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ABSTRACT: This paper outlines the debates concerning the increasing
popularity of the Public-Private-Partnership (PPPs) option as a viable strategy
in a variety of both developed and developing countries.
The essence of this contribution argues for a proper understanding of what PPPs
are, what they can do, what their limitations are and what preconditions could
help in their implementation. The broad theme of the paper concludes that, even
though they may pay an integral developmental role, under certain circumstances
and in certain sectors, one outht to be sanguine about these possibilities. To
have any chance of success, PPPs require a new (and not necessarily diminished)
set of responsibilities regarding the role of the State.

¤This paper was commissioned by the Development Bank Southern Africa and delivered
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1 Introduction

In a similar fashion to the way that the concept of “privatisation” became a
dominant policy dogma in the nineteen-eighties and early -‘nineties’, a new
phase has more recently emerged with the introduction of ‘Public Private
Partnerships’ (PPPs). Given the age of acronyms that the turn of the mil-
lennium has sparked, PPPs have become more than a trendy and convenient
abbreviation. It has assumed a primal role in many of the economic policy
initiatives of Governments in both developed and developing countries.

The above allusion to the acronym is interesting in that one could just
as well supplant additional meanings to PPPs. Some sceptics could refer to
these as a ‘Part Privatisation Policy,’or even a ‘Post Privatisation Phase’.
There certainly is some truth in the interpretation of these. One could,
for example, easily argue that the legitimacy of what some would claim to
be a ‘backdoor’ privatisation policy (Robinson et al., 2000, p 41) has in-
tegral roots in the privatisation initiatives carried out in the era referred
to above, and that the new policy process is in essence ‘privatisation by
stealth’. (IPPR,2001,p.1) Alternatively, one could argue that the evolution
of this policy represents an attempt to o¤er some assurance that the incipient
problems generated by some privatisation exercises are avoided.

The extent to which this new policy initiative has been accepted by the
post-apartheid Government in South Africa is well indicated in the Strate-
gic Framework Document issued by the National Treasury. (National Trea-
sury, PPP Manual, January 2001) In this country, as the process has gained
momentum, several investigative policy and academic articles have emerged
analysing the potential and bene…ts of the process. (Development Southern
Africa, Special Issue, 1999 and Fourie and Burger, 2000 and 2001) The pur-
pose of this present contribution represents an attempt to add a balanced
perspective to this debate. The primary objective aims at a clari…cation of
the meaning of what PPPs represent, the prospects and conditions for their
successful implementation at present, as well as some of the limitations of
the policy. The paper concludes by looking at the possibilities of using PPPs
for infrastructural development. All the above issues are relevant to some of
the policy initiatives prevalent in Southern Africa at present. Indeed, initial
scrutiny of the burgeoning policy pronouncements as well as academic litera-
ture, internationally as well as locally, does suggest that there is a great deal
of myth and misunderstanding surrounding the debate on such partnerships,
both at a conceptual as well as implementation level. This paper will take
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into account some of the arguments and conclusions of the various reports
conducted by the Commission of Public and Private Partnerships under the
auspices of the Institute for Public Policy Research (IPPR) in the United
Kingdom. Particular emphasis will be placed on the above’s Final Report,
issued in June 2001, which probably represents one of the most comprehen-
sive analyses of the process as it has unfolded in the United Kingdom.

Although one may argue that much of the thrust of this latter-commissioned
project may have limited relevance to other countries, in that it focuses only
on the experiences of the United Kingdom (at both national and local gov-
ernment levels), there is a valid counterargument, in that if countries that
have been experimenting with such partnerships for the past ten or so years
are experiencing a slew of problems as the process has evolved, what are
the implications of these for the developing countries (and South Africa in
particular) that have more recently enthusiastically embraced similar policy
initiatives?

The broad theme behind this contribution is that if PPPs represent the
way forward - it is essential that one tries to grapple with what they really
represent. In addition, an understanding of the fundamentals of such a policy
is a crucial ingredient if they are to stand any chance of success. Developing
countries, in general, and South Africa, in particular, cannot a¤ord mistakes
in implementing such policy initiatives. In general, this tentative exploration
of PPPs adopts the theme of the IPPR in attempting to extricate the topic
from what in many countries has become an ideological morass.(IPPR , 2001,
p 253 ) One can consider the nature of the policy initiative as an attempt
to o¤er a solid intellectual challenge to those who continually think of the
traditional perspective of the state-private divide, or to put it more crudely,
the free market-statist debate. What in essence characterises a PPP is a fun-
damental break in this pattern of thought. Yet despite this shift in thinking,
one should be aware of the fact that there remain some very fundamental
reasons for the existence of an active public sector which ought not to be
neglected as these traditional boundaries become encroached. These are re-
lated to the notion of democracy itself. Dan Corry’s argument is extremely
valid in the context - that in spite of much of the opposition, in principal,
to market-type solutions having disappeared,- citizens still desire the poten-
tial for democratic control as has been witnessed by recently privatised state
monopolies.

“Delivery of a service by the private sector under contract to the public
sector leads to a loss of day-to- day democratic control and of accountability
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to individual citizens. Direct accountability is considerably weakened if the
public sector provides very little and if everything is guided by legalistic
controls or regulation. In this sense contracts do little for the democratic
process. The role of the citizen as a stakeholder has been reduced to the
extent that the citizen only now has a say as a consumer.”(Corry, 1997,
p17)

Corry then extends this argument to a comparison between the public
sector as a provider and mere purchaser of public services. The danger of
being a purchaser only (even with regulation) is that the ability for ‡exibility
and adaptive quick responses to new situations tends to become lost. Thus,
for example, contracyclical Keynesian - type employment strategies have no
future under these conditions. (Another example could include a broadly co-
herent industrial policy). Furthermore, Corry warns that the responsibilities
for pay and working conditions for a large segment of the public sector work-
force become eroded and the responsibilities for mistakes and ine¢ciencies
become diluted under private ownership and control. Corry also provides an
additional observation - that the increasing separation of purchasing a ser-
vice as opposed to providing it as well, could destroy social and community
cohesion. (Corry, 1997, op.cit)

A further set of comments may be appropriate in this introduction. The
mere fact that the term ‘public’ is almost always the …rst term in the phrase
PPPs indicates that, unlike ‘privatisation’, there ought to be an explicit un-
derstanding that the public sector has a predominant role to play in this
particular partnership arrangement. As will be expanded on later in this
contribution, a pertinent theme running through the discussions regarding
the appropriate shaping of such partnerships ought to provide a focus on
the role of the state in such partnerships. Unlike some purer forms of pri-
vatisation, whereby the state disposes of its assets to the private sector and
withdraws from operation as well as ownership of a particular asset, (unless
one can regard monitoring and regulation as being related to ownership), the
public sector’s role in genuine PPPs has to be speci…cally formulated. While
some would regard this as a major bone of contention, - it could also act as
an asset for those policy makers determined to introduce this in a country.
A proper acknowledgement of the fact that the state is still an active player
in this new arrangement and that ownership of the asset has not been de-
volved to the private sector coupled with the emphasis on how this particular
arrangement di¤ers from a pure privatisation could be an important market-
ing strategy di¤erentiating it from privatisation. This may make the policy
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more acceptable to major stakeholders - a very di¤erent situation from the
resistance shown towards privatisation by labour unions in particular.

A …nal introductory comment may be appropriate. Despite the increasing
popularity and frenzy of partnership activity that is being mooted in much
of the literature - one has to acknowledge that there are some major gaps in
assessing the potential role and performance of PPPs. This valid observa-
tion emphasised by the IPPR in the introduction to one of the speci…cally-
commissioned background papers (Joseph and Kelly, 2000) revolves around
three general issues.

Firstly, Joseph and Kelly comment on how the practice and policy on
such partnerships is running ahead of empirical research on the bene…ts of
such partnerships. While there may be tangible evidence on e¢ciency sav-
ings as a driving force for such partnerships, the assessment of the qualitative
improvements and levels of citizen involvement necessitated by such arrange-
ments is frequently overlooked and a lot more complex. This would suggest a
need for improving systems of evaluation (op. cit., p2). A second identi…able
analytical gap relates to the manner in which PPPs should actually be struc-
tured. This pertains not only to the issue relating to the initial identi…cation
of partners, but also to a lack of clarity regarding the role of di¤erent organ-
isations within partnership agreements. (Joseph and Kelly, p2 ) Thirdly, the
authors point out that the impact of involvement in a PPP on the partner or-
ganisations themselves is often neglected. Genuine partnership - as opposed
to more conventional outsourcing - involves various organisations accepting
common objectives, sharing risks and rewards, adapting to new culture and
acting cooperatively to resolve di¤erences. These issues are all too often rele-
gated to obscurity in the debate regarding value for money which dominates
much of the assessment of the viability of such partnerships (p3). Ideally
as is emphasised in much of the Final Report of the IPPR, one requires a
relevant Public Sector Comparator to weigh up the advantages and costs of
such a partnership arrangement with alternative forms of provision.

The approach alluded to in the above rather lengthy introduction is by no
means an attempt to denigrate PPPs - rather it can be construed as setting
some questions as to what follows.
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2 Extracting the meaning of and rationale for PPPs

On the face of it, at a conceptual level at least, depictions and de…nitions of
PPPs appear to be quite distinct, unambiguous and speci…c so as to generate
little confusion. As Fourie and Burger (2000, p.695) succinctly describe;

“A PPP is an institutional and contractual partnership arrange-
ment between government and a private sector operator to deliver
a good or service to the public, with as distinct elements;
- a true partnership relationship and
- a su¢cient amount of risk transfer to the private operator”.

Heymans and Schur (1999,p.608) o¤er the following conceptualisation of
PPPs as;

“a contractual relationship between the government and a private
sector operator to share and divide responsibilities and risks in
delivering a service or developing infrastructure”

The IPPR (2001, p.40) also o¤ers a relatively straightforward de…nition;

“ a PPP is a risk-sharing relationship between the public and
private sectors based on a shared aspiration to bring about a
desired policy outcome”.

At a more extensive level, the South African National Treasury PPP
Strategic Framework Manual de…nes the Partnership as;

“a contractual agreement whereby a private party performs part
of a department’s service delivery or administrative functions and
assumes the associated risks. In return, the private party receives
a fee according to prede…ned performance criteria which may be:
- entirely from a service tari¤ or user charges
- entirely from a departmental or other budget
- a combination of the above.
The essential aspects of a PPP arrangement, as distinct from the
direct delivery of a public service by a department, are :
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- a focus on the services to be provided, not the assets to be
employed
- a shift of the risks and responsibilities to a private provider for
the activities associated with the provision of services. ”
(National Treasury Strategic Framework Document, January 2001,
p5).

The National Treasury then uses various examples to illustrate the pos-
sible range of PPPs.

In its simplest form it can be a service contract whereby a department
(government/provincial/municipal/local) typically awards a private party
the right and obligation to perform a speci…c service, within well de…ned
speci…cations for a certain period.

(The Treasury depiction of the life span of this period is between one to
three years - the apparent justi…cation for this relatively short period in this
least complex example, being that it relates to a previously state - provided
service and that there would be a review of such service provision at the
end of the contract period with an option for renewal or cancellation.) The
central feature here is that the government retains ownership and control
of all facilities, capital assets and properties. More complex PPP arrange-
ments - such as concessions and build-operate-transfer (BOT) schemes have
as their central feature, the mobilisation of private …nance on a limited re-
course basis. The concessionaire’s responsibilities are expected to include
maintenance, rehabilitation, upgrading and enhancing of the facility, which
frequently would involve considerable capital investment. For BOT schemes,
the private party undertakes the …nancing and construction of a given in-
frastructure facility (ab initio) as well as its operation and maintenance for
a speci…ed period of time. As is acknowledged by the National Treasury,
given the often substantial capital investment by the private sector under
this arrangement, contracts tend to be of a long duration.

It is really when one starts analysing the detail of the above that problems
begin to emerge in extracting what PPPs can and cannot do. A deconstruc-
tion of the concept raises a number of challenges which have to be confronted
before one can make any claims regarding the appropriateness of this new
policy initiative. As the IPPR advocates in analysing the PPP concept there
has to be clarity regarding the phrase.

“ ‘Public’, ‘public’ and ‘partnership’ are three of the most slippery
terms in the modern political dictionary. Putting them together is
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almost an invitation to muddled thinking and confusion. Avoid-
ing this requires a proper understanding of each of the component
elements.”
(IPPR, Final Report, 2001, p.38).

The IPPR then goes on to analyse these component terms and in so
doing raises some interesting issues. While the ‘public’ part is usually easy
to identify - as constituting a recognised public sector authority such as a local
council, next - step agency, hospital trust or central government department, -
the de…nition becomes blurred with respect, …rstly, to private bodies that are
quite dependent on public funding and regulation and, secondly, with respect
to so-called joint venture organisations. Also as the IPPR points out the
‘public’ element could refer to groups of citizens rather than recognised public
sector agencies. This raises issues regarding the involvement of communities
in the design and organisation of PPPs.

As regards the ‘private’ sector, the IPPR indicates that one ought to
encompass and distinguish the voluntary (not-for-pro…t) from the private
(for-pro…t) sector. One of the principal conclusions of the Report is that
public authorities learn how to encourage the greater diversity in the pro-
vision of public services by complementing the possible important usage of
these private voluntary organisations where appropriate. (Ibid.p 39).

The description of partnership is also ambiguous. In the context of the
topic, partnership does not refer to a situation depicting any form of contact
between government and business but rather a speci…c relationship ful…lling
a multitude of criteria. Relationships that are entirely regulatory - such as
exist between a regulator and a utility company, or based on the payment
of subsidies to …rms, are not partnerships in the genuine sense of the word.
Nor should one de…ne a short-term contract for the provision of a good or
service as a partnership.

(The IPPR uses the example of ‘every time the public sector orders a
round of sandwiches from a caterer’ as creating a new partnership). The
pure speci…cation of the relationship in a contract is not likely to constitute
a genuine partnership. Rather there has to be a shared aspiration to bring
about an ‘publicly’ agreed outcome, which is related to more general policy
objectives than solely pure e¢ciency considerations- such as industrial policy
objectives or local economic regeneration to use one or two simple examples.
(Ibid.p40)
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The valid point raised by the IPPR above is that in any partnership
agreement there is a need for goodwill, trust and ‡exibility in such arrange-
ments. While contractual obligations may represent an important element in
such arrangements a true partnership implies a lot more than a contractual
relationship.

It is really when one begins to analyse the rationale for partnerships in
a more functionalist manner that the reasons as to why there is a lot of
seeming confusion and muddle with the issue of PPPs can be understood.
The IPPR argues that there is no single rationale behind the partnership
approach towards the deliverance or governance of public services - rather a
multiplicity of objectives which include inter alia;

² a concern with social outcomes rather than inputs

² an improvement in the quality of traditionally - state provided services
through the diversity and contestability in the provision of such services

² the resolution of complex incentive problems within large complex or-
ganisations and projects

² citizen participation

² and the better usage of public assets and skills

The broad IPPR conclusion relating to the above, serves to solidly dif-
ferentiate PPPs from both the ‘privatisers’ vision of public-private relations
- where the objective is always and everywhere to increase the role of the
private sector in the provision and funding of public services (thus having
as its desired outcome smaller government and residualised public services)
AND the public monopoly perspective - which holds that as a matter of
principle public services should always and everywhere be provided by the
public sector. PPPs can o¤er the diversity in the way in which public services
are provided and projects are procured. The real challenge in this connec-
tion is to ensure that the diverse public sector is managed e¤ectively so as
to enhance social equity by improving the quality of and commitment to
publicly-funded services.

The above argument is pertinent and sounds a warning. PPPs ought to
be carefully thought out rather than introduced as a crisis measure. They
are complex institutional arrangements which need to be fully understood
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and implemented for the right reasons rather than blandly following trendy
economic policies.

What is noticeable in the South African National Treasury Strategic Doc-
ument’s section dealing with the issue as to ‘Why use public- private part-
nerships?’ is the focus on a broad set of bene…ts that such partnerships can
o¤er in a South African context. The logic of these rests on both operational
as well as strategic perspectives.

Operationally, the bene…ts of PPPs include e¢ciency gains: output fo-
cus: economies generally from integrating the design, building, …nancing and
operation of assets; innovative use of assets; managerial expertise; and bet-
ter project identi…cation. These bene…ts can result in some combination of
better and more services for the same price, and savings, which can be used
for other services or for more investment elsewhere.

Strategically, partnership contracts enhance accountability by clarifying
responsibilities and focussing on the key deliverables of a service. A depart-
ment’s managerial e¢ciency can bene…t signi…cantly as existing departmen-
tal, …nancial, human and management resources can be refocused on strategic
functions.

The bene…ts of PPPs can accrue to all stakeholders. Therefore:

² for departments - PPPs must be an accessible, relevant, viable and
bene…cial service delivery option

² for the users of a service - PPPs must result in accessible, a¤ordable
and safe services that meet acceptable quality standards

² for society - PPPs must promote goals such as social equity, economic
empowerment, e¢cient utilisation of scarce resources, and protection
of the environment

² for private parties - PPPs must be su¢ciently rewarding in relation to
the investment required and the risks undertaken.

(National Treasury, 2001, p.6)

In a more analytical fashion, Linder assesses the political economy logic
of PPPs, citing the fact that these have frequently been viewed as a retreat
from the hard-line advocacy of privatisation. He argues that they ful…l a
strategic and accommodationist purpose trying to satisfy both statist and
market sympathiser. (Linder, 2000, pp.25-26)
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Linder assesses the various arguments justifying the growth of this par-
ticular partnership form of organisation, and argues that much of its logic
can be related to market ideology. Whether such partnerships are legit-
imated - as a management reform (in that managers of government pro-
grammes enlist the collaboration of pro…t- seeking …rms that presumably
enjoy the bene…ts of the discipline of the market),- as a problem conversion
(in the sense that it can overcome problems attending public service delivery
through commercialisation of such activities), - as a form of moral regener-
ation (whereby government is brought closer to the market), as a form of
risk shifting (whereby it represents a response to …scal stringency from the
perspective of the government,- as a form of public service restructuring (in
the sense of restricting the growth of the state) and, …nally,- as a form of
power sharing, whereby much of the red- taped bureaucracy of the state is
nulli…ed, -the arguments according to Linder still tend to be normative and
smacking of neo-conservatism. (Linder, 2000, pp 26-32)

Whether one agrees with Linder or not concerning the possible ideological
biases inherent in the way people perceive of PPPs, one aspect is clear in the
light of the above discussion and some of the conclusions of the IPPR, in
particular. PPPs involve much more than the inculcation of a market ethic
into policy initiatives. If market discipline is the sole justi…cation for their
introduction, they will have little chance of succeeding.

Perhaps one of the most illuminating attempts to both de…ne and ra-
tionalise the concept is provided by the United Nations Development Pro-
gramme’s Bureau for Development Policy (1998). In their document entitled
“Public-Private Partnerships for the Urban Environment”this organisation
describes the PPP as “a spectrum of possible relationships between public
and private actors for the cooperative provision of infrastructure services......
PPPs o¤er alternatives to full privatisation by combining the social responsi-
bility, environmental awareness and public accountability of the public sector
with the …nance, technology, managerial e¢ciency and entrepreneurial spirit
of the private sector.”(UNDP, 1998, pp1-2) It is the assurance of aspects of
social objectives that ultimately distinguishes PPPs from other ideologically-
in‡uenced forms of market sympathetic policies.
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3 Other preconditions for successful implementation
of PPPs

The IPPR warns against an ‘inchoate’ and ‘opportunistic’ approach to the
role of partnerships - emphasising the need for ‘coherence’ and ‘principle’ -
if plural provision is to be encouraged. What is referred to as a ‘scatter-
gun’ approach leaves “policy -makers open to the charge that they appear to
favour the use of PPPs as a remedy for short-term political problems rather
than as a long-term solution to the requirements of public services”(IPPR
2001, p.49) Throughout much of this Report, the IPPR issues a salutary
caution that the introduction of PPPs in areas where there is a lack of public
sector management skills, unclear responsibilities between di¤erent parts of
the public sector, or a lack of willingness on the part of public agencies
to work jointly can only result in failure A further essential ingredient for
any hope of success in implementation of a PPP relates to the private and
(possibly) voluntary sectors, who in essence would need a mind change in
order to learn new skills, and embrace new ways of working and generating
trust. There ought to be strong monitoring and accounting mechanisms in
place for providers o¤ering services directly to citizens. Furthermore, the
notion of partnership ought not to mean that the public sector in entering a
PPP should seek to regulate this into behaving as the public sector would.
(IPPR.op, cit. p51 )

Other preconditions worthy of mention that are highlighted by the IPPR
include the need to ensure some form of genuine legitimacy of the scheme
amongst the public as well as the workforce. Genuinely functional PPPs
should be marketed in a positive way to overcome the perceptions that they
are more than an accounting …ddle, or a way of cutting costs rather than
improving quality -or a stick used to beat public sector professionals (or a
combination of all three). (Ibid.p52)

4 The Microeconomic Justi…cation for PPPs

The crucial question surrounding the theoretical justi…cation of PPPs re-
volves around what this unique organisational structure can o¤er that dis-
tinguishes it either from State or private provision of certain infrastructure
and service. Much of the literature on economic policy has traditionally
acknowledged that the government does certain activities best, the private
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sector does others, while the not-for pro…t and voluntary sector performs
other activities. The introduction and attraction of PPPs relates to the fact
that much of these traditional functions become blurred and unlike nation-
alisation and privatisation (which in turn depict the extremes of the above)
this new form of organisational arrangement o¤ers something di¤erent.

In theory, the policy of a Public Private Partnership should combine the
best of each. While the crux of a successful policy rests with whether this
occurs in reality- a factor which only time will tell, - as Rosenau persuasively
argues, one has to avert the danger that the policy is accepted because it
is a trendy third way - implemented solely for its own sake rather than on
carefully - considered criteria. The logic for accepting this policy should thus
rely on a mutual interaction that focuses on the strengths of the public and
private sectors. It is this aspect that ultimately has necessitated the shift in
the traditional notions of these entities.(Rosenau, 2000, p219 )

Much of the microeconomic rationale for PPPs in the literature has fo-
cussed on its economic legitimacy being established by virtue of improved
e¢ciency and e¤ectiveness. In their critical contribution, Fourie and Burger
sound the warning that while PPPs have the potential to improve the ef-
…ciency and e¤ectiveness of delivery of certain government services, they
ought not to be a blanket strategy for social service delivery. (Fourie and
Burger, 2000, p721) Their argument incorporates a warning that gloated,
bureaucratic behaviour can occur in the private sector, that not all public
sector behaviour is necessarily ine¢cient and, furthermore, the evidence on
e¢ciency di¤erences between the public and private sectors is di¢cult to
establish empirically. (op.cit.,p 700 ) They stress that the bene…ts that are
claimed to ‡ow from the introduction of PPPs including more ‡exibility, bet-
ter management, more incentivised behaviour, better delivery of services, a
greater focus on outcomes and economies of scale in the more e¢cient de-
sign, building and operation of an asset, tend to rely on the ‘market being
more e¢cient’ argument which may not necessarily be present in situations
where PPPs are being considered. On this issue of the perceived increased
e¢ciency (despite the lack of evidence) one has to question whether much of
the savings in costs of establishing and operating projects has been achieved
as a result of savings in labour costs or genuine e¢ciency gains referred to
above. Rosenau’s analysis of several North American PPPs tends to suggest
that cost savings have been rather small (Rosenau, p220 ), and possibly may
have been achieved at the expense of several other evaluative criteria such
as quality, equity democracy and accountability. Also, one needs empirical
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evidence as to whether increased e¢ciency (and increased pro…ts) are a result
of substantially increased prices- if the PPP operates as a monopoly. Again
solid empirical evidence tends to be lacking, and the issue is subsumed by
the automatic assumption that increased e¢ciency gains under such a part-
nership represents evidence of success, because of the pursuit of pro…t.

A second set of criteria frequently used to legimate the introduction of a
PPP relates to the issue of risk transfer. Again this issue is dealt with quite
comprehensively in the Fourie-Burger contribution- with the authors raising
several pertinent issues relating to the possible contradictions when one in-
corporates risk with e¤ective and e¢cient delivery. The issue of risk transfer
also is the focus of the IPPR in both their Final Report, as well as their
speci…cally - commissioned reports with much of the focus on the ‡agship of
the PPP initiative in the United Kingdom - the Private Finance Initiative
(PFI). The core of this issue relates to the argument that the allocation of
risk between parties is one means of achieving the goal of value- for money.
As Broadbent et al. stipulate -

“this is based on the notion that there is a cost attached to car-
rying a risk and the higher the risk the higher the cost. If the
private sector is better equipped to deal with a risk then this risk,
and its attendant cost is reduced. Hence the private sector may
be able to provide the service at a lower cost” (Broadbent et al.
p38)

Ultimately the issue in this above connection relates to whether a PPP
will o¤er better value for money in the delivery of public services than its
Public Sector Comparator in the allocation of various kinds of risk between
the public purchaser and private contractor. The IPPR includes the following
kinds of risk:

² Design and Construction Risks associated with a project taking longer
and costing more than originally envisaged. These are often the risks
most easily allocated to the contractors under the PFI and any well-
designed contract

² Risks that operating costs may rise faster than expected which should
generally be borne by private partners

² Risks associated with the demand for the service turning out to be
lower than anticipated which can be hard to allocate
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² Risks associated with the obsolescence of the technology embodied in
the project and the risks associated with the residual value of the asset
at the end of the contract

² Risks involved in changes to public policy and regulation that the public
sector should generally bear.

(IPPR, 2001, p83)

Apart from the thorny question of the choice of an appropriate discount
rate to evaluate and compare the private cost with that available to the
public sector over the relevant and frequently long time period, there is the
associated issue as to whether the accounting treatment of these projects
ought to appear on or o¤ the public sector’s balance sheet. The general
notion which has been questioned in the United Kingdom is that if su¢cient
risk transfer has been achieved, the project ought no longer to appear on
the public sector’s balance sheet, a practice that is quite controversial if not
semantic and technical. There is however a danger that if treated o¤ balance
sheet, the asset is conveniently wiped o¤ the budget and re‡ects as an item
of current expenditure only. This issue will be treated later under the …scal
implications.

Of relevance here, is the relationship of risk-bearing to the value-for-
money controversy. Is it possible for a project to achieve su¢cient savings
to outweigh the basic fact that privately- borrowed capital is more expensive
than government borrowing? The above-mentioned e¢ciency savings from
various projects and initiatives must be su¢cient to cover the extra cost of
private sector …nancing. These must be genuine e¢ciency- related criteria
and not determined by pure pricing distortions or harmful cut-backs in costs.

5 The Fiscal Implications of PPPs

The budgetary implications of the PPP initiative on the state of a country’s
…nances represents an even more contentious issue than some of the micro-
economic arguments considered above. For South Africa the most extensive
analysis of this has been conducted by Fourie and Burger (2001) and their
conclusion regarding the misunderstanding of the impact of PPPs on both
the expenditure and revenue sides of the budget has to be taken seriously.
It is an issue that the IPPR deals with quite extensively as well. In their
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detailed review of the impact of the PFI on the …scus in the United King-
dom they convincingly dispel the myth that the Private Finance Initiative,
and implicitly PPPs in general, help governments overcome a perceived …scal
dilemma. The overall tone of their analysis is well captured in the opening
quote from a Treasury Taskforce Document to the working paper on the
Private Finance Initiative. (Robinson et al, IPPR, Working Paper , 2000,
p1)

“The PFI is not about borrowing money from the private sec-
tor..(it) is all about creating a structure in which improved value-
for-money is achieved through private sector innovation and man-
agement skills delivering signi…cant improvement and e¢ciency
savings”

The alleviation of the …scal constraint argument (that in securing new
…nance for public investment, private …nance appears to allow government
to reconcile the desire for higher capital spending with the commitment to
maintaining a tight …scal stance) is not a justi…cation for such initiatives.
Robinson (p2), …rstly, shows that the scale of PFI planned for the next
few years in the United Kingdom is still relatively small- an amount of no
more than 0.8% of total public expenditure or less than one per cent of debt
as a proportion of GDP. Secondly, he argues that the …nancing of major
capital expenditures via conventional means-through issues of gilts, municipal
and government bonds etc. may be substantially cheaper, given the lower
interest rates for such issues on national or international capital markets.
And, thirdly, and equally convincingly, he argues that the frequent shifting of
PPPs o¤ balance sheet- an issue raised in the previous section- tends to create
the impression of lower capital commitments. This latter aspect is fallacious
as there is no valid reason as to why future and current liabilities ought to
be treated di¤erently to traditional gilt-…nanced public procurement.

The true aim of PFI/PPPs is thus established- it should represent a ve-
hicle for an improved form of public procurement, which under the right
circumstances could yield e¢ciency savings and value for money. The con-
‡ation that often arises between whether the PPP initiative is driven by a
macro-…scal agenda relating to the need to restrict government borrowing or
by considerations of value for money is often understandable but not really
helpful. In fact one can extend this analysis to conclude that if the inten-
tionality is misplaced, the true objective of PPPs could be sacri…ced and
jeopardised.
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“The current confusion around the public …nances could actually
be damaging the true aim of the PFI in securing better value for
money. It is quite clear that most if not all public sector managers
believe that the PFI really is the only game in town and that the
conventional …nancing route is closed to them by Treasury …at.
But surely this means that when they construct the Public Sector
Comparator in order to demonstrate value-for- money, they must
be doing so half -heartedly because they believe that the public
…nancing option is not open to them. And the private sector bid-
ders must be in a more powerful position because they too know
that the PSC is a mere formality and the project will go ahead
under the PFI. However, this will make it less likely that value-
for-money will be achieved. By making it absolutely explicit that
the PFI is not about o¤ balance sheet …nancing, the Treasury
might make it more likely that the initiative can achieve its true
aim of securing better value-for-money”. (Robinson, op. cit.p8).

6 Other important aspects relating to the ‘strengths
and weaknesses’ of PPPs

Having looked at the fundamental economic logic underlying a true PPP
relationship, it is necessary to re‡ect on some of the non-economic aspects
that help shape the evaluation of such partnerships. Again much of the lit-
erature re‡ects some of the emerging experiences with these in the United
Kingdom and North America - and again these albeit Eurocentric in nature
could yield some valuable lessons for a country like South Africa, in help-
ing de…ne the appropriate role for each sector in a prospective relationship.
The notion of PPPs in North America has assumed a slightly di¤erent form
from that indicated in the United Kingdom. As Rosenau (2000,p.219) in her
conclusion to the set of articles on North American PPP’s points out- the
notion of partnership can take di¤erent forms - but they share in common a
responsibility for policy that impacts on citizens:

“Authentic partnering, in theory, involves close collaboration and
the combination of the strengths of both the private (more com-
petitive and e¢cient)and the public sector (responsibility and
accountability vis-a vis society) ”.
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However, the reality of such partnerships has shown little close coop-
eration and a tendency towards privatisation. Other extreme minimalist
partnerships have shown features of being ........... “minimalist....loosely or-
ganised and closely contractual.”One can even envisage a situation where
public and private ‘partners’ can even compete with each other- the partner-
ship implying that each sector collectively provides an essential service,- for
example in the health and education sectors in the United States and United
Kingdom. The feature in this looser partnership arrangement is the level of
monitoring and regulation that the state or relevant authority would have to
provide to ensure adequate private sector performance.

The issue of whether such partnerships engender an increasing or decreas-
ing amount of regulation is probably unsettled. Rosenau’s argument - that in
certain situations, as the policy role of the private sector in providing public
services increases with partnering- government regulations would probably
be reduced, seems plausible. However, as the partnership becomes looser,
she points out that partnering can lead to the opposite situation. What is
important in this context is that partnering - if accompanied by the need for
expansive government oversight, and the need for expensive monitoring even
if it appears to reduce costs - can hardly be regarded as a success. Apart
from the delicate issue as to whether the state in certain instances has the
regulatory capacity to monitor such partnerships to assure that certain social
goals are attained -there is the issue of regulatory costs that in some cases
may be quite prohibitive. Money may be better spent on educating and
informing the citizenry to monitor the progress of particular PPP projects.

Another frequently - overlooked issue revolves around that of accountabil-
ity. Because the nature of partnerships frequently involves a form of joint
ownership, policy accountability has to be integrated into any such under-
taking. This points the way for certain projects to have a tighter form of
PPP, where contractual agreements and responsibilities and goals are clearly
indicated in advance. Related to this issue is the question of what happens
when partnerships fail through bankruptcy? In many cases, presumably, the
state would take over the bankrupted private sector undertaking or invite
tenders from other private sector operators to substitute for the previously
failed operator.

Rosenau (op.cit.P234) raises another issue that is fundamental to the
core of the smooth operation of such partnerships- namely the prospects of
a con‡ict of interest between public and private sectors in a ‘partnership’
arrangement. For a private ‘for-pro…t’ partner, stockholders’ interests are
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paramount. This could lead to divided loyalty and possible con‡icts with
public policy obligations to society. The worst- case scenario can be envisaged
when social objectives are dependent on providers whose main motive is to
make pro…ts and reduce costs- a situation that would be exacerbated in a
situation of low regulation and little attention to quality monitoring.

The above analysis raises several interesting and pertinent issues fre-
quently overlooked in assessing the nature and prospects of the form of part-
nering arrangements that are the subject of this analysis. These issues are
well spelt out in Rosenau’s overall conclusion.(p235):

”that when cost considerations are the main concern, and when
externalities are expected to be limited, and a short time frame is
in place, public- private policy partnerships may be appropriate”.

However, she continues:

“that when one or more of these conditions do not hold, when
partnering is minimalist in form, when accountability is criti-
cal, when vulnerable populations are the policy focus, when cost-
shifting presents problems, and when societal normative choices
are more important than costs, public-private partnerships may
not be the best approach to policy.”

7 PPPs in a regional development context

The preceding analysis has attempted to establish a framework for under-
standing the notion of PPPs. It has focussed on the true meaning of the
PPP concept, the economic rationale for its implementation, and possible
preconditions and conditions - if this initiative is to be considered a viable
policy option that hopes to stand a chance of success. The major thrust of
the literature review that has helped form many of the above observations
have in general been based on the analysis of the experiences of the United
Kingdom and North America. While dealing with a vastly di¤erent set of
circumstances to the context of developing countries - such as exist in the
sub-Saharan-Africa - many of the above conclusions indeed do have consid-
erable relevance to the issue under review. The examples, which have formed
the framework of the above analysis, tended to have a distinct focus on the
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conversion of a set of well-established services that have historically and tra-
ditionally been the preserve of the public sector. In many cases, whether
the initiative be the establishment of a PPP structure for railways, aviation,
toll-roads, hospitals, schools, prisons, water provision, waste management
etc. an existing infrastructure and set of services were prevalent and reason-
ably well-established in many countries. The objective of introducing a PPP
initiative in many of these instances was not only rationalised in terms of
vastly improving service e¢ciency and delivery, but also was an attempt to
ensure su¢cient capital for upgrading and modernising the various utilities
so that such e¢ciency and delivery gains could be achieved.

Many of the analytical examples referred to above have also in common
a geographical restriction -in that they refer to the conversion of existing
utilities at either the national or (more locally) municipal/local authority
level. Examples of similar geographically-con…ned PPPs in a South African
context are well provided in the Special Issue of Development Southern Africa
edited by Leigland and Thomas (1999).There has emerged quite recently a
more expansive and elaborate application of the potential for PPP policy
that transcends national boundaries and advocates that the implementation
of such policies at a more widespread regional level (targeted for example
to speci…cally-designated Spacial Development Initiative areas) could act as
a dynamic trigger for expanded and sustained regional development. Much
of the above literature has omitted this aspect of the potential of PPPs to
transform development patterns. In this application the positive development
externality acts as an additional economic rationale for the initiative. The
target of these speci…c PPPs relates, in this instance, to a set of development
projects (many of them ab initio) that cross national borders and involve
more than one Government negotiating the policy.

Examples illustrating this new context and rationale are becoming more
pronounced. One has only to look at the World Bank’s Africa Report (2000)
where the authors of the Report emphasise the enormous potential for public-
private partnerships in improving infrastructure (p.34). Alternatively, a va-
riety of international organisations and associated NGOs are constantly of-
fering advice and monitoring the potential and progress of such partnership
arrangements in the wider development context. Organisations such as the
Private Sector Development (PSD) section of the World Bank, the UNDP,
the Swedish Government’s Expert Group on Development Issues (EGDI) etc.
(to mention but a few) are directing increasing attention to the issue as it
becomes more prevalent. In a Southern African context, one need look only
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at the Report of the SADC Transport Investment Forum (2001) to glean
the need for a increased private sector involvement in this critical sector.
The Forum attempts to justify private sector involvement on a number of
grounds that incorporate not only ‘public’ failure and the constraints on tra-
ditional sources of …nance, but also on the (perceived) advantages of private-
style management, improved risk analysis, abilities to mobilise other project
…nanciers and enhancement of project operation and maintenance.(p.38) Al-
ternatively, the SADC Finance and Investment Sector (2000), dealing with
the section on development …nance, refers to the fundamental rethinking
across the globe about the notion of the role of the state in providing pub-
lic goods and services and implicitly justi…es PPPs (and privatisation) in
infrastructure provision, …nancing and operation in terms of the ‘global per-
vasiveness and successes of such schemes’.(p.43)

In a regional Southern African context, one of the most comprehensive
analyses of the development potential of PPPs has been presented by Ark-
wright and de Beer (1998). This work tries to identify the developmental role
that PPPs have contributed in the Maputo Corridor development scheme.
According to these authors, the development of quality regional infrastruc-
ture is critical to mobilising local and international private sector investors
and these investors are more than willing and able to mobilise the necessary
funds to develop, operate and maintain the necessary infrastructure. (p.1)
The authors then allude to the type of infrastructural projects that have dom-
inated the international trend toward private sector …nancing ,development
and operation - with a predomination of power and telecommunication, but
also including water, roads, railways and even pipeline development. (p.2)
Arkwright and de Beer then contemplate the reasons for the shift in emphasis
from public sector monopoly provision to that of public- private partnership
formation as being attributable to a combination of factors which include
the ‘poor’ performance of state-owned enterprises in delivery as well as the
related aspect of traditional sources of …nance being constrained. However,
they also emphasise that there exist clear limits to the extent and desirability
of the private sector (by itself) to fund and develop projects in their entirety-
hence justifying the encouragement of PPPs. (p.2)

The list of bene…ts that Arkwright and de Beer relate to the use of part-
nerships (p.3) include:

² the bridging of gaps between the substantial requirements of public
investment and limited budgets
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² the bene…ts of private style management, whilst at the same time,
allowing the public sector a degree of control over the project

² the more realistic identi…cation and analysis of risks and the develop-
ment of appropriate strategies for their mitigation

² the private sector’s ability to mobilise other …nanciers

² the adherence to conditions of agreement and allocation of responsibil-
ities that the private sector generally responds to

² and overcoming the limited institutional capacities of the public sector
in the various various phases of designing, building and operating the
facility in question

In addition to the above, one could advance certain other possible ben-
e…ts that could be extracted - were one to advocate this type of policy
initiative. These would include employment generation, positive spillovers
and multipliers in overcoming a regional ‘vicious circle of poverty’ scenario,
as well as the prospect of o¤ering investment opportunities to foreign as
well as domestic private investors - given limited large scale investment
opportunities. In a South African context other objectives- such as group
empowerment/preference- could be added.

However, one ought to be a bit sanguine and not get carried away in the
development rhetoric referred to above. Whatever problems have evolved
with PPPs both at the national and more local contexts can be magni…ed
in a cross- regional framework. These would include issues relating to the
joint decision making of multiple Governments and issues of sovereignty, the
ownership issue, the determination of e¢ciency and other socio- economic
criteria, the choice of the appropriate private, commercial partner based on
e¢ciency considerations, the monitoring of costs and the issue of ownership
transfer to mention a few.

Rather than dwell on each of these, as much of what has been argued
in the earlier parts of this paper have raised several of the above issues -
albeit in a narrower context - this paper will conclude by looking at one
particular aspect of the debate about the role of PPPs in the joint provision
of infrastructural development that warrants discussion. That much of the
target for ‘development’ PPPs - as is indicated for example in various SDI
proposals - has focussed on infrastructure is not surprising. Apart from the
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rather obvious link between physical infrastructure improvement and produc-
tivity generally, and the fact that infrastructure investment has been lagging
in developing countries (with countries in this region particularly adversely
a¤ected), one ought to realise that there are quite distinct properties in-
volved in such provision. Large up-front investments are required that may
be beyond the …scal capacities of individual governments. Assets tend to
be ‘lumpy’ and frequently require economies-of-scale to be e¢cient. There
tends to be a high longevity and large …xed costs associated with these in-
vestments and they are quite speci…c. However, as is argued by Daniels
and Trebilcock (2000) - when considering the viability of large infrastruc-
tural investments, in general, the e¢ciency gains from the private-sector’s
partnership in infrastructure development can be o¤set by faulty selection
processes or contractual arrangements and severe contracting problems. The
conclusion of these authors is that “insu¢cient attention to the challenges
of highly integrated public-private sector infrastructure partnerships has led
to uncritical enthusiasm for them”. (p.94) The implication of this searching
analysis provides a …tting overall conclusion to not only the issue of PPPs
in general, but also to their application to infrastructure development in an
intra-regional context - as is currently being advocated with so much enthu-
siasm.

Daniels and Trebilcock sound a warning with regard to a distinctive fea-
ture of public-private sector infrastructure partnerships frequently having to
involve a bundling of …nance, design, construction, operations and mainte-
nance. Because these functions are extremely specialised, private - sector
providers will tend to form consortia consisting of engineers, project man-
agement …rms, construction …rms, …nancial underwriters and operating …rms
that form to develop a particular facility. (These could be transitory or even
more permanent than conventional …rms). The valid point raised by Trebil-
cock and Daniels in this connection (p.97) is that the problems in bidding,
contract negotiation, monitoring and enforcement of these arrangements may
attenuate e¢ciency gains. The more complex organisational structure in the
private component of the partnership may also introduce challenges in assur-
ing competitive bidding and rebidding. (op.cit.)

The relevant aspect tackled by Daniels and Trebilcock in their analytical
framework compares the conventional model of government provision through
a tender system with a ‘consortia’ model of provision. While there may be
problems common to both systems of provision - the traditional model with
its emphasis on technical and operational speci…cations and more compre-
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hensive and centralised monitoring procedures may in reality prove more
e¢cient.

Dealing with the identi…cation of projects that are invited for partner-
ship one could envisage a certain bias in the consortia o¤erings where the
so-called socio-economic ‘bene…ts’ could be exaggerated to elicit government
interest. In the design phase as well, while the speci…cation of outcomes could
generate a healthy competition of ideas on how to achieve these, the policy
objective itself involves the aggregation and reconciliation of diverse prefer-
ences and a certain vagueness with regard to selection criteria. Conditions
such as this are conducive to rent seeking and other ‘directly-unproductive-
activities’. Davies and Trebilcock also point out that the interdependencies
which characterise the consortia model may substantially raise capital costs
in the private sector …nancing phase. (p100) Furthermore, when considering
operation and maintenance of the project, in a situation where assets are rel-
atively long-lived and the operating contract short, - incentives exist for the
consortia to skimp on maintenance. Longer contracts involve a di¤erent set
of problems. The increased risk to the bundled-private-sector operators and
the di¢culties of specifying all the obligations in the arrangement ‘ex ante’,
could involve costly monitoring. (p101) A …nal point raised by the authors
relates to the claims of e¢ciency gains through the partnership process. As
has been stated above, infrastructural projects involving consortia partner-
ships may lead to very few bidders - and very little competition-since only a
few consortia can e¤ectively assemble all the relevant inputs. A monopoly sit-
uation would not only pertain to the operation of the infrastructural facility
but, more fundamentally at the initial stages as well. (p107)

The broad thrust of much of the foregoing analysis depicting the nature,
rationale and limitations of PPPs in general and, more speci…cally, with
regard to their role in infrastructural development suggests the following
overall conclusion:

‘Public- Private- Partnerships’ may not be the most e¢cient solution to a
complex array of problems faced in both developed and developing countries.
Just because there may be private partners willing and keen to participate in
PPP ventures, does not automatically mean that the formation of a such a
partnership would automatically address the myriad of problems in various
countries, . Policy authorities ought not to be in‡uenced by the fallacy that
PPPs are the only game in town- there may be other ways of assuring that
the objectives of responsible governments in the sustained provision of goods
and services can be e¤ectively and e¢ciently ful…lled. Each case ultimately
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has to be judged on its merits and objective evaluations should be carried out
as to whether the ‘partnership’ arrangement is the most viable arrangement
to meet the stipulated objectives. Ideally, a comparison should be made with
alternative forms of …nancing, operating and delivery. In this connection the
possibilities of Public-Public Partnerships (PUPS ) as well as partnerships
with NGOs could also be considered.

The position taken in this paper conforms to one of the overall conclusions
to the IPPR Report:

“PPPs........o¤er an important way of delivering public services.
They o¤er a number of potential bene…ts, chief among which
are outcome- oriented government: improvements in quality and
choice through greater diversity and contestability; and enhanced
citizen participation in decision-making. However, if these ben-
e…ts are to be realised there must be a clear understanding of
the need for adequate public funding of services, a consistent ra-
tionale for when to use PPPs, competent public authorities able
to manage partnerships, responsible private and voluntary sector
providers committed to quality, reassurance of citizens and em-
ployees on the principle and practice of partnership, and a robust
evidence base on how partnerships perform. This is quite a list”
(p.53, - my italics)
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