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Abstract

In this paper, a literature review has been presemn the subject of public private
partnerships for the development of infrastrucpin@ects. The central question in the paper
was: ‘Is PPP a viable option for investments irrésfructure from a theoretical point of
view?' The theoretical perspectives from the dikeg ‘economics of the public sector’
result in some interesting insights. Firstly, francost point of view it is possible that the
government is more efficient and the private pastynore efficient in terms of turnover.
Secondly, PPP is no solution to the budgetary aged of governments. The financial cost
reduction for the government is not proven sciardily so far. The inclusion of private
parties will probably result in efficiency but algo cost increases. Thirdly, PPP seems to
increase the quality of public services, but aighér cost. Furthermore, the exact realised
efficiency is never to be found, because a compar{actual numbers) between a PPP and
the traditional way can’t be made. Process managstews that it is no simple task to turn
a PPP into a success. When the participating paatie persuaded of the advantages that the
cooperation between public and private parties affer, have chosen consciously for the
PPP, and are prepared to invest in cooperatiothéotong-term, then PPP can offer means
to pursue the defined objectives. If true cooperais aimed for, costs, risks, and profits
must be shared instead of devided. The joint ventan provide insights into the process of
sharing. The theoretical perspectives offered bsirtess economics provide insight in the
way businesses operate and what the consequercés aooperation with investments in
infrastructure. Firstly, in general it is unattigety for private parties to invest in
infrastructure. In order to make it more attractipeofits can be offered to the private
parties. However, this will increase the total sasftthe project. Overall, the major problems
lie in the distinction between public responsii@btand private aspirations.

Theory and facts prove that PPP seems not a vellevioption for investments in

infrastructure (the right part ‘no’ of the tabl@he left part is the arguments in favour of
PPP. However, most arguments are not proven butaapie be ‘positive‘goals that are

aimed for by PPP. While the right part of the tabjgpear to be facts that are proven
scientifically.
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1 Introduction

Public private partnerships (further PPP) are femdly presented as the solution for
budgetary shortages for governments at Europeéionahand regional levels (van Ham and
Koppenjan, 2001). A PPP invests in infrastructutergby efficient cooperation is claimed
to have advantages for both public and privategmrEFor governments, advantages could be
higher (or the same) quality against lower profadts, or a higher (social) quality against a
higher cost. The final goal might then be the ineroent of the quality of public services
(Advani and Borins, 2001). For businesses, advastaguld be financial output (profits)
and possibly the development of new markets (WR¥4L In Europe, it proves to be
difficult to really interest private businesses iavestments in infrastructure. Therefore, the
central question, that we adress in this papet|si®?PP a viable option for investments in
infrastructure from a theoretical point of view?'

In section 2, the history of investments in infrasture is given, large infrastructure projects
are defined and a description is given of the cdatef PPP. Section 3 considers PPP from
three theoretical disciplines. These disciplines eronomics of the public sector, process
management and business economics. Section 4 metiai conclusion of this article.

2 Infrastructureinvestment projects and therole of PPP

In this chapter, type and history of infrastructprejects that might be suitable for PPP are
described. Furthermore, public private cooperasanalysed.

2.1 History of investmentsin infrastructurein Europe

Since the Napoleontic time, governments play amr evare active role in construction of
infrastructure. Its purpose has always been toagiee infrastructure according to a detailed
government intervention to safeguard social interg&roote, 1995). In defence of
infrastructure development one often refers to éhenomic benefits of it. Infrastructure
development not only generates direct effectsalag -and especially- indirect effects. The
latter effects play an important part in the poéti discussion about the volume and the
location of investments in infrastructure. Howeadten the discussion remains abstract and
vague when its effects are not materialised enmadlyicUntill recently, designing, building
maintaining and financing infrastructure were ttiadial government tasks in Europe. This
can be illustrated by the construction of the mailwork in the second half of the"™8entury

in the Netherlands. For 1860, the net existed of imes with total length of 350 kilometres.
After adopting the railway law, this number grewhiventy-five years to 1250 kilometres. In
1933, in the Netherlands, it was decided to stdth whe construction of the national
motorway network. In comparison with other courdriéhis was rather early (only Italy,
Germany and the United States had decided abouirweys at that moment). The first
motorway built according to the new principles lraeaavailable in the Netherlands in 1934
already. It was the motorway of Utrecht to The HagBuiter, 1997). From the start, the
government did financing and the construction ofoneays.

Since the Second World War, a distinction can bderia three different periods in which
investments in infrastructure are treated diffdyerithe first period runs from approximately
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1945 up to 1970 (roughly the period of rebuildimgBEurope). Rebuilding was a common
goal, which lent itself pre-eminently for (intensjvcooperation between government and
private parties. A lot of infrastructure projecksis frequently were executed by means of a
form of PPP. The cooperation goals were simple @iatebuilding roads. During the sixties,
this changed. Growing differences between publit private goals made cooperation more
difficult. The second period (1970-1982), is ch#edsed by a growing gap between the
public and private sector. Suspicion and mistraptaced the cooperation of th& deriod.

In this period, governmental policy was especiallyed at town renewal. Social objectives
in governmental policy played an important roleassult of which less space was available
for input of businesses. Because of this, coopmrdti investments in infrastructure hardly
took place. In the third period (1982 up to presembre PPP took place. The beginning of
this period can be characterised by economic dedird high unemployment. Governments
had to work more efficient and to aim at realisfegsible goals. Partly, the answer came
from working more closely with businesses againvé&nments focussing on core tasks,
deregulating sectors, decentralising and privagisireated more opportunities for business
initiatives. These developments, combined with xielgq controls have far-reaching
consequences for the role of the government at fih@ncing and construction of
infrastructure (Fukuyama, 1992; Henry, 1993). la financing of port infrastructure this has
already conducted to larger efficiency and lowesteqKent and Ashar, 2001). But, until
now private financing of infrastructure has mogin#ficantly taken place in Latin America,
the Caribbean and Eastern Asia (World bank, 19@6[Europe, until now, the results have
been limited. It is thus too optimistic to thinkathby private involvement the inefficiency of
the government can be entirely made up for. Bomffinancial perspective it is attractive to
involve private parties to create economic and cencial value.

A new period for investments in infrastructure ntigie starting as in recent years the
realisation has grown in the EU that investmentiifrastructure, whether in roads or rail,
should be intensified (Ministry VROM 1991, MinistilyZ 1997, European Commission,
2001). After more than a decade of relativelydittittention towards infrastructure in the
early ninety’s, the need for an intensified investitinprogram is clear.

2.2 Infrastructureprojects

In general, large infrastructure projects are tlestnsuitable for public private cooperation
(WRR, 1994). Larger projects offer more opportwsitior larger efficiency savings that can
be realised. A large project can be defined asopegrwith a large physical scope, a large
financial scope and economic impact (more thanlibibieuro), national importance and/or
political importance, a technical, legal and orgational complex question, a question that
needs to be addressed fast, extensive resistaggative (environmental) effects and plural
objectives (WRR, 1994). Such projects might offesgible interesting starting points for
private involvement at planning, construction, fingg, maintenance and/or operating
infrastructure. However, many governments in Eurajpe for decentralisation. This might
result in smaller projects on regional/local leydlsereby reducing the number of large
projects and thus the prospects for PPP.
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Infrastructure

Infrastructure can be defined as everything thaktsliA with B. Geerts and Heestermans
(1992) present the following definition: the totdlproperty supplies such as ways, bridges,
airports, ports, etc.. In a study to the meaninthisf term (Nijkamp et al., 2000) it appeared
that infrastructure is a broad concept and a lotdliierent definitions exist. In the study,
infrastructure has been defined as: ‘that propsuiyplies which increase the efficiency of
the use of the production factors and meet theviotlg conditions:

» infrastructure is directly productive;
» itis characterised by stock characteristics (ehpivods);
* has the character of a (semi) public good.

In this paper, the emphasis is mainly on road gtftecture in Europe. A complicating factor
for many infrastructure projects (and thus PPRhésfact that cost estimates for projects
usually are not correct. Globally, in 90 percenttlogé infrastructure projects, costs are
underestimated. The average cost underestimati?8@ gercent (Flyvberg et al., 2002). For
infrastructure projects, time and efficiency prefire usually the main drivers for a PPP (van
Ham and Koppenjan, 2001). Time savings seems pegbitough PPP, however, efficiency
savings are less feasible. PPP will results in nem@urate cost estimates, leading to cost
increases for infrastructure projects (with an agerof 28%). It seems unlike that efficiency
can fully compensate these cost increases.

2.3 Public private Partnerships

Differently than the theoretical term ‘public prieapartnership’ suggests, in practice, there
frequently proves to be talk of a concession irtstefaa pertnership. The relation between
public and private parties is formed by means eharply delimited contract (concession).
The question could then be posed if PPP is theecoterm for a relation that might actually
be a concession? To answer this question, it i®itapt first to define PPP. Public means
belonging to the government or being a governmexsk tor service (Geerts and
Heestermans, 1992). Private means belonging toriginating from a private person or
private persons (Geerts and Heestermans, 1992nhelPstrip (or cooperation) is defined as
working with each other on the same task. Whergetioer’ stands for ‘considered as one
entity’ (Geerts and Heestermans, 1992). For exanpiether funding a separate entity for
sharing costs, benefits, and risks. In accordanite the definition of the term PPP, a
concession does not seem to fit. A term as, fomgik@, public private agreement (PPA) is
perhaps better at its place.

Several types of agreements (or cooperation) cadisterguished (Kenniscentrum PPS,
1999 and 2002). The difference can be in exploitatexecution, and/or planning. In a
traditional infrastructure investment setting, uernment does everything from designing,
building, financing, and maintaining. Generallyvgosnments do have lower costs of capital
and therefore it would be wise that governmentarfae the infrastructure (the traditional
setting). Furthermore, Mullen and Williams (200#pw that the costs of capital do have a
statistically significant effect on maintenance#iosts. The joint venture is the ultimate
form of partnership (a real PPP). The infrastruetsr planned and realised through a joint
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entity. Usually, this is not the setting for thevdpment of infrastructure in Europe.
Another form is the concession. The governmentgyaeight to a private company for a
certain period. The private company is respondiebuilding, financing, and maintaining
the infrastructure. After expiring, the concessguoes back to the government. In practice,
PPP is defined as a cooperation in which the p@lit private sector jointly develop — with
conservation of their own identity and respondipit a project to realise appreciation, and
this is based on a clear task and risk partitiorfiritp://www.pps.minfin.nl). The Algemene
Rekenkamer (2002) uses a broader definition; ‘PPPBonsidered as forms of cooperation
where exists’:

* not-without engagement interaction between goventsnand companies;
» allocation of control, costs and dangers;

» appreciation at the partitioning of convergent aims

* both social and commercial characteristics

» conservation of the respective identity and residitg of involved parties.

Given the history of infrastructure investmentse tharcteristics of infrastructure projects
and of partnerships, a number of questions andndias arise. In random order the
following questions and dilemmas have proven thegvance within the Dutch context and
might apply to the European context as well (SpQ4):

* How do you ‘tempt’ your private partners into cdtiting to any uneconomic parts
of the project?

* With whom and how many private partners do you etba the project?

* How do you organise the partnership and what posidd you choose as a
government — do you want to be in charge or doganept a role as an equal (or
lesser) partner?

* How do you organise on a public level the partniprbltween the government and
other authorities involved?

* Are you capable of providing private partners wiite confidence (a reliable
partner), who will follow a consistent policy dugithe long course of the project?

* How do you ensure the involvement of and supporhfthe inhabitants of your
city?

There is no simple and unambiguous answer to thasstions. Each PPP project has its
own characteristics and requires its own specifipreach. This is also the view of PPP
experts. From the Dutch experiences until now, mealyable recommendations can be
distilled. Two research bureaus (Ernst & Young &nel Central Planning Bureau) have
summarized them in their reports. Their main recemdations are:

»  The objectives of the PPP-project: A government should begin with clearly
formulating the objectives they would like to aaldgen a possible PPP project.
Preferably, these objectives should be measur@ble.may seem evident, but
evaluations show that this is often not the cassome of the Utrecht cases there
were clear visions of what the government wanteattoeve, but the problems in
the subsequent phases could not be foreseen.

* PPPor not?: A local authority (or firm) should only choose foublic-private
partnership if its added value is clear (combimegpurces, knowledge and skills).
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However, in order to make this choice a well-graeshdne, informal talks with
prospective partners are often required. A govenirhas to make sure, that there is
a ‘minimum variant’ (a solution that does not ird#uUPPP) to fall back on. Such a
fallback option strengthens the negotiating positiba government towards the
private parties and provides clarity on the addsdes of a public-private
partnership.

» Thesdection of partners: Partners should be selected based on competeacketv
mechanisms will have a positive effect on price qudlity. This may be true, but
still most municipalities choose for a simple iaibn of private partners or a
private tender — and not for a public tender.rtirsgly depends on the project and
the local circumstances which method of selectsam ibe preferred. In case of the
UCP project in Utrecht e.g., there was little ttese Here the choice for partners
was a direct consequence of the (land) positioeng timok up in the area to be
developed.

» Thedelineation of the project: It is an art to find the right balance between the
ambitions of the participating parties and the itality of the project. Each partner
has to benefit from it. The government usually expérom its private partners a
contribution towards the costs of unprofitable iteon a share in the profits on
profitable items. As for the UCP-project in Utrethd ambitions of the partners,
especially those of the government, had been tateraccount. In retrospect, the
scope of the project was probably too broad. It éiicult to break the project up
into manageable parts.

* The shape of the partnership: for a PPP various legal forms are possible.
Municipalities and private partners can establistusiness together (whether or not
with risk baring capital from the government). Aftatively, they can shape their co-
operation in contracts. In the Netherlands botlesygre used. Basically, the Dutch
experiences show that it is not recommendabletabbsh a business together if this
has no visible added value. The crucial pointugagk that proper arrangements
have to be made concerning the tasks and risks.cEm best be formulated in legal
contracts. Experts often state that the best caistantain a paragraph on conflict
management on which all partners agree. If sudrageaph is missing, then the
feasibility of the partnership is limited.

« Confidence: A very soft, yet very important aspect is mutuahfidence between the
partners and their representatives in the partigeréipenness about ambitions,
plans and costs all add to this confidence. Fonttieicipal authorities this implies:
to ensure that all officials participating (one waythe other) in the partnership are
very well acquainted with the wishes of the govegntnbut also are acquainted
with the ambitions of the business community (speaknilar language). Generally,
private partners are averse to what they see aghimes and inconsistencies of
public authorities. Sometimes, however, a goverrirhas no other choice than to be
inconsistent, as was the case in Utrecht with t6@4project. Eventually the
election proved to provide such a change in thiigal administration that it could
not but cause an important inconsistency in thenpaship.

e Support: It is important that there is sufficient suppont fioe project among the
population. It seems an obvious advice, but realitleast in the Netherlands- show
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otherwise. The question is how to organise thi ifght way. Large infrastructure
projects are usually not very warmly welcomed by itthabitants. There is often
resistance to change (at all), to the temporanitpnvenience of the building
activities or to specifics of the objectives of gireject. A proactive council in order
to address these feelings of resistance seemdritable. But then the question
rises: how can a government bring the projecttinéoopen without violating the
intended result to much, including the necessasys€o

When compared to other complex projects, infrastinecplanning adds two extra problems
(De Bruijn et. al. 1996): the problem of locatiavhre will it be located) and the problem of

time (which causes uncertainty). The latter is ipaldrly important because it fuels the

legitimacy issue. Therefore, the question whetlierad the money could better be spent on
issues such as tackling poverty issues or subsgdismployment, is gaining importance as
the process continues, herewith complicating tlegmess. In the next section, economics
and organisation management will provide theorktitaights into the basics of the sketched
problems.

3 Theoretical disciplines

In this section, three theoretical disciplines, ebhare important for PPP projects, come up
for discussion. The fields are economics of thelipukector, process management and
business economics. The discipline of economigeepublic sector is important in order to
understand the role of the government in investmentinfrastructure and to identify
government goals in PPP from a more theoreticaitpaii view. The discipline of process
management is important because this analysesotifgeration between public and private
parties in a PPP from a theoretical background. diseipline of business economics is
important because this analyses the basics of éssiaconomics and the role the private
parties are interested in (in a PPP) from a th@aleperspective. The theory is used to
evaluate the basic principles of PPP projects.

3.1 Economics of the public sector

Costs and benefits form the public sector and businesses

According to Dietrich (1994), two important printgs have had a large influence on the
economic perspective on the public sector and dtation with private sector activities

(businesses). Firstly, both sectors are involvedeaieral separate activities with several
separate responsibilities. Secondly, the publidosemust restrict itself to developing an

economic legislative infrastructure. There areaditins conceivable where cooperation of
public and private parties might lead to efficiencyhe following situations can be

distinguished:

» the government is more efficient in terms of cosf® private party in terms of

turnovers. For example, on the cost side therébeagprivate sector failure, because a
collective good must be produced whereby ‘freergdioccurs (see figure 1);
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» the government is more efficient in terms of tureey the private party in terms of
costs (see figure 2).

Figure 1. Relation between gover nment costs and business benefits

Cost/Benefity

Government costs

Firm benefits

Government benefits

(project) output

Source: adapted from Dietrich, 1994

Figure 2. Relation between business costs and gover nment benefits

Cost/Benefity

Government cos! Firm costs

Government benefits

Firm benefits

(project) output

Source: adapted from Dietrich, 1994
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Government failure

These considerations on benefits and costs of gots and private parties might lead to
interventions. An important consideration for tte/grnment to intervene (or not) is the fact
that an economy is efficient if goods and serviemesproduced maximally, given the inputs.
The Pareto-optimum is then reached, if it is impggesfor a person to improve without
someone else being more badly finished. If the tBayptimum is realized, then conditions
of consumers’ optimisation (exchange efficiencygstaminimisation (production efficiency)
and profit maximising (top-level efficiency) havedn met. To public goods (in case of
Pareto efficiency) must apply that the total of tharginal values exceeds the marginal
costs. It must be noted that for public goods itdifficult to retrieve the marginal
appreciation of consumers. Government failure sxighen the acting of the government
leads to Pareto-inefficiency. Another important remmic reason for the government to
intervene is the fact that complete competitionsdoet lead on all markets to the most
optimum outcome. However, if full competition comasout, this is also called Walrasian
balance (Katz and Rosen, 1998). For this balaresjnaptions are that behaviour of people
and organisations is competitive and prices aratskivels where demand meets supply. If
there exists a structural problem with demand amgply on a certain market that has
consequences for prices and quality, this is calledarket failure. Market failure may give
reason for government intervention. The main rea$onmarket failure are described in the
table below.

Table 1. Types of market failure

Market failure  Definition Example Intervention

Public goods Goods are non-rival and non-Defence, street Government intervention
exclusive lightning

External effects Actions of persons/businesses havEollution, Tax or subsidise to
impacts on others, but prices do notongestion balance private and social
reflect these costs costs

Asymmetric Buyer and seller do have differentHealth care, - Regulate quality,

information information hand cars ‘pooling’ of insurances

Increasing scale Average costs decrease wheNatural monopoly Social ownership,

advantages production increases (water, electricity)  regulating private

monopoly

Source: Connolly and Munro, 1999

Other economic considerations of the governmemtérvene in economic living can be, for
example, income inequality or poverty. In many Véastcountries, the last decades, the role
of the government has been tried to decrease.tlteiefore striking that to most countries
apply that government expenditure has actuallyemsed as a percentage of GNP (OECD,
1996). Wagner's Law and the Beaumol impact theee$titl seem to apply. Wagner's Law
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states that the government expenditure tends tw gnore rapidly than the GNP. The
Beaumol impact is the fact that labour-intensivevises tend - compared to goods — to
relatively increase in price. Since many publichadties are labour-intensive (and price
inelastic), government expenditure has the indlometio increase as a share of GNP.

Public goods

A collective good is a good that is non-excludadte therefore it is not possible to split the
good up in small, marketable entities, as a resfulvhich nobody can be excluded of the

use. Exclusion is either physical impossible oidigion is (to) expensive. A public good is

non-rival; the use of the good does not go at & of the use of the good by another
person. Except for the moment when there is exeesdemand (then, for example,

congestion arises). The marginal costs for an exttéy of the not-competing good are 0.

Particular to this type of goods is the fact ttretyt are generally experienced as particularly
useful, but that the market (in the most broad eesfsthe word) does not produce these
goods. It can be government responsibility to sdhis market failure and ensure that the
social demand is satisfied. With collective gootssi possible that ‘the tragedy of the

commons' occurs (Hardin, 1968). This is the ind¢loraof free accessible sources to become
overexploited (e.g. ways, fishery, bunches).

Isinfrastructure a public good?

Infrastructure used to be a public good. Infragtmec was seldom or with great difficulty
produced on a free market. It was not economicgliactive to businesses to produce them
because no good price could be stipulated. Suppfiésfrastructure have - as if being a
collective good - the inclination to provoke 'freding’. Every citizen separately, wants to
profit from good roads, but does not want to jainpaying, because others will do that
nevertheless. Caused by technological developnieistsiowadays better possible to apply
excludability (e.g. toll systems, kilometre levyMoreover pricing can also prevent
infrastructure from becoming competing (think ohgestion). On the other hand, private
investors’ profit motives are incongruent with theblic good characteristics (Ping et al.,
1999). Therefore, from a theoretical point of viémyestments in infrastructure do not seem
to fit into private investment schedules. The coapen between public and private parties
might even lead to the worst of both worlds. Nofiprmaximisation and no optimisation of
social welfare. Research by Tsai and Chu (2003)vstbat in the case of a Built-Operate-
Transfer project with governmental regulation, plegformance is actually in between profit
and social welfare optimisation.

Investments in infrastructure

The scope of the private involvement by investmeémtgansport infrastructure depends —
among other things — on the characteristics ofitliestment. Investments in infrastructure
have a number of specific, economic characterigB€&MT, 1990, Wiegmans, et al., 2002):

» the expected economic life span is very long, f&thyears up to more than a
century. For this reason, also the pay-back tinkerig (15 up to 30 years);
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» the construction period can be characterised by imgestment amounts which
causes directly high interest expenditure;

» the variable costs tend to be low in comparisom wie fixed costs. In such cases,
pricing strategies according to the marginal casfirinciple (which is economically
optimal) will not produce sufficient output on thvested money. In general, this
means that investments in infrastructure are wawive to private parties;

» the construction period lasts long (2-7 years déjpegnon the scale of the project);

» there are many procedures before the real conisinustiarts;

» the investment is irreversible the moment the pitdjas started (halting the project
would lead to high costs and alternative applicatsofrequently not possible);

* and each investment in infrastructure is unique.

Infrastructure investments and private invol vement

A number of aims can be pursued by private finaponinfrastructure (ITS, 1999):

* minimising the impact of extra taxes, extra delt/anextra financial guarantees;
» introduction of private sector advantages suchasagement and control;

* making available of private innovations in infrastiure projects;

» increasing the financial budgets for other projects

Given the characteristics of infrastructure andegithe objectives of public and private

parties, nevertheless it is perhaps possible fergitvernment to involve private parties in

infrastructure projects that offer no sufficiemédncial output at first sight. The market can
be also involved in scope enlargement (e.g. cogphe realisation of infrastructure to area
development) (Langmyhr, 2001). The growing lackgovernmental financial resources

makes it even more interesting to mobilise the marRrivate financing of infrastructure is

frequently associated with continuing public invertwent and responsibility at strategic

network - and location planning. In the case dfwalys or urban mass-transit infrastructure,
the government gives a concession to a private/ gartmanaging and developing certain

infrastructure for a certain period. After expirjirihe concession returns to the government.
There are several ways the private sector canibaterto the development of the transport
system (ITS, 1999). Firstly, the private party deninvolved in financing the investment,

where the operator of the infrastructure pays tthekloan. This ensures that commercial
aims are involved in an investment in infrastruetuBecondly, the private party can be
involved at the exploitation of the infrastructurehere the users ensure its turnover (toll,
parking tariffs). This results in a development &osls turnover maximisation, which can

strongly influence social objectives (negativelidespite of the higher capital costs by

private financing, the need to express risks in eyoand to ensure profits, it is frequently

claimed that by involving private parties at infrasture investments, the total costs for the
society could be lower. However, the actual savhmegge never been scientifically proved. In

the future, this will be extremely difficult (or rylae even impossible) to realise, because
each infrastructure project is unique. Therefarés inot possible to obtain actual realised
savings of private involvement in infrastructurejpcts.
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Conclusion

From economics of the public sector perspectivegrsg conclusions for PPP can be drawn.
Firstly, from a cost point of view it is possibleat the government is more efficient and the
private party is more efficient in terms of turnov&econdly, it is also possible that the
government is more efficient in terms of turnovarsl the private party in terms of costs.
Thirdly, there are several reasons for the goventnte interfere in economic living.
Reasons concerning infrastructure might be theip@gadods characterise and the external
impacts. An important development is that the pulharacteristics of infrastructure are
decreasing. Finally, in general it is unattractveor private parties to invest in
infrastructure.

3.2 Process management with PPP

The development of infrastructure is a complex gssc The key to a successful project is to
accurately direct the input, interests and ambstioh the parties concerned. Research by
Ghosh and Jintanapakanont (2004) shows that maln factors in large infrastructure
projects are related to, delay, safety, sociabfacte.g. public consultation), physical risk (of
the site), and subcontracter. Before and during déeelopment process, aim, strategy,
activities and resources must be constantly reeaéld and filled in again. Sometimes, new
pulses must ensure that processes that got bogged dre smoothly redrawn. Process
management and surroundings management becomkeathdre important. Long et al.,
(2004) have identified 5 problem areas that existldrge construction projects. The areas
are: i) incompetent designers/contractors; ii) pestimation and change management; iii)
social and technological issues; iv) site relatstiés; and v) improper techniques and tools.
An important task when choosing for PPP and thétiti®n of it is bringing together as
much interests as possible. For this reason, psocesiagement is an important success
factor in a lot of (Dutch) PPP-projects.

Public-public and private-private cooperation

More and more parties are involved in the infradtite (and spatial) development. This
results increasingly in public-public and privatévpte cooperation preceding the effective
PPP. Both government and market parties organemdélves before cooperation between
public and private parties comes up for discusdiomgeneral, private parties are capable to
organise themselves rapidly. Moreover, their olpjest (profits) and interests (business
continuity) are generally clear and lie by natwegtiently dense at each other. In order to
counter this market party strength, the governneifdtrced to organise itself well. If more
governments take part in a PPP, it is essentiaipiliaic-public cooperation has been agreed
upon before agreements with the market are madPBolitiCal) objectives from the
government are frequently more diverse in natuifficdt to measure and not always
complementary. Because of this, making agreemeetwelen public parties frequently
progresses less rapidly. Public-public cooperafi@yuently appears difficult and more
complex than the PPP. The public-public agreemémtp to form a common vision,
guarantee that is spoken with one mouth and prethaitgovernments work against each
other.

Concessions to PPP 12



Public-private cooperation

Then the cooperation between public and privat&ientcan be worked out. This is an
intensive and careful process that exists fronfdhewing steps:

Stakeholder analysis: Which parties (in the surdings of the project) are
important and have possibilities to contributehe project (financially)? Electing
the right parties to form a PPP sometimes provégtan art in itself. Forming the
PPP concerns creating assessment. This meanstimapartant players are left out
and on the other side also that not too much pastido the table;

Common vision shaping. The interests and visiorth@parties show differences
and similarities. It is the task to find similaeisi in vision and to reciprocally respect
differences in vision (if possible). A common visibrings people and organisations
more closely together. The common vision formstasis for cooperation;
Feasibility analysis. The next step is to stiputhtefeasibility of the common vision
(the first test of the cooperation). Making a finih estimation for the project can
be helpful. Preparing the financial overview isimstrument that can contribute to
mutual faith and transparency, and forms an exwedippliance in search for the
correct cooperation form. The financial estimatiwesents an exploitation overview
of the project and is a basic form for the parttipg parties to find the cooperation
with the best financial and social result;

Agreements. After a positive result from the fedisjpanalysis, the different
components of cooperation can be developed: iteiskedivision; i) the financial
design; iii) the organisation structure and thegilbn of tasks, roles, powers and
responsibilities; iv) the internal and externabimhation - and communication
structure; and v) the legal design;

Decision-making. When it is clear who cooperatehwino and what will be
realised, it is best to fix the agreements throdefnite multi-annual agreements.
This decision-making on the agreements is frequengrocess on itself. Finally,
this phase will result in drawing up a contractésgnent between the participating
public and private parties or even in the estabiisht of an organisation with or
without legal personality.

It is no simple task to turn the PPP into a sucddsieh et al., (2004) have found that change
orders (procurement changes during constructiom)i@portant causes for cost and time
overruns. A 10-17% ratio of change order cost talforoject cost has been found. When the
participating parties are persuaded of the advast#upt the cooperation between public and
private parties can offer, have chosen conscidiaslyhe PPP, and are prepared to invest in
cooperation for the long-term, then PPP can offeams to pursue the defined objectives. In
order to maximise the potential success, a contrast be drawn up and this can be done
according to the eight step-appraoch developeddsy Branconi and Loch (2004). They
have identified 8 key business levers for a progmsitract: technical specifications, price
(quality of the cost estimate), payment terms, dalee performance guarantees, warranties,
limitations of liability, and securities.
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3.3 Business economics

Business economics consists of a number of subegisnAmong other things, these sub
elements are the venture, financing and the c@stsause of the desired private input at
formerly public projects, these aspects becoméhalimore important to the government. A
Business is a for-profit (production) organisat{de Boer et al., 2004). For the PPP projects,
generally, two sectors are very important: i) tlwastruction sector; and ii) the banking
sector. Construction businesses are productionuxesit whereas the government and the
banks operate in the service sector. This mighadigossible problems between the sectors.
The most important goal for the private sectorsfga®ther businesses) is the realisation of
profits. Moreover, securing continuity is importdot businesses. The number of businesses
determines the market in a certain sector. At ceteplcompetition, there are many
businesses and many customers. In case of a mgndpele is only one business. At
oligopoly there are only a limited number of busises. Both the construction sector and the
banking sector appear to be an oligopoly.

Financing the activities of businesses and their costs

Financing businesses is possible with own sourcestb external financing. Own financing
is money put into the business by the owners foinaefinite period of time. External
financing is brought into the business by thirdtipar The asset and liability structure of the
ventures around PPP (or maybe the PPP itself) em® ihteresting, and for this reason
considered as given. The main question asked trikiate party in a PPP project is: ‘do
you want invest in this project'’? Therefore, theestment must contribute to the venture
objectives of profits and continuity. The viability the business must at least be secured and
ideally be increased. Businesses have several neettm assess this. For that purpose,
among other things, they calculate the deservinipge the average annual profit, the
internal profitability and the net cash value (deeBet al., 2004). In order to assess the
realisation of the objectives of companies, the eyomnd good flows in a company must be
registered. The information is used to be ableotdrol the venture and to be able to justify
the delivered performances. The costs within a @mgan be classified in a lot of different
manners, which stipulates the realised profit. Apartant classification is the one whereby
the costs of input, labour, durable production ueses, ground, service, taxes and financing
are calculated.

Conclusion

Business economics offers insight in the way incliliompanies operate and what possible
consequences might be for the government within pPRfects. Firstly, the construction
businesses are production ventures, whereas basé&imges and the government operate in
the service industry. This might ensure possibtdlams in the common implementation of
the PPP projects. Secondly, the market of the mgsdrtant private parties that are involved
in PPP is an oligopoly. Thirdly, profits at bank® aather constant, whereas construction
companies have activities that are more cyclic thiedefore profits vary more. Finally, the
construction companies have relatively high fixedts and at the banks the cost of labour is
the most important.
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4  Conclusions

In this paper, a literature review has been presemn the subject of public private

partnerships for the development of infrastrucun@ects. The central question in the paper
was: ‘Is PPP a viable option for investments irraésfructure from a theoretical point of

view?' First, a description has been presented e hhackgrounds of public-private

partnerships and on investments in infrastruct@econdly, three theoretical disciplines
have been analysed in order to answer the probéimitibn.

The description of the backgrounds of the infragtre projects and the analysis of the term
PPP lead to a number of conclusions. Firstly, tbke of the national and regional
governments in financing infrastructure is changiipis changing role means that the
national governments withdraw themselves on coretiaons. Regional governments are
given more responsibilities. In general this mearge smaller infrastructure projects that
are less suitable for PPP. Secondly, the theotetafanition of PPP and the more practical
definition differ. In Europe, most PPPs in infrastiure are worked out as a concession (and
therefore not a real PPP). This means that ardusgeels for advantages in practice, partly do
not materialise due to the theoretical main isslié&. concessions in Europe appear to be
expensive agreements between public and privateepdnat lead to some financiel relief for
public parties in the short run. A complicatingttacis the large diversity in projects that
might qualify for PPP. More specific, each infrasture project is unique, making it even
more difficult to implement cooperation.

The theoretical perspectives from the disciplineofemics of the public sector’ result in
some interesting insights. Firstly, from a cosinpaif view it is possible that the government
is more efficient and the private party is moracgght in terms of turnover. This could also
be the case for the development of infrastructarg. (the government being able to attract
cheaper finance). Therefore, it might be worthwhite identify costs and benefits for
government and private businesses in order to ammihie strong points. Secondly, PPP is
no solution to the budgetary shortages of govertsndrhe financial cost reduction for the
government is not proven scientifically so far.l Técently, indications for financial cost
reductions based on estimates seem to be sufficidrt inclusion of private parties will
probably result in efficiency but also in cost ieases. Thirdly, PPP seems to increase the
quality of public services, but at a higher cosirtRermore, the exact realised efficiency is
never to be found, because a comparison (actuabengnbetween a PPP and the traditional
way can’t be made.

Process managment shows that it is no simple taslrh a PPP into a success. When the
participating parties are persuaded of the advastuat the cooperation between public and
private parties can offer, have chosen conscidiaslyhe PPP, and are prepared to invest in
cooperation for the long-term, then PPP can offeams to pursue the defined objectives. If
true cooperation is aimed for, costs, risks, amdigsrmust be shared instead of devided. The
joint venture can provide insights into the proaafssharing.

The theoretical perspectives offered by businesmauics provide insight in the way
businesses operate and what the consequences raoedperation with investments in
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infrastructure. Firstly, in general it is unattigety for private parties to invest in

infrastructure. In order to make it more attractipeofits can be offered to the private
parties. However, this will increase the total sastthe project. Overall, the major problems
lie in the distinction between public responsilat and private aspirations. The main
conclusions are given in the table below.

Table2 IsPPP aviable option?

Yes No

Economics of the public sector

Reduce budget shortages (g) Reduced number ofgesgets (d)

Cost reduction for government (g) Cost for larggjemts are underestimated (f)
Better quality of public services (g) PPP is net tight scope (f)

Public goods characteristics are decreasing (d) ocation of costs/risk instead of coop (f)

Organisation management

Project efficiency (g)

Business economics

Profits for private companies (g/f) Not-profitalparts of projects (f)
Development of new markets (g) Infrastructure iaturactive (f)

G = goal, d = development, f = fact

Theory and facts prove that PPP seems not a vapjewoption for investments in infrastructure
(the right part ‘no’ of the table). The left pastthe arguments in favour of PPP. However, most
arguments are not proven but appear to be ‘pogjteds that are aimed for by PPP. While the
right part of the table appear to be facts thapeween scientifically.
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