9th cidb Postgraduate Conference
February 2-4, 2016, Cape Town, South Africa.
“Emerging trends in construction organisational practices and project management knowledge area”

THE ROLE OF PUBLIC PRIVATE PARTNERSHIPS IN THE
PROVISION OF INFRASTRUCTURE PROJECTS

Bwanali, Salim; Rwelamila, Pantaleo D.
Graduate School of Business Leadership, University of South Africa (UNISA), Midrand, South Africa

Abstract

It is estimated that Africa needs $93 billion annually until 2020 in order to bridge its
infrastructure deficit. It is through significant investment in infrastructure development that
economic growth and poverty alleviation can be enhanced. However central to all
construction projects is an effective and sustainable procurement system. There is a notable
shift by some African governments to turn to the private sector to design, build, finance
and operate infrastructure facilities previously provided by the public sector in the form of
Public Private Partnerships (PPP’s). As an innovative financing model, PPPs present an
opportunity to governments to improve service delivery. It is therefore necessary to access
private capital for the provision, delivery and procurement of such public infrastructure.
Accordingly, this paper focuses on assessing international best practices as to how some
developing nations tap into the resources of the private sector in implementing their
infrastructure projects. The findings of this paper reveal common challenges associated
with PPP notably lack of political acceptability of PPPs, lack of clear government policy
statement on PPPs, weak capacity of the public sector, in appropriate enabling legal and
institutional environment among others. Key lessons learned are that PPPs should be
designed with a long term approach, PPPs are a long term relationship between the public
and private sectors and lastly the project development process should not be rushed
unnecessarily. The study is a result of critical review, synthesis and contextualization of
relevant academic literature, conference and journal publications. A thorough document
review method was employed to assess how some developing countries have
institutionalized PPP as part of their development strategy. The paper will be of significant
value to senior government officials in that understanding the concept and dynamics of PPP
will result in accelerated and effective service delivery.

Keywords: Infrastructure development, Innovative financing model, Public Private
Partnerships, risk allocation, Value for Money

1 Introduction

The purpose of this paper is to assess international best practices on how some developing
nations tap into the resources of the private sector in implementing their infrastructure projects.
The paper reviews recent trends on Public Private Partnerships (PPPs) as a financing and
procurement vehicle mainly in the construction projects on the African continent. The study
employed exploratory study using document review method of the review protocol designed
for the author’s dissertation study. The organization of the study is compiled into five parts.
The first part discusses the link between infrastructure development and economic growth as
well as the status of infrastructure development in Africa, the second one focuses on PPPs as
an innovative finance model, the third one outlines the research methodology employed by the
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study, the fourth part presents the findings of the study. Finally a conclusion summarizes key
lessons learned from the experiences of developing countries that have implemented PPP as an
attractive alternative for procuring public service infrastructure.

1.1 The link between infrastructure development and economic growth

The basic gap in African infrastructure development is considered a severe handicap to growth
and poverty alleviation. At the micro-level, it is recognized that an investment in infrastructure
boosts private sector activities by lowering the cost of production and opening new markets,
thereby presenting new production prospects and trade. It is therefore critical that Africa should
invest in infrastructure development (Bwanali, 2015). The African Union Commission and
Nepad Agency (2011) state that the link between the economy and infrastructure is clearly
critical to stimulating inclusive growth and sustainable development. In fact, high cost of
energy, transport, and internet access is a major economic growth deflator and is partly linked
with Africa’s sustained economic marginalization. This has forced governments to upscale
infrastructure for Africa to become more competitive in the global marketplace. Increased
investments in roads reduce transport costs while ports and other logistics infrastructure lessen
the cost associated with trade, all of which improve the competitiveness of firms. Infrastructure
development can contribute to growth and development through several channels such as
decreasing trade transaction costs, increasing the durability of capital goods, fostering higher
trade and investment, escalating demand and supply divergence and achieving economies of
scale and scope (United Nations Conference on Trade and Development, 2013). According to
Ondiege, Moyo & Chouchane (2013), Africa needs huge financial investments and support to
narrow the region’s infrastructure gap and set itself on par with the rest of the developing world.
African countries must therefore undertake infrastructure sector reforms and innovation to
generate more resources for the sector, because the traditional sources of finance will not be
sufficient.

Bhattacharya, Romani and Stern (2012) concur that many emerging economies and most low
income countries require a significant injection in infrastructure investment to ease growth
limitations, respond to urbanization pressures and meet their critical goals for development,
inclusive growth, and sustainability. Strategic infrastructure, in the form of energy, roads and
ports needs to be built to spur economic growth. According to Bhattacharya et al. (2012), the
magnitude of the required infrastructure increase is much greater now than it has previously
been due to two reasons. Firstly, as global trade is playing an increasingly important role in
countries’ economic development, so too must infrastructure. This includes traditional
transport infrastructure such as roads, railways and ports, but also information technology
infrastructure such as broadband networks that enable better integration of supply chains and
international trade in services (e.g., in outsourcing services). As emerging countries develop
their service and manufacturing sectors, the intensity and excellence of infrastructure becomes
critical in order to exploit network externalities. Secondly, the fast pace of urbanization has a
greater sustainable infrastructure need than before. Between 2010 and 2030 the global
population will have increased by almost 2 billion, from 6.1 to 8.1 billion. Most of this growth
is expected to be in the developing world, and nearly all of this will be in urban settlements
that are under-developed. Responding to these urbanization pressures will require a massive
injection in infrastructure investment, conclude Bhattacharya et al (2012). This view is shared
by Ernst & Young (2011) who state that by 2050, the world’s population is expected to have
grown by 2.3 billion people, ultimately reaching 9.1 billion. Therefore there is a need for
impactful and sustainable investment in infrastructure that will support the growing African
population (Bwanali, 2015).
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1.2 The status of infrastructure development in Africa

Africa has enormous infrastructure shortage and it lags behind other developing regions, mostly
in the area of energy and transportation but also in Information and Communications
Technology (ICTs). In fact only 30% of Africa’s population is estimated to have access to
electricity, compared to almost 70% to 90% in other developed regions (Ondiege et al 2013).
In addition, access to roads in Africa is limited to just about 34% of the population, compared
with 50% in other parts of the developing world. Although there has been significant progress
in rolling out ICTs, largely due to the tremendous increase in mobile connections over the last
10 years, Africa started from a very low base and its internet penetration rate is only about 6%,
compared with an average of 40% in the developing world (Ondiege et al 2013). Thus, Africa
needs to invest a lot in its infrastructure capacity in order to be as competitive as other emerging
blocs namely Asia and South America. Landlocked countries in Africa face particular
challenges due to the lack of multimodal infrastructure. The continent’s 15 landlocked
countries are constrained in transporting their goods to markets and in bringing in imports
because of the lack multimodal infrastructure that can accommodate their particular
requirements. The role of a network of infrastructure that links producers to markets through
an interlinked platform that includes feeder roads, national roads, airports, and ports in
connecting markets, particularly in landlocked countries, cannot be overemphasized (Ondiege
et al 2013).

It is widely acknowledged that Africa needs huge financial investments to narrow the existing
infrastructure gap in order to be on par with the rest of the developing world. The Programme
for Infrastructure Development in Africa (PIDA) states that Africa will have to invest up to
US$ 93 billion annually until 2020 for both capital investment and maintenance projects.
Taking into account the substantial amount involved, this requires innovative sources of
funding for sustainable infrastructure development and investment (Ondiege et al 2013). Over
US$800 billion is invested in infrastructure in developing countries every year. However the
needs are estimated to be more than twice that amount, with the infrastructure financing gap
estimated to amount to about US$57 trillion until 2030. Funding the infrastructure gap is thus
a major challenge (Bilal, 2013).

This is where investment in infrastructure development through Public Private Partnerships
(PPP) as an alternative to the conventional procurement of infrastructure comes in. Before
discussing the PPP concept, it is important to first analyse the current situation of the traditional
infrastructure investment and its associated challenges and then discuss why the PPP has the
potential to become the game-changer for Africa’s economic growth and development. The
next section discusses generic constraints on project finance.

1.3 Key constraints on project finance

Three related sets of factors limit Africa’s potential to tap into both foreign and local currency
markets for the purposes of raising private finance for infrastructure, especially long term debt
(Sheppard, Stephan & Geeta 2006). Firstly most of the African countries have low or non-
existent sovereign credit ratings. In all other developing regions the share would be more than
two-thirds of regional GNI, and in East Asia and Pacific, close to 100% (Sheppard et al 2006).
Secondly, most local financial markets on the African continent have limited capacity to
finance infrastructure projects. In fact only South Africa has domestic banks and a local capital
market with capacity to provide local currency sufficient for financing infrastructure projects
on suitable terms and conditions. In almost all other African countries, local long term
financing has been limited and infrastructure projects have had to require sizable credit
enhancement (for example, through guarantees), provided mostly by official agencies, to attract
local currency debt (Sheppard et al 2006). Lastly, infrastructure projects naturally raise the
exposure of investments. In comparison to projects in other sectors, those in infrastructure
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usually have longer payback and built — out periods and have the tendency to be more
vulnerable to political and regulatory interference. This obviously increases the inherent
regulatory risk such investments may be facing (Sheppard et al 2006). Therefore for Africa to
be in a position to raise the required finance for its much needed infrastructure there is a need
to improve its sovereign credit ratings, the local financial markets must have capacity to finance
infrastructure and Africa must manage the specific risks associated with infrastructure
investments (Bwanali, 2015). The next section discusses innovative finance solutions.

1.4 Innovative finance: Instruments to finance infrastructure

Infrastructure development in the emerging economies, especially sub - Saharan Africa, where
it is needed most has been very limited. Financing has been a major constraint since most of
the current investment in infrastructure comes from the public sector. It is estimated that growth
in Africa can be enhanced on average by about 2% per annum only if the existing infrastructure
deficit is closed (Boston Consulting Group, 2013). The Boston Consulting Group (2013)
further states that whereas the demand for infrastructure is growing, public infrastructure
finance has become more difficult to source. Public budgets are strained due to the global
financial crisis and, more recently, the Eurozone sovereign debt crisis and the budgets of major
donors that have customarily supported aid flows to Africa are under extreme pressure,
effectively making ODA increasingly uncertain and likely to decline in the long run. Since the
crisis of 2008, it has become exceedingly difficult for banks to lend (e.g. as a result of the Third
Basel Accord) and the application of risk mitigation tools (e.g. collateralized debt obligations)
has been curtailed, concludes (Boston Consulting Group, 2013).

It becomes imperative that African governments must find innovative ways to fund
infrastructure development projects. This can be done by improvising relevant innovative
financing models which will not only moderate the impact of these diminishing financial flows,
but also to find alternative methods to secure new role players who will push up the level of
financing of infrastructure projects (Bwanali, 2015). Innovative financing for development is
defined by the World Bank as “those that depart from traditional approaches to mobilizing
development finance”, that is, through budget outlays from conventional sovereign donors or
bonds issued by multilateral and national development banks solely to achieve funding
objectives (UNDP, 2012). One such innovative financing model for infrastructure development
is the concept of Public Private Partnerships (PPPs). The next section discusses PPPs as an
innovative finance model.

2 Public Private Partnerships as an Innovative Finance Model

Participation of the private sector in public service delivery is not a new concept. Over the last
15 to 20 years, a growing market for public-private partnerships has developed globally.
Particularly in industrialized countries, the private sector had for many decades serviced public
needs through a range of construction, maintenance and management contracts (Rwelamila &
Snijder, 2008). It appears that there is no universally agreed definition of PPP. This paper will
adopt National Treasury of South Africa definition which defines PPP as a commercial
transaction between an institution and a private party in terms of which the private party — (a)
performs an institutional function on behalf of the institution; and/or (b) acquires the use of
state property for its own commercial purposes; and (c) assumes substantial financial, technical
and operational risks in connection with the performance of the institutional function and/or
use of state property; and (d) receives a benefit for performing the institutional function or from
utilizing the state property.

What is unique about PPPs in comparison to other models of private participation in
infrastructure is the element of risk sharing. This means that in the event that the contract fails,
both government and parties will suffer financially. The US Department of Treasury (2015)
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states that PPPs bring private sector capital and management expertise to the challenges of
modernizing and more efficiently managing assets. Under a PPP, a government contracts with
a private firm to design, finance, construct, operate and maintain (or any subset of those roles)
an infrastructure asset on behalf of the public sector. The next section discusses benefits of
PPPs.

2.1 Benefits of PPPs

PPP’s have become a global phenomenon because of the three main types of benefits they offer
namely: the capacity to develop new infrastructure services despite short term fiscal
constraints; improved service quality and innovation through use of private sector proficiency
and performance incentives and lastly value for money realized through efficiencies in
procurement, construction and operation. Each benefit is discussed below.

2.1.1 Accelerated infrastructure development

According to the Commonwealth Secretariat (2010), many governments around the world are
constrained in terms of how much they can borrow to invest in infrastructure projects. This is
especially true for greenfields developments, such as a new power station or major toll road,
which typically involve hundreds of millions of dollars of upfront capital expenditure. The
problem is most acute in poorer countries, where infrastructure needs are large relative to the
size of economies and where fiscal capacity is often severely limited, with many competing
demands for scarce resources. Therefore in order to reverse years of underinvestment in
infrastructure development in Africa requires high level political will, broader social consensus
and dynamic rethink of how African states can fund and manage infrastructure investments.
Some African governments have entered into PPPs to provide and manage infrastructure that
has traditionally been provided by the public sector. PPPs bring private sector capital and
management expertise which are not available in the public sector.

2.1.2 Improved service quality

PPPs have the potential to bring enhanced innovation and augmented service quality largely
due to specialist skills brought in by the private sector. This is possible due to the commercial
incentive mechanisms that are put in place to deliver improved performance over the life cycle
of the contract (Commonwealth Secretariat, 2010).

2.1.3 Value for Money

The growing element in decisions about PPPs is the cost-benefit factor, referred to as value-
for-money (VfM). The underlying argument is that the involvement of the private sector in
delivering public services must be a better alternative to the public sector providing the same
service through its line departments and bureaucratic administrations. PPPs allow governments
to introduce private sector capital into a project and also harness private sector management
and technical expertise. When a PPP transfers risks to the private sector that it can manage
more cost effectively, it can benefit taxpayers by lowering long term project costs, improving
the quality of services or both. According to the Commonwealth Secretariat (2010), PPPs allow
governments to transfer certain types of risks of infrastructure projects to the private sector.
This can bring VfM because in theory the private sector brings specialist expertise and a
commercial approach that brings down project costs over the whole life of the contract. In
addition, there is increased certainty to taxpayers about the total cost of infrastructure projects
because risks of cost overruns are either reduced or passed on to private investors.

Allocation of risk between private and public sectors is a complex area for PPPs due to the
unpredictable nature of project risk (Economist Intelligence Unit Limited, 2015). It follows
therefore that if the PPP is properly designed at the outset, these efficiency gains are passed on
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to the end user. The next section provides a detailed discussion on the types of risks and their
allocation.

2.2 Types of risks associated with PPP

Transfer of risk is an element closely linked to the VfM consideration based on the cost
associated with service non-delivery and delays in design, construction, and implementation of
projects as well as the private sector imperative of business efficiency. Operational efficiency
drives the private sector’s involvement, especially where contracts values and service fees have
been predetermined in legal contracts. Without adequate transfer of risk, the required level of
efficiency will not be achieved by the private sector party, which will in turn obscure the value
derived from the partnership.

Risks in PPP arise due to uncertainty regarding the occurrence of certain events and their
consequent impact on the project. Given the long nature of the contract, there is a possibility
of a number of different events occurring such as changes in government policy and decline in
demand for the infrastructure service (Commonwealth Secretariat, 2010). Therefore it is critical
that there is an appropriate allocation of risks to the party that is most able to mitigate such
risks should they occur. The typical risks associated with PPP framework are market risks,
development/planning risks, project risks, political risks, regulatory risks and financial risks.
These risks are discussed below:

o Market risks — these refer to risks that arise due to uncertainties about the market
demand for the infrastructure service. These include, for example, volume risks - which
relate to uncertainties arising from the number of users and their frequency and intensity
of use of the infrastructure service — and price risks, which arise due to uncertainties in
the tariff that can be charged for the use of the infrastructure service (Commonwealth
Secretariat, 2010). Thus market risks are closely linked to the users’ appetite and ability
to pay for the services.

e Development/planning risks — these are risks arising from planning or preparing
projects for private sector participation. Governments or the private sector may invest
substantial amounts to develop a project (through payment for several scoping,
feasibility and structuring studies), but bear the risk of the project being infeasible
(Commonwealth Secretariat, 2010).

e Project risks — project risks relate to uncertainties in relation to project construction,
completion and operation (i.e. activities post award of contract and which occur while
implementing the PPP project) and financing, can be split into start up risks, such as
capital cost overrun, completion delays and ongoing risks such as operating
performance, operating costs and lifecycle costs (Commonwealth Secretariat, 2010).

e Political risks — these are risks that arise from wars, civil disturbances, terrorism etc.,
and include currency transfer restrictions, expropriation, war and breach of contract.
Political risks are more serious in certain regions of the world than in others
(Commonwealth Secretariat, 2010).

e Regulatory risks — these risks arise from the lack of a suitably developed regulatory
system which, for example, ensures regulatory independence from the government,
regulations for the participation of the private sector in infrastructure or appropriate
periodic review of tariffs can cause considerable uncertainties for lenders and investors
in any infrastructure sector (Commonwealth Secretariat, 2010).

e Financial risks — infrastructure projects are impacted by financial risks exchange rate
appreciation/depreciation and changes in interest rates, which can have a substantial
impact on costs and revenues. The ability to hedge financial risks depends on the level
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of development of capital markets and/or access to specialist hedging facilities
(Commonwealth Secretariat, 2010).

The Commonwealth Secretariat (2010) further states that key to the design of a PPP is the
allocation of these risks between the public and private sectors so as to ensure that the PPP
delivers VM. The essential principle for risk allocation in a PPP is to accord the risk to the
party who can best manage it. The next section discusses research methods.

3 Research Method

This paper employed exploratory study using document review method of the review protocol
designed for the author’s dissertation study. This paper is therefore premised on extensive
literature study which is based on several reports carried out by various international
organizations and researchers to identify current global trends and practices with respect to
PPPs. For lack of space and brevity all the details of research methodology are not provided
but could be found elsewhere in Bwanali (2015). Therefore the findings in the following section
are deduced from relevant literature, government policy documents and articles published in
scientific journals.

4 Findings and Discussions
Based on literature reviewed, this paper has identified common challenges associated with
PPPs. These challenges together with possible remedial measures are presented below:

4.1 Challenges with PPPs and possible remedial measures

PPPs have some inherent challenges especially in the developing countries and this could be
the major reason why there has been little or no progress in implementing PPP projects in most
African  countries. The Commonwealth  Secretariat (2010) identifies  such
challenges/constraints as lack of political acceptability of PPPs; lack of clear policy statement;
weak capacity of the public sector; an inappropriate enabling environment in terms of legal,
regulatory and institutional frameworks; the high costs and risks of project development facing
the private sector; absence of long term debt; inability of users to afford service fees and the
small size of the economy/sector. These challenges impact both the government and the private
sector thereby affecting the development and implementation of effective PPPs. The challenges
are discussed below.

e Lack of political acceptability of PPPs — as discussed earlier, traditionally the
provision of social infrastructure for service delivery has been the responsibility of
government. Therefore it becomes politically sensitive to involve the private sector in
the provision of core infrastructure. The key reasons for such resistance include the
perception that tariff might be higher as the private sector is profit oriented, possibility
for mass job losses in order to contain overheads and the fear of privatization. The
creation of dedicated PPP units, putting in place a mechanism of strong political support
along with high level political champion could manage the political resistance. The
Labour Movement in South Africa has been at the forefront of protesting key PPP
projects such as e-toll in Gauteng as well as planned projects in Cape Town.

e Lack of clear policy statement — the success of a PPP programme requires formal
support in terms of clear policy statement on the government’s strategy for the
development of infrastructure PPPs. The lack of a clear policy statement will imply
uncertainty and ambiguity, and projects may therefore not get off the ground.
Governments need to develop explicit PPP policies and include the use of PPPs in their
planning documents (Commonwealth Secretariat, 2010). In South Africa, National
Treasury has developed a framework document on PPP and managed through the
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Public Finance Management Act (PFMA). In addition, the National Development Plan
2030 has identified public infrastructure development through PPPs, amongst other
finance instruments, as one of its top 10 critical actions.

Weak capacity of the public sector — lack of appropriate skills and experience in
infrastructure PPPs can lead to delays, inefficiencies and sometimes the failure of
infrastructure projects. Poor project development skills in the public sector can lead to
the preparation of ‘unbankable’ projects, a common issue to many countries, where the
project design and structure is unattractive to private investors. Moreover, weak
capacity in the public sector reduces government’s ability to negotiate and
communicate effectively with private companies (Commonwealth Secretariat, 2010).
As a way of capacitating the public sector on PPPs, some countries have established
PPP units that provide governments with expert advice and support on infrastructure
PPPs. According to the Economist Intelligence Unit Limited (2015) only 12 African
countries have developed central PPP units and their functionality varies from
established bodies (South Africa) through to newer start-ups (Uganda and Tanzania).
Central PPP units bring advantages such as better coordination, increased efficiency
and a clustering of relevant skills in a single place.

An inappropriate enabling environment in terms of legal, regulatory and
institutional frameworks — private sector participation requires an enabling legal,
regulatory and institutional framework that will guide and support transactions. Many
countries do not have legislation to regulate infrastructure PPPs or a regulator that
monitors performance and ensures compliance (Commonwealth Secretariat, 2010). In
South Africa, Treasury Regulation 16 on PPPs which is issued in terms of the PFMA
2004 is a vital legislation for PPPs which articulates the procedure, approvals and
management of PPP transactions. According to the Economist Intelligence Unit
Limited (2015) despite good progress, PPP laws often are stronger on paper than in
practice. Nigeria and Zambia for instance, have strong legislation pertaining to issues
like bidding transparency and dispute resolution, but these are not always effective in
practice.

The high costs and risks of project development facing the private sector — early
stage development involves a significant investment of resources that are only
recoverable if the project is ultimately successful. In addition, in many developing
countries, the private sector is at an early stage of development and lacks the knowledge
to develop, prepare and structure projects. As a result, infrastructure projects are not
fully defined or, if they are, they may be developed to such low standard that competent
private sponsors or investors will not be interested (Commonwealth Secretariat, 2010).
One way of addressing this challenge is by establishing a fund for project development.
According to the Commonwealth Secretariat (2010), India has set up the India Project
Development Fund with the objective of structuring and developing bankable projects
that can be offered to the private sector on a PPP basis. The Development Bank of
Southern Africa which is based in South Africa plays a similar role.

Absence of long term debt — a 20 year life cycle for an infrastructure project implies
a considerable time lag between the raising of finance and the ability to pay back
through project generated revenues. In most developing countries, it is not possible to
raise finance of sufficiently long tenure for infrastructure development. This not only
constrains the development of infrastructure due to increased uncertainty, but also
makes the infrastructure service more expensive in the short term because of the front-
end loaded prices and other factors (Commonwealth Secretariat, 2010). As a counter
measure, some governments such as Bangladesh and India have set up project financing
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facilities aimed at crowd-in private sector finance by taking up greater risks in the
project. The Government of Bangladesh has set up the Infrastructure Development
Company Limited (IDCOL) and the Government of India has set up the India
Infrastructure Finance Company Limited (Commonwealth Secretariat, 2010). These are
the type of project financing facilities that African governments should establish to help
crowd-in private sector finance.

e Inability of users to afford service fees — perceived lack of ability and willingness to
pay for infrastructure services is a key challenge in most developing countries.
According to the Commonwealth Secretariat (2010), it is often believed that large
numbers of people on lower incomes will be unable to afford full cost-recovery tariffs
for electricity or water, especially if the tariff level reflects the high costs of building
greenfield infrastructure. In addition, many people may be perceived as being unwilling
to pay for essential infrastructure services for political or social reasons such as the e-
toll system in South Africa. In instances where it is impractical to levy user charges to
recover costs, governments will have to find alternative sources of funds in the form of
subsidies.

e The small size of the economy/sector — the size of the economy or infrastructure sector
is also an important constraining factor limiting the development of PPPs for the
delivery of infrastructure services. Small size implies lack of economies of scale in
project development, as well as a project size which is below the minimum that is
efficient. While size is a constraint for public provision of infrastructure services as
well, this is particularly so for PPPs, as a small scale project may be ‘unbankable’
(Commonwealth Secretariat, 2010). One way of improving economies of scale is by
initiative regional projects which will result in pooling of resources. A good example
within the African context is the Inga hydropower plant to be developed in the
Democratic Republic Congo, which is said to have the potential of illuminating the
entire African continent, would not be economically viable as an investment by a single
country when other countries in the region can benefit from such an investment. The
next section looks at the emerging best practices on PPPs and key lessons that can be
used by other African government when developing PPPs.

4.2 Emerging best practices on PPPs and key lessons learned

Based on various academic literatures, successful PPPs projects have the potential to deliver
significant benefits in terms of increased quantity and quality of infrastructure services at lower
overall cost for both end users and taxpayers only if appropriate incentives are in place for the
private partner to deliver efficiently. However when PPPs fail, costs can be high which would
result in long and exorbitant legal disputes. This would also result in wastage of public funds
resulting in a drop in spending on other important infrastructure services. Ultimately this results
in poor service delivery. In order to avoid PPPs failure, it is advisable to take a long term view
in managing PPPs. According to the Commonwealth Secretariat (2010) many of the key
lessons on PPPs are therefore related to the need to take a long term view when designing and
implementing a PPP programme. This paper has synthesized three main sets of lessons
emanating from the literature study undertaken by the authors and these are discussed below.

5 Conclusion and Key Lessons

This paper has highlighted some opportunities, risks, challenges that some countries have
encountered in the implementation of PPPs for infrastructure development. In order to ensure
that other African governments can learn from these experiences, the following key lessons are
presented:
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5.1 Lesson 1: Design PPPs with long term approach together with VfM considerations

As stated earlier, PPPs allow governments to introduce private sector capital into a project and
also harness private sector management and technical expertise. The ability to raise funds for
infrastructure projects is attractive to governments as they can avoid short term budgetary
constraints by spreading up-front project costs over the lifespan of the project. However
African governments must avoid the pitfall of viewing PPPs only as a mechanism of raising
the much needed and scarce capital. The Commonwealth Secretariat (2010) states that the
success of a PPP programme should be assessed against quantity, quality and cost of
infrastructure services provided to the public over the long term. Key to ensuring long run
sustainability and value for money of PPPs are the following: robust feasibility analysis; proper
due diligence in selecting a strong private sector sponsor and good project and contract design.

5.1.1 Robust feasibility analysis

In the early years of modern PPP programmes in Europe and America, a common mistake was
for government and project sponsors to overestimate future revenues on PPP contracts.
Nowadays there is more awareness of the importance of robust feasibility analysis which
incorporates various scenarios about key revenue and cost drivers. In emerging markets, there
is often the challenge of a lack of data to inform a feasibility analysis (Commonwealth
Secretariat, 2010). For example, there is no tangible evidence on the number of potential end
users of a required service which impacts the potential tariffs or user charges to be levied. This
results in unreliable feasibility analysis to determine whether the project will be economically
viable.

5.1.2 Proper due diligence in selecting a strong private sector sponsor

In selecting a private partner for the successful implementation of a PPP contract, it is critical
for governments to undertake a wider assessment of the capability of the sponsor to manage
unexpected events as they occur. It is advisable that governments undertake thorough due
diligence to establish whether or not the contract will deliver VfM. The South African
government through National Treasury has factored VfM considerations into its PPP legislative
framework which requires the accounting authority to obtain treasury approval that the PPP
agreement meets the requirements of affordability, VfM and substantial technical, operational
and financial risk transfer as approved in terms of the applicable treasury regulation.

5.1.3 Good project and contract design

Projects need to be bankable in order to attract private sector investment. Key aspects for
project bankability are risk allocation, incentives and affordability. These aspects determine
whether a project is good or bad. It is not sufficient to have a good project design without an
equally good contract design. According to the Commonwealth Secretariat (2010), good
contract design warrants that: (i) the processes and procedures for the PPP are clearly spelt
out; and (ii) the measures for evaluating the performance of the PPP are clearly laid out. This
means that all relevant aspects of the contract are clearly spelt out and that the approach and
basis of contract evaluation are clear in order to avoid ambiguities.

5.2 Lesson 2: PPPs are a long term relationship between the public and private sectors

In a PPP framework, the role of government remains relevant over the full lifecycle of the
project. This long term nature of PPPs has implications for the PPP framework, ongoing
management of the contract and the skills and experience required in the public sector.

5.2.1 Establish a flexible PPP framework
The creation of a PPP framework enhances the long term success of PPPs. A PPP framework
establishes rules of the game in that it provides a platform for ongoing dialogue and cooperation
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between the public and the private sectors. The framework should not be rigid to an extent that
it limits a process of renegotiation in cases where unexpected events occur which are beyond
the control of either party.

5.2.2 Ensure effective ongoing management of the PPP contract

As highlighted earlier, the role of government remains relevant over the full lifecycle of the
project. As such, efficient contract management and monitoring are key success of the project.
Since the project is financed with public funds, government has an obligation to manage the
PPP contract so as to ensure that the desired outcomes and expectations of the public are met.
Key to this is the performance monitoring mechanism of the PPP which should keep track of
possible deviations as well as consequence management whenever required.

5.2.3 The need for skilled personnel with the public sector

PPP are complex transactions which call for highly skilled and competent staff. It is important
that both parties have the right skills set in order to implement PPP projects successful. The
public sector personnel tasked with the responsibility to negotiate contracts with the private
sector must possess specialist legal, financial and technical skills. In addition, there should be
a regular and effective communication channel between the two parties.

5.3 Lesson 3: Avoid a rushed project development process

PPPs are by nature complex transactions and normally project development phases last a
minimum of three years before finance is secured and any meaningful construction takes place.
This has the potential to cause conflict with short term political dynamics. The Commonwealth
Secretariat (2010) states that there can be a temptation for governments to short circuit the
project development process in order to deliver on public expectations of improved services
from a PPP programme. A high level political support as well as suitable management of
political and public expectations on PPPs is crucial to their success. In addition given the
complexity of PPPs, expert advice is very important.

5.3.1 High level political patronage is vital

Any project requires a champion: someone to articulate and refine the vision, guide process,
and advocate for support. For PPPs, political champions are very vital, given the significant
public stake in them (World Bank Group, 2014). It is essential that PPPs transactions have
political champions within the government machinery who can drive these projects through
required legislation and other regulatory processes. An effective PPP unit can play a very
critical role in pushing PPP projects up the political agenda for broader public buy in. In
addition, strong government commitment to PPPs would boost private sector confidence in
investing in these projects.

5.3.2 Management of political expectations

It is advisable to avoid the temptation of ‘overselling’ PPP projects early in the project life
cycle for political expediency because of the risk of creating unrealistic public expectations. It
may be prudent to target ‘quick wins’ in order to build public support for the project. A good
example within the South African context would be the upgrading of highways/freeways
leading to the 2010 FIFA World Cup.

5.3.3 Relevant expert advice is expensive but necessary

Investing in expert advice in fields such as financial, legal and technical can be expensive but
it is necessary due to the fact professionals with relevant international expertise and experience
on PPPs are in scarce supply. This investment, according to the Commonwealth Secretariat
(2010), is essential to ensure the project is properly designed and structured. It is equally
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important that the public sector has access to high quality advisers to make sure that there is an
equitable sharing of costs and risks with the private sector.

This paper confirms that developing a successful PPP programme is a complex undertaking
which requires the public sector to have relevant skills levels as well as an appropriate legal
and regulatory framework. It is only through the leveraging the strengths of both public and
private sectors that PPPs as an alternative to the traditional procurement system, can become a
vehicle for delivery public infrastructure which can boost economic growth for the developing
economies in Africa.
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