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Abstract

This paper considers the micro- and macro-economic benefits and costs of Public Private Partnerships
(PPPs) and some implications of implementing new international accounting standards IFRIC 12. If public
sector financia costs are forced to move ‘on balance sheet’ then there are likely to be impacts on the use in
PPPs by governments and other public bodies. This may move the basis of PPP choice towards amore ‘level
playing field" with other financing sources, potentially give a more realistic measure of future public
commitments and liabilities and reduce incentives to use PPPs for budget enlargement. There may be a
refocusing upon the potentia efficiency gains of PPPs and potentially a reduction in their use, depending
upon the exact interpretations of the standards and other factors




1. Introduction

The types of, and motivations for, Public Private Partnerships (PPPs, including Public Finance Initiatives,
PFIs) have varied over time, across sectors and agencies and between countries (see for example: the
European Community’s Green Paper on PPPs, CEC 2004, OECD, 2008; Grout and Stevens 2003).
Significant motivations have been to increase efficiency and spread risk more appropriately compared to
traditional financing methods and to reduce budget and borrowing constraints (HM Treasury 2003a, 2004,
2006; Lonsdale, 2005). However, new international accounting standards (International Financial Reporting
Interpretations Committee (IFRIC): 12 Service Concession Arrangements)! are likely to alter the scope of
PPPs to expand budgets without increasing public borrowing (FRAB, 2007a, p.15), as there are materia
differences between accounting for PPPs under UK GAAP and the basis of accounting proposed by IFRIC.
In the UK, the Treasury has stated: “Where a PPP arrangement meets the definition of a service concession
arrangement within the meaning of IFRIC 12, the public sector grantor should report that infrastructure
assets on its ‘balance sheet’” (FRAB, 2007b). In which case issues concerning the efficiency and
effectiveness of PPPs, compared to their aternatives, are likely to increase in importance and budget

enlarging motivations may decrease.

The term PPP is restricted here to those projects involving private provision, but continued public funding, of
services formally provided by the public sector, whereby the private sector partner assumes substantial
financial, technological and operation risks in the finance, design, build and/or operation of the project,
although it is recognised that PPPs may include other forms of partnership (see for instance: Maone, 2005).
The paper does not seek to consider al of the advantages and disadvantages of individual types of PPP, such
as resource availability, effectiveness, and legitimacy (Coulson, 2005; McQuaid, 2000), but rather
concentrates on comparing the broader motivations and effects of PPPs, primarily focusing on the UK, and

on some potentia implications of changing policies such as IFRIC 12.

The next section provides a brief overview of PPPs in the UK and related typologies while sections 3 and 4
consider, respectively, general micro- and macro-economic reasons for government involvement. Section 5
discusses factors influencing the potential for sustainable overall (i.e. macro-economic) efficiency gains from

using PPPs. Conclusions are drawn in the final section.

2. Background and types of PPPs

The UK has been a leader in the large-scale introduction of PPPs (for example: Ball et a., 2002). From the
first Private Finance Initiatives (PFls) (the forerunner of PPPs) in 1987 to the end of 2006, the UK

1 Service concessions are arrangements whereby a government or other public sector entity grants contracts for the
supply of public services - such as roads, airports, prisons and energy and water supply and distribution facilities - to
private sector operators. They may allow: the operator to receive afinancial asset (i.e. an unconditional contractual right
to receive cash or another financial asset from the government) in return for constructing or upgrading the public sector
asset; or the operator to receive an intangible asset, i.e. no more than aright to charge for the use of the public sector
asset that it constructs or upgrades (a right to charge users is not an unconditional right to receive cash because the
amounts are contingent on the extent to which the public uses the service). Both can exist in a single contract according
to IFRIC 12 (IASB, 2006).




government had signed 590 PPPs, worth around £53 billion (HM Treasury 2007).2 Both major UK political
parties have widely used PPPs and although PFIs were initiated by a Conservative government (which wasin
power from 1979 to 1997), the number and value of new PPPs peaked in the years 2000 and 2003
respectively, after a sharp growth in the years just after the Labour government was elected in 1997.

The private sector has also played an important role in the dissemination of PPPs as the UK has a highly
developed set of private ingtitutions (funders, developers, project managers, operators as well as banks, legal
firms etc.) and a growing secondary market whereby PPP projects can be ‘sold on’ by the developers of the
project to other firms to carry on the contracts. This secondary market with refinancing of PPPs, usualy after
initial construction, was strongly criticised by the National Audit Office (2002) as the public sector gained
relatively little from the large profits, especialy in early PPPs. The public sector has also considerable
experience in the UK. However, at aloca level, individua public bodies may be inexperienced, so for any
individua project the private sector will often have considerably more experience than the local public body,

and may be better able to influence the long run terms and returns on projects to their advantage.

Three main categories of public private partnerships are set out below, concerning: provision of services
(including infrastructure) to the public sector; ownership; and the selling of public sector services to others
(such as through the exploitation of patents). In addition PPPs have, a fourth overlapping role in providing
enabling organisations to provide common ground between public, private and Third (i.e. Not for Profit)

sectors to promote economic and social development policies.

The first, most common, form of PPP concerns the provision of and/or gperation of infrastructure. These PPP
arrangements are where the public sector contracts to purchase services on a long-term basis, so as to take
advantage of private sector management skills and aso to provide an incentive for the private sector by
incorporating a risk element in the private finance. This type of PPP includes concessions and franchises,
where a private sector partner takes on the responshbility for providing a public service, including
maintaining, enhancing or constructing the necessary infrastructure. The most common arrangements are PFI
contracts, often involving the design, build, finance and operation (DBFO) of a particular asset, such as a
hospital, school or road. 3 One simple way to classify PPPsis aong the two continuums of: who operates the
service; and who provides the facilities (building and/or equipment etc.). The first quadrant, combining
service operation and facilities provision and involves build and operate schemes (where the private, and/or
Third, sector both builds a facility and operates it for a defined period, such as 25 years, before handing it

2 The UK government considers PPPs “to cover a range of business structures and partnership arrangements, from the
Private Finance Initiative (PFl) to joint ventures and concessions, to outsourcing, and to the sale of equity stakes in
state-owned businesses’ (HM Treasury 2000, p. 8). The OECD (2008, p.12) defines PPPs “ as an agreement between the
government and one or more private partners (which may include operators and the financers) according to which the
private partners deliver the service in such a manner that the service delivery objectives of the government are aligned
with the profit objectives of the private partners and where the effectiveness of the alignment depends on a sufficient
transfer of risk to the private partners.”

3 In the USA the General Accounting Office (1999) suggested several types of PPPs including: Buy-Build-Operate
(BBO) where the asset is sold to the private sector who improve and operate it; Build-Operate-Transfer (BOT) or Build-
Transfer-Operate (BTO) where the facility is built and operated by the private sector, but transferred to the public sector
at some agreed point; and Build-Own-Operate (BOO) where the public sector may give a franchise but ownership
remains with the private sector.




back to the public sector, e.g. DBFOs). The second quadrant is where the private sector operates the service,
while using public sector owned and supplied facilities; the third quadrant is where the private sector
provides the facility, to be operated by public sector staff (or using private sector staff to maintain the facility
and public sector staff to provide services based in the facility, such as health services, which may include
some DBFOs where some staff remain in the public sector); while the final quadrant would be public sector
provided and operated. In some cases the private firm may sell on their interests to other firms with, as
mentioned above, a market for aspects of the ‘ second phases of PPPs being developed in countries such as
the UK.

FRAB (2007b, pp. 34) suggests that: “DBFO-type PPP contracts appear to exhibit the characteristics of
service concession arrangements covered by IFRIC 12 ... One would therefore expect the private sector
operator of such PPP contracts accounting under IFRS to apply IFRIC 12 ... Once it has been determined that
the PPP arrangement is a service concession within the meaning of IFRIC 12 the grantor should record the
infrastructure as an asset.” Importantly this suggests that the asset moves onto the public sector body’s
balance sheet and counts effectively as increased borrowing. Some PPP contracts are not likely to be covered
by IFRIC12, such as those that do not involve creating, or transferring, an asset or where the private
company owns and retains the asset at the end of the contract. FRAB (2007b) discusses how public bodiesin
the UK should account for service concession arrangements, including PFI contracts. It argues that DBFO-
type PPP contracts appear to exhibit the characteristics of service concession arrangements covered by
IFRIC 12. The impact of these changes on the public borrowing requirement has yet to be seen, as there will
be some discretion in what is considered to be included on the public balance sheet#

The second category of PPP is concerned with the introduction of private sector ownership into state-owned
businesses. This involves arange of possible structures including a stock market flotation, or the introduction
of adtrategic partner, or with the sale of either a majority or a minority ownership stake to the private sector.
The sectors that PPPs have covered in the UK are diverse, contributing to over twenty departments or
devolved governments and particularly in Transport (with 42.1% of al projects by value, £22.4 billion),
Defence (10.6%) and Health (15.5%). In addition, the devolved governments (Scotland, Wales and Northern
Ireland) fund a number of hedth, transport and other PPP projects.

The third type of UK PPP is generating commercia value from public assets, such as sdlling Government
services into wider markets, and other partnership arrangements where private sector expertise and finance
are used to exploit the commercia potential of Government assets. For example innovations from

government research laboratories including defence research may be exploited through a PPP.

Fourth, PPPs have also been used as mechanisms to promote specific policies. These may range from general
local economic development programmes to more specific policies amed at helping the UK to meet the
Lisbon Agenda targets for employment and productivity growth through improved ICT infrastructure (HM

Treasury, 2005). To take a specific case, the UK Government set targets for both the competitiveness and the




extensiveness of the broadband market, including having the most extensive and competitive broadband
market in the G7, athough in the short term there may have been a trade-off between these goas, and
focussing on rolling out broadband at the expense of competition (DTI, 2004). While effective PPPs
involving government departments, which have appropriate experts and knowledge, can arguably be
developed with hardware and software providers, account needs to be taken of the implications of rapid
changes in technology (OECD, 2008).

There has been arange of economic, social and political reasons and motives for the growth of PPPs. These
revolved: firstly around micro-economic arguments concerning the efficiency and effectiveness of public
spending and; secondly, around budget or macro-economic factors (the availability of public investment
resources). While both of these are important, there has been arguably an emphasis in the UK upon micro-
economic factors — bringing in greater innovation and efficient management, as well as, especidly in the
1980s and 1990s, being linked to a transfer of ownership and control from the public to private sector (HM
Treasury, 2003a).

3. Micro-economic drivers of PPP

A magjor part of the PPP agenda is to improve the efficiency and effectiveness of the provision of public
services. This is done mainly through innovations from other, usualy private sector, approaches, and the
development of appropriate incentives to each party and the spreading of risk more appropriately compared
to traditiona financing (e.g. HM Treasury 2003a, 2006). Also important are greater asset utilisation,
economies of scale and ‘cradle-to-grave’ or whole life asset management, the introduction of private sector

management techniques, and suitable creation and enforcement of performance measures and incentives.®

A range of transparent financia and non-financial Key Performance Indicators, targets and associated
sanctions, including comparisons with public sector or other benchmarks, can act as a significant incentive.
They may cover efficiency, effectiveness in terms of outputs, service quality measures, financia
performance and process and activity measures (OECD, 2008). In some cases (e.g. school maintenance in
parts of the USA) achievement of Key Performance Indicators may result in the extension of a contract for a
specified number of years before another open round of competition is enforced and so act as an important

incentive.

The introduction of significant competition into PPPs, and the transfer of endogenous risks to the devel oper

or operator, are important for efficiency and the consequent delivery of value of money.5 PPPs can be seen

4 FRAB (2007b) suggests that once an asset is deemed to be covered by IFRIC12 then it should be separated into
service and infrastructure elements and also interest charges, if appropriate. The asset part then should be valued as
normally for this generic type of asset.

5 Economies of scale may be organisational (e.g. the organisation has breadth and depth of experience) or they may
relate to the physical project (e.g. it may be technically more efficient to construct and/or maintain a series of buildings
rather than doing one).

6 Endogenous risks are where the private sector partners can act to ensure that the expected and actual outcomes are the
same, while exogenous risk is beyond the control of the private sector partner, and may therefore often be borne by the
public sector or shared (with the private sector partner receiving arisk premium related to their share) (see OECD,
2008).




as partway between privatisation and full government delivery (i.e. quadrant four above) in terms of risk
allocation between them. The more functions in a PPP (e.g. one involving operation as well as designing and
building a facility), the greater the potentia risk to be transferred to those best able to take them (i.e. those
who can dea with the risk at least cost), with demand risk particularly important where operations are
involved. The level of competition for, and the contestability of, the PPP is crucial to ensure that there is
suitable transfer of risk to the private partner, although experience suggest that sometimes in the UK

competition has been limited.

The UK government (HM Treasury 2000, 2004) argues that PPPs enable them to tap into the disciplines,
incentives, skills and expertise that private sector firms have developed in the course of their norma

everyday business, while releasing the full potential of the people, knowledge and assets in the public sector.
Here PPPs might be supportive for: changing the organisationa structure of the units which provide the
sarvice; adjusting the organisational culture in order to better enable these ingtitutions to meet the needs of

customers, including those in the private business sector and; closing specific knowledge gaps. The private
sector involvement, the Treasury (2000) argues further, should result in greater commercial incentives for
delivering efficient and effective services, a greater focus on customer requirements, and new and innovative
approaches to providing services or infrastructure. PPPs then may help improve the operation of state-owned
enterprises or replace them with private providers. Meanwhile Government retains the responsibility and
democratic accountability for: deciding between competing objectives, defining the chosen objectives, and
then seeing that they are delivered to the standards required; and ensuring that wider public interests are
safeguarded.

The micro-economic drivers of PPPs emphasize: the importance of choice for the provider of a public
service; and the implementation schemes to exploit possible efficiency gains in the provision of public
services (for example: NHS Executive, 2004). However, there may be no increase in choice of service or
product for the ultimate user of the service. This partly reflects the outcomes of the debates since the 1980s
concerning whether the public sector should have an enabling role, determining the form and level of public
services but not primarily delivering them, or arole as sole provider of services (see for instance: Giloth and
Mier, 1993). The increased role of PPPs suggests that the enabling view of government and governance has
to a degree prevailed. Such microeconomic drivers of PPPs can also to be seen in the context of introducing
and implementing New Public Management (NPM) concepts into the public sector. Within the NPM
paradigm the Public Private Partnership policy is not merely an instrument for providing and financing
public services, which ought to be considered on economic (efficiency, cost and risk) grounds, on a case by
case basis, but aso as a genera policy to foster the implementation of private economic sector management
principles and economic @ncepts in the public sector. However, critics argue that NPM is in decline
(Dunleavy et d., 2006) and it remains to be seen if new forms of digit governance may parallel different
forms of PPP type public financing.

There are avariety of related factors that have affected the development and implementation of PPPs such as
varying vaue and ethical systems between the public and private sector actors (OECD, 2008; McQuaid,
2000), poor contractual design and arrangements and inappropriate risk sharing (based partly on limited

6



expertise, experience and capacity, especially at a loca level), as well as accountability (Pollock et al.,
2007).

In addition to the perceived benefits of an enabling approach, PPPs have potential problems concerning: the
ability to learn the lessons from providing the service in order to develop a policy; the availability of actors
who can carry out the service, be they in the private, public or Third sectors; and the danger of the
organisation failing to ‘learn’ from past experience and so repeating mistakes of the past or ‘reinventing the
whed’ due to a lack of corporate ‘memory’. The theoretical and empirical benefits of economies of scale
may be outweighed by the disadvantages of lack of local knowledge and continuity on the part of large-scale
providers. PPPs have also restricted the ability of decision makers to reduce their maintenance, or even
provision, of facilities or which fecilities to close at times of changing demand or budget tightening (see
below).

Evidence related to experience with public private partnerships has been mixed (e.g. Joumard et a., 2004).
Some projects have been considered a success, having been completed on time and budget and having
proved to be a cost effective method of delivering public services, while others have failed to deliver the
expected gains. In some cases there have been significant delays associated with the interpretation of
relevant contracts, cost overruns experienced because parts of projects had not been fully submitted to
competitive pressures, and bailouts in some cases by the public sector in a number of countries (see for
example, WATIAC, 2004). In the UK there have been increasing problems with tendering, for example with
few bidders completing detailed bids, or large changes made to the tender after the preferred bidder had been
chosen, hence reducing the eement of competition (NOA, 2007). Pollock et a. (2007) argue that the
evidence provided by the Treasury on improved cost and time overrun in PPPs are fundamentally flawed and
that the appraisal guidance provided in the Treasury’s (2003b) ‘Green Book’ for comparing PPPs with other
methods of procurement is biased to favour PFI. There have aso been other criticisms of specific schemes
(e.g. House of Commons Public Accounts Committee, 1998, 2003; NAO, 1999, 2002, 2007). Finaly, the
distribution of costs and benefits of new PPPs on different parts of society is important, especialy where
they are funded out of public expenditure, but has been under researched. By carefully specifying the terms
of PPPs it may be possible to improve (or make worse) distributional effects. Of course, overruns are
common in non-PPP projects, often due to poor planning resulting in changing specifications etc. during

construction.

4. Macro-economic driversof PPP

For most OECD member states it may be assumed that so far there exists only a minor macro-economic
impact of PPP on macro-economic efficiency because — the United Kingdom, Australia, New Zealand being
possible exceptions — this dimension of PPP appears to be rdatively small. In the late 1990s there was a
legacy of under-investment in public infrastructure (schools, hospitals, transport etc.) from the previous two
or three decades. This was worsened as during the 1980s and 1990s local government, in particular, had




often reacted to budget constraints through reducing maintenance, resulting in a long-term repair and
rebuilding backlogs, together with requirements to bring in new technology infrastructure.

EU and European Monetary Union rules on Member State budget deficits and debt (and the UK’ s *Golden
Rule’, whereby public finances are balanced over the economic cycle) limit the amounts that public
borrowing should rise. This encourages ‘off baance sheet’ funding where PPP finances do not appear as
large capital expenditures in the year in which they occur, but rather as a series of smaller annual ‘ revenue
expenditures over the life of the project.” This can allow the speeding up of new infrastructure programmes

with no apparent increase in public borrowing (i.e. aform of budget enlargement).

Reducing the overal tax burden (including social security contributions) is another driver of PPP. Tax
competition within and outside the European Union — including from the new Member States — has made it
difficult and risky to raise these ratios further. Pressures from globalisation and the ageing demographic
structures also suggest that in the longer term significant tax rises are likely to be more difficult than in the
past, so encouraging ‘ off balance sheet’ expenditure.

Deregulation and economic structural change has made some sectors, which had been dominated by public
firms, attractive for PPPs. Formerly sheltered sectors such as parts of the transport or health services have
been pressured to, or are expected to, become more competitive markets with the entry of private
competitors, the transfer of organisations from public to private, or the creation of ‘internal markets' (internal
to the public providers). Further, the European Union Green Paper on PPPs (CEC, 2004) and other
development policies at the local, nationa and European Union levels (Jones, 2000) deliberately promoted
network building between private and public partners, particularly in the fields of structural and regiona
policies.

In some cases the PPP mechanism is used to raise public investment for realising land vaues that would
normally be unavailable to the public body without the PPP for political or land use planning reasons. For
example, some local authorities have promoted PPPs that result in greenbelt or recreation sites (such as
sports fields) being developed, partly due to limited funding or borrowing permission from central
government. Normally such sites could not be developed because they are ‘protected’ by the planning system
and other loca and national policies (e.g. to promote sports and maintain the provision of sports fields).
Private housing would not normally be allowed to be developed on such sites. However, under the PPP,
proposals are made to build, for example, a school on such ‘protected’ sites, in the expectation that local
people will not oppose a new public facility. The local authority (or other public body) is then able to sell the
former school site for housing. According to the director of one education department “(w)e are realising and
taking advantage of the land values coming as housing development” (SC, 2005). The net result is that the

previous greenbelt is built upon and there is an increase in housing development in locations that local

7 For example, a Lothian Regional Council’s criteria for funding were to determine if it “was unable to procure the
necessary funding via traditional procurement routes. Once this had been established, Lothian Regional Council
examined different forms of PPPs with its principal objective being to ensure that CAPEX (capital expenditure) was
‘off balance sheet’ (Scottish Parliament, 2002; see also House of Commons, 2001).




planning policies often would not necessarily have permitted. In this way PPPs can generate capital gains for
the public authority (and other PPP partners, albeit with risks possibly being shared over future land prices
etc.) that would not otherwise be available. In addition, in some cases norma planning conditions of a
minimum level of socia housing being included in housing developments appear to have been reduced (and

clearly this affects the capital value of the site).

Findly, the IFRIC and hence EU and UK’ s changing attitude to, or clarification of, the financia treatment of
PPPs is of importance. The new international accounting standards that have been adopted by the European
Commission should fundamentally ater the scope of PPPs to enlarge short-term government budgets by
transferring investment ‘ off balance sheet’. The UK government announced that it will move to reporting
under European Commission adopted international financial reporting standards (IFRS) from 2009, with
potentially important implications for PPPs (FRAB, 2007a). So, depending on the exact interpretations of
governments and the way in which the standards are adopted as, there may be little budget ‘ enlargement’
advantage in PPPs compared to ‘ordinary’ public sector borrowing or other financing. This would arguably
bring PPP onto a ‘level playing field” with other financing sources and aso give arealistic measure of future
public commitments and debt. Hence PPPs would be judged, compared to other financing and
implementation mechanisms, relatively more on their efficiency and effectiveness basis than on budget
enlargement (through a form of ‘fiscal illusion’ where current capital expenditure does not explicitly appear
in government accounts as increased borrowing or liabilities). In those types of PPPs in which financial costs
are forced to move ‘on balance sheet’ (albeit with the shifting of some more risk to the private sector) and
the future liabilities counted as a component of national debt, it is likely that a change in the financial
treatment of PPPswill have an impact in the UK and other EU Member States

5. National efficiency gainsor losses through PPPs

In the context of PPPs and overall national efficiency, amajor issue of concern is whether PPPs are used as a
means to reduce the apparent tax burden, for example as measured by the tax to GDP-ratio? If activities can
be shifted, at least partly, from the public sector to the private sector then it can be argued that, ceteris
paribus, a reduction of the tax burden should be achieved. This may be only an apparent shift in tax burden
as public sector ligbilities will remain even if capital or operating expenditure is reduced in the short term.

However, if PPPs actually improve efficiency then there could be a reduction in tax to GDP-ratios without a
loss of service provision (and the reverse if PPPs are less efficient overall). For identifying the potentia

impact of PPPs on overal efficiency and tax to GDP-ratios severa dimensions of PPPs have to be
digtinguished in order to define the relevant scenario for comparisons with aternative forms of providing and
financing.

First, what is the aternative to PPP finance of a project that is relevant for comparison? The impact of PPP
projects on overal efficiency will be different, for example according to whether the project: could not ke

accomplished otherwise; could only be achieved later or to a lower standard; or could be achieved only by
debt finance. If a construct and operate-type project’s construction would otherwise be funded mainly by




government debt, then a PPP will normally reduce debt, interest payments, and government spending on
public sector staff and other costs. However, if the costs of the contract are allocated to current government
expenditure, then there should not be any difference in operating costs between a PPP situation and direct
government provision (assuming efficiencies are the same in each case and that all labour, capital and other
cogts, including pensions etc. are fully costed in). The capita expenditure on a public sector project will
normaly lead to an increase in debt, while the PPP expenditure may not be allocated against government
capital expenditure but rather against revenue expenditure (although in a perfect market the long-term costs
of each should theoretically be the same).

Second, it makes a difference if a PPP project is financed by government taxes or by user charges over its
life cycle. User charge financed PPP projects may have a downward impact on the tax burden and tax to
GDP-ratios, although some citizens might prefer paying user charges for the use of (semi-) private services
to paying taxes for public goods (although different charging regimes would affect demand for services).
However, if it is hard to avoid such expenditure there is — given equal efficiency of the alternatives — an
equa burden on private income in both cases. User charges could then come very close to taxation, which is
unproblematic if the principle of equivalence finance is considered to be superior to ability-to-pay-finance
and if the supply of the service is the same in each case (arguably tax funded public provision, or a PPP
based on an incorrect level of demand, could over or under estimate the supply and demand). There may also
be distributional and equity issues asthe burden of taxes and user charges will vary between individuals.

If a PPP project is financed by government debt, and if taxes are collected during the use and payback period
of the project, then the contractual design could make a difference for tax burden-comparisons. Assuming
that PPP and government funded projects are equally efficient, there should be no cash flow if the debt to
pay for the project is paid back evenly every year. However, if the debt is paid back unevenly (e.g. in early
years more interest but even amounts of capital are paid) then PPPs might result in relatively less expenditure
in early years and more in later years — which may be politicaly expedient in the short term for a
government. However, when inflation is considered the picture may differ according to contract details. if
PPP payments go up with inflation then in later years there could be greater real public expenditure — and
overal efficiency could be reduced.

Third the statistical treatment of public expenditure may play arole in the time path of tax to GDP-ratios
and thus in the interpretation of “efficiency gains’. Conventional public investment is treated as expenditure
in public account dtatistics in the periods when projects are undertaken. In the case of PPP — e.g. when the
public sector purchases services from infrastructure utilities — public expenditure may be spread over amuch
longer period. Consequently in periods when reliance on PPPs is increasing there will be a transitory
reduction of public debt or expenditure and of the tax to GDP-ratios. Unless there are clear rules that future
liabilities through PPPs need to be included with government debt liabilities then it is likely that
governments may be attracted to PPPs as a means to finance projects ‘ off balance sheet’. Without the explicit
recognition of the scale of future public commitments being fully taken into account, the large scale use of
PPPs can lead to major increases in public spending on capital projects and an associated short-term
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economic stimulus. In the longer term capital expenditure may be less as the PPP commitments, like debt,
must be paid, limiting future capital expenditure.

Fourth, PPPs can be used to realise the value of public assets that could not normally be achieved (for
political or policy reasons). The example of building new schools on greenbelt land and then selling the
former school site for housing has been discussed earlier. While such a transaction could possibly be carried
out solely through public transactions, it may be more difficult to do so politically. In such cases PPPs could

contribute to raising overall financial expenditure.

However, fifth, there may be changes in future freedom of action. There is a danger of long-term PPP
contracts tying an organisation into a specific type of technology (or a particular building layout and usage)
for decades, and hence reducing flexibility and the introduction of newer technologies in the future. For
example if a PPP is used to build a hospital suitable for the current period, but then rapid technology, and/or
the organisation of the activity, changes it may be very expensive to ater IT infrastructure and building
layouts, so reducing future adaptability and efficiency and effectiveness. There is a further issue of the
potential lack of competitiveness and higher prices in, for example, even minor aterations of infrastructure
during the life of a PPP project depending on the contractua details.

As the different dimensions influencing a PPP interact, a comprehensive analysis would be needed into a
large number of different cases or scenarios. Our analysis demonstrates that there is a broad scope of
potential outcomes regarding the impact of PPP on overdl efficiency and tax to GDP-ratios, and that there is

no straightforward answer to the relationship between PPP and overall macro-economic efficiency.

6. Conclusons

The use of Public Private Partnerships has grown until recently. In the UK the government has argued for
PPPs on resource availability, efficiency and quality of delivery grounds while accepting continued
government control and financing of most services and infrastructure. In genera there appears to be a
reluctance to increase the level of direct privatisation in most cases, although PPPs can in some cases be seen
as a middle way between privatisation and public delivery, or as a means to introduce New Public
Management concepts into public services.

Being confronted with large investment needs but with restrictions being placed on a government’s ahility to
draw on borrowed money, new forms of investment finance unsurprisingly received the attention of policy
makers. In different circumstances, PPPs are therefore primarily considered as a possible means to raise
private funds and thus to close infrastructure gaps faster, and/or to improve the efficiency of the provision of
infrastructure and services. More theoretical analysis of PPP would be useful, for instance through adapting
principal-agent models, theories of co-operation, trust and partnership. One issue that remains crucia to the
future impacts of PPPs is whether they offer genuine and sustainable increases in efficiency and
effectiveness compared to the dternatives. If they do so then they should have a positive impact on future
public resource availability, but if they do not then they may provide short-term financial and political

benefits but at the cost of constraining future decision makers and placing greater pressures on public
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finances in the longer-term. Our analysis demonstrates that there is a broad variety of potential outcomes
regarding the impact of PPP on overal expenditure and efficiency.

The implementation of the new international accounting standards proposed by International Financial

Reporting Interpretations Committee (IFRIC-12), and accepted by the European Commission, will have an
important effect on the future use of PPPs. As the Treasury’s Financial Reporting Advisory Board states
“There will be an impact on budgets where the accounting treatment changes as a result of the proposals...”
(FRAB, 2008), and current accounting procedures do not adequately take account of the “balance sheet”

impacts, although thiswill vary for different users of PPPs. It may take some time to implement IFRIC-12 as
each type of PPP may need to be considered separately by the relevant agency or government department
and the details of future International Public Sector Accounting Standards become clearer. There will almost
certainly be strenuous efforts to find ways of continuing to put public expenditure ‘ off balance sheet’ either
through new forms of PPPs or otherwise. For instance, assets might be provided through private sector
classified organizations or sponsors that have areason for the residual use of the assets created on its behalf,
or through the private sector investing in Third sector organizations to enable them to undertake roles often
undertaken by government (e.g. private investment in social housing), or through using unreglized gains on

public assets as an input into a partnership.

Although there is some discretion in the government’s exact interpretation of the accounting standards, and
hence in what should be included on the public sector balance sheet, part of the public sector financial costs
of PPPs will be forced to move ‘on balance sheet’ and future liabilities counted as a component of national

debt. Thiswould partly change the basis of the choice o using PPPs towards a more ‘leve playing field’

with other financing sources and also give amore realistic measure of future public commitments and debt.
Hence PPPs would be judged, compared to other financing and implementation mechanisms, on their

efficiency and effectiveness basis, rather than on the basis of budget enlargement through leaving related
liabilities ‘off kalance sheet’. Of course, issues such as value for money, efficiency, competition, capital

availahility, the politics of service provision (e.g. in the Health Service), contractual design and management,
regulatory mechanisms and the sharing of risk will remain of key importance. Although the motivation for,
and types of, PPPs differ across different EU Member States, levels of government and types of public body,
the overall conclusion isthat if new standards for accounting for PPPs are fully implemented then there may
be a reduction in PPPs and a refocusing upon their potential efficiency gains. There remains a continued
need for learning between public and private sector actors concerning the processes and outcomes leading to
the future devel opment, operation of Private Public Partnerships.
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