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Executive Summary

Faced with increasing public demands and constraints on resources, governments are increasingly partnering with the private sector to develop and deliver public service. This paper tries to explore a popular policy instrument Public-Private Partnership (P3) from both theoretical and practical perspectives.  The first part of this paper explored the evolution of the concept of P3 and its scope and various forms of operation.  The second section discussed why P3 become so popular with the government.  Special focus will be placed on the changing role of the government and the selection criteria for policy instrument. In the third part, a positive and a negative P3 example are examined to demonstrate the advantages and disadvantages of public-private partnerships. Some principles are also discussed with respect to P3 implementation.  

What is P3?

A Historical Overview

A Public-Private Partnership (P3) is a policy instrument established on the basis of collaborative arrangements between public sector and private sector. The concept of P3 is not new, and its roots date back to the early 1980s when the governments of UK and USA began a discussion on privatization:

Presidents Carter and Reagan in the USA and Prime Minister Thatcher in the UK strongly encouraged governments at all levels not only to privatize but to look to the private sector as a role model and potential partner. The result has been a dramatic growth in the development of a very wide range of public-private partnerships and public policy in regard to such partnerships

This policy shift then spread across the world in 1990s. In 1993, the Canadian Council for Public-Private Partnerships (CCP3) was established as a non-profit organization with the objective to “foster innovative forms of cooperation between the public sector…and the private sector.”
 The Canadian federal government integrated this new tool in its “Policy on Alternative Service Delivery,” which focused on innovative solutions in the area of public service. A Canadian guide on P3 was issued by Industry Canada in 2001.Some Canadian provincial governments, such as Nova Scotia and British Columbia, successively issued their own P3 strategies or guides. By now, P3 has become a very popular and important tool of public policy.

Definition TA \l "Definition" \s "Definition" \c 1 
The Canadian Council for Public-Private Partnerships (CCP3) defines P3 as “a co-operative venture for the provision of infrastructure or services, built on the expertise of each partner that best meets clearly defined public needs, through the most appropriate allocation of resources, risks, and rewards”.

Although the main idea behind various P3s is quite the same as this approach focuses on how to utilize private sector’s expertise and resources to address public needs or to meet political goals, there is no standard definition about P3 across the field for a number of reasons. First, P3 takes a wide variety of forms, depending on the extent to which private sector is involved. On one end, while some governments would include “contracting out” as a form of P3, others would like to exclude it because a simple contractual relationship cannot be considered as a partnership. The same situation happens at the other end. “Privatization” is a form of P3 in USA but is not considered as a form of partnership in Canada
. The reason is that Canada’s P3 contains an important characteristic of risk sharing but this feature is missing in privatization. 

Second, as Peter Aucoin pointed out, “the very term ‘partnership’ can raise difficulties because it has a particular and exact meaning in law, especially with regard to assets and liabilities”
 For this reason, the Canadian federal government chooses “collaborative arrangements” to describe such relationships between public sector and private sector.  

Third, the development of P3 has blurred the boundaries between public and private sector. In some cases, an organization, established under provincial P3, enters into a new partnership with federal government. In other cases, more than two parties are involved in partnerships, including not only public and private sectors, but also non-profit sectors. This leads to a growing trend in governments to focus on the partnership itself, regardless of who the partners are. For example, the term partnership is very broadly defined in Canada’s Alternative Service Delivery Policy: 

Partnership/collaborative arrangements are arrangements between a government organization and one or more parties in which they agree to co-operate on the delivery of a program or service that fulfils objectives of the Government of Canada …Partnerships and collaborative arrangements…can include those with other levels of government, both within Canada and internationally, as well as with the private and the not-for-profit sector (commercial or voluntary organizations).

In addition, the concept of partnership has also evolved rapidly that a traditionally defined partnership which focuses on the implementation stage could no longer reflect the reality. According to M. Charih & A. Daniels (1997), many P3 has shifted from the back end implementation to the front. Based on the continuum of power sharing, four kinds of partnership emerged
:  

(1) Consultative (information sharing)

(2) Contributory (support sharing)

(3) Operational (work sharing)
(4) Collaborative (decision-sharing)
In sum, to capture the new reality about P3, a broader view of partnership should be taken not only in terms of the forms of partnership, the composition of partners but also in terms of partnership management.  

Scale of P3

As discussed before, the scale of P3 is very wide because the “allocation of resources, risk and rewards” varies from case to case. The variety of P3 along with risk sharing continuum is illustrated by the following picture.
 These different partnership arrangements are labeled by the degree of participation of the private sector. For example, a Build-Own-Operate-Transfer (BOOT) model means that “a private entity receives a franchise to finance, design, build and operate a facility (and to charge user fees) for a specified period, after which ownership is transferred back to the public sector”
. 
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Why P3?

Lots of reasons can explain why governments engage in P3. This paper will explore two of these reasons: the role shift of the government, and the selection criteria for policy instrument.

The Role Shift of the Government XE "The Role Shift of the Government"  

The prevalence of P3 is not accidental, but stems from a fundamental role shift of the government: from the controller to the partner. This change is driven by a number of internal and external factors. Internally, as the following table illustrates, the public debts in many OECD countries grew rapidly during 1980s. 

Table1 Central Government Debt presented as % of GDP (from 1983 to 1987)

	Country
	1983
	1984
	1985
	1986
	1987

	Australia
	7.978
	10.445
	11.897
	12.426
	12.028

	Canada
	34.208
	37.242
	41.6
	43.647
	44.524

	Germany
	17.908
	18.32
	18.913
	18.868
	19.59

	Japan
	46.954
	47.407
	49.254
	53.57
	53.464

	United States
	31.808
	32.701
	35.391
	38.784
	39.733


*Note: this table adapted from the OECD’s finance statistics database

The efforts to close these deficits led to extensive spending cuts and public service downsizing. Along with the downsizing, there is a rising perception that governments face substantial limitations in meeting increasing public demands.  On the other hand, in 1979, Margaret Thatcher introduced an extensive public sector reform in Britain. A new idea was brought to the field of public administration at that time: the public sector is not the monopoly provider of public service. The private sector could deliver public services in a more efficient way. This idea gave “a clear view of what alternative mechanism of corporate governance could achieve,”
 and it was widely adopted by many governments to fight with fiscal crisis. 

Externally, the development of information technology has weakened governments’ power over individuals. Increased public expectations of good governance require the government to become more transparent, responsive, flexible, and effective. Globalization also poses great challenges for governments in terms of promoting domestic private sector’s capacity and strengthening their international competitiveness. In the academic area, the New Public Management (NPM) emerged in 1990s with an emphasis on decentralization and efficiency. NPM concerns about adopting private sector’s management techniques to the public sector. It soon became a wide-accepted theory in many governments’ public reforms.  

In short, a combination of internal impetus and external pressures has made governments aware that they cannot achieve sustainable development on their own. A role of controller no longer suit the current era. As Jim Armstrong and Donald G. Lenihan point out, 

The new politics calls for new skills-skills in building bridges and alliances, broking interests, forging consensus, articulating shared values…The future of governance is partnership and shared responsibility

Selection Criteria for Policy Instrument 

An important thing to keep in mind is that the choice of policy instrument not only presents certain means to achieve policy objectives, but also entails values. These values are changing over time and this creates the dynamic. The value change is closely associated with the role shifting of the government as discussed before. As a result, traditional instruments are replaced by the new instruments, which not only have practical meaning, but also symbolize a new ideology. The decline of Crown Corporations and the boost of P3 illustrate this point. As we know, the Crown Corporation is a traditional policy instrument used by the governments to provide essential goods or services to the public. These goods or services may be risky or expensive for the private sector so Crown Corporations are established to fill the gap. However, critics arise along with the development of free market economics. Many people argued that the Crown Corporation should be privatized to get rid of the public monopoly, to foster the private sector’s capacity in these critical areas, to improve efficiency, and to avoid political influence. Under this circumstance, P3 soon attracts a lot of attention as an alternative policy instrument. The reason behind this instrument selection is best reflected by the following statement ”the term partner conveys a sense of empowerment, flexibility, collaboration, consultation, proactivity, efficient and a service orientation.”
 

Another aspect of instrument selection implies an evaluation of policy instruments based on five common criteria: effectiveness, political feasibility, administrative feasibility, efficiency, and equity. 

(1) Effectiveness. This criterion focuses on the technical aspect of policy implementation. It tries to answer the question like “Can the job be done through this instrument?” The rationale for choosing P3 in terms of effectiveness is that given the downsizing of public servants, the specialization of the private sector contributes critical mass of expertise to the public sector and this technical capacity is very useful for achieving policy objectives. For example, many governments are partnering with private IT companies to implement e-government programs.

(2) Political feasibility. The wide practice of P3 in many counties has proved that it is politically acceptable. P3 not only addresses the fiscal constraints of governments to reduce public expending, but also responds to the increasing public demands and the advocates about NPM. 

(3) Administrative feasibility. The main controversy about P3 centers on the administrative problems. The most prominent problem is how to hold private sector accountable for delivering public service. As a policy instrument, P3 must serve the public interest while at the same time produce mutual benefits for all partners. However, the profit bottom line of the private sector may cause unexpected consequences, such as inferior service, high user fee, etc. This characteristic of the private sector creates a lot of new management challenges for the government.  For example, how to select partners to reduce potential conflicts associated with management culture, how to clarify the roles and responsibilities among partners, how to monitor and evaluate partners’ performance, how to secure public interest, etc. All these challenges do not mean that P3 is not feasible, but rather that many situations should be carefully examined before P3 is used. Many successful P3 illustrate that the government could make a good use of this instrument if certain conditions are met and the process is appropriately managed. 

(4) Efficiency. As discussed before, the government’s initial motive to adopt P3 is to reduce cost. The rationale is that private sector is more efficient than the public sector in terms of cost control because market competition provides continuous incentives to minimize cost and maximize profit. 

(5) Equity. The use of P3 demonstrates that the private sector is given equal opportunities to compete with governments’ departments, agencies, and crown corporations in the areas of public service delivery. However, how to ensure the equity criterion will be complied among all partners in P3 is a challenge. This is because first, every partner has its own perceptions about equity. For the government, equity requires not only the subjective efforts but also the objective effects should be equitable. For the private sector, equity may just mean fair treatment. Second, to respect and maintain the values of public service is a new challenge for the private partners. Their abilities to effectively deal with equity issues are limited. This requires that the government communicate clearly about the policy objectives and make a lot of effort to help the partners in equity issues. Third, the private partners may have their own interests or bias. This may also harm the equity principle. 

The third aspect of policy instrument selection is that the complex problems and multipurpose policies usually require a blend of policy instruments to strike a balance between various interests. The use of P3 often comes with other instruments such as spending, information, regulation, etc. For example, the Canadian Tourism Commission (CTC) is a P3 between three levels of governments and the tourism industry seeking to “increase awareness of and interest in Canada as a premiere four-season tourism destination.”
 At the same time, CTC is structured as a Crown Corporation rather than a joint venture between the public and private sector. Therefore, it is important to note that the success of P3 is not only dependent on the instrument itself, but also dependent on how well instrument packages work. To leverage the maximum benefit of P3, a comprehensive approach should be taken. 

How to Develop P3? 

In this part, a positive and a negative P3 example will be discussed according to a P3 matrix. The purposes of the discussion are to explore: (1) the pros and cons of P3, (2) the implementation problems associated with P3, and (3) how to overcome these problems. 

P3 Matrix XE "PPP Matrix" 
Generally, five parameters can be used to analyze P3: what (the purpose), who (the partners), when (the timeline), where (the areas) and how (the process). The following table details the components in P3 analysis.

Table 2 P3 Matrix

	Parameter
	Components

	What is the purpose?
	· Focus: range from external-oriented to internal oriented 

· Aims: range from employment creation to employment redistribution

· Range of activities: range from single project to long-term program

· Level: range from strategic-oriented to one-off project collaboration

	Who is involved?
	· Range of actors: range from public sector to private sector

· Structure: range from legal binding contracts to general agreements

· Process of mobilization: range from top-down approach to bottom-up approach

· Power relationship: range from unequal power to fair power relationship

	When?
	· Stages: range from pre-development to operation

· Decision points: range from close partnership to continuous partnership

	Where?
	· Area: range from geographical area to client group

	How?
	· Implementation mechanism: range from stand-alone partnership organization to agreements influencing existing services


*Note: this table is adapted from S. Osborne (ed), Public–Private Partnerships: Theory and Practice in International Perspective., p13

Case1: The Confederation Bridge

The Confederation Bridge is a 13 km toll bridge built in 1997 linking Prince Edward Island to New Brunswick. It is a Build-Own-Transfer P3 project valued at $840 million. 

· What: The main purpose in building this bridge is to reduce public cost because the ferry services between these two provinces brought about “increasing subsidy payments and periodic capital replacements” 
  The reason for choosing P3 is twofold. On the one hand, this long bridge requires huge investments and private financing can greatly relieve the fiscal pressure. On the other hand, private technical expertises are needed to overcome environmental challenges, such as building into and over ice-covered waters.  In sum, this P3 can be categorized as an external-oriented, a project driven, and a long term program. 
· Who: The partners include the federal government, two provincial governments (New Brunswick and PEI), and a private company Strait Crossing Development Inc (SCDI). The federal department Public Works and Government Services Canada (PWGSC) “played the lead role in project initiation, feasibility analysis, proposal development, developer selection, negotiations and progress monitoring”
. Other federal departments, such as transport, finance, environment, and justice, all participated in the feasibility analysis and proposal development process. A New Brunswick Crown Corporation was also created as a part of financing arrangement.  The partnership structure features not only public-private partnership, but also extensive intergovernmental collaboration. For example, a tri-partite agreement was developed among three governments to deal with consumption tax and other jurisdictional conflicts. 

· When: From the proposal stage to the completed construction, this project lasted about 10 years.  The construction period is 44 months. According to the contracts, SCDI will operate the bridge for 35 years (from 1997 to 2032), then transfer the bridge to the federal government.

· Where: This project focused on the province of PEI. “In fact, the Canadian government was able to persuade Prince Edward Island to join Confederation in large part by promising to provide
“a continuous means of communication between Prince Edward Island and the mainland.” And, “during (these) early days, there was often talk about a bridge, or even a tunnel under the Strait, but neither option was financially viable.”

· How: “To meet the requirements of all levels of government, the private sector, the capital markets, insurers, and sureties providing security for various project risks”
, this project adopted a very prudent approach with an emphasis on risk management. The process of feasibility analysis and negotiation were quite long due to extensive scrutiny and evaluation and legislation amendments. Some other factors such as a federal election also caused significant delay of the project.

Overall, this infrastructure project provides a very positive experience about P3. The advantages of P3 in this case can be summarized as the follows:

· A 1+1>2 effects: It is hard to image that such a big project could be completed without the collaborations among all partners. Compared with the government’s former failing efforts to build such an infrastructure, this project successfully overcame the financial constraints. The impressive accomplishments clearly demonstrated a “one plus one is more than two” effect. 

· Innovative solution: This Bridge gained good reputation for its innovative design. For example, this bridge achieved a 100-year design life while most bridges have only a 40-50 year life span. This engineering marvel is brought about by the expertise in both private and public sector.

· Effectiveness and efficiency: Given the complex geology and bad weather conditions (construction season lasted only six months each year)
, a 44-month construction period is really remarkable. This confirms the former discussion about the evaluation criteria about instrument selection. The fact proves that private developer is more competent in achieving effectiveness and efficiency.

Case2: Sponsorship Program

Sponsorship Program is a contracting out P3 program initiated in 1997. Unfortunately, this program appeared to become a scandal and got cancelled on December 2003.

· What: Sponsorship Program was designed to promote the profile of federal government in Quebec. The leading federal department PWGSC “chose to contract with advertising and communication agencies to manage and administer the sponsorships”
 because the department had inadequate marketing experiences. According to the arrangements, the government would “provide financial resources to support cultural and community events”
. In return, these agencies “agreed to provide visibility by, for example, using the Canada wordmark and other symbols such as the Canadian flag at their events, and on promotional material”
. 
In general, this program focused on utilizing external expertise. The nature of this program was more strategic-driven rather than project-driven, and it was internal-oriented as there were little risk sharing arrangements in the contracting out model.
· Who:  A branch of PWGSC--the Communication Coordination Services Branch (CCSB), was created to lead this program. In 2001, CCSB was merged with the Canada Information office, and the new organization Communication Canada took over the responsibilities for this program. As to the private sector, various advertising companies or communication agencies were involved. According to the Audit General’s 2003 report, some Crown Corporations were also involved in this program although no evidence showed that CCSB had formal agreements with these entities on sponsored programs. In fact, “CCSB made payments to Crown corporations through communications agencies with whom it had to contract, rather than transferring the funds to the corporations directly”
. These transfers were highly questioned by the Auditor General as the approach “did not conform to the intent of Treasury Board’s Policy on Transfer Payments”
.

· When: The following figure shows the spending on sponsored events from 1997 to 2003.
 Among all the expenditures, over $100 million was paid as commissions to the private companies. [image: image1.png]Expenditures.
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Figure 2: Sponsorship Program—Expenditures and events sponsored

· Where: This program targeted at the Province of Quebec. As we know, Quebec separatism has long been an important concern of the federal government. In 1995, Quebecers hold a referendum on the separation issue. The proposal was barely against at last. This marginal winning led to the creation of the Sponsorship Program.  

· How: The implementation process of this program was messy. The program has been audited at least three times since 2000 for misused funds and mismanagement problems. The 2003 Auditor General’s report and the newest Gomery report provided some detailed and in-depth findings about this scandal:

· “Clear evidence of political involvement in the administration of the Sponsorship Program”
 
· “The use of the Sponsorship Program for purposes other than national unity or federal visibility because of a lack of objectives, criteria and guidelines for the Program” 

· “Gross overcharging by communication agencies for hours worked and goods and services provided”

· “Documentation was very poor and there was little evidence of analysis to support the expenditure of more than $250 million.” 

· “Those responsible for managing the program broke the government's own rules in the way they selected communications agencies and awarded contracts to them.” 
 
In sum, this case presents many negative aspects of P3. It suggests that the P3 program could go terribly wrong, and the following disadvantages should not be overlooked:

· Sacrificed public interests. The public interests can be harmed in two ways. On the one side, political corruption could distort the original intention of the program. On the other side, the private sector will “steal” the taxpayer’s money for their own purposes if there is a lack of performance and risk management. In this case, the public interests suffered a double harm because the political patronage combined both the politicians and the private companies. 

· Accountability problems: The accountability challenges are twofold. First, within the public sector, public servants have only delegated authorities and they are not publicly accountable. The public servants exist as an institution to constraint the Ministers’ power through providing impartial policy advices and speaking truth to the power. In this case, the top-down decision-making process weakened the function of public servants. On the other hand, public servants’ fear and reluctance to “speak truth to power” worsened the situation. 

Second, in the private sector, the contracting out model puts little risk on the private partners. In addition, the private sector bears virtually no responsibilities when there is a lacking of clear objectives and program guidelines. As a result, when things went wrong, none of the Ministers, the public servants and the private sector would acknowledge their responsibilities for the problems. No wonder “Who is responsible” became the title of the newest Gomery’s report. 

· Partner selection problem: The partner selection might fail either because the process is manipulated by someone or because there is a weak market and the potential partners are limited. In this case, as Gomery’s report indicated, the partner selection process was camouflaged competitively, but, in fact, only those “Liberal-friendly” companies got the bid. 

· Organizational difficulties: Long-term P3 programs need to deal with many organizational difficulties. In the public sector, the government organizations undergo constant restructuring result from party election or public sector reform. This restructuring will cause significant problems such as incoherent policy and different government priorities.  In the private sector, the risk of bankruptcy should never be underestimated. Both of these two cases imply certain organizational difficulties. In the first case, the project (the use of got is very colloquial) was significantly delayed due to a federal election. In the second case, there was a merge of government organizations. The new organization is created to strengthen the implementation of the program.

Lesson Learned: Principles for Implementation

The above two cases indicate there are many implementation problems in P3. Some problems, such as inadequate communication, turf protection, and competing interests, are common problems suffered by all types of policy instruments. Other problems, such as lose of control, inferior services, and sacrificed public interests, are more likely to occur during a P3 process. 

Many guiding principles have been proposed from the stand of public sector. Generally, the main points can be summarized as the follows:

· The reason for using P3 must be justified to make sure that the policy objectives will be better achieved by this instrument based on a comprehensive assessment on all aspects of P3, such as potential benefits and risk, market condition, etc; 

· The government should have clear criteria in terms of partner selection. The selection process should be competitive, impartial, as well as transparent;

·  The role and responsibilities of every partner should be clearly defined and fully communicated to make sure all parties share a common understanding;

· The commitment for the project should be demonstrated by all partners;

· The collaborative arrangements should address a reasonable and fair share of resources and risks and mutual benefits; and

· A systematic management framework should be taken including performance management, risk management, change management, etc;

Conclusion

P3 is like a marriage. It takes time for partners to get to know each other, to understand each other, and find a good way to work together. From this aspect, it would be fair to say that the earlier private partners are involved, the better results may be achieved. 
With the growing practice of P3, there are good reasons to believe that the secrets of a lasting marriage between public and private sector will be learned. 
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