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Introduction

The last 20 years have seen the rise to power o public-private
partnerships (PPPs) as a means o crowding in

investment and expertise rom the private sector to the delivery
o public goods and services. Widely utilized because

o their purported advantages in o-budget unding, PPPs are a
mechanism that modern governments regularly turn

to in order to ulll their responsibilities on public
inrastructure and services. This trend is likely to continue
ollowing

the 20072008 global nancial crisis that sees many jurisdictions
strapped or cash and seeking alternative methods

o meeting the increasing demands or investment in public sector
development.

Whether PPP is an appropriate, successul, responsible, eective,
ecient or legitimate method o public

procurement is not the subject o this paper. Similarly, it seeks
neither to provide a guide or creating or using PPPs, nor

comprehensively explain or assess the issues involved in what
are extremely technical and complex legal contracts

drawn up between public bodies and the private sector. On these
matters there is a myriad o research and discourse

in the public domain, all by authors better qualied than we are,
and we see no real justication or attempting to re-invent the
wheel. What this paper does intend to do, however, is take the
discussion around the value and relevance o

PPPs and examine it through the lter o environmental and
sustainable development, with an eye to uture benets

and practices or all nations.

As such, the paper starts rom the assumptive oundation that PPP
is a popular method o public procurement

that will remain central to government policy across the
developed world in the short- to medium-term uture.

Furthermore, considering the ongoing acceptance o PPPs in many
middle-income economies, and the specialized

challenges acing lower-income economies in the provision o
public inrastructure and services, it is not dicult to

imagine PPP becoming maniestly popular across the developing
world.

Sitting, as it were, on the cusp o a potential large scale
take-up o PPPs that will infuence the shape o many projects

around the world, it is important to insure the vehicle is
properly constructed and refects international best practices

and understandings o sustainability. It is the intention o this
paper, thereore, to open the discussion on environment

and sustainability within PPP and provide preliminary
observations with which to inorm uture actions and research.

Part 1 o this paper will provide the context o the document,
ensuring the reader has a basic understanding o PPPs,

including a brie explanation o the various types o PPPs along
with the main advantages and disadvantages. Part

2 will broaden the discussion and provide a comment on the state
o play in PPP around the world, in addition to

examining several institutional structures. Part 3 takes a more
in-depth approach as it casts an eye over ve case

studies rom dierent PPP jurisdictions, ocussing on the
environmental and sustainability implications present in

each project. Part 4 will sharpen the discussion by considering
PPPs rom a sustainable development perspective,

highlighting some lessons learned and commenting on topics that
are considered important or urther consideration

by governments, researchers and practitioners alike.
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PART 1: What Are PPPs?

1.1 Defnition

Public-Private Partnerships is a generic name that is being
applied to several dierent types o contractual

agreements between the State and the private sector or the
purpose o public inrastructure development and

services provision. A long time provider o goods and services to
the government through traditional methods o

procurement and privatisation, PPP sees the private sector
increasingly taking on activities previously considered

the exclusive responsibility o the State, as the State becomes
the buyer rather than the supplier o services. As the

word partnership suggests, the aim is to create an inrastructure
dream team by combining the best capabilities

o the public (legislation, regulations, social concern) and
private (innovation, eciency, nances) sectors to nd

a solution to inrastructure-related public needs. PPP thereore
describes the structure o the relationship between

the two parties and ensures that the best o both contributes to
optimal public services. What this involves and the

part each o the parties will play in a project is obviously
highly contextual, but there are some general principles that

rame a PPP and separate it rom other procurement methods.

There is no one single, concise denition o PPP.1 Accurately
dening a PPP is problematic because by nature it is a

contextual concept, responding to the institutional, legal,
investment and public procurement settings o dierent

jurisdictions, whilst also considering the contextual nature o
individual agreements.

Although in a constant state o fux, PPPs can generally be said
to include:

long-term contracts/agreements/relationships

a private unding component

provision o services or inrastructure through the private
sector

signicant transer o risk to the private sector, such as
investment, design, construction, or operational risks complex
contractual responsibilities and deliverables that vary over the
contract period as the project moves

through its phases, such as rom nance to construction and
operation

the return o inrastructure/services to the control o the State
at the end o the contract term or;

the provision o services by the private sector on behal o the
State ollowing the ullment o design and

build responsibilities

For the purposes o this paper any reerence or discussion o PPPs
is ramed by a denition that consists o all the points listed

above.

Common areas where jurisdictions dier in their application o PPP
will be in:

whether there is a public sector nance component, and i so;

the percentage to which nancial investment is generally divided
between public and private sectors the method o remuneration to the
private sector, i.e., user ees (concession) or government
payments

(availability-based)

Although initially restricted to public inrastructure in the orm
o roads, railways, prisons, government buildings,

power generation, or water and waste treatment acilities, PPP
has increasingly moved into the provision o so-called

sot inrastructure, such as schools, hospitals, and health
services, as it continues to diversiy across markets.

1 To view a range o PPP deinitions rom across the world, see the
recent Discussion Note rom the Indian Ministry o Finance, which

includes deinitions rom 19 dierent jurisdictions, countries and
agencies. The note can be retrieved rom
http://www.pppinindia.com.

http://www.pppinindia.com/http://www.pppinindia.com/
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1.2 Points o Clarifcation

Concessions and Concession PPPs

There is some conusion on the delineation between concession
contracts and concession PPPs, which has arisen

because these two orms o public procurement do share some
eatures; this conusion was exacerbated during the

early years o PPPs by the use o terms interchangeably. Some
overlap still exists today, where emerging nations,

or example, lack the capacity to undertake sophisticated PPP
agreements and concessions can orm simple or

early orms o PPP and can oten be included in statistics as PPP
agreements. Concession contracts and the term

concessions as utilized within PPP are, however, separated by
subtle points o dierence.

Public service concessions describe a contract or the private
sector to have exclusive rights to operate, invest in and

maintain a public sector responsibility or utility, whereby the
private company derives part or all o its income rom

the operation o the service. As distinct contract types, a
concession agreements main point o dierence rom a PPPis the reduced
emphasis on large private nance components and the act that
ownership o the acility remains with

the public sector during concessions.2

Where the two terms are combined, a concession PPP reers
specically to the manner in which the private sector

generates its income or is paid or its services, which is
generally through the collection o user ees (tolls, water

usage), such as in the case o a tolled roadway.

Availability-Based PPP

In availability-based PPPs, on the other hand, the private
sector partners derive their income rom government

payments. Here, the public authority makes payments to the
private company based on pre-arranged contractual

conditions relating to when, how, and to what extent a public
service is provided or made available. This may beound, or example,
in the provision o power, where the public sector will make
payments according to the plants

output capacity, regardless o whether that output is utilized or
not. Availability-based PPPs are also more common

in sot inrastructure such as education or health that has no
clear user ee or sel-unding ability. A urther limited

application o availability payments are the so-called shadow
tolls, where the private sector will not collect real tolls

but will receive payment rom the public authority based on
inrastructure usage.

Privatization:

PPPs are not to be conused with privatization, where a service
or acility is ully transerred to the private sector by

sale/disposal, including all the associated assets and
liabilities, or operation according to market orces. PPP sees

the temporary transer o a service or acility to the care and
responsibility o the private sector through a long-term

lease agreement, with the service or inrastructure potentially
returned to government control at the completion othe contract
term. The extent to which the government regains ownership at the
completion o a PPP depends on

whether the acility or service was, in act, originally owned by
the public sector and the terms o the PPP agreement.

PPP agreements may see the private partner operate services
according to market orces, but it is generally within a

protected ramework o minimum incomes and thresholds guaranteed
by the public sector, and minimum services

2 Ownership is not always a point o distinction because in some
concession cases the public authority is not the owner, as in
logging or

mining or example, where the public authority gives a concession
to the private company to ully exploit a piece o land they own.
Such

agreements could be classiied as PPPs when, in exchange or usage
rights, the private partner will agree to certain preconditions o
land

development, rejuvenation or public access. For an example o a
green PPP that uses such a model, see the case o logging and
land

management in Chesapeake Bay in the State o Maryland, United
States.
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or supply demanded o the private partner. PPPs are thereore,
according to individual project choices, positioned at

various points along a continuum that sees total public sector
provision at one end and privatization at the other.

Private Finance Initiative:

The Private Finance Initiative (PFI) is the orm o PPP used
within the United Kingdom and the term used to describe

all such agreements, with the title PPP rarely appearing. First
introduced by the British government in 1992, the PFI

is a orm o PPP that insists on private sector nance provision.
Just as in PPP, a PFI will see the public sector as both

an enabler and purchaser o projects, while the private sector
becomes the designer, builder and operator on behal

o the government. Whereas the inclusion o public nance is
optional to some PPP models, the responsibility or

project nance also alls to the private partner within PFI,
making most agreements design-build-nance-operate

mandates (Allan, 2001). As a variant o PPP, any reerence to PFI
can be reasonably equated with PPP theory and

practice at its core level and considered to iner the same
meaning. Indeed, the United Kingdom is considered to be

the leading developer and practitioner o PPP over the last 20
years, with major contributions through PFI practiceand
experience.

1.3 Types o PPP

There are a range o options available to public authorities that
wish to involve the private sector in the procurement

process, and within that continuum PPP can take many orms
according to the jurisdiction in which it is operating.

Three common examples that also help to describe the nature o
the relationship between public and private sectors

are:

Build-Own-Operate-Transer (BOOT): The private sector is
responsible or the design, construction and

operation o the inrastructure over the project term, with
ownership and control returning to the public

sector at contracts end.

Build-Own-Operate (BOO): Here the private sector retains
complete ownership o the inrastructure ater

completing the design and construction phases and also continues
to operate the acility, essentially replacing

the government as provider o public services or the length o the
contract term.

Build-Transer-Operate (BTO): In this case the public sector
assumes ownership o the inrastructure on

completion o the design and build phases, leasing it back to the
private sector or operation.

Although we have not expressly included reerence above to
nancial arrangements, the private sector traditionally

assumes the majority o unding/nancing responsibilities within
these types o PPP. Jurisdictions will have dierent

approaches to incorporating private sector nance and oten
utilise dierent names such as Leasing - which are

build-operate-transer type contracts used in France minus the
private sector nance component. Joint Ventures

are another type o PPP whereby the public and private sectors
create a separate legal company to jointly nance,

own and operate projects, such as occurs in the United States.
Some PPPs, such as examples ound in wastewatertreatment in Canada,
relate to Operate and Maintain where the private sector has no
previous involvement in the

design and build phases but merely operates a service or
provides overall management o a acility (Grimsey & Lewis,

2007).

The inclusion o practices and terminology rom traditional
public/private procurement relationships only manages

to urther conuse the discussion and blur the lines o PPP
denition. In reality there is a myriad o variations that have

been built on the principles o BOOT-style PPPs, and urther
reading will reveal an almost endless list o acronyms

describing each mutation. Figure 1 illustrates the PPP
continuum, also demonstrating the diverging correlation o

responsibility or the public and private sectors according to
various PPP approaches.
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FIGURE 1: PUBLIC-PRIVATE PARTNERSHIPS CONTINUUM

Source: Adapted from Palmer, G. (2009)

1.4 Pros and Cons o PPPs

What ollows is a general disclosure o the arguments or and
against PPPs as ound in mainstream discussion and

literature. Because o the highly contextual nature o PPPs and
the dierences we see in their application around the

world, each point should be understood to be o a general nature
and not relating to specic individual examples.

At a theoretical level, it is not uncommon to see the supporting
arguments outweigh the negatives on the topico PPPs. While this may
be the case, it is important not to underestimate the drawbacks
associated with PPP

agreements, and due care should be taken to genuinely assess the
suitability o PPP or each project and reduce the

risks associated with such agreements.

Potential Benets:

Value or money: Utilizing private sector skills and technology
to deliver projects in a more ecient manner,

resulting in either lower costs or a superior product or the
same investment.

Optimization o the design and operation: Using outputs based
specication allows room or and promotes

innovative solutions rom the private sector on the design,
operation and maintenance aspects o the project,

with the intention o improving eectiveness whilst reducing costs
over the whole lie cycle.

Quicker delivery o project: Private sector capacity and
fexibility are seen to be superior to the public sector,

and PPPs thereore allow projects to be nished more quickly and
on schedule than those attributed to public

sector provision.

Risk transer: Project risks (e.g., nance, timerame, planning
permits, community consultations) are transerred

to the party best equipped to deal with it, both in terms o
expertise and costs, to the stability and benet o

the project.

Increased investment in public inrastructure: Governments are
able to implement projects more requently and

on a larger scale because the private sector nance element
reduces its need to raise or budget additional

unds, as is the case in standard procurement.

PublicResponsibility

Private Responsibility

Contracting Out

Service Contract | Management Contracts

Design | Build | Maintain

Design | Build

Design | Build | Operate

Lease | Operate | Maintain

Design | Build | Operate | Maintain

Build | Own | Operate | Transfer

Concession

Build | Own | Operate

Divesture | Full Privatization


	
7/29/2019 Harnessing Ppp

9/60

IISD REPORT FEBRUARY 2012

Harnessing the Power of Public-Private Partnerships 6

Increased budget/nancing certainty:

The transer o responsibility (and risk) to the private sector or
some o the project elements shieldsgovernments rom unoreseen
nancial liabilities ollowing cost overruns, delays, or
operational

diculties that would otherwise impact upon the budget bottom
line.

Project nances are secured or the length o the contract and not
subject to cyclical political budget

adjustments, allowing or greater investment planning and
eciencies throughout the management,

operation, and maintenance phases o the project.

Improved service delivery:

Allows both sectors to operate within their sphere o expertise,
the government in policy and governance,

the private sector in the technical aspects o design,
construction, operation, and management.

Payments that are linked to perormance targets or requirements
provide an incentive to perorm that

is too oten absent in public provision o services.

Whole o lie cycle3 approach:

Because the design, construction and operation are oten
undertaken by the one consortium there is a

greater integration o the dierent elements and more coherence to
the nal product, unlike standard

procurement options which may see several dierent subcontractors
operating in loose cooperation.

Motivated by the desire to preserve long-term value o assets and
to minimize costs, whole o lie cycle

responsibilities encourage the private sector to choose the most
appropriate technology or the long

term and adequately maintain it. This may be in contrast to
decisions by governments that are oten

guided more by short-term nancial pressures and think in much
shorter cycles according to political

terms and budget constraints.

Access to additional capital/o-balance sheet nancing: Because
all or a large percentage o nance in PPP is

provided by the private sector, the government is not
responsible or raising unds rom within its own coers

or adjusting budgets to allow or large inrastructure spending.
This is particularly advantageous during times

o scal crisis where the government is already short o unds or
where the government may have a poorcredit rating and is not able
to raise the necessary nance. International and national accounting
standards

do provide some guidance as to what and how PPPs are recorded on
balance sheets, but the issue is ar rom

secure.

Political advantage: There is political leverage to be gained
rom PPP agreements in terms o public perception

and nancial management credentials, as projects are delivered on
time with less impact on the budget and

provide superior quality inrastructure or services.

Private sector growth and stability: PPPs provide the private
sector with access to reduced risk, secure, long-

term investment opportunities that are underwritten by
government contracts. Such agreements ensure

private capital fows, provide investment opportunities, and
stimulate local industry and job markets.

Potential Disadvantages:

Higher cost:

The borrowing rates given to the private sector may be higher
than those typically available to

governments.

An expensive tender and negotiation process, including higher
contract transaction costs paid to legal

and accounting rms, can neutralize any savings made in design
and construction phases.

3 A phrase that is widely used in PPP discussion and literature,
the term whole o lie cycle is here not to be conused with the
cradle to

grave concept that is common in lie cycle costing. Here the term
reers to the actors mentioned and does not imply the assessment
o

assets rom a inancial, environmental and social costing
perspective.
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Transerring risk rom one party to another has its price, and the
private sector will expect guarantees

o income proportionate to its risk burden. Reduced
competitiveness:

High tender and transaction costs, along with complicated and
long-term contracts reduce the pool

o private sector companies with the capacity to apply or certain
projects, reducing the governments

choice and competitive tender processes.

Exclusivity agreements awarded to winning companies lock them
into guaranteed prots and, in reality,

creates monopoly markets, reducing competitive pressure to
reduce costs and enhance services.

Complicated and lengthy tender process: PPP contract and
negotiation periods are oten more complex and

protracted due to the nature o the multi-party, nancially
intricate, and long agreement terms inherent in the

relationship.

Lack o capacity:

It is necessary or both the public and private sectors to
possess PPP-specic capacity or an agreement

to be signed and administered successully. Such capacity is
absent rom many jurisdictions, both at a

national and regional level, and it takes both time and
experience to establish it.

An over-reliance on external consultants also leads to an
expertise fight, where any knowledge

gathered throughout projects is not retained by public bodies or
private companies, but rather lost to

external sources, making it dicult to build knowledge and
lessons or the uture.

Rigid/inexible/long contracts:

In order to provide stability and security over time, long
contracts can become rigid and infexible,

refecting point-in-time circumstances and then locking them in
over the contract period.

It remains dicult or governments to adequately structure
contracts that take into account uture

unoreseen events or circumstances, and it is oten dicult to
adapt and change contractual

responsibilities as the context changes.

Future generations cannot respond to their individual
circumstances but must adhere to outdatedoperations rom previous
decades.

Building fexibility into contracts is an expensive proposition
because as the investment become less

secure it may become necessary to urther incentivize the private
sector.

Delays and holdups:

The private sector is not impervious to project stoppages, and
the complicated nature o the agreements

between PPP partners can increase delays, as disputes take
longer to be settled and any unoreseen

eventualities that takes place in uture years involve a lengthy
renegotiation o the contract.

The start o projects is also delayed by complex partner
negotiations, sometimes urther exacerbated

by the political debate and public opposition that can surround
PPP projects.

Higher consumer prices:

Driven by a need to cover high levels o cost plus make a return
on investment, market-driven pricingcan see services cost the
consumer more than i delivered by the public sector.

The issues o competitiveness and monopolies also mean there is
potential or abuse in regards to user

ees.

Double taxation:The general public may perceive user ees as a
orm o double taxation whereby they are

paying or services they eel their taxes should be providing or
already have paid or. This will be noticeable

in the case o toll ways, or example, where tolls have not
existed under previous public sector provision and

where there was no tangible cost to the user.
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Less accountability/transparency:

project transparency is weakened under the PPP model because o
the diculty in accessing privatesector inormation, now considered o
commercial value or commercial-in-condence by the

consortium.

Whole o project evaluation becomes problematic or similar
reasons, as data is spread over numerous

sources, compiled dierently, and not always available or public
scrutiny.
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PART 2: Global Context

The aim o this section is to take a quick look at PPP around the
world, in order to develop a better understanding

o its impact and infuence and create a oundation or evaluating
PPP and thus understand its value or sustainable

development. To do this, we look at some PPP data rom around the
world, look at PPP market maturity conditions,

and delve, albeit briefy, into dedicated PPP units and the
European Commissions current legislative position on PPPs.

2.1 State o Play in PPPs Around the World

2.1.1 Statistical Caution

Global comparison o PPPs is raught with diculties because o
divergent approaches across jurisdictions, where

it is not possible to directly compare one nations PPP gures
with anothers, as a project classied as PPP in onecountry would be
excluded in another. Similarly, the nancial reporting o PPP
investment is an ongoing challenge

and an issue that is not ully reconciled in regards to the way
data is both recorded and reported. Consequently, it is

oten dicult to assess PPPs relative sizes and contribution to
each sector or the economy as a whole. As a result,

any data reported here should be treated extremely careully and
only considered within the context o the study

rom which it was drawn. Data is presented here only as an
indication o PPP activity in various jurisdictions across

the world, not an extensive quantitative analysis, and due care
should be taken in direct comparison and analysis o

data rom dierent jurisdictions.

2.1.2 European Union

In the 20 years between 1990 and 2009 there were more than 1,300
PPP contracts over 5 million signed within

the EU, with a combined capital value in excess o 250 billion.
The U.K., Spain, Germany, Italy, France and Portugalare the main
proponents o PPP in Europe, together accounting or 92 per cent o
all PPPs between 19902009. The

U.K. is ar and beyond the biggest user o PPP with some 67 per
cent o the total EU numbers, with Spain the closest

competitor a distant second with 10 per cent. Examining the
gures rom the perspective o total value bears out a

similar result, with the U.K. accounting or 52.7 per cent again
ollowed by Spain et al. While these gures alone may

suggest a distortion o the popularity o PPP in Europe, trends
over time indicate a slow but steady diversication o

PPP across other countries. Accelerating quickly in the 1990s,
the U.K.s share o the EU projects began a general

decline in 2001 and reached its urthest point o dierence in the
height o the global nancial crisis in 2008, with

its share alling below 50 per cent (Kappeler & Nemoz, 2010).
As a leader in the eld o PPPs and one o the rst

jurisdictions to undertake them, it is not surprising to see the
U.K.s (waning) domination here.

In terms o distribution, transport remains the dominate sector
across continental Europe, where rom 2005

2009 it represented 41 per cent o the number and 76 per cent o
the value in PPPs. Education and health was thenext signicant
sector, contributing 26 per cent o the total PPP numbers and 11 per
cent o total value. PPPs in the

environmental sector have shown a steady decline, with numbers
alling rom just under 30 per cent in the period

19951999 to just under 10 per cent in 20052009 (Kappeler &
Nemoz, 2010).
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The recent nancial crisis has had the eect o knocking the wind
out o PPPs, reducing numbers and value to levels

seen in the rst hal o the decade, prior to the spike in
2006/2007.4 This is most dramatic in terms o total value,where,
while PPPs are still seen as an accepted procurement method, there
has been a shit away rom large PPP

deals. Not only did the average PPP value in Europe refect a 50
per cent decrease when comparing 2007 and 2009

gures, averaging 91 million, but the number o projects over 500
million dropped by around 60 per cent or the

same time period (Kappeler & Nemoz, 2010). While these gures
suggest less exuberance and more restraint within

the PPP market during the 20072008 global nancial crisis, they
may also be seen as a correction o unnaturally

high numbers and values in the years 2006/2007, immediately
beore the nancial crisis. Since 2007, some 350

new projects representing almost 70 billion have reached nancial
close (Kappeler & Nemoz, 2010). Despite the

spread o PPPs across Europe, experience remains patchy amongst
both member states and dierent sectors, and

a global survey rom 2007 suggests that PPPs only account or
about 4 per cent o all public sector investment (EU

Commission, 2009a).

2.1.3 United States

According to a 2010 PriceWaterhouseCoopers report, the United
States showed some reluctance to undertake PPP

agreements prior to 2007. The analysis highlights misgivings and
misconceptions on the side o government ocials

as a contributing actor in this, and cites capacity development
as a key hurdle that must be addressed i the trend is

to be improved. Nevertheless, PPP is gathering momentum, perhaps
through necessity and convenience ollowing

the credit crunch, as 25 U.S. States have current PPP-enabling
legislationa necessity to provide the authority or

transacting a structured nance deal (PriceWaterhouseCoopers,
2010). According to the 19th annual International

Major Projects Survey carried out by the Public Works Financing
newsletter (2010), which has been tracking PPP

activity continually since the 1980s, the United States has had
a total o 363 unded PPP projects between 1985 and

2010, with a total value in excess o US$59.5 billion.

2.1.4 Canada and Australia

Canada can be seen to be very similar to its Commonwealth cousin
Australia. Both jurisdictions have been utilizing

PPPs since the early 1990s and have developed comprehensive
policy guidelines and legislation or what can be

considered a comparatively smaller market in terms o total
number o projects undertaken. In Australia, PPPs

capture a large slice o the inrastructure market in terms o
total government procurement, at between 1015 per

cent (Inrastructure Partnerships Australia, 2007), and had
already seen more than 127 projects at a combined value

o AU$35.6 billion beore the end o 2005 (English, 2006). Canada,
by comparison, has seen a little over 100 projects

at around the US$31 billion total value since 1985 (Public Works
Financing, 2010).

2.1.5 Emerging Nations

Developing countries have also dipped their toe in the waters o
PPP, as throughout the 1990s many nations

ollowed the industrialized trend towards private sector
involvement in public service provision. The World Banks

Private Participation in Inrastructure Project Database provides
a statistical analysis o what private participation

in inrastructure (PPiI) looks like or low to middle economies
and is useul or indicating trends. However, it must

be noted that projects included in this database extend beyond
the denition o PPP and it also incorporates private

participation in inrastructure that is absent o private
investment, such as management and lease contracts. The

4 Please note that these igures relate only to agreements that
reached inancial close and may not relect all PPP activity or the
speciied

time period, as projects still under negotiation are not
represented.
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data collected is also restricted to publically available data
and relates only to projects that have reached nancial

close. As such, any trends or inerences that emerge rom this
data should not be seen to represent PPP activityexclusively.
Nevertheless, the data is useul or suggesting trends in private
sector participation within emerging

economies and sectors.

As in Europe, the gures rose quickly in the 1990s as PPiI took
hold: total values skyrocketed rom US$17 billion a

year in 1990 to US$128 billion in 1997, but plummeted by a
combined 45 per cent or 1998 and 1999 as the eects

o the 1997 Asian Financial Crisis were elt through much o the
developing world (Izaguirre, 2002). The period

19902000 was dominated by the Latin America and Caribbean
region, which accounted or 48 per cent o the

investment value, while the regions o East Asia and the Pacic
ollowed by Europe and Central Asia represented

the next largest portions, with 28 per cent and 13 per cent
respectively. Sub-Saharan Arica, along with the Middle

East and North Arica lagged behind signicantly, with 3 per cent
each. During this period, Brazil clearly led the way

with total investments o US$123 billion, ollowed by Argentina,
Mexico and China (which had the highest number o

projects), beore Malaysia, Philippines and the Republic o Korea
orm a group at around 30 per cent o Brazils total(Izaguirre,
2002).

The years rom 2000 to 2009 saw some levelling out in the
distribution o PPiI across regions, as Latin America

and Caribbean traded places with East Asia and the Pacic,
slipping to 22 per cent o total projects, although it

retained the greatest slice in terms o value at US$152 billion,
as large projects drove its activity. Sub-Saharan Arica

saw a marked improvement o 7 per cent in its number o projects
rom 1999 to 2009, with 43 o the 48 nations in

the region implementing PPiI projects. Although, at only 238
projects in total, the average number o projects per

nation over a 10-year period is incredibly low, especially
according to strict PPP denitions, and considering that

Nigeria and South Arica each accounted or more than 25 per cent
o the regions investments. Energy and Telecom

were consistently the most popular sectors across all regions,
achieving large slices o the regional investment and

together oten accounting or around 80 per cent o investment
(PPPI Database, 2009).

The PPiI market in developing nations was slow to recover rom
the shock o the Asian Financial Crisis, taking a ull

decade to regain pre-crisis levels. Bottoming out in 2003, the
decline was then reversed quickly, as total investment

commitments to inrastructure projects rose rom around US$70
billion in 2003 to over US$160 billion in 2007.

The sudden resurgence in PPiI gures can in part be explained by
GDP growth over that period driving need or

inrastructure development, but is also a result o the increased
project nance available at the time. Similar trends

have already been identied in the EU PPP experience, where
2006/2007 can be seen as abnormally high years

in terms o project number and values. It is possible that the
developing world beneted during this period rom a

liquidity spillover rom the industrialized nations and has seen
comparative growth trends in PPiI (Leigland & Russell,

2009). Considering the decline o PPI ollowing the 1997 Asian
Financial Crisis and the unusual circumstances that

drove its resurgence, some ear a lost decade in developing
country PPiI, and it is not yet clear to what extent

the market has been eected in the long term as gures continue to
rise and decline across the statistical tables,

fuctuating rom quarter to quarter and across dierent sectors and
regions.

While the use o PPiI has spread into most developing countries,
the larger and wealthier markets still dominate

the investment tables and see return business. Between 1990 and
2003, the top 25 developing countries with PPI

investment account or almost 90 per cent o investment in the
developing world, while the bottom 64 account or

just 1 per cent (Thomsen, 2005).


	
7/29/2019 Harnessing Ppp

15/60

IISD REPORT FEBRUARY 2012

Harnessing the Power of Public-Private Partnerships 12

2.2 Institutional Structures

The global approach to PPP is driven by contextual dierences and
priorities at the national level, which contributes

to a divergence on institutional structures and legislative
approaches across jurisdictions. Here we illuminate the role

o institutional structures and legislation as indicators o a
nations PPP market maturity, singling out dedicated PPP

units as a key contributor to a markets development, and take
the European Commissions approach as a mini-case

study in legislating PPP. We will also briefy consider the
global nancial crisis o 20072008 or its impact on not

only the numbers and value o PPPs globally, but its potential to
modiy theory and procedure. Lastly, we will question

the value and quality o PPP toolkits and preparation guides.

2.2.1 PPP Market Maturity

While PPP has been in use as an ocially dened concept since the
1990s, its application has been patchy and

inconsistent across jurisdictions. The U.K. has been at the
oreront o PPP use, and led its development through

policy and experienceno country comes close to its number o
projects. There is, however, a dierence between

the number o PPPs that a jurisdiction undertakes and the
maturity o its PPP market. The maturity o a market

reers to the sophistication o its PPP mechanisms and is judged
through its understanding o PPP as seen through

its ramework and models, and is infuenced by contextual actors
such as political climate, culture, capital markets,

or policy ramework. The ollowing gures suggest three stages o
PPP maturity and indicate the relative maturity o

various jurisdictions rom around the world in the orm o a Market
Maturity Curve.

FIGURE 2: STAGES OF PPP MATURITY

Source: Deloitte Research. (2007)

Refine new innovative models More creative, flexible approaches
applied to roles of public and private sector

Use of more sophisticated risk models

Greater focus on total lifecycle of project

Sophisticated infrastructure market with pension funds and
private equity funds

Public sector learns from private partner methods as competition
changes the way government

operations function

Underutilized assets leveraged into financial assets

Organizational and skill set changes in government implemented
to support greaterrole of PPPs

Establish dedicated PPP units in agencies

Begin developing new hybrid delivery models

Expand and help shape PPP marketplace

Leverage new sources of funds from capital markets

Use PPPs to drive service innovation

PPP market gains depthuse is expanded to multiple projects and
sectors

Establish policy and legislative framework

Initiate central PPP policy unit to guide implementation

Develop deal structures

Get transactions right and develop public sector comparator
model Begin to build marketplace

Apply early lessons from transport to other sectors
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FIGURE 3: PPP MARKET MATURITY CURVE

Source: Deloitte Research. (2007)

2.2.2 Dedicated PPP Units

As PPP popularity and practice have grown, so too has knowledge
about them and the methods by which they are

administered. The creation o dedicated PPP units has been seen
as one such mechanism by which governments can

dene, regulate and build public sector capacity in regards to
PPPs, and has been attributed by the UN as an indicator

by which a nations PPP maturity is assessed (United Nations,
2007). The OECD recently conducted an investigation

into this under-reported area o PPP and identied that over hal o
its members reported the existence o a dedicated

PPP unit at the national level (OECD, 2010).5

In its 2010 book on dedicated PPP units, the OECD identies the
practice whereby jurisdictions that undertake

multiple PPPs create a dedicated unit as a single oversight
body. This is not to mean a unit within a given public sector

department to oversee an individual project, but a unit that is
specically mandated to deal with all PPPs within the

jurisdiction.

Potential unctions o a PPP unit include:

Policy guidance: developing and advising on policies,
procedures, guidelines and legislation

Technical support: assisting government bodies throughout the
PPP project cycle

Capacity building: training and education o public sector
ocials

Promotion: ensuring awareness and understanding o PPP within the
private/public sectors and the wider

community at large

5 These OECD members with PPP units are identiied as Australia,
Belgium, Canada, Czech Republic, Denmark, France, Germany,
Greece,

Hungary, Ireland, Italy, Japan, Korea, Netherlands, Poland,
Portugal and the United Kingdom.
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Green lighting or gatekeeper:responsible or approving various
stages o the PPP process, potentially including

nal approval

Within the OECD, dedicated units were ound in three dierent
locations within the public sector ramework. The

vast majority are located within the nance ministry and operate
according to regular departmental structures. The

second option is a variation that places the unit within a
specic relevant department that is likely to utilise PPP, such

as an inrastructure ministry. Lastly is the creation o an
independent government agency that may be partly or ully

owned by the government, and connected via a secretariat through
which regulation and authority are administered

(OECD, 2010).

While some o the roles ullled by dedicated units can be ullled
by traditional procurement authorities or

individuals with relevant knowledge, the unit represents a real
centre o expertise, gathering together the knowledge

and providing the capacity to improve PPP operation through the
points listed above. Some genuine concerns do

exist, however, regarding conficts o interest and accountability
within dedicated units. Establishing a dedicatedunit could also
imply to public sector departments the pre-eminence o PPP at the
expense o other procurement

methods, leading to a biased and shallow procurement assessment
process.

I a dedicated unit is not wholly unded by the government and
derive part o its income through user ees it charges

to other government bodies, there is a risk that PPP can be
pushed into inappropriate situations because the unit

has a vested interest in producing business. Similarly, in the
role o gate keeper, it is imperative to ensure adequate

regulatory controls and transparency and accountability measures
are in place to ensure honest practices and protect

government interests and limit exposure to liability. Both these
points are greater emphasized when the unit is partly

owned and represented on the secretariat by the private sector.
Part 3 o this paper will return to this topic, where

the Dublin Dockland Development Authority has been chosen as a
case study to take a closer look at issues arising

rom PPP and development units.

2.2.3 The European Commission and PPP

As the worlds largest and most experienced PPP jurisdiction, the
European Union (EU) provides an interesting study

in the way in which PPP has been integrated into mainstream
procurement practices and the perceived relationships

between overarching directives and national legislation.
Although unique in its size and structure as a regional

political and nancial union, the EU story is still useul as a
metaphor or individual nations, and the lessons learned

rom how the Union relates to PPP within its member states are
meaningul or ederal governments wishing to

establish a successul PPP environment.

There has been a long and consistent dialogue by the policy wing
o the EU, the European Commission (EC) on the

subject o PPPs, but the Commission has up to this point not
provided standalone PPP legislation or denitions, and has

signalled it has no plans to upgrade its guidelines or create
legislation in the near uture (Tvarno, 2010). Rather, PPPs

rely upon a supporting ramework o procurement provisions,
European Treaties, and certain overlapping secondary

regulation to nd guidance and controls. In terms o specic PPP
discourse, the most notable contributions came over

the last six years, when a furry o activity saw the release o
several specic PPP consultations and communications.

In 2004, the Commission launched a Green Paper on PPP, examining
whether the existing structures were adequate

and appropriate to meet the specic challenges o PPP in the
internal marketplace (EU Commission, 2004c).

The release o the report on the consultations in May 2005 (EU
Commission, 2005b) was quickly ollowed by

a Communication on the same topic in November 2005, entitled
Public Private Partnerships and Community

Law on Public Procurement and Concessions (EU Commission,
2005a). In 2008, the Commission also released
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Interpretative Communications on the topic o Institutional PPPs6
as well as Concessions as it related to public

procurement and Institutional PPP (EU Commission, 2008),
something it had fagged or urther analysis in its2005
Communication. This has been most recently ollowed by a
Communication on Public Private Partnerships in

November 2009 (EU Commission, 2009b) and intended changes to
Concession legislation ollowing a consultation

in August 2010.

Sources o law that would infuence PPP administration in EU
member nations are, or example, the EC treaties, rom

which are derived the principles o equal treatment,
transparency, proportionality and mutual recognition. The other

obvious sources are the two procurement directives adopted in
2004, one coordinating procurement procedures

within the utilities sector (EU Commission, 2004a), and the
other covering public sector works, supply and services

contracts (EU Commisson, 2004b). Here PPPs all within the scope
o Directive 2004/18/EC, as made plain through

the 2005 communication COM(2005)569, in as much as they are
public contracts or work concessions. The extent

to which a PPP is partly or ully covered under these directives
is still dependent on individual PPP agreement context

and details, and subject to clauses and articles within specic
directives. For example, service concessions areexcluded rom the
scope o 2004/18/EC under article 17, while work concessions are
only partly covered within Title

III o the same directive.

Within the EU procurement legislation there are our major
procedures available to contracting authorities, which,

although not specically designed or PPPs, may be applicable
where these are covered or partially covered by the

Directives. These are; open, restricted, negotiated procedures,
and competitive dialogue. Although the competitive

dialogue instrument was designed to be used or the award o
complex contracts (with conditions), it is not

compulsory under the Procurement Directive or it to be used or
PPP procurement. A recent limited survey by the

European PPP Expertise Centre has suggested that, while all our
procedures are in use across member states or the

award o PPPs, competitive dialogue is used more requently (EPEC,
2011b).

The survey also points to the distinct infuence o national
context and procurement laws in the decision about whichprocurement
procedure to use. This suggests that jurisdictions have a avoured
procurement method that suits their

PPP environment and with which they are most amiliar, rather
than being signicantly infuenced by the sector, size,

or value o individual PPPs when choosing procurement tools.
While the results showed that open and restricted

procedures are generally applied to simpler projects, the use o
the negotiated and competitive dialogue procedures

becomes more widespread as projects become more complex; this
may be more o a comment on a nations PPP

market maturity and contextual experience than on the avouring o
one particular tool over another.

Such an indirect and patchwork approach to PPPs can lack legal
clarity, but the EC maintains the view that its policy

position ensures eective competition or PPPs without unduly
limiting the fexibility needed to design innovative

and oten complex projects (EPEC, 2011a). This approach was
lauded by at least one o our interviewees, who

emphasized the need or approaching PPP on a case-by-case basis,
adapting the model to t the specied outcomes,

rather than becoming pre-occupied about whether or not the
project ell within a legal denition o PPP. Nevertheless,the lack o
legal clarity can be a disincentive and source o concern or both
the public and private sectors when

approaching PPPs, as both would wish to determine and mitigate
their liability with certainty, something that is

already a challenge given the complex and diverse nature o
PPPs.

6 The European Commission makes a distinction between the types
o PPP used in member states and separates them into two broad

categories: Contractual PPP and Institutional PPP. Institutional
PPP being where the public and private sector create a separate
entity to

administer the project together, more commonly reerred to as
joint ventures in other jurisdictions.
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EU member states are in this sense essentially responsible or
determining their own PPP approach and regulation,

so long as it complies with the basic EU rules o procurement and
does not inringe on other unctions o the internal

market. This means a myriad o diering approaches to PPP within
the EU, as some jurisdictions possess dedicatedlaws, others a legal
ramework, and still others no legal provision at all (see Table 1).
While a degree o contextual

understanding is essential to a PPP legal ramework and Member
States must maintain the ability to infuence

their national PPP and procurement approaches, a greater sense o
denition and continuity across the EU would

encourage and acilitate PPP growth.

TABLE 1: STATUS OF PPP INSTITUTIONAL AND LEGAL STRUCTURES IN EU
MEMBER STATES

Source: van der Geest, W., & Nunez-Ferrer, J. (2011)

Austria A

Country PPP Unit PPP Law

Belgium C 2

Bulgaria B 3

Cyprus B

Czech Republic B 2

Denmark B

Estonia 3

Finland 3

France B 2

Germany B

Greece C 2

Hungary B 3

Ireland A 1

Italy

A - PPP unit existing (actively involved in PPP promotion)

B - PPP unit in progress (or existing but in a purely
consultative capacity)

C - Need for PPP unit identified and some action taken (or only
a regional PPP unit existing)

1 - Comprehensive legislation in place

2 - Comprehensive legislation being drafted / some
sector-specific legislation in place

3 - Legislation being proposed

B 3

Country PPP Unit PPP Law

Latvia B 1

Lithuania B 3

Luxemburg

Malta B

Netherlands A

Poland B 1

Portugal B 2

Romania C 2

Slovakia

Slovenia C 3

Spain 1

Sweden

United Kingdom A
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What the EU situation highlights is that there is a ne balance
between providing guidance and supporting legislation

that encourages growth and condence, while at the same time
providing fexibility or responding to individualcontextual
circumstance. Despite taking the right approach in desiring to
preserve national discretion and contextual

appropriateness, the current EC approach is cumbersome and a
source o legal uncertainty, as it is necessary to

piece together regulations, guidelines and case law rom dierent
and possibly contradictory sources. This does not

contribute to a stable and conducive PPP environment, where
condence, certainty and trust are essential components

o a successul partnership between the public and private
sectors. While the Commission may periodically update

and reresh directives in response to changing trends in
procurement, PPP remains in a largely permanent state o

uncertainty, as it has not been approached directly and
comprehensively, but rather tinkered with through revisions

to associated mechanisms.

EU Funds and State Aid:

There are several methods available to utilize EU Funds within
PPP structures, although to date relatively ew projects

have taken advantage o this opportunity due to issues o usion
between EU rules, PPP models, and national contexts

(EPEC, 2011b). The use o EU Funds and State Aid monies in PPP
projects is not specically excluded under regulation,

but inherent rules o application that target unds to areas o
need do not always match with PPP practice, making

it dicult or the two mechanisms to align. Moreover, the
complexities o successully combining the planning and

timing requirements o both structures may prove the most
challenging to overcome. This is true in the sense that

a public authority must not only veriy (during the PPP planning
stage) the appropriate instruments and criteria it

is to meet under its grant application, but it must also be
possible to integrate the individual timelines necessary to

complete both agreements. Eective public sector capacity and
strong public-public cooperation is thereore a

contributing actor in the extent to which a national authority
may integrate EU Funds within its PPP practices.

The planning and timing issue can be demonstrated in an example
rom Structural Funds, which, along with Financial

Engineering Instruments and Sectoral Grants, constitute the
three main avenues through which EU Funds can be

accessed in PPPs. Structural Funds are granted towards the
unding gap in revenue generating projects, and this

only alongside national co-nancing. This primarily rules out
Structural Funds in PPPs where the public authority

does not desire to co-nance, but also raises issues o timing,
where it is unlikely that a private partner will commit

to an agreement that contains a unding gap only covered by
grants rom EU Funds that are yet to receive approval.

Similarly, is it dicult to accurately estimate and apply or
nance during the planning stage and in advance o

nancial close, especially considering each tender application
will have a dierent unding gap, making it dicult or

national authorities to submit grant applications beore the
conclusion o the procurement process.

In general, grant unds are more targeted at the provision o
assets and are thereore most appropriate to initial stages

o PPP agreements and not necessarily compatible with the whole o
lie approach o long-term PPP projects. Grants

are oten also tied to timerames, unding programs, and trigger
points, which would exclude the use o grant monies

or such things as ongoing availability payments, making it less
appropriate or non-revenue social inrastructure

projects such as schools or hospitals.

In relation to State aid, under the terms or Structural Funds it
is necessary that the beneciary must also be the

initiator o a project. As the one initiating public projects and
services through PPP, this generally identies the public

authority as the beneciary o the grant. Considering the
restricted application o grant monies within PPP models,

as highlighted above, and the beneciary/initiator equation, any
grant that is destined to fow to the project company

must be channelled through a public body. Depending on its
interpretation and the application o these measures,
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there is a risk that the national authority could breach the
terms o State aid by potentially distorting competition.

Here it is dependent on the national authority to complete its
due diligence to ensure it complies with State aidregulation and
rules. Mitigation o the potential or market and competition
distortion may be simply achieved by

public authorities through the competitive tender process that
examines and selects private partners, as well as

a contract that ensures the division o prots along clearly
marked lines o investment and risk. As a whole, the

assessment and methods o implementation o State aid regulations
diers across sectors and member states, and

the issue would benet rom urther clarication by the European
Commission.7

2.2.4 PPP and the Global Financial Crisis 20072008

We have seen some gures earlier that indicate the nancial credit
crunch has had a genuine eect on the number

o PPPs taking place around the world. In reality, the nancial
crisis will not only aect total values and projects, but

will also usher in structural changes to PPP agreements and
likely shape practices or some years to come. In a period

where governments are looking to stimulate growth through higher
public investment, PPPs oers the opportunityto roll out projects
with minimal impact on the public purse whilst simultaneously
supporting private sector recovery

and generating employment. PPPs, however, are not immune to the
eects o the nancial crisis, and their attractions

also undermine their stability and may disqualiy them as a
reasonable and viable option or governments at this

time. On the surace, there are obvious implications or the value
or money argument, as both equity and debt

nance are in short supply and costs have risen. This belies,
however, the ongoing infuence on the way in which PPPs

will be structured and negotiated into the uture ollowing
substantial shits in global nancial policy and markets.

Finance initially became harder to source ollowing the global
nancial crisis, as the bond markets became less

attractive and banks looked to build their capital, minimizing
their exposure to single concessionaires and avoiding

syndicated risk. Projects turned to a series o alternative
nancing structures to get pipeline projects across the line,

including club deals, mini-perms, or incorporating a government
nance component. In a greater refection o the

long-term allout rom the crisis, legal requirements are also
likely to change as we see contracts rom lenders refectthe
instability and uncertainty o the market. This may be maniest
through increased ocus on debt provisions and

tighter contracts as well as more consideration o market-fex and
possibly even market-out provisions. Increased

security requirements and tighter credit approval practices are
also likely to ollow, as lenders take a more cautious

approach in exposing themselves to certain types o debt (Murphy,
2010). The reduction in asset and property

values associated with the economic downturn will also make it
more dicult or projects to use these as collateral

when searching or nance.

What all this equates to is a shiting in the risk allocation
ramework that has historically been used and lauded within

PPP agreements. Most o the actors identied above relate to the
private sector nance component o PPP and, as

such, represent an increasing allocation o risk to the private
sector. The perceived decrease in the risk-return trade-

o will not only determine the level to which the private sector
is willing to become involved in projects, but will also

infuence the compensation the government is required to provide
in exchange or the increased risk bourn by the

private company. The government can seek to balance the
increased risk through certain intervention methods, and

throughout the nancial crisis we have seen governments respond
in a variety o ways to assist the private sector to

secure nance.

7 The European PPP Expertise Centre has in May 2011 published
two reports on this topic (State guarantees in PPPs and Using EU
unds in

PPPs), which are good sources or those wishing to urther examine
the relationships between EU Funds and PPP beyond the issues
raised

here.
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The U.K., the U.S. and the EU, or example, initiated co-lending,
making loans to the project alongside private sector

lenders. Projects in France and Australia have been the
recipients o government credit guarantees, whereby thegovernment
guarantees a certain percentage o the project debt or becomes a
lender o last resort i sucient project

nance cannot be raised beore nancial close.8 These or similar
acts o intervention on the part o public authorities

may o course expose the government to undesirably high levels o
risk that it too may be unwilling to accept. Interest

rate levels, credit un-availability, stock market price decline,
exchange rate depreciation, reduced domestic demand;

these and many other actors can infuence the vulnerability and
risk association or both the public and private

sectors, aecting the attractiveness and viability o PPP as a
method o procurement in the post-global nancial crisis

climate.

While the nancial crisis initially made it quite dicult or
project consortiums to raise private sector money, the

easing o markets will see costs all and the return o PPP style
investment to the market. The new regulatory and

scrutiny aspects are, however, likely to remain within the PPP
ramework as lenders approach business with more

caution and ail-saes. This legacy is perhaps more signicant when
considering the structural implications that willfow to PPP
agreements as a result o these changes, particularly as it eects
risk allocation and valuation.

2.2.5 PPP Toolkits

The authors have conducted a non-exhaustive search o development
institutions, NGOs, international organisations

and national directives to ascertain the level and content o PPP
toolkits and guidelines that exist in the marketplace.

What has been ound is an extensive collection o documents and
sotware that has been designed to advise and

assist governments develop their PPP capacity. While these
documents together orm a considerable resource or

public authorities, or even interested private sector parties,
the treatment o external sustainability and environmental

issues is cursory at best.

A portion o toolkits are country- and sector-specic, such as
tourism or transport, and are produced at the requesto governments
to guide their public sector bodies on how to begin the PPP
process. Along with discussion o PPP

in general, these guides will typically include sector specic
inormation as relating to systems, standards, and

regulations, as well as individual examples or case studies.
Worth a specic mention is the work o PPP India, a

dedicated PPP unit within the Indian Ministry o Finance, which
has created an online toolkit with the support o the

World Bank and AusAID in the ollowing inrastructure sectors:
state highways; water and sanitation; ports; solid

waste management; and urban transport. Linked to its website,
the toolkit allows public ocials to click through a

sotware program that inorms, advises and directs users through
the phases o planning, easibility, procurement

and implementation. Using an online ormat allows PPP India to
update and develop the resources as their context

and experience changes.

The other major collection o toolkits or preparation handbooks
are those supplied by the development nance

institutions, which are primarily targeted at developing or
emerging economies. Comprehensive in all matters opolicy and
governance, these documents oten approach PPPs at a strategic
level, but also include actions associated

with their implementation, including preparation, management,
and engagement o projects. Focusing on macro

and contextual considerations, documents rom the World Bank, IMF
or Asian Development Bank underscore the

importance o correct political, legal, and nancial rameworks to
acilitate and saeguard successul PPP operation,

whilst perhaps also driving an alternative agenda o nancial
reorm and liberalization.

8 For a deeper discussion o government intervention and trip
switch clauses see Philippe Burger et al. (2009). IMF working
paper

WP/09144. The Eects o the Financial Crisis on Public Private
Partnerships.
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Somewhat complementary in the nature o its development priority
is the work o international organizations such

as the United Nations Development Program (UNDP) PPP programme
or Service Delivery, which brings a pro-pooremphasis to PPP
applications. Again dealing with policy guidance, institution
building, capacity development, and

project support, the tools here are dierentiated by their strong
ocus on the poor and marginalized groups o society

and a bottom-up approach to PPP creation. While the ormer
address issues o national or regional governments, the

UNDP toolkit would benet local municipalities and civil society
working on the ground in development contexts.

Another UN body, the Economic Commission or Europe (UNECE), is
developing a series o documents that together

orm a toolkit or governments wishing to build their local PPP
capabilities. Incorporating the obligatory policy and

governance discussion, the toolkit perhaps distinguishes itsel
by incorporating direct application mechanisms

such as a national sel-readiness assessment tool, training
manuals and best practices guide. Although currently

uncompleted, the toolkit will provide practical tools and
hopeully also incorporate sustainable development

principles, which have been a consistent element o UNECE PPP
initiatives over the 10 years o its existence.

As a general rule, these documents careully articulate the
values and concerns o PPP, whilst providing guidance onthe
structure o the supporting political, legal and nancial rameworks
necessary to grow expertise and experience.

However, with the exception o the UNECE work alluded to in the
previous paragraph, the toolkits and preparation

handbooks encountered in this study ail to signicantly address
sustainable development issues. That is to say that

sustainability is requently addressed in terms o the internal
stability o the PPP, but rarely in the greater context

o social and environmental parameters, and certainly with no
great depth or conviction. Toolkits are a meaningul

platorm or demonstrating and articulating practical mechanisms
or incorporating sustainable and environmental

considerations into areas o planning, easibility, specications,
perormance indicators, and accountability. As a

central source o guidance to emerging PPP jurisdictions and
developing nations, these documents play a pivotal role

in shaping expectations and practices, and as such it is
negligent that they do not refect the important considerations

o sustainable development to a greater extent.


	
7/29/2019 Harnessing Ppp

24/60

IISD REPORT FEBRUARY 2012

Harnessing the Power of Public-Private Partnerships 21

PART 3: Case Studies

What ollows are ve individual case studies. Each crated in its
own individual style, these case studies were

chosen or their ability to contribute to the debate on
sustainable development in PPPs. Covering a broad range

o sectors as well as the ull 20 years o PPP practice, each case
study draws upon dierent elements o the PPP

process to highlight and identiy key issues or consideration. A
major theme that connects all the case studies is the

centrality o planning and assessment, particularly that o the
public sector, i a PPP is to be internally sustainable

as well as externally considerate o the environment and society
at large. It is also clear that through accessing the

intelligence and ingenuity o the private sector, PPPs have the
potential to make public inrastructure and services

more environmentally meaningul whilst also contributing to the
growth and development o the green sector and

the greening o industry as a whole.

In addition to the observations contained in the concluding
remarks o each analysis, collated below is a collectiono lessons
learned rom the case studies that have shown themselves to be
specically relevant to the discussion on

sustainable development.

3.1 Lessons Learned or PPPs and Sustainable Development

The six case studies discussed in this document enable us to
draw a number o preliminary conclusions on the extent

to which PPPs are being designed to enable positive
environmental and social outcomes as part o a governments

sustainable development ramework:

PPP are indeed a viable mechanism or the public sector to crowd
in private capital in the delivery o public goods and

services: In principle, and dependent on context, PPPs can serve
as viable tools or cash-strapped governments

to deliver on their election mandates, invest in inrastructure,
and deliver a range o essential public services

to even the most remote areas and marginalized communities.

Governments have yet to use PPPs to show concerted leadership on
environmental and social practice: Although

there are nancial or public relations incentives related to CSR,
private partners will be most infuenced by

specications when they respond to and submit tenders. Because it
is the public authority who sets the

project parameters, it is thereore the government who determines
how green a PPP is through its identied

priorities, specications, perormance indicators and incentives.
In the example o Victorias desalination

plans, the public authority conducted extensive environmental
impact assessments which infuenced its

tender specications and negotiations and contributed to the
environmentally sensitive design it eventually

approved.

Provided with the correct incentives, the private sector will
take the risk to invest, innovate, and provide optimum

solutions that will promote sustainable development: When given
the correct balance o reedom and direction

we have seen the consortiums involved in the Vancouver
co-generation and Victorian desalination projectsresponding to
environmental and social concerns with appropriate and inventive
solutions.

Thorough pre-project assessment and evaluation are central to
long-term success: The Arlanda project was placed

under threat because o inaccurate orecasts that signicantly
over-estimated passenger fows, threatening

the private consortiums nancial viability. A detailed and
comprehensive planning period will enhance

project stability, but is also necessary or the public authority
to identiy and mitigate any associated impacts

the project may have on their greater strategic plans.

Environmental and social sustainability have yet to be built
into PPP contracts: It is necessary to ensure that

the public sector maintains a reasonable level o control and
infuence over the impacts o the project,
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as appropriate to its mandate o environmental and social
protector. Unless environmental, social and

development saeguards are built into PPP contracts, the private
sector may seek to act only in its owninterests, which may not
necessarily be those o the government or society, as seen in the
case o the Arlanda

Express.

Difculty associated with long-term agreements: PPP projects oten
involve contract terms o up to 30 to 50

years, posing a serious challenge to governments in areas such
as accurately orecasting sustainability issues

and uture risks while adhering to rigid contracts. The Arlanda
Express did not perorm as orecasts had

predicted and impinged on government strategic plans, but the
terms o the contract restricted the public

authoritys response options both immediately and in the
uture.

Importance o the planning process and public sector expertise:
All the hard work to mitigate sustainability risks

and maximise the contribution o the project to sustainable
development goals needs to commence at the

planning and negotiations phases o the project, as it is always
more dicult to retroactively adjust contracts

and project priorities. This highlights and emphasizes the need
or sucient public sector capacity, and

sucient political will to ensure adequate resources or the
preparations phases o PPP.

Green technology, development and PPP are not mutually exclusive
concepts: The Moroccan solar energy

case study demonstrates the tremendous potential o PPP to
contribute sustainable and environmentally

conscious solutions to development-related priorities.

Contextual understanding and responsiveness promotes stability
and sustainability: The Moroccan example

suggests the need o all parties to recognise and adapt to unique
situations and circumstances o both the

country and PPP context. The government acknowledged its need to
subsidise the technology its population

could not aord in order to attract the private sector and ensure
business viability. The service provider

used local know-how and approaches to tackle issues o overdue
ees and public scepticism inherent to the

consumer market.

Changes will need to be made to underlying norms o risk transer
and compensation or PPPs to serve eectively as

tools or sustainable development: This is especially important
in middle- and lower-income countries whereapproaches and
perceptions to risks need to be dierent i these investments are to
bring real and sustainable

development (as opposed to growth alone). For example, the
Moroccan energy ministry recognized that

standard business models would not be successul in bringing
electricity to its rural low-income areas. It

thereore needed to step in and subsidize the private partner in
order to create a viable PPP.

3.2 Integrating Ecological Criteria into PPPs: The case o a
desalination plant in

the State o Victoria, Australia

3.2.1 Context

Victorias Healthy PPP Environment

Already making itsel known as a source o unds or public
inrastructure in Victoria in the early 1990s, the private

sector has in the past decade widened its portolio and increased
its investment in public inrastructure, to the extent

where, in 2006, public and private sector organizations in
Victoria had entered into more PPP agreements than

all the other Australian states combined (Public Accounts and
Estimates Committee, 2006). Projects have been

drawn rom the traditional sectors o PPP operation and include
hospital re-development, toll way roads, correctional

acilities, water treatment and recovery, and a major Melbourne
railway station redevelopment. The broad acceptance

o PPPs in this jurisdiction is demonstrated by the variety o
contract types currently in operation. This variety grants


	
7/29/2019 Harnessing Ppp

26/60

IISD REPORT FEBRUARY 2012

Harnessing the Power of Public-Private Partnerships 23

the private sector multiple roles in the provision and
maintenance o public inrastructure, including Design-Build-

Finance, Design-Build-Operate-Transer, Design-Build-Own-Operate,
and Design-Build-Finance-Maintain, to namebut a ew. There are
currently 21 PPP projects in existence valued at close to AU$10.5
billion in capital investment

(Partnerships Victoria website, 2011).

Because o the comparatively long period o experience with PPPs,
both State and National government have

comprehensive policies that give guidance or proposed PPP
agreements. This includes a National PPP Policy and

Guidelines Framework (most recently updated in January 2010)
along with the Partnerships Victoria requirements

that together dene the scope o services, project governance,
public interests tests, probity requirements, tender

processes, nancial analysis, accounting and taxation, and
contract management ramework through which all PPP

agreements are operated, in conjunction with relevant
legislation Victorian Department o Treasury and Finance,

2010). Both Inrastructure Australia and Partnerships Victoria
are dedicated PPP units established at the National and

State levels to steer policy and guidelines. In addition there
is a large body o review work comprising departmental

reports, independent reviews and industry articles that has
ensured that understanding and approaches to PPPs inVictoria has
not remained static but has continually evolved and responded to
contextual infuences and international

trends.

The Project:

In June 2009 the Victorian Government announced the successul
tender or the Victorian Desalination Plant

at Wonthaggi, representing the largest public sector investment
into water inrastructure and also the largest

desalination plant under development in Australia.

Part o a greater strategic approach to sustainable water usage
released in 2004 (Our Water Our Future), the

plant at Wonthaggi was signalled in a 2007 update in what was a
specic response to the growing alarm at water

shortages Victoria was experiencing as
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