CARE covered the expenses of additional staff and facilities not included in the city government budget.

The partnership was signed in 1998 and within 2 years it proved to be a great success. CARE-adopted schools were performing better in several ways. According to an independent study conducted by the Lahore University of Management Sciences graduate students, CARE schools were in much better physical conditions as compared to before the adoption (Hemani et al., 2010). Enrolment had increased and academic results had improved along with the infrastructure and aesthetic of the schools. Not only was funding renewed for the partnership on a regular basis but also the government continuously requested that CARE increase the number of schools it managed. By 2002, CARE had adopted its twentieth school. In the same year, the Mayor of Lahore (the capital of Punjab) asked Seema Aziz to take over an additional 140 schools in the city’s poorest area. In 2013, CARE expanded its reach to the provinces of Sindh and Khyber Pakhtunkhwa (KP) and to southern Punjab and are currently seeking opportunities to adopt schools in the last of the four provinces in Balochistan, Pakistan (CARE, 2016).

Seema was said to have relentless energy (Hemani et al., 2010). Her 12-hour work days revolved mostly around CARE. Her colleagues (junior and senior) spoke of how she motivated them when they were burning out and how she was always able to solve their problems. She was said to be very committed to the cause of providing quality education and had very clear cut ideas about how the organization should achieve its goals. Her vision was so clear to her, in fact, that she rarely tolerated contradictory discourse.

CARE’s activities extended beyond the schools they made and the ones they adopted. The NGO also runs a college scholarship programme which has funded nearly 2,200 students and an access to English programme which has graduated nearly 2,500 students and currently has over 6,000 enrolled (CARE, 2016). On December 16 2014, a brutal attack on an army public school in Peshawar, KP, resulted in the death of 141 children. As a result, CARE launched the ‘141 School Adoption Programme’ with the aim of adopting as many government schools for which they are collecting funds.

We found that Seema Aziz was a classic example of a social entrepreneur. Table B1, Appendix B, provides a list of characteristics of social entrepreneurs that apply to her.




Chief Minister’s Initiative for Primary Healthcare – PRSP

The CMIPHC was a PPP established in 2005 between the Government of Punjab and the PRSP. The PRSP was an NGO created by the Government to improve the living standards of people living in Punjab’s rural areas through support programmes. The government had created many support networks such as the PRSP to circumvent its inefficiencies. Great hopes were tied to the PRSP as it had more autonomy than the government while still striving to achieve the same objectives. The aim of CMIPHC was to improve health-care delivery in BHUs in Punjab. Farooq Haroon was the chief executive officer (CEO) of the PRSP at the time.

A network of BHUs was established in the 1980s by the Federal Government of Pakistan and charged with the provision of primary health-care services across the country. Each BHU served a population of 5,000–10,000 people over 15–25 square miles and offered a range of services including (but not limited to) reproduction, immunization, waste management and pharmacy.

The success of BHUs in Pakistan was a widely debated topic. Usage of BHUs, particularly in rural areas, had historically been low. This was due to a host of reasons ranging from lack of health-seeking behaviour, to the non-availability of drugs, to temperatures being uncomfortably low for deliveries, to medical staff absenteeism.

Usage had been so low, in fact, that it was not uncommon to happen upon BHUs that were being used as makeshift drawing rooms or stables (Bashir, 2012). These occurrences particularly bothered Mr. Jehangir Khan Tareen, an industrialist, philanthropist, minister of special initiatives, and member of the National Assembly representing his home district of Rahim Yar Khan in rural, southern Punjab (Bashir & Sethi, 2015). He identified the main problem as being absenteeism and its cause to be low medical staff salaries. Taking it upon himself to address the situation, he created a cluster of three BHUs in his district. Doctors were previously receiving a monthly income of PKR 12,000 (US$ 115), which Mr. Tareen increased to PKR 30,000 (US$ 288) and he divided the doctor’s time between each BHU in a cluster evenly. Six months after the pilot started in 2003, its potential was undeniable.

This pilot was widely considered to be a seminal moment in deciding the management strategy of BHUs in Punjab. Its success, measured in terms of patient flow, was unprecedented and led to the model’s replication in 11 more districts (for a total of 12) within 2 years (Bashir & Sethi, 2015). This replication and expansion of the model is what culminated in a PPP called the CMIPHC. It was so named to highlight the government’s eagerness to own the initiative (TACMIL Health Project, 2009) and initially garnered considerable political support (Rural Support Programmes Network, 2013).

Before the end of the first year of operation, the CMIPHC was performing excellently on indicators that are commonly considered markers of a successful PPP. The Initiative’s goal of improving service delivery by increasing staff attendance and improving availability of essential medicines was being achieved. By 2006, staff availability and service utilization had improved to nearly 100% in all PRSP districts, resulting in increased usage of the BHUs (TACMIL Health Project, 2009). In 2009, the Insaf Research Wing observed that the availability of essential medicines had increased to 90% and that there was visible improvement in the discipline and attitude of the staff towards the patients (Khan, 2009). A Poverty and Social Impact Analysis was conducted by the Sustainable Development Policy Institute on CMIPCH in District Lodhran in 2012 (Sustainable Development Policy Institute, 2012). The report concluded that BHUs were providing timely treatment, affordable medicines and transportation facilities and, thus, had a positive impact on the economic and social well-being of their respective communities. The Punjab Health Sector Reforms Programme (PHSRP) found that at the end of 2012, three of the districts contracted out to PRSP had performed better than non-PRSP BHUs out of nine districts (Bashir & Sethi, 2015). In 2014, two additional districts were contracted out to the PRSP and until 2014, funding for both the Initiative and for the PRSP was renewed regularly.

In addition to achieving its goals and being widely regarded as a success, the partnership resulted in many positive externalities (Bashir, 2012). First, pressure from non-PRSP districts resulted in increased pay scales and improved management practices at their BHUs so that both were comparable to CMIPHC BHUs. Second, when doctors in non-PRSP districts went on strike, CMIPHC BHU doctors performed duties at their own units as well as non-PRSP ones so that there would be no disruption in the provision of government services. Third, the partnership remained intact after a new government came in power even though such initiatives are regularly tabled when a different political party takes over. Fourth, during CMIPHC’s prime years (2005–2008), the PRSP was approached by various donor organizations for partnerships including the United Nations Children’s Fund (UNICEF), the United States Agency for International Development (USAID), the International Labour Organization (ILO), the European Union (EU), the GAVI Alliance, the David and Lucille Packard Foundation (Packard Foundation) and various others.

A senior official at the Packard Foundation had attended a pitch by top management officials at the PRSP to establish a partnership (Bashir, 2012). Farooq Haroon was one of the speakers; his exemplary display of devotion and leadership were what won PRSP the grant. In the Packard official’s words, Farooq Haroon ‘was the leader at that time and was very impressive. So this grant was basically given because he provided that kind of leadership at that time that we had a lot of confidence that they will make it work … they came to us and said we want to work with you’ (Bashir, 2012, p. 129).

The CMIPHC was not without challenges, however. There were many hurdles that Farooq Haroon faced while dealing with the government. Within it, there was support and there was resistance and this was a big challenge. Vertical, national programmes were not well integrated at BHUs, district health staff were uninterested, local politicians tried to interfere with the actions being taken against corrupt practices, and so forth (Rural Support Programmes Network, 2013; TACMIL Health Project, 2009). Resistance came in the form of severe criticism and non-cooperation from senior public health officials. The following is a list of their points of contention (Bashir & Sethi, 2015):


	The PRSP should report to the government-appointed officials responsible for the overall standards of health in his/her respective districts.

	The PRSP does not have the health-related acumen that public health officials do.

	The PRSP’s focus is not broad enough; its focus is curative health which the government was already doing a good job of.



Even in the face of these difficulties, Farooq Haroon endured. In 2014, The Resource Facility (TRF) was commissioned to conduct third-party evaluations to address some of the concerns that government officials had. Farooq Haroon was not worried by the evaluations and believed that because the PHSRP rankings were (on his view) objective enough to prove the effectiveness of the partnership, so too would TRF’s evaluation (Bashir & Sethi, 2015).

The CMIPHC was very successful while it remained a ward of Farooq Haroon. He resigned from his position as the CEO of the PRSP in 2008 and that is when the eventual decline of the CMIPHC was observed. The Initiative’s legitimacy was called into question and this took various forms: funding renewals gradually came under heavy scrutiny and were reduced to monthly approvals as opposed to quarterly (prior to 2014, they were unconditional); the stories that came out of BHUs turned negative; the government began saying damaging things about the PRSP. The government currently has an understanding that the partnership will be decommissioned gradually.

It can easily be seen that while, and only until, Farooq Haroon was involved with the partnership, it was a success on multiple accounts. We wanted to understand what kind of an individual Farooq Haroon was to see if we could relate it to the partnership’s success, so we conducted an interview with one of his former colleagues.

Farooq Haroon was a former civil servant who had assumed very influential positions from early on in his career. He had served as secretary finance, secretary education, secretary home, deputy commissioner of Islamabad and so forth. He was described as a very powerful bureaucrat who had excellent personal conduct and a lot of clout. He was a very fair, ethical, humble man who never used his power for personal benefit. He was able to cultivate meaningful relationships with people and was very well liked by both junior and senior colleagues. He was not said to be an inspirational man; he was a hardcore bureaucrat who manoeuvred his resources and ran the PRSP as the bureaucratic organization that it was.

The reason he was able to manage people effectively, according to the former colleague, was because of his sincerity. He drew upon his personal and professional networks when necessary to accomplish the partnership’s goals – goals he was highly committed to achieving. Farooq Haroon cannot be described as a risk taker. Like a chess player, he took very calculated risks and was very capable of forward thinking.

We found that Farooq Haroon can easily be identified as a social entrepreneur and a main reason for behind the success of the CMIPHC. We identified how he fills these criteria in Table C1, Appendix C.




Discussion

There are several factors that can lend to the success of a PPP. A partnership can be successful because its goals are well aligned with religious values. It may be the case that the product or service in question is objectively better than the status quo and regardless of who was leading the partnership, it would have sold anyway. In this chapter we do not intend to discredit these other factors. The aspect we focused on was the fact that the successful PPPs we analysed each had very strong social entrepreneurs at their centre, and the social entrepreneurs behaved exactly the way one should in an organization.

It can be argued that Dr. Amjad Saqib, Seema Aziz and Farooq Haroon did not have very innovative, ground-breaking approaches to solving the social issues addressed in the partnerships they were part of. What they did have, however, was an aggressiveness to pursue the goals of the partnership and that was energizing for everyone around.

One may also argue that Seema Aziz and Dr. Amjad Saqib were zealous in the pursuit of success because the NGOs were their brainchild and a failure in the partnership would have reflected poorly on them as individuals. Although the literature does not identify driven to protecting one’s reputation as a characteristic of a social entrepreneur, it can be argued that the vested interest a social entrepreneur has in his own venture succeeding is a catalysis for success.

The main finding from our analysis is that social entrepreneurship is an important driver of success in PPPs. All three partnerships had a focal person who exhibited important qualities found in social entrepreneurs and in one case, we were able to observe the decline of a partnership shortly after the resignation of the social entrepreneur.




Conclusion and Implications

Often, a PPP is formed when a government wants to explore unchartered territory, engage in something innovative or test a policy intervention where there is great risk involved. Exploring, being innovative and risk taking are all consistent with entrepreneurs in other sectors. A government that wishes to engage the private sector in a partnership should, when evaluating a potential implementing partner, seek either or both of two things: (1) an organization that has on its board or as a main leader someone who qualifies as a social entrepreneur, and/or (2) an organization that has a history and culture that is entrepreneurial. The government should be weary of entities that have an organizational structure which is rigid in nature and narrow- or single-minded.

Conversely, a social welfare organization, regardless of its intention to enter a partnership, should have at least one social entrepreneur in a leadership position. A leader of an NGO or other type of organization should aim to cultivate social entrepreneurship and entrepreneurial management in his/her organization.
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Appendix A

Table A1. Characteristics of Social Entrepreneurs Observed in Dr. Amjad Saqib.




	Characteristics

	Author(s)

	Demonstration






	High level of commitment

	Thompson et al. (2000)

	He oversaw operations (including checking financial reports) personally until it was no longer practical (due to a massive increase in number of branches).




	Mort et al. (2003)

	He continued to expand Akhuwat’s projects beyond his initial vision for the NGO.




	Strength in the face of adversity

	Thompson et al. (2000)

	Irrespective of what financial experts and what Dr. Yunus advised him to do, Dr. Amjad Saqib maintained his opinion on the need to make interest-free and membership-free loans available to the poor.




	Mort et al. (2003)




	Capacity to assume risk

	Thompson et al. (2000)

	There was no evidence from the literature to convince Dr. Amjad Saqib (or anyone else, for that matter) that running a microfinance institution without charging beneficiaries for overhead expenses was a sustainable model. However, he had firm faith that the people of Pakistan would not disappoint him with their compassion and commitment.




	Mort et al. (2003)




	Capacity to generate trust and credibility in third parties

	Thompson et al. (2000)

	The CM of Punjab as well as the chief secretary of Gilgit Baltistan entrusted him/his organization with large sums of money.




	Mort et al. (2003)




	Sensitive to exclusion, marginalization and the suffering of individuals who lack economic means or political influence

	Martin and Osberg (2007)

	Dr. Amjad Saqib targeted the economically disadvantaged in his first programme at Akhuwat. He has made efforts to socially and economically reintegrate the severely marginalized transgender community of Pakistan.




	Proactiveness

	Mort et al. (2003)

	Since Akhuwat’s inception, Dr. Amjad Saqib launched more than eight programmes and projects with a wide scope.




	Clarify and communicate their missions in such a manner as to inspire a pool of human resources including the paid staff and volunteers

	Thompson et al. (2000)

	Several people working at Akhuwat have been doing so on a volunteer basis or at a very dismal wage.




	Cultivate their networks and draw upon them when necessary to generate social and economic capital

	Thompson et al. (2000)

	He regularly used his networks to meet the goals of the NGO.









Appendix B

Table B1. Characteristics of Social Entrepreneurs Observed in Seema Aziz.




	Characteristics

	Author(s)

	Demonstration






	High level of commitment

	Thompson et al. (2000)

	She has been spearheading CARE from a very young age and her junior colleagues speak of her as their motivating force when everyone burns out.




	Mort et al. (2003)




	Capacity to assume risk

	Thompson et al. (2000)

	She risked adopting an additional 140 schools even though she worried that CARE lacked the capacity to do so.




	Mort et al. (2003)




	Capacity to generate trust and credibility in third parties

	Thompson et al. (2000)

	It was easy for her to generate funding and resources (e.g. the land donation), presumably due to her family background, personality and drive.




	Mort et al. (2003)




	Sensitive to exclusion, marginalization and the suffering of individuals who lack economic means or political influence

	Martin and Osberg (2007)

	The idea of CARE was conceived when Seema Aziz realized children in Sheikhupura around the flood-hit areas did not go to school because there were no schools nearby.




	Proactiveness

	Mort et al. (2003)

	Seema took it upon herself to solve the problem of the Sheikhupura children not having a school to go to as opposed to allowing them to suffer at the hands of an incompetent government.




	Committed to a collective purpose

	Waddock and Post (1991)

	The vision for CARE has been consistent since its inception: to provide quality education to those who cannot otherwise access it.




	Creative

	Shaw et al. (2002)

	She turned a tragic event (the school attack in Peshawar) into an opportunity to enhance CARE’s reach by campaigning to add 141 adopted schools to its profile.




	Clarify and communicate their missions in such a manner as to inspire a pool of human resources including the paid staff and volunteers

	Thompson et al. (2000)

	A large segment of CARE’s human resource is working voluntarily or on very low wages.









Appendix C

Table C1. Characteristics of Social Entrepreneurs Observed in Farooq Haroon.




	Characteristics

	Author(s)

	Demonstration






	Exhibits a high level of commitment

	Thompson et al. (2000)

	He regularly drew upon his personal and professional networks, cultivated over the span of decades, to achieve the partnership’s goals; he undertook the expansion of the model to several other districts and in other provinces.




	Mort et al. (2003)




	Has the capacity to generate trust and credibility in third parties

	Thompson et al. (2000)

	He was widely regarded as a trustworthy, virtuous man who only exerted his power in a fair, justifiable manner; he was the reason the Packard Foundation (and arguably many other organizations) wanted to partner with the PRSP.




	Mort et al. (2003)




	Has strength in the face of adversity

	Thompson et al. (2000)

	Third-party evaluations and criticism never alarmed him as he was confident that the model was producing desirable results.




	Mort et al. (2003)




	Is able to clarify and communicate their missions in such a manner as to inspire a pool of human resources including the paid staff and volunteers

	Thompson et al. (2000)

	He was a very effective leader even though the organization had within it people of various levels of commitment (or lack thereof) towards the partnership.




	Cultivates his/her networks and draws upon them when necessary to generate social and economic capital

	Thompson et al. (2000)

	From early on in his career, he began establishing trust-based relationships with his colleagues and drew upon these networks in order to achieve the goals of the partnership.






 

 

 

1The idea to build a school was sparked when, while she was engaged in flood relief efforts in Sheikhupura, she noticed children following her around (Bayrasli, 2010). She asked one of the locals why they were doing this and she was told that they had nothing else to do. Thus, Seema realized there were no schools nearby for the children to attend.
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ABSTRACT

This chapter seeks to examine the legal development of Public–Private Partnerships (PPPs) in Kosovo and to assess their role in economic development in Kosovo, as well as PPPs’ function to Kosovo in achieve the Copenhagen criteria to access the European Union (EU). This chapter analyses the theoretical arguments behind PPPs as a mean of narrowing the infrastructure-financing gap and assess the evolution of PPPs’ jurisdiction on Kosovo and EU’s position on PPPs. This chapter includes a detailed critical analysis of the present legal framework on PPPs in Kosovo and a case study of Pristina International Airport. This chapter concludes that PPPs could be the only alternative that Kosovo has, till date, to achieve economic growth. Indeed, it can help the country to be closer to European standards, when it cuts out corruption from these partnerships. This chapter contributes to the debate on the use of PPPs in Kosovo for the construction of major infrastructures, although they are still in a very embryonic process. This chapter presents a comprehensive analysis of the benefits and risks that PPPs could offer to Kosovo as a newly formed state, contributing to the academic debate on PPPs in Balkan countries and providing useful tools for policy-makers in the decision-making process, providing a clear description of new PPPs legislation in Kosovo.
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Introduction

After the North Atlantic Treaty Organization’s intervention in 1999, Kosovo became an international protectorate. First under the United Nations, through the United Nations Mission in Kosovo (UNMIK) and later, under the European Union (EU), with the rule of law mission – EULEX KOSOVO.1 The unilateral declaration of independence on 17 February 2008 did not significantly change this picture, and the EU remained in the territory till date.

The EU’s involvement in the construction of the Kosovo state began early on the European Council that stressed the moral obligation of the EU in response to the humanitarian catastrophe in Europe. In fact, the same European Council underlined, on the Declaration of Thessaloniki in June 2003, the intention to integrate the Balkan countries in the EU. Later, in 2005, it was the European Commission’s turn to recognize that this enlargement aspiration should also be applied to Kosovo. For Kosovo, belonging to the EU, represents the need to overcome its isolation and participate in the progress of the region; on the other hand for the EU, it represents its own security and stabilization of the Balkans (European Commission, 2005, p. 5). This strategy was enhanced with the Stabilization and Association Agreement, with significant advances into the territory, including the European Partnership for Kosovo, the Follow-up Mechanism of the Stabilization and Association Process and the Instrument of Pre-Accession (IPA).

The official correspondence and speeches between European Commission Liaison Office (ECLO) and EU Special Representative, since 2005 till 2010, refers to the rule of law, protection of minorities and economic development, as priority areas for the EU (Cierco & Reis, 2014, pp. 647–648). Indeed, the EU funds allocation framework for Kosovo, illustrates a particular increase over the years on economic development and energetic sector.

More recently, through the IPA and the Development Fund, the EU has developed several efforts to provide Kosovo a more suitable economic environment for private investment and foreign direct investment. In fact, Kosovo has received more than €2 billion of EU assistance since 1999. While this financing was initially focused on rule of law and reconstruction, it now concentrates on fostering Kosovo’s sustainable economic improvement and ensuring Kosovo’s European future. However, the worsening of the sovereign debt crisis in the EU, the community budget suffered, for the first time in its history, significant cuts in all of its headings, including the EU as a Global Player and promoting economic and social development.

Moreover, the EU has underlined the need to use Public–Private Partnership (PPP) for the execution of Aid Programmes to develop its member’s states and neighbouring countries (candidates to the EU). The Commission Interpretative Communication on the Application of Community Law on Public Procurement and Concessions to institutionalized PPP (Commission of European Communities, 2005), as well as the Communication, Mobilizing private and public investment for recovery and long-term structural change: developing Public Private Partnerships set out a commitment to support the financing of PPP by introducing new financial engineering instruments. It also indicated that the European Commission was looking for ways to make the combination of EU funds and PPP structures more attractive and accessible (Commission of European Communities, 2009). The recent Joint Assistance to Support Projects in European Regions (JASPERS) guidance presented the instruments currently available for combining PPP with EU Funds.2

Despite these warnings from the EU, there are still some doubts about the implementation of Community programmes in Kosovo. One of those is related to some dispersion of several Community instruments for Kosovo that could use PPPs and, above all, if the use of partnerships will benefit all players, namely, Kosovar people.

Actually, the history of the use of PPPs in Kosovo is recent. The first law to regulate private finance in public infrastructure was the Law on the Procedure for the Award of Concessions in October 2005. Articles 121 and 160 of the Constitution of the Republic of Kosovo of 2008 set forth the right of private parties to acquire concession and other rights to use and/or exploit publicly owned infrastructure, publicly owned enterprises (POEs), and publicly owned resources. It was approved in 2009, the Law no. 03/L-090 on Public Private Partnerships and Concessions in Infrastructure and the respective procedures.

The main purpose of this chapter is to assess the evolution of PPPs jurisdiction on Kosovo, evaluate how these partnerships can contribute to the development of the country and assessing the EU’s position on PPPs in Kosovo and if there is any opportunity to combine them with European Aid programmes. Above all, we want to contribute to the debate on possible economic development strategies to candidate countries to the EU, also under the EU financial aid, evaluating at the same time economic governance issues.

Thus, this chapter does not only focus, exclusively, on the economic development challenges Kosovo is facing and the role of PPPs in this scenario, but also on the possibilities offered to PPPs to access the EU.

Therefore, we do not attempt to answer one single question, but several:


	What is the vision of PPPs from EU’s point of view, to economic governance of neighbouring and developing countries?

	How can PPPs contribute to the economic development of Kosovo?

	What impact does this development may have in achieving the Copenhagen Criteria for Kosovo?

	Is Pristina Airport PPP an example of infrastructures improvement in developing countries?



The first section of this chapter analyses the importance of PPPs in EU, as well as EU neighbouring policy. The second section is dedicated to an assessment of economic environment, consolidation of jurisdiction and the possibilities offered to Kosovo to combine public–private capital in order to achieve the development of the country and, simultaneously, the Copenhagen Criteria, precondition for future membership of the EU, and the PPP’s need to emancipate the Kosovar economy and politics, social and economic development. Finally, in the last section, an evaluation will be done to PPP ‘Adem Jashari’ Pristina International Airport (PIA), and to the shared responsibilities showing what were the positive and negative points of this partnership.

In order to answer all these questions, this research will analyse the evolution of law adopted by Kosovo’s government and analyse the local, national and European potential outcomes. This research adopted literature review and a case study about one of PPP’s project. This approach will provide a useful guideline for economic improvement in transitional economies by indicating what can be done by all stakeholders involved in PPP’s projects in order to achieve higher performance levels, identifying potential PPP’s projects in Kosovo and developing candidate countries to the EU at large.




The Importance of Public–Private Partnerships in the EU Neighbouring Governance

The EU has been underlining the importance of PPPs to the economy of member states (Koenig & Wetzel, 2007). The Commission published in 2003 the ‘Guidelines for Successful Public–Private Partnerships’ identifying four main roles for the private sector in PPP schemes: to provide additional capital, to provide alternative management and implementation skills, to provide value added to the consumer and the public at large and to provide better identification of needs and optimal use of resources. The same document referred that PPPs represent a number of recognized advantages for the public sector to exploit, namely, the ability to raise additional finance in an environment of budgetary restrictions, make the best use of private sector operational efficiencies to reduce cost, to increase quality to the public and the ability to speed up infrastructure development.3

After the 2008 crisis and financial turmoil, countries’ development and building of infrastructures, as well as the distribution of public services and innovation of energetic sector, increasingly required the cooperation between public authorities and private undertakings (Cellucci, 2011).

The European institutions have emphasized the increasing value of the use of PPPs to boost European economic growth and the safeguard of common interests within the framework of the funds provided by the European Commission. More recently, in its communication ‘Public-private partnerships in Horizon 2020: a powerful tool to deliver on innovation and growth in Europe’, the same European Commission identified PPPs as one of the key elements of Horizon 2020. The purpose is ‘join forces with the private sector and with Member States, to achieve results that one country or company is less likely to achieve alone’ as ‘research, innovation and sustainable growth’ (European Commission, 2013, pp. 2–3).4 Some authors (Romanelli & Hornbanger, 2013, p. 390) argue this is not only because of budgetary reasons but also the need for more efficient delivery of public services, which can be addressed through the know-how and the working methods of the private sector. However, the Treaty and the Commission have highlighted the existence of certain rules that must be obeyed when it comes to the sharing of costs, responsibilities or contractual arrangements. In Article 107(3) of TFUE, the EU has recognized the measures’ consistence aiming the funding infrastructures of the rules of competition. The European Commission, through its discretionary powers, assessed whether the type of state aid corresponds to promotion of economic development – promote the economic development of areas where the standard of living is abnormally underemployment, and of the regions referred to in Article 349, in view of their structural, economic and social situation – Article 107(3), or whether it is a measure to distort the market and incompatible with the internal market – Article 107(1).

PPPs are widely spread among the European countries and are considered by EU beneficial instruments to economic development of candidate countries.

Also, the Commission’s State Aid Action Plan of 2005 established the application of the ‘balancing test’ for the assessment of an aid under Article 107(3), focused mainly, in market failures, and scrutinizes if positive effects of aid outweigh its potential negative effects. On the other hand, the European Commission’ decision ‘London Underground’ outlined the adjusted procedures during the selection (open, transparent and non-discriminatory), and the assessment of proportionality of measures (Bacon, 2009).

Moreover, the European PPP Expertise Centre refers the benefits of combining the European Structural and Investment Funds (ESI) with private financing resources (EPEC, 2011). In some circumstances, PPPs may deliver better grant-funded projects than classical procurement; public authorities pursuing PPPs should be aware of the terms and conditions of EU’s grant funding, to be able to benefit from them to its fullest extent. The European Commission has issued guidance on the legal and methodological issues when combining EU grants with PPPs, in particular, the framework of the JASPERS initiative, in order to facilitate and increase the uptake of PPPs in Structural Funds projects.

The EU grant can cover up to 85% of eligible expenditures. Co-financing by the government (at least 15%) is always required. If the PPP generates some revenue from user charges, the ‘eligible expenditure’ for determining the amount of the EU grant is reduced by the net contribution (i.e., after covering operating and maintenance costs) that such user-charge revenue makes to fund capital expenditures (determined on a discounted basis). This is known as the ‘funding gap’ approach. The recent report of the European PPP Expertise Centre (2016, p. 10) refers that blending may bring additional restraints in the deployment of funds and improve value-for-money, since this typically includes encouraging long-term approaches and efficient risk management, by allocating a particular risk to the most appropriate party involved and help to improve the long-term quality and effectiveness of public expenditure in the use of ESI funds.

In December 2013, the publication of Common Provisions Regulation recognizes the relevance of PPPs as ‘effective means of delivering operations which ensures public policy objectives’ and providing a common set of terms for the use of ESI5 funds in the current programming period (Elbasani, 2013).

Along the same line of reasoning, the recent review of European Neighbourhood Policy (ENP) identifies the need to strengthen partnerships with the private sector and the use of innovative approaches such as blending grants and loans as an important way of leveraging additional resources to increase the impact of EU aid. With those neighbours who wish, the EU will develop cross-cutting partnerships to support growth, employment and economic modernization. The same document underlines that the EU will encourage entrepreneurs to engage directly with partners in the Neighbourhood – ‘Economic diplomacy missions to ENP partners need to be undertaken more systematically mobilising European business more effectively to promote trade and investment in the Neighbourhood. In addition such missions will be used to provide neighbours with appropriate partners to lend hands-on support on particular economic development challenges, including strengthening their skills base, entrepreneurship, and diversifying their economic activity’ – (European Commission, 2015, p. 10).




Public–Private Partnerships as a Possible Growth Factor on Kosovo

After the 2008 declaration of independence, the Government of Kosovo was faced with enormous challenges, political and social, as well as economic, especially in the construction of the necessary infrastructures. Till now, Kosovo is neither a member of the United Nations nor a member of the Organization for Cooperation and Security in Europe (OSCE), of the Council of Europe (CoE), or the World Trade Organization. But it is a member of the World Bank and the International Monetary Fund with whom it has a standby arrangement. As a recent country, the major weaknesses are still fragile economic and political institutions. The government realized that the consolidation of the country’s institutions were not only public investment but also the private sector and the articulation of both, through PPPs (Tavakoli & Saneja, 2012).

Despite the consolidation of democratic institutions and the rule of law, the economic situation is still weak, both on democratic and economic structures. The high rates of corruption may also jeopardize investment in the country (United Nation Office on Drugs & Crime, 2011). On the economic side, the policies have been volatile over the past 4 years. Although Kosovo has undergone a period of marked fiscal expansion, that boosted economic growth and budget revenue, this has increased external imbalances and economic vulnerabilities (European Commission, 2012). The country has unilaterally euroized capital expenditures, which increased sharply in the boom years, were relatively easier to compress, and thus declined after the crisis (Papadimitriou & Petrov, 2013).

On the second half of 2011, fiscal consolidation steps have been undertaken in relation to fiscal constraints. The various reforms carried out by the Kosovar government and EU, aimed a market-basis economy, but the corruption and informal business practices are still widespread (Global Investment Center, 2016, p. 205). Unemployment is above 40%, especially pronounced among the youth – more than 70% are unemployed. The lack of perspective for a job, especially among the younger population, is putting strains on social cohesion and parallel economy, and is encouraging immigration. Inflation has also been volatile, moving from a deflation of −2.4% in 2009 to an average annual inflation of 7.4% in 2011, due to energy and food prices (European Commission, 2012, p. 15).

For a sustainable economic environment, high and persistent external imbalances represent a higher challenge. The authorities have already adopted a counter-cyclical fiscal policy that prioritized public investment in infrastructure to support economic growth. From 2008 to 2012, public investment increased from 8% of GDP to 11%6 (Seiwald, Allen, Last, & Rial, 2016, p. 11), and for other the privatization of socially owned enterprises, which begun in 2002.

Until June 2008, POEs in Kosovo were administered by the Kosovo Trust Agency but after the Constitution of Kosovo became effective, these enterprises were transferred to the administration of the Government of Kosovo. The Privatization Agency of Kosovo has privatized (fully or partially) 306 socially owned enterprises. Also a large number of POEs in key sectors have been tender for privatization. The government has made reforms to enhance the business environment as a policy priority. Thus, the legal framework regulating private sector and PPP has improved in recent years in order to create a more suitable environment for direct investment (European Bank for Reconstruction & Development, 2013, p. 2), although there is no capital market in Kosovo. Moreover, neither there is a stock exchange in Pristina nor is there a Securities Market Law or its equivalent.7 In principle, the possible development of capital markets in Kosovo should be considered in the long term, with a precondition of developing and strengthening the financial sector (European Bank for Reconstruction & Development, 2013, p. 7).

The evolution of PPP Law was drafted to harmonize the national legislation with the EU acquis as part of the country’s efforts towards becoming a full EU member candidate. The report was published in July 2006 by Javier Solana and Enlargement Commissioner Olli Rehn, entitled On the Future EU Role and Contribution in Kosovo, and had formulated the EU involvement in terms of three components (Cierco & Reis, 2014, p. 650). In fact, the fulfilment of Copenhagen Criteria8 has underlying the existence of economic infrastructure, which cannot be provided by the government alone, even less in the case of such a new country as Kosovo. Similar to the EU, the World Bank Public Participation in Infrastructure (PPI) has significantly increased the support for projects from the PPPs, so that developing countries could achieve the Millennium Development goals, including poverty reduction (Global Investment Center, 2016; You & Hou, 2013).

The first law to regulate private finance in public infrastructure came into force in October 2005, even before the EU mission EULEX Kosovo and Kosovo’s independence; it was the Law on the Procedure for the Award, that focused primarily on real estate and land concessions mainly used this law.

The evolution of PPPs law gave to the Ministry of Finance (MoF) a strong role in managing the potential fiscal costs, as risks began to arise (Seiwald et al., 2016).

This political support also prompted the MoF to engage in the preparation of a new PPP law that was prepared in compliance with The United Nations Commission on International Trade Law (UNCITRAL), European Bank for Reconstruction and Development (EBRD) guidelines as well as EU Directives and International best practices. This law was prepared with technical assistance provided by the United States Agency for International Development (USAID). As a result, the Law on PPP and Concessions in Infrastructure and Procedures for their Award was voted and came into effect in August 2009 (No. 03/L-090) (European PPP Expertise Centre, 2014a, p. 4, 2014b).9

Given Kosovo’s need for substantial public infrastructure investment across various economic sectors, to provide efficient and quality public services, the Government of Kosovo has sought to promote the development of PPPs. Kosovo’s government realized that the private sector participation is critical to developing countries, bringing more funds, technical knowledge and efficiency to several sectors (energy, telecommunication, transport, water and sewerage). Its support for the implementation of PPP projects was evidenced through the PPP Policy Directive approved in July 2008. The Directive also required public authorities to implement PPP projects only through competitive, fair and transparent procedures.

The Government of Kosovo’s effort to further harmonize the country’s legislative framework with the EU’s policies on public procurement, was evident with the prompted revisions of the PPP law in 2011. In December 2011, the Law on PPP (No. 04/L-045) was voted and came into effect (see Table 1).

Table 1. Evolution in the Public–Private Partnership Framework in Kosovo.




	Oct. 2005

	Law on Procedures for the Award of Concessions

	Law No. 2005/02-L44




	Mar. 2008

	Law on Public Financial Management and Accountability

	Law No. 03/L-048, amending by Laws 03/L-221, 04/L-116, 04/L-194, 05/L 063 and 05/L-007




	Jul. 2008

	Government Policy Directive

	 



	Jul. 2008

	Establishment of the Central Public–Private Partnership Department

	 



	Aug. 2009

	Law on Public–Private Partnership and Concessions in Infrastructure and Procedure for their Award

	No. 03/L-090




	Nov. 2011

	Law on Public–Private Partnership

	No. 04/L-045




	Nov. 2011

	Directive on Procedures for the Review and Approval of Public–Private Partnership projects

	 



	Nov. 2011

	Directive on Project Management Teams

	 



	Dec. 2011

	Law on Public–Private Partnership and Concessions in Infrastructure and Procedure for their Award

	No. 04/L-045




	Mar. 2012

	Directive on the Review and Municipal PPP Directive on Publications of Public–Private Partnership Notices

	 





Source: Adapted from the European PPP Expertise Centre (2014a, 2014b, p. 5).

 

The PPPs on Kosovo are guided by a PPP strategy and reviewed for value-for-money by a PPP unit in the MoF, and actually capital stock account 1.2% of GDP, but several projects are planned. According to the Technical Assistance Report conducted by the IMF, fiscal risks are currently low. Even with such encouraging data, the same Report suggests that Kosovo has not yet made extensive use of PPPs, and has a lower rate than neighbouring countries, although several projects are planned (see Table 2).

Table 2. Current and Future Public–Private Partnership Projects in Kosovo.




	Transaction Type

	Size (range)

	Status






	Pristina International Concession Airport (20 years)

	€100 millions

	Implementation/operation




	Peja Urban Transport Concession (10 years)

	€2–5 millions

	Implementation/operation




	Suhareka Waste Concession Management (10 years)

	€2 – 5 millions

	Award stage




	Rt 7 Motorway Service Concession Areas (20 years)

	–

	Draft tender documents submitted




	Pristina Underground Concession Parking (30 years)

	€5–10 millions

	Preparation for re-tendering




	Gjilan Urban Bus Concession (10 years)

	–

	Feasibility study




	Pristina Urban Bus Concession (10 years)

	€10–50 million

	Feasibility study




	Viti Green Market Concession (30 years)

	Under € 1 million

	Feasibility study




	Lipjan City Square Concession (5 years)

	€5–10 millions

	Feasibility study




	Gjilan School Support Concession Facility (10 years)

	Under € 1 million

	Transaction design stage




	Mitrovica Business Park Concession

	€2–5 millions

	Under planning/EC support




	Prizren Commercial Centre Concession

	–

	Prospective




	Prizren Cemetery Concession

	–

	Prospective




	Route 7 O&M Concession

	–

	Prospective






Source: The European PPP Expertise Centre (2014a, 2014b, p. 7).

 

As PPPs in Kosovo are still at an embryonic stage, only the transport, energy and infrastructure sectors have established a joint agenda between the public sector and the private sector. Till date, only two user-funded PPP projects were executed – the Prishtina International Airport modernization project (which we will review later) and the Urban Bus Transport project in Peja municipality. At the municipal level, the first transport project to reach its financial closing was the Peja Urban Transport project in 2012. Other local projects have been implemented mainly in real estate and as land concessions. Many have not, however, been formally registered as PPPs as under the previous PPP law municipal projects were not subject to the approval of the PPP Comission (PPPC) prior to tendering (European PPP Expertise Centre, 2014a, 2014b).

PPPs offer Kosovo the opportunity to modernize and expand its public infrastructure and services, but in general, multinational Enterprises (MNEs) are considered suspect in developing countries by their own populations and by others, especially in those countries perceived as corrupt (Demuijnck & Ngnodjom, 2011, p. 253), and are often criticized (Renouard, 2007). There are even authors who consider that there is a mismatch between the supply of public goods and the creation of infrastructure, due to the different objectives of both the common good and profit, respectively. For example, to David Hall (2015, p. 3), ‘PPPs are used to conceal public borrowing, while providing long-term state guarantees to profits to private companies. Private sector corporations must maximize profits if they are to survive. This is fundamentally incompatible with […] ensuring universal access to quality public services.’ In our point of view, the required emancipation of the Kosovar economy will benefit from private investment. It is, in fact, the only way to accomplish Copenhagen Criteria in economic terms. Kosovo has been dependent on international aid since 1999 and the hiring and expenses of international organizations employed a large number of the resident population, especially in Pristina. The presence of international organizations created a ‘false economy’ that still represents a significant share of GDP.

Indeed, Kosovo is receiving EU financial aid under the instrument for pre-accession assistance (IPA) since 2007.10 Annual programmes of the Instrument for Pre-accession are designed in accordance with the strategic Multi-Annual Programming Documents (MIPDs). The programme includes 23 projects covering three major categories: political criteria, economic criteria and European standards. The projects have been prepared in close cooperation with the authorities and beneficiaries in Kosovo and in close discussion with other donors.

In the past, the EU has provided support to Kosovo under a variety of financial instruments, including Community Assistance for Reconstruction, Development and Stabilization (CARDS), macro-financial support and humanitarian aid. Now, from the point of view of EU, blending European Aid and public private investment may improve the bankability of the main projects.

From 2014 to 2020, the EU will provide about €500 millions of assistance for Kosovo;11 it is perhaps the last chance for Kosovo to consolidate an approach to European economic market, rules, and in order to achieve it, they will need to attract private investment, as it have underlined the various European official documents (European Commission, 2008, 2012).




Case Study – ‘Adem Jashari’ Pristina International Airport

We chose the ‘Adem Jashari’ PIA as case study of our research because it is the most important PPP closed until the moment in Kosovo and airports infrastructures are particularly essential due their capability to provide links to domestic and international markets (Fusellato & Lino Di Blasio, 2015). The development of a core regional transport network is also recognized by the EU and World Bank as one of the most important objectives for the economic and social development of South East Europe (Commission of European Communities, 2009; Global Investment Center, 2016). By strengthening links with neighbouring EU countries, it will improve the flow of international trade and give better connectivity with the region’s more remote areas.

But, Airport investment is also recognized as one of the biggest public expenditures (Lehmann, 2010). In this particular case, it involved a 20-year design-build-finance operate transfer agreement under which the private partner agreed to build a new terminal, air-traffic control facilities and associated facilities. This investment will, also, allow accommodating over 2 million passengers a year. The project led to a foreign direct investment in Kosovo of over €100 millions, the largest single foreign investment made since the country’s declaration of independence. In exchange for the right to run the concession, the private partner will have to pay an annual concession fee of about 39.42% on average of the annual gross revenues of the airport over 20 years (European PPP Expertise Centre, 2014a, 2014b, p. 6) (see Table 3).

Table 3. Investment Estimative




	Concessionaire Investment

	Revenue

	Kosovo Government Collect






	39.42%

	€400 million

	€20 million per year (20 years)






Source: Adapted from the Kosovo Foundation for Open Society and the Institute for Development Research (2015, p. 22).

 

If air transport sector has been recognized as a crucial sector in all economies, for transition economies, it is even more important, contributing to employment generation and economic growth (Mustafa et al., 2009, p. 36), but the associated costs to inherit infrastructures and facilities are usually very high, and it needs a large capital investment that developing states cannot endure alone (Jomo & Chowdhury, 2009). Thus, Kosovo government has been interested, since the first moment, in engaging the private sector in the modernization of airport, for the reduction in the burden on government budget.

On 1 June 2010, the Government of Kosovo announced the winning consortium of Turkish company ‘LIMAK’ and the French company ‘Aéroport de Lyon’. Turkish ‘LIMAK’, owner of the 90% stake in the consortium winning PIA, was known for involvement in construction, energy and cement. The remaining 10% were in control of the ‘Aéroport de Lyon’ which brought with them the experience in the field of airports proportional to the ownership (Kosovo Foundation for Open Society and the Institute for Development Research Riinvest, 2015, p. 19) (see Table 4).

Table 4. Contractual Public–Private Partnership Design of ‘Adem Jashari’ Pristina International Airport.




	Private Commitments






	Public–Private Partnership Agreement with duration of 20 years




	Structure of the Public–Private Partnership/DBFOT Transaction; and in the end to transfer assets to the Government;




	New site for the Terminal with the capacity of 25,000 m2; due to reasons that relate to the Terminal’s construction location, the plan was changed and the new Terminal was constructed of 42,474 m2 and the cost covered by the PP




	Performances of PIA-AJ will achieve the performances and the ‘C’ level of quality in line with International Air Transport Association (IATA C);




	Scope of services under the Public–Private Partnership Agreement, all functions of the Pristina International Airport, with the exemption of the Air Control Services which will be Kosova’s state owned property in a form of a POE, will be carried out by the PP




	Under the Public–Private Partnership Agreement, PIA-AJ employees are guaranteed with a 3-year employment period as full time hired;




	Private Partner will pay to the Government the concession fee of average 39.42% of gross revenues and which starts to be applied from the second year with 18% reaching to 55% of the gross revenues in the last year. The first fixed payment was made in 2012.




	Private Partner will be subject to the tax system of the country;




	Ownership of the assets remains in the public sector as they are only given for use during the duration of the Agreement




	Government Commitment




	Air control service




	Regulatory




	Political aspect




	Property-related issues (expropriation)






Source: Adapted from the Republic Of Kosovo – Office of the Auditor General (2016, p. 2).

 

Although apparently the new terminal was launched in accordance with the PPP Agreement, certified by the Civil Aviation Authority and contractual rules meet in accordance with the rules of both the EU and the framework of international law concerning PPPs, the recent audit came to the conclusion that the PPP Committee has not delegated duties properly and did not take all the responsibilities.12 This presents a risk of PPP Agreements being outside the government’s loop of monitoring (Republic of Kosovo – Office of the Auditor General, 2014). In fact, PIA is the only international airport in the country holding monopoly of airport facilities.

From the research carried out on the private–public partnership of PIA, several fragilities can also be pointed out that could jeopardize the success of this PPP, as well as indicate some of the biggest problems that PPPs on Kosovo will face. Reality is that Kosovo has high levels of corruption and lack of clarity regard to the selection of Turkish and French companies led to opposition from other competitors.

The selection process of the applications itself when competing for PIA has led to the dissatisfaction of many participants in this process. One of the competing companies ‘Bouyges Batiment-Egis’ considered this process as nontransparent and manipulated while the winner ‘LIMAK-Aeroport de Lyon’ had no experience in the area in which it was bidding for the concession (Kosovo Foundation for Open Society and the Institute for Development Research, 2015, p. 19).

Also with regard to investment values remain some doubts. On the day of the inauguration of the new terminal, on 23 October 2013, the concessionaire reported that €130 million were invested in this terminal. The Government of Kosovo has classified this investment as an essential success of this concession. Field experts, however, consider the declared investment of €130 million as overestimated and defective. To date, there is no report or assessment that has been made public to the general opinion on the exact value of the investments, according to the report of Kosovo Foundation for Open Society and Institute for Development Research (2015).

The main criticism of post-concession period is directed to the recession of passenger numbers in recent years by more than 10% over the estimated values in the partnership puts the performance of the private partner in serious doubts as well as the achievement of the objectives of the PPP itself (see Table 5).

Table 5. PIA Number of Passengers Over the Years.

[image: Image]

On the other hand, to date, the concessionaire has never published an announcement for requesting services. The lack of transparency and consequent follow-up of best practices and contracting standards, within the principles of good corporate governance, leaves room for the opportunity of favourable and non-competitive treatments and possible monopolies.

Despite these flaws, PIA has been named as Europe’s Leading Airport 2015 along with major European airports. This significant achievement for a recent country could only have taken place after private investment, since the Kosovar state, as well as several developing countries, is unable to make the needed investments for the development and improvement of the living conditions of its population.




Conclusion

In this chapter, we have provided a roadmap to the significance of PPPs to EU memberships as well as to candidate members, through ENP. The value of PPPs on developing countries has been suggested by the EU by two key drivers: the need for enhanced quality of infrastructures and the limited availability of public funds relative to infrastructure and public service needs and expectations.

The main goal was to offer a comprehensive approach about what is at stake. On one hand, the Kosovar governments’ will to improve a suitable jurisdictional and economic environment to PPP’s flourishing, and on the other hand, understand the possibilities that can arise to country’s development through more private investment and shared responsibilities. The actual business environment is positive due to the actual privatization Law and recent developments concerning PPPs projects, both on legal and economic institutional framework.

From our case study, we conclude that PPPs for infrastructures such as airports remain one of the most relevant forms, increasingly more popular and perhaps necessary to enclose the infrastructures’ gap on transitional economies, by leveraging private capital and skills. In fact, the Kosovo government cannot improve with only public budget; all investments are needed, especially for infrastructure projects.

We verified PPPs have been developed and used in part due to financial shortages in the public sector, but these partnerships are not unscathed to lack of transparency. Kosovo PPPs can suffer from endogenous problems of their own Kosovar economy, such as corruption, monopolies and cronyism. The application of rigorous economic criteria is important in the issuance of investment licences, such as the evaluation and choice of the PPP structure and bundle services and who takes what risks, rewards and responsibilities. Indeed, fragile states with weakened economies tend to inflate return on investment in order to capture it and find more susceptible to alienate foreign investment and to establish somewhat dubious partnerships (Moszoro, Araya, Ruiz-Nuñez, & Schwartz, 2015; Trebilcocka & Rosenstocka, 2015).

Truly, if we don’t neglect the risks associated to the PPPs in developing countries and economies in transition, we believe that in order to have infrastructures and development, it will have to go through sharing capital and investment risks (Pattberg, Biermann, & Chan, 2013; Urio, 2010). Moreover, they would have to have as a necessary condition, judicial structures and the rule of law operating, in case of detecting a distortion in the market or corruption.

For now, Kosovo offers legislation reasonably consistent with the EU and EBRD requirements and oversight process for contracting management can be further developed to handle anticipated increase in a number of PPP transactions. But transaction costs still remain relatively high when it comes to development and implementation of PPPs.

From the European perspective, PPPs operating on the field of development cooperation are, actually, an important part of EU’s external action. The recent Report from European Parliament on the external impact of EU trade and investment policy on public–private initiatives in countries outside the EU stresses that EU trade, investment and development policies are interlinked and that Article 208 of the Lisbon Treaty establishes the principle of policy coherence for development, requiring that the objectives of development cooperation be taken into account in policies that are likely to affect developing countries. The same document calls on EU bodies to encourage EU companies participating in PPPs in third countries, in particular, in less-developed countries, to work in accordance with the principle of policy coherence, in line with existing OECD Guidelines for multinationals and calls on the Commission to encourage sustainable investments, taking into account development objectives by prioritizing the long-term development of domestic economies in particular, and to promote projects focused on environmental protection, poverty reduction, education, waste management or the use of renewable energies. The European Parliament argues that in the area of development aid, PPPs are an effective way to spend European funds while supporting EU priorities and coherence with other policies, namely the Common Foreign and Security Policy (CFSP) as a vehicle to allow the extension of the Union’s limited development budget (European Parliament, 2015, pp. 16–18).

The EU has used PPPs among its member states and other countries to implement its policies on development and cooperation, as well as to provide new infrastructures and public services. However, the EU still has very general and vague lines on this subject. The EU will have to go beyond the compliments of blending public private investment and a policy of intentions and clearly identify which PPPs projects will benefit from the Union’s support at the foreign policy level. We therefore emphasize the need to continue work on the development of European guidelines for PPPs at the level of foreign policy and development support, as foreseen in the various reports of the Commission and Parliament. Many important initiatives are under way but could be significantly strengthened if they were discussed in a broader context of multiple actors such as the OECD, the World Bank and the United Nations.

Financing infrastructure projects is a challenge in all developing countries, namely to Kosovo, where financial markets are shallow and there are limited options for financing long-term projects (Linder & Vaillancourt Rosenau, 2000). To ease financing constraints, priorities should include:


	elucidation of all stakeholders about the benefits of involving the private sector in infrastructure development – especially in infrastructures – in order to create consensus among all and a suitable environment for investment

	encouraging the use of innovative financing instruments to mitigate lender’s risks

	consolidation of the rule of law in respect of economic matters

	increase the transparency of the budget documentation for PPPs and POE investments

	record the assets, liabilities and fiscal risks relating to PPPs, and the contingent liabilities arising from POE investments in the government’s annual financial statements

	developing longer-term bond markets

	developing investment policies and regulatory guidelines that encourage banks, insurance companies, pensions and mutual funds and other financial institutions to help finance infrastructure projects.



Even so, only with a prosperous economic environment, private investment and PPPSs, in rule of law environment, developing countries may aim for greater stability and growth, and particularly, Kosovo can aspire to be a member of the EU.
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1For further information about the establishment of EULEX Mission, see the Council Joint Action 2008/124/CFSP of 4 February 2008.

2On 31 December 2015, 16 EU Member States (Bulgaria, Croatia, Cyprus, Czech Republic, Estonia, France, Greece, Hungary, Italy, Latvia, Lithuania, Malta, Poland, Romania, Slovakia and Slovenia) and three candidate countries (the Former Yugoslav Republic of Macedonia, Montenegro and Serbia) are beneficiaries.

3This document underlines also the positive characteristics of PPP arrangements in developing infrastructure appear particularly attractive for the Candidate Countries (CCs) of Central Europe given the enormous financing requirements, the equally large funding shortfall, the need for efficient public services, growing market stability and privatization trends creating a favourable environment for private investment. For further information, see the European Commission (2003).

4The package represents a total investment over the next 7 years of €22 billion whereby €8 billion from Horizon 2020 will leverage €10 billion from industry, and close to €4 billion from the Member States. This will provide vital funding for large-scale, longer-term, risky research and innovation initiatives. These are essential for EU leadership in strategic, globally competitive technology sectors that provide high-quality jobs (currently over 4 million such jobs) and contribute to meeting the EU objective of 20% of GDP coming from manufacturing by 2020. The partnerships will deliver major benefits to society, such as lower carbon emissions, alternatives to fossil fuels, and new treatments to combat poverty-related diseases and the growing threat of antimicrobial resistance. Around €450 billion of ESI funds are potentially available over the current 2014–2020 programming period to support public investment and help deliver EU regional and cohesion policy.

5The ESI funds (and the amounts indicated over the 2014–2020 programming period comprise the European Regional Development Fund (ERDF) – €199.4 billion; European Social Fund (ESF); €88.8 billion; European Agricultural Fund for Rural Development (EAFRD) – €85 billion; European Maritime and Fisheries Fund (EMFF) – €6.4 billion and Cohesion Fund €63.6 billion.

6This increase is due to the fact, mainly, by the implementation of a single large transports Project, Route 7.

7In terms of the legal framework, indirectly applicable to capital markets, these would include the Law of 29 December 2009 Nr. 03/L- 175 on Public Debt that regulates procedures for public debt issuance by the Government of the Republic of Kosovo; the Law of 27 September 2007 Nr. 02/L-123 on Business Organizations that in Title VII (joint stock companies), Chapter III, regulates the matter of shares and other securities, and the Law of 30 April 2012 Nr. 04/L-093 on Banks, Microfinance Institutions and Non-Bank Financial Institutions.

8The Copenhagen Criteria consist of three overall main pillars:


	Stability of institutions guaranteeing democracy, the rule of law, human rights and respect for and protection of minorities

	The existence of a functioning market economy as well as the capacity to cope with competitive pressure and market forces within the Union

	The ability to take on the obligations of membership including adherence to the aims of political, economic and monetary union.



9The first PPP project to be implemented in accordance with this law was the design-build-finance- operate-transfer contract of the Pristina International Airport.

10The IPA assistance within the framework of economic criteria of the Kosovo Multi-annual Indicative Planning Document (MIPD) for 2009–2011 amounts to over €104 millions and includes the improvement of social and economic infrastructure in municipalities to improve notably schools and youth facilities, health services and roads to enhance service delivery to the population (€39 millions), support to energy efficiency and transmission (€9.5 millions), support to education and employment (€20 millions), including through the contribution to a multi-donor trust fund, and improving the environment with specific focus on water treatment and waste management to JASPERS.

11National Strategy for EU Assistance for the period 2014–2020 has identified six key priorities for Kosovo: 1. Rule of law and fundamental rights; 2. Public administration reform; 3. Energy; 4. Competition and innovation; 5. Employment and social policies and 6. Agriculture and food safety, and the need for Kosovo emancipation. Information is available on the website http://www.mei-ks.net/en/news/70-million-euro-programming-for-kosovo-is-launched. Accessed 9 September 2016.

12The new terminal facilities did not possess a construction license; a permanent project management unit is not established yet; the Agreement continues to be supervised by a temporary Project Management Unit.




PART IV
Implementation and Evaluation of PPPs: Practical Considerations and Case Studies


CHAPTER
13

Achieving Affordability in the Delivery of PPP-Based Services
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ABSTRACT

Public–private partnerships (PPPs) have been demonstrated to be an effective (although not universally successful) tool for the delivery of infrastructure and infrastructure-based services. For PPPs to achieve optimum results, the service outputs should be inclusive, i.e., they should be available to as wide a spectrum of society as possible, regardless of income level, gender or ethnic background. In developing countries, many PPPs are reliant upon user fees to create the revenue streams that enable private parties to provide such basic services as power, water, wastewater and transport. When these user fees act as barriers to service access (i.e., they are unaffordable to potential recipients of the service), what are the policy and contractual options which may make the services more universally accessible? This chapter examines three PPP projects from different sectors which have utilized creative mechanisms to enhance affordability and expand the user base: the Pamir Power project in eastern Tajikistan; the urban water PPP in Dakar, Senegal and the East Coast Toll Road in Tamil Nadu, India. Based upon these examples, the chapter will draw conclusions on how this experience can be more broadly applied and made a part of the PPP planning process in developing countries to achieve more affordable and sustainable growth.
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Introduction

Public–private partnerships (PPPs) have been demonstrated to be an effective (although not universally successful) tool for the delivery of infrastructure and infrastructure-based services. Today, there is a growing reliance on PPPs in both developed and developing and emerging economies, as governments lack the financial capacity to deliver the quantity and quality of infrastructure necessary for sustainable growth. This trend is particularly pronounced in developing countries. The World Bank has documented the use of PPPs in more than 134 developing countries, across which PPP-based projects constitute between 15% and 20% of total infrastructure investment (Independent Evaluation Group, World Bank, 2014).

Infrastructure PPPs can provide an array of benefits for the lower-income elements of society. At the most basic level, PPPs can provide direct benefits such as improved access to clean water, sanitation, or power, improved transportation to markets, places of employment and other destinations, or access to social services such as health care and education. PPPs may also provide significant employment opportunities. For example, after the opening of the N4 toll road between Witbank, South Africa and the Mozambican port of Maputo, the concessionaire employed 400 persons directly, while 60 subcontractors, most of them small local firms, also supported the project operations (UNDP, 2008). Finally, PPPs can help to generate economic growth, which over the long term will reduce the prevalence of poverty. DFID has found that ‘growth accounts for more than 80% of poverty reduction, and has lifted 500 million people above the poverty line since 1980’, and that there is ‘a positive relationship between the share of private investment as a proportion of total investment and the rate of GDP growth’ (DFID, 2008). However, these correlations are not guaranteed, and achieving such outcomes requires well-designed projects and policy frameworks. Case study evidence suggests that pro-poor outcomes are often constrained by inadequate frameworks and limited understanding of the requirements and expectations of private sector providers (Gerlach & Franceys, 2010).

PPPs are complex instruments and the implementation of PPP programmes can be especially challenging in developing nations. The PPP literature deals extensively with such issues as institutional capacity, lack of legal/regulatory/procurement frameworks, corruption, lack of developed capital markets, etc., which may constrain PPP effectiveness in this context.

In addition to these well-recognized issues, there is another challenge for PPPs in developing nations which merits further exploration. For PPPs to achieve optimum pro-poor results, the service outputs should be inclusive, i.e., they should be available to as wide a spectrum of the society as possible, regardless of income level, gender or ethnic background. In developing countries, many PPPs are reliant upon end user fees to create the revenue streams that enable private parties to provide such basic services as power, water, wastewater and transport. These user fees may act as barriers to service access if they are unaffordable to potential recipients of the service. The primary alternative to user fees is government purchase of the services, e.g., through off-take agreements or availability payments, but most developing economies have limited financial capacity to assume such obligations, and can do so only for the highest priority projects. Similarly, government subsidies to reduce tariffs can prove difficult to sustain over a lengthy PPP contract term of 20 years or more.

There is an inherent tension between the need of the private parties in a PPP arrangement to achieve full-cost recovery (and, indeed, a fair return on their investment), and political and social pressures to keep tariffs low. Many poorly performing public service providers in developing countries charge user fees that are well below the cost-recovery levels, and raising these tariffs is often a necessary component of improving service and achieving financial sustainability. Thus, it can be argued that tariff increases are not necessarily a bad thing for consumers when these increases translate into wider access to better services (Independent Evaluation Group, World Bank, 2014). For low-income stakeholders, however, this trade-off can be difficult to reconcile, as attested to by Nigerian press accounts of the unrest which preceded the imposition of tolls on the Lagos-Epe Expressway in December 2011 (Vanguard, 2011). Well-planned communication with stakeholders, and stakeholder engagement throughout the project, can reduce stakeholder concerns, but by themselves are insufficient to ensure project success, as shown in the Kibera water distribution project in the urban slums of Nairobi (Katui-Katua & McGranahan, 2002).

For PPPs to achieve optimum results, the service outputs should be inclusive, i.e., they should be available to as wide a spectrum of the society as possible, regardless of income level, gender or ethnic background. This is often recognized, at least implicitly, in the public sector’s project objectives, e.g., ‘provide power to at least 90% of city residences by 2025’. However, user fees may make services inaccessible to the neediest of citizens. Policies which broaden the user base to include the poor can increase the direct benefits delivered by PPP projects, build acceptance for the projects across different elements of society and even provide a stronger project business case for investors through an expanded customer base and greater economies of scale.

What are some of the policy and contractual options which may make the services more universally accessible? What role can donors and international financial institutions play in ensuring maximum access to services? How can such pro-poor policies help attract private investment, by expanding the user base for project services? This chapter will explore these issues.

After presenting three project examples, this chapter will draw conclusions on how the experience can be more broadly applied and made a part of the PPP planning process in developing counties to achieve more affordable and sustainable growth.




Case Studies

This chapter examines three PPP projects from different sectors and regions which have utilized creative mechanisms to expand the user base and increase affordability. The first project to be examined is the Pamir Power project in eastern Tajikistan, which involved participation by the Aga Khan Development Foundation; the International Finance Corporation (IFC), a member of the World Bank Group; and the Swiss Government’s agency for Economic Cooperation and Development (SECO), as well as the Government of Tajikistan (GoT), to create a programme of tiered and subsidized income-based tariffs which made the power widely accessible. The outcomes, in terms of service accessibility to the poor, improved health, reversal of deforestation and enhanced economic activity, have been remarkable.

The second project is the Dakar, Senegal water PPP, which charges a set of income-tiered, cross-subsidized tariffs for residential service delivery, and also offers the same quality potable water at a generally lower price from stand posts placed in public squares, providing a second option to make the water available to lower-income citizens. This project has been a rare example of a successful, sustainable water PPP in sub-Saharan Africa.

The final project to be considered is the East Coast Toll Road in Tamil Nadu, India, which used tiered tariffs and special dispensation to local villagers, as opposed to through traffic, to maximize project benefit and acceptance. The pro-poor, pro-local resident policies which were implemented in conjunction with this project both increased accessibility and acceptance of the toll road, which experienced significant initial resistance from local stakeholders.




Pamir Power, Tajikistan


PAMIR POWER PROJECT BACKGROUND

At the beginning of the 21st century, Tajikistan was the poorest country in the former Soviet Union, with a per capita income of $160, and between 60% and 80% of the population were considered to live in poverty. The greatest incidence of poverty was in eastern Tajikistan, the Gorno Badakhshan Autonomous Oblast (GBAO) (Markandya & Sharma, 2004), a remote mountainous region which constitutes 47% of the nation by area, but only 4% by population (220,000) (Jumaev, 2016).

During the Soviet era, 60% of this region’s energy was provided by diesel generators run on imported and heavily subsidized diesel fuel, and electricity access was nearly universal. Once Tajikistan became independent in 1991, diesel deliveries ceased and power generation became sporadic. In 1992, the country entered a five-year period of civil war, during which much of its power-generating capacity was destroyed, and many other infrastructure assets were lost or damaged. No functioning diesel capacity remained in GBAO and only about 15% of the transmission network was still in service, distributing power produced by small hydroelectric plants. Forty-three per cent of residences had no electricity during the winter, and 10% had no electricity at any time of the year, even though many were still connected to inactive segments of the grid (Markandya & Sharma, 2004). Residents were forced to resort to burning wood for heat and cooking, and in a terrain where forests were already limited, the search for fuel rapidly became more laborious and time-consuming; within a decade, the area experienced 70% deforestation (Jumaev, 2016). The incidence of respiratory illness increased due to smoke inhalation, particularly among females, who typically prepared family meals. And in the winter, when temperatures average −5°C and can fall as low as −30°C, schools, medical facilities and businesses would close when the cold became too extreme.

Amidst these deteriorating social and environmental conditions, the Aga Khan Foundation approached the IFC in 1999 to seek a solution to the regional energy problems. A subsequent study showed that the most promising approach would be a rehabilitation and expansion of the Pamir I run-of-river hydroelectric plant on the Gunt River, north of GBAO’s administrative capital, the city of Khorog. This plant had been largely constructed during the 1980s; two of four planned turbines were in operation by 1996. Adding the final two turbines would increase the plant’s generating capacity from 14 to 28 MW, and adding a water-regulating structure at Lake Yashilkul, the source of the Gunt, could enable the retention of snowmelt from the spring and summer, the release of which during the winter months would ensure sufficient water flow for power production year-round (IFC, 2003). Such an undertaking, however, would require a capital investment beyond the capacity of Barki Tajik, the national electrical utility, the then owner and operator of the Pamir power plant. This led the project planning to focus on a PPP-based project model.




MAKING THE PROJECT OUTPUTS AFFORDABLE

Following the initial studies, IFC reviewed the environmental and social context of the project. These analyses showed that there were no significant environmental obstacles to the project, but that making the power affordable for its intended recipients power would be a challenge. Private investors in the project would seek to recover their capital investment and operating costs, and to achieve a return on investment which reflected the risks inherent in operating the first private utility in an impoverished post-conflict region. Initial estimates indicated that a tariff of ¢4.65 per kWh would be required. Ninety-eight per cent of potential customers would be residential. Using the metric that no more than 15% of household expenditures should be dedicated to energy purchase, the project planners calculated a ‘life-line’ rate of ¢0.25 per kWh for the poorest households (Markandya & Sharma, 2004). With the affordable tariff for many consumers barely 1/20th the rate needed to ensure an adequate return for investors, how could this chasm be bridged?

By obtaining a concessionary loan at favourable terms for the private partner from the World Bank Group’s International Development Association (IDA), the cost of debt could be reduced. (These funds would be loaned to the GoT at a very low rate – 0.75% – and then made available by the GoT to the private investor at a higher, but still below market rate.) In addition, certain risks could be mitigated, to reduce the investor’s desired risk-adjusted rate of return. A key risk was the risk of non-payment of power bills by the GoT, which had a poor record of payment to Barki Tajik, and an agreement was signed ensuring that the Government would meet its obligations to the PPP service provider. A parallel risk was that of non-payment by private consumers; an enforcement mechanism was needed to encourage consumers to pay their bills. Agreement was reached with the GoT that the PPP utility, unlike Barki Tajik, would have the authority to shut off power to non-paying customers. However, this authority could not be exercised during the frigid winter months. With these interventions, the estimated tariff required by the investors was reduced by more than half, to ¢2.1 per kWh (Markandya & Sharma, 2004). Given that this remained more than eight times the proposed life-line rate, it was clear that a subsidy would be required.

The GoT, which strongly supported the Pamir Power project, offered to cover these social protection costs, but this was considered a high-risk option, as the Government’s ability or willingness to pay might not prove sustainable over the anticipated 25-year term of the contract. Instead, two revenue streams were created to finance the estimated 9 to 10 $m required over the first decade of the contract to cover the social protection costs. First, the revenues derived from the GoT charging the private partner a higher interest rate on the IDA loan proceeds than the IDA charged the GoT (6.0% vs. 0.75%) would be maintained in an escrow account which would support the social protection costs. Second, a grant of $5m was obtained from the Swiss government; these funds would be maintained by the World Bank in a trust fund and disbursed to the private partner over time. Together, these revenue streams would enable the private partner to offer the poorest households the lifeline rate of ¢0.25 per kWh, followed by a higher tariff that would increase gradually from ¢0.4 to ¢3.0 over a 10-year period (Markandya & Sharma, 2004). At the end of this period, the subsidies were planned to cease, as economic growth was projected to raise incomes and make tariffs at the full-cost recovery level affordable for most of the local population. This objective was largely achieved. In 2013, a new Swiss government grant extended the social protection subsidies at a much-reduced annual level of 350 $k (Jumaev, 2016).




PAMIR POWER PROJECT STRUCTURE

The project structure was unusual in that, due to the challenging in-country environment and associated risks, the IFC and the Aga Khan Development Fund (AKFED) assumed the roles of private investors. A special purpose company, Pamir Energy, was formed to undertake the project. The AKFED took an 8.2 $m equity position in this vehicle, and IFC a $3.5 position; the remaining 55% of the 26 $m project financing was in the form of debt, primarily from the IFC. The concessionaire’s sole source of revenue was derived from energy sales to consumers, supplemented by the social protection subsidies, where applicable. The GoT provided the use of existing assets, to include the power plant and existing transmission network, to Pamir Energy at no charge, and would provide regulatory oversight of the project (Jumaev, 2016). Given the absence of a PPP legal/regulatory enabling environment in Tajikistan, the concession agreement between Pamir Energy and the GoT was painstakingly crafted to provide clarity about the roles and responsibilities of each party. Parliamentary approval of the Concession Agreement was obtained, giving it the status of deemed legislation and reducing the risk of political challenges at a later stage in the 25-year concession period. The contract became operational in December 2002 (Markandya & Sharma, 2004).




PAMIR POWER PROJECT OUTCOMES

Almost from the outset, Pamir Energy introduced operating efficiencies. The firm generated more electricity than had been projected and more than Barki Tajik had generated over a comparable period; revenues from electricity sales for the second quarter of 2003 were 38% above budget (Markandya & Sharma, 2004).

The project improvements were completed on time and on budget, and metering systems installed to facilitate accurate customer billing. Several challenges arose, however. The tariffs originally planned for commercial customers proved too onerous for small businesses in the region, and had to be adjusted downward. Residential customers were unaccustomed to being held accountable for paying their electric bills, and a programme of stakeholder education was introduced to build acceptance for this practice. A more formidable test occurred in 2007, when a rapid increase in water levels on the Gunt flooded the power plant and destroyed one of the turbines. Remedying this event required a second round of investment (Jumaev, 2016) and has reduced the projected return for investors.

Nonetheless, the Pamir power project has achieved significant results. By 2013, 70% of its customers in GBAO enjoyed 24 hours of power a day, while the remaining 30% received 16–18 hours of power a day. In addition, Pamir Energy had reduced power losses to 14%, as compared with 39% in 2006 (Aga Khan, 2014). These improvements enabled Pamir Energy to begin cross-border sales to Afghanistan in 2008. In 2016, 226,000 people in GBAO and 28,500 in North Afghanistan received their power from this project. The cost of electricity, for those GBAO households which could afford to pay under the old regime, has decreased from $98 to $15 per month, while social protection subsidies continue for the poorest households (Jumaev, 2016).

The Pamir project provides clean, renewable energy, as opposed to the earlier diesel plants and wood burning. Forests in the GBAO are beginning to recover, and respiratory illness is on the decline as electric stoves replace wood fires for cooking. Within the Pamir Energy served area of Afghanistan, women estimate that they save 4 hours a day between the reduced cooking time of an electric stove and the elimination of the arduous search for wood to burn as fuel (Aga Khan, 2014).

The access to power has had many beneficial impacts. Small enterprises have increased by 53% in GBAO. Student test scores have improved by 50–80%, as schools can stay open in colder weather, students can study after dark and computers are now being introduced in some classrooms. Year-round electricity has improved health care, and allowed the use of technologies such as eHealth which were not previously feasible (Jumaev, 2016). In addition, Pamir Energy directly employs 600 staff, all of them local, and 15% female (Aga Khan, 2014).






Dakar Water, Senegal


DAKAR WATER PROJECT BACKGROUND

When Senegal achieved independence in 1960, national water services were provided by an international water company. Two decades later, during a wave of nationalizations which affected such sectors as electricity and mineral extraction as well as water, the national government assumed responsibility for water provision. A state-run water company, Société nationale d’exploitation des eaux du Sénégal (SONEES), was formed in 1983.

From the outset, SONEES faced severe institutional challenges. Lacking sufficient authority, it was unable to exercise full control over planning for the water sector, to set tariffs at a sufficient level to recover costs, or to obtain payment of water bills from public-sector clients such as government departments and municipalities. By the mid-1990s, SONEES experienced serious financial and performance problems. In the capital city, Dakar, with a population of 1 million in the city proper and over 2.4 million in the broader Dakar metropolitan area, less than 56% of the population was receiving potable water from the existing state-run system. Major improvements were needed to improve the storage and distribution of water in greater Dakar and satisfy the growing demand for water services. The Government of Senegal (GoS) recognized both the need for large-scale investment, and that such investment would need to come from private sources. However, it was unlikely that private investment could be attracted to the failing SONEES (UNDP, 2008). Secondary objectives for the water sector included improved efficiency and performance.

In 1994, the GoS created a steering committee comprised of the ministers of each government agency concerned with water supply and sanitation (the ministries of Finance, Hydraulics and Industrial Development) as well as the offices of the President and the Prime Minister, to address the growing concerns in the sector (Jammal & Jones, 2006). The GoS was unwilling to consider privatization of assets which had been nationalized just over a decade previously; this led to consideration of a PPP solution, under which the GoS would retain ownership of the water system, but a majority privately owned firm would invest in and operate it.

Aided in its deliberations by the IDA and a Dutch consulting firm, the committee concluded that SONEES should be dissolved and recommended that a new State asset-holding company be formed which would retain ownership of water sector assets and the right to extract the water. It was further recommended that a separate operating company be created to produce, store and distribute the water. This company would be run by an experienced private operator, selected through an international competitive bidding process, and this operator would be the majority shareholder in the operating company, giving it the managerial authority to introduce efficiencies and improvements. The remaining shares would be owned by a mixture of Senegalese investors, former SONEES personnel and the GoS. Finally, the committee recognized the need for a pro-poor social dimension to the reforms to enable them to reach the maximum number of citizens, and recommended creating subsidized social connections for low-income, low-volume consumers (UNDP, 2008).

On 7 April 1995, the National Assembly passed a law implementing the majority of the reforms proposed by the committee. The law authorized the creation of the Société nationale des eaux du Sénégal (SONES), as the new State asset-holding company, which would also function as an independent sector regulator. The SONES was envisioned to be a small, financially autonomous unit which would employ qualified staff and be responsible for investments and setting of tariffs. The law also created a new operating company, Sénégalaise des Eaux (SDE), which would eventually be converted into a PPP, out of the dissolved SONEES. A third agency was created to manage urban sanitation, a sector deemed unready for private participation at that time (UNDP, 2008).




MAKING THE PROJECT OUTPUTS AFFORDABLE

Planning for the Dakar Water project recognized affordability as a key issue from the outset. This was crucial, as Senegal’s water tariffs were the highest in West Africa, largely because water sources are located at a distance from key water consumption centres, particularly Dakar (Water & Sanitation Program, 2009).

The new water tariffs differ by category of user, i.e., commercial/industrial, residential and agricultural, with farmers constituting only 2% of the customer base in greater Dakar (Water & Sanitation Program, 2009). There are also separate charges for connection to the system and water consumption.

Three categories of subsidies were introduced for residential consumers. First, low-income households were provided with subsidized connections through a social connection programme financed by the GoS and World Bank funds. Within this category, two different types of connection subsidies were offered. An ‘ordinary’ connection cost CFA 100,000 for the first 5 m (at that time 520 CFA equalled $1), and an additional CFA 1,250 per meter for connections requiring between 5 and 20 m of pipe. For installations requiring more than 20 m of pipe, the user was required to pay the actual cost, although SONES provided support through different financing plans. Alternatively, there was a ‘social’ connection, whereby up to 5 m were provided free of charge. The social connection required an advance payment of CFA 13,556, as well as a credit guarantee for future consumption (Water & Sanitation Program, 2009).

To ensure fairness and community acceptance, there were tight controls on the approval of social connections. Local officials of the quartiers (political subdivisions roughly equivalent to neighbourhoods) targeted for social connections were informed of the criteria that were used to judge whether a house were eligible to apply for a social connection, and the terms for an ordinary connection. The local official then informed the constituents about the opportunity and invited the eligible households to apply for social connections. SDE then sent an inspector to visit the residence of each social connection applicant to confirm their eligibility; these inspections were based on clearly defined criteria (UNDP, 2008). Between 1996 and 2003, some 80% of all new connections were social connections; their popularity is such that there is sometimes a waiting period as only so many can be accommodated within the contract budget in a given year (Water & Sanitation Program, 2009).

A second form of pro-poor accommodation was that public stand posts would be constructed in areas where there were people without private connections, and water would be supplied to these stand posts at low rates. To build community acceptance, these stand posts would be managed by private operators recruited by the SDE in consultation with the local community. These stand posts were also financed by the GoS with support from the World Bank (UNDP, 2008).

The water consumption tariff included a cross-subsidy for low-income consumers. The tariff structure was three-tiered, and designed to promote conservation as well as make water affordable to all. Households which consumed between 0 and 20 m3 over a 60-day billing cycle were billed at a rate well below cost recovery, value-added tax (VAT) and the municipal surtax were waived on their water bills, and a low sanitation fee per m3 was assessed; together, these concessions amounted to a 60% discount. Households which drew between 21 and 40 m3 over a 60-day period paid 3.2 times as much per m3 as the low-volume consumers, and while VAT was still waived, the municipal surtax was not, and a higher per m3 sanitation fee was included. High-volume users, over 40 m3 per billing cycle, paid the same rate as businesses, institutions and universities. This rate included higher costs per m3, a higher sanitation fee and no tax waivers; overall, this rate was 4.1 times the low-volume user rate and 1.6 times the mid-tier rate, and helped to subsidize service to the poor. The rate for water drawn from stand posts was somewhat higher than the low-volume rate (1.7 times the per m3 rate), but was not subject to volume-based price increases (Water & Sanitation Program, 2009).




DAKAR WATER PROJECT STRUCTURE

Through competitive bidding procedures, a leading French water company was selected to be the majority shareholder and to create and be the managing partner in SDE. The GoS’s intent was that the private partner would hold a 51% share in the PPP project company, Senegalese investors would take a 39% stake, the GoS would take a 5% share and 5% of the shares would be allocated to former employees of SONEES. However, the interest amongst Senegalese investors was not as great as anticipated, so that in the end some of these shares were purchased by the French firm, which consequently held 57.84% of the operating company (UNDP, 2008).

A 10-year affermage contract, with options for additional five-year extensions, was officially established on 26 December 1995. Under this contract, the SDE was required, among other provisions, to use the productive capacity of the infrastructure in an optimal manner; meet WHO standards for water quality; maintain and repair all infrastructure at its own cost; renew a minimum of 14,000 m and 6,000 connections per year; and replace any electromechanical equipment with a value below 15 million CFA ($25,000) and with a lifespan of up to 10 years. (Investments above this level were the responsibility of the GoS.) The SDE’s income was derived from water sales, but a significant loan from the World Bank (300 $million), primarily to support the pro-poor subsidies, was a key factor in making the project viable. The SDE collects the tariffs, retains a portion of the fee (normally between 50% and 70%) and sends the balance (50% to 30%) to the GoS. The State’s portion of the tariffs is to be used to pay for the investment costs of the system (UNDP, 2008).




DAKAR WATER PROJECT OUTCOMES

The Dakar Water PPP has experienced some challenges. The GoS’s share of the tariffs charged for water is insufficient to cover the required infrastructure investments, and the GoS has consequently not met all of its obligations. In addition, the targeting of subsidies remains an issue. In order to obtain a subsidized social connection in Senegal, an applicant must have title to the land and an existing house must be located on it. In slum areas where many squatters live, the cost of a plot of land is more than $500, a prohibitive sum, which leaves many with no option but the public stand posts.

Nonetheless, the project has had impressive results. In the contract’s initial years, between 1996 and 2003, water production increased by 18% with the addition of 81,000 new household connections and 400 standpipes (UNDP, 2008). An additional 14,000 social connections were added in 2004 and nearly 22,000 more in 2005; between 2004 and 2005, SDE’s customer base increased from 383,000 to 412,000. The SDE also has the power to cut off water supply for non-payment, which has led to a higher rate of bill collection under SONEES. In 2005, the SDE reported a billing recovery rate of 98.2%, and the company has had a recovery rate higher than 97% since 2001, contributing to the firm’s financial stability. In April 2006, SONES exercised an option for an additional 5 years of contract performance (Water & Sanitation Program, 2009).

An independent assessment compared Dakar water outcomes for the periods 1990–1996 and 1996–2004. The study found that water production increased by 1.2% per year prior to the project, and 2.3% after the PPP began; delivery of water increased from −0.5% per year to 5.1% per year; water paid for went from no records available to an annual increase of 5.1%; social connections increased by an average of 7,000 connections per year; and that quality water improved (from an already high level) (Jammal & Jones, 2006). The level of access to water in Dakar is much higher today than in other urban areas in Senegal (USAID, 2010).






East Coast Toll Road, India


EAST COAST TOLL ROAD PROJECT BACKGROUND

Cuddalore is an ancient port and fishing town on the Bay of Bengal in the Indian State of Tamil Nadu. Approximately 165 km north along the coast is the capital of Tamil Nadu, Chennai, which with more than 8.5 million residents, is the fourth most populous metropolitan area in India. Between these two cities are the popular destinations of Pondicherry (now, Puducherry) and Mahabalipuram, a UNESCO World Heritage site, and many small towns and fishing villages. Over time, these various destinations were linked by a series of road projects, not a single planned through road, and as commercial traffic grew, particularly between Pondicherry and Chennai, the traffic became an often congested and chaotic mélange of industrial, agricultural, touristic and local traffic. In 1998, the Government of Tamil Nadu (GoTN) completed the construction of the East Coast Road, which interlinked the various local roads and provided a modern two-lane facility intended to alleviate the traffic problems along this route (Rajan, Siddharth, & Mukund, 2009).

Unfortunately, funding constraints in both the initial construction of the road and its subsequent maintenance soon affected the road’s performance. Acute pavement distress began to appear within two years, affecting driving comfort, travel time and safety. Safety was also impacted by the lack of international-standard-level signage and road markings, and further compromised by an inefficient route, which incorporated undesired turns to accommodate land-acquisition hurdles and environmental limitations on the cutting of trees (IL&FS, 2005). Resolving these problems was a strategic priority for GoTN, as it would: improve coastal connectivity and access to tourist destinations; reduce travel time and vehicle operating costs; and generate significant economic benefits. The Asian Development Bank (ADB) estimated an economic rate of return of 18.5% from upgrading the East Coast Road (Rajan et al., 2009).

The GoTN began to consider a PPP solution, under which the private partner would rehabilitate, improve and maintain the northernmost, most heavily utilized, 113.2 km of the road. A toll would be imposed on this portion of the roadway to compensate the private partner for its investment and operating costs, thus ensuring adequate funding for ongoing road maintenance.

A ready private partner was available. The Tamil Nadu Road Development Company (TNRDC) was a public–private joint venture launched by the GoTN in 1998 for the express purpose of developing state roads under the PPP framework. The TNRDC is a 50:50 joint venture between Tamil Nadu Industrial Development Corporation (TIDCO), the investment arm of GoTN, and Infrastructure Leasing & Financial Services (IL&FS), one of India’s leading infrastructure development and financial services companies. This project would be this joint venture’s inaugural PPP project (Rajan et al., 2009).




MAKING THE PROJECT OUTPUTS AFFORDABLE

The imposition of a toll on a previously free road is frequently an unpopular decision, and the project planners tried to mitigate the anticipated objections, particularly among low-income residents. A free alternative existed in the form of a parallel route further inland, but this did not provide direct access to the coastal villages. A decision was made that two-wheeled vehicles, non-motorized vehicles and tractors, and vehicles such as ambulances, fire-fighting equipment and postal service vehicles would be exempt from the toll. Discounted tolls were provided to state transport corporation buses, frequent users of the road, and to vehicles owned by bona fide local residents living in the East Coast Road corridor. For users who paid a toll, the rates would increase by 8% per year (Rajan et al., 2009). This rate structure was incorporated into the project’s financial modelling.

The limited stakeholder consultation conducted had not made clear the level of opposition to the tolling concept. Public hearings, public-interest litigation, commissions of enquiry and debates in the press quickly ensued after tolling began. Local residents protested against having to pay a toll for access to their homes, and auto-rickshaw drivers and other groups vehemently objected to the tolls. Some maintained that tolling an access road to a person’s home was unconstitutional and that the tolls were unaffordable for low-income citizens; a citizens’ advocacy group was formed to lobby against the toll on local residents. In July 2002, four months after the toll road opened, protests threatened to become violent, and the dispute was resolved by the Chief Minister of the State of Tamil Nadu, who announced that local residents would be given passes for toll-free access to their homes. Only cars, light commercial vehicles, buses and trucks would be subject to the toll, meaning that these users would cross-subsidize the numerous categories of toll-free traffic (UNDP, 2008). In addition, given the negative public reaction to tolling, the GoTN was reluctant to implement the 8% annual toll increases, even though they were stipulated by the concession agreement, and these increases were not exercised in the early years of the contract (Rajan et al., 2009).




EAST COAST TOLL ROAD PROJECT STRUCTURE

The GoTN gave an in-principle approval for the project in February 2000, subject to successful completion of negotiations for a rehabilitate-improve-maintain-operate-transfer agreement. On 22 December 2000, the GoTN signed the concession agreement with TNRDC, with a contract term of 30 years, plus 1 year from financial closure to complete construction. Financial closure was achieved in February 2001 (Rajan et al., 2009).

Because the focus of this project was rehabilitation of an existing road, rather than new construction, the initial financing requirement was low, at 12.6 $m. TNRDC’s two partners, TIDCO and IL&FS, each contributed 8% equity, and IL&FS obtained commercial debt to provide the remaining 84% of the financing. Given the low project cost, it was not necessary to resort to non-recourse project finance. However, the loans were at relatively high interest rates, leading IL&FS to syndicate and sell the debt to Punjab National Bank (Rajan et al., 2009). This ultimately proved to be costly, as it was not possible to restructure the loans at a lower rate later on (Delhi, Palukuri, & Mahalingam, 2010).

Over 90% of the project revenue was expected to be derived from tolls, with the balance to come from ancillary sources such as the sale of roadside advertising. The rehabilitation effort was completed on time and on schedule, and the TNRDC began its toll collection from road users on 24 March 2002 (Rajan et al., 2009). However, a mere 4 months later, the GoTN exempted many of the anticipated toll payers, and shortly thereafter declined to implement the first annual tariff increase. Revenues were further depressed by a GoTN decision to ban, for environmental reasons, the quarrying of sand at several locations along the East Coast Toll Road’s route; the tolls anticipated from the sand-transporting trucks had been an important part of the projected revenue from commercial vehicles (Delhi et al., 2010).

With the shortfall in revenues, the TNRDC cut back on maintenance expenditures, and the road quality began to suffer. The project was saved from further distress by two factors. First, traffic growth along the toll road grew more rapidly than projected. The ADB had projected 7.5% annual growth, and the project’s engineering consultant 10%, but actual annual growth was 11%. Finally, the GoTN issued an interest-free, unsecured loan of just over one $m to TNRDC to compensate for the loss of tariff increases. This enabled the project to continue operating until 2005, at which point the increased traffic load enabled it to make an annual profit for the first time (Rajan et al., 2009).

In the longer term, the greater than projected traffic volume became itself a problem, as the road grew quite congested and the accident rate rose. In 2012, the TNRDC submitted a proposal for a major modification of the PPP agreement, to expand the East Coast Toll Road to four lanes (Ramakrishnan, 2012). This proposal was reviewed and ultimately approved by the GoTN, with completion projected in 2016 (TNRDC, 2015).






Discussion

To make the service outputs of a PPP available to, and affordable for, as wide a spectrum of society as possible, a pro-poor objective should be explicitly defined, and integrated within each stage the planning process, e.g., initial concept development, feasibility analysis and project implementation. There should be a high degree of confidence that the pro-poor measures contemplated will achieve their objectives, have community support and are sustainable. Stakeholders, including the poor, should be consulted during the project planning and implementation, and educated about the project rationale and anticipated benefits.

In the cases of Pamir Energy and Dakar Water, the pro-poor objectives were integral parts of the PPP project and acknowledged from the outset. Stakeholders were engaged, consulted and educated about the project to build acceptance of unfamiliar concepts, such as the need to pay one’s power bill. In Dakar, community leaders were involved in the approval process for social connections, to strengthen the perception that the decision process was fair.

In the East Coast Road rehabilitation, low-income local residents could be anticipated to benefit from improved access and safety, and reduced congestion, and some accommodation was offered in the form of reduced tolls for local residents. However, affordability appeared to be a secondary objective, and stakeholder consultation was insufficient to make clear the level of opposition to the planned tolling, especially among those who had no practical toll-free alternative for reaching their homes. The resulting adjustments to the tariffs, after the toll road had opened for traffic, were significant, and undermined the stability of the project. It should be noted, however, that some level of post-implementation adjustment may be expected, and having a degree of flexibility may help the project achieve its objectives. Pamir Energy adjusted the tariffs for small businesses after it was recognized that the initial tariffs were unaffordable for this category of consumer; this enabled small enterprises to benefit from the availability of power, and was not so great a revision as to impact project sustainability.

Planners have various options available to make PPP project outputs accessible to the poor. These include subsidization of tariffs by the government and/or donors, as in Pamir Energy and Dakar Water, and cross-subsidization among different categories of user, a key element in Dakar Water and the East Coast Toll Road. These two forms of subsidization can both be applied within the same project, as demonstrated by Dakar Water. Alternatively, pro-poor accommodation can be achieving through different delivery options, as in providing water from stand posts in public squares as a low-cost alternative to residential connections. Such alternatives need not be physical alternatives as in Dakar Water; low-income drivers could receive special discounts during non-peak hours, or low-income consumers discounted electricity at off-peak times, for example. The key is ensuring that these arrangements are sustainable, bearing in mind that they may be phased down or out entirely over time as economic growth occurs.

These pro-poor approaches can enable projects which would otherwise be impractical. Without donor intervention, the customer base in GBAO would have been insufficient to support investment in Pamir Energy. Pro-poor policies need not render a well-designed project unprofitable to private investors.




Conclusion

PPPs can be an effective mechanism for delivering essential infrastructure-based services to the poor, and PPPs can be structured to be both pro-poor and attractive to private investors. Offering project outputs to low-income populations can create greater economies of scale, and build public acceptance of a project. Various mechanisms can be deployed by project planners to achieve pro-poor objectives, including subsidies, cross-subsidies and alternative delivery mechanisms. However, for such projects to be successful, the pro-poor objectives must be explicitly identified and incorporated into the project design in a sustainable manner. Stakeholder consultation, communication and education are essential to build public understanding and acceptance of the PPP model, particularly in cases where a user fee is envisioned.

Incorporating pro-poor objectives may also create additional project risks which will need to be considered by project planners. Addressing these objectives may increase project complexity, incorporate a more diverse user community, create reliance upon multiple revenue streams and necessitate the inclusion of additional project participants, such as donors. However, such risks can be successfully contained, as shown in the Pamir Power project where donors undertook non-traditional roles to mitigate the project risks.

Finally, it is noted that there is still limited experience with the incorporation of such robust efforts to enhance affordability of PPP project outputs. As the body of experience grows, such efforts should become a standard component of the planning process.
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Infrastructure Development through PPPs: Framework of Guiding Principles for Sustainability Assessment
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ABSTRACT

Indicators-based framework has been developed for the sustainability assessment of infrastructure projects but this framework has limitations in quantifying the qualitative parameters. The top-down approach that utilizes principles to assess the sustainability of infrastructure projects has the ability to consider qualitative parameters. The research on the development of principles-based approach is however limited and, in fact, the study on the development of principles to assess the sustainability of public–private partnerships (PPPs) infrastructure projects is in a nascent stage. The purpose of this study is the development of an empirical framework of guiding principles that will facilitate the assessment of PPPs from sustainability perspective. The study has used a grounded theory qualitative approach by using interviews and literature as primary and secondary data sources, respectively, to develop the framework of guiding principles to achieve goals of sustainable infrastructure development through PPPs. The framework comprises 18 guiding principles, which will act as guidelines to facilitate promotion of sustainable practices throughout the life cycle of PPP project so that sustainability goals can be accomplished. The guiding principles could be used as the qualitative parameters for public and private sector to assess the sustainability of PPP infrastructure projects. This chapter presents critical insights on principle-based approach for sustainability assessment of PPP projects, which has not been the focus in the majority of earlier studies.
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Introduction

Public–private partnerships (PPPs) have been used as an alternative to traditional procurement by the governments of developing and developed countries for provision of infrastructure. The reasons for the preference of PPPs over traditional route include balanced risk allocation, increased efficiency, innovation, access to advanced technology and the availability of additional resources. Despite the increasing popularity, PPP procurement mode is fraught with challenges and some of these challenges are associated with failure to make enough progress towards fulfilment of sustainable development goals. For instance, Parker (2012) has criticized that PPPs involve long-term commitments for public finances and accounting in the form of off-balance sheet financing by the government, resulting in the transfer of massive liabilities to future generations and failure to accomplish the intergenerational equity principle of sustainability. Cheung (2009) pointed out that the most common complaint by the general users against PPP projects is the high tariffs charged for the services provided by the private sector, which will make infrastructure facility inaccessible to some sections of the society. Graham and Marvin (2001) have argued that PPP is preferable to private investors when it predominantly focused on providing ‘premium network’ connections in high-value locations, while less profitable geographical regions and project types are often overlooked. The limited access and low quality of infrastructure at less profitable regions would lead to unequal development, thereby affecting the intragenerational and intergenerational equity principles of sustainability. Many PPP projects have encountered problems, the origin for which could be traced to a lack of social equity thereby leading to time and cost overruns, and cancellation of the projects in extreme cases. One of the strategies could be to adopt an ex-ante approach wherein PPP projects are assessed for sustainability as part of testing the viability during the procurement process.

Sustainable development is defined as development that meets the needs of the present without compromising the ability of future generations to meet their own needs (WCED, 1987). Further, the United Nations Conference on Environment and Development (UNCED, 1992) endorsed a global sustainable action plan, known as Agenda 21 and established 27 sustainability principles to achieve the goal of sustainable development. The action plan modifies the definition of sustainable development by adding a third-pillar environmental protection and restoration to the economic and social pillars of development. The concept of sustainable development in the context of infrastructure projects should, therefore, consider not only the economic factors and environmental impacts but also the impacts on the society; the communities and people that will be affected, in both positive and negative ways, by the infrastructure asset or activities associated with it (Sadler, 1988). Therefore, the sustainable infrastructure development has become a concept where all the public sector organizations aspire to abide by its principles. However, in order to transform this concept to practical reality, it is possible to assess whether the infrastructure development is promoting sustainable development goal. The performance of the infrastructure projects to achieve the sustainable development goal would be measured through sustainability assessment.

Sustainable assessment has become an important tool to evaluate the progress of policies, programmes and projects towards goals of sustainable development. Different models and frameworks have, therefore, been developed to assess the sustainability of infrastructure projects. Lopez and Sanchez (2011) summarized the sustainability assessment models for various types of civil engineering infrastructure projects, which includes sustainability appraisal in infrastructure projects (SUSAIP), technical sustainability index (TSI), application of leadership in energy and environmental design (LEED) system to infrastructure; and index of structures’ contribution to sustainability (ICES). These indicators-based assessment models, classified as bottom-up or triple-bottom-line (TBL) approach of sustainability assessment, however fail to account for interrelationships between the indicators and faced difficulties in quantifying the qualitative parameters. In addition, Adinyira, Oteng-Seifah, and Adjei-Kumi (2007) mentioned that the indicators are not useful when considered in isolation for assessing the sustainability through TBL approach. As an alternative to the TBL approach, Gibson, Selma, Susan, James, and Graham (2005) advocate the use of a principles-based (top-down) approach for sustainability assessment, in which sustainability criteria are derived from sustainability principles rather than TBL goals. The principles-based approach emphasizes interconnections and interdependencies between the pillar areas rather than promoting conflicts and trade-offs. Thus, the top-down approach overcomes the limitations of indicator-based assessment methods.

The top-down approach utilizes various principles to assess sustainability of infrastructure projects. Various researchers have undertaken initiatives for the development of sustainability principles. For instance, Sadler (1988) and George (1999) have developed the fundamental principles of sustainability based on the Rio Declaration and Agenda 21. Gibson et al. (2005) have developed an alternative set of eight core principles and derived sustainability criteria for the assessment of critical river basin infrastructure. These principles include socio-ecological system integrity, livelihood sufficiency and opportunity, intragenerational and intergenerational equity, resource maintenance and efficiency, socio-ecological civility and democratic governance, precaution and adaptation and immediate and long-term integration. These principles have been widely used as core criteria for the assessment of sustainability of various types of infrastructure projects. For instance, refer to Morrison-Saunders and Hodgson (2009) for urban development proposals, Wiek and Larson (2012) for water governance regimes and Shah and Gibson (2013) for critical river basin infrastructures. These principles are, however, abstract statements and often need further descriptions and examples to make them more meaningful and useful. These principles also need to be operationalized to ease sustainability assessment for infrastructure development-related activities and policies.

Furthermore, the principle-based (top-down) approach, though, overcomes the limitations of indicators-based framework but specific principles need to be developed for assessing specific types of projects. Guiding principles with detail explanation on how to operationalize them need to be formulated so as to ensure fulfilment of goal of core principles for sustainability. However, an empirical and inclusive framework of guiding principles for assessing the sustainability of PPPs is yet to be developed. The purpose of this study is, therefore, to develop an empirical framework of guiding principles. These guiding principles will act as a guide to the topical areas over the life cycle of PPP projects that should be assessed while measuring the extent of fulfilment of sustainability goals when projects are developed through PPP route.

This chapter has been divided into four sections. The second section explains the research methods used for accomplishing the objective in this study. This section also includes the details on qualitative data collection and qualitative data analysis (QDA) using coding procedure. The discussion on the qualitative findings for the framework of guiding principles is described in the third section. The last section focuses on the summary and key conclusions from the study, along with the discussion on research implications, limitations and scope for future work.




Research Methods

The main objective of this study and the focus of the chapter are to develop the empirical framework of guiding principles that will ultimately facilitate the assessment of PPPs from sustainability perspective. The study seeks to gather evidences to answer the research question: ‘What are the guiding principles facilitating promotion of sustainable practices throughout the life cycle of PPP infrastructure project?’ Fellows and Liu (2008) suggested that when research question and objective are descriptive in nature, then qualitative research is the preferred research method. The study, therefore, has adopted a qualitative research through grounded theory approach. The grounded theory approach suggested by Strauss and Corbin (1998) has been adopted for the present research inquiry. As per this approach, the research inquiry should be through three sequential steps of data collection, data analysis and development of theory. The grounded theory approach enables inductive development of theory from a corpus of data. The study has, therefore, used multiple sources of evidence for research inquiry, comprising literature review and focused interviews utilizing both secondary and primary data for research inquiry, respectively. This approach to collection of data using multiple sources ensured the internal validity through triangulation of data.


DATA COLLECTION

A comprehensive literature review using qualitative content analysis technique had been carried out to explore the preliminary list of guiding principles. The literature on sustainability practices being adopted by various engineering organizations for infrastructure development has been the focus of the content analysis. The preliminary list of articles for literature review was selected using the keyword ‘principles of sustainability for infrastructure development’ in Google Scholar search engine. The final list of literature was then screened using two criteria: (i) publications focusing on international overviews of sustainability assessment; and (ii) accessibility of publications to a wide international audience. A total of 22 key documents were selected and subjected to comprehensive review for identifying the guiding principles for sustainable infrastructure development. The selected articles include seven research articles, nine research reports and six online sources. The content analysis facilitated formulation of the preliminary framework of 18 guiding principles. These guiding principles were, first, examined to understand the extent to which they promote the core/Gibson’s principles of sustainability from the perspective of sustainable infrastructure development. And, the feasibility of the preliminary framework of guiding principles was, then, evaluated through focused interviews with 24 stakeholders involved in the development and implementation of PPP projects in India. The stakeholders include seven transaction advisors (TAs), six officials from government sectors (GSs), five officials from financial institutions (FIs) and six project managers from private sectors (PSs). The experts were selected based on the selection criteria qualification, experience and position in the organization. These selection criteria have been based on the recommended guidelines suggested by Hallowell and Gambatese (2010). Figure 1 shows the details of stakeholder groups categorized based on the selection criteria. The template prepared for semi-structured interviews comprises two main sections – (i) first section to gather demographic information of stakeholders; and (ii) second section to gain insights on feasibility of the preliminary framework from the interviewees. The comprehensiveness of the draft interview template was first established through pilot interviews with six experts involved in the development of PPPs in and around Guwahati region during September 2014. The interviews were, then, conducted from November 2014 to January 2015.
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Figure 1. Demographic Information of Respondents.




QUALITATIVE DATA ANALYSIS

The qualitative analysis of the primary evidences in the form of transcripts from focused interviews and secondary data from literature review were carried out using NVivo10 as a computer-assisted qualitative data analysis software (CAQDAS) package (Fielding & Lee, 1991). Bringer, Johnston, and Brackenridge (2006) have mentioned that CAQDAS programmes can be used successfully to facilitate a grounded theory investigation and further explained that the software package NVivo helped the analysis move beyond thick description of the studied phenomena to an explanatory model grounded in the data. NVivo is designed to help a researcher to store, organize and analyse qualitative data such as interviews, open-ended survey responses, articles, social media and web content. For QDA, Nvivo enables researchers to work more efficiently, save time, quickly organize, store and retrieve the data, uncover connections in ways that are not possible manually and rigorously back-up findings with evidence (QSR International, 2015). NVivo also facilitates many aspects of the iterative process associated with grounded theory and can help in providing a transparent account of this, which should ultimately enhance the study validity (Hutchison, Johnston, & Breckon, 2010). In the present study, NVivo10 had been used to store literature and interview data and organized the data using free and tree nodes. Further, NVivo10 was used to analyse the data using classical content and constant comparison analysis.

For the QDA, the strategy suggested by Miles, Huberman, and Saldana (2013) has been used for the present study. As per Miles et al. (2013), the key steps for qualitative analysis are data condensation using the coding procedure, drawing of the conclusions, and confirming the findings. The data from both the sources were first coded as free nodes in NVivo10 representing the guiding principles. Subsequently, the core principles and four phases of PPP procurement process were coded as tree nodes in NVivo10 through axial and selective coding, respectively. In order to draw conclusions from the two data sources, the qualitative analysis techniques of classical content analysis and constant comparison analysis were used in NVivo10. Leech and Onwuegbuzie (2008) have suggested these techniques for drawing the conclusions and generating the meanings if the data are generated from literature and interviews. Classical content analysis gives the count of number of references and number of respondents coded for each guiding principles. Constant comparison analysis was then conducted to map or classify the guiding principles according to the core principles of sustainability, established by Gibson et al. (2005). The guiding principles have been classified in such a way that the only those guiding principles that will help to promote the goals of sustainability represented by the particular core principle are mapped with that core principle. Further constant comparison analysis was conducted to identify the particular phase of PPP procurement process in which the guiding principles should be operationalized.

The results of classical content analysis (CCA) and constant comparison analysis with tree nodes for core principles and free nodes for guiding principles are shown in columns 1 and 2 of Table 1, respectively. The results of second constant comparison analysis with selective code for four phases of PPP process are shown in columns 3–6 of Table 1, respectively. It could be observed from the constant comparison analysis that all the guiding principles have helped in accomplishing the goal of at least one core principle for sustainability.

Table 1. Results of QDA for Guiding Principles to Accomplish the Goal of Sustainability in PPP Process.
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Finally, the confirmation of the findings has been carried out using the technique of micro-interlocutor analysis (MIA) developed by Leech and Onwuegbuzie (2008). This analysis has been used to confirm the findings by displaying the respondents’ consensus for each guiding principle in the form of a matrix using a five-point rating scale. The levels 1, 2, 3, 4 and 5 of the five-point scale represent ‘Strongly Disagree’, ‘Disagree’, ‘Neutral’, ‘Agree’ and ‘Strongly Agreed’. The score representing the extent of consensus amongst the respondents’ viewpoints on each guiding principle is then represented in the form of mean value of all respondents’ score on the five-point scale. The mean value for each guiding principle by using an acronym is displayed in the last column of Table 1 as an overall score.






Discussion on the Framework

The framework derived from the current study will help in incorporation of key concepts of sustainability while developing infrastructure projects through PPP route. The framework of guiding principles will facilitate operationalization of the core principles of sustainability while procuring infrastructure projects through PPP route. The guiding principles will assist in making progress towards achievement of sustainable development goals of – Promotion of ‘Socio-ecological System Integrity’, Promote an approach of ‘Precaution and Adoption’, Ensure ‘Livelihood Sufficiency and Opportunity’, Ensure ‘Intra-generational Equity’ and ‘Inter-generational Equity’, Promote the principle of ‘Resource Maintenance and Efficiency’ and Ensure ‘Socio-ecological Civility and Democratic Governance’.


SOCIO-ECOLOGICAL SYSTEM INTEGRITY


Environmental Protection: Reduce the Impact on Life Support System and Ecological Services

The basic aim of this principle in the context of infrastructure development is to ensure protection of the surrounding and human beings while undertaking construction of any infrastructure project. Infrastructure projects which are built through PPP route should also focus on protection, preservation and restoration of the natural environment. Efforts to maximize the environmental benefits and reduce or eliminate negative environmental impacts should be incorporated in the procurement process in order to fulfil the goal of ‘environmental protection’ principle of sustainability and maintaining the social and ecological system integrity. In PPP process, the impacts of the projects on the environment and society are normally assessed through an environment impact assessment (EIA) and social impact assessment (SIA) undertaken as part of the feasibility study in the development phase. The effective planning for safe disposal of hazardous waste without causing any harm to surrounding should be the focus of EIA and SIA studies. Finally, steps should also be taken to evaluate the performance of PPP in promoting adoption of green technologies which will help to contribute towards biodiversity and, ultimately, accomplish this principle.




Polluters’ Pay Principles: Plan for Pollution Cost and Compensation Vide

The disposal of any waste from built infrastructure in an unscientific manner leads to adverse effects on both the society and environment. The adverse effects on the environment and society of any decision should, therefore, be compensated by the proponent of the infrastructure project. This should not be transferred to others without fair compensation. In the context of PPP projects, experts have also suggested that the compensation for any damage to the environment should be incorporated in the project payment structure in the form of monetary payments on a fair, equitable and timely basis. Furthermore, as PPP projects require long-term engagement of private sector, strategy to prevent pollution in future should also be incorporated in the project contractual structure. The perquisite to achieve the goal of polluters’ pay principles could be taken care of incorporating relevant clauses in concession agreement of PPP projects. This will allocate the responsibility for maintaining the environment and making every effort to fully restore the environment and to compensate those persons who are adversely affected.






PRECAUTION AND ADOPTION


Adaptability and Resilience: Consider the Future Impact, Growth and Climate Change in Project Design

Projects design should have the flexibility to adapt to the changing needs of the society and generations over time. The risk allocation framework, which is one of the key components of project design, should have adequate provisions to tackle both present and future problems, issues/challenges. The risk allocation framework is an important design element of PPP project structure. Experts have expressed the need for augmenting the framework to tackle the challenges of future ecological systems and human social systems. Maintaining and enhancing the adaptive capacity of the ecological systems and human social systems associated with infrastructure facilities will help in fulfilment of the goal of adaptability and resilience principle of sustainable development.




Precautionary: Identification of Problems and Proactive Adoption of Mitigating Measures

The aim of this principle is to adopt a precautionary approach in case of existence of objective scientific uncertainty in order to avoid potential damage to people’s health or to the environment by taking preventive measures. And, the preferred approach should be to deal cautiously with risk and uncertainty through precautionary measures in situations where there is a lack of clarity on the environmental impacts of the project activities. The experts have suggested the need for preparing in advance a framework of the identified problems and its solution using cause-and-effect diagram. Such framework should be prepared during the development phase of PPP process while undertaking the feasibility study.




Risk Management: Balance Risk Profile between the Government and Private Sector

A successful PPP contract will balance the risks between the government and private partner in an equitable manner. The implementing agencies should identify different types and degree of risks that could arise during the project life cycle, and incorporate appropriate mitigation measures in the contractual structure. The objective of the risk allocation should be to optimally allocate the project risks, rather than maximizing risk transfer to the private sector. In addition to this, the legitimate concerns of the stakeholders should be taken into consideration during risk allocation. One of the experts mentioned that the implementing agency should prepare a risk identification and mitigation framework in advance, and structure the contract to deliver a balanced risk profile between government and the private operator. Furthermore, such risk studies should be conducted as part of the feasibility study during the development phase.






LIVELIHOOD SUFFICIENCY AND OPPORTUNITY


Quality of Life: Ensure Provision of Key Perquisites for Decent Life

The concept of quality of life in the context of infrastructure projects development includes enhancement of local skill and capability, enhancement of public health and safety, minimize noise, ensure better community mobility and site accessibility, and preserve history, culture and heritage. In PPP projects, key provision for promoting quality of life could be in the form of incorporation of penal clauses for non-conformity with standards of quality of life. Furthermore, this aspect could be incorporated as one of the bid parameters on measures that will be included in project to improve the quality and reduces the cost of infrastructure facility. Furthermore, in order to fulfil the perquisites of this principle, attempts should be made to design PPP projects as an integrated infrastructure facility such as integrated solid-waste management project with facilities for both disposal of waste and power generation and integrated transport system of metro rail and city bus.




Creativity and Promote Innovation: Flexibility for Change and Sharing of Knowledge

The main objective of this principle is to encourage public sector officials for innovative solutions and implement practices for sharing important information and knowledge with subordinates. One of the experts suggested that sharing of relevant information on a timely basis with employees, interested people and governments helps in promoting a greater understanding of current situation and helps to plan business activities and identify mitigating measures for the impacts associated with the project. Innovation from the private sector could also come in the form of encouragement for submission of bids with creative technical and financial solutions which make use of advanced and creative technology that will help to tackle unexpected problems and promote sustainable outcomes. Furthermore, re-negotiation contract provision could also be included as a safeguard against failure of such innovative proposals so that private sector can be encouraged to come forward.




UpGradation of the Knowledge: Education, Training, Participation and Awareness

One of the key principles is creating awareness about the new techniques and technologies relating to promoting of sustainable development through education, training, participation and awareness programmes. In case of PPP projects, capacity building programme for public sector officials to upgrade their knowledge relating to new technology and related programme should be undertaken during the development phase of the project. Along with the upgradation of public sector officials’ knowledge, the public sectors officials should conduct awareness programme to inform infrastructure users and local communities about environment, social and economic impacts of the project.






INTRAGENERATIONAL EQUITY


Affordability: Affordable User Charges and Customer Satisfaction

Promotion of intragenerational equity in the context of infrastructure projects will require making the services affordable and accessible to all sections of the society. The service providers should pay special attention to providing infrastructure services to those segments of the society that are normally excluded, such as the poor, migrants, lower castes or tribal people, because they systematically have greater difficulty in accessing regular services. In case of PPP projects with cost recovery through toll collection, there is a need to design affordable tariff structure for infrastructure services with special consideration of all kinds of users. One of the means, as suggested by the experts, was to adopt an increasing block tariff structure along with a campaign of comprehensive communication programme to educate the users about the necessity of increasing the user charges. At the same time, while designing the tariff structure, care must be taken to avoid creating unacceptable financial risks for the institutions that deliver the services in ensuring affordability for the users.




Social Justice and Poverty Alleviation

The main aim, as per this principle, for infrastructure development should be to improve the well-being of all the residents of the community, i.e., both the advantaged and disadvantaged groups. This objective should be the driving force while designing infrastructure development programme through PPP too. The focus of the government should be to ensure that inequitable burdens are not placed on any one geographical location or socio-economic sector of the population and that the benefits of a sustainable community are accessible to all members of the community. Schemes such as viability gap funding are currently adopted as a supplementary means for financing PPP projects with the objective to ensure development of infrastructure through PPPs in economic zone/region with low socio-economic status.






INTERGENERATIONAL EQUITY


Equitable Distribution of Resources between the Present and Future Generation

One of the main objectives of sustainable development is to ensure that current and future generations enjoy an acceptable quality of life. There should also be an equitable distribution of resources between and among communities and future generations. In PPP projects, in order to ensure equity between generations, cost of the project is calculated using the concept of whole life-cycle costing (WLC) methodology which helps in allocating the cost of the project over its whole life (20–30 years), accounting for both the present and future generations. In addition to this, experts have mentioned that the policy and programme of PPP should also be designed to consider the long-term (whole life of the project) impacts of the project on community and ecosystem and adapt to the changing needs of societies and future generations.




Long-Term Strategic Planning for Commercial Viable or Bankable Service/Facility

The aim of this principle is to ensure the long-term integrity and productivity of our economy, our environment, our natural resources and safeguards of our human health. The long-term impacts of policy choices should be considered to ensure a sustainable legacy. Experts have suggested the need to include the exercise for conducting long-term strategic planning through realistic forecasting of future economic development and demand of the society as part of the feasibility of PPP projects. Comprehensive due diligence study should include long-term technical studies and reviews, financial evaluation, risk evaluation and obtaining regulatory as well as statutory approvals.






RESOURCE MAINTENANCE AND EFFICIENCY


Maintenance of Natural Resources and Maximum Usage of Renewable Resources

Maintenance of natural resources will require promoting maximum utilization of renewable resources and conserve non-renewable natural resources through efficient use and careful planning. The interview respondents have suggested that the services provided should not only contribute to public health but also improve the environment and preserve natural resources, which include protecting wildlife habitats, open spaces and wilderness while preserving biodiversity. Appropriate schemes need to be included in PPP projects procurement in the form of some incentive and subsides through RFP for capturing and leveraging the natural energy system through renewable energy sources and biological materials.




Value for Money: Improve Quality, Cost, Access and Ensuring the Financial Viability

Value for money principle (VfM) aims to improve quality, cost and access to infrastructure services, and ensures the financial viability of infrastructure at minimum cost to the government. The current PPP procurement process adopts a quantitative VfM analysis test conducted with an objective to determine whether the value of risks transferred to private sector under a PPP arrangement is justified considering the cost that private sector will charge for assuming those risks. The analysis compares the life cycle cost of the PPP alternative which will include the cost of private finance alongside other costs with the life cycle cost of providing the same service conventionally. The scope of this test should be expanded to account for the cost for improving quality and access to infrastructure to all sections of the society while ensuring financial viability of the project at minimum cost to the government. One of the experts mentioned that the concept of VfM principle should be to evaluate PPP projects from the perspective of cost-effectiveness along with a complete analysis of the associated costs and benefits, including environmental and social costs and benefits.




Efficient Project Delivery: Adopt Efficient Processes and Technologies

The generic definition of efficient project delivery is developing and adopting proven best practices in budgeting, scheduling, bid/contract management and asset management so that returns from the projects can be improved substantively. From the perspective of PPP procurement, the focus should be on the development and abiding by environmentally and socially responsible procurement policy that emphasizes long-term values and will become a model for other public as well as private organizations. The PPP procurement, though, has standardized the procurement policies through drafting of standard documents like RFP and RFQ to promote ‘efficient project delivery’ but the scope of RFP should be expanded to include several sections detailing the essential environmental and social aspects of the project. Emphasis on the adoption of environmentally and socially responsible procurement policy through RFQ and RFP that emphasizes long-term values will become a model for other public as well as private organizations.






SOCIO-ECOLOGICAL CIVILITY AND DEMOCRATIC GOVERNANCE


Public Participation: Consultation with Stakeholders/Users’ Participation

Public participation involves engagement of stakeholders to take into account for their views, perceptions, knowledge and skills while developing the projects. In case of procurement of PPP projects, participation of stakeholders could start with consultation with bidders at the beginning stages while designing the structure of the transaction. One of the experts have also indicated that effective public participation to achieve the sustainability goal should also focus on users and local community participation during the development phase. This will provide a platform amongst the stakeholders to interact amongst themselves and resolve issues that could be a cause of conflicts of interests amongst the various project stakeholders in operation stage.




Institutional Capacity: Strong Organization and Leadership Quality

The organizations must establish clear plans and rules for service provision, regulate and monitor service quality, co-ordinate infrastructure project development and deliver services efficiently and equitably. With respect to the current PPP procurement process, the public sector organization needs to streamline approval and clearances process instead of delegating the responsibility for seeking approvals and clearances for the projects such as key approvals for road cutting, shifting of services and environmental clearances. Experts mentioned that the public sector should assume ethical responsibility for leadership over the vision and values for PPP project and adhere to the decision model that maximizes economic results, minimizes environmental impact and restores degraded ecosystems. The public sector should also develop a strong contract, during project management stage, between the operator and themselves clearly defining the role and responsibilities to be assumed by each party relating to fulfilment of the goals of sustainability.




Transparency and Accountability: Fairness in Decision-Making by the Government

The administrative framework should be strengthened to make authorities accountable for decisions made relating to design and engineering aspects of the project and should set examples of upholding the beliefs held by them. In order to improve transparency and accountability in PPP process, the public sector should set clear standards, conduct consistent monitoring and ensure fairness and transparency while making decisions. The experts have stated the need for planning and implementing (with contractor selection) the procurement process on an open and transparent basis driven by broad consultation, strong communication and the building of public consensus and sharing of relevant information on a timely basis with employees, interested people and governments to promote a greater understanding. Furthermore, additional measures for ensuring transparency in the form of appointment of external advisors or monitor who would oversee the process of tendering and public budget allocation processes could also be taken as an important step as part of changes in PPP procurement process from sustainability process. Finally, the contract manager needs to be empowered to take action responsively and effectively, and escalating up only those issues that cannot be managed at the project interface to avoid the dispute between public and private operator during PPP project management stage.








Summary and Conclusions

This chapter elaborates the framework of guiding principles which will help in incorporation of principles of sustainability in developing infrastructure projects through PPP route. The framework has been developed through an empirical study guided by the core principles of sustainability postulated by Gibson. The framework comprises 18 guiding principles grouped in such a fashion to promote the goals of sustainability defined in terms of eight core principles postulated by Gibson. The framework also indicates in which phase of the PPP procurement process the concerned guiding principles should be operationalized by promoting sustainable practices in each of the four stages of PPP procurement process for infrastructure development.

Greening PPP projects is an important area of research in view of the renewed focus on sustainable development by governments, organizations and industries. This chapter deals with this emerging theme by directing the focus on the need to look at assessment for the viability of PPP projects from the perspective of sustainable development also. The principles developed from this study will act as a guide to the topical areas that should be the focus of assessment while measuring the extent of fulfilment of sustainability goals when projects are developed through PPP route. The findings from this study will enable policy-makers and advisors of PPP infrastructure projects to devise and incorporate strategies to promote sustainability in these areas and enable them in restructuring of PPP procurement process for developing more sustainable PPP projects. Further studies are, however, required to develop indicators relating to the areas associated with the guiding principles to facilitate sustainability assessment of PPP projects on a quantitative scale.

The current study has focused on developing the guiding principles framework for the PPP infrastructure projects. The preliminary framework of guiding principles that has been derived from a focused interview with stakeholders involved in the development and implementation of PPPs from the Indian context. The feasibility of this framework in another contextual environment of other countries using PPP as the preferred mode of infrastructure development needs to be studied. Further study in another context would increase the usefulness and enhance the applicability for practitioners.
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ABSTRACT

The aim of the chapter is to compare Public–Private Partnership (PPP) healthcare investments in developed countries with those in emerging economies, analysing the sustainability issues of health-led growth. Healthcare PPP best practices in developed nations represent a template that catching-up economies may follow with local adaptations. A comparison starts from the UK case and then examines the Turkish experience as an ideal bridge between advanced and developing countries. Healthcare investments are a primary social infrastructure, with a deep impact on poverty alleviation. Demand for the infrastructure necessary to provide healthcare services has increased substantially in developing and emerging economies due to rapid economic growth, industrialization and urbanization, while public supply is limited by budget constraints. PPP best practices provide a global benchmark (World bank, 2015b). Integrated supply and value chains and management of viability milestone improve healthcare PPP sustainability and bankability. Different legal frameworks and funding issues are not thoroughly investigated. Careful customization and local fine-tuning of best practices require further scrutiny. Homogenization of best practices improves comparison of different projects, fostering competition and easing cross-border investments, accompanied by knowledge transfer, sharing and consequent value co-creation. Best practices improve value for money, bankability and resilience of PPP investments, with potential benefits for healthcare services and quality of life. This chapter makes an innovative and comprehensive comparison of healthcare PPP projects worldwide, looking for a common denominator of value-enhancing rules and resilient pro-growth strategies.
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Introduction

Infrastructural investments are a key element for reliable access to primary services such as healthcare. Demographic growth and obsolete infrastructure are straining the capacity of most developing nations to deliver proper healthcare services. Equal access to healthcare is one of the prerequisites for a sustainable healthcare system. There is evidence on health-led growth in developing countries (Atilgan, Kilic, & Ertugrul, 2016). Infrastructural investments in healthcare are so a powerful pro-equity as well as a pro-growth instrument.

Problems of the healthcare sector in developing countries are excessive spending growth (Bedir, 2016), rising prices and inadequate capacity (Lagomarsino, Garabant, Adyas, Muga, & Otoo, 2012). Economic growth, industrialization, urbanization and request for more sophisticated care drive the demand for viable infrastructural projects. Public supply is however limited by budget constraints (exacerbated by the worldwide recession), inexperienced governance and limited technical skills. The trend is, however, positive; as the global economy recovers from prolonged recession, health spending is expected to accelerate, rising to an average of 5.2% a year in 2014–2018, to $9.3 trillion. This increase is driven by the health needs of aging and growing populations, the rising prevalence of chronic diseases, emerging-market expansion, infrastructure improvements and treatment and technology advances (Deloitte, 2015).

Capital-intensive healthcare investments, however, remain hardly bankable in emerging countries. Public–Private Partnerships (PPPs) able to attract bank funding are a procurement model, which can help these governments filling this gap. Other benefits from private participation in healthcare infrastructure delivery are technical knowledge and efficiency. Thus, private investments through PPP arrangements based on project financing (PF) schemes can contribute to the improvement in the quality of life in developing countries. Nevertheless, some PPP projects for healthcare in developing countries are acknowledged as failures as they result in unequal healthcare outcomes or significant costs over-runs. Prudent management of PPPs for healthcare is thus necessary to ensure healthcare sustainability.

Understanding of how healthcare PPP works in a developing economy such as Turkey will be used as a template for other developing or emerging countries. Being a developing country, Turkey is in need of meeting the demand of diverse public services in cooperation with the private sector. As one of the first developers of PPP laws in the world, the legal context has been improved over the years (Gurgun & Touran, 2014). It covers several areas such as energy, transportation, telecommunications and healthcare services. In 2005, Law no. 5396 was enacted to regulate the construction and renovation of health facilities based on PPP practices.

The variety of public service gaps can differ between developed and developing countries as well as lessons learned from PPP applications. Best practices will be identified (considering the experience of developed as well as developing countries) and coordinated with the correct management of PPPs timesheet and milestones. Examples of adopting the practices in developing countries are later provided.




Healthcare Public–Private Partnerships Best Practices in Developed Countries

One key feature of the actual healthcare landscape is the proliferation of hybrid forms of investment from actors of various organizational types working together (states, intergovernmental organizations, non-governmental organizations, academia and business). PPPs are an important part of this picture.

In its 2004 Green Paper on PPP, the European Commission recognized the following elements of a PPP:


	The relatively long duration of the relationship between the public and the private partner

	The method of funding the project, in part from the private sector, and sometimes with complex arrangements

	The important role of the economic operator in different stages of the project (design, completion, implementation, funding, etc.)

	The allocation of risks between the public and the private partner.



Global PF statistics for the first quarter of 2016 (Thomson Reuters, 2016) on worldwide PPP investments are synthesized in Table 1.

Table 1. Global Project Finance.

[image: Image]

Table 1 shows that projects are hardly present in the poorest regions (South America, Africa, Middle East, North Asia), but with potential for catching up. Western Europe, North America, Middle East, Australasia and Japan account for 87.1% of the total.

Traditionally, PPPs had been most often exploited to foster transportation, energy, water and solid waste infrastructure. However, during the last decades there has been a sharp rise – predominantly within Europe – in PPPs to deliver social infrastructure, mainly healthcare infrastructure. EPEC (2015) and EPEC (2016) show PPP healthcare statistics for Europe (Table 2).

Table 2. Public–Private Partnerships for Healthcare in Europe.
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Healthcare PPP investments involve a contract between a public authority (Ministry of Health and/or local agencies) and a private counterpart, normally represented by a special purpose vehicle (SPV). PPP investments are normally executed with PF techniques, a long-termed and capital-intensive investment, guaranteed by expected cash flows rather than the assets of the project sponsor.

The PPPs for healthcare systematically increase their market share in Europe, in terms of both number of transactions and volume of transactions. In 2015, healthcare was the largest PPP sector in value terms in Europe.

Healthcare PPP investments in the United Kingdom (De Marco & Mangano, 2013) and other developed countries such as Australia (Jefferies, Gajendran, & Brewer, 2013), Italy (Moro Visconti, 2014b), Greece (Biginas & Sindakis, 2015), Finland (Sinisammal, Leviäkangas, Autio, & Hyrkäs, 2016) or South Africa (Kula & Fryatt, 2014) are by now a consolidated experience and show a common denominator with some basic features, to be exported in catching-up economies. A global survey of PPP experiences is reported in Akintoye, Beck, and Kumaraswamy (2016).

In developed countries, PPP projects for healthcare are implemented according to the following parameters:


	The preliminary public choice between traditional procurement (TP) and PPP (‘make it or buy’ option), driven by value for money (VfM), Political Economic Social Technological Legal Environmental (PESTLE) (Moro Visconti, 2016b), and public sector comparator scrutiny

	Appropriate risk allocation between the public and the private part

	Decision methods for balancing complex goals within healthcare (MDA – multi-criteria decision analysis)

	Economic and financial viability for the private counterparts and its lenders (mostly banks), within a hard/soft currency context

	Sound financial packaging within the private SPV (consistent with financial viability and risk allocation)

	Investment environment (institutional framework, public governance, country analysis, etc.).



The critical choice between internalized TP and outsourced PPP/PF is by now a cornerstone of public strategies concerning complex infrastructural investments and is based on benchmarks such as the public sector comparator. This alternative is driven by VfM considerations that aim to optimize uneasy choices (Moro Visconti, 2014a). VfM is the critical strategic parameter behind any ‘make or buy’ option, which shows whether a private investment proposal is more convenient than any alternative and more efficient form of public procurement. Clairvoyant public procurement strategies thus question whether PPP/PF synergistic and bundled value chains deliver more VfM than fragmented TP.

Risk transfer from the public to the private part is an essential element: a principal–agent optimal risk allocation and co-parenting are the core ‘philosophy’ of PPP. Risk transfer is based on the principle that risk should lie with the party best able to manage it. Risk specialization may so reinforce long-term sustainability. The following main categories of risk seem relevant (Moro Visconti, 2016a):


	Risks of planning – engineering – construction (cost and time over-runs)

	Financial risks

	Governance – sponsor risk

	Operating and performance risks

	Market risks

	Network and interface risks

	Procedural, contractual and legislative risks

	Macroeconomic – systemic risks.



Further considerations involve the level of tangible and intangible social benefits to end users and the community. Balancing tangible and intangible goals (such as other social, environmental and aesthetic issues) is a compelling task that can be achieved by exploiting appropriate methods, such as multicriteria decisions methods.

Healthcare investments are long-term endeavours with concessions that typically last 25–30 years. The timesheet of PPP milestones represented in Figure 1 matters for optimal planning. Utilization of appropriate procedures, tools and techniques at each project development stage is a prerequisite for project’s success (Baccarini, 1999).

[image: image]

Figure 1. Timesheet of Public–Private Partnership Viability Milestones. Source: Author’s elaboration.

PPP best practices may be illustrated considering the experience of the most advanced Western countries in the healthcare industry. The main choices concern:


	Selection between TP and PPP to be conducted with public sector comparator, VfM testing, PESTLE analysis, etc.

	Definition of the investment’s perimeter (size of the healthcare facility, characteristics of the concession, etc.)

	Design of the public tender (competitive auction, contractual aspects, adjudication, etc.)

	Execution of the PPP agreement (along the Project-Build-Operate-Transfer phases) with periodical monitoring and market testing.






Integrated Public–Private Partnership Supply and Value Chains

A PPP value chain represents a set of coordinated and sequential activities that public and private players strategically perform in order to deliver a valuable infrastructural project for the market.

The timesheet of PPP milestones, reported in Figure 1 and consistent with a dynamic value chain, needs to be complemented by a description of the operational flow chart of the PPP arrangements. The SPV is the pivoting entity, representing the private stakeholders that interact with the public procurer, and the sponsoring banks. The other main stakeholders are represented by public users of healthcare services and the sub-contractors.

A PPP supply chain is a system of organizations, people, activities and resources involved in moving an infrastructural project from the public–private suppliers to the customers. The supply chain is linked to the value chain, which expresses its marginal added value. Figure 2 describes how the PPP supply chain interacts with the financial supply chain and other external supply chains, each responding to its stakeholders.

[image: image]

Figure 2. Integrated Supply Chains of Public–Private Partnership Stakeholders. Source: Author’s elaboration.

Figure 2 shows how downstream players such as the public procurer or the SPV interact with upstream suppliers.

Stakeholders perform integrated operations along the systemic value chain, which embeds economies of scale and experience (horizontal, within the PPP agreement; vertical, concerning the construction and management; lateral, considering the pass-through contracts with multi-tier suppliers). Transactional synergies back overall sustainability and improve resilience to external shocks.

Healthcare supply chains are particularly interesting due to some specific characteristics such as:


	Long-term duration (and so the requirement for non-ephemeral sustainability)

	Closeness to the three pillars of sustainability (environmental, social and economic)

	Interaction of public and private players, since infrastructures are social public goods to be served by private expertise in an economically feasible way

	Well-defined contractual boundaries that shape the perimeter of the supply chain and its binding rules

	Possibility to measure and monitor the socio-economic performance of the sustainable infrastructural supply chains using contractual quantitative parameters

	Trickle-down impact and spill-over externalities on other supply chains.



Supply chain aspects of healthcare PPPs (Chauduri, 2015; Moro Visconti, 2016b) are crucial, albeit under-investigated. They matter particularly in developing countries where main contractors are often foreign, while sub-contractors are typically local and can promote domestic development. Coordination among composite contractors is uneasy and requires strong managerial expertise.




Healthcare Public–Private Partnerships in Developing Economies: The Turkish Example

Turkey can be considered a good example of PPP for emerging countries since it has been using PPP models for over three decades to meet its increasing demand for public services. Developing countries such as Turkey are in need of public services to invest in underdeveloped projects like energy production, transportation (such as highways, bridges, airport and harbour facilities), telecom and healthcare services. Usually, government funding is insufficient to meet the needs of diverse public services.

In Turkey, the ‘law of concessions related to public services’ dates back to 1910, introducing the private sector as a provider of required public services. Even if this was the fundamental legislation for PPP applications in the country, it was usual to provide infrastructural services by public agencies until 1980s. Funding and constructing of large infrastructure projects by the private sector started in 1984 with the enactment of the build-operate-transfer (BOT) law (Halpin & Senior, 2010), which authorized private entities to generate, transmit, distribute and trade electricity other than the Turkish Electricity Administration. BOT law for electricity was followed by:


	BOT and transfer of rights (TOR) of highway construction (1988)

	maintenance and operation other than the General Directorate of Highways

	TOR law to arrange for the implementation of privatization (1994)

	TOR law of airports and passenger terminals other than General Directorate of State Airports Authority (2005)

	Build-lease (BLT) law for the regulation on the construction of health facilities on a lease-and-build basis (2005).



Finally, in 2005, Law no. 5396 was issued to regulate the construction of health facilities on a lease-and-build basis and to restore the services and areas in facilities other than medical service areas on a restore-and-operate basis.

In 2015, global investment of PPPs was recorded as US$111.6 billion (Public–Private Partnership of the World Bank, 2015) and US$ 44.7 billion of this was recorded solely by Turkey – the highest investment globally. According to Investment Programming, Monitoring, and Evaluation General Directorate (2015), which operates under the Republic of Turkey Ministry of Development, 198 PPP project contracts have been signed between 1987 and 2015. The majority of the projects are in the energy sector, where the healthcare sector shares 9% of all investments. The Ministry of Health divided the country into 29 health zones to deliver more efficient services and some of them will be constructed by using PPP model.

The healthcare system in Turkey has been going through restructuring continuously over the years. Collecting private sector employees, public sector employees and employers, which were originally represented under three different public insurance systems under one roof, Social Security Institution, was one of the first steps affecting the healthcare services provided in the country. Integration of institutions enabled all members to benefit from both public and private hospitals. Approximately 99% of Turkey’s population is covered by Social Security Institution (Gok & Sezen, 2013). The demand for qualified healthcare services is increasing.

In 2015, the ratio of healthcare service expenditure to GNP was recorded as 5.4% with 496 US$ per capita expenditure (TUIK, 2016). In 2013, the number of hospital beds (per 10,000 population), infant mortality rate (per 1,000 live births) and maternal mortality rate (per 100,000 live births) were reported as 26.7, 7.1 and 14.5, respectively. The corresponding rates targeted by the Ministry of Health for 2018 are 28.4, 6.0, and 9.5, respectively (Ozcan, 2015). Hospitals that will be constructed with the PPP framework will be mostly used to achieve these targets.

The sector is expanding due to changing population ratios, higher incidence of chronic disease, wider health insurance coverage and increasing incomes (Deloitte, 2014). According to the Ministry of Health (2016), the number of beds is approximately 130,000 and most of them are in unqualified conditions (Tekin & Celik, 2010). Modern facilities should be constructed to bridge the gap between the existing level of services and the increasing demand. PPPs of integrated healthcare campus and city hospital projects are forecasted to add 40,000–50,000 beds to the current capacity (Deloitte, 2014).

As a part of reforms in the healthcare system, Law no. 5396/2005 is the main regulation that establishes the guidelines for constructing and renovating health facilities in Turkey. It includes the guidelines on construction, renovation, furnishing, supply, maintenance and operation (other than medical services) of healthcare facilities within the framework of the PPP models (Gurgun & Touran, 2014). The contracts can be prepared with concession periods of up to 49 years. A bid bond of 3% of the total fixed investment amount should be provided by the private party during the bidding process and 3% performance bond should be prepared while signing the contract (Ozcan, 2015). The contract between the public administration and private contractors is subject to private law, providing equal status for both parties, as opposed to the administrative law that favours administration by definition as in other PPP models. Administration for health investments (2016) provides details about ongoing PPP projects in Turkey.

The Ministry of Health plans to build at least 30 new integrated health campus facilities with PPP approach providing a bed capacity of more than 26,000. Currently, there are 17 healthcare facility investment projects in different cities totalling US$ 9.6 billion in Turkey, aimed to start operating at the end of 2017.

The first hospital facility project developed based on the Law no. 5396 was constructed in Kayseri, with an investment amount of US$ 403.9 million in 2009.

One of the projects was initiated as Ankara Etlik Integrated Health Campus with an investment amount of US$ 1,105 million dollars. It was commissioned by the Ministry of Health to a private consortium established by Astaldi and Turkerler as a SPV. The initiative involves designing, building, supplying with electrical and medical equipment and furnishings and running a 3,566-bed hospital complex, divided into eight healthcare facilities and a hotel, all totalling about 1,080,000 m2 (Astaldi, 2016). Aiming to fulfil the healthcare services gap in the region, it is one of the largest PPP healthcare projects in Turkey. The campus will include general, cardio-vascular, oncology, children, woman, neurological sciences, orthopaedics, physical therapy and rehabilitation and high-security psychiatric hospitals. Other on-campus facilities include a new headquarter for the Ministry of Health, a clinic hotel, a technical service building and parking lot with a capacity of 8,000 cars (Dia, 2016).

The concession is structured for 28.5 years, with periods of 3.5 and 25 years for construction and operation, respectively. The Ministry of Health will pay annual lease amount to the consortium for 25 years. Disbursements will be made for non-volume services such as maintenance, security, car parking and repair services (Ozcan, 2015). There is a yearly guarantee for 70% occupancy rate provided by the Ministry of Health for these services.




Advantages, Limitations and Recommendations for Public–Private Partnership in Turkey

Drivers, challenges and advantages of healthcare PPPs vary from one country to another. Turkey is a good example of a frequently PPP practising developing country. Different models are available for sectors such as energy, transportation, telecommunications, airports and seaports, enhanced by legal background. Still, despite the long-term experience and variety of models, the PPP practice Turkey needs improvement. Challenges in timely preparation of documents, technical assessment of projects with sufficient quality and public officials’ lack of PPP procurement experience can be encountered in the projects.

On the other hand, proper risk management is essential for all involved parties to achieve success and efficiency in the projects. A dedicated PPP unit is commonly suggested for timely project completion and guidance through complex procurement methods.

The PPP legal framework includes hospitals and healthcare services with private sector involvement in Turkey. There are several advantages in Turkish healthcare projects that use PPP strategy as a procurement method. For example, construction periods of hospital projects usually take 8–10 years with TP methods in Turkey, mostly due to limited public budgets, whereas with PPP there is a consistent time-saving. Using PPP approach and partnering with a private entity, the construction of ongoing healthcare PPP projects usually takes 2.5 years of investment period (Table 3), significantly shorter than traditionally procured hospital projects.

Table 3. Public–Private Partnership Healthcare Projects in Turkey.
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Another benefit of using PPP is that the private entity is responsible for the financing of the projects (Whie & Case, 2015), removing the burden from the government. In these projects, construction risks are covered by the private party until the project becomes operational (Ozcan, 2015). However, this can also be seen as the source of challenges in the risk management processes. Proper risk allocation by using systematic risk management tools might contribute enabling sustainable risk management plans. At this point, for PPP healthcare projects in Turkey, the role of Ministry of Health needs to be defined clearly avoiding any potential problems, as it represents the policy-maker, the regulatory mechanism and the controlling party at the same time (Karasu, 2011).

The regulatory framework needs to be incorporated to promote risk management policies and resolving disagreements in PPP policy in Turkey (Ozcan, 2015). The current state-of-the-art PPP legislation has to be improved including healthcare projects. Key provisions need to be added to support risk management strategies (Gurgun & Touran, 2014).




Healthcare Public–Private Partnerships in Emerging Economies – Practices for Success

The PPPs for healthcare landscape are characterized by few experienced bidders and international environment (including international consulting agencies for financial, legal and technical aspects, international financial institutions, guarantee and investment agencies and bidders being often multinational corporations). Thereof the management of relevant stakeholders for healthcare PPPs requires personal contacts, frequent conferences, meetings and seminars. Implementation of PPP projects for healthcare is even more demanding in developing countries, where unstable investment environment and economic conditions create additional risk for projects (including significant currency risk).

The ongoing PPP projects for healthcare in developing countries cover as many successes as failures putting a burden on societies. Providing knowledge on how to develop a PPP project for healthcare in a developing country is a compelling task, to foster desired economic and social outcomes.

PPP literature provides insights about critical success factors (CSFs) for PPPs (Liu, Love, Smith, Regan, & Davis, 2014; Osei-Kyei & Chan, 2015; Yong, 2010). Few studies focus on developing countries (Babatunde, Perera, Zhou, & Udeaja, 2016; Chou & Pramudawardhani, 2015; Phua, Ling, & Phua, 2014) and there literally are no studies, which would inform about CSFs for healthcare. Additionally, the studies on CFSs provide long lists of factors that contribute significantly to the project’s success, but they rarely inform on how to achieve the factors.

Critical practices for PPP for healthcare success are identified with a combined review of the literature on CSFs and on best practices for PPPs. The list of most recommended practices is provided in Table 4. To ensure that listed practices can be adopted in developing countries, examples are provided in the last column of Table 4. Successful cases occur when all stages of project development are managed well, which is not always the case. Best practices are distilled from institutional sources (ADB, 2013; EIB, 2012; EPEC, 2015; OECD, 2012; World Bank, 2016a).

Table 4. Success Factors, Best Practices and Examples for Healthcare Public–Private Partnerships in Developing Countries.




	Stage of Project’s Development and Its Critical Success Factors

	Best Practice/Toolkit

	Empirical Example






	Project definition:
Comprehensive pre-project assessment and sound feasibility analysis with respect to investment perimeter (location, size, type of hospital, type of services to be delivered, duration of the concession, etc.)

	Practice:
A thorough assessment of PPP healthcare project on clinical service, economic, environmental and social targets
	Toolkit:	[image: image] Feasibility study (with the support of experienced consulting agencies specialized in financial, technical and legal assessments)

	[image: image] Cost-benefit analysis




	Cross River State Hospital, Nigeria:
	Detailed feasibility study to determine how private participation in the facility could improve healthcare outcomes (IFC, 2014)

	In-depth assessment of health needs, supply and demand assessment undertaken to appraise the market for health services and prepare basis for the transaction structure of the hospital (AMPC, 2013)


Sarangani Medical Center (The Philippines):

	Consulting group contracted to produce feasibility study, in which two scenarios were recommended

	Additional documents focusing on the methodology for WACC estimation and cost-benefit approach to quantifying the social values of the project (ADB, 2013)


Radiology Diagnostic Centre at Jinnah Hospital, Pakistan:

	Feasibility study including market demand assessment using international and regional benchmarks, a site and hospital building review and options for international accreditation

	Two core scenarios analysed to ascertain project financial viability. (see the Ministry of Public Health, Islamic Republic of Afghanistan (2013, p. 3)


German-Yemeni Hospital Sana’a, Senegal:

	Feasibility study prepared to form a bankable document (EPOS, 2000)

	The potential user group determined, the size, specialized medical fields, to be covered by the hospital, equipment, number and qualification of staff required, organizational and management aspects, financing requirements and economics of the planned hospital investigated in detail. (EPOS, 2000)





		Selection between traditional procurement (TP) and PPP/PF based at thorough and realistic assessment of the cost and benefits

	Multi-benefit objectives


		Practice/toolkit:	[image: image] Public sector comparator estimation

	[image: image] Value for money assessment

	[image: image] Multi-criteria decisions methods for tangible and intangible goals

	[image: image] Procedural and technical assistance from international financial institutions (including World Bank, Asian Development Bank)




		Nakhon Pathom Hospital (Thailand)
	The precise calculation of VfM and PSC is available in ADB (2015, pp. 67–69).
	Lima Hospitals Project in Peru:

	Technical consulting group hired to prepare:	a public sector comparator which assesses the theoretical costs of building the hospital under traditional public procurement;

	Value-for-money analysis, showing risks, PPP risk sharing, probabilities, and costs for the proposed PPP structure vs. the public sector comparator

	‘assessment of environmental and social issues related to the future PPPs’ (DEVEX, 2015).



	Jinnah and Sheikh Zayed hospitals, Afghanistan

	All different scenarios proposed in the feasibility studies assessed by the Value for money advisor. Positive results (The Ministry of Public Health, Islamic Republic of Afghanistan, 2014).


	Pelonomi and Universitas Hospital Co-Location Project, South Africa:	Qualitative and quantitative aspects of the project assessed in order to obtain a comprehensive picture

	Quantitative assessment focusing on deliverable targets outlined in the contract

	‘Qualitative assessment of many benefits (e.g., improvement of quality of healthcare services; recruitment and retention of scarce skills)’ (Shupingi & Kabaneii, 2007)







		Tender procedure:	[image: image] Transparent, competitive and standardized bidding process

	[image: image] Appropriate risk allocation and risk sharing basing at principle of allocating a risk to the party that is best able to manage the occurrence and the impact of a risk




		Practice:	[image: image] Sound legal framework

	[image: image] Equal and easy access to information

	[image: image] Equal treatment of bidders

	[image: image] Only justifiable entry barriers.



	Toolkit:	[image: image] Clear project brief (including healthcare performance targets) and client requirements

	[image: image] Providing information on legal framework and bids evaluation criteria

	[image: image] Providing all information regarding project and bids easily accessible at public website

	[image: image] Early identification of risk basing at risk checklist and adopting lifecycle approach

	[image: image] Risk assessment via risk matrix

	[image: image] Clear risk allocation principles basing at stakeholders preferences and management capabilities




		Hospital São Paulo, Brazil: Clear project, and performance targets (PWC, 2015)

	Legal framework for PPPs and transparency (Peru)	A new PPP law enacted through Legislative Decree 1224 (published on 25 September 2015) and its regulation through Supreme Decree 410-2015-EF. The new law incorporates best practices recommended by OECD’s Principles for Public Governance of PPPs, such as minimizing fiscal risks through transparent budgetary processes and establishing clear institutional framework. (World Bank, 2016b)

	All information easily accessible at public website (e.g., www.investinperu.pe)



	Nakhon Pathom Hospital, Thailand	Risk checklist and risk matrix for risk identification, assessment, and allocation based on many international precedents where PPPs have been successfully implemented

	Common projects risks for similar projects set out and checked if borne by private or public sector

	Preparation of risk matrix covering the list and description of risks, their impact, the party that bores the risk and risk mitigation tools and procedures. Risk matrix provided in ADB (2015).







		Contract award:
	Strong private consortium


		Practice/toolkit	[image: image] Bidders prequalification regarding their capacity

	[image: image] Additional checks (due-diligence) carried out just before financial close on through a mix of public grant, availability payments, revenues from privatized services




		Romania: Outpatient Dialysis Services:

	Technical and financial prequalification criteria established. (World Bank, 2015a)
	Cross River State Hospital, Nigeria:
	Additional checks before financial close (AMPC, 2013)
	Cross River State Hospital, Nigeria:	Multi-pillar bidder prequalification and investor due-diligence performed.

	Four out of 15 firms were prequalified. Two bids, comprising technical and financial proposals, were ultimately received. (AMPC, 2013)







		Financial Close:	[image: image] Strong private consortium

	[image: image] Financial efficiency/profitability of the project

	[image: image] Government support




		Practice/toolkit:	[image: image] Viable financial model

	[image: image] Governmental guarantee/investment funds for PPP support

	[image: image] Long-term contracts with banks, financing at capital market with bank underwriting




		Radiology and Diagnostic Imaging Center, Moldova: Viable financial model	Preparation of financial models to forecast operational and capital costs and determine revenues required for the center to operate.

	The key finding – tariffs paid by the National Health Insurance Fund were too low to support a project, unattractive to potential investors.

	Cooperation between the consultant and the government to increase tariffs to an economic level that would properly reflect efficient capital and operating costs (World Bank, 2012).



	Cross River State Hospital, Nigeria	Viable financial model including baseline scenario and sensitivities based on lower or higher than the expected demand

	Financial model based and on a variety of assumptions, including macro, financing, clinical, revenue, operational cost, concession period (World Bank, 2013a).



	Governmental financial support, The Philippines:
	Credit for Better HealthCare Project, established by the Development Bank of the Philippines (DBP) (ADB, 2013).
	Hospitals in Lima and Callao provinces and new central distribution centre for healthcare supplies (Peru):	Three different healthcare projects in Peru, developed by three different consortia, financed through one bond issue: government-backed security known as investment remuneration according to work-in-progress certificates – RPICAOs







		Management	[image: image] Execution of PPP agreement/monitoring/effective public–private collaboration

	[image: image] Maintaining an open dialogue when managing contract terms

	[image: image] Shared vision and clear defined roles




		Practice/toolkit:	[image: image] Project management based on key performance indicators (KPIs)

	[image: image] Jointly selecting supervisors and addressing conflicts of interest

	[image: image] Individuals or organizations charged with supervision and monitoring should be independent and highly skilled professionals with specific healthcare experience

	[image: image] Periodical meetings, good communication, documents circulation

	[image: image] Training




		Hospital São Paulo, Brazil:

	Monitoring based at Key Performance Indicators:	Thirty-one different performance indicators

	Payment to the private partner linked to KPIs based on quantitative and qualitative targets

	The contract requiring regular auditing of all performance indicators by a qualified company, as well as auditing of financial statements in compliance with the highest Brazilian standards. (World Bank, 2013b)



	Chaonan Minsheng Hospital of Guangdong Province (China) Medical Excellence Center – Department of Medical Services, Thailand

	Professional Independent monitoring (ADB, 2015)

	Open dialogue/communication between public and private partner, Zumpango Hospital, Mexico.	The Government team reporting all issues directly to the contract supervisor rather than first alerting the private partner proved to be ineffective in dealing with minor issues. The government and private partner management teams, therefore, began to hold regular meetings to discuss and address ongoing concerns (PWC, 2015).







	Risk management during project management

		Practice/toolkit:	[image: image] Tying payment to specific project milestones

	[image: image] Step-in clause, penalties

	[image: image] Financing/foreign exchange risk management via currency and interest rate derivatives




		Hospital Alberto Leopoldo Barton Thompson and Hospital Guillermo Kaelin de la Fuente, Peru:
	Tying payment to specific project milestones (PWC, 2015).
	Nakhon Pathom Hospital, Thailand:
	Step-in clauses, penalties:	PPP output specifications define the private sector’s deliverables in the Investment Contract/Concession Agreement.

	Based on the PPP project scope, the common output specifications (COSs) and penalty (if COSs are not met) are set (ADB, 2015).








 

Table 4 shows that:


	for achieving healthcare PPPs sustainable success, it is necessary to adopt practices critical for safeguarding shared PPP value creation in complex and unstable environments

	value depends on economic as well as social outcomes and their distribution.



Thereof a set of complementary critical practices for project success addresses three main challenges:


	sound and detailed planning that ensures project economic viability and bankability (accompanied by feasibility studies and risk management)

	keeping focus on healthcare outcomes (for example, by setting appropriate key performance indicators and monitoring performed by experts with healthcare experience)

	efficient management of unavoidable conflicts of interests among PPP stakeholders (for example, by well-specified contract and practices oriented at effective communication).



Practices listed in Table 4 cover general PPP standards as well sector-specific tools. Given the issues of the healthcare sector, public managers must pay special attention to the following factors: partner requirements (good healthcare track-record), type of services to be delivered (ranging from infrastructure and side services to clinic services), shared vision, selection of key performance indicators (including specified healthcare outcomes) and effective monitoring (including professionals with healthcare experience). It is also evident that most of the practices listed in Table 4 are public tasks (of both types: legislative bodies and public project managers). Thereof strengthening developing countries public sector capacity should become a cornerstone of PPPs worldwide policy. International organizations (e.g., The World Bank) are important agents. The Turkish case is a good example of a close cooperation between the public sector and international agencies. However, for the purpose of disseminating critical success practices among developing countries, it is crucial to extend international organizations engagement within training and education for public officials as well as within project’s financial and managerial support.




Discussion

Turkey is a good example of a developing country that strives for the appropriate harnessing of PPPs in reaching healthcare goals. The legal framework for PPPs is continuously improved, desired healthcare outcomes are established, healthcare and PPP policies are integrated and the government is strongly committed to PPPs for healthcare.

Public officials managing healthcare PPP projects require improving their managerial skills – being skills shortage a typical pitfall for developing economics. Learning by doing should focus on pivotal tools and practices. Linking best practices to manage PPPs for healthcare to CSFs allows for selecting best practices, whose adoption promotes project proper administering at each stage of project development. International organizations have already created networks that can be used for training public officials and providing managerial support for projects in developing countries. Thereof they can efficiently contribute to enforcing knowledge and skills-oriented policy. Failure to adjust to international best practices leaves behind misaligned countries.

This chapter includes practical considerations for the implementation of PPPs for healthcare in emerging economies and describes how healthcare PPPs work in a developing economy like Turkey. Evolving over the years, the PPP legal context has been expanded introducing new areas and PPP models to meet the increasing demand for public services in the country. Several efforts are underway to improve the coordination of the projects. For example, a centralized PPP unit can be suggested as the centre of coordination guiding all involved parties to ensure legal context, quality and timely completion. New approaches to risk management can be adopted for proper risk allocation to prevent PPP conflicts. PPP experiences from Turkey, which represents a bridge between the West and the Rest, can be conveniently extended to emerging countries.




Conclusion

This study aims at guiding policy-makers, investors and academics in designing pro-growth policies, to encourage more private players to engage in healthcare infrastructures through PPP as well as to safeguard desired social outcomes as care quality and long-term sustainability. Illness and malnutrition are unanimously recognized as two of the most important causes and consequences of poverty. So, any development strategy normally starts from basic food and health problems.

PPPs in the developing world are a convergent phenomenon, with international rules of the game that must be followed worldwide, especially to attract professional foreign investors with their hard currency funding and technical/managerial expertise. Thus, a viable and stable economic environment is essential for the implementation of PPP practices as major projects.

Imprudent development of PPPs can undermine diverse pillars of healthcare sustainability, which is reflected in a number of projects’ failures. Thereof adoption of appropriate practices, which address sound financial planning, safeguarding healthcare outcomes and mitigating conflicts of interest is a prerequisite for project’s success.

This chapter shows that the public sector is the main factor responsible for adopting critical practices for project’s success and that it still needs financial and managerial support from international organizations. Healthcare PPPs should be extended towards training and education, as well as project management assistance. The focus should be on adopting best practices, such as those analysed in the chapter.

New research avenues should consider further refinement of internationally accepted best practices, and adaptation to emerging economies, concerning, in particular, their peculiarities, such as financial and political risk, together with institutional governance concerns (Moro Visconti, 2017).
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Boosting Public–Private Partnership in Infrastructure: PPP Expansion in Colombia

Francisco Carballo-Cruz


ABSTRACT

This chapter is a case study on Public–Private Partnerships (PPPs) in Colombia. The choice is justified by the significant progress of the country in this field and its ambitious plans to provide infrastructure and services through PPPs in the coming years. The infrastructure deficit and the evolution and current status of PPPs in Latin America frame the theme of the chapter. The case study itself explains the adoption of the PPP model in Colombia, describes the new legal and institutional framework and presents the most relevant PPP programmes and projects. The review carried out allows us to conclude that, despite the developments in recent years, PPP schemes continue to be very concentrated in the transport sector. For the effective development of the PPP model in the country, Colombia should extend such schemes to other fields, including the provision of social infrastructure and services. It should also improve some institutional aspects and project attractiveness to investors in order to increase the private capital required to finance PPP projects that currently are in the government portfolio. This chapter offers a general perspective on Colombian PPP, gathering and analyzing information for a better understanding of the current situation and the prospects for the future.
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Introduction

In many countries, the need to control public deficit and reduce public debt forced their governments to involve private companies in the provision of economic and social infrastructures (Yong, 2010). Scarce resources together with increased demand for services triggered the use of Public–Private Partnership (PPP) on a global scale (Hodge, Greve, & Boardman, 2010). Although private investment in public infrastructure is not new, the use of PPP schemes is generalized in the 1990s (Tang, Shen, & Cheng, 2010). The use of PPP is currently widespread in developing economies, as between 2002 and 2013, 134 economies implemented some type of PPP scheme (World Bank, 2015).

In the 1990s, many economies in Latin America1 saw in PPP models an opportunity to promote infrastructure development in the region (CAF, 2015). Among Latin American countries, Chile has been very successful in implementing PPP projects in various sectors. These good results have turned the country into a reference in the field of PPPs (Espelt, 2015), not only for Latin American economies but also for developed economies of North America, Asia and Europe. Other countries such as Mexico and Brazil combine successful experiences with several failures, which culminated in renegotiation processes with serious consequences for state or federal public finances. Nevertheless, the two countries are projecting large investments in infrastructure until 2020 (EIU, 2014), many of them through PPP schemes. Peru, whose widespread adoption of the PPP model is more recent, has been able to implement it successfully and expand it to a large number of sectors. In 2014, the investment mobilized through PPPs reached almost 15% of the private investment in the country (Shack, 2016).

In recent years, Colombia is one of the countries worldwide where PPP schemes have grown faster. This circumstance results from the improvement experienced in terms of willingness and the ability to develop PPPs (EIU, 2014). From 2010, Colombia’s PPP investment amounted to $24.8 billion, reaching the top three in the region, being only surpassed by Brazil ($135.3 billion) and Mexico ($27.1 billion) (PPP Knowledge Lab, 2017). Since 2012, the country has made significant progress in its legal and institutional framework, which coupled with the political support and a favourable economic environment resulted in the widespread use of PPP, either nationally or locally. The high country’s infrastructure deficit and the ambitious goals for reducing it are promoting the emergence of PPP projects, both in traditional sectors and in sectors in which they are an innovative form of infrastructure provision.

In the last 5 years, the Colombian economy showed an annual growth of 4.6%. In 2015, it increased to 3.3%, being surpassed in the region only by Peru, which grew 4.7% in that year. Colombia is the fourth largest economy in Latin American and has the highest investment rate in the region. Public investment increased from about $2,600 million in 2000 to $15,500 million in 2015, i.e., 500% in cumulative terms. In the same period, the total investment increased by over 300%, also in cumulative terms. In 2014, Colombia was the fourth country in the ranking of investment attraction for PPPs, only surpassed by Brazil, Turkey and Peru. In 2014, Colombia registered $8.969 million of investment commitments in PPPs (PPP Knowledge Lab, 2017).

The aim of this chapter is to review the recent experience of Colombia in the field of PPPs and present its main lines of action in the coming years. The selection of this country is based on the rapid growth of PPP investment in the last 5–6 years and in the progresses made in its PPP framework. The case study will be framed by a review of PPP developments and PPP situation in Latin America.

The rest of the chapter has the following structure. The section ‘Infrastructure Investment and PPP in Latin America’ reviews the evolution and sectoral distribution of PPPs in the region. In the Section ‘The Case: PPP Development in Colombia’, investment deficits in Colombia are discussed and the country’s bet in this private participation model is explained. In addition, the new legal and institutional framework for PPPs is presented and the current programmes and projects are reviewed. Section ‘Conclusions and Lessons’ concludes, commenting on some key dimensions to leverage model use and to improve the functioning of the institutional architecture in place.




Infrastructure Investment and PPP in Latin America

According to the Inter-American Development Bank (IADB), the investment in infrastructure in Latin America has been falling since 1980, standing now between 2% and 3% of GDP (IADB, 2013). The reduction in investment levels, mainly from 1987, is justified by the drop in public investment, driven by the adoption of fiscal stabilization policies in the 1990s and the unfounded expectation that it would be replaced by private investment. In Latin America, fiscal crises drastically reduce investment in infrastructure (Serebrisky, Suárez Alemán, Margot, & Ramírez, 2015).

Between 1992 and 2013, the average annual investment in infrastructure in Latin America was 2.4% of GDP. Investment levels in infrastructure assets are much lower than in other emerging economies and even lower than in some developed economies. For instance, they are 0.8 percentage points lower than infrastructure investment in the United States and the European Union (McKinsey Global Institute, 2013).

The weakness of public investment in the region is of particular concern in four sectors: transport, energy, water and sanitation and telecommunications (Perroti, 2011). The lack of infrastructure investment significantly affects the levels of economic growth, given the high multiplier effects that it induces on economic activity. It is estimated that infrastructure investment in the region accounts for more than 1 percentage point on GDP growth per year (Calderón & Servén, 2010).

According to the IADB, in order to eliminate the existing investment gap in the region, it is estimated that the level of investment should be raised to at least 5% of GDP for several years (IADB, 2014). Economic Commission for Latin America and the Caribbean (ECLAC) estimates are even more stringent: investment needs to be increased up to 6.2% of GDP by 2020 (Lardé, 2016). Based on the IADB estimates, the region would need an additional investment in infrastructure of 2.0–2.5% of GDP, i.e., an additional investment between $120,000 and $150,000 million per year (Serebrisky et al., 2015).

Public investment deficit in infrastructure in Latin America has been to some extent offset by private investment, which currently stands at around 1% of GDP. Among developing regions, Latin America is clearly the leader in private investment in infrastructure. Between 1990 and 2013, the private sector invested around $680,000 million in Latin America. This amount is 30% higher than the investment in the high-growth economies of Asia and 420% higher than the investment in the economies of sub-Saharan Africa. Despite the large amount of private investment in the region, which in some years exceeded 1.5% of GDP, investment in infrastructure is still insufficient, particularly due to the low levels of public investment.

These figures show the important role that the private sector has had in providing different types of infrastructure in Latin America during the last 25 years. The beginning of public–private collaboration in the provision of infrastructure starts at the beginning of the 1990s, when several Latin American countries have seen in the private sector an opportunity to finance the chronic deficit of infrastructure in the region. For this purpose, they promoted a series of institutional, legal and regulatory reforms that facilitated the implementation of new models of collaboration between the public and the private sector. In Latin America, active PPPs cover a wide range of sectors, including energy, transport, distribution and treatment of water and communications. In recent years, PPPs have been gaining importance in the provision of infrastructure and services in health, education and administration. In some countries, PPPs are beginning to have some expression in unconventional sectors such as prison infrastructure and services.

The development and implementation of PPPs in Latin America have been very heterogeneous. In the late 1980s, the first countries to adopt these private participation models for the provision of transport infrastructure were Mexico and Argentina. Later, in the early 1990s, Chile and Colombia launched their first projects, also in the transport sector. In the second half of the decade, Brazil and Peru developed their first PPP initiatives. In some countries, PPP development has been very difficult due to political obstacles (Algarni, Arditi, & Polat, 2007) and to institutional weaknesses (Synnott, Andrews, & Barry, 2015).

The persistence of infrastructure shortages and local capital deficits, the maturity of the model and the qualification of local administrations allowed PPP adoption in several Latin American countries already in this century (CAF, 2015). Costa Rica, El Salvador, Guatemala and Uruguay have demonstrated an increasing willingness to develop projects using various forms of PPP. In other countries, namely in Ecuador and Venezuela, model development is very embryonic. Finally, in one of the early adopters, Argentina, the interest in the model has been declining, given the small number of projects launched in the past 5 years.2

Figure 1 shows the two PPP expansion periods in Latin America in the past 25 years (1990–2015). The first, between 1991 and 1997, resulted from the processes of liberalization and openness to private initiative in some activity sectors. The economic downturn of the following years, by the contagion of the Asian crisis, and the impact of bad experiences in some countries reduced the attractiveness of the model and therefore the number of PPP projects. Since 2005, there has been a strong growth of PPP projects in the region, with small decreases in 2007 and 2010. In this second expansive period, the intense growth of Latin American economies and the improvements in training and institutional regulation explain PPP growth. Between 2005 and 2014, the number of PPPs in the region almost tripled. The drop in 2015 is mainly driven by the slowdown of some of the larger Latin American economies.
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Figure 1. PPP Projects in Latin America. Source: Author’s own calculations based on data from the World Bank, PPI Project Database.

In Latin America, PPP development by sector has been very uneven. The energy sector represents more than half of the infrastructure projects. Energy projects are mainly devoted to strengthen and expand power distribution networks, although in some countries there are some power generation projects.

In the transport sector, which accounts for approximately one-third of the contracts, most PPP projects were used to build or improve road infrastructures. However, countries such as Brazil, Chile, Colombia and Peru have used PPPs in the airport sector; Brazil, Chile, Colombia, Panama, Peru and Mexico in the port sector; and Brazil, Chile and, to a lesser extent, Peru in the metropolitan public transport sector (PPP Knowledge Lab, 2017). Projects in the rail sector are relatively marginal and are essentially devoted to the development of light rail services, particularly in Mexico and Peru.

One of the sectors of infrastructure that is concentring a growing number of projects is water supply and sanitation. Brazil, Chile, Colombia and Mexico have developed important water supply projects and wastewater treatment projects.

Currently, PPPs are broadening their scope and expanding to new sectors, such as the provision of health services, education services and, to a lesser extent, prison services. There are also some initiatives related to renewable energy. So far, the most noteworthy projects in the health sector were developed in Mexico and Chile. These PPP are intended both to the development of infrastructures and the provision of clinical care (mainly in the Mexican case). In the education sector, most initiatives are aimed at the construction and maintenance of facilities, including universities and schools. The most remarkable projects in this area were developed in Mexico and Brazil. In prison PPPs, Chile is the world leader thanks to the ambition of its programme to build and operate prison infrastructure, the so-called Programa de Concesiones de Infraestructura Penitenciarias. There are also some interesting initiatives in Brazil regarding prison infrastructure.




The Case: PPP Development in Colombia


INFRASTRUCTURE INVESTMENT AND PUBLIC–PRIVATE PARTNERSHIP

Like most countries in the region, Colombia has a significant deficit in infrastructure, both in the transport sector and in social sectors. Since the 1990s, successive governments have tried to remedy this deficit attracting private investment to the infrastructure sector. In the last decade, private investment in infrastructure has been systematically higher than public investment, except in 2010, when both represented 3.6% of GDP.

According to the National Planning Department (DNP), in 2013 public investment in infrastructure represented 2.9% of Colombian GDP, while private investment in infrastructure accounted for 3.7% of GDP, down by 0.3 percentage points from the maximum 4% of GDP reached in 2011 (DNP, 2016a). Private investment in infrastructure is prevalent in the ICT sector (93%) and in the mining and energy sector (86%). In contrast, public investment predominates in the transport sector (62%) and in the water and sanitation sector (80%), but private investment has been improving its share, particularly in the first.

The great turning point in private participation in infrastructure happened when President Santos came into power in 2010. The DNP considered at that time that the development of infrastructure projects by private partners should be strengthened through PPPs (DNP, 2011). These schemes guarantee an adequate risk allocation and allow project financing through structured instruments and/or the issuing of securities.

According to González, Rojas, Arboreda, and Botero (2014), the importance of PPPs for infrastructure development in Colombia is based on: (i) the shortage of public funds for development projects; (ii) the need to develop infrastructure to facilitate trade; (iii) the need to improve private sector competitiveness; (iv) the facilitation of foreign direct investment; and (v) the strong correlation between economic growth and quality of infrastructure. The same authors also indicate reasons of financial nature, namely: (i) the existence of international investors, including pension funds and specialized funds, willing to invest in infrastructure projects; and (ii) the possibility of using capital markets for financing purposes, given its high development potential.

In 2011, the Colombian government presented an investment package of infrastructure projects, for a 5-year timeframe, of more than $55,000 million, of which $25,000 million were concessions. The main projects included in this investment programme were (CAF, 2015):


	– The construction and improvement of over 5,000 km of roads

	– The improvement of about 900 km of railway lines

	– The implementation of new rail corridors linking the ports of the Caribbean and the Pacific

	– The expansion and construction of new ports

	– The recovery of waterways to improve their seaworthiness

	– The extension of the San Luis Ipiales airport

	– The expansion of the Bogota Metro.



Along with these initiatives, projects in the field of housing, urban renewal and metropolitan transport, as well as in the sector of mining and energy, were also considered.

The improvement in the macroeconomic situation and the economic and social stability of the country, along with the development of the legal and institutional framework for PPPs, stirred the interest of the private sector for projects in partnership, in the last 5 years. The advances experienced in those years improved the conditions of the country to develop and implement PPP projects.

This improvement is quantified in the Infrascope index, which assesses the countries’ ability to develop and implement PPPs. This index, created and updated by the Multilateral Investment Fund, is the weighted average of the country’s positioning in six different categories. In the 2014 Infrascope, Colombia (61.0) ranks fifth in Latin America. The ranking is led by Chile (76.6), followed by Brazil (75.4), Peru (70.5) and Mexico (67.8) (EIU, 2014).

In the 2014 Infrascope, Colombia has been considered a developed country for the first time in terms of PPP (index 60–79.9). The evolution of the country in recent years has been very remarkable, going from a 46.5 index in 2009, to 59.6 in 2012, and finally to 61.0 in 2014. The improvement in the overall and category indexes reflects the current political support to PPPs in Colombia. In concrete terms, this support is reflected in a favourable investment environment and the promotion of PPP projects (EIU, 2014).

According to the Master Plan of Intermodal Transport, until 2035 Colombia will need to make investments totalling $208 billion in the transport sector (Colombian Government, 2015). Investments will be distributed by interventions in the road network ($182 billion), improvements in airports ($16 billion) and rehabilitations in the rail network ($10 billion). Still in the transport sector, an investment of $8.8 billion is projected in several interventions in major river basins, in order to mobilize 5 million passengers and 19 million tons of cargo. The main interventions will be carried out in the basins of the Amazon, Orinoco, Atrato and Magdalena and in the Pacific basin (DNP, 2016a).

To ensure full coverage of the population, in the infrastructures for supply and treatment of water and sanitation and wastewater treatment investments of $29.2 billion and $14.2 billion, respectively, are planned until 2030 (DNP, 2016a). In this area, strong investments in solid waste collection and treatment ($3.3 billion) are also projected.

The approach to international standards will require major investments in the health sector. The projected investment in this sector over the next 20 years reaches $55 billion. The increase in the number of hospital beds (~$30 billion) and the improvement and expansion of the care network (~$8 billion) concentrate most investments.

Concern about the alignment with international standards will also mobilize investments in other social sectors. The projected investments in education to bridge classrooms shortage reach $7.2 billion and the planned investment in prisons to reduce overcrowding is close to $4.6 billion.

The gaps in ICT infrastructure and electricity distribution justify further investments. The projected investment to improve ICT network coverage is around $1,000 million, while the one needed to make electricity coverage universally available reaches $4.3 billion. In other areas, such as housing, correcting the quantitative (~7.0%) and qualitative (~11.5%) deficits will also require large investments in the coming years.




THE LEVERS – THE NEW LEGAL AND INSTITUTIONAL FRAMEWORK

Colombian PPPs should respect the general framework of public investment and national planning, as set out in the national Constitution. The determination of sector priorities for PPP use, according to the investment needs, is the responsibility of the National Council of Economic and Social Policies (CONPES), which is the government’s main advisory body on matters related to the economic and social development of the country.

In Colombia, private participation in infrastructure financing and management was initially regulated in the 1980s. The Decree 222 of 1983 established contract rules for the state and decentralized entities and proclaimed other dispositions, giving the possibility of awarding public works contracts through concession mechanisms.

After the economic opening of the country, the legal framework to facilitate private participation in the provision of infrastructure was strengthened. Nevertheless, until 2012, a specific legislation to regulate PPPs was not enacted. Until the entry into force of that legislation, private participation was governed by the General Statute of the Public Procurement (Law 80 of 1993), the Law of Transportation (Law 105 of 1993) and its subsequent amendments, as well as the Indebtedness Law (Law 185 of 1995).

The inadequacy of this legislation to regulate concessions and PPPs created problems arising from slippages in costs and deadlines and the need to pay public guarantees, resulting in frequent and deep contract renegotiations. Thus, concessions granted under this scheme did not produce the expected results, particularly in the road sector. The first, second and third generations of concession contracts showed significant delays, resulting in disputes, fines imposition and renegotiation processes, with serious impacts in terms of time and costs (Bezerra Chaves, 2014).

Although in Latin America there is a high incidence of concession contracts renegotiations (Guasch, Benítez, Portabales, & Flor, 2014), renegotiations in Colombia have been much more frequent and their consequences rather more serious than in other countries. In an OECD study (Bitrán, Nieto-Parra, & Robledo, 2013), based on a sample of 25 concession contracts for the 1993–2010 period, this Colombian specificity is clearly highlighted. Those contracts were renegotiated in 430 occasions, resulting in an average of 17 renegotiations per contract. On average, renegotiations implied a $267 million value increase and more than 6 years of term extension in each contract. This contrasts significantly with the renegotiations carried out in other countries in the region with consolidated programmes for PPPs/concessions, such as Chile or Peru.

Overall renegotiations in Colombia had a fiscal impact of $5.6 billion and implied an extension in concession terms of over 130 years. The main impact of concession renegotiations in Colombia is evidenced in the huge contingent liabilities derived from state guarantees, particularly related to demand levels and exchange rate, which according to some estimates reached an amount equal to 4% of GDP (Fay & Morrison, 2007). As in other countries, the weaknesses of concession programmes are attributed to the scarce experience of governments, the limited human and financial resources devoted to project preparation and the restrictions imposed by political processes (Guasch, 2004).

For the effective development of private participation in the country and to overcome some of the structural problems in concessions, in 2012, a new legislative instrument was approved. Law 1508 of 2012 (PPP Law), regulated by Decree 1467 of 2012 and Decree 100 of 2013 (PPP Regulations), creates a new legal framework for PPPs and develops a new generation of concessions (Observatorio Legislativo, 2012). Overall, this legislation allows to: (i) improve bidding mechanisms; (ii) introduce payment for availability; (iii) improve financing mechanisms, encouraging equity or quasi-equity strengthening in projects and operations; and (iv) increase the levels of transparency and objectivity.

In addition to the PPP Law and the PPP Regulations, other legislation that complements those legislative instruments is also in place. In certain aspects of the bidding process, the general legislation on public procurement (Law 80 of 1993, Law 1150 of 2007 and Law 1510 of 2013) continues in force. Additionally, there is specific legislation for the sector of transport infrastructure (Law 1608 of 2013) and the sector of water supply and sanitation (Decree 63 of 2015).

Substantively, the main differences between the current and the former legislative framework are the following:


	– The approach is transversal, as it is applied either to productive infrastructure sectors or to social infrastructure sectors.

	– The procurement model (PPP or public procurement) has to be justified.

	– The structuring of the projects in terms of studies, risk analysis and determination of value for money is enhanced.

	– The role and functions of each party are clearly defined and risks are distributed more efficiently.

	– Investors assume greater levels of commitment and have greater demands in terms of financial capacity, namely in terms of equity levels.

	– Payment is associated with the services provided by infrastructures (availability and service level).

	– The state does not realize up-front payments during the construction phase.

	– Contingencies with potential impact on contracts are handled through a mechanism so-called Vigencias Futuras.

	– The funding scheme is not only oriented to traditional investors, including construction companies, but also oriented to institutional and financial investors.

	– Private participants’ enabling conditions are legal capacity, financial capacity and experience in investment and structuring.

	– Unsolicited proposals are covered by a specific regulatory regime.



The current legislation only considered for PPP purposes projects whose value exceeds 6,000 minimum wages (~$1.6 million). PPPs term may not be higher than 30 years, including extensions. A distinctive aspect of Colombian PPP regulations is that PPPs may be of public or private initiative.

Public initiative projects are launched when a public entity considers that certain requirements as for the definition and classification of the project, cost-benefit analysis and estimation and risk allocation are met. After the publication of the documents, the tendering authority shall select a private partner via pre-qualification process, public consultation or public tender. In public initiative PPPs, public resources cannot exceed one-fifth of the value initially agreed for the contract.

Private initiative projects result from unsolicited proposals made by private companies or consortia. These PPPs contribute to the economic development and to identify projects with potential for added value generation and social welfare increase (Espelt, 2015). In the case of private initiative projects, the proponent should assume all project costs. In this embodiment, the process is divided into two stages, a preliminary feasibility stage and a feasibility stage. The first includes basic designs, operation and maintenance models, projections of revenues and costs and funding proposals. If the authorities consider the submitted proposal viable, the project goes to the feasibility stage, in which the proponents have to prove their capacity and technical expertise, as well as demonstrate their ability to finance the project. Based on the information provided, the competent authorities have to authorize or reject the project proposed by the private sector.

One of the critical factors in the recent development of PPPs in Colombia was the creation of capacity in government agencies in terms of projects’ preparation and monitoring (EIU, 2014). From the institutional viewpoint, the Colombian PPP model is much more decentralized than in other countries of the region (World Bank, 2015). One of the central pieces of the Colombian PPP institutional framework is the National Infrastructure Agency (ANI), created by Decree 4165 of 2011, which acts as PPP unit in the transport sector. The ANI is a decentralized state agency, with financial and technical autonomy from the government, although it is ascribed to the Ministry of Transportation (Kjorstad & Sharma, 2012). This agency has the responsibility to plan, coordinate, structure, implement, manage and evaluate concessions and other PPP projects. In order to improve decision-making processes, the ANI works closely with the Ministry of Finance and Public Credit to avoid negative impacts on the fiscal and macroeconomic stability of the country.

Besides the ANI, in the area of transport infrastructure, there are other entities with relevant roles in PPPs. The National Council for Economic and Social Planning (CONPES) is responsible for the overall design of infrastructure policy, for sectoral coordination and for issuing recommendations to tendering agencies. In addition, this Council establishes an annual limit for public funding to PPP projects. In the road sector, the National Institute of Roads (INVIAS) is responsible for implementing policies and projects aimed at developing road infrastructures in the country. Similar to the ANI, the INVIAS is also ascribed to the Ministry of Transportation.

At the supra-sectoral level, the DNP assumes the role of PPP unit, despite in some matters shares responsibility with the Ministry of Finance and Public Credit, which has specific divisions to deal with PPP issues. For example, in the technical, legal and financial structuring of public initiative PPPs, the DNP is responsible for issuing an opinion on the justification for using a PPP scheme, and the ministry for assessing the risk analysis and for approving the contractual and financial clauses.

The DNP is a public agency of government advice covering several areas: (i) PPP policy and capacity building; (ii) PPP promotion; (iii) technical support; (iv) gatekeeping (approval of PPP projects); and (v) PPP procurement. This Department is responsible for planning and overseeing the implementation and operation of PPPs. It has full responsibility in social infrastructure projects and shared responsibility with the ANI in transport infrastructure projects.

Additionally, the DNP has the function of developing the National Development Plan, which is devoted to boosting economic growth in the medium and the long run. In this context, the DNP works with several public institutions to develop strategies and policies that protect and attract investment.

The DNP also regulates and manages the operation of the Single Registry of Public–Private Partnerships (RUAPP), which is a database that includes updated information on the status of proposed or under development PPP projects, both nationally and in other territorial levels. Therefore, entities intending to develop projects through a PPP scheme must register in RUAPP the public or private initiatives under its responsibility. Thus, these entities are responsible for the truthfulness and correctness of the information included in the register.

The Colombian regulatory framework ensures the participation of the Ministry of Finance and Public Credit over the PPP cycle. In fact, before the tender the ministry should analyze the contingent liabilities arising from the PPP project and subsequently evaluate its financial conditions, as well as approve the financial clauses of the corresponding contract. The Ministry of Finance and Public Credit also has a register of PPP contracts.

Regarding risk management, the Colombian institutional framework is probably the most advanced in the region. In this area, Colombia established a contingency fund for public bodies, which ensures the availability of resources to meet the obligations arising from the risks assumed by the state in PPP contracts (Espelt, 2015). The major advantage of this approach is that it gives the projects higher levels of solvency and reduced levels of uncertainty.




QUANTIFICATION AND DISTRIBUTION OF PPP IN COLOMBIA

Up to the development of the current legal and institutional framework for PPPs, private resources for public interest projects in Colombia were mainly channelled through concessions of transport infrastructure, in particular for road projects. The current framework for PPPs broadens that model, linking the private sector to other areas such as health, education, justice or urban renewal.

At the end of 2015, there were 123 active PPP projects in Colombia (in construction or operation phases) (PPP-KL/World Bank, 2016). In late 2013, in the transport sector there were 25 road concessions, 53 port concessions, 2 railway concessions and 7 airport concessions. Since 1990, 150 projects have obtained the necessary funding to run through PPP schemes. In the past 25 years, investment in PPP projects in Colombia amounted to $31,817 million (PPP Knowledge Lab, 2017).

Figure 2 shows the evolution and sectoral distribution of PPP projects in Colombia, in the last 20 years (1996–2015). The graph illustrates the great importance of PPPs in the transport sector. In these two decades, as transport projects have been gaining importance, water supply and sanitation projects have been losing it. PPPs in the energy sector are sporadic, but in several years of the selected period, especially in 1996, had a considerable weight. PPPs in ICT are marginal.
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Figure 2. PPP Projects in Colombia. Source: Author’s own calculations based on data from the World Bank, PPI Project Database.

At the end of the first half of 2016, 459 PPP projects were recorded in RUAPP (DNP, 2016b). Three hundred and fifty-eight are private projects without public funds, 74 are private projects with public funds and 27 are public projects. The average number of private sector projects per year (121) is much higher than in other countries that have adopted similar schemes, such as China (48), South Korea (20), Chile (18) and South Africa (2) (DNP, 2016b).

In the last year (Q3/2015-2Q/2016), 103 new projects were registered, which corresponds to an increase of about 29%. The high number of new projects registered shows the PPP dynamism in the country. Transport projects (road, rail, airport and transport in general) and public parking projects represent 60.3% and 5.7% of total records, respectively. The remaining 34% are projects in the fields of housing, urban renewal, water and sanitation, solid waste, street furniture, public parks, sports equipment, logistics – urban, airport and port – prisons, education, street and road vial control, document management, information systems and television (DNP, 2016b). The high weight of transport projects derives from the legislative development promoted by the government in the field of transport infrastructure in order to increase coverage and improve the country’s competitiveness (Fedesarrollo, 2012).

While there is some geographic concentration, the projects registered in RUAPP are distributed around a large number of departments of the country. Bogota concentrates 30.9% of registered PPP projects (142 projects), followed by Cundinamarca with 15.5% (71 projects). These projects fall within the road, rail and airport sectors and the fields of urban transport, urban renewal, solid waste and public parking. The remaining entries correspond to projects to be developed in the departments of Santander, Boyacá and Antioquia, and the cities of Cartagena, Medellín, Barranquilla and Cali.

The 459 projects registered in RUAPP at the end of the first half of 2016 are associated with 71 entities, 17 more than in the previous year. The increase in the number of promoters is likely related to the greater knowledge of PPP schemes and its legal framework. Entities with more records in RUAPP are the National Infrastructure Agency (ANI), with 137 projects, and the city of Bogota, with 90. The entities following in the ranking are the Institute for Infrastructure and Concessions of Cundinamarca (ICCU), with 34 projects, Transmilenio SA, with 21 projects and INVIAS and the municipality of Medellín, with 16 and 12 projects, respectively.

Since the establishment of the register, 179 PPP projects were rejected. The high rejection rate (39%) is an indication of the rigorous evaluations at the stage of preliminary feasibility (33%) and feasibility (6%). According to the DNP, the main causes of rejection are (DNP, 2014): (i) requirement of excessive public resources – more than 20% of total investment; (ii) lack of correspondence between the project and the development plans in force; (iii) inadequate distribution of risks between the public and the private sectors; (iv) failure to consider the transfer to the public sector; (v) disconnection between payment and availability; and (vi) failure to meet quality and service standards.

Currently, 46.6% of registered projects are in the stage of preliminary feasibility analysis (214 projects), while 11.3% are in the stage of feasibility study (52 projects). Also in this case, the majority of projects correspond to the transport sector, particularly to the road sector (19 projects).

In the last 3 years, more than 30 PPP projects were approved in Colombia. Most of the projects belong to the road sector. Since 2012, the government has been developing an ambitious programme of road renewal and construction, made up of over 40 new concessions, the so-called Vías 4G – The Fourth Generation of Road Concessions. This programme includes the construction and operation of more than 8,000 km of roads, with more than 1,200 km with two lanes, 140 km of tunnels and 150 km of bridges and viaducts.

The Vías 4G programme has a wide territorial coverage, as it includes interventions in 24 of the 32 departments of the country. The ANI estimates that the programme will add 1.5 percentage points to economic growth during the construction phase (6–7 years) and will generate 180,000 direct jobs in that period (ANI, 2014). The programme will also allow to reduce unemployment in the long run by about 1 percentage point.

The DNP estimates that after the full completion of works, journey times will be reduced on average by 30% and operating costs of vehicles by about 20%. The biggest savings will occur in the Medellín-Cali corridor with travel time decreases exceeding 45% and operating costs reductions of about 30% (ANI, 2014).

The first two waves of the programme, integrated by public initiative PPPs, concluded the stages of preparation and award, being most of the projects under construction.3 These two phases, which include a total of 18 projects, mobilized an investment of about $17 billion or almost 35,000 billion Colombian pesos. In the third wave, only a public sector project, with a contract value close to $425 million, has been awarded. The private initiative PPPs framed in the Vías 4G programme were awarded during 2015 (except the IP Buga – Buenaventura). The overall value of these contracts amounted to $7.1 billion or 20,300 billion Colombian pesos. Table 1 presents the projects of the Vías 4G programme in each of its waves, as well as the private projects mobilized by it.

Table 1. 4G Road Programme, Awarded Projects.
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PPPs in the airport sector are in a less dynamic stage. At the end of 2014, the 20-year PPP corresponding to the Ernersto Cotizol Airport, with a contract value of $138 million, was awarded. Currently, the PPPs for the Matecaña International Airport and the International Airport El Edén de Armenia y Benito Salas Vargas de Neiva are in the bidding stage.

In the field of massive transportation, the 25-year PPP of the North Access to Bogota was awarded for $137.4 million in mid-2016. There are several projects in the structuring phase, namely the Transmilenio Avenida Calle 63 y Avenida 127, the SETP of Sincelejo and the Cundinamarca Suburban Railway. The overall amount for these three PPP is around $950 million.

Still in the transport sector, a PPP to ensure navigability of the Magdalena River in the Puerto Salgar/La Dorada – Bocas de Ceniza stretch was awarded in 2014. This 10-year PPP was awarded for $1,085 million. The beginning of construction works is planned for the first quarter of 2017.

In the education sector, there is a PPP under approval for the construction, equipping, operation, maintenance and provision of non-educational services in 96 schools, located in the departments of Barranquilla, Cartagena, Medellín, Antioquia, Soacha and Ibagué. The estimated value of this 20-year PPP is $270 million.

In the health sector, there are two PPPs in the structuring stage for the construction of six hospitals. One of the PPP corresponds to the ESE Departmental Hospital Juan Domínguez Romero and the other to five hospitals in Bogota – Materno Infantil, Simón Bolivar, Santa Clara, Bosa-San Bernardino and Usme. The estimated overall value of these PPP contracts exceeds $490 million.

In the area of justice, there are several projects in the structuring stage. These PPP schemes are devoted to build 50 decentralized courts (Casas de Justicia) and prisons in the cities of Barrancabermeja, Popayán and Uramita. The estimated value of the PPP contracts exceeds $365 million.

In the water and sanitation sector, the PPP projects, still in the structuring phase, are intended to improve water supply (Aqueduct of Santa Marta) and enhance treatment capacity (Residual Water Treatment Plant of Canoas). The estimated value of PPP contracts in this sector exceeds $1.600 million.

Several PPPs are currently projected in the area of public buildings and urban renewal. The renovation, operation and maintenance of the Covered Stadium El Campín in Bogota and the construction of the ET-CAN Office Building in Bogota were already awarded. The estimated value of both contracts is of about $130 million. In this field, there are other projects in the structuring phase, such as a City of Justice or an Office Complex to host the Central Services of Registers and Notaries of the country.

The development of PPPs in the cultural sector is also projected, for the construction of several museums, and in the environmental area, for the development of ecotourism in the National Natural Parks System. The amounts involved in these PPPs are relatively modest.






Conclusions and Lessons

The lack of infrastructure, the macroeconomic stability, the improvement of the institutional setting and the availability of capital are the sources of the renewed momentum of PPPs in Latin America. In addition to the countries where the model has been lavishly used in the last 25 years, others, such as Peru and Colombia, are following an aggressive strategy to expand these private participation schemes.

From the 2010 political change and, above all, from the legislative changes of 2012, Colombia has strengthened its focus on PPPs to reduce its infrastructure shortage. The legislative battery approved, along with the institutional developments accomplished, created a conducive environment for the launch of PPPs in various sectors. At this stage, most projects are concentrated in the transport sector, especially in the road sector within the Vías 4G programme. Still in the transport sector, there are initiatives in the airport and railway sectors and in the inland waterway and rail transport, although the investment amounts are much more modest.

Despite progresses in recent years, the consolidation of the PPP model in Colombia requires greater sector diversification and the adoption of more sophisticated schemes, particularly in the provision of services. In addition to greater operational capacity, future investments need the fulfilment of a number of political, institutional and financial conditions.

Politically, it is necessary to renew the consensus on the opportunity of providing infrastructure and services through PPPs. At the institutional level, regulation and supervision capacities should be enhanced to ensure the correct selection of projects and their implementation and monitoring. In the current institutional setting, there are some gaps that need to be quickly fixed. For example, there are no supervision institutions that act as counterweight to the PPP unit.

As far as financing is concerned, Colombian government should create incentives for investment funds to take a more active role in PPP financing. Investment funds reserves in Colombia are higher than in the majority of Latin American countries, but investments in infrastructure have low weight in funds’ portfolios.

As a summary, the main lessons that can be drawn from the Colombian PPP framework and PPP expansion in the country are the following:


	– There must be widespread political agreement on the opportunity of the PPP model and a clear political will to implement it.

	– A legislative framework should be developed to promote PPP schemes and provide legal certainty to the parties involved.

	– There must be an active policy for attracting capital to finance PPP projects development.



The success of promoting investment though PPPs in Colombia may, however, be called into question by:


	– The slowness in project appraisal by the competent authorities, particularly in the case of unsolicited proposals

	– The lack of oversight entities for supervising the PPP unit

	– The difficulties to generalize the investment via PPP and use it in infrastructure sectors other than road

	– The obstacles to finance some PPP projects due to their low profitability or the lack of public guarantees.
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1For simplification, Latin American, though they are the economies of Latin America and the Caribbean (LAC).

2In Mexico, the problems of the Concession Programme of National Highways created a great distrust in the model. However, in recent years there has been a considerable expansion of PPP projects in the country.

3The information in the following paragraphs is based on DNP (2016a).
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Towards Rethinking Public–Private Partnership Implementation: Insights from the Nigerian Context
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ABSTRACT

Public–Private Partnerships (PPPs) continue to gain increased attention from the Nigerian government. However, since PPP adoption in the country not all have attained expected outcomes. The purpose of this chapter is to explore PPP implementation practices and implications on contractual expectations of partner organizations. A qualitative approach using data collected from 23 semi-structured interviews with key stakeholders involved in a Road Partnership and in a Transport Partnership in Nigeria was employed. Documentary evidence was also collected. The institutional nature of the PPP environment; bureaucratic practices in government institutions; disruptive actions of external actors and ineffective mitigation of project risks were main challenges faced in the implementation of the Road and Transport Partnerships. This study is based on the opinions and experiences of key stakeholders on PPP implementation practices in Nigeria, and this is most appropriate to elicit data richness. Partner organizations involved in infrastructure PPPs have the obligation to ensure that they are effectively implemented. If partnerships are poorly implemented, there is no reason to expect that the partnership objectives will be achieved, and this is likely to have a negative impact on the collaborative nature of partnership working in fulfilling the contractual obligations. This study is imperative to provide an understanding of challenges inherent in achieving partnership implementation goals in a developing economy. Findings will inform practices within the PPP policy area in the Nigerian context.
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Introduction

The implementation of Public–Private Partnerships (PPPs) is often considered to be country and context specific. As argued by Bovaird (2004) and Bloomfield (2006), two main macro-economic drivers are at the centre of PPP implementation in most countries. The first of these macro-economic drivers are the budgetary challenges of some countries that necessitate the mobilization of private funding for investment in public services. Second, there is a growing importance to transfer the efficiencies of the private sector and effectiveness into the provision of public services, by gaining access to the specialized capabilities of private sector innovative approaches. These two macro-economic drivers are encouraged usually by national legislation (Bovaird, 2004). In countries such as Germany and Austria, the principal drivers of PPPs had mainly been due to macro-economic budget factors that addressed the gap between the requirements for public expenditure and potential revenues, while in the United Kingdom; it included also improving public expenditure efficiency (Scherrer & McQuaid, 2010). Furthermore, the unique characteristics of both public and the private sector organizations afford them the advantages in particular aspects of infrastructure development and delivery of services (Babatunde, Opawole, & Akinsiku, 2012).

Nigeria is a fast-developing market in terms of PPP development. With recent experiences of PPP implementation mainly in the form of design, finance, build, operate and transfer (DFBOT), the Nigerian government is paying increase attention in employing PPPs to facilitate infrastructure development and deeper reforms in local regeneration. Bovaird (2004) argues that the concept and practice of PPPs are strongly contested, but have generally been defined as working arrangements established on mutual commitment between public sector organizations that is over and above that implied in any contract agreement with organizations outside the public sector. Despite PPPs becoming increasingly implemented around the world, considerable research has been conducted that indicate that the implementation experiences of partnerships in various national contexts have been mixed, with some partnerships able to attain set objectives, within time and budget, while others have failed to meet partnership expectations due to cost-over runs or due to challenges from inefficient tendering and bidding procedures (Liu et al., 2016; McQuaid & Scherrer, 2010). In the light of this varying PPP implementation experiences, the main objective of this chapter is to explore if PPP implementation practices in the context of a developing economy, Nigeria meet the contractual expectations of partner organizations.

The chapter presents an avenue to explore and understand what issues need to be considered in implementing infrastructure PPPs and the implications on partnership working in Nigeria. Data was collected using a qualitative approach based on semi-structured interviews with key project stakeholders involved in two infrastructure PPPs and also through documentary analysis. The chapter begins with background coverage of the relevant research literature that discusses PPPs as a policy instrument and the specific institutional features that characterize PPPs in the Nigerian context. The following section details the methodology, data collection methods, the method of analysis and gives a description of the partnerships. The findings are then presented and discussed. The chapter finishes with conclusions and area for expansion of the study.




Background Literature


PUBLIC–PRIVATE PARTNERSHIP STATUS AND PRACTICE

According to the reports by PricewaterhouseCoopers (2013) and Public Works Financing (2011), a total value in fees and invested capital of US$774 billion were invested in 1,970 PPP projects worldwide between 1985 and 2011. The majority of these PPP projects are extensively implemented in various sectors that comprise transportation, health care, education, infrastructure and local regeneration in countries such as the United Kingdom, Canada, the United States and Australia (de Bettignies & Ross, 2009; Kwak, Chih, & Ibbs, 2009; Okwilagwe & Apostolakis, 2016). The cost of maintaining and expanding existing infrastructure in developing countries has been estimated at about US$600 billion; this figure represents 7% of developing countries GDP (Idris, Kura, & Bashir, 2013; Kateja, 2012).

With emphasis placed on PPPs and the benefits to be reaped through access to alternative sources of capital, access to expertise and innovation, growth in the development of infrastructure, risk-sharing, efficient management of services and improvement in services delivery (Babatunde et al., 2012; Loosemore & Cheng, 2015), it is significant that empirical literature on PPP implementation has continued to be evident from emerging and developing countries such as South Africa, India, Brazil, China, Turkey, The Philippines, Ghana and Nigeria (Babatunde, Perera, Udeaja, & Zhou, 2013; Okwilagwe & Apostolakis, 2016; Sanni & Hashim, 2014; Wanke & Barros, 2015). Despite this worldwide uptake, Hodge and Greves (2007) argue that this optimism for PPPs is often a colourful way to disguise the true nature of operations in partnerships.

In line with this, Bovaird’s (2004) criticism of partnerships indicates that they have not been marriages based on love neither have they been based on respect for the complementary strengths and capabilities each partner brings to the collaboration, but rather they are marriages for financial gratification. It is also acknowledged that the in-house skills required to manage these partnerships are often lacking (Devkar, Mahalingham, & Kalidini, 2013; Loosemore & Cheng, 2015). This suggests that partnerships are prone to unfavourable conditions resulting from opportunistic behaviour from partner organizations and inadequate allocation of risks in the partnership working. Kwak et al. (2009) criticized PPPs based on the high costs involved in tendering which limits the competition for PPP projects; complexities in the negotiation processes; and public opposition that are causes of delay in the implementation of PPP arrangements. This brings about the debate on if PPPs achieve expected benefits in terms of significant infrastructure development and efficient service delivery. It could be argued that this will depend on the ability of national and local authorities to engage in the capacity for effective partnerships between public and private sector organizations.




PUBLIC–PRIVATE PARTNERSHIPS IN NIGERIA: SETTING THE SCENE

In certain developing countries, institutional and economic reforms have been initiated to improve, strengthen and supplement the existing infrastructure facilities as a means to promote economic growth within these countries (Sanni & Hashim, 2014; Wanke & Barros, 2015). Within the context of Nigeria, adequate funding towards physical and social infrastructure development has been for decades a major challenge in Nigeria. Consequently, the Nigeria government has been faced with demand from citizens to increase the provision of public infrastructure and social services. Nigeria began witnessing a decline in its capacity for expenditure on social and infrastructure provision way back in the early 1980s after the collapse of the global oil markets which brought about a steep reduction in the country’s oil revenue (Iloh & Muktar, 2013). Various economic reforms were introduced to cope with the budgetary shortfall, one of such reforms was the Structural Adjustment Programme (SAP) introduced in 1986, which was characterized with economic adjustments to generate export surplus to pay debts and to restructure the country’s economy.

The mismanagement of the country’s resources has also impeded Nigeria’s economic growth and development such that the infrastructure challenge in Nigeria is considered huge, a 2011 country report by the Africa Infrastructure Country Diagnostic (AICD), suggested that in addressing Nigeria’s infrastructure challenges a sustained expenditure of around US$14.2 billion per year (about 12% of GDP) is required over the next decade, of which about US$10.5 billion is needed for federal infrastructure alone. In 2011, US$5.9 billion per year was being spent on federal infrastructure, equivalent to about 5% of the country’s GDP. In comparison, China has a developing country in the mid-2000s spent about 15% of GDP on infrastructure development (Foster & Pushak, 2011).

Drawing on the practices and experiences of other developing, as well as developed countries, the Nigerian government began to open its infrastructure markets to accommodate the private sector in the provision of key infrastructure and service delivery such as roads, power, telecommunications, waste management and water. The establishment of a well-structured and managed regulatory framework has been emphasized as a prerequisite for increased willingness and commitment of the private sector and the potential for the partnership to operate efficiently (Kwak et al., 2009). In recent years, economic and institutional reforms have been introduced and are argued to be in line with the country’s long-term plans to boost economic and social activities in the country and to enhance the living standard of citizens (Thomas & Brycz, 2014).




PUBLIC–PRIVATE PARTNERSHIP REGULATORY FRAMEWORK IN NIGERIA

Private sector confidence to participate in PPPs depends greatly on the environment in which they operate. In this regard, for successful implementation of PPPs, governments need to create an attractive and favourable investment environment characterized by stable social, legal, economic and financial conditions (Kwak et al., 2009). The Nigerian government has made some considerable efforts in establishing mechanisms and frameworks for addressing current challenges facing PPP practice in the country, by way of establishing the ICRC Act in 2005 and the subsequent creation of the Infrastructure Concession Regulatory Commission (ICRC, 2009; Okwilagwe & Apostolakis, 2016). The National Policy on PPPs was also enacted in the year 2009 and the formulation of PPP Regulations in the year 2011 (Mudi, Lowe, & Manase, 2015; Ozohu-Suleiman & Oladimeji, 2015).

The ICRC has full authorization in developing the appropriate legislation and procedures for PPP projects and this applies to investment and development projects relating to any infrastructure partnerships that federal government ministries, agencies, corporations or bodies undertake (African Development Fund (ADF), 2010; ICRC, 2009). As indicated in the ICRC PPP Manual for Nigeria, the success or failure of PPPs can be traced back to the initial design of PPP policies, legislation, guidelines and other forms of institutional frameworks (ICRC, 2012). This suggests that within a favourable institutional environment, adequate investments through the deployment of PPPs could enable Nigeria promote the infrastructure development and service delivery much needed in the country. PPPs have thus become a policy response to a wide range of social and economic issues particularly at federal and state levels.

Related regulatory and legislative framework to support PPP projects in Nigeria include (Nwangwu, 2012; Soyeju, 2013) The Public Enterprises (Privatization and Commercialization) Act 1999 (Privatization Act) – this Act provides the legal framework for the privatization and commercialization of several government assets in Nigeria. The National Council of Privatization (NCP) was established with the responsibility to set and administer the federal government’s policies on privatization and the Bureau of Public Enterprises (BPE) was also established as the head office of the NCP, as well as to carry out the day-to-day operations of privatization. The Tafawa Balewa trade fair complex and the National Theatre were concessions approved under this law. The Public Procurement Act 2007 – this Act is applied to the procurement of goods and services that receive at least 35% of the funds appropriated from the Nigeria’s Consolidated Revenue Fund. The Act does not however apply to procurements carried out by state governments in the country, only those by the federal government.

The Debt Management Office Act 2003 – the Debt Management Office was established under the law for the efficient management of external and domestic debt and to set guidelines for managing risk and currency exposure in terms of all loans obtained. The Fiscal Responsibility Act 2007 – this Act promotes greater accountability and transparency in the prudent management of Nigeria’s resources. The National Planning Commission Act 2007 – the Act provides a legal framework for all projects designed, coordinated and monitored in respect of the country’s infrastructure Master Plan. This means that all infrastructure projects taken up by the ICRC need to be part of the Master Plan.

The process of establishing PPPs in Nigeria is thus usually associated with collaborating with different affiliated government agencies at various stages of a partnership life cycle. At state levels, an approach that has been employed to address the capacity gap for implementing infrastructure projects and dealing with multiple government institutions is the establishment of specific PPP dedicated agencies. These are established to assist in identifying PPP opportunities, carry out feasibility studies, to obtain approvals and to coordinate the different stakeholders associated with the partnerships. This is particularly the case in Lagos, Oyo, Rivers and Cross River States. It is argued that having a decentralized approach to PPP policy increases the efforts and accountability of government institutions as they would have more focused set of objectives (McQuaid, 2000).






Methodology

Against the backdrop of the literature review, the primary objective of the chapter is to gain an understanding of PPP implementation practices in Nigeria and if these meet the contractual expectations of partner organizations. Data was collected from 23 key stakeholders from the public and private sector organizations who were involved in the negotiation and implementation stages of a Road Partnership and a Transport Partnership. The semi-structured interviews followed a flexible thematic guide (Yin, 2009) and the length of the interviews varied between 40 and 125 minutes. The interviews were recorded, transcribed and the data was coded inductively using a thematic analysis approach (Braun & Clarke, 2006) with assistance of the NVivo software. The semi-structured interviews included questions oriented to gaining in-depth opinions of participants regarding the adequacy of regulatory and legal frameworks for PPPs in Nigeria; the current level of community participation encouraged in the partnerships; and what the experienced challenges and drivers in the partnerships had been. Data was also collected through primary documentary analysis of specific contract documents and secondary documentary analysis of government policy frameworks and reports, private sector reports, journal articles and newspapers. This process enabled the identification of set milestones, partnership activities, main outcomes achieved at the end of the partnership process as well as challenges faced.


PUBLIC–PRIVATE PARTNERSHIP DESCRIPTION


Research Context

The geographical location of the Road Partnership and Transport Partnership is Lagos State, a South-western state in Nigeria. The state is considered the forerunner in implementing PPP policy in various core and social infrastructure projects at state level in Nigeria. These two partnerships for empirical study are the first huge infrastructure projects established based on PPP models in the state. Furthermore, Lagos State has benefited from various economic reforms which are often cited the most competent and effective at state level (Mobereola, 2006). Historically, the state has been termed one of the largest cities in Africa with a projected population of about 10 million in 2011 that is growing by a projected base of 3% annual growth rate (National Bureau of Statistics, 2012). It is the economic base of Nigeria with over 65% of all business activities and is a favourable location for trade, tourism and industry (Mobereola, 2006; Smith, 2013).




Partnership 1: Road Partnership

The Road Partnership was established due to the population growth in Lagos State, to tackle daily traffic congestion and security concerns, among road users (Office of Public–Private Partnership [OPPP], 2014). The existing road had long been due for a major upgrade for it had been built in the 1980s and had exceeded its technical design life span of 25 years. Toll roads tend to be funded through private capital, and transport concessions offer the opportunity to transfer traffic, operational and financial risk to the private sector and the cost of risk transfer borne by the road users (Chung, Hensher, & Rose, 2010). The project utilized the design, finance, build, operate and transfer (DFBOT) PPP model to construct and maintain the road. The 30-year concession agreement was signed in 2006 and a special purpose vehicle (SPV) was established consisting of the project sponsor and a consortium of both local and international investors, alongside the state government and a consortium of local and international funding institutions (OPPP, 2014). The construction of the six lanes toll road (three lanes in opposite directions) was scheduled for completion between January 2007 and March 2012 (BrockleBank, 2014).




Partnership 2: Transport Partnership

The Transport Partnership was initiated by a dedicated Transport Authority affiliated with Lagos State government. The partnership was proposed with the support of the World Bank as an initial pilot scheme to regulate transportation within the state; to alleviate the problems with high demand for transport services by increasing accessibility; and to ensure the reduction in social exclusion. Transport systems are increasingly been promoted as ways of addressing protracted and escalating traffic congestion in developing countries and for quality public transport provision (Rizzo, 2014). Years of inefficient and ineffective public transport management had given rise to traffic congestion, deterioration of the existing roads, a rise in the levels of road accidents and increasing rates of atmospheric pollution in the state. The Transport Partnership was championed by the leadership of the state government, the management of the Transport Authority and the World Bank to address the unbalanced supply and demand of transport services across the state; to organize, regulate and control the transport sector; and to protect the public from the incessant increase in the cost of transport fares (World Bank, 2012) (Table 1).

Table 1. Chronological Description of the Partnerships.




	Partnership Details

	Name of the Partnership




	Road Partnership

	Transport Partnership






	Partnership objective

	To draw private funds to expand and upgrade 49.4 km of an existing road. To construct a further 20 km coastal road

	Alleviating the problems of high demand for transport services and the reduction in traffic congestion within the state




	Year of award

	October 2008

	March 2008




	Type of Public–Private Partnership

	Design, Finance, Build, Operate and Transfer (DFBOT)

	Operate and Maintain (O&M)




	Concession/Partnership period

	30 years

	5 years




	Partners

	State Government, project sponsor and a consortium of banks

	State Government, World Bank and two private sector transport operators




	Sector

	Road

	Road, Transport




	Type of work

	Expansion and upgrade of 49.36 km of expressway from a four-lane dual carriageway to six lanes, the construction of 20 km of coastal road.

	Construction of 22 km of road and 3.3 m wide lane; segregated bus ways, 28 bus shelters and lay bys at 26 stops.




	Provision of facilities (street lights, road signs, pedestrian bridges and drainages)

	The construction of three bus terminals and bus depots; provision and maintenance of road infrastructure, traffic signs, road markings as well as other traffic management measures




	Project cost

	Estimated amount of 50 billion naira

	4.5 billion naira for the construction of bus lanes and 1 billion naira for acquisition of buses






Notes: Created by the Author (2017).

Office of Public–Private Partnership (2014); World Bank (2012).

The following sections discuss the findings from the data collected and from the analytical process presented above, using the Road Partnership and Transport Partnership as the basis of empirical findings, but first general findings with regards to the implication of the Nigerian institutional environment on PPP implementation are presented.








Findings and Discussions

The main objective of this chapter was to explore PPP implementation practices and implications on contractual expectations of partner organizations. Extant literature on the Nigerian infrastructure development indicate that the high cost of executing public utilities through traditional procurement, mismanagement practices of existing infrastructure and incessant corruption – whereby funds made available or revenues generated are embezzled by public officials had led to abandoned, uncompleted and substandard infrastructure (Idris et al., 2013; Olaseni & Alade, 2012). Consequently, the adoption and implementation of PPPs by the Nigerian government since 2001 is mainly due to three conditions; first, budgetary constraints for the provision of infrastructure and public services which need to be available and delivered efficiently to the citizenry, i.e., an expenditure of around US$14.2 billion per year (about 12% of the country’s GDP) is required over 10 years to address infrastructure needs (Foster & Pushak, 2011); second, to take full advantage of private sector expertise in the development and management of infrastructure projects, for instance, the restructuring of the transport sector in Lagos State was to a great extent dependent on the expertise and investment of private sector infrastructure organizations and funding institutions; and thirdly, a means of improving the existing inefficiencies in public sector practice that is heavily laden by excessive bureaucracy in government institutions and self-interests of some government officials.


BUREAUCRATIC PROCESSES IN GOVERNMENT INSTITUTIONS

According to a procurement officer (private sector organization), previous opportunities had been missed to partner with the private sector in trying to resolve transport problems in Lagos State. Partnership arrangements were considered by participants interviewed to be hindered by bureaucratic issues, consistent delays in project execution that led to high costs, inconsistent flow of funds, ineffective project management practices and in some cases project abandonment. This perception of private infrastructure development organizations is attributed to the existence of a number of transport agencies in the state involved in executing contractual arrangements thus leading to bureaucratic issues and poor institutional arrangements being made. As reported in Mobereola (2006), there are 7 agencies with transport responsibilities at the state level and 22 agencies at the local level within the state.

The tangled web of various organizations involved in the decision-making processes that go into the feasibility studies; the planning, negotiation and the signing-off on all necessary documents in the case of traditional contracts, often led to delays at the implementation stages. In essence, previous collaboration efforts led to lengthy bureaucratic processes in trying to obtain certain approvals from the different government institutions before moving on to the next stage of a partnership’s operations. Such bureaucracy is indicated to arise from various procurement and procedures set up by affiliated government institutions (Nwangwu, 2012; Soyeju, 2013). This lengthy process has been indicated to be a put off to private investment and infrastructure development organizations, and the lesser likelihood of the contract arrangements to commence based on trust and transparency.




CONCERNS OVER UNFAVOURABLE PPP REGULATORY ENVIRONMENT

There was scepticism expressed by some participants about the value and the effectiveness of the PPP policy and the value it offered over traditional procurement. Tang, Shen, and Cheng (2010) and Bazzoli et al. (1997) stated that the political, legal and economic environments in which partnerships are formed needs to be adequately understood, as the partnership models need to be carefully selected to adapt to local context situations.

The ICRC Act which was drawn from the PPP policy as the primary legislation that enables public sector institutions at the federal level to enter PPP agreements or to grant concession agreement to a private sector partner does not give ICRC the mandate to enforce regulatory proceedings on partner organizations should judicial issues arise (Nwangwu, 2012; Soyeju, 2013). Furthermore, some state governments in Nigeria that are actively implementing PPPs for infrastructure development and service delivery have passed state PPP laws and also established PPP offices. These states with established PPP laws have the mandate to approve PPP negotiations and implementation at the state level without seeking prior approval from ICRC. This practice causes uncertainty for private investment and development organizations, especially, as it concerns issues with uniformity in the regulatory environment of PPPs in the country.

In Nigeria, government officials can only hold political offices for 4 years at a time and only returning to office if re-elected. The premise of infrastructure development in the states they govern is often an indication that the interest of the citizenry is at the heart of government officials. A deputy general manager (public sector organization) stated that usually there is reservation from government officials for infrastructure development contracts that would take more than 4 years from start to finish. PPPs projects tend to be longer than 4 years and even up to 30 or more years. On the other hand, when new government officials come into office they do so with new agendas and priorities for their tenures, with partial or limited agenda to continue previously on-going projects. A direct consequence of this is that in the states where long-termed partnerships are being implemented, the sustainability of such partnerships and projects are not always assured. In certain situations, the partnerships either gets terminated or abandoned. In few cases, the new government would usually choose to renegotiate the terms of the existing contractual agreement of the partnerships, but the downside of this is that partnerships still have to be meaningful for the individual partner organizations involved for them to implement the new terms of contract.




ROAD PARTNERSHIP: INEFFECTIVE RISK IDENTIFICATION, ALLOCATION AND MITIGATION

As partners try to learn and adjust to each other at the formation stage, they need to be able to form modest expectations about desired outcomes, the more modest the desired outcomes expected and the lower the level of risk, the greater the chance that expectations will be met when contractual terms are implemented (Das & Teng, 1998; Huxham & Vangen, 2005).

During the contractual stage of the Road Partnership, the potential lenders requested further documentation to provide confirmation that adequate feasibility studies had been conducted. Such documentation as pointed out by a project leader (public sector organization) included ‘Proof of Concept’ that indicated timely delivery of the road project and the tariff which would serve as the source of debt repayment. These concerns were raised especially in the light of past PPP failures such as the Murtala Muhammed Domestic Airport Terminal II (MMA II) concession which had to be suspended on various occasions because of political interference and the Lagos-Ibadan Expressway partnership which was terminated and then contracted out through traditional procurement (Okwilagwe & Apostolakis, 2016; Oluwasanmi & Ogidi, 2014). According to a report by CEPA (2015, p. 28) in the Road Partnership, ‘the negotiations between the concessionaire and the government around the project had to take place on an ad hoc basis’. This was due to the perceived high level of risk resulting from the economic and political environment in Nigeria and at the time of partnership formation there were no appropriate PPP legal and regulatory framework in place in Lagos State.

The effectiveness of the partnership implementation operations was also inundated with challenges caused by the over-optimism of the willingness and affordability of the local residents and other commuters to pay toll fares. It was a general consensus of participants that communication with local residents was not properly managed, hence the unwillingness to pay the toll fares. A director from one of the reform institutions (public sector organization) emphasized that this placed a major challenge for the partner organizations, as citizens perceived the road to be a public good which needed to be provided by the government and felt exploited being asked to pay toll fares. Civil protests resulted from the decision to set toll-fees and the unwillingness to pay the toll fares by the populace. The aftermath of the protests led to contract renegotiations and because the Lagos State government was committed to the success of the partnership, the toll fares at the second toll gate was covered through a partial risk guarantee by way of shadow tolling payments by the government.

Court litigations resulting from ‘Right of Way’ also led to extended periods of delays in construction; this was because compensation to land owners had not being initiated on time. As explained by a transaction adviser (private sector organization), there was the need to redesign the architectural plans to fit the challenges met with the geographical terrain where the road was to be constructed; this was despite the initial geographical surveys undertaken. The combination of these delays led to the eventual debt default resulting in the lenders calling on the federal government partial guarantee. These series of events were contributory factors to issues of cash flow for the project operations and the inability to recover the costs of the investment at the appropriate time, leading to more delays experienced in the partnership operations. According to a report by OPPP (2014), there were concerns that the constraints in cash flow had been kept constant for 5 years in the midst of the Naira devaluation and inflation, despite the concession agreement that allows the project sponsor to index tariffs to inflation every 3 months. This cash flow constraint had also led to the delay in construction of the third phase of the toll road.

The eventual termination of the 30-year concession agreement of the Road Partnership in its 6th year had been a concomitant of various strategic oversights. Despite best efforts from both partner organizations, challenges continued to tamper with the effective implementation of agreed decisions and this led to the termination of the partnership and the buying back of the shares of the SPV by the Lagos State government. After consultation with key stakeholders, the SPV, the funding institutions and the Lagos State House of Assembly, the state government reached the decision to enter a settlement option with the SPV and to gain control in the determination of the toll fares and its affordability for road users. The decision to buy back the concession rights is linked to the inability of the SPV to meet its debt obligations because of inadequate cash flow generation, the fluctuations in exchange rates on international loans, as well as increase in interest rates from local banks. A settlement option of 15 billion Naira was negotiated with the shareholders of the SPV and was paid out in November 2013 (OPPP, 2014).




TRANSPORT PARTNERSHIP: SURVIVAL OF PARTNERSHIP AND DELIVERY OF PARTNERSHIP GOALS

In a bid to promote private sector investments needed in the formation of PPPs, dedicated organizations that promote PPPs in Nigeria have been established at the federal level and within certain states. Such a dedicated organization in Lagos State is the Transport Authority tasked with reforming the state’s public transport sector. It is primarily responsible for the creation of integrated public transport systems and the creation of the transportation Master plan for Lagos State. The Transport Authority passed an enabling law for PPPs within the state in 2007. A deputy director (public sector organization) interviewed acknowledged that the law grants power to the Transport Authority to enter partnerships with private bus operators. It also clearly states the role of the organization in the state’s public transportation reforms in relation to other affiliated institutions within the transportation sector. In other words, no partnership arrangements in transportation can be implemented without the Transport Authority’s involvement. Countries that establish dedicated organizations for PPP policy have been suggested, to indicate an apparent top-down drive for PPPs and a need for clearer separation of policy support from the preservation responsibilities for public funds (Hodge & Greve, 2007).

The findings indicated that the survival or termination of partnerships was determined if the partnership implementation led to the achievement of the desired outcomes in line with the contractual agreement and ‘Memorandum of Agreement’ (MoU) set up at the formation stages. This was the case with the Transport Partnership. It was further explained by a legal adviser (public sector organization) that in implementing the agreed actions of the Transport Partnership, the activities of the partnership were monitored by a project monitoring team on behalf of the Transport Authority. An infrastructure specialist (private sector organization) stated that the monitoring team looked at the milestones set for each year to determine if the operations were well under way and on time, specifically, in meeting the terms of set milestones. In addition, they considered the quality of service and then made their report at periodic meetings. The meetings took place monthly or bi-monthly with all stakeholders involved to discuss key issues or challenges which needed addressing. Successful delivery of desired outcomes results from the ability of a partnership to deliver its goals; a partnership must progress in any environment, turbulent or otherwise and to reposition assets, competencies and resources to address changing needs and priorities (Hudson & Hardy, 2002).

The World Bank being a co-sponsor, working alongside the Lagos State government on the Transport project, also embarked on monitoring procedures called ‘Missions’. The team from the World Bank consisted of financial, engineering, procurement and environmental experts who worked with the Transport Authority to determine what had been achieved at each stage. They reviewed the reports and embarked on physical inspection of the project sites, after which meetings were held to discuss how to mitigate against challenges faced. The effectiveness, perhaps eventual success of the partnership working can be inferred to come from the partnership’s strict adherence to the terms of the ‘MoU’ and the setting up of these monitoring teams from the onset which helped move the partnership along.

The Transport system was successfully completed in 15 months and was launched in March 2008 and to some extent the partnership had been able to achieve some of the objectives set out in the partnership. About 220 Ashok Leyland (11.7 m high floor buses) ply dedicated routes between 6 a.m. and 10 p.m. daily with a workforce of about 900 bus officers and 57 inspectors. The operation of the bus service is guided by a set of regulations and this restricts them to the dedicated service lanes to reduce travel time and make them faster than conventional buses, especially during traffic congestion. The buses carry an average of 180,000 passengers per day and about 800 passengers per bus daily. Traffic congestion is indicated to have reduced from 78 to 50 minutes on certain routes (World Bank, 2015). Overall, in terms of the operation of the bus transportation services, passengers get a reduction of 30% in average fares, 40% in journey time and 35% in average waiting time (World Bank, 2015).






Managerial Implication

The findings of this study provide valuable information for both practitioners and academics. The Road and Transport Partnerships are investigated from the context of a developing economy, Nigeria. Despite the urgency for infrastructure and public services to be made available and delivered efficiently to the citizenry, the context of the institutional environment within the Nigerian context has been indicated to have challenged the implementation of PPPs. The challenges posed by the institutional nature in the context of Nigeria complicates the tasks of promoting meaningful transparency in contractual arrangements; the fair allocation and appropriate mitigation of project risks and the partnership guidance towards meeting set implementation targets. To address the challenging Nigerian PPP policy area, it becomes imperative to recognize that PPPs in Nigeria are still young policy vehicles for infrastructure development and service delivery.

Adequate attention needs to be paid to the Nigerian PPP market; this is because the wider PPP policy context in the long run determines the Nigerian government’s will and capacity to intervene; more specifically, in steering partnerships towards fairness and in terms of downwards accountability to the populace. Consequently, there is the need for accountable and transparent mechanisms that should be promoted as government institutions enter into partnership arrangements with the private sector. Government ministries, departments and agencies unwilling to make such commitments or not having clear and responsive governance structures are not likely to attain sustainable partnership arrangements. In order words, strong competent and committed dedicated PPP organizations are required to monitor and enforce the legality of partnership contracts. This places emphasis in accordance with the ICRC Act for the ICRC to be further empowered as the accountable organization that evaluates the performance of partnership activities across all governance levels in the country.

According to Bloomfield (2006, p. 409), ‘governments that hope to garner the theoretical benefits of long-term contracts with the private sector will continue to confront daunting management and governance challenges’. Therefore, new accountable and transparent structures are needed in place as effective mechanisms for informing, ensuring commitment and engaging the public and private sector organizations. All decisions made in going into PPP arrangements, therefore need to be sound and be effectively implemented over the concession periods in order to meet the expectations of partner organizations. The advice for governments to be more trusting in their dealings with the private sector or the suggestions to eliminate bureaucracy in partnership arrangements, will not on their own effectively help to mitigate against challenges faced, instead appropriate information systems to evaluate and monitor implementation of partnership contracts and performance needs to be developed. The impact of such information systems is to effectively coordinate activities across partner organizations. Measures however must be taken to ensure that the development and maintenance of these information systems do not distract from the implementation of partnership activities as it requires time and effort to successfully put them in place (Bazzoli et al., 1997). This would also provide a foundation for evidence of the value of the partnerships to partner organizations as well as to investors, the populace and other external groups.




Conclusion

Due to the institutional nature of the PPP environment in Nigeria, both partnerships experienced varying levels of success attributed to challenges from bureaucratic practices in government institutions; the disruptive actions of external actors; and ineffective mitigation of project risks. The operations of the Road Partnership experienced delays, renegotiation of contracts, time and cost overruns, however, the Transport Partnership experienced better success due to strict adherence to partnership arrangements and institutional monitoring of set performance targets. This emphasizes the need for a thorough understanding of the political economic environment where partnerships operate and the implications on the operations of partnership working, as evident in the Road Partnership.

In the Transport Partnership, the private sector investors and development organizations could cut through the institutional bureaucratic red tape, especially in terms of getting the partnership operations fast tracked by engaging with the Transport Authority. This is due to the degree of autonomy in its operations as an established organization dedicated to PPPs. Governance not only presents a challenge for the public and private sector partners, but also provides a means for creating partnership strategies towards promoting partnership working, downward accountability and achieving partnership objectives. Alexander, Comfort, and Weiner (1998) identified the need for partner organizations to shift from their convectional approach from institutionally focused governance to an approach of collaborative, community-oriented governance. Further research could therefore investigate Nigerian partnership governance models that cover the necessity for effective governance structures and broad inclusion in PPPs.
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Opportunism Galore: The Case of Delhi–Gurgaon Super Connectivity Limited

Swapnil Garg and Diptiranjan Mahapatra


ABSTRACT

To recognize and investigate the hypotheses that opportunistic behaviour of project participants in infrastructure public–private partnerships (PPPs) changes over the project’s life cycle. Case study methodology is adopted. The first Indian highway PPP project, awarded with negative grant, is used as the case context. Opportunistic behaviour is a continuous game played by the project stakeholders. Its manifestation depends on the vulnerability of the other party at that point in time in the project life cycle and the past display of opportunism. Because the study is limited to a highway project in an emerging economy, the findings may lack generalizability for which further research is recommended. PPP is increasingly popular. Stakeholders recognize that the existing ex-ante contractual arrangements that seek to mitigate opportunism are not enough for project success. This study addresses this difficulty by providing a closer understanding of how opportunistic behaviours evolve over projects’ life cycle and what steps are necessary to negotiate. Failure to address the antecedents of opportunistic behaviour in time leads to a competition to be more opportunistic, in which the common public gets short changed. This study is an attempt to advance understanding of stakeholders’ behaviour outside the ambit of contract. The extant literature is largely silent on the timing and vulnerability of opportunistic behaviour, viewing it as a static concept. The study demonstrates the changing nature of opportunism that manifests in different forms over the projects life cycle.
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Introduction

The term ‘partnership’ in emerging economy infrastructure public–private partnership (PPP) is a paradox (Hodge, Greve, & Boardman, 2010; Klijn & Teisman, 2004). This is especially so in regards to long-term infrastructure concessions (LTIC) that are structured through long-term contractual agreements between two actors, one representing the welfare-seeking government and the other a profit-seeking private enterprise, bringing forth a challenge to the spirit of partnership (Higgins & Huque, 2015). The agreements, in this context, are referred to as concessions which seek to limit opportunistic behaviour by an extensive allocation of roles and responsibilities cast in contractual clauses and dispute resolution mechanisms. However, these are ex-ante mechanisms and have limited capabilities in addressing the requirements imposed by the high amount of dynamism which characterizes emerging economy contexts (Parker & Figueira, 2010). Furthermore, infrastructure PPPs are long term in nature and follow a project life cycle while is continuously subjected to the high level of environmental uncertainty and dynamism (Cruz & Marques, 2013). This raises challenges for governing these projects, making one wonder about the best way to manage LTICs in emerging economy contexts.

We argue that because LTICs are exposed to the dynamic external environment for extended periods of time, and they also traverse the different stages of the project life cycle, the ex-ante assumptions made about the project become increasingly questionable overtime. One such assumption is about the opportunistic behaviour of the actors involved. Not only does the salience of involved actors change over time but also the scope and location for display of opportunistic behaviour shifts. Our current understanding of the Williamson’s opportunism, ‘self-interest seeking with guile’ does not adequately address this changing nature of opportunism, having predominantly evolved out of our understanding of spot market exchanges. While for Williamson the long term of the contract (Williamson, 1979), contract between public and private (Williamson, 1999) and exposure to environmental uncertainty (Williamson, 1992) are all boundary conditions, herein we attempt to make a case for the central position of the dynamic nature of opportunism, in the context of LTIC PPPs.

The emerging market context brings in numerous additional factors, some of which impact the dynamic nature of opportunism, while others increase the salience of their consequences. Some of the factors that contribute to the changes in opportunistic behaviour of actors include the evolving regulatory frameworks, changing social contexts and the routine economic and financial shocks that characterize emerging economies. Simultaneously, the presence of weak contract enforcement mechanisms, inadequate institutional support mechanisms and threats of crony capitalism and corruption increase the impact of changes in the opportunistic behaviour of actors.

We demonstrate the dynamically changing nature of opportunism in respect to an early conceived highway PPP in India, i.e., Delhi–Gurgaon Super Connectivity Ltd (DGSCL). Unique to PPP studies and moving beyond slice of time observations, we are able to observe the project over an eventful decade and half, a significant portion of its life cycle. This project is unique in having attracted ‘negative grant’1 in a global competitive bid. This was for the first time in India. Also, it is one of those few highway projects in the world which have faced troubled times despite surpassing the initial traffic demand projections.2 Commissioned in 2008, after a 3-year delay and at double the estimated project cost, it has failed to deliver to the public promise of providing a hassle road transport. Since its commissioning, it has been on the verge of termination twice and has undergone two rounds of debt restructuring. With countless court proceedings and under a continuous media glare, it has been a continuous source of embarrassment for three governments, i.e., the central and two state governments. All these project events are a symptomatic display of the galore of opportunism that the project has been witnessing for over a decade and half.

With an attempt to demonstrate the dynamic nature of opportunism at play in an emerging economy PPP project over its life cycle, the article is structured into three parts. We first review the relevant literature on opportunism to identify the sources of dynamism in opportunistic behaviour. The case of a PPP project is next discussed providing a detailed description of its evolution over its life cycle. And, finally we integrate our understanding to provide a more holistic view of LTIC PPPs in the emerging economy context.




Managing Opportunism in PPPs

A contract attempts to restrict the possibility of opportunistic behaviour by actors, by making ex-ante predictions about it. Here, opportunistic behaviour typically refers to ‘the incomplete or distorted disclosure of information, especially to calculated efforts to mislead, distort, disguise, obfuscate or otherwise confuse’ (Williamson, 1985, pp. 47–48). More recent interpretations of opportunism also include subtle forms of deceit, such as not fully disclosing information or violating the spirit of an agreement (Wuyts & Geyskens, 2005). However, opportunistic behaviour does not get uniformly displayed at all the times (Williamson, 1993, p. 98), making us wonder about the contextual drivers of opportunism.

The PPP context provides a fertile ground for display of opportunistic behaviour by the different project actors: government, private and third parties. Government (public) opportunism arises out of the asymmetric legislative and commitment powers vested in it (Valéro, 2015); private opportunism materializes out of attempts to exploit contractual incompleteness in a monopolistic setting (Bennett & Iossa, 2006; Hart, 2003); and third-party opportunism crops up from suspicion about corruption, irregular cross-subsidization and illegitimate exploitation of externalities for private value capture (Moszoro & Spiller, 2012; Posner, 1974; Stigler, 1971).

Furthermore, different stages in the project life cycle provide varying contexts in which opportunism can manifest. For instance, during project selection the government has to take a positive action to adopt the PPP mode and in that demonstrate a high level of commitment and legislative power. However, when construction starts, the government locks itself in with a specific concessionaire reducing its scope for opportunism. When the project gets constructed, the government has a sunk and immobile asset, and suddenly its scope for opportunism increases. The literature recognizes this as obsolescence bargain (Vernon, 1971).

The private developer on the other hand has little scope for opportunism in the initial stages of the project life cycle. During project award, it can demonstrate opportunistic gaming, but that is a factor of the broader environment, as this gaming is based on expectations of being able to exploit the contractual circumstances at a later stage. However, after project award the concessionaire takes over the monopolistic rights of the government over the public asset. With these monopolistic rights, it can exploit the incompleteness of the contract while remaining within the legal framework (Bennett & Iossa, 2006; Hart, 2003). Additionally, outside the legal framework, it can resort to corrupt practices and also crony capitalism motivated actions to extract more than its due from the project (Hammami, Ruhashyankiko, & Yehoue, 2006). However, as the project progresses the concessionaire’s investments (asset specificity) in the project increase, thus increasing its vulnerability. But simultaneously, its bargaining position also increases as it acquires more private information on the project (information asymmetry) (Moszoro & Spiller, 2012).

The third set of key actors in a PPP comprises third parties like media, courts, competitors, public and other interest groups (Valéro, 2015). They do not have much to gain till the project gets completed, unless they are fundamentally against the public asset being delivered. Consequently, they demonstrate opportunistic opportunism (Figure 1). With project completion, public asset becomes available for use, and hence unless significant private interests, the project goes uncontested.

[image: image]

Figure 1. Manifestation of Opportunism over a Project Life Cycle. Source: Authors’ own elaboration.




Methodology

The changing face of opportunism emerged during our numerous attempts to explain the opportunistic galore in a road PPP project in India. We had been closely observing this project since its inception, due to our proximity to it and being a regular user of the project road. In 2012, we started systematically collecting information on it. This exercise initially started with the collection of secondary project information such as historical data, official records, news items and referenced information captured at third locations. Further, we also met and interviewed people who have been associated with the project at the different stages of its life cycle. Our informants included the private sector managers handling the project, the government officials directly handling the project, the consultants associated with the project and also the press correspondents who have been tracking the project over time.3 We took detailed notes during these interactions, and also exchanged and shared these notes with the participants to ensure that we understood all the nuances of the project. Also, we prepared a dossier, which by now has over 100 project documents, and over a dozen interviews. All these have been used to write a descriptive case study on the project.


CASE PARTICULARS

As of 2016, India has 5.2 million kilometres of roads, the second largest road network in the world, with the road sector contributing 4.8% to the country’s gross domestic product (GDP) (MoRTH Annual Report, 2015–2016)4. The National Highways provide the backbone to this network, carrying 40% of road traffic, while comprising only 1.7% of the road lengths. The investment flows into the road network started in 1996 when the National Highway Upgradation programme was given the status of a national project, and located under the National Highways Authority of India (NHAI), a dedicated government arm. With this, the government also started experimenting with the PPP model. One of the first highway projects to be taken up was the road connecting New Delhi, the capital of India, with Gurgaon, a small town in the state of Haryana.


Project Selection

In 1998, the NHAI asked M/s. RITES (a government-owned engineering consultancy firm) to prepare a detailed project report (DPR). This got finalized in October 2001. It finalized the road alignment, decided the technical specifications, prepared detailed cost estimates (i.e., Rs. 3.66 billion) and provided road traffic estimates. Facing a financial crisis, the government decided to look externally for project funds. After exploring multiple options such as foreign aid, foreign investments and even barter (palm oil from Malaysia), it was finally decided to competitively bid out the project globally as a PPP – build, pperate and transfer with toll collection rights for 20 years. The project was accordingly planned as a 20-year PPP concession (inclusive of 30 months of construction period), in consultation with the financing arm of a public sector bank, i.e., SBI Caps. The sensitivity of the projects internal rate of return (IRR) to four traffic levels and five toll rates ranged from 10% to 32.5%. All this however did not provide confidence to the project consultants, and holding a pessimistic view on the project they envisaged the need of viability gap funding from the government to make the project commercially viable.5

At the time of bidding, the project envisaged upgradation of 22.7 km of four lane and 5 km of six-lane highway, into 5.4 km of six lanes and 22.3 km of 8-lane highway. Upgradation of this 27.7 km highway into an access controlled highway was to be done with the provisioning of seven flyovers, four underpasses and two toll plazas, i.e., one at the state border of Delhi and Gurgaon (24 km), and the other at end of the project (42 km), to increase the average travel from 20 to 60 kmph.




Project Award

Contrary to expectations, the market provided a highly positive response to the bid call. A large number of construction firms showed interest in the project, of which nine bidders cleared the technical stage, and four firms submitted financial bids. By offering a negative grant of Rs. 610.6 million, a consortium of Indian firms consisting of M/s. Jaiprakash Industries Limited, an incumbent and leading construction firm in India and M/s. DS Construction Limited, a new entrant, emerged successful. The winning consortium incorporated M/s. Jaypee DSC Ventures Ltd. (later renamed as DGSCL) as a special purpose vehicle (SPV) to take up the project.




Construction

The project started witnessing numerous challenges soon after financial closure. M/s. Jaypee, the leading partner in the consortium, reduced its share in the project from 51% to 1.2%, reflecting a change in the projects internal assumptions. Externally, coordinating and negotiating with 15 different governmental agencies for transfer of right-of-way, shifting of public utilities, routine environment and safety permissions became an arduous task for the concessionaire. Most importantly, land acquisition for both road alignment and temporary works witnessed severe delays as political and bureaucratic logjams occurred. Central and state governments and their subsidiary departments routinely sought additions and modifications to the project, such as construction of additional service roads, shifting of utilities and additional under and over passes for pedestrians. Some of the important scope changes originated when a minister of the central government carried out a routine inspection of the highway in November 2003. The new international airport (New Delhi’s Terminal 3) got developed along the highway, and required major re-alignment of the project road. The access controlled highway that was envisaged as a part of an intercity expressway between the national capital (New Delhi) and a state capital (Jaipur), soon became an arterial road to the growing metropolis of Gurgaon. To accommodate this unexpected growth, the State Government of Haryana insisted for an increase in the height and length of flyovers at all junctions that lay in its territory. It allowed for easier movement of large trucks and intra-city traffic movements, as the city got split into two parts by the highway. Similarly, the Government of Delhi projected the need for a 6-lane 27-m-wide underpass to connect with Dwarka (the largest inhabited colony in the world).

After fundamental changes to the design of all the eight flyovers constructed, the project got completed in January 2008 with a 60-month construction period (a 100% time over run) and a project cost of Rs. 11.70 billion (a 100% cost over-run). Scope changes of Rs. 1.55 billion (30% of project cost) had been approved by the NHAI and funded as against the contractually allowed Rs. 277.50 million (5% of project cost). The funding requirements to cover the cost overrun were partly financed by withholding the payment to the construction contractors, which happened to be concessionaire’s group company.

However, despite all challenges, the project epitomized a watershed moment in the Indian PPP journey. It signalled the entry of private concessionaires into the infrastructure investment in general and highway sector, in particular, on very positive terms (Table 1).

Table 1. Major DGSCL Project Events.




	Signposts

	Description






	All starts well

	Desperate situation for government, but goes with the competitive market (not using discretion). Concessionaire comes in looking for opportunity, and public sector banks contribute to the project.




	First sign Of opportunism

	Concessionaire proposes below standard construction. IE stands firm ground and has his way. Concession agreement did not have an arbitration clause.




	Challenges

	Concessionaire coordinates with 15 different agencies to work with. No clause of assured land provisioning and no single window clearance for the project. The government works opportunistically, with the concessionaire under the heel.




	Scope changes

	As against 5% allowed, 30% scope changes are made (in value). Concessionaire attempts to inflate costs for the single party scope change (make use of single agency). IE again negates this. IE brings it below par (the only one available) and compares the rates with those of projects (which finally never took off and had to be cancelled due to poor rates and aggressive biddings).




	Commercial operation

	All is well and everyone is happy.




	Debt Restructure-I

	Concessionaire inflates project costs to Rs. 10 billion and gets a restructuring. The government does not approve it in time, and delays it though a 6-month limit exists.




	Debt Restructure II

	Refinances at Rs. 16 billion, and estimates that it would get away as the previous time. Concessionaire stretches its opportunistic limits.




	Legislative authorities role

	Audit criticizes project, and finds numerous loop holes. PAC supports their stands, and questions the NHAI.The NHAI and concessionaire join hands to fight the third party.




	Toll booth revenue dispute

	Clause on sharing of revenue above 130,000 vehicles becomes cynosure of suspicion. The Government and the public get together to audit the toll booth, and concessionaire resists. Struggle for who can be more opportunistic in his conduct.




	Toll booth jams

	Heavy toll booth jam continues and court intervenes to open toll gates, stops revenue inflow and asks for a judicial review of toll booth working. Third-party opportunism overstretches.




	Road maintenance and other issues

	In the light of all the disputes, maintenance gets overlooked. Smaller works which could have eased out traffic congestion at other junctions are not even considered. (Report Ex DG CRRI is not even considered.)




	Internal pressures: Government unable to get road PPPs

	Impact of this struggle in a hub has broad repercussions. Questions regarding claims requiring settlement (to clean out bank balance sheets to encourage lending), will government take over its first PPP attempts, how long will people suffer emerge. Public pressure on the government persists. The government under pressure to resolve. Concession agreement does not allow full substitution of concessionaire.




	Third-party opportunism

	Routine court hearings continue with nothing to report. Pressures keeps mounting, but stalemate continues.




	Final resolution

	Problematic toll plaza closed, only Rs. 12 billion of Rs. 16 billion of debt recognized by the government, Rs. 10 billion claim of DGSCL disallowed and the project fully placed under the IDFC with a buy-over of the full-project equity, and the IDFC was asked to carry out immediate repairs to the project.




	Update

	The saga of traffic jams continues, with the expressway buckling under the smallest of pressures – holiday rush, monsoon, traffic peak times, etc., despite four alternative free highways existing. The government on 11 September 2016 finally announced one Rs. 10 billion project to fix the flyovers on this highway and another Rs. 160 billion intercity highway, which would finally recognize this highway as a city road, by providing a faster alternative for intercity traffic.






Source: Authors’ own elaboration.




Operations

Besides scope change and construction challenges, the project also ran into political, audit, legislative, bureaucratic and judicial issues from the government side; financing, maintenance, operational and tolling issues from the concessionaire side, and got a thumbs down from the public, media, private settlements and corporates side.

For the concessionaire, the biggest challenge lay in immediately finding finances for the cost overruns. It claimed compensation for additional construction, direct costs, loss of toll revenue due to delayed commissioning, and withheld performance and bank guarantees. The NHAI not only disallowed all claims but also refused to appoint an arbitrator, which was required to do contractually. Under financial duress, the concessionaire decided to go in for a debt re-servicing.

In January 2009, the concessionaire formally requested the NHAI to substitute the existing public sector lender (M/s. HUDCO & Co.) by a consortium led by another public sector bank (M/s. State Bank of India (SBI) and eight other bankers). The debt got the bank’s sanction considering a project cost of Rs. 12.75 billion, but the NHAI provided its conditional go-ahead with a lag of 6 months. Without complying to any of the conditions stipulated by the NHAI, the concessionaire sought another debt refinancing on 9 October 2010, from a consortium led by the government-supported M/s. Infrastructure Development and Finance Corporation (IDFC) and five other public sector banks. This time the projected project cost was Rs. 16 billion (capitalization of the future toll revenues). Interestingly, NHAI officials claimed complete ignorance to the series of developments leading to the refinancing by the IDFC – for over a year they claimed not to have any information of the loan sanction and its full disbursement. Furthermore, the IDFC did recognize that debt substitution permission from the NHAI would possible get delayed. It signed the lender’s agreement without NHAI’s substitution permission, with a clause to raise the lending rate by 1%, as additional risk cover, if NHAI’s permission did not come within 6 months. The debt proceeds were used by the concessionaire to make direct payments to the construction contractor (a sister company of the main concessionaire) and to pay off old debts.




End Game

While the project was struggling financially, the legislative arm of the government, i.e., Public Accounts Committee (PAC) consisting of parliamentarians, was passing numerous strictures on its conceptualization and implementation, motivated by the observations of the government’s audit agency. They raised concern about the numerous deficiencies in the DPR, assumptions leading to a 20-year concession, numerous project delays, delays in scope change approvals and the mixed road quality test results. The NHAI, concessionaire and the independent consultant faced PAC’s ire. However, they unanimously stood their ground (together) and claimed that the issues raised were completely unjustified.

Compounding the matter further were three issues: the first related to regular traffic jams, second related to press accusations about partial reporting of toll revenue by concessionaire and the third about the deteriorating road surface. As the regular traffic jams at toll plazas often converted into public brawl, the concessionaire approached the Hon’ble Punjab & Haryana High Court seeking police assistance. In response, the court asked the concessionaire to increase the number of toll collection windows on an experimental basis to decongest the traffic at the toll plaza. When the measures taken by the concessionaire proved to be inefficacious, the Honourable Court directed stoppage of toll collection for 15 days at the 24 km toll plaza, and asked for one-man committee (a retired judge) to look into the adequacy of actions taken. These interventions also provoked action by the NHAI, which issued preliminary notice of termination on 7 December 2011, and duly followed it up with final termination notice on 18 February 2012.

Contesting the termination notice, the concessionaire as well as the debt financers (IDFC and four other public sector banks) went to the courts seeking relief. During the court proceedings, it was suggested the parties try for an amicable settlement. Accordingly, detailed negotiations were held and a Memorandum of Understanding (MOU) worked out. The finalized terms of MOU were cleared by the board of NHAI in a meeting on 13 August 2012, which also simultaneously approved the terms of settlement in case of a termination. Significantly, the Board indicated that in the case of termination the debtors would only be entitled to a payment of Rs. 1.50 billion as termination payment. This was computed as per the original concession agreement, as the NHAI was yet to approve any substitution agreement. Under the fear of contract termination, the concessionaire and lending financial institutions signed the MOU with the NHAI in the court on 18 September 2012. As a sequel to the signing of the MOU, the earlier termination notice dated 18 February 2012 was withdrawn. But the story had not concluded yet.




The Denouement

Within the ambit of the concession agreement, the NHAI conveyed its approval to the IDFC to acquire 74% shares in the SPV. However, the concessionaire refused to agree to this sale and the transaction could not take place. Consequently, the NHAI issued a second show cause notice for termination on 8 March 2013. This was again contested in the court that put it in abeyance. By the end of 2013, a log jam had manifested! As one of the persons we interviewed had remarked, ‘Under the watchful eyes of the court, all the projects stake holders had played their cards and were waiting for the other to blink!’. In November 2013, the directors of NHAI toughened their stand and made it clear that the original concessionaire would have to leave. The court attempted to mediate by asking the NHAI if it was open to ‘finding a cure’ to the dispute if, for arguments sake, the operator was willing to refund the amount allegedly siphoned. To this, NHAI’s advocate stated: ‘All that is now history. We can’t repose our faith in the operator. We have learnt from our mistakes,’ making it clear that the NHAI was not interested in a settlement with the current concessionaire.6

Finally, on 19 February 2014, after numerous rounds of negotiations, the court ended 2 years of litigation by accepting the joint settlement document between lead lender IDFC, the concessionaire DGSCL and the NHAI. As part of the settlement, the toll collection at 24 km toll plaza was stopped and it was to be dismantled. Its share of toll was to be collected at the far end of the road, which had far less traffic. The concessionaire was asked to drop all its claims on the NHAI. Further, IDFC was required to take over the equity portion of DSC, only Rs. 12 billon of its Rs. 16 billion debt was recognized, it was to immediately make investments in the project and take up the pending maintenance works, and it was to plan and take up the larger modifications that the project desperately required.7 In effect, a new project was initiated with IDFC as the private concessionaire.

Despite the above sequence of actions, as of 2016, the highway continued to struggle with daily traffic jams, awaiting a probable second termination of the concession, probable extension of the existing concession and pending major modification works.8








Opportunism Over the Project Life Cycle

The DGSCL project has gone through some tough times. We attribute this to the regular display of opportunism over its life cycle, by everyone who was involved with the project. Surprisingly, this happened even when everyone was set to gain, both individually and collectively, if the project performed well. For example, when the construction work started the concessionaire tried to get through a design which would not support the estimated future traffic levels. This was attempted despite the fact that the project was long term and the concessionaire was required to operate it for two decades. Similarly, the government agencies continued to make requests for change in scope, while recognizing the financial implications and also the time delays that they would bring in. It is still tougher to explain how opportunistic behaviour could be routinely displayed, while the public got subjected to daily traffic jams. We argue that the opportunity for opportunism varies over the project life cycle and gets contextualized to the project stages, and unless this is recognized and adequately addressed, an LTIC PPP is likely to experience opportunism galore. Evidence in support of our arguments is provided next, and we make propositions describing the dynamic nature of opportunism over the project life cycle. We view the project life cycle as constituting four distinct stages, i.e., project selection, award, construction and operation.


PROJECT SELECTION

During the project selection stage, opportunism manifests as ‘cherry picking’ by actors (Kakabadse, Kakabadse, & Summers, 2007). However, for the concessionaire it was the first infrastructure project in the country, for the government an early PPP, and for public the first significant initiative by the government to address the public’s transport needs between New Delhi and Gurgaon. Hence, there was little breadth for cherry picking of the project. Furthermore, the DPR had painted a rather bleak picture of the project’s viability. Compensating for retrospective bias, the government’s selection of project on a PPP mode cannot be viewed as cherry picking. Similarly, as the concessionaire was entering an emerging market possessing high potential but few biddable projects, cherry picking considerations were unlikely to be present. Also, in an emerging economy context where infrastructure gaps are numerous, the government’s proposal to upgrade a highway to international standards could not be seen as cherry picking of project by the public. Altogether, at project selection stage, the three project actors started off with high expectations, motivated by their self-interests (picking the most attractive opportunity among the few available), but with little display of opportunistic behaviour. Hence, we postulate:

Proposition 1: The PPP selection stage is marked by opportunity selection, rather than opportunism. The opportunity for opportunism are limited, such that PPP initiatives are taken with a neutral approach to opportunism.




PROJECT AWARD

This was an early project in an emerging economy. The concession regime was still to emerge out of the shadows of the legacy engineering contracting regime, such that the signed contract was heavily lopsided, and leaned favouring the government. The initial project assumptions have got questioned in numerous forums (legislative debates, court orders, expert discussions and media reports). That is, there have been numerous debates about correctness of traffic forecasts made by M/s. RITES, feasibility of the intersection designs, proper project evaluation as a PPP – qualitative and quantitative VfM analysis, and modelling of project along alternative PPP options of annuity, toll and grant, etc. One attempt at explaining these shortcomings attributes them to the early stages of a PPP learning curve.9 The other lies in recognizing the exuberance on part of the government to try out PPPs and establish its credibility and legitimacy in front of global investors (OECD, 2001). And, the third lies in arguments deriving from crony capitalism and corruption, which plague emerging economies (Klitgaard, 2012).

Literature identifies opportunistic gaming by the concessionaire during the project award stage as a display of opportunistic behaviour (Engel, Fischer, & Galetovic, 2013). In an attempt to win the bid, concessionaires quote low during the competitive bidding cycle, expecting to make up the loss through post-facto claims and reimbursements. With the project competitively bid out, there is little evidence of opportunistic gaming at start. The construction industry held similar assumptions about the project, with a negligible difference (less than 1% of project cost) between the two lowest project bids, reflects the absence of opportunistic gaming. However, the huge post-facto claim lodged by the concessionaire of Rs. 10 billion, and also the abnormally high concessionaire claims for the scope changes (made in a monopolistic regime), provide some evidence in support of attempts at opportunistic gaming.

Furthermore, the fundamental shift in the project assumptions from the expectations of a positive grant (20–30% of project cost) to a bid of negative grant (1% of project cost) shows that there were major and fundamental differences between the assumptions held by the government and the market. These could stem from project fundamentals, concession agreement clauses or market expectations. In the light of the above discussions, the next proposition states:

Proposition 2: The PPP award state defines the scope and play for opportunistic behaviour. The government defines the contractual framework, and the concessionaires identifies the opportunities for returns. Opportunistic behaviour stems from identification of the gaps in the contractual framework, and from the differences in the macro and micro assumptions about the project.




PROJECT CONSTRUCTION

Construction stage is the most critical part of a PPP project’s life cycle. During this stage, while the concessionaire gains an opportunistic edge by increased access to proprietary project information (information asymmetry with the government), it also loses the opportunistic edge by increasing its asset specificity in the project. It has to choose between quality-enhancing (over) investment and quality-shading (under) investment (Hart, 2003; Hart, Shleifer, & Vishny, 1997; Shleifer, 1998). The choice is driven by, first, the incompleteness of contract (Grossman & Hart, 1986; Hart, 1995; Hart & Moore, 1990), and second, the inability of the government to easily detect shirking given the durable and resilient nature of infrastructure (Gómez-Ibáñez, 2003), and third, the inability and lack of capacity of the government to fully anticipate, describe, stipulate, regulate and enforce exactly what it wanted (Shleifer, 1998). Numerous attempts at opportunistic behaviour by the concessionaire are evident during the construction stage.


	a) First, acting within the contractual framework, the lead partner of the consortium (on whose credentials the project had been won) reduces its share to 1.2% displaying its withdrawal. As indicated by the consultant during an interview for this study, ‘Jaypee was actually made to walk off. …There were also rumours that the two had divided the upcoming infrastructure projects between them before bidding. However, the project quality was not impacted and was exceptional with many international consultants also commending it’.

	b) Second, the concessionaire submitted a project design for approval which was not as per the specified standards. As the consultant observed, ‘The Concessionaire’s original design was not a bad design (and had numerous innovations) but it was far below the specified standards. The concessionaires design reduced the overall length of superstructures (flyovers) in the project from 18 to 6.5 km, to save costs. Finally, the NHAI simply stuck to it guns and asked the project to be built as per the original plan’. The concessionaire did attempt a quality-shading investment, but in the threat of delayed delivery, complied with initial assumptions, sacrificing innovations.



The government also displayed opportunistic behaviour during construction.


	a) The independent engineer (IE) to the project recalled, ‘the project witnessed low levels of coordination between the government agencies. There was a time, when officers of the Ministry of Home Affairs and Ministry of Defence were on the verge of registering police cases against the officers of Ministry of Highway for taking their land’. The resulting delay in land acquisition was loaded onto the concessionaire, with no claims for this delay accepted.

	b) Three governments and numerous public bodies were requesting scope changes in the project. As an off-balance sheet and off-budget project, government agencies felt that they could get their works executed through the project, without having to go through budget approvals and project sanctions. While these scope change requests delayed the project completion, they also required significant additional investments that were partially reimbursed by the government at the end of the construction. The additional costs of Rs. 5 billion incurred by the project were funded by the concessionaire’s group company, which was the construction contractor. However, no interest claims were paid, the claim was cut to one-third and the additional costs were disputed and termed as tunnelling of funds (La Porta, Lopez-de-Silanes, Shleifer, & Vishny, 2000; Shleifer & Wolfenzon, 2002).



We accordingly postulate:

Proposition 3: The PPP construction stage marks the start of the display of opportunism. Information asymmetry, asset specificity and incomplete contracts determine the display of opportunism, wherein the exogenous and endogenous compulsions get addressed by paradoxical (and irregular) arrangements, under pressure of delivery.




PROJECT OPERATION

The assumptions undergo a sea-change once the PPP project enters the operational stage. The project now faces an obsolesce bargain (Vernon, 1971). The government has an asset delivered that the concessionaire cannot take away. It is the same with the users of the public utility and the third parties, increasing their opportunistic edge. Furthermore, while the public asset gets delivered at no cost (so far), it has to be paid in the form of usage charges (Moszoro & Spiller, 2012; Peltzman, 1976; Stigler, 1971). In contrast, the concessionaire, having made the financial and managerial investments, is looking for positive cash flows to recover the investments, making it vulnerable to opportunism. However, the play of opportunism during the construction stage determines how it gets played out. If there has been a significant play of opportunism previously, they would have resulted in numerous paradoxical arrangements. These would need to be honoured besides the legally signed contractual agreement. In contrast, if there was no play of opportunism previously, the project at this stage need only accommodate the changes in assumptions that take place now.

In the case of DGSCL, the project cost overrun had been funded by the construction contractor, for whom working capital comes at a very high cost (a paradoxical arrangement). This financial arrangements however lie outside the concession. With the project commissioned, the government, users and third party have no motivation to support agreements that lie outside the concession agreement, and ones that they did not make. Hence, when DGSCL initially sought permission for debt refinancing to cover for increased project costs, NHAI’s conditional approval came with a 6-month delay. In the second restructuring (IDFC), the NHAI refused to recognize the higher project costs that were computed based on capitalization of future toll collections. While, the first is not verifiable as the expenses had been incurred by a private agency, the second requires a significant leap of faith.

Furthermore, the project coordination in the construction stage had been extremely difficult, paradoxically reflecting the lack of a partnership sense between the public and private agents. As a result, when it came to maintenance of the project road, audit of toll revenues, management of escrow accounts, improvements to toll plaza, etc., all of which required significant time and effort on part of the concessionaire, they were delayed for as long as possible, with many not getting addressed till the end. The previous lapses in coordination on part of the government gave the concessionaire scope for making excuses and take advantage of both the contractual shortfalls and difficulties in contractual enforcement in emerging economy contexts. Hence, we postulate:

Proposition 4: The PPP operational stage marks the final manifestation of opportunism. Behaviour is determined by the commitment of parties to stay within the letter of the contract, play within the spirit of the contract or breach it addressing the changed assumptions, all determined by how opportunism had played out before.




PROJECT LIFE CYCLE

Our core argument is that opportunistic behaviour displayed by the key actors in a PPP project changes over the projects life cycle. A nuanced view of the same is presented in Figure 2. Each stage of the project life cycle starting with project selection and award to construction and operation provide fertile avenues for self-interested stakeholders to act opportunistically. In the emerging economies, this becomes salient, emblematic of this reality is the duality in the actor’s roles: NHAI is both the regulator and also client; concessionaire is both the contractor and also the financer; ministries, politicians and third party are the facilitators and also the obstructionists; and judiciary often oversteps its jurist role to become the executive. These roles force them to inconsistently interpret the concession agreement, such that opportunistic display in a PPP varies over its life cycle.

[image: image]

Figure 2. Mapping of the Propositions. Source: Authors’ own elaboration.






Discussion and Conclusion

PPPs are about optimal risk allocation and also about opportunism management. The case of DGSCL demonstrates that the relative strength of opportunism displayed by the government, private concessionaires and third party changes with the project life cycle stages. That is, the project starts on a neutral note on opportunism. Progressing further, the actors test one another, as they firm up their assumptions. Overtime they lock themselves into their opportunistic stands. The assumptions get tested, warranting their modification or cementing them. However, the ex-ante assumptions, means and mechanism, which were required to address these concerns, no longer remain valid.

The study enables us to recognize that beyond what the contract specifies ex-ante, there exists a need for adjustment in behaviour, which may be opportunistic or accommodative. The action chosen gets determined by the project life cycle stage and the relative probability for opportunistic behaviour by the subject constituent. It is also emphasized that the PPP project dynamics does not end with the projects commissioning. Our study underscores the fact that the behaviour of the PPP actors during the selection, award and construction stages of the project, bring in path dependency in the project. That is, the display of opportunistic behaviour during the later project stages is moulded by the opportunism manifestation in the earlier stages.

Policy implications of this research are as follows. It is imperative that PPP projects are looked through the lens of build and manage part. From the government perspective, while it is quite tempting to offer one consolidate contract to one agency to take care of both, it is only in the interest of the project to have a due diligence done to understand if the party which is building the asset has the skin in the game to manage the asset. Second, there is an optimal allocation of risk sharing between the government and the private partners. Again, it is in the project interest to load the private party with endogenous risk (OECD, 2008) that ensures risk is commensurate with reward which would eventually result in mitigating opportunistic behaviour and enhances efficiency gains.
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1A negative grant is a upfront premium a bidder offers to the government to bag a contract in case it finds the project potentially lucrative.

2Highway projects, the world over, face a common problem of overestimated traffic during conception stage. Their viability gets challenged when the traffic fails to meet viability levels.

3The key informants involved with controversial public projects are uncomfortable both with recorded interviews and with them being quoted. Though they honestly and openly share information on the project, they work under high pressure and sensitive situations, wherein they would not like to be quoted in a politically incorrect position. This is a common problem faced by researchers in the emerging economy (for instance, see Rui, de jong, & Heuvelhof, 2010).

4Available at the Ministry of Road Transport & Highways. Ministry of Road Transport & Highways (MoRTH) website http://morth.nic.in/index2.asp?slid=297&sublinkid=139&lang=1; Retrieved on 24 September 2016.

5Refer Page 150 of the detailed project report by M/s. Rites Ltd. (October 2001).

6Press report. The Times of India, 29 October 2013.

7For details, visit project-specific website of the NHAI http://nhai.org.in/gurgaon-dg/; accessed on 14 September 2016.

8Under consideration is a new road alignment between New Delhi and Gurgaon, and also an underground link between the airport and the centre of New Delhi, all aimed at decongesting the road. On 11 September 2016, the central minister for highways announced that the interchange and flyover on the existing road would be redesigned at the cost of Rs. 10 billion and would be financed by the government. Also, a green field project at a cost of Rs. 160 billion was announced, which proposed a new access-controlled highway that would decongest this road (http://timesofindia.indiatimes.com/city/gurgaon/New-highway-to-cover-Delhi-Jaipur-in-just-two-hours-Minister-for-Road-Transport-Nitin-Gadkari/articleshow/54281074.cms).

9Till the year 2016, the practice of quantitative VfM of PPP projects has not been adopted in India.
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ABSTRACT

The purpose of the chapter is to develop the pragmatic logical framework for safeguarding successful Public–Private Partnership (PPP) implementations in water supply in emerging markets. The case analysis related to the research question of how efficacy of PPP implementations could be improved revealed considerable shortfalls within the current modus operandi. The research was limited to urban water utilities of Kazakhstan, Kyrgyzstan, Tajikistan and Uzbekistan with implications most relevant for emerging markets conditions. The proposed logical framework could improve efficacy and sustainability of PPP undertakings in water supply in developing countries. The framework is centred on the simple question: ‘What would constitute a meaningful quid pro quo within the envisioned PPP arrangement to eligible counterparts?’ The framework would necessitate properly answering many complex and uncomfortable questions of PPP arrangements, especially in terms of performance management, public accountability and underlying benefits to the parties. PPP in water utilities is a popular notion amongst governments and the international financial institutions (IFIs). PPP is commonly considered to be a tool for providing an optimal solution to chronic problems of water utilities in terms of underperformance and underinvestment. In-spite of massive efforts of modernization and institutional upgrade of the water utilities in Central Asia, success rate with PPP modalities is still rather low.
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Introduction

Public–private partnership (PPP) is one of the most fashionable topics in international development nowadays. For decades’ adoption of PPP at water utilities has been on the agenda of governments of four Central Asian republics, Kazakhstan, Kyrgyzstan, Tajikistan and Uzbekistan. The international financial institutions (IFIs) such as the Asian Development Bank (ADB), the European Bank for Reconstruction and Development (EBRD) and the World Bank also actively support and promote PPP. Given the massive level of efforts and funding invested into physical and institutional upgrade of water utilities in Central Asia within the last two decades, one would expect successful PPP cases in the region to be common. But, in reality, successful PPP cases in the region are extremely rare.

Admittedly, PPP is a relatively new phenomenon in Central Asia, made possible after the collapse of the Soviet Union and legitimization of private property by the formerly communist regimes in the early 1990s. However, within the following two decades the Central Asian states have gone through the steep learning curve of joint venturing with the private sector. The initial scheme of attracting foreign private investors by joint ventures with state-owned enterprises has quickly evolved into more complex production-sharing agreements and concession deals in oil, gas and mining sectors. Kazakhstan, given its vast natural resources, has been at the forefront of such arrangements. Gradually, PPP arrangements in infrastructure have begun arising in the Central Asian republics, especially in energy and road sectors. During the same period, investments into drinking water supply infrastructure have escalated significantly, with numerous PPP attempts. Nevertheless, for hundreds of water utilities in the region servicing over 60 million people while undergoing massive modernization and institutional upgrade, we have only two notable ‘success stories’, the urban water utilities of Kant, Kyrgyzstan and Shymkent, Kazakhstan.

The aim of this chapter is to provide a pragmatic logical framework to decision-makers enabling more successful PPP implementations. The article is focusing on the main issue of why after two decades of enormous efforts of upgrading drinking water supply of Central Asia, involving billions euro, leading international institutions and masses of high calibre intellectuals, there is still so little to show for PPP? That’s despite the fact that PPP is already commonly accepted by virtually all stakeholders as an optimal solution to generic problems of utilities in the region, such as underperformances in investment and operational efficacy.

The article comprises of four main sections: (a) a brief overview of PPP the way it is perceived by major stakeholders; (b) overview of experiences of Kazakhstan, Kyrgyzstan, Tajikistan and Uzbekistan with PPP; (c) entailing practical considerations with the proposed paradigm on improving successfulness and sustainability of PPP undertakings and (d) concluding notes.




The Essence of Public–Private Partnership

Notwithstanding extensive researches, debates, publications and tens of billions euro worth of PPP transactions in the world span over centuries, there is still no commonly agreed PPP definition. The World Bank site states: ‘There is no one widely accepted definition of public–private partnerships (PPPs)’. The PPP Knowledge Lab defines a PPP as ‘a long-term contract between a private party and a government entity, for providing a public asset or service, in which the private party bears significant risk and management responsibility, and remuneration is linked to performance’ (“What are public private partnerships?|Public private partnership,” n.d.). The PPP Knowledge Lab (“Basics,” 2016) further refers to the PPP Reference Guide, which states: ‘there is no standard, internationally accepted definition of PPP, and different jurisdictions use different nomenclature to describe similar projects’ (Partnerships, 2012, p. 18). The guide says, ‘This varying terminology can create confusion when comparing international experience’ (Partnerships, 2012, p. 20). Specifically, the guide excludes from the PPP management contracts, stating: ‘Management contracts typically include similar performance indicators and requirements to PPPs. However, these contracts are typically of shorter duration as PPPs, and do not involve significant private capital investment – with performance incentives created primarily through payment and penalties schemes.’ (Partnerships, 2012, p. 23).

The ADB’s Public–Private Partnership Handbook states: ‘The term “public–private partnership” describes a range of possible relationships among public and private entities in the context of infrastructure and other services. Other terms used for this type of activity include private sector participation (PSP) and privatization. While the three terms have often been used interchangeably, there are differences…’ (Asian Development Bank, n.d., p. 1). The vagueness of the definition is somewhat mitigated in the later sections of the handbook by providing more information on the PPP features: ‘The basic PPP contract types are service contracts, management contracts, affermage or lease contracts, build–operate–transfer (BOT) and similar arrangements, concessions and joint ventures.’ (Asian Development Bank, n.d., p. 27). According to the Asian Development Bank, ‘PPPs can follow a variety of structures and contractual formats. However, all PPPs incorporate three key characteristics:


	a contractual agreement defining the roles and responsibilities of the parties

	sensible risk-sharing among the public and the private sector partners and

	financial rewards to the private party commensurate with the achievement of prespecified outputs.’ (Asian Development Bank, n.d., p. 11)



Even within the EU there is not a consensus on the PPP definition. The Guidelines for Successful PPPs issued by the Directorate-General of the European Commission in March 2003 states: ‘At present, Community Law does not have a specific definition of PPP. Each type of arrangement is defined by individual Community Legislation governing operational structures and procurement’ (p. 7). Basically, the PPP is defined in varying ways by legislation of individual countries (“Public–Private Partnerships Laws/Concession Laws|Public private partnership,” n.d.), with no effective consensus on the term in the international arena.

For the purpose of this article, the PPP would be considered in the broadest sense possible, involving any elongated institutional or contractual arrangement converging private and public resources and responsibilities in order to fulfil an institutional mandate. Such a definition would include privatization arrangements and management contracts.




Public–Private Partnership Experiences of the Central Asian States


KAZAKHSTAN

In the region, Kazakhstan had the most notable experiences with the private sector involvement in drinking water supply. The OECD case study conducted in 2008 states: ‘…in the mid-1990s, the government launched massive privatization of the water utilities in the country and about 40% of these companies are currently privately-owned’ (Organisation for Economic Co-Operation and Development, 2008, p. 12). It was a bold experiment, with a rather unsuccessful outcome. After the privatization only Shymkent Water Utility proved to be viable, with the rest failing to become sustainable and returning en-masse back to the state. Nowadays, with the exception of Shymkent, the whole drinking waters supply sector of the country is firmly under the state control, although private minority shareholdings with nominal significance are still maintained at some utilities, such as at Pavlodar and Karaganda. The private Shymkent Water Utility is the sole exception, despite being commonly recognized in the region as the model utility due to its exemplary performance in terms of continuity and quality of water supply, as well as the most advanced and comprehensive metering practices.

According to the OECD case study (2008) ‘Before the political changes of the 1990s, all water utilities were owned and subsidized by the state. After the independence, the responsibility for maintaining the water infrastructure was assigned to the regional and local level. State support for capital investments was cut back. A government decree prohibited the subsidization of operation and maintenance (O&M) costs of communal service enterprises from the state or local budgets. Involving the private sector in managing the water utilities seemed the only way to save the system from collapse’ (p. 16).

The OECD case study further stipulates, ‘The first wave of privatization started in the mid-1990s but it was rather chaotic and without clear rules and regulations. Most of the privatization in Kazakhstan was carried out in the form of management buy-outs or alternatively, assets were bought by local businessmen. Water utilities were sold at very low prices and yet, there were usually few buyers due to the poor financial position of the utilities at that time. Not long after that, some of the privatized water utilities became insolvent and went bankrupt. Insolvency proceedings are usually initiated by the tax authorities when the company cannot pay its taxes. Many of the private water companies underwent a second bankruptcy because water tariffs could not cover even their operating expenses. As a result, the competences for managing such water utilities were transferred back to regional or local governments (akimats)’ (p. 16).

Experimenting with ‘chaotic’ privatization ‘without clear rules and regulations’ was common in the mid-1990s. The former Soviets disillusioned in the communist ideology were fascinated with private ownership, seeing it as a panacea to all of their problems and needs. If in other sectors of the economy this experiment led to rapid enrichment of few oligarchs, who have formed the new backbone of the economy, with water utilities such ‘successful’ twists of fate were not possible. The utility assets were too decrepit and ineffectual, preventing quick and easy gains under new rulers.

Shymkent was a fortunate exception. Mr. Anarbek Orman had succeeded with the institutional overhaul and gradual modernization of the utility. According to OECD case study: ‘It is also worth mentioning that the Director of the company, a highly respected man in the city, has been mayor of Shymkent for several terms. This gives the company an insider’s knowledge in the workings of the municipality and creates possibilities for finding practical solutions to problems even if the relations between the two sides are not formally regulated through a contract.’ (p. 22). In other words, the success of Shymkent was not a logical result of privatization of the mid-1990s, but the exceptional case owing to qualities of a particular individual.

Despite the problematic privatization of water utilities in the mid-1990s, there still seems to be an infatuation with the private sector involvement, evidenced by the recently adopted Law on PPP (Law of the Republic of Kazakhstan ‘On Public-Private Partnership,’ 2015), supplementing the Law on Concessions (Law of the Republic of Kazakhstan ‘On Concessions,’ 2006). What’s more, the government began setting plans and targets on the number of PPP cases to be implemented. The Decree no. 570 (Decree of the Government of the Republic of Kazakhstan ‘On “Aq Bulaq” Program,’ 2011) had initiated ‘Aq Bulaq’ Programme for 2011–2020, requiring inter alia 20 water utilities with private capital participation, of which four were due in 2012 and 16 in 2015. The plans were not fulfilled. The ‘Aq Bulaq’ programme was later superseded by ‘The Program of Development of Regions until 2020’ (Decree of the Government of the Republic of Kazakhstan ‘Program on Development of Regions until 2020,’ 2014), which also prescribed broad-based implementation of PPP at water utilities, although without setting numerical targets.




KYRGYZSTAN

The recent Kyrgyz revolution was triggered by ill-conceived and corrupt privatization of an electric utility, involving sudden increase in tariffs by the new owners. Peaceful protests by customers in the small provincial town of Talas escalated into the march towards the capital and the nationwide revolutionary uprising. After the revolution, the privatization of the electric utility was reversed. This chain of events demonstrated how perilous private sector involvement into communal services could be, if done without due care for fairness and public accountability.

In Kyrgyzstan, the private sector involvement in resolving underperformance and underinvestment of the utilities is still needed. There are simply not enough funds within the state budgets at the central and municipal levels to cover all infrastructure investment needs. The IFIs and donor organizations try to do their best by assisting with tens of millions of euro per annum towards upgrade of the utilities’ facilities and institutions. However, such a foreign funding is a neither perpetual nor sustainable solution to the problem at hand. Hopefully now there is a realization that with the private sector participation HOW things are done may be even more important then WHAT is done.

The Law on PPP in the Kyrgyz Republic was adopted on 22 February 2012 (Law of the Kyrgyz Republic ‘On Public-Private Partnership in the Kyrgyz Republic,’ 2012), superseding the preceding Law on PPP dated 11 May 2009 (Law of the Kyrgyz Republic ‘On Public-Private Partnership,’ 2009). Adoption of the designate law on PPP demonstrates importance of the issue to the government. However, practical and technical aspects of PPP implementation are yet to be properly articulated.

It may be fair to say that Kyrgyzstan has transitioned in the bravest manner of all the countries in the region, experimenting more broadly with its trials and errors. One of outcomes of such experimentation had been the PPP with water utility at Kant.

Kant with population of about twenty thousand people was recognized as a town in 1985 (“Kant, Kyrgyzstan,” 2016). Previously, it had a status of a rural district centre. During the Soviet era the town and it surrounding was home to a large number of ethnic Germans forcibly relocated in 1941 from the abolished Volga German Autonomous Soviet Socialist Republic (“Кант (город),” 2016). During the 1990s most Germans migrated to Germany.

The Soviet Union had a massive infrastructure development programme, especially in the 1960s and 1970s, prioritized around industrial and urban centres. Kant until 1985 had a status of a rural centre, and ‘missed the train’ of the Soviet epoch of urban infrastructure development. What’s more, rural water supply in the USSR was developed less vigorously, mostly in conjunction with agricultural collective farms (‘kolkhoz’ and ‘sovkhoz’) and their overseeing ministries. In general, rural water supply was substantially underfunded and underdeveloped in comparison with urban utilities.

Recognizing Kant as a town in 1985 pulled it out from the sphere of control of rural water supply regulators. It became a town of its own, but it was too small to be able to build up its urban infrastructure by itself. If the Soviet Union stayed intact, the town would probably build up the necessary urban strength within a decade or two. But, in 1991 the Soviet Union disbanded, with entailing collapse in industries, hyperinflation, evaporation of public finance and savings, defaults, dissolution of old state institutions, regulatory and ideological vacuum and confusion, and mass emigration of population to Germany and Russia. Kant found itself as a town with rural water supply system with no prospects for upgrade and development.

What’s more, after dissolution of ‘kolkhozs’ and ‘sovkhozs’, which were the institutional backbone of rural settings, the rural water supply everywhere has fallen into disarray. The assets of value, which could be misappropriated, were lost. The remaining assets were neglected, with no funding or institutional settings available for maintenance and upkeep. The entailing system failure within drinking water supply of the town was acute and evident, with no prospects for solution. The sense of desperation was common throughout the former USSR during the 1990s, with Kant being no exception. One thing for sure, the people of a town and its administration were open to any ideas.

That’s when Mr. Alexander Shekhovcov, one of the executives of the utility since the early 1990s, came up with a novel idea. He proposed to the town to assume managerial control over the utility and to bring things into order. In reality his proposition implied building up the urban water utility anew. The town has agreed to the proposal, even though there was no meaningful precedence, regulatory framework or even substantive understanding of the nature of the transaction.

In 2007, the private company ‘Marketing Service’ LLC (Водоканал города Кант – ОсОО «Маркетинг сервис», n.d.) signed a 3-year agreement for renting the water supply system of Kant. In 2011, the company signed the second rental agreement for the next 15 years. That’s how the first and only private water utility operator in Kyrgyzstan had come into existence. Under the arrangement, the municipality retained ownership of the water supply assets and ‘Marketing Service’ LLC assumed full managerial control over the utility operations, including billing and collection.

Mr. Shekhovcov has proven himself as exceptionally capable and resourceful manager, building up from an utter mess one of the best performing utilities of the country. It would have been a great ‘Cinderella tale’, if the situation were as rosy, as it appears at the first glance. Now, 5 years into the second contract, the management of the company is increasingly finding itself in distress and rather impossible situation due to following developments:


	People of the town got used to the new reality of good quality continuous water supply. Expectations have evolved in line with habituation with improved living conditions. A natural fading of memory of times of desperation lessened appreciation for the system built up with prodigious efforts. People gradually started taking things for granted, placing lesser notice and importance on needs and costs of the system.

	The institutional framework and the culture of governance changed towards more democratic establishments and more delegation of powers to localities and municipalities. The empowered town councils were filled with politicians competing in populism and appeasement of the impoverished electorate. Often competing candidates would preach reducing tariffs on communal services and pushing for greater social packages from the state, including low-cost communal services, irrespective of affordability constraints. Furthermore, many of the town council’s politicians were local bourgeois, with vested interests in businesses with extensive usage of drinking water, such as car wash stations, restaurants and hotels. Under the new institutional framework for the utility, the town council has become its main master, which often cared more for its vested interests and political populism, then for viability and sustainability of the utility. Figuratively speaking, the town council has turned into ‘Cinderella’s step-mother’.

	When Kyrgyzstan embraced democracy so enthusiastically and wholeheartedly in the geopolitical environment where such experimentation was unprecedented and often considered unaffordable, the international community had to put its weight in support of the flagman of democracy in the region. Since the country was too small and impoverished to afford much in foreign borrowings, substantial levels of grants and subsidies from donor organizations had to be provided. It was the right and necessary course of action, but it had negative externalities. The appreciation and care of international communities of the young and fragile democracy inadvertently promoted a sense of entitlement for further support and entailing dependency syndrome, especially among the most disadvantaged classes of population. Much of constituency in Kant was impecunious, with a genuine expectation that there inevitably would be good people and institutions stepping in to solve their problems. Such expectations amongst a considerable part of the electorate were not conducive for responsible and rational debate in problem-solving, effectively barring raising tariffs towards full-cost recovery.



Kant water utility had access to soft lending from the IFIs and significant grant subsidies from donor organizations. Nevertheless, it still needed to raise its tariffs substantially in line with inflation and rising running costs.

Here, it would be worth to consider experience of the water utility in Karakol, the touristic town of 70,000 people in the east of Kyrgyzstan (Сайт мэрии города Каракол – Профайл Каракольского предприятия «Водоканал», n.d.). Karakol water utility received the grant of about 10 million Swiss franks from the Swiss government (Swiss Cooperation Office in the Kyrgyz Republic, 2012), supplemented with domestic co-financing subsidies. The utility was supported by international consultants in strengthening its management systems and institutional settings, along with modernization of the facilities. All ingredients for a success story were there.

On 25 December 2015, Karakol Town Council has issued the Resolution no. 26-37/3 (Resolution of Karakol City Kenesh (Council) ‘About Results of Inspection of Communal Municipal Enterprise “Vodokanal” by the Temporary Working Committee of Karakol City Kenesh Deputies,’ 2015) trying to avert the utility’s bankruptcy and to cancel sale of the utility’s assets being foreclosed by the Social Fund of the Kyrgyz Republic. How could the utility with a reasonable management, millions euros’ worth of subsidies and substantive support from numerous international professionals have fallen into such a dire situation? The answer lays in refusals of the town council to raise tariffs towards sustainable levels, even when such increases in tariffs were part of terms and covenants of bilateral financing agreements.

Democracy is clearly the most efficient and fair mode of governance in the world, but, as any complex mechanism, the democratic mode of governance has its vulnerabilities. Populist politicians, the impoverished and disgruntled electorate, and dependency syndrome undermining rational and responsible collective decision-making in managing public matters can be unnervingly destructive.




TAJIKISTAN

Tajikistan did not experiment as frivolously with reforms and privatization, as Kyrgyzstan and Kazakhstan. From 1992 to 1997, the country went through the devastating civil war, with gloomy consequences for the economy, infrastructure and wealth. More cautious and socially sensitive approach in reforming communal services was warranted under the circumstances.

In 2002, the World Bank approved Dushanbe Water Supply Project, which had PPP embedded into its design. ‘This pioneering design was ambitious, considering that PPPs were still an alien concept in Tajikistan’ (The World Bank, 2011). The project design presumed recruitment of a foreign private firm to act as the Private Operator (PO) managing the utility within the 3-year performance-based Service Contract (SC), renewable in case of successful performance.

The project’s Implementation Completion and Results Review Report prepared by the Independent Evaluation Group of the World Bank in 2012 states: ‘The Service Contract for a Private Operator to manage the DVK1 ran between January 2003 and February 2006. It was not renewed after its third year due to: general dissatisfaction by the Municipality with Service Contract costs, processes, performance, and value-for-money; institutional resistance by DVK preventing the PO2 from effectively taking over the management of the utility; lack of cooperation from DVK to provide the PO with all necessary baseline information and data; uneven qualification and high rotation of the PO team; and project budget constraints. The PO was never allowed to take on its contractual utility management responsibility, instead operating as a technical assistance team. From the PO’s perspective, in addition to a difficult operating environment, the Service Contract lost commercial interest due to elusiveness of the incentive fee resulting from incomplete or nonconsensual baseline data’ (Independent Evaluation Group, 2012b, p. 5).

The project design was based on the successful precedence at Yerevan Water Utility, Armenia. However, in Tajikistan this PPP experiment was not successful, with no subsequent significant PPP undertakings in urban water supply ever since. In 2002, when Tajikistan was just 5 years since the end of the civil war resulting in the coalition government of the warring parties, the level of functionality of institutional and regulatory frameworks may be still insufficient for PPP-type undertakings. Nowadays the situation may fundamentally different, warranting a fresh look into PPP possibilities.

Tajikistan’s water utilities need massive investments for rehabilitation, extension and modernization, while the state subsidies and soft foreign debt financing could not cover all of the financing needs. What’s more, low operational efficiencies and commercial viability of the utilities make repayment of foreign loans problematic, even when soft loans are supplemented with nearly equal amounts of grants from supporting donors. The private sector participation seems to be an alternative, which the government has to consider very seriously.

Respectively, on 28 December 2012, the Law on PPP (Law of the Republic of Tajikistan ‘On Public-Private Partnership,’ 2012) was adopted, supplementing the Law on Concessions (Law of the Republic of Tajikistan ‘On Concessions,’ 2011). However, practical and technical aspects of PPP implementation are yet to be effectively formulated.




UZBEKISTAN

Uzbekistan adopted a similarly cautious approach, with strong emphasis on social protection and on the role of the state as the caretaker of public interests. It is the most populous country in the region, with nearly as much population, as the remaining three countries combined. What’s more, about half of the population lives in rural settings (Население Узбекистана превысило 31 миллион, 2015) and median age of the population is 26.7 years (“Population by Country (2016) – Worldometers,” n.d.). Within the given demographic and economic settings, frivolous reformation and imprudent governance could risk embroiling the country into scenarios of Afghanistan and Syria.

Respectively, with water utilities, the central government retained strong paternal role, with extensive direct subsidies; periodic write offs of debts to tax authorities and state-owned power suppliers; and indirect subsidies by assuming foreign debt repayment responsibilities on most loans issued by the IFIs. Given the risks at hand, it was a sensible approach, except it couldn’t possibly be affordable in the long run.

For such a scale of the water supply infrastructure, subsidizing all of the needed investments would be a titanic job beyond means of the state. Commercial viability and operational efficacy of water supply operations ought to improve substantively in order to reduce state subsidies and to enable repayments of the IFI loans by the utilities. Massive institutional overhaul of the sector was necessary, which was initiated in 2015 by the Decree of the Cabinet of Ministers no. 306 (Decree of the Cabinet of Ministers of the Republic of Uzbekistan ‘On Implementation of Main Directives of Development of Water Supply and Sanitation Organizations,’ 2015).

Pursuant to the Decree No. 306 over 150 different water utilities across the country were amalgamated into 18 large utilities to enhance manageability of the sector. Furthermore, the decree contained the Action Plan for instituting new corporate governance mechanisms, including computerized billing systems with adequate transparency and accountability, independent stock taking of customers and assets, strengthened fiscal discipline and accountability, improved practices with performance management, business planning, and energy efficiency (Decree of the Cabinet of Ministers of the Republic of Uzbekistan ‘On Implementation of Main Directives of Development of Water Supply and Sanitation Organizations,’ 2015). It was a fundamental institutional reform, targeting inter alia improving environment for PPP implementations.

Uzbekistan tried to experiment with PPP within the IFI-funded projects, including contracting out management of Bukhara and Samarkand water utilities for 3 years to a PO within the World Bank-funded project (The World Bank, 2010). The outcome was not deemed successful to justify meaningful incentive payments and continued engagement. ‘The Operator left the project prematurely’ (The World Bank, 2015). The project’s Implementation Completion and Results Review Report prepared by the Independent Evaluation Group of the World Bank in 2012 states: ‘Overall this design was substantially relevant and logical. However, the local technical and financial information available on the water supply system and its operating condition was poor and proved to be an inadequate basis for a results-based management contact. In particular, a sound baseline against which to judge the Operator’s performance and financial remuneration was not available at the start of the project – and measuring incremental performance of the Operator proved to be a significant problem during implementation.’ (p. 3). ‘The Bank was over-ambitious and unrealistic in the context of weakened sector governance and capacity. There was limited government ownership to the introduction of a Private Service Contract service contract, and limited market interest from potential foreign operators.’ (Independent Evaluation Group, 2012a, p. 7). Similar to the Dushanbe Water Supply Project, ingredients for successful PPP implementation were not yet in place. In particular, the Uzbek experience highlights the importance of an effective performance management framework for viability of PPP arrangements. ‘Project design failed to establish a rudimentary indicator baseline before project initiation. This was a major design weakness that led to unachievable target values for many of the key performance indicators… Given these risks, a performance-based management contract was premature’ (Independent Evaluation Group, 2012a, p. 7).

The country has the Law on Concessions (Law of the Republic of Uzbekistan ‘On Concessions,’ 1995), the Law on Foreign Investments (Law of the Republic of Uzbekistan ‘On Foreign Investments,’ 1998), and other legislative acts, which, in principle, make PPP arrangements permissible. But, as in case of other countries in the region, many practical and technical aspects of PPP implementation are yet to be properly articulated within the regulatory framework.






Practical Considerations

The aforementioned experiences of the Central Asian countries are suggestive of the broad-based need at water utilities and shared fervour of key stakeholders for PPP modalities. Furthermore, legal frameworks are already enabling and improving. Availability of financing is not a problem either, given commitment of the IFIs. The main inhibitor appears to be paucity in relevant knowledge and skills for scaled deliverance of successful and sustainable PPP arrangements. Basically, a PPP deal is not a trivial transaction, which could be successfully undertaken by any willing party under any circumstances. On the contrary, PPP cases are complex institutional arrangements, requiring due care, appropriate expertise, substantive handling and effective accord between relevant stakeholders in order to be successful. As with any complex undertaking, it would benefit from a conceptual framework or a paradigm enabling effective handling by commoners, i.e., not specialists of rare qualities.


QUID PRO QUO OF CONSIDERATIONS

What is PPP about? There is a traditional thinking behind PPP that it is a type of a contract. But, as in every other commercial transaction, the nature of the quid pro quo constituting the contract should not be forgotten, although it chronically is.

So, what is the quid pro quo of a PPP arrangement? In order to answer this question, we have to look at the needs of parties to PPP. In turn, that means we first have to define effectively the parties involved.

Although numerous and diverse parties could be involved in PPP implementations, including the IFIs and water utilities, in substantive terms only needs and interests of two parties are relevant:


	public

	private.



The public here is a community serviced by a water utility, and ultimately is its beneficiary owner. The complication with this party is finding its proper representative, with capacity, legal powers and fiduciary duty to act pertinently on behalf of the public within PPP arrangements.

A water utility would not have such credentials and thus would not qualify to be the agent and/or representative of the public in PPP transactions. Ideally, elected government officials with due accountability to the affected community should represent the public in PPP undertakings. However, in reality such settings are rare, resulting in nominal representation of the public within a PPP deal, often making a transaction misrepresented and/or misconstrued.

What the public wants is relatively evident – continuous safe drinking water supply at all habitations at affordable rates. What is less evident, why the public is not receiving it without PPP? Deficiencies in water supply operations are to blame. Within the current paradigm of the drinking water supply in the region, performance efficacy, operational transparency, fiscal accountability, as well as general diligence and honesty of operations are universally lacking. In other words, what the public really needs from the PPP is accountable, responsible and drastically improvement performance management. Thus, for the public the consideration to be received within a PPP would be better-quality performance management.

The needs of the private sector are palpable and easily defined as profits and/or remuneration justifying efforts in line with the prevailing market conditions and opportunity costs.

Basically, the substance of the PPP is now narrowed down to the quid pro quo between cardinally improved performance management of the utility and fair remuneration for the provided services. Here, two most complicated considerations of the PPP arise:


	performance management

	fair remuneration.






PERFORMANCE MANAGEMENT

There is a common misperception that performance of water utilities could be intuitively understood, assessed and managed. Performance management in water utilities is a much more complex matter due to the following factors:


	Drinking water supply operations are multifaceted with a large number of relevant parameters, including:

	continuity of water supply at source, key hubs and points of delivery

	pressure of water supply at various zones and points of delivery

	quality of water supplied, including cleanliness from all possible hazardous elements, such as physical particles; heavy metals; pesticides and other chemicals; biological contaminants and radioactive elements

	Effectiveness and efficiency of repair and maintenance works

	Efficacy of operations in terms of nonrevenue water and leakage controls

	Customer relations and responsiveness to grievances

	Fiscal discipline, honesty and accountability

	Commercial sustainability of operations

	Technical soundness and sustainability of operations

	Efficacy of water resource management

	Diligence with environment protection matters, including propriety of wastewater treatments and discharge

	Regulatory compliance and other risk management matters.




	Evolution of expectations and fading of collective memory are natural and inevitable, making volatility in public’s demands, needs and expectations an unavoidable part of reality in PPP arrangements.

	Inherently, drinking water supply presume operations of natural monopolies servicing large number of customers with virtually inelastic demand. Everybody needs water for survival. Such a monopolistic position and a vast number of monetary transactions carry intrinsic risks of abuses from irresponsible public officers and/or the innately greedy private sector. Proper control environment and internal control systems are of paramount importance for water utility operations.

	Water utility operations are capital intensive with entailing complexities in long-term planning and investment-handling considerations.

	Drinking water supply services are critically important to public wellbeing, with failures in operations potentially leading to massive health hazards, including increased morbidity and mortality, especially amongst the children.



Basically, trying to manage performance of water utilities by intuitive means would be naïve and irresponsible. Nevertheless, that’s exactly how performance management of water utilities is largely done in Central Asia, with no systematic reporting of key performance indicators effectively adopted as of early 2017.

On the other hand, management is done by people and institutions, which unescapably have a limited attention scope. It is simply impossible to manage anything effectively, if hundreds of indicators and parameters are used for performance evaluation and rectification. In case of such a large number of parameters, usually there would be many indicators demonstrating sound performance and many parameters demonstrating profound failures, ultimately necessitating subjective and intuitive decision-making. So, the already complex matter of performance management is further complicated by the need to narrow down managerial attention towards the necessary minimum, typically limiting considerations to few tens of parameters of outmost importance. This situation makes performance management of water utilities a particularly challenging matter, requiring effective prioritization, strategic thinking and substantive handling.

What’s more, water utilities in the region often operate with closed information circuits, meaning only inner circles inside the enterprise have access to information and data on the utility operations. Public accountability to customers and regulators is often underdeveloped. Management of utilities frequently is the only source of information on utilities’ operations for external audiences. Understandably, integrity of information provided by such a sole source may be compromised. There is a need for opening up information circuits of the utilities, with more effective, inclusive and reliable reporting to regulators, customers and the general public. Otherwise, effective oversight of performance of utilities by pertinent stakeholders would not be possible due to lack of reliable relevant information.




THE PROPOSED PARADIGM

Considering the aforementioned experiences and considerations, the following seven notions are proposed to be adopted as safeguards in PPP undertakings with water utilities in emerging markets:


	Instituting Effectual Public Accountability. The public at large should be accepted as a legitimate counterpart to a PPP deal. In case of water utilities, the public would consist of residents in the service zone, i.e., the territory where the utility has the mandate for drinking water supply. Respectively, in order for a PPP deal to be secured between legitimate counterparts acting in full capacity, the public has to be properly mobilized, empowered and informed. This is probably the most difficult and the most neglected part of PPP transactions, due to administrative complexities of mobilizing and engaging such a large and diverse group of people. Within settings of advanced democracies, it would be reasonable to take for granted appropriate public accountability of officials involved in PPP dealings. However, in case of emerging markets, public accountability of involved officials may be underdeveloped, necessitating a designate public mobilization and engagement program. Making such programmes a mandatory part of every PPP undertaking with water utilities in emerging markets would be reasonable.

	Clearly Defining Quid Pro Quo in Terms of Performance Management. The primary consideration received by the public within a PPP deal would be a substantively improved performance management, with or without an investment component. The private sector investment component, as in cases of concession deals and alike should be treated as a useful externality, not the main purpose of the deal. Respectively, the quid pro quo considerations should be primarily about the nature, scale and sustainability of improvements in performance. What’s more, the performance should be defined clearly, in a mode conducive for effective decision-making by commoners. Presumably, such a definition of performance would be done by means of key performance indicators of appropriate nature and quantity, given the public’s pressing needs, priorities and attention scope limitations.

	Establishing Effectual Performance Measurement System. Once the performance is defined and effectively agreed upon, unequivocal, clear and effective performance measurement procedures, formulas and systems should be established. Surprisingly, laxities and ambiguities in performance definition and measurement procedures within PPP arrangements are all too common.

	Establishing Clear Procedures for Performance Recording and Reporting. Clear protocols for recording and reporting performance parameters, especially for the baseline conditions, are imperative for sustainability of PPP arrangements. Otherwise, there simply would not be enough evidence to substantiate deliverance of the quid pro quo by the parties. What’s more, the reported values have to be subject to independent verification and/or audits to secure proper reliability.

	Instituting a Platform for Effective Performance Evaluation, Rectification and Planning by Relevant Stakeholders. The reported performance parameters must be processed, analysed and responded to by the public, which would require a specific platform, where interested relevant stakeholders could congregate their opinions, positions and commands towards a common accord in administering the quid pro quo.

	Segregating Asset Management from Performance Management Considerations. Utilities are natural monopolies with a complex and capital-intensive asset base. Converging two complex consideration sets may complicate decision-making and unduly limit competition. Asset management considerations are recommended to be kept within the public domain.

	Disallowing Utilities to Operate with Closed Information Circuits. Utilities are public property with due responsibility for public accountability. Inhibited or no effective access of the public to reliable information on all relevant parameters of operations of utilities should be treated as nonsense that it is. This simple notion would entail introducing a practice of technical audits of reported performance parameters.






FAIR REMUNERATION AND COMPETITION

The other side of a PPP deal, the notion of fair remuneration is hardly of lesser complexity. What amount of reward to the private sector would be appropriate is a philosophical dilemma rather than a question with an answer, which could be successfully substantiated. Deciding on fair remuneration in absence of completion could turn into a commotion between apatite and greed of the involved parties, often resulting in corrupt convergence.

Securing proper competition within PPP dealings is a major challenge, especially when significant investments are required from the private sector. In emerging market settings, investment projects with protracted recovery may carry excessive risk to afford meaningful competition. In circumstances of the Central Asian republics, attracting sufficient number of investors to create a meaningfully competitive environment may still be unattainable. Less capital-intensive PPP arrangements, such as performance-based management contracts, may be a preferred starting modality for the time being.






Concluding Note

Based on the situation synopsis, the pragmatic logical framework proposed to PPP undertakers would be centred on the simple question: ‘What would constitute a meaningful quid pro quo within the envisioned PPP arrangement to the eligible counterparts?’ The adequately articulated answer would necessitate: (a) emancipation of the Public from a dormant symbol at the background of discussions into a legally defined counterpart of a PPP deal with respective entitlements to benefits, controls, and, most importantly, proper representation; (b) adequate handling of complexity of the deal in terms of performance management; (c) honest and effectively prioritized formulation of the baseline and targeted parameters of performance in selling benefits of PPP to the public; (d) competitive dealing with the private sector in assessing and substantiating its remuneration; (e) segregating asset management of a public property from performance management of a PO and (f) open information circuits around water utility operations to enable collective decisions making on a PPP initially, and appropriate oversight of a PPP arrangement subsequently.

The seemingly simple framework would make unavoidable properly answering many complex and uncomfortable questions of PPP arrangements, especially in terms of performance management, public accountability and underlying benefits to the parties. Since PPP deals are intrinsically political undertakings, complex and uncomfortable questions are often dealt by politicians with the strategy of denial and avoidance. Hence, the great initial enthusiasm and a dubious eventual outcome within many PPP undertakings in the region. The proposed decision-making framework could be imposed on unwitting political establishments by stakeholders with a potent voice, such as authoritative industry experts, the IFIs and donor organizations, for enhancing PPP implementations in the region.
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Public and Private Partnerships for Renewable Energy Enhancement in Developing Countries: A Case of the Solar Rooftop Project in Gujarat, India
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ABSTRACT

This chapter provides an overview of the current status of renewable energy projects and identifies the key success factors of well-performing public–private partnerships (PPPs). To this end, this study analyses around 1,700 renewable projects on the World Bank’s Private Participation in Renewable Energy (PPRE) database. We then follow an inductive approach for a case review and examine a 5-MW rooftop solar PPP in Gujarat, India, that had been implemented in 2012. In spite of the rapid growth of renewable PPPs, regional disparity is distinct and most PPPs have been undertaken in Latin America and the Caribbean or a few selective countries such as China or South Africa. The case study informs that the successful PPPs may be attributed to such factors as policy coordination in multi-governance systems to attract project investments, the handling of land constraints in a project planning stage, and Green Incentive given to project participants. It offers a valuable insight into the significance of well-designed PPPs for enhanced energy access in developing countries, while accelerating the global transition to renewable-based energy supply to promote sustainable development.
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Introduction

Energy is an essential necessity for the daily life of individuals, a foundation of the shared activities in a society and an important source of economic growth in a country in this increasingly modernized world. The provision of stable energy in a country is thus one of the top priorities for policy makers as not only an independent energy policy but also an important cross-cutting policy that affects the entire economy and its different industrial sectors (Chaurey, Krithika, Palit, Rakesh, & Sovacool, 2012). In pursuing energy policy, energy supply issue has been further confounded by today’s climate change concerns. With the increasing scientific evidence for human-induced climate change (IPCC, 2014), international policy community recently agreed to limit global warming to well below 2°C at the Paris climate conference (UNFCCC, 2016). Before and during the conference, not only developed but developing countries submitted comprehensive national climate action plans that mostly comprise the supply of sustainable energy based on renewables. It is clear that expanding renewable-based energy systems can be the best way to address a twofold energy challenge, meeting increased energy access needs particularly in developing nations, while simultaneously participating in a global transition to clean, low-carbon energy system to address climate change.

Among various policy support mechanisms, well-designed public–private partnerships (PPPs) could be a potentially viable option for providing renewable-based energy services in developing countries (Kruckenberg, 2015; Martins, Marques, & Cruz, 2011). It is suggested that in the face of insufficient government investments and public budgets, PPPs would lead to overcoming the budgetary constraints of capital-intensive renewable energy projects demanding high upfront costs. PPPs would also enable public entities to gain access to private sectors’ innovative financing solutions and cutting-edge technical expertise that are essential in the stages of project development, operations and maintenance. However, most energy projects in developing countries had single-handedly relied on public efforts, which oftentimes led to project delays or failures when they are less capable of ensuring affordable service fees for the poor, draw community engagement and establish well-functioning institutional management systems (Komendantova, Patt, Barras, & Battaglini, 2012; Martins et al., 2011). In this light, PPPs can be a particularly useful tool for public managers or policy makers in developing countries to achieve energy access goals with renewable energy.

The current literature on PPP has rarely discussed the significance of PPPs for increased energy access in the context of developing countries. There are some prior studies that examined the application of PPP arrangements in the energy sector, but they are limited in that their focus is largely on developed nations (Dinica, 2008; Martins et al., 2011) or on large-scale projects in urban areas (Komendantova et al., 2012). Our study fills these research gaps. In this chapter, we first discuss the overall benefits and drawbacks of renewable energy development. We then provide the current state of renewable energy projects in developing countries by relying on Private Participation in Renewable Energy (PPRE) database of the World Bank1 (2014). This study then explores a case of a 5 MW mini-size rooftop solar project in Gujarat, India, and discusses what makes this case proven to be successful. In doing so, our study indicates that if a PPP is well designed, it can be an efficient, effectively affordable mode of small-scale electrification for sustainable energy supply in developing and emerging economies.




Benefits and Drawbacks of Renewable Energy Development

Renewable energy is defined as an energy source ‘derived from natural processes that are replenished constantly’ (IEA, 2002). In its various forms, it derives directly from the sun, or from heat generated deep within the earth. Included is electricity and heat generated from solar, wind, ocean, hydropower, biomass, geothermal resources, and biofuels and hydrogen drawn from renewable resources. Given the non-depletion of resources and less harmful environmental impacts, renewable energy has received broad political support as compared to fossil fuels or nuclear energy. However, promoting renewable energy development in a country would eventually depend on various factors. For instance, a country’s concerns over fossil fuel reserves, imported fossil-fuels’ price fluctuations, cost-ineffectiveness in the existing power infrastructure, and high climate risks would create a favourable policy environment, resulting in a strategic direction towards renewable energy production (Dinica, 2008). Political stability and policy support would also bring renewable projects in developing and emerging countries (Komendantova et al., 2012).

Renewable energy development provides various benefits. First, it strengthens energy security through a diversified energy mix, therefore enabling stable power supply to various economic activities in a country. Second, renewable energy allows a country to mitigate climate change by lowering greenhouse gas emissions during electricity generation. Third, new business and job opportunities in various sectors would be created during the deployment of new renewable-based technologies, which would positively shape national competitiveness and economic growth.

However, there are several drawbacks in renewable energy development. First, while renewable technologies have made great leaps, their power-generation efficiencies remain still lower than those of conventional fossil fuel-fired power generation. As such, in order to promote renewable project development, governments have adopted diverse forms of financial support mechanisms such as fiscal incentives, direct and indirect subsidies, tax exemptions and soft loans. In particular, Feed-in tariffs (FITs) have been well favoured by many developed countries including Germany. The FIT scheme provides legal guarantees for long-term purchase contracts with utility companies at a fixed attractive price (Dinica, 2008), leading private investors to a high level of assurance on the financial projection of renewable energy projects and thus facilitating renewable energy market generation (Komendantova et al., 2012).

Second, renewable energy projects pose a capital-intensive cost structure where high upfront costs are required at the stages of project development and construction (Sovacool, 2011). High capital costs incur, as renewable energy projects include a supply-chain bottleneck where there are still fewer companies with required renewable technologies than the existing demands. Moreover, additional costs are required to connect to the electricity grid, when in most cases renewable energy plants are located remotely and distant from end users. Renewable energy intermittency, for example, daytime for solar energy and wind blowing for wind energy, is also translated into high costs (Komor, 2004). Therefore, it is widely known that renewable energy is not cost-competitive as compared to fossil fuels. However, the true costs of fossil fuel-fired power generation should be higher than the currently projected ones, when environmental and social costs concerning negative externalities (e.g., industrial pollution) are captured. Fossil fuel subsidies also distort the true costs of fossil fuel-based power generation, lowering actual renewable-based electricity generation costs (Bridle & Kitson, 2014).




Current Trends and Variations of Renewable Energy Projects in Developing Countries

In many parts of the world, around 1.4 billion people still do not have access to electricity, and more than 2.6 billion people in developing countries rely on traditional biomass for cooking and heating (World Bank, 2014). This lack of access to modern energy services continues to impede sustainable development and reflects an imminent need for installing modern energy service system in developing countries, especially in South Asia and Sub-Saharan Africa (REN 21, 2016). If it is developed in a way to ensure financial affordability and technical sustainability, renewable energy has a huge potential for meeting these countries’ energy needs especially when combined with the use of mini-grids in unelectrified peri-urban and rural areas. Facilitating energy access through renewables has thus become an important policy agenda in developing countries (Chaurey et al., 2012; REN 21, 2016; UNDP, 2011).

Against this backdrop, renewable energy market has grown at an unprecedented rate in the last decade and continues to build its share of global electricity market. Renewables such as modern biomass, solar, geothermal, wind, tidal and wave, but excluding large hydro projects, accounted for 7.1% of the total world electricity generation in 2013 (REN 21, 2016), as compared to 2% in 2004 (REN 21, 2005). With the total investment of $241.6 billion (USD) from public and private entities, renewable energy accounts for 55% of the new generating capacity installed worldwide in 2013 (UNEP, 2017). Renewable energy investment in developing countries has also shown a drastic increase from $8 billion in 2004 to $116.6 billion in 2016, mostly in Latin America and the Caribbean and some parts in developing Asia.2

From the analysis of around 1,700 renewable energy projects from 1990 to 2012 on PPRE database of World Bank3 (2014), we identified several trends as follows. First, wind has been the most active technology deployed since 1990. In 2012, there were 25,954 MW of wind energy projects with private participation that reached financial closure in developing countries, and total project costs were about $46 billion. Many of the wind energy projects have been developed in Latin America and the Caribbean, while East Pacific Asia showed the least total electrification capacity in both financed and pipeline wind power projects. Solar technology ranks second, and its rapid growth in total pipeline projects was recently made for the past 5 years. In 2012 alone, 1,798 MW of PPP solar projects reached financial closure in developing countries and their total project costs were estimated at $7.5 billion. The Sub-Saharan region has been very active in attracting foreign private investments in renewable energy projects, and South Africa has been the most active in the region. Chile has also shown the highest commitment to create the favourable energy, as solar projects with nearly 1,739 MW of total solar capacity was installed. In doing so, Chile almost doubled the total capacity of the South African’s solar instalments in 2012.

However, geothermal and other types of renewables (wave and tidal) have not been actively tapped, resulting in a small number of pipeline and financed projects. Geothermal projects were proposed in a few countries such as Indonesia, Bangladesh and Malaysia with their total capacity being 840 MW since 1990. With respect to other technologies, in 2011, there was only one wave energy project proposed off the Kenyan coast with a capacity of 100 MW. The development of biomass energy has been also slow, and its contribution is still a marginal component of total renewable energy supply. Only 3% of the total financed renewable projects4 were based on biomass energy, and 582 MW of projects with private participation reached financial closure in developing countries. Most biomass energy projects proposed and implemented were limited in five countries – China, Brazil, Romania, India and Uganda.

Regional disparity is one of the key features in renewable energy development of the developing world. Latin America and the Caribbean, and East Asia and Pacific are the most active regions in renewable energy supply, while the African region with the lowest electrification rate still suffers from fewer pipeline and financially closed renewable energy projects. This uneven regional distribution would be in part attributed to the availability of subsidy-based incentives offered to project developers, along with relatively low political risks to private investors and higher level of bankability in large middle-income countries including China, India and Brazil.

Our analysis of PPRE also indicates that most PPP projects in developing countries were promoted by federal governments’ initiatives, reflecting the centralized governance system for energy development and planning in developing countries. Noticeably, around 80% of renewable projects were contracted by federal governments, while only 5% of PPP arrangements were made by state and local governments mainly in India, Thailand, China, Malaysia and Mexico. In contrast, PPP-based renewable energy development in developed countries tends to constitute meta-governance system by involving federal, state, local governments and sometimes independent legal bodies incorporated in a country (Koch & Buser, 2006).




Public–Private Partnership Arrangement in Renewable Energy Development

PPP is a procurement method where private and public sectors jointly undertake a project to provide public goods or facilities, which otherwise would have been undertaken only by the public sector (Martins et al., 2011). The public partner can take different forms, such as the central and local government, or even independent legal bodies incorporated in the state or regional and local administration (Koch & Buser, 2006). In traditional government procurement, the private sector delivers only a certain task required for a larger project, while government’s responsibility is to monitor and to consolidate the various works undertaken by different private sector companies for a larger system delivery. Under a PPP structure, private sector resumes a wider range of responsibilities depending on how project risks are allocated between government and the private sector (Komendantova et al., 2012).


ROLES OF THE PRIVATE SECTOR IN ENERGY PUBLIC–PRIVATE PARTNERSHIP

In many countries, power is usually provided by a central government through state-owned-enterprises (SOEs) for power generation, transmission and distribution. However, the government with limited public resources cannot fully meet the growing demands of power. In particular, renewable energy requires high capital costs and high level of technological know-how during the stages of project development and operations. In order to meet the high capital cost requirements, innovative financing solutions are also needed. These skills required for renewable energy development are not usually of the government, but of the private sector.


Public–Private Partnership Structure and Inherent Risks in Renewable Energy Project

Renewable energy PPP project also follows a typical PPP structure, where a government grants a concession to private sector investors for a certain period of time. In turn, the private sector, with required responsibilities, establishes a Project Enterprise, and recovers its investment with a series of revenues generated from the project. In case of renewable energy PPP projects, like any other power PPP projects, economic risks faced by investors are reduced or eliminated to a certain extent through a Power Purchase Agreement (PPA), which is usually signed with a utility company. The price and volume of the power purchased by the company, period and termination are all defined in the PPA. In developing countries, due to its low credibility of the utility company, the PPA, especially regular and/or termination payments, is often guaranteed by the government. A typical renewable energy PPP project is illustrated in Figure 1. The core of PPP arrangement lies in the identification and allocation of the risks embedded in a project among various participating parties, which are considered to be best handling the risks. Unique risks that the government and investors usually face in the renewable energy PPP projects include, among others, resource quality, spatial planning, new technologies, administrative approval, local and environmental acceptance and quality and price of maintenance services (Dinica, 2008).

[image: image]

Figure 1. A Typical Renewable Energy Public–Private Partnership Project in a Developing Country. Source: Author’s illustrations based on World Bank (2015).

The distinctive characters of the renewable energy projects shape the unique features and risks of renewable energy-based PPP. First, high capital costs of renewable energy projects during a construction stage and low operation costs are related to financial risks. This fact is translated into the critical importance of financing mechanism needed in the renewable energy projects, where the financial gap needs to be innovatively bridged to foster the further development and wider diffusion of renewable energy technologies (Yue, Liu, & Liou, 2001). Next, high technical expertise and the management know-how required for project development and operations are associated with the construction and operation risks. Finally, economic incentives and policy support from the government, for example, agreed feed-in tariffs, are often required to attract the renewable energy private sector developers by ensuring a stable revenue stream. They are stipulated in the PPA contract with a utility company, sometimes being guaranteed by the government. This leads to a risk of breach of contract by the government, a political risk in a project (Joskow & Tirole, 2005).




Private Sector Participants

Participation of a private sector company in a renewable energy project as an investor is usually driven by the investment return of a project on its equity capital measured by the Return of Investment. The same private investor sometimes participates in the project as Engineering, Procurement, and Construction (EPC) contractor and/or Operation and Management (O&M) contractor to generate additional profits from EPC and O&M work. In addition to this financial motivation, albeit low investment returns and low profitability in EPC and O&M, the private sector participates in renewable energy projects for other reasons such as market expansion, deployment and market test of a new technology and accumulation of track records for future projects (Bennett, James, & Grohmann, 2000).

Certain knowledge-based skills and experiences are strongly required for the private sector participants in renewable PPP projects, and they are usually screened during the bid evaluation process. The project sponsors are expected to have strong know-hows in the energy sector with financial strength and stability. EPC and O&M contractors must have proven records and technical expertise in the renewable energy projects. Given the complexity of financing arrangement, financial institutions should be able to make correct assessment of various risks involved in the projects, and their impacts on the loan repayment.




The Public Sector

The public sector participants are also required to have certain skills and expertise, for example, the understanding of the renewable energy technology involved, correct assessment ability of the risks and transfer certain risks to the private sector, the ability to correctly price a renewable energy project, negotiation with power generators, effective and timely organization of community consultation and monitoring capacity during the operation period. The lack of such required skills in the public sector, along with desperate needs on the energy, may lead the government to poorly designed contracts that could in turn result in ad-hoc unwanted renegotiations down the road (Martins et al., 2011). Furthermore, due to the lack of knowledge on the high technology, energy prices may be determined at an arbitrary level, which would be eventually borne by tax payers. Without proper consultation and community engagement processes concerning how to mitigate environmental and social impacts, the project may also face difficulties in the future.

The government’s concerns are complex. It is required to be mindful of various dimensions of the project such as legislative and regulatory aspects, political opinions of the project, minimization of the retained risks and maximization of social benefits, and protection of tax payers’ interests. Nonetheless, there are far more benefits of the government to pursue a PPP model in the renewable energy generation in partnership with private sector. The benefits include, among others, a quick delivery of the project, learning of up-to-date technological and managerial know-hows, and harnessing financing capacities of the private sector (Jones, 1994). In return for these potential benefits, the public sector needs to show to the private partners the stable revenue stream during the concession period to allow them to cover their initial investments.

Municipal and provincial governments are highly involved in most renewable energy projects, mostly due to environmental and social impacts on the local communities, such as noises and loss of visual landscape integrity. A local government’s involvement includes, for example, identification of project sites, zoning plans, issuance of required licenses and permits and local community consultation processes. Various forms of incentives, mostly tax incentives, are often provided from central- or upper-level to the local government in order to have it be favoured on the renewable energy development and accept a PPP renewable project in its province. Local governments are overall supportive of renewable energy projects, because stable access to electricity is one of their key policy priorities to ensure the minimal level of life quality for residents and sustain adequate business climate for companies located in their provinces.

The next section introduces a PPP case for solar power generation in India and provides several lesson points for small-scale renewable PPP projects.








Case Study: Rooftop Solar Power Project in Gandhinagar, Gujarat, India


CASE OVERVIEW

The State of Gujarat, located in western India with over 80 million residents, enjoys about 300 sunny days per year. In recognizing the high solar energy potential, Gujarat province has embraced the idea of renewable energy to meet the state’s growing energy demands. As Gujarat has been at the forefront of industrial development in India, Gujarat government believed that renewable energy development would help sustain its significant national leadership in economic and social development, while reducing the spread and depth of externalities and minimizing vulnerability in multiple spheres of economic development. The push for renewable energy development was also motivated by the government’s high recognition of the urgent need to diversify energy sources to preserve the state’s endowed fossil fuels and to simultaneously tackle climate change challenges. The Gujarat government then adopted the Solar Power Policy of 2009 with the aim of installing 500 MW solar power projects by 2014. The government also planned out to make its capital, Gandhinagar, a pilot solar city, which can be instrumental in implementing the 2009 Solar Power Policy. To this end, the rooftop-based solar photovoltaic (PV) technology through a PPP mechanism has been chosen to accomplish the policy goal, while effectively overcoming many technical, regulatory and financial challenges regarding the solar rooftop projects (GoG, 2009). With many successful PPP projects, Gujarat is now one of the top solar power-generating states in India with the commissioned capacity of 1,024 MW out of the country’s total capacity of around 5,000 MW (IMNRE, 2016).

Launched in 2010, the Gujarat rooftop solar power project in Gandhinagar is a landmark and pioneering small-scale project using solar PV technology under the 2009 Solar Power Policy framework. The project comprises the development, construction and operation of two rooftop solar projects in the state capital city of Gandhinagar. The government sought private sector participation to finance and to build two 2.5 MW pilot solar projects that could provide better access to power for an estimated 10,000 people (World Bank, 2012). For the project implementation, the Gujarat government granted concession to private investors to produce solar power of total capacities of 5 MW. The generated power, in turn, has been purchased by Torrent Power, a private-sector utility company under a 25-year PPA. The project went through a competitive bidding process based on a tariff which the bidders were requested to quote. The world’s 40 large energy technology firms had shown interests in the solar projects, and four companies, Lanco Infratech, Azure Power, Sun Edison and Mahindra Solar, were requested to submit the final bid. In 2011, the government selected Azure Power and Sun Edison, asking each company to install 2.5 MW solar generators. The project was commissioned in March 2012 (Rasika, 2012), and is now under full operation.

In this project, solar panels were installed on both public and private rooftops. The Gujarat government has provided the rooftops of about 25 state government buildings for around 4 MW power generation. The remaining 1 MW has been generated on the premises of 250 households. To ensure enough local communities’ participation in the project, the government promised ‘Green Incentive’ of Rs. 3 INR (about $0.016 USD)/kWh to the participating city residents if they install solar panels on their rooftops. According to Rasika (2012), the monetary incentive was sufficient for inducing the residents’ participation. It is projected that a rooftop owner would at best receive about Rs. 8,878 ($145) per month for a 1,000 sq.ft. of leased area, even with a very modest assumption of solar energy reception of about 200 kWh/sq.ft. per year and a conversion factor of 18%. This Green Incentive seemed to be innovative, because the project, on one hand, could be implemented without occupying and acquiring lands, and on the other hand, it also provides extra income sources to the participating residents for hosting the solar panels. The additional income was considered substantial, as the per capita income for 2009–2010 in Gujarat was Rs. 33,843 ($553) (GoG, 2013). Figure 2 shows the project structure of Gujarat rooftop solar power project in Gandhinagar.
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Figure 2. Project Structure of Gujarat Rooftop Solar Power Project in Gandhinagar. Source: Author’s illustrations based on World Bank (2015).

The Gujarat government intended the project to prove the concept of small-scale grid-connected rooftop solar power development, which exists in developed countries (in the United States and Germany, in particular). The project was structured in a way to specifically address the risks and challenges that constrain the rooftop solar market in India and thus provide path-finding solutions for the market development (World Bank, 2015). For instance, securing an adequate number of suitable roofs (institutional, commercial and residential) is one of the significant challenges for a distributed and grid-connected solar rooftop project. The government committed to lease public building rooftops to mitigate the risk, while a green incentive mechanism was devised for residential buildings that can help monetize otherwise idle assets. The leasing of residential rooftops was also possible when targeted marketing was executed to make sure prospective customers who might have lacked the understanding of solar power generation have become well aware of the rights and obligations as lessors and the concept of rental payments. Off-taker was also identified and invited for the discussions of all technical, commercial and legal aspects from the initial stage of the project development, which had resulted in the viability of the project. Other main challenges in the pilot project include lack of clear regulatory guidelines for interconnection of sub-1 MW generation facilities in the state electricity distribution code as well as lack of approval of the process and documents (such as PPA, project implementation agreement) by the regulators (World Bank, 2015). These were addressed during the early stage of project before its bid process.

Overall, as the first MW scale solar PPP project in India, the Gujarat project was considered very successful. The state government could enhance energy access at affordable prices with virtually no state subsidies, mobilize private sector’s investment and technical expertise, benefit the participating residents with additional rental incomes and reduce carbon emissions (World Bank, 2012). The replicability of the same model in different cities adds another merit to the project. Relying on lessons learnt from this pilot PPP model, the Gujarat government implemented subsequent 25 MW rooftop solar power projects. The new projects were arranged by the Gujarat Power Corporation Limited in its five large cities, all in small scales, i.e., Vadodara (5.0 MW), Rajkot (6.5 MW), Mehsana (5.0 MW), Bhavnagar (3.5 MW) and Surat (5 MW).5




LESSONS LEARNED

There are some lessons that can be drawn from the Gujarat Rooftop Solar Project for the renewable energy PPP projects in other developing countries. First, central and provincial governments’ policy initiatives have been well coordinated to establish an enabling environment for renewable energy development, leading the successful implementation of PPP projects in Gandhinagar. As part of the India’s National Action Plan for Climate Change, the Indian government launched Jawaharlal Nehru National Solar Mission (JNNSM) in 2010. The JNNSM has set its own ambitious target of adding 1 GW of capacity between 2010 and 2013 and seeks to increase the combined solar capacity from 9 MW in 2010 to 20 GW by 2022 (World Bank, 2010). One of the strategies to implement JNNSM was to bundle relatively expensive solar power with one from the unallocated quota of thermal power stations. The combined power generation approach was adopted to reduce the impact of higher solar tariff on utilities. The JNNSM also embraced a reverse bidding mechanism6 that helped qualified bidders benefit from the declining global prices for solar components (World Bank, 2013). The Gujarat government’s response to JNNSM was swift owing to its 2009 Solar Power Policy by implementing the state-specific regulations and guidelines for rooftop solar projects, and the government adopted the ‘feed-in tariff’ concept as a first-kind of monetary incentive tool for renewable energy development in India (World Bank, 2015). This illustrates that PPP-based renewable projects would function well under the condition where a central government establishes a strategic direction for the promotion of renewable energy and implements its national strategy in harmony with state, provincial, or local governments’ follow-up actions.

Second, the Gujarat rooftop pilot project indicates the significance of handling land constraints early in a project planning stage. Renewable energy projects usually face difficulties for site selection, since it is mostly challenging to secure a large parcels of lands where the right amount of natural resources, such as wind and sunlight, is continuously provided (Eilperin & Mufson, 2009). In addition, renewables have a low-energy density as compared to other conventional energy sources (Eilperin & Mufson, 2009). Land acquisition for solar PV or wind projects, regardless of its size, would be then translated into high up-front costs and greater environmental and social impacts pertaining to land conversion. In the Gujarat rooftop solar project case, private actors suggested the two rooftop-based solar power instalments as well as the idea of utilizing existing local government buildings’ rooftops. For the instalment capacities fallen short of, residents were also invited for power generation. Being fully accepted by government, this way led to the smooth implementation of the project, while successfully lowering project costs and other resources that otherwise would be demanded for land purchase negotiations.

Third, offering Green Incentive to project participants presents a win–win situation for both government and local community. The Gujarat case is called ‘Rent-a-Roof Project’, as private companies lease rooftops from the government and private residents who would receive Rs. 3 ($0.05) per unit produced. Solar panels are then installed and connected to the grid by project operators, and the operators in turn receive a feed-in tariff of Rs. 11.21 ($0.18) under a 25-year concession (World Bank, 2014). As such, this pilot project showcases Green Incentive as a crucial design element for an effective solar rooftop PPP business model, enabling seamless collaborations among various stakeholders, namely policy-makers, regulators, individual rooftop owners (lease rentals), solar module suppliers, project developers, and utilities (meeting renewable purchase obligations by procuring solar power). Given that the ability to pay for improved energy services is one of the major limitations in energy access problem in developing countries, Green Incentive in sync with preferred implementation model would encourage the actual usage of clean energy after its installation and prompt the scale-up of renewable-based electrification projects. Green Incentive can also enhance local community’s active involvement during a project operation stage that has been typically ignored in most renewable energy projects, despite its critical role for achieving overall project performance (Chaurey et al., 2012).

Following the success of this pilot project, the Gujarat government has attempted to proliferate the rooftop solar model to other cities in the state. As an example, the government sought a 5 MW rooftop solar project in the city of Vadodara and WAA Solar Private Limited financed around $ 8 million of the total project costs. The slight modification of the business model was made to allow plants’ ownership to be transferred to rooftop owners, which raised potential rooftop owners’ interests in the project. With a 25-year PPA made, the project was successfully implemented and provided increased energy services to around 9,000 residents (World Bank, 2014). Likewise, solar rooftop PPPs with Green Incentive is replicable, as long as policy and regulatory frameworks are clear, stable enough to attract investors and flexibility in PPP contracts is granted to project developers.






Conclusion

Energy security is one of the top policy priorities in a country, and climate change and its impacts have presented a twofold challenge of providing sustainable energy and divesting fossil fuel-oriented power generation. However, due to lack of financial means, limited technical expertise and inadequate/insufficient regulatory mechanisms, it would be most unlikely for developing countries to supply sustainable energy with renewable energy projects that demand high up-front capital costs, establishment of regulatory guidelines and rules and employment of technical knowledge for project design and implementation.

PPP arrangements can be suggested as a procurement model to address such challenges. They can reduce risks from capital-intensive cost structure, enable public actors to harness private sector’s technical expertise, and encourage more effective project preparation (Martins et al., 2011). Key to the successful launch and undertaking of the project would be a careful consideration of design elements in the planning stage of PPP renewable projects. We suggest that the Gujarat Rooftop Solar Power project is a replicable PPP model for small-scale electrification projects in developing countries. The project’s success would be attributed to multilevel governments’ coordinated efforts for facilitating private investments by ways of incentive-based policy mechanisms such as lowered tariffs. Its uniqueness also includes avoiding unwanted negotiations over land acquisition for solar power generation, as the Gujarat project utilized the rooftops of public and private buildings. Green Incentive is a critical element that brings local residents’ support for the project, inviting local residents to be part of power generators. Being replicated in other cities or states in India, the solar PPP model in Gandhinagar offers a promise for its replicability in other developing countries, insomuch as private companies make win–win operational arrangements with local residents as well as public sector create policy measures promoting renewable-based electricity generation.

While this study provides anecdotal evidence for key success factors in a solar PPP, future scholarship can benefit from investigating PPP arrangements using different sources of renewables such as wind. In addition, it would be valuable to explore what inhibits or promotes the expansion of PPP-based renewable projects across different regions of the developing world, particularly in Africa, suffering from the lowest electricity access rate in the world (IEA, 2016).

To sum up, this article suggests that well-designed renewable PPPs can be instrumental in improving energy access to meet rapidly growing domestic energy demands in developing countries, while allowing each country to participate in a global transition to clean, low-carbon energy system for the promotion of sustainable development.
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2Developing Asia is defined by the IEA to include Afghanistan, Bangladesh, Brunei, Cambodia, China, Chinese Taipei, DPR Korea, East Timor, India, Indonesia, Malaysia, Mongolia, Myanmar, Nepal, Pakistan, PDR Laos, the Philippines, Singapore, Sri Lanka, Thailand, Vietnam and Other Asian regions.

3http://ppi-re.worldbank.org

4Biomass-based electricity generation projects were numbered 51 among 1,690 total financed projects from the World Bank PPRE database.

5http://www.gpclindia.com/showpage.aspx?contentid=110

6The reverse auction as a competitive bidding mechanism allocates projects to a set of successful bidders with the lowest tariffs adding up to the quantum of capacity earmarked for each batch. JNNSM Phase I allowed benchmark tariff fixed for each financial year by the Central Electricity Regulatory Commission (CERC) (World Bank, 2013).
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ABSTRACT

The purpose of this chapter is to analyse the procurement of public–private partnerships (PPPs) through unsolicited proposals (USPs). This chapter compares the policy framework and economic data of USPs in Brazil and Chile and provides some economic insights based on this analysis. In line with the existing literature, empirical evidence shows that non-proponents rarely win the tender for a project based on a USP. Differently from the existing literature, data analysis suggests that USPs may result on successful projects only in very specific conditions. USPs may work better in sectors where the government has developed higher in-house expertise to manage infrastructure projects. Also, USPs are more fit to projects that are clearly economically viable ex ante. However, even in these cases, USPs might generate a higher transaction cost to the government and less competitive tenders in comparison to solicited proposals. The analysis focuses on countries that have a very rich experience in USPs. Nonetheless, given the different legal and regulatory environments around the globe, it is difficult to provide a one-size fits-all USP policy. This chapter aims to provide some insights into how to manage a USP in order to improve the public policy framework of this procurement tool. This chapter contributes to the literature as it provides an economic analysis of the conditions in which the USP mechanism could result in a successful project.
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Globally, there has been a growing trend to include unsolicited proposals (USPs) as part of infrastructure procurement initiatives. At the same time, more and more countries are making efforts to improve the governance and increase the transparency of public–private partnerships (PPPs) (PPIAF, 2014). These two trends may appear to be somehow contradictory as USPs have long been associated with a lack of transparency and greater potential for corruption as potential bidders prepare the studies that are needed during the procurement procedure. However, there has been an increasing tendency to incorporate a clearer, more procedurally fair and more competitively oriented USP process and as a consequence this raises the question of whether or not USPs can be, at least in certain circumstances, a viable substitute for a traditional solicited PPP procurement framework.

In this chapter, we review the experiences of Brazil and Chile as these countries have been increasingly relying on USPs. More specifically, the case of Brazil was selected due to its relevance on infrastructure market and its reference role to other developing countries, while Chilean experience was studied because it was considered one of the most successful cases of implementation of USPs. Furthermore, what makes their case interesting is that their legal and institutional frameworks provide USPs to be channelled into more open competitive processes in which the USP proponent may have to compete with non-proponents and the latter, at least in theory, can win a tender for a project based on a USP. Nonetheless, their history with and motivations for allowing USPs as part of their infrastructure frameworks are different.

Chile has allowed for USPs since the early 1990s. In Chile, the primary motivation for incorporating USPs into the infrastructure procurement framework has been to rely on the contribution of private sector entities in identifying PPP projects. Since the early 1990s, private sector entities have submitted 423 USPs for PPP infrastructure projects to the Chilean government (IBARRA, 2015). However, it is important to highlight that the bulk of infrastructure projects in Chile were structured through solicited proposals, where government identifies and prepares the project.

Given its relatively long history with USPs, it is perhaps not surprising that the Chilean government has had some success in obtaining a reasonable level of competition in USP-based solicitation processes. However, out of the 423 USP projects submitted in Chile, only 19 projects were successfully tendered and implemented. Also, most of these infrastructure projects are concentrated in the road sector (IBARRA, 2015).

Brazil’s experience with USPs is more recent and its history and motivations are different from those in Chile. Brazil has long decentralized the provision of infrastructure services to state and municipal governments. Thus, not surprisingly, in Brazil, USPs are more prevalent at the subnational than the national level. Between 2010 and 2015, private sector entities submitted at least 113 USPs for PPP infrastructure projects to subnational governmental entities in Brazil. The primary motivation for allowing for USPs in Brazil was to structure and build infrastructure projects quickly to meet deadlines associated with hosting major international sports events. However, results so far have been poor. Only 20 out of 113 USPs submitted resulted in awarded projects (Pinheiro, 2015). Most of these projects are located in large urban centres.

Based on our review of USPs in Brazil and Chile, we have identified the following issues: (i) market design: how to maximize competition (introducing competition at early feasibility studies or tender)? (ii) transaction costs: Are high transaction costs a genuine reason for not employing USPs? and (iii) USP implementation across infrastructure sectors: Are some sectors better suited for USPs?

This chapter is structured as follows: We present the Brazilian case study and then analyse the Chilean case, detailing the regulatory model adopted, the role of government and the results obtained in each country. We move on with a comparative analysis between them and present our conclusions and main insights.


Brazil’s and Chile’s USP Experience Analysis

Brazil has approximately a 20-year experience in developing infrastructure projects with private participation. It started in the 1990s with a wave of privatization, mainly in the energy, telecommunication and rail sectors, and then evolved in the last decade in developing concessions and PPPs, not only in economic infrastructure, such as roads and airports but also in social infrastructure, for instance, hospitals and schools. On the other hand, Chile has a very rich experience in developing concessions/PPPs programmes. Since 1993, that is, a 22-year experience, Chile has built a portfolio of 76 concession contracts summing up a US$ 15 billion investment. In economic infrastructure, this represents, for instance, 146.409 m2 of new airport terminals, 18 km in public transit corridors, 179 km of urban roads and 3.506 km of intercity roads. In social infrastructure, investments are also significant, adding up to the system 237.889 m2 of public buildings, 2,601 hospital beds and 12,435 squares of prison inmate cells (MOP, 2015).


CASE STUDY – BRAZIL

The Brazilian experience in developing concessions and PPPs is heterogeneous at national and subnational levels. At national level, until now the Federal Government has prepared infrastructure projects in house and also by authorizing independent consultants to prepare the studies needed to start the procurement process. Indeed, in the 1990s, the privatization processes were managed by Banco Nacional de Desenvolvimento Econômico e Social (BNDES), the Brazilian Development Bank, and more recently the concessions programmes (airports, ports and roads) were structured by the Estruturadora Brasileira de Projetos (EBP), a joint venture between BNDES and eight commercial banks, whose role is to prepare infrastructure projects for governments, at national and subnational levels. Since 2008, projects structured by the Federal Government through EBP generated an estimated investment of US$ 31.4 billion (five major airports, including Guarulhos in São Paulo and Galeão in Rio, and 5.348 km of roads).

At subnational level, not only due to a lack of in-house capacity to prepare projects but also due to the inadequacy of the procurement law and budget restrictions to hire independent consultancies, both state and municipal governments have been relying mainly on the private market through a USP mechanism.


USPs in Brazil

In Brazil, a USP is a project prepared1 by the private market, independently if the project was originated by the government or identified by a potential bidder. Indeed, as, in general, there is a lack of expertise within state and municipal governments, the public sector generally relies on the private market to get all the studies needed to start the procurement procedure for a Concession or PPP.2 Refer to Table 1 for details about the Brazilian USP models.

Table 1. USP Models in Brazil.




	Criteria

	Brazil






	Market structure

	Model 1: Several firms prepare studies for each project. There is ‘Competition for the market’.




	Model 2: Only one firm prepares the studies for each project. The firm must be independent, i.e., must not be interested in bidding for the concession/PPP project.




	Firm’s payoff

	In case the project is successfully tendered, the winner reimburses the firm for the costs incurred to prepare the studies. The reimbursement value is determined by the government ex ante.




	Government’s commitment

	The government can end the procurement procedure with no penalty.






Source: Elaborated by the authors based on Ibarra (2015).




USPs Regulatory Model

In Brazil, differently from international practice, the usual USP model is characterized by the existence of competition between firms in the project preparation phase. Firms incur the costs to prepare the studies and then compete to see which study is going to be used in the procurement procedure. Therefore, this means more risk to firms preparing the studies and also more transactional costs to governments which will be in charge of managing and analysing different studies at the same time. Recently, a second model is arising in which only one firm prepares the study needed for the procurement procedure. In this case, the firm must be independent, i.e., it must not be a potential bidder.3 This new model seems to generate the correct economic incentives as it reduces the transaction costs to governments and at the same time preserves the competitive tension in the auction, as the study is prepared by an independent firm.

In the Brazilian model, the firm is reimbursed only if the project is successful, i.e., if there is a winner in the competitive bidding the new concessionaire must reimburse the costs incurred to prepare the studies. The reimbursement value is determined by the government ex ante and is market based.

Another important characteristic of the Brazilian model is that there is no contractual commitment from the government or the firm(s) preparing the studies. In fact, any part can leave the process without any penalty.




The Role of Government

In Brazil, each state or municipality has its own regulation for USPs. It is important to highlight that states and municipalities can issue local procurement legislation; however, such legislation cannot oppose federal laws.4

Moreover, there is no standard in how the subnational government interacts with firms during project preparation. Some governments wait until all studies are delivered and then there is a valuation phase whereby the government selects the best study. This study is then used as a base for the procurement procedure and defines the minimum bid value. In other cases, the government interacts with all firms during project preparation. The idea is to guide firms to consider all the government assumptions in their studies.




Performance of the USPs Regulatory Model

Since 2010, the number of USPs at subnational levels increased significantly (see Figure 1). However, the rate of success is still very poor. Data shows that 113 USPs for PPPs were initiated between 2010 and 2013 and only 42 (37%) reached the public hearing phase which is the beginning of the procurement procedure. Moreover, only 20 USPs reached the stage of contract closing, i.e., a success rate of 18%.
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Figure 1. Number of USPs Initiated, USPs that Went to Public Hearing, USPs that Were Tendered and USPs that Signed Contract per Year from 2010 to 2015. Source: Pinheiro (2015).

The analysis of this 20 contracts shows that almost two-thirds are from projects in urban mobility, sanitation and soccer arenas (see Figure 2). Urban mobility and sanitation are sectors where there is some in-house expertise in public companies whereas the arenas were one off-type projects undertaken for the World Cup 2014, i.e., projects that were not only monitored by internal but also by external bodies. Also, the public works related to the arenas, in particular, benefitted from a special statutory regime designed to fast-track project development to respond to the calendar of international sports events Brazil committed to host. If we do not consider the arenas, the rate of success decreases to 15%.
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Figure 2. Concluded Projects per Sector – USP Model. Source: Elaborated by the authors based on data from Pinheiro (2015).

However, available data shows that in almost 80% of these 20 projects the firm that developed the selected study won the auction. Hence, given the low rate of success and competition in the auction, a common criticism to the Brazilian USP model is related to the misalignment of incentives.

Indeed, when the firm that prepares the studies is a potential bidder, the private and public incentives may not be aligned. On one hand, the public sector wants a study that maximizes competition in the auction and a contract that maximizes society welfare’s through a better quality of service. On the other hand, the potential bidder prepares a study to maximize its chances of winning the auction and its return during the concession period. The proponent firm may be able to do that, for instance, by developing technically biased studies to solutions that give competitive advantages in the auction and a more favourable contract regulation. Also, the misalignment of incentives is aggravated by the existence of asymmetric information between government and potential bidders and also between the potential bidder preparing the studies and its competitors. The result may be a less competitive auction and a worse contract regulation.

Another critical issue in the Brazilian USP model is the high burden and considerable transaction cost the government has to incur in order to manage the USP process. In fact, in the project preparation phase, governments need to mobilize substantial human and financial resources to prepare the terms of reference to call for USPs, to interact with many authorized firms (potential bidders) during the studies, development stage, to analyse all the delivered studies and finally choose the more suitable one based on objective criteria. In the procurement phase, governments need the support from the selected firm to adjust the studies after the public hearing and the audit court validation which usually is very time consuming. On top of that, governments need to ensure that the selected firm will not have competitive advantages in the bidding process in case the firm is a potential bidder, which create governance costs during the process.

The low rate of success appears to have been causing some changes in regulation. For instance, Sao Paulo State recently changed its regulation to project preparation to stimulate the participation of independent advisors. Under this new regulation, the government has the option to choose only one company to develop the study, provided that this company does not participate directly or indirectly in the auction. Despite having some differences in relation to the state of Sao Paulo, the Federal Government and the state of Rio de Janeiro have also considered in its new regulation a greater incentive to independent advisors.






CASE STUDY – CHILE

In Chile, the Ministry of Public Works (MOP) is in charge of managing the concession programmes. Its role is not only to identify and build a pipeline of projects for the next cycle but also to determine each project’s scope of services, to prepare and analyse the engineering projects and finally the legal documents needed to start the procurement procedure. The bidding and contract rules for each project must also be approved by the Ministry of Finance (MF) and audit court (Controladoría General de la República) before tender, even if there is no need for government subsidies.

The MOP builds the pipeline of projects through two sources: public initiatives and private initiatives. The former are projects identified and prioritized by the government (MOP) whereas the latter, known in several countries as USPs, are projects identified by the private market (USPs). It is interesting to note that from the 76 concession contracts mentioned above, only 19 (25%) projects came from USPs (IBARRA, 2015). When considering the investment generated by concessions, the projects structured through USPs represent only US$ 2.2 billion or 15% of the total. The main regulatory tool for preparing infrastructure projects in Chile has been public initiatives, responding to 85% of the concessions in terms of investment, while USPs respond to the rest.


USPs in Chile

A USP is a project identified by a private firm and must not be part of the government’s public initiatives. That is, in theory the role of USPs in Chile is to promote innovation in the identification of projects by the private market. To be approved and included in the procurement process, the government must check if each USP is of public interest, that is, if the cost benefit analysis shows that the project is socially desirable. See Table 2 for the main characteristics of the USP model in Chile.

Table 2. USP Model in Chile.




	Criteria

	Chile






	Market structure

	Only one firm prepares the studies for each project.




	Barriers of entry

	Each firm must provide a financial guarantee (proportional to the project’s investment) that is collected by the government in case the firm fails to deliver the study on time and within the expected quality.




	Firm’s payoff

	In case the project is successfully tendered, the winner reimburses the firm for the costs incurred to prepare the studies. The reimbursement value is determined by the government ex ante and is market based.






Source: Elaborated by the authors based on Ibarra (2015).




USPs Regulatory Model

In Chile, in line with international practice, the USP model is characterized by the absence of competition between firms in the project preparation phase. The firm that identifies the project is the only one that has the right to prepare the studies. Hence, this means less risk to firms preparing the studies and also less transactional costs to government which is able to focus on only one study per project. However, if the firm preparing the studies is a potential bidder, the absence of competition may increase the informational asymmetry in the process. That is, in theory being the only one preparing the studies the firm may be able to influence the project’s assumptions to increase the chance of winning the auction and to increase its return during the concession term.

In the Chilean model, differently from the usual USPs model seen abroad, there is a barrier of entry for firms intending to present a USP. If the project is approved by the MOP and included in the government’s pipeline, the firm must provide a financial guarantee that it will deliver the studies on time and comply with all the government’s requirements. The value of this financial instrument depends on the project’s category (A, B or C) that is exclusively related to investment costs estimation. Projects in category A have estimated investments up to US$ 12.3 million and demand a financial guarantee of US$ 41,000; for category B, estimated investments vary from US$ 12.3 million to US$ 32.8 million and the financial guarantee is US$ 123,000; finally, for category C, estimated investments are greater than US$ 32.8 million and the financial guarantee is US$ 205,000 (IBARRA, 2015).

We can infer that for some firms, especially for firms whose business is project preparation (consultancy firms and project preparation facilities), this amount may represent a strong economic incentive to deliver a good project. However, in case the firm is a potential bidder, the financial fee is insignificant when compared to the concession’s investments costs.

Also, the firm’s payoff by holding a USP, i.e., by incurring the costs of project preparation and financial guarantee comes from two sources. First, if the final studies are approved by the government (MOP and MF), the project’s rights are transferred to the government in exchange of a premium in the competitive bidding, depending on the project category (8% for category A, 6% for category B and 3% for category C) (IBARRA, 2015). For instance, if the premium is 3%, the firm’s bidding value is increased by a factor of 1.03.

Second, if the project is successful, i.e., if there is a winner in the competitive bidding, the new concessionaire must reimburse the costs incurred to prepare the studies. The reimbursement value is determined by the government ex ante and is market based.

Also, to reduce the risks incurred during project preparation, in case there are no bids in the auction or the government decides not to go ahead with the procurement process, the government may decide ex ante to reimburse at least part of the firm’s costs.




The Role of Government

As mentioned before, the government unit in charge of coordinating the concession program in Chile is the MOP, which encompasses deep in house experience in procuring infrastructure projects. The MOP developed a regulatory framework for managing the USPs that indicates a strong governance to mitigate any conflict of interests that may arise in the process.

First, to be accepted as a USP, the project presented by a private player must be of public interest. Public interest is characterized when the cost benefit analysis shows that the project is socially desirable. Until recently, the public interest was verified solely by the MOP. Recently, the public interest started to be verified by a committee comprising the Minister of Public Works, one board member chosen by the Ministry of Public Works and other four board members chosen from universities (engineering, economics, law and architecture). Since the committee was established, the number of approved private initiatives has declined.

Second, besides the difference in project origination, public initiatives and USPs go through the same process to be approved and tendered. (Sole-source negotiations are not permitted.) The process to approve a project encompasses two phases: (i) pre-feasibility phase and (ii) feasibility phase.

Pre-feasibility phase: For a USP, the process starts with a private player identifying and presenting a project to the government with a pre-feasibility study encompassing, for instance, the geographic location, demand forecast, socio-environmental analysis, legal issues, Capex and Opex at conceptual level and the financial modelling describing assumptions such as tariff level, concession period and amount of subsidies if needed. The government then checks if the project represents public interest.

Feasibility phase: When the project is declared to be of public interest, the MOP publishes the requirements that the studies will have to consider during the feasibility phase. The requirements encompass a very detailed project profile whereby the government reveals the scope of services included in the concession, minimum bidding and contract rules and also the mandatory investments that the concessionaire will have to undertake during the concession term.

Since the MOP was created to manage the public works in Chile, this unit pays close attention to the engineering side of the projects. The engineering project is quite detailed (Anteproyecto Avanzado) in comparison to other countries and must be approved by the MOP’s engineering team. Not only that, for each project the MOP designates a senior staff whose role is to oversee and check the studies during the whole process in order to mitigate potential informational asymmetries and guarantee that the public interest is preserved.

After the MOP approval, the final studies are published for potential bidders and the procurement procedure phase begins.




Performance of the USPs Regulatory Model

Since the early 1990s, 423 USPs were presented by private players in Chile, but only 19 projects were effectively tendered. (See Figure 3 for the number of USPs per year from 1992 to 2014.) Hence, the result so far is a success rate of only 4.5% (IBARRA, 2015). This indicates that in 95% of the total projects the government spent public resources to manage and analyse the unsuccessful USPs.
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Figure 3. Number of USPs Presented by Private Players in Chile per Year from 1992 to 2014. Source: Ibarra (2015).

An analysis of the 19 procured USPs allows us to mention three interesting characteristics regarding the project’s profile, competition in the auction and structuring period.

First, the Chilean experience with USPs is highly concentrated on roads, as this sector represents 96% of the total investment generated by USPs. Although there were also five airports as successful USPs, they were very small expansions from the existing infrastructure with an average Capex of US$ 10 MM and represented only 2% of investments generated by USPs. Also, 47% of the USPs tendered encompassed estimated investments below U$ 32.8 MM (five projects in category A and four projects in category B). Even the biggest USP project totals U$ 320 MM, which is very low as per infrastructure standards.

The evidence suggests that the successful USPs are simple and small projects in a very mature sector. Indeed, the road sector in Chile is very developed, with a very well-known regulatory framework. Also, the MOP has a lot of experience in procuring public works for road projects, even before the concessions programmes were initiated. Thus, the playing field of informational asymmetries for potential bidders preparing the studies is less critical and explains why the successful USPs are mainly in the road sector.

Second, one aspect typically pointed out as strength in the Chilean USP model is the capacity to generate competition in the auction. However, even being able to attract a reasonable number of bidders per auction (average of 3.3 bidders), the USP original proponents won almost 40% of the time. (See Table 3 for details about the 19 projects analysed.)

Table 3. Details about Chilean USPs Projects Analysed.
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Third, the evidence suggests that USPs take a long time from the project identification until the tender. In theory, the process would take 4 years, but in practice it takes 6 years (IFC, 2011). Probably, this long structuring period is related with the USPs competitive auctions. In fact, to be capable to mitigate asymmetry of information and stimulate competition, Chile may incur in higher transactions costs, requiring a lengthy structuring process.

Planning for the future, the Chilean government has defined a Concession Agenda for 2014–2020. According to this plan, there will be a change in the role of USPs. This model will be more used, being responsible now to structure 61% of the projects (MOP, 2015). It is a significant change from what has been done in the past and could represent a greater challenge to the government.






COMPARATIVE ANALYSIS – BRAZIL AND CHILE

This section aims to summarize the main differences between Chile and Brazil regarding the utilization of USPs (see Table 4). The first aspect to be highlighted is the importance of the government monitoring in the Chilean experience. Indeed, most of the concessions were structured directly by the government through MOP (85% of total generated investment) and only a small portion of 15% was done through USPs. In this sense, MOP was the coordinator of the infrastructure programmes since the beginning.

Table 4. Main Differences between the Three Analysed Models: Chilean USP, Brazilian USP and the Federal Government/EBP.
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In Brazil, in contrast with the Chilean experience, there is a multiplicity of governmental institutions dealing with infrastructure and there is no clarity and stability on their role and responsibilities.

Additionally, it is important to notice a difference in terms of years of experience using USPs. Chile has a 22-year experience whereas in Brazil the utilization of USPs started mainly around 2010. The Federal Government with EBP’s support played a major role in concessions since 2008. It has been responsible in structuring projects with a total investment of US$ 31.4 billion, i.e., more than the US$ 2.2 billion structured by Chilean USPs since 1993 and it is even higher than the whole Chilean concessions programme that totals US$ 15 billion. For instance, while Chile structured 3,500 km of roads concessions since the beginning of its programme, the Brazilian Federal Government structured using EBP 5,348 km.

In terms of success rate, the Chilean and Brazilian USPs have reached only 4.5% and 18%, respectively. The success rate is an important metric as the time and human and financial resources that governments spend in managing and analysing unsuccessful projects represent an inefficient allocation of public resources. It is interesting to note that the rate obtained in Chile is aligned with international experience with USPs of 4% (The World Bank, 2007).

An important characteristic of USPs in Chile is that 96% of the projects are related to roads. In contrast with this high concentration, the Brazilian model was used in many sectors, not only in economic but also in social infrastructure. Certainly, the maturity and the context of each sector have great influence on the results obtained by USPs. In fact, the maturity of road sector may have influenced the level of competition achieved in Chile. Just for a matter of comparison, roads concession in Brazil structured through EBP had a mean of 6.4 participants in the tender process, which is much higher than the mean of 3.3 obtained in Chile.

Competition in the auction was a problem in the case of Brazilian USPs as the company that had their studies selected won almost 80% of the time. As discussed before, Chile achieved a mean of 3.3 participants, though the original proponent still won almost 40% of the time.

The structuring period is extremely high in the Chilean case, which can be a problem especially if it is considered the political mandate. As the structuring period becomes close to the end of the political mandate, greater is the risk of not succeeding due to changes in political forces. Unfortunately, there is no information available about Brazilian USPs. Nevertheless, as with this model the government needs to interact with many participants and manage this complex process, naturally it could be expected that it will take longer.

Even though Chile is considered a successful example on USPs, it is a very specific case that, in some way, worked for road sector, with MOP coordination and taking a long time for structuring. In the case of Brazil, the low success rate and the lack of competition in the auction indicate that USP model has some relevant problems. From the comparative analysis between them, it is possible to note the benefits of having a strong technical capacity within the government (e.g., MOP) and an independent advisor supporting the project structuring (e.g., EBP). Based on this evidence and considering the particularities of each country, policies could be developed to enhance government technical capacity and to enable the support of independent advisors.






Conclusion

Given the different history and motivations for USPs utilization in Brazil and Chile, it is difficult to provide any universal rule or general conclusions based on our review of their experiences with USPs. However, we can offer some important insights.

First, it is very difficult to introduce effective competition into a USP process. Empirical evidence suggests that non-proponents of a USP, in practice, rarely win the tender for a project based on a USP. Second, USPs may work better in infrastructure sectors where the government has developed higher capacity to take advantage of its own in-house expertise.

Third, USPs appear to work best for projects that are known ex ante to be economically viable, generally in dense geographical areas (urban population centres). However, to understand and evaluate the Brazil USP success story in urban centres, there has to be more analysis of the decentralized PPP infrastructure procurement framework in Brazil and the role of Brazil’s Federal Government in providing explicit or implicit guarantees (and potential bailouts) for PPP infrastructure projects procured at the subnational level.

At bottom, irrespective of unique country characteristics, while USPs may appear to be an attractive substitute for or complement to traditional infrastructure procurement frameworks, they still require transparency and contestable competition, neither of which is easily achieved. Invariably it will cost more and take much longer than some might presuppose to get a project initiated as a USP up and running. Moreover, USPs are not a substitute to the government in-house expertise. While USPs are not a panacea, perhaps in specific policy sectorial environment and with the appropriate design elements to the PPP infrastructure procurement framework, allowing private sector innovation and efficiency through USPs can yield good results. However, this might come at a higher transaction cost to the government.
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1The concept of project preparation considers the development of all the studies that are necessary to start the procurement procedure. This could include not only the development of feasibility studies, but also the bidding documents such as the bidding rules and the concession contract.

2In Brazil, PPP refers to a project that is financially viable only with a subsidy from the government whereas a Concession is viable through tariffs charged from end consumers.

3The São Paulo State published in 2015 the Decree 61.371 that regulates the private participation in project preparation. This Decree allows the state to use any of the two models stated above. This choice will be made case by case.

4Since 2010, several states and municipalities have issued decrees that regulate the utilization of USPs. Sparse data indicates that almost all states have been using USPs.
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ABSTRACT

The purpose of this chapter is to discuss theory-based evaluation of public–private partnership (PPP) projects/programmes and to develop an intervention logical framework. It aims to draw attention to the need to go beyond the measurement of project/programme results to address not only the question of whether or not the project/programme worked but also the how and why questions. The study follows an interpretative methodology. It analytically discloses the mechanics of theory-based evaluation in relation to a ‘PPP theory’ and describes a theory-based analytical framework that portrays an explicit path towards ultimate impacts so as to assess, in a more systematic and integrated way, the success or failure of a PPP. Theory-based evaluation is a promising evaluation approach that would fit into the complexities of PPP projects/programmes and would expand the available toolbox of evaluators. Proper use of theory-based evaluation in PPP interventions contributes to better policy formulation and project implementation, thus leading to improved socio-economic benefits derived from PPP projects and programmes. The main contribution of the study is that it develops a ‘PPP theory’ and a related logical intervention framework drawing on theory-based approaches. Although the framework is developed for a representative sector, transport, it can easily be applied to any other PPP intervention.
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Introduction

This chapter discusses theory-based evaluation of public–private partnership (PPP) projects/programmes and proposes an intervention logical framework. It aims to draw attention to the need to go beyond the measurement of project/programme results to address not only the question of whether or not the project/programme worked but also the how and why questions. Specifically, it describes a theory-based analytical framework that portrays an explicit path towards ultimate impacts so as to assess, in a more systematic and integrated way, the success or failure of a PPP. In this way, evaluation would contribute to better policy formulation and project implementation by exploring and drawing lessons through tracking cause–effect relations in the design and execution of PPP project/programmes.

Evaluation of PPPs in the current practice generally follows the traditional approach that utilizes the DAC criteria.1 The relevance, effectiveness, efficiency, impact and sustainability of PPP programmes/projects are commonly assessed based on the whether question. However, as PPPs include additional complexities as compared to traditional procurement, expanding this perspective to assess how and why questions would provide a more detailed and complete representation of the success and/or failure channels of a project/programme.

Assessing how and why questions is particularly useful in developing countries, in which PPPs have been a very common way of service provision to achieve ambitious infrastructure programmes in the face of constraints on public budgets. In this setting, PPPs are sometimes considered as a ‘panacea’ in developing countries to solve the infrastructure problem. However, whether this method has created value for money is a focus of debate among academicians and practitioners, thus making it even more important to understand whether value is created or not and, more importantly how and why.

To this end, the main driving force in this chapter for exploring theory-based approaches in the context of PPP evaluation is to expand the toolbox of the evaluator. This expansion is particularly relevant and would be beneficial given the complex nature of PPPs along with their attractive economic and financial potential as well as their exploding popularity in the provision of services in developing countries.

While, if properly managed, PPPs offer potential benefits and promising outcomes over conventional procurement methods, realizing the benefits requires complex multidisciplinary procedures and satisfaction of a variety of stakeholders with diverse incentives and objectives. The public sector is mainly interested in generating net socio-economic benefits at micro and macro levels. The private parties are mostly driven by the profit motive. The resulting complexities along with the long-term nature of PPP contracts make them subject to a multiplicity of risks, especially for large projects.

Because of the complexities inherent in PPP arrangements and risks involved, PPPs are prone to sub-optimal resource use or even failures, if they are not well managed. Overall, the delicate balance between public and private interests as well as among costs, benefits and risks calls for careful evaluation of PPPs, ex-ante and ex-post, at both project and programme level. This is especially critical for developing countries, where failure of PPP projects is more common, jeopardizing envisaged benefits and even endangering country financial budget stability due to large contingent liabilities.

Given this setting, evaluation methods that can fit into the complex nature of PPPs would offer potential benefits. Standard evaluation approaches aiming at the ‘…quantitative measurement on available indicators of outcome…’ (Weiss, 1995) may fall short in reflecting how and/or why a PPP programme yielded a certain outcome. Similarly, Chen (1990) argues that focusing on the overall relationship between the inputs and outputs of a programme without paying attention to the transformation process between them (what he calls ‘black box evaluations’) results in an assessment of whether or not the programme works but fails to identify the underlying causal mechanisms within the transformation process. Using theories of change in evaluation that identifies the underlying causal mechanisms of PPP projects and programmes, in this perspective, offers promise.

The term ‘theory-based evaluation’ in this chapter is used as defined by Chen (1990) and Weiss (1995). These two seminal works published more than two decades ago contributed a great deal to the development of the term ‘theory-based evaluation’, for which currently many alternative labels are being used, such as ‘theory-driven, theory-oriented, theory-anchored, theory-of-change, intervention theory, outcomes hierarchies, program theory and program logic’ (Rogers, 2007).

Chen (1990)’s approach considers contextual factors and causal mechanisms in a programme. According to this approach, programme theory plays a fundamental role as a conceptual framework, which asks why (serving to the change model) and how (serving to the action model) questions about the relation between the intervention and outcome. Similarly, according to the notion of Weiss (1995), theory-based evaluation focuses mainly on theories related to the how and why questions about a programme. She argues that the evaluation is supposed to recognize the underlying theories ‘in as fine detail as possible’ and identify all the assumptions constructing the theory. The extent to which the underlying theories hold, those that best supported by the evidence, which of the assumptions break down and where they break down are the subject of the evaluation (p. 67).

Weiss (1995) asserts that theory-based evaluation as defined above serves four main purposes:


	✓ Focusing on key aspects of the programme

	✓ Generating knowledge about key theories of change

	✓ Making explicit assumptions, defining methods and clarifying goals

	✓ Influencing policy.



Notwithstanding their promising potential, theory-based evaluations do not come without limitations. Problems of theorizing, measurement, testing and interpretation are among the drawbacks of theory-based evaluations (Weiss, 1995, pp. 87–89). It is also true that these general limitations are valid in the special case of theory-based evaluations of PPPs, however, their promising potential for more complete, in-depth and supportive evaluation warrants their serious consideration.

Theory-based evaluation is a promising evaluation approach that would fit into the complexities of PPP projects/programmes and would expand the available toolbox of evaluators. The complexities inherent in both PPPs and theory-based evaluations can be dealt with by designing normative intervention logical frameworks that include critical cause–effect channels, backed by theoretical and empirical foundations, in a PPP intervention. The intervention logical framework would take advantage of the strengths of programme theory and at the same time should address the challenges associated with theory-based evaluations. The framework should define a PPP theory, which would include elements linking public and private sector objectives, and defining ultimate impact(s) of PPPs.

Regarding the ‘theory of PPPs’, one concern could be that there is very little social science theory to draw on. This concern can be addressed by looking at the project finance theory and the relation of PPPs with the notion of public investments. The underlying mechanism of PPPs comes from project financing, which is a product of financial engineering to maximize firm value as an alternative to corporate financing. There is a rich literature on corporate finance theory in general and on project finance theory in particular. The ‘public’ part of PPPs, on the other hand, rests upon the public investment notion, on which there is again a good body of literature. The challenge is to combine these two lines of theories and at the same time to satisfy the interests of many relevant stakeholders in a PPP.

Building on this optimization effort, this chapter formulates a PPP theory, based on which a normative intervention logical framework is constructed (Figure 1). The framework includes inputs, related activities, outputs, outcomes and impacts, collectively forming a change model which describes the causal processes in a PPP intervention. The causal processes mainly draw on a combination of project finance theory and the notion of public investments in relation to PPPs, which altogether make it possible to define the micro stages of cause–effect relations in as fine detail as possible.
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Figure 1. Intervention Logic for a PPP Programme in Transport Sector. Source: The Author.

The proposed framework accommodates the DAC criteria, and under each criterion, some example questions are provided. Two important points should be emphasized here: First, the relevance criterion is assessed based on the normative intervention framework; therefore, the evaluator first needs to construct a normative log-frame about the programme/project and compare it with the framework in place to assess whether they are consistent. Second, the remaining criteria are assessed as compared to counterfactual so as to disentangle the incremental contribution that the PPP project/programme brings as compared to conventional procurement. Finally, in order to minimize measurement errors to the extent possible, the framework includes benchmark definitions of achievements under each element of the change model.

The proposed framework is designed for a representative sector, transport, but can easily be adapted to other sectors that PPPs are used. The aim here is to make an exercise on whether theory-based approaches can be practically applied to the evaluation of PPP interventions.

This study contributes to the PPP literature on three grounds: First, it draws attention to the evaluation of PPP projects and programmes in developing countries. This is important in the face of exploding popularity of PPP projects/programmes in developing countries, in which improper management of PPPs might result in sub-optimal resource use and even failures, thus making timely evaluations crucial. Second, the study examines the use of theory-based approaches as an additional tool in PPP evaluations and argues that this approach has the potential of better learning and policy formulation from experience. Third, it develops a ‘PPP theory’ and related logical intervention framework, which draws on theory-based approaches. Although the framework is developed for a representative sector, transport, it can easily be applied to any other PPP intervention by modifying the outcomes and impacts according to the specific PPP sector in question.




Theory-Based Evaluations

Even though its origins go as far back as 1930s, theory-based evaluation has become a well-known approach after Chen’s influential book in 1990, Theory-Driven Evaluations (Coryn, Noakes, Westine, & Schröter, 2011). Weiss (1995) also contributed substantially to the prominence of this approach in the evaluation community. After Chen (1990) and Weiss (1995), a rich body of literature has developed on theory-based evaluations (e.g., Astbury & Leeuw, 2010; Birckmayer & Weiss, 2000; Chen, 2006, 2012; Coryn et al., 2011; Donaldson, 2005; Lipsey, 1993; Mercier, Piat, Peladeau, & Dagenais, 2000; Rogers, 2007, 2008; Rogers, Petrosino, Huebner, & Hacsi, 2000; Scriven,1998; Sidani & Sechrest, 1999; Stame, 2004; Van Der Knaap, 2004; Weiss, 2000; White, 2009). The following is a summary of the main arguments supported by the two pioneering works of Chen (1990) and Weiss (1995). These two works will be discussed relatively longer as they lay the foundation for the subject matter.

Chen (1990)’s main argument was that theory, which plays an important role in research to analyse and understand the significance of research findings, had been thus far neglected in programme evaluation. Most of the evaluation studies were lacking a sound theory development and characterized by the prevalence of input/output type of approaches. This type of evaluation, he argues, focuses mainly on the overall relationships between the inputs and outputs of a programme, neglecting the ‘transformational processes in the middle’. In this way, a gross assessment of whether or not the programme worked can be made; however, the underlying causal mechanisms cannot be understood. Therefore, classical evaluation approaches are not able to answer the how and why questions that enlighten the cause–effect relations in the micro stages of a programme. Such black-box types of evaluations do not provide insights about the relationships between delivered/planned treatment, between official/operative goals or between intended/unintended effects.

Chen asserts that, notwithstanding the contributions in many aspects, the emphasis on scientific research methods and methodological issues in the early efforts of programme evaluations resulted in an ignorance of the implications of programme theory. In addition, the debates about whether qualitative or quantitative methods should be used in evaluations also reinforced the reputation of method-oriented approaches. This debate in the literature has been beneficial to the improvement of methodological approaches; however, it has also the risk of creating an impression that many problems in programme evaluation can be solved by the enhancement of research methods alone. For better programme evaluation, contextual factors and research methods should be systematically integrated by incorporating programme theory into evaluation processes.

According to Chen, a balance is needed between methods and theory, because although methodological approaches reached to an advanced stage, some major limitations of the experimental paradigm still remain. Basic assumptions, dilemmas and trade-offs in an evaluation can be better understood, and expansion of the scope of programme evaluation can be encouraged by maintaining a balance between methods and theory.

While advocating theory-based evaluation over method-driven approach, Chen does not reject the use of appropriate research methods for data collection and empirical verification. Thus, he considers theory-driven perspective as an expansion of the contributions made by the traditional approaches, which can facilitate the systematic integration of theory and methods.

Chen’s theory-driven evaluation concept uses programme theory to configure the underlying explicit and implicit assumptions of a programme (Chen, 2012). These assumptions can be divided into two: descriptive and prescriptive. The former is called ‘change model’ and it defines the causal processes emanating from the programme. The latter is called ‘action model’ and it sets the actions to be taken in a programme to yield the envisaged changes.

A change model reflects the ‘transformation process’ and includes the following three elements:


	✓ Goals and outcomes

	✓ Determinants

	✓ Intervention or treatment.



Goals and outcomes reflect the desire to satisfy unmet needs and their respective measurable aspects. Determinants are the mechanisms upon which treatments or interventions are developed. Finally, intervention or treatment is the relevant activity that achieves the desired change of a determinant.

An action model consists of the following elements:


	✓ Implementing organization

	✓ Programme implementers

	✓ Peer organizations/Community partner

	✓ Intervention and service delivery protocols

	✓ Ecological context

	✓ Target population.



These elements collectively serve to deliver intervention services to the target group by arranging staff, resources, settings and support organizations.

A sound action model and plausible change model interact in such a way that the implementation of the activities in the action model (programme implementation) activates the transformation process in the change model.

In addition to Chen (1990), Weiss (1995) has also contributed to the prominence of the theory-based evaluation concept. Although Weiss (1995)’s focus was on comprehensive community initiatives for children and families in her seminal work, the principles are still valid for PPP projects/programmes. Weiss (1995) supports the idea of basing evaluation on explicit or implicit theories about how and why a programme will (or will not) work. Surfacing those theories and laying them out in as fine detail as possible is then what the evaluation should focus. The evaluator, then, assesses the extent to which the explicit or implicit theories hold, where they hold or break down, and whether empirical evidence is supportive or not.

In this way, according to Weiss (1995), the programme is broken down into a series of micro-steps, which collectively serves to the achievement of programme goals. Examining the theory in as fine detail as possible and looking at the extent to which they hold, the evaluator will be able to see the linkages that properly work or those that are problematic.

Weiss (1995) argues that basing evaluations on programme theory serves four main purposes:


	Concentration of attention and resources on key aspects of the programme: Given the constraints on evaluation funding and complexities of initiatives, it is difficult to address every question and to look at a wide range of programme processes and outcomes. Theory-based evaluations focus on the central hypothesis of a programme and thus have the potential of using evaluation energies relatively efficiently.

	Aggregation of evaluation results into a broader base of theoretical and programme knowledge: Although many evaluations have been based on certain assumptions, there is a lack of analysis of the underlying assumptions and thus lack of evidence on the extent to which the theories hold in practice. Much effort has been put on processes, outcomes and their indicators, however, it is difficult to synthesize the results in different sectors to obtain common knowledge and there are still important questions about the implicit hypothesis of community-based programmes. Studying these theoretical hypothesis enable a more direct accrual of knowledge on these key matters.

	Making assumptions explicit, reaching consensus among programme practitioners about what they do and why: Theory-based evaluations require that programme practitioners make explicit assumptions, define methods, clarify goals and reach a consensus with their colleagues on these. This conversation enables practitioners to meet on a common ground in terms of theories and direct their attention to convergent means and ends. Examining the theoretical assumptions of programmes enables evaluators to see some of the ‘leaps of faith’ embedded in such programmes. This exercise leads to greater focus and concentration of programme energies.

	More influence on both policy and popular opinion: Addressing theoretical assumptions of programmes in evaluation produces accumulative knowledge over time on whether such theories hold up in practice. As, in a sense, all policy is theory, theory-based evaluations can deal with underlying influences that shape policy dialogue.



Despite their promising potential, theory-based evaluations do not come without limitations. Weiss (1995) mentions problems of theorizing, measurement, testing and interpretation as drawbacks of theory-based evaluations.

Theorizing: Surfacing underlying theories in complex programmes is a difficult task. Practitioners need an analytical perspective that is different than the classical one. Practitioners may also have difficulty in tracing the mini-assumptions of a programme, dismantling ideas to reach them and appreciating the utility of the approach. In addition, as the assumptions of different participants are likely to diverge, obtaining a consensus among them will likely to be problematic. Finally, the concerns to be policy-relevant may force evaluators to fit into the political agenda and this may inhibit theorizing.

Measurement: After the underlying theories of a programme are identified, each one has to be examined to identify whether they hold or not, which requires measuring. While measuring some mini-steps is easy, some others are complicated. This brings measurement problems and errors.

Testing theories: Even if the underlying theories are soundly identified, analysed and measured, there is the issue of testing these theories. Setting decision rules on how a phase of theory will be supported or rejected is difficult.

Interpretation: It is uncertain whether a theory that is found to explain the success of a particular intervention is generalizable and applicable to other cases. It may be the case that a theory that is supported by the available data in a certain situation may not be generalizable, as some unmeasured factors in that particular case may be in part responsible for the success.

Since Chen (1990) and Weiss (1995), the theory-based evaluation concept has gained increased interest, generated rich discussions and developed significantly. Many different labels have been used for theory-based evaluations; for instance, Rogers (2007) mentions theory-driven, theory-oriented, theory-anchored, theory-of-change, intervention theory, outcomes hierarchies, programme theory and programme logic. Riche (2013) includes also Mayne’s Contribution Analysis, Bouthwaite’s Elicitation Method and Impact Pathway Analysis and Scriven’s General Elimination Methodology.

This approach has been widely adopted in national and international development settings and in a variety of fields (Coryn et al., 2011). However, it is not yet clear whether the approach has been utilized to the full potential and whether the practice so far has comported with the principles as described in the theoretical literature. Riche (2013), for instance, argues that programmes supported by the European Regional Development Fund do not sufficiently utilize the potential of theory-based approaches in spite of their particular contextual relevance.




Public–Private Partnerships

Infrastructure is of crucial importance for growth, development, competitiveness and combating poverty in developing countries. Growing population and increasing demand along with budget constraints, however, have limited the avenues for financing and provision of costly infrastructure projects. This challenging situation calls for mobilizing alternative financing sources. PPPs, to this end, is an alternative way of infrastructure service provision, making use of private finance, expertise and efficiency and combining public and private sector strengths.

PPPs can be generally defined as risk-sharing contractual agreements between public and private sector on the realization of a public-mission project through the dominant use of private sector resources which is extended beyond construction to operation and management stages that constitutes the basis for the private partner to cover its costs by either user charges and/or government’s purchasing of the services.

While the philosophy underlying PPPs looks appealing, the relative complexity of processes and widely differing objectives and capabilities on public and private sides make the method a challenging endeavour. Not a few of PPP arrangements in developing countries have yielded sub-optimal results; even the developed world has experienced unsatisfactory PPP arrangements, sometimes casting doubt on the rationale of using PPPs in infrastructure and highlighting the importance of their careful evaluation, ex-ante and ex-post.

Countries utilize this concept with differing focus on its variations. For instance, in the United Kingdom, one major characteristic of PPPs is that in many arrangements the government commits purchasing of services, on certain required standards, provided by the private sector on a long-term basis. While this structure requires long-term fiscal liabilities and may be suitable in countries with strong fiscal capacity, it may not be sustainable for developing countries as the budget constraints are themselves the main driving force for the use of PPPs. For this reason, developing countries rely more on concession contracts where the user charges are partly or fully the source of funds for the private partner to cover its costs and where fiscal liabilities on the country budget are aimed to be minimized to the extent possible.

PPPs in infrastructure rely on the notion of combining and utilizing the respective strengths, different functions and relative advantages of public and private sector towards realizing an infrastructure project and of sharing the risks and benefits associated with an infrastructure project between the partners in such a way that each party assumes the risks for which one is better in handling compared to the other. Therefore, provided that they are properly managed, PPPs can provide advantages over public financing and provision of infrastructure services not only in terms of financing but also in terms of better service quality.

The notion of PPPs by no means assumes that private sector and public sector will be working for the very same purpose in a partnership arrangement. Obviously, private sector and public sector have different interests and different risk perceptions. While public sector aims at maximizing the social welfare and economic development, private sector is driven by profit motivation. In fact, in the absence of checks and balances, the public sector is frequently captured by interested parties to maximize their own welfare. The crucial point lies in combining the respective strengths of both sides, considering the respective weaknesses and allocating the risks and incentives among the partners so as to achieve an optimum point that would satisfy both sides’ interests. This is the state of the art inherent in successful PPP arrangements.




The Theory of Project Finance

The theoretical underpinnings of a PPP arrangement is strongly connected to the project finance concept. ‘Project finance is a method of raising long-term debt financing for major projects through “financial engineering,” based on lending against cash flow generated by the project alone; it depends on a detailed evaluation of a project’s construction, operating and revenue risks, and their allocation between investors, lenders and other parties through contractual and other arrangements’ (Yescombe, 2014). Therefore, PPPs utilize this notion as an appropriate finance mechanism.

Project finance is basically characterized by the presence of a non-recourse (or limited recourse) debt which is to be serviced solely by the cash flows of the project itself, represented by a special purpose entity (project company) established along with the start of the project, in turn isolating the parent company from the project risks.

There are rational reasons for the development of the concept of project financing as an alternative to corporate financing in capital investment projects. First, project financing counters the underinvestment problem (Finnerty, 2007). Originally developed by Myers (1977), the underinvestment problem arises when a firm has a highly leveraged capital structure. Myers (1977) showed that high leverage creates an incentive, to the detriment of shareholders, to forgo positive net present value projects that would increase the firm value. Passing up positive NPV projects creates agency costs, because lenders demand higher interest rates from these firms as monitoring widely dispersed security holdings in large corporations is costly. Project financing counters this bias by the establishment of a separate entity, which enables creditors to make lending decisions clearly on a project-by-project basis (Finnerty, 2007).

In addition, project financing reduces asymmetric information, which arises when corporate managers have valuable information that they cannot communicate unambiguously (or do not want to communicate) to the capital market (Finnerty, 2007). Project financing solves this problem, because managers can reveal sufficient information about the project to a small group of interested investors and negotiate a fair price for financing (Finnerty, 2007).

Finally, project financing reduces agency costs of Jensen and Meckling (1976) arising from the conflicts of interests between shareholders and lenders. To deal with such costs, lenders include a variety of covenants in loan agreements and monitor the borrower’s performance. Since it is much easier to design a debt contract for a specific project than for the entire firm, in which it is much difficult to monitor performance, project financing can reduce these agency costs (Finnerty, 2007).




Synthesis: The Normative Intervention Logical Framework

As discussed in the preceding sections, theory-based evaluations are based on ‘intervention theories’ about a programme or project. Therefore, the aim of this section is to construct a ‘PPP theory’ that will constitute the basis for an intervention logical framework on the evaluation of PPPs. The proposed framework in Figure 1.

The proposed PPP theory draws on basically two main pillars: First is the project finance theory and the second is the notion of public investments in relation to PPPs. The main reason for basing the theory on these two pillars is the fact that PPPs remain to be public investments that use project financing as the financing method.

The framework includes inputs, activities, outputs, outcomes and impacts as the hierarchical steps that in combination build up the ultimate results of a PPP project or a programme. The theory of project finance and the notion of public investments in relation to PPPs help define each of these steps and causal connections among them.

The following discussion that defines the causal linkages in a successful transport PPP project/programme assumes the following:


	✓ Political support is objective, not interventive.

	✓ Creating capacity in the public sector leads to sound project management.

	✓ Flexible contracts facilitate better project management.

	✓ Project financing reduces agency costs and asymmetric information and solves the underinvestment problem.

	✓ The counterfactual is direct public administration sub-contracting.




INPUTS

Inputs are the resources that the project or programme will need to achieve its intended results. In a PPP project/programme, public sector technical, financial, economic and regulatory capability and expertise are critical inputs. Public sector uses these resources to prepare, appraise, implement and evaluate PPP projects/programmes. Similarly, private sector technical and finance expertise contribute to sound PPP arrangements. One of the main rational justifications of PPPs is the utilization of private sector expertise in public investment projects.

The same is true for the construction and technical consultancy as well as financial sector capacities. Construction sector’s capacity feeds into on-time and on-budget completion of the PPP facility. It is also critical that the PPP facility is constructed in line with the standards specified by sponsors and lenders. During the construction stage, technical consultancy sector plays a critical role in supporting sponsors and public sector in technical aspects of the construction. Financial sector capacity is important not only in terms of providing debt and equity financing but also in terms of the financial appraisal and due diligence of the project in question.

Political will and support is another critical input for successful PPPs. PPP programmes include a variety of organizations, institutions, ministries and bodies that need to work harmoniously with each other and require high-level decisions in certain stages. Political will and support, in this respect, facilitates the coordinated progress of the procedures and decisions in different stages.

In addition to political will, there should be an interest from the private sector to enter into contractual agreement with the public sector. This interest heavily depends on the financial profitability and bankability of the project, which are in turn a function of the demand for the services (either from users of the product or service directly, or from the government that would purchase the product or service) that the project or programme will provide.

Finally, it should be noted that developing countries face additional challenges in terms of the availability and quality of the above input sub-components. As qualified human resources, developed institutions and financial resources are generally lacking in developing countries, further care is required in such countries when combining input components in a PPP project or programme.




ACTIVITIES

Activities are the actions that are taken to bring about a desired end (Coryn et al., 2011). Utilizing the inputs available, the proposed intervention logical framework includes the following activities.

Developing a pipeline of sound projects facilitates the achievement of intended results of a PPP programme. The list of possible projects should be developed on the basis of objective criteria that would eliminate at the outset those projects that are economically, financially and/or environmentally infeasible. A sound project pipeline would also help timely preparation and assessment of project documents (such as feasibility reports, preliminary designs, environmental assessments), for which sometimes adequate time and resources are not devoted to meet strict time constraints.

PPPs require a multidisciplinary approach and complex procedures as compared to conventional public procurement. However, public-sector capacity to manage such demanding processes is not always in place, especially in developing countries. Therefore, it is vital to create PPP awareness and capacity in the public sector. In spite of its promising potential, PPP method is not a panacea that turns unviable projects into success stories. There are certain situations where PPPs would add value and there are others where PPPs are not appropriate. This awareness and technical capacity must be developed within the public sector so that the method is used where it has the added value potential. In this respect, conducting workshops and training programmes helps building capacity and raises awareness within the public sector.

Some countries establish central PPP units to guide, manage and coordinate PPP projects and programmes. These units are generally designed as centres of PPP knowledge and expertise and help line ministries and implementing institutions in certain stages of project development, implementation and evaluation. They generally produce guidance documents, work on standardized contracts and manage the decision-making processes. Where necessary, establishing such PPP units, either at the national or regional levels, may contribute improved PPP projects and programmes.

In a typical PPP arrangement, public and private sides have different levels of expertise, knowledge and incentives in different project stages. For instance, private sector is more interested in the financial profitability of a project while the public sector mainly focuses on the economic benefits that would accrue to the society. However, driven by the profit motive in a competitive environment, private sector has a stronger incentive to hire capable financial, legal and engineering personnel. The public sector, on the other hand, generally tries to manage complex PPP processes with the existing officials, who are also responsible for other day-to-day duties. This creates an asymmetric situation, which sometimes lead to sub-optimal PPP practices, in which the private sector enjoys above-normal profits at the expense of public-sector interests. Effectively utilizing financial, legal and engineering consultancy in PPP projects/programmes has the potential to contribute closing this gap.

A conducive and robust regulatory framework is another critical element of successful PPP projects/programmes. All the stakeholders involved in a PPP, in particular, sponsors, lenders, suppliers and contractors, want to see a clear regulatory framework governing all the stages of PPPs, from project development to dispute resolution. Clear and transparent legal procedures not only strengthen the demand for the market but also reduce financing costs, contributing bankability.

Successfully implementing a PPP project or programme that is in line with the specifications and intended objectives requires a public procurement capacity in the public sector. Any deficiencies in this capacity would be reflected in many stages of PPPs; therefore it is critical to develop, improve and maintain public procurement capacity on the public side.

Successful implementation of the activities mentioned above will facilitate the following activities:


	✓ Preparation of high-quality technical, financial, economic and environmental feasibilities that would correctly guide the implementation process

	✓ Sound procurement of projects

	✓ Efficient risk allocation and management

	✓ Better operational management of projects

	✓ Designing clearly defined and more flexible contracts

	✓ Efficient and effective administration and management of contracts

	✓ Preparation of clear guidelines for conflict resolution procedures, tariff/subsidy setting and ensuring affordability.



Similar to the input sub-components, developing countries need to exercise additional care in the activities mentioned above. Specifically, for instance, developing a pipeline of good quality projects, designing and enacting a conducive regulatory framework, establishing capable PPP units and maintaining high-quality procurement capacity require substantial effort and discipline given the fact that developing countries face the problem of lacking qualified human resources, developed institutions, financial resources and efficiently functioning processes.




OUTPUTS

As a result of the activities described in the previous section, the following outputs are expected: Projects implemented would comply to time, cost and quality requirements. In other words, effective and efficient projects that generate economic and financial benefits will be implemented. The projects will provide better and affordable services with minimal or no construction cost overruns. Economic and financial robustness along with on-budget construction will bring financial sustainability.

As discussed earlier, at the heart of PPP arrangements is the notion of project financing, which is a product of financial engineering aiming to reduce agency costs, information asymmetries and to eliminate the underinvestment problem. Therefore, sound PPP projects would also benefit private sector by addressing these problems, which occupy a great deal of the corporate financing agenda.

In line with these initial outputs, socioeconomically, financially and environmentally sound on-budget projects would be constructed and both public- and private-side interests would be satisfied.

In a developing country context, the processes that would transform inputs and activities into outputs become particularly important given the generally lacking human and financial resources as well as developed institutions in such countries.




OUTCOMES

Outcomes are direct or indirect changes that are expected from a project/programme as a result of inputs, activities and outputs (Coryn et al., 2011). While outcomes can be initial, intermediate and long term (Coryn et al., 2011); this study is more interested in long-term outcomes that are related to the needs of a PPP project/programme’s target population.

Before going into the details of the expected outcomes, it is necessary to note that they are assessed as compared to a counterfactual. A counterfactual is the state that would prevail in the absence of the project/programme in question. In a sense, it is the ‘without project/programme’ situation.

One of the most important outcomes of a successful PPP arrangement is the generation of incremental economic benefits as compared to the counterfactual. Here, an obvious counterfactual would be the classical public procurement. In a transport PPP project/programme (as is the case in our implementation framework), for instance, vehicle operating costs would be reduced as compared to counterfactual as a result of faster construction and earlier accrual of benefits to the economy. In a similar vein, traffic accidents would be reduced as compared to counterfactual as the project would get into the operation stage earlier. Another incremental benefit would be that users would be more satisfied with the service they use as a result of the physical quality of the investment and private sector operating efficiency.

The efficiency on the project and more importantly on the programme level would contribute to a more efficient transport system (again as compared to the counterfactual). The involvement of the private sector in PPP arrangements would improve efficiencies on the project and programme level and the involvement of the public sector would ensure socio-economic efficiency. In combination, sound transport PPP projects and programmes would contribute to more efficient transport systems on the regional and national levels. More efficient transport systems would reduce congestion problems and improve traffic management, which in combination contribute reducing greenhouse gas emissions.

If project financing reduce agency costs, information asymmetries and the underinvestment problem, which are known to cause considerable costs, sound PPP arrangements that are based on project financing as the financing mechanism would contribute increased firm value. This would not only benefit sponsors but also be good for the government as the tax collector and for the national economic growth.

The outcomes discussed have also a by-product: More efficient transport systems, less congestion, less air pollution, better service quality and increased firm value altogether would increase the public sector’s credibility. Note that, although PPP projects involve the private sector in critical stages, they remain to be public investments for which the public sector is supposed to be accountable.




IMPACTS

On the impact level, the PPP project/programme with the described outcomes contributes to increased mobility and reduced logistic costs as a result of increased system efficiency and effectiveness. Such a transport system supports higher economic growth and improved international competitiveness. A more efficient transport system with improved service delivery and spatial development will lead to better environment and cleaner air. Ultimately, the transport system would contribute to increased user utility, quality of life and welfare.


The DAC Criteria and Benchmark Definitions

To accommodate the DAC criteria, some example questions are provided under each criterion. There are two important points here: First, the relevance criterion is assessed based on the normative intervention framework; therefore, the evaluator first needs to construct a normative log-frame about the programme/project and compare it with the framework in place to assess whether they are consistent. Second, the remaining criteria are assessed as compared to counterfactual so as to disentangle the incremental contribution that the PPP project/programme brings. Finally, in order to minimize measurement errors to the extent possible, the framework includes benchmark definitions of achievements under each element of the change model.








Conclusion

This chapter investigates theory-based approaches in evaluating PPP projects/programmes and proposes an intervention logical framework. The aim is to draw attention to the need to go beyond the measurement of project/programme results to address not only the question of whether or not the project/programme worked but also the how and why questions.

The study argues that theory-based evaluation is a promising evaluation approach that would fit into the complexities of PPP projects/programmes and would expand the available toolbox of evaluators. The complexities inherent in both PPPs and theory-based evaluations can be dealt with by designing normative intervention logical frameworks that include critical cause–effect channels, backed by theoretical and empirical foundations, in a PPP intervention.

This chapter formulates a PPP theory, based on which a normative intervention logical framework is constructed. The framework includes inputs, related activities, outputs, outcomes and impacts, collectively forming a change model which describes the causal processes in a PPP intervention. The causal processes mainly draw on a combination of project finance theory and the notion of public investments in relation to PPPs, which altogether make it possible to define the micro stages of cause–effect relations in detail.

The proposed framework is designed for a representative sector, transport, but can easily be adapted to other sectors that PPPs are used. The aim here is to make an exercise on whether theory-based approaches can be practically applied to the evaluation of PPP interventions.

This study has considerable policy implications: First, developing countries should give upmost importance to the evaluation of PPP projects and programmes. Given the exploding popularity of PPP projects/programmes in developing countries, their timely evaluations are critical, because, if not properly managed, PPPs might result in sub-optimal resource use and even threaten the financial stability of country budgets. Second, countries should consider the use of theory-based approaches as an additional tool in PPP evaluations as this approach has the potential of better learning and policy formulation from experience. Finally, the ‘PPP theory’ developed in this study can guide developing countries in examining the micro channels of cause–effect connections in a PPP intervention and deciding the channels that are functioning in their countries and those that need policy improvements and/or modifications.
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1OECD Development Assistance Committee (DAC)’s five evaluation criteria are relevance, effectiveness, efficiency, impact and sustainability. According to OECD (2000), relevance reflects ‘The extent to which the objectives of a development intervention are still consistent with the target group’s needs and priorities and the partner’s and donor’s policies’; effectiveness is ‘A measure of the extent to which a development intervention has attained its objectives at the goal or purpose level’; efficiency is ‘A measure of how economically inputs (funds, expertise, time, etc.) are converted to outputs’; impact is ‘The positive and negative changes produced by a development intervention, directly or indirectly, intended or unintended’, and sustainability is ‘The continuation of benefits from a development intervention (such as assets, skills, facilities or improved services) after major development assistance has been completed’.
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