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This article reviews the key aspects that are relevant for the development of public-private 

partnerships (PPPs), drawing on lessons from international experience and the countries in 

transition. After a brief review of the rationale and experience with PPPs, the chapter looks at 

the key elements needed for the successful development of PPPs. The legal framework, 

institutional capacity, political will, market size and payment ability, financing and local 

private sector capabilities are discussed. Lastly the article points to a future in-depth analysis 

of the PPP environment in the countries in transition using Infrascope, an index developed by 

the Economist Intelligence Unit (EIU) with the EBRD. 

 

Over the past two decades, a variety of forms of 

private sector involvement in infrastructure have 

been developed across the globe. The premise for 

this is that the private sector, in partnership with the 

public sector, has a key role to play in infrastructure 

development and reforms. The private sector can 

provide much-needed finance and introduce a 

commercial approach to financing and management 

and operate assets cost effectively. Private 

participation in service provision can promote the 

establishment of cost-reflective tariffs, the financial 

autonomy of infrastructure enterprises and the 

introduction of demand-responsive services. These 

functions are at the core of the transition process to 

a market economy in eastern to central Europe. 

Much has been written about public-private 

partnerships and PPP-related theoretical and 

practical expertise has emerged during the past 

decades. To date the world experience with PPP 

projects includes a vast array of outcomes, from 

highly successful projects to well-known failures. But 

it is clear that the PPP topic encompasses 

substantial complexities making it difficult to reach 

broad conclusions that are universally applicable. 

Indeed, countries and their PPP environments are 

very different – be they rich or poor, with an efficient 

or inefficient public sector, abundant fiscal resources 

or substantial fiscal constraints, possessing a private 

sector that is well developed or non-existent, a 

banking sector and capital markets that are well-

developed or under-developed. Such differences 

generate a large number of dimensions in assessing 

a PPP environment and its impact on PPP outcomes 

to the extent that a simple one-size-fits-all 

prescription becomes meaningless. 

This article illustrates the key factors and constraints, 

based on the practical experience of the past two 

decades, for the successful development of 

commercially and operationally viable PPP projects. It 

provides some food for thought for policy-makers 

when considering the development of PPP projects. 

The article also previews a new product called the 

Infrascope index, developed by the Economist 

Intelligence Unit (EIU) with input and assistance from 

the Inter-American Development Bank, the Asian 

Development Bank and the EBRD. The Infrascope 

index, aimed at complementing other EBRD efforts 

towards assessing the PPP environment, provides a 

detailed description and assessment of the key 

factors and hints at each country’s overall readiness 

to develop commercially viable PPP projects. The 

assessments and prescriptions should be useful for 

policy-makers to further develop the PPP 

infrastructure. 

The rationale and objectives for public authorities in 

developing PPP projects are relatively well 

understood and include one or a combination of the 

following factors: (i) to call on private sector know-
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how and expertise and improve efficiency (including 

cost-efficiency) and the quality of infrastructure and 

its operations; (ii) to capitalise on the financing 

capacity of the private sector partner and mitigate 

the short-term fiscal burden; and (iii) to compensate 

for and transfer the risks that the public sector, due 

to its very nature and objectives, human resources or 

expertise shortages within the public authorities, is 

less well placed to take. Overall, public authorities 

tend to and need to look for “value for money” when 

using PPP as a method of procurement. “Value for 

money” should not be confused with the cheapest 

solution as financial and non-financial aspects have 

to be taken into account in determining whether 

“value for money” has been achieved. Depending on 

the circumstances, value for money when procuring 

the service or infrastructure through a PPP may be 

reflected in a reduced whole lifecycle cost, a better 

allocation of risk, a faster implementation, an 

improved service quality or revenue generation. On 

the other hand, in practice very often the real 

motivation for pursuing PPPs is to mobilise private 

capital to deliver the infrastructure service right away 

(or during the term of the incumbent authority or 

before the next elections) rather than in the future 

when fiscal resources will become available to 

pursue a traditional public procurement approach. 

There is a tendency to observe more of such 

motivation in low-income countries where fiscal 

resources are limited and users’ payment ability is 

restricted under affordability constraints, but the 

infrastructure development needs are large. Yet fully 

fledged PPPs in which the private partner raises 

capital, constructs the infrastructure and operates it 

are practically difficult and not bankable in the 

absence of adequate fiscal resources or end-user 

willingness and ability to pay for the full cost of 

service. Commercial banks are reluctant to lend 

money under these circumstances as the risk return 

profile goes above the level that the market accepts 

and PPPs may never materialise. Or if they do, in the 

case of an inadequate risk allocation and risk-return 

profile there is a high risk of failure. However, PPPs 

would become more sustainable in the long term and 

less risky by ensuring affordability and a genuine 

value-for-money approach in selecting projects to be 

financed on a PPP basis. Lighter forms of PPP can 

also be considered in the process of building 

capacity – the government or more often 

international financial institutions (IFIs) can finance 

the building of infrastructure on the public sector 

balance sheet while the private sector can operate 

under lease or management contracts. Often 

performance-based contracts or build/operate 

contracts can also comfortably work with IFI-financed 

infrastructure projects in low-income countries, 

subject to the existence of the local private sector 

and the attractiveness of such contracts to the 

private sector. 

The arrangements and structures for successful PPP 

implementation are complex. Based on the practical 

experience in the EBRD region and elsewhere in the 

world a number of key factors and constraints have 

emerged, which are analytically summarised in Chart 

1, that policy-makers should consider when 

developing the PPP framework and projects: 

 

Chart 1. The major elements of the PPP environment 

. 
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PPP legislation 

This is widely considered to be a first step. Indeed, it 

may be advisable to develop dedicated PPP 

legislation and amend secondary legislation and 

other regulations to ensure consistency of the PPP 

legislation with the broader legal environment. It is 

important to note, however, that some advanced 

economies with a long track record of PPPs, such as 

the United Kingdom, do not have a dedicated 

concessions (PPP) law. Adopting the PPP legislation 

can be an important support mechanism, but a PPP 

law must not be considered an objective in itself or a 

sufficient condition for attracting PPPs. Indeed in the 

transition region, there are a number of countries 

with PPP laws which have never been used (for 

example, the Kyrgyz Republic, Moldova and Ukraine). 

There are also a number of PPP laws which required 

a number of amendments (for example, Serbia, 

Kazakhstan and Russia) before realising PPP 

projects. There are a number of different reasons 

why these laws are not used, but as a common 

feature although the laws describe and permit PPP 

projects, viable projects have not yet been developed 

due to the absence of other necessary elements. As 

with all legal aspects, both the extensiveness and the 

effectiveness of the law are very important. 

PPP institutional capacity 

This is a necessary condition, particularly for the 

long-term sustainability of the PPP model. The 

precise cover, definition and institutional 

arrangements for PPP capacity remain subject to 

debate and analysis. The institutional arrangements 

for structuring PPP capacity vary substantially and 

can range from centralised PPP units for all PPPs 

across sectors, capacity and institutional 

development within specific line ministries, to 

attempting to add on PPP capacity within the existing 

institutions. On the extent and cover of the 

institutional capacity there is some consensus on a 

number of elements that need to be included:  

 (i) policy-making capacity 

 (ii) tendering capacity 

 (iii) dispute settlement capacity 

 (iv) legal enforcement capacity 

 (v) monitoring capacity (including technical 

supervision and compliance with technical 

standards) 

 (vi) dispute resolution including re-

negotiation ability.  

Although the extensiveness of cover of the PPP 

institutional arrangements is very important, the 

effectiveness aspect is the key for long-term success. 

Note that some of the capacity could be outsourced 

if domestic capacity is unavailable, at least as a 

temporary measure. For example, governments can 

hire reputable PPP advisers and make use of 

international dispute settlement procedures if 

domestic ones are insufficient. However, in the long 

term the availability of domestic capacity helps 

sustainability – a PPP unit could possibly be a good 

way of consolidating and nurturing PPP capacity and 

makes it possible to develop PPP projects in different 

sectors. Nevertheless, the shortcoming may be that 

in dedicated PPP units it is often difficult to build and 

retain technical/sector experience and knowledge. 

Sector-specific PPP institutional capacity also has a 

good track record in some countries – in Hungary, 

which has the largest number of PPP projects in the 

transition region, there is no PPP unit, but there is 

good PPP capacity in the transport sector.   

Political will 

As PPPs are a form of outsourcing the operation of 

what is considered public infrastructure, the political 

aspects of considering and allowing the private 

sector to participate are crucial. This is important not 

just for the initial stages of awarding PPP contracts, 

but also for the sustainability of private operations 

over the entire lifecycle of the project. It is the easiest 

when political conditions are stable and predictable, 

where business and the economy is separated from 

the political realm by strong rules and practices and 

there is a political champion in favour of private 

sector involvement in delivering infrastructure 

assets. Often political changes are associated with 

changes in attitudes towards PPPs. Therefore strong 

political will and its continuity is an important factor 

for the success of PPP projects. But it is important to 

note that the political support for PPP is often 

independent from the degree of democracy. 

Fundamentally there is a time-mismatch between 

typical short political cycles in democracies and the 

long-term nature of infrastructure PPP projects 

(mostly over 15+ years).  

Market size and payment ability of the 

government and users 

Building and operating infrastructure is expensive 

and there are fundamentally only two major ways to 

pay for it – from the budget through taxation or 

directly from the users. Obviously from an investors’ 

point of view markets with wealthy users of 

infrastructure services are more attractive than 

markets with low-income population, as demand is 

more likely to be there in the first place and 

sustainable in the longer term. The government’s 

payment ability is also considered an important 

aspect, as most PPPs in some sectors rely on partial 

or full government payment for the cost of the PPP. 

Further, the public authority remains a last resort 

option for rescue when projects run into difficulties. 

Therefore where affordability constraints are 

significant, be they at the level of users who pay for 

the service or the ability to tax and generate 

sufficient public resources, PPPs (particularly 
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involving capital investments) are more difficult to 

realise. In regulated industries (for example, power 

generation and distribution), the quality of economic 

(and technical) regulation is another factor.  

Financial markets 

In the long term sustainability requires that the local 

financial market and institutions are capable of 

financing local PPP projects. This includes a variety of 

advantages, including a better knowledge of the local 

market, it avoids the need to resort to multiple 

jurisdictions and makes it easier to provide local 

currency financing. Ideally financial terms need to be 

matched between infrastructure projects (that is, 

long life) and financiers (for example, pension funds 

and project bonds). The degree of development of 

the local capital markets (including contractual 

saving institutions such as pension funds) 

influencing the level of availability of long-term 

financing is an important factor. That said, 

developing banking and capital markets as well as 

domestic pension funds cannot be achieved 

overnight and should not prevent the pursuit of PPP 

projects. Often international banks, including IFIs and 

investment funds, play an important role. Sponsors 

can also gain access to international capital markets 

by issuing international equity, international bonds or 

project bonds. This requires the international 

credibility of companies and requires some corporate 

standards (for example, audited financial statements 

and minimum corporate governance standards). In 

the EBRD region, foreign sponsors often bring such 

credibility and finance their projects on the 

international markets. 

Local private parties 

Although the participation of foreign sponsors may be 

sufficient, especially for large PPP projects, local 

participants are always necessary for the long-term 

sustainability of the PP model. Local private sector 

involvement and expertise is needed at least in the 

following areas: (i) local contractors; (ii) raw material 

providers; (iii) local lawyers and PPP adviser support; 

(iv) local accountants; and so on. In the less-

developed countries some of these functions cannot 

yet be sustainably fulfilled by local parties.  

Although all of these factors are important, their 

relative weight in building a successful environment 

for PPPs remains subject to country specificities 

without a simple one-size-fits-all solution. However, a 

first step for policy-makers is to understand their 

current status and conditions on each of these 

dimensions. The EBRD is working with the Economist 

Intelligence Unit (EIU) on the Infrascope index, an 

assessment of the PPP environment in most of the 

EBRD countries of operations. This follows similar 

work of the EIU with the Inter-American Development 

Bank for Latin America, and with the Asian 

Development Bank for Asia Pacific. The Infrascope 

index will provide an assessment of country 

readiness and capacity for developing commercially 

viable and sustainable PPP projects. Sectoral focus is 

on transport, electricity and water/sanitation at the 

national level. Currently the Infrascope is comprised 

of 19 sub-indicators in 6 categories so that policy-

makers can identify areas of weaknesses and focus 

on these areas for future improvements.1  

With the expansion of the Infrascope to new 

countries and regions the opportunities for 

benchmarking and comparison are wider. It should 

make it possible to compare one aspect in one 

country in Latin America and the same aspect for 

another country in Europe or Asia, for example. 

Global ranking would also become possible in future. 

Therefore, the product is expected to become a 

useful tool for policy-makers, investors, financiers 

and academics. The launch of the Infrascope index 

for the EBRD region is expected in the second half of 

2012.  
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1
 For the currently published work on Infrascope see: 

http://www.eiu.com/site_info.asp?info_name=2010_Infra
scope&page=noads 
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