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1. Introduction

Public-Private Partnerships (PPP) have become a popular policy instrument in many Westerns European countries. Governments increasingly refer to PPP as an important instrument to modernize public policy (see chapter 1) with the assumption that involvement of private actors in the provision of services, or in the realization of policy goals, will increase quality and give better value for money.  Many government policy documents stress both the added value created by PPPs and the role of contract in implementing this particular aspect of public management reform. The link is the assumption that contracting-out services to private actors increases efficiency and value for money and can be managed by specifying requirements and by using innovative contracting forms. On the other hand, however, there is an emphasis on partnership and close interaction between public and private actors to generate a responsive and flexible problem-solving capacity that can respond to “wicked” societal problems and produce innovative results that could not have been specified in advance. The rhetoric of the policy stresses the benefits of ‘tight’ contracts and ‘loose’ partnerships but fails to recognize the potential conflicts created. 

The main goal of this chapter is to look at the PPP practices of The Netherlands and the UK from a contractual and a partnership point of view. We try to gain insight in what organizational forms are dominant in PPP practices in both countries, what the similarities and the dissimilarities are. We look more closely at Public Private Partnership as an instrument and trace the ambiguous character of this reform in section 2. We then pay attention to the PPP discussion and practice in The Netherlands and the UK (section 3 and 4). We finish with a comparison (section 5) and some conclusions (section 6) 

2. PPP: contractual reforms or managed partnerships?

In this section we will describe and review two forms of public private partnerships: the contractual form, and the partnership form. 

What is PPP: the nature of the reforn

Public private partnership can be described as a “more or less sustainable cooperation between public and private actors in which joint products and/or services are developed and in which risks, costs and profits are shared” (Klijn/Teisman, 2000). Policy makers assume that a more intensive cooperation between pubic and private parties will produce better and more efficient policy outcomes and policy products. They key ‘partnership’ mechanism is that private parties are involved earlier and more intensively in the decision making process, than is the case with more traditional client-supplier or principal-agent relationships.

This indicates a close fit between PPP and the New Public Management (see chapter 1) emphasis on private sector involvement, value for money, and output performance. PPP is also aligned with the concept of separating policy formation and implementation. Policy documents on PPP emphasise the role of the private consortium in implementing the service or realising the policy output. However, we also see some ambiguities: just as in private-private partnerships there is a tension in PPPs between creating added value through partnerships (which requires trust and information exchange) and distributing it through the contract relationship – the classic ‘zero-sum game’. 

Two forms of PPP: contract or partnerships?

A distinction is often made between PPP concessions or contracts and PPP as an organisational cooperation project or partnership (Teisman, 1998; Klijn/Teisman, 2000; Kenniscentrum, 2002; Sullivan and Skelcher, 2002; Hodge and Greve, 2005).  

-
In a PPP concession the design, building, financing and commercial operation of an infrastructure project (such as a road, or a building like a school) are integrated into a contract. The added value lies in the lower costs of coordination between the various components (often expressed as ‘efficiency’ or ‘value for money’ gains). Even though these efficiencies are necessary for a PPP concession, they would not be sufficient to attract private or public sector interest. Their interest arises from the opportunity to create substantive added value. For example, the Private Finance Initiative (PFI) tendering system used in the UK for the road construction bundles design, build, finance, and operation are contracted out to private consortia for a period of 30 years. The consortium can use more sustainable (expensive) building materials to save on future maintenance costs (Haynes/Roden, 1999). The payment system rewards the ‘availability’ of roads (NAO, 2001; NAO 2003) rather than second-guessing the costs of constructing them. The opportunity for a long-term involvement in a project provides both the potential for devising new solutions to problems and protects a risk aversion to untested approaches. 

-
In a PPP as organisational cooperation project, separate activities are integrated to create added value. In this case, PPP is a partnership. This type of cooperation is usually found in urban reconstruction and regeneration projects where measures to strengthen transport are combined with measures aimed at improving the living environment and/or housing and measures aimed at strengthening the economy. In this method of cooperation, added value is generated by combining substantive activities and projects which then reinforce each other. This also makes it possible to achieve a financial trade-off between profitable and less profitable but socially interesting components. 

In these two forms of PPP, the method of co-production is regulated in different ways. In the contract form there is limited co-production between public and private actors. This primarily consists of interaction at the start of a PPP project regarding the basic principles of the project to be contracted out. This mode of co-operation is a variation on the classic method of contract allocation. Here, though, attempts are made to increase added value for both public and private parties through ‘new forms’ of contract relationship. Ideas about new contract forms crop up in a large number of countries but are worked out in particular detail in the UK’s PFI projects, with a variety of isomorphic processes leading to their adoption elsewhere (DiMaggio and Powell 1983). The ideas of the Dutch expertise centre for PPP, for example, have been largely adopted from the English PFI model. The precondition for success for this type of approach to co-production is that the public party should be able to specify the problem (though not the solution, which would be the case in a ‘traditional’ contracting arrangement) and that clear rules for the tendering process exist (Klijn, 2002). The organisational cooperation constructions, or partnerships, model of PPP involves a far more intensive interaction because the various project components which are often the domain of diverse private and public actors have to be coordinated. Moreover, it is more difficult to clearly delineate in advance the content and ambitions of the cooperation. 

The difference in responsibility and risk division between the two forms is crucial. In a contract relationship there is a clear delineation of responsibility and risk and both ex-ante and ex-post negotiations will test that delineation. The commissioning party (the public party) is responsible for the problem/project specifications. After some co-production in the early phase (pre-contract negotiations), responsibilities are very strictly divided between public and private parties. Once the tendering process has been concluded the relationship is one of regulation. The principal (the public actor) monitors the behaviour and actions of the agent (the private actors).

In a partnership the co-production is longer-term and more intensive since parties are also jointly responsible for the implementation. At the least, coordination is necessary because the parties’ contributions have to be tailored to one another, and more joint product or policy development takes place. A comparison between contract - in whatever form – and partnership is illustrated in Table 1
	Characteristics
	Contract arrangements
	Partnership arrangements

	Type of relationship
	Client (public party) and contractor (private party)
	Joint decision making (searching for linkages)

	Division of responsibility
	Clear division (both in developing and in implementing projects)
	Shared responsibility (in R&D activities but often during realisation)

	Specification of problem and solution
	Public party specifies problem and solution/product
	Public and private party involved in joint process of problem and solution specification

	Scope of project
	Tendency to search for clear divisions; any scope expansion must fall within the delineated responsibilities
	Tendency to search for scope expansion and linking of elements 

	Preconditions for success 
	Clear contract and tendering rules and clearly formulated problems/project requirements
	Linking ambitions and goals, effective rules for interaction to create commitment and profitable cooperation

	Organising principles
	Separation of principal and agent, strict rules for tendering, competition during tendering, rules for judging outputs
	Most important rules: joint rules for decision making, exit, conflict regulation, joint production and division of benefits

	Management principles
	Strongly based on principles of project management (specifying goals, organising time planning, organising manpower)
	Based on principles of process management (searching for goals, linking and connecting actors’ activities, and linking of decisions)

	Information exchange
	Strictly separated and used as strategic resource
	Indispensable resource that needs to be shared

	Pay off rules
	Actors maximise their own profit (pay off rules separate profits of actors). Transaction costs are mainly  made in monitoring agent and tendering procedure
	Actors maximise joint benefit (pay off rules tie actors to each other). Transaction costs are mainly  made in organising process and exchange of information

	Type of co-production
	Limited and occurring primarily prior to the tendering process; after that only monitoring; no co-production
	Extensive during the whole process; at first primarily regarding nature of ambitions and searching for linkages, later on more co-production in jointly realising ambitions


Table 1 Co-production in PPP through contracts and partnership. Adapted from Teisman, 1998 and Klijn/Teisman 2000

Comparison of contracting and partnership suggests two different organisational forms. The different characteristics described in Table 1 suggest that these two forms are not easy to ‘mix’ – they are institutionally quite separate. The differences between the contract and partnership forms suggest they may have different purposes, and that they might be appropriate in different circumstances. Contracting would be suitable where there is a clear product or service specification, and where complexity (in terms of number of involved actors, contested nature of the decisions, scope of the project) is not to large (Kirkpatrick 1999, Williamson 1985, 1996).

3. PPP in The Netherlands: the difference between rhetoric and reality

The first Dutch reference to PPP can be traced to the mid-1980s. Privatisation of state owned firms and outsourcing public tasks and goods became popular due both to budget cuts and discussions on the retreat of the state. It was at this time that the idea of PPP received attention. In the Netherlands, however, the concept of New Public Management gaining currency in the UK, USA, New Zealand and Australia, was not yet a dominant part of policy-makers discourse (cf. chapter 2). In The Netherlands, PPP emerged in official documents in 1986. In the ‘government agreement’ between the parties making up the coalition of 1986 one can read, “New forms of Public-Private Cooperation will be established with local governments, the local and regional private actors and if necessarily central government, that will be aimed towards increasing the investment volume for instance urban restructuring”. Two road tunnel projects (Wijkertunnel and Tunnel onder de Noord) were initiated within this policy context (both by means of a DFBM contract, paid for by shadow tolls). Interest in PPP, however, was to wane. The evaluation of the two tunnel projects showed that the projects were more expensive compared to public financing. Two further PPP projects involved Netherlands Railways. These were promoted as exemplars of PPP. The high-speed railway (from Amsterdam to Paris) proved difficult to start (it is scheduled for completion in 2007) and Betuwelijn (a new rail route from Rotterdam harbour to the German border to transport goods) did not attract financial investments from private actors up to 2006 the year it was finished. These experiences reduced the initial expectations of PPP in The Netherlands.

The discussion on PPP in The Netherlands

In the late 1990s, however, the concept of PPP was revived in political discussions. The coalition agreement of the Kabinet Kok II (the second coalition cabinet of Social Democrat party and Liberal-Conservative party), which came into power in 1998 said that: “The Aim is a controlled enlargement of the PPP practice in The Netherlands. The required knowledge, expertise and experience will be combined in a knowledge centre according to the report ‘Knowledge through co-operation’. This knowledge centre will draft policy condition in close cooperation with the sector ministries for PPP and provide support with concrete PPP projects and advice for PPP projects”.

A PPP Knowledge Centre was established in the Ministry of Finance, reporting to the ministry council and parliament. A review of these reports (especially the annual overviews) suggests that early optimism – with ‘easy’ ripe-fruit projects for the picking – was not justified. The 2001 Knowledge Centre report (pp41-42) concluded that tendering or contracting was proceeding slowly because: 

· Different public sector actors had different views about individual projects;

· The public sector found it difficult to formulate a clear and functionally specified output;

· Project subsidies distorted the incentive structure for private sector actors; 

· Private actors were excluded from key process stages. 

A year later the tone had become more critical (Kenniscentrum PPS, 2002). There was disappointment about the progress of the contractual concession form of PPP, with the conclusion that whilst the concept of PPP and the mechanisms were sound, the actual results in terms of realised projects are too limited. The Knowledge Centre suggested that public actors needed to develop a new approach. They noted that many proposed PPP were relatively small – with transaction costs to both sides out of proportion to the benefits they would receive.  This was a theme of subsequent reports with the message that “The application of PPP is still too incidental” (Kenniscentrum 2004, pp.2) and a plea for realism in the development of potential PPP projects “a precondition is that both the public and the private sectors have realistic expectations of the potential of PPP. The public sector should not try to entice the market (and other government authorities) with projects that they have not already determined to be unfeasible and the private sector must not submit proposals if their only “added value” is postponed payment” (Kenniscentrum, 2004 pp.2).  This report signalled that the first DBFM road project had been signed. It also reinforced the message that public actors, including central public actors should pay a different and more active role in identifying and promoting PPP projects (see Kenniscentrum, 2003). A consistent view in these reports was that the public sector should define output specifications and should create room for private actors to search for innovative ways to implement and create products.

PPP projects in The Netherlands: an overview

Most active PPP projects in the Netherlands take place in the sectors of Transport and Housing and Urban Development. A study of 51 known PPP projects in 2002 by Ecorys (Table 2) revealed that they were either infrastructure projects or area development projects. 

	Type of project
	% of projects

	Infrastructure projects
	54%

	Roads
	24%

	Other transport infrastructure
	22%

	Other projects
	8%

	Area Development
	46%

	Industrial areas
	14%

	Green infrastructure
	12%

	Urban development/restructuring
	8%

	Vinex (=new extensions of cities)
	6%

	Combination projects
	6%


Table 2 PPP projects divided to their character (51 projects). Source: Ecorys, 2002

The Ecorys report makes a distinction between two different forms of PPP: joined plan development and implementation. The first form dominates in the area development projects involving many different actors and complex networks of interdependency. These projects show intense interaction and complex decision-making. Contracts are only part of the whole cooperation process. In the second form the relationship is closer to the classic ‘principal-agent’ type. The principal (public authority) chooses someone to implement a project by means of a tendering process. One important difference between the two types is that starting points and goals are often not clear at the start of the joint development project and are subject to further negotiation and decision-making. Those PPPs aimed at implementation often have a more clear and specified character. The two types of projects also encounter different types of initiation problems. In joint development projects there is a large time investment involved in identifying actors and in understanding their views, interests, and perspectives. For the initiation PPP project there has to be a minimum scope / value / finance guarantee for it to be of interest to the private sector. 

PPP: early stage or implementation?

In The Netherlands, PPP has become an important instrument in government policy but the actual realisation of PPP projects is less advanced. Most projects are in a plan development phase (area development projects) or in the pre-tendering stage (infrastructure / product PPP’s). Overall, however, an increasing number of proposals are getting through to realisation (Kenniscentrum 2004). A recent study of managerial behaviour in 18 complex PPP projects (Klijn et al., 2006) suggests that private sector actors are beginning to have a greater involvement in the PPPs process
.

Private actors play different roles in PPPs the involvement of private actors was looked at. This also gives us a picture how far various PPP projects have developed. Table 3 gives an overview of involvement of private actors in PPP projects.

	
	Planning phase 
	Realisation phase 

	Projects
	Consultation
	Joint development
	Private initiative
	

	Total (18)
	7
	13
	2
	6


Table 3 Involvement of private actors per phase in 18 selected PPP projects. 

Source: Klijn et al., (2006)

Six out of 18 projects (30%) were in an implementation phase. In 7 projects private actors are involved in a consultation procedure, while 13 projects were a joint development. Two projects were even initiated by private actors (Klijn et al., 2006). One of those projects, Sijtwende (Figure 1), is considered to be the ‘best practice’ of partnership in The Netherlands. It is striking that this PPP is initiated and managed by a consortium of private actors. Public actors play a less dominant (reactive) role in this PPP. 

	Sijtwende is something of a special case. It resulted from a long-term inter-administrative conflict between the Voorburg (municipality) and the Ministry of Transport (by means of Rijkswaterstaat), which championed a new road track (Verlengde Landscheidingsweg, abbreviated to VLW) through Voorburg. This conflict lasted 60 years! The partnership, therefore, represents a peculiar breakthrough in a public-public controversy. 

A ‘neutral’ third party, the private consortium Sijtwende BV, showed itself to be a process manager capable of achieving reconciliation by breaking through the barriers between public organizations. At the same time, it played a role as project manager, in the sense that it developed a creative and innovative multifunctional land use plan. 

The private consortium Sijtwende BV put forward a ‘hollow dyke’ solution, the Sijtwende plan. This safeguarded the interests of the Ministry of Transport (the road route) and those of Voorburg (concerns about economic and environmental impact). The ‘hollow dyke’, rises six meters above ground level and is both soundproofed and landscaped. 

The Sijtwende plan involves a two-kilometre length of road most of which is in three lengths of hollow dyke (measuring 1,000 metres, 275 metres and 375 metres respectively). Between the three covered sections there will be two junctions. Covering the road in this way increases 22 hectares of land for housing and office building in the area to a functionally useable area of 27 hectares. This multiple exploitation of the area provided financial compensation for the relatively expensive hollow dyke version of the VLW. About 700 new homes will be built on either side, some of them directly adjoining the dyke, but none will be situated directly on top of this structure. The plan also includes about 10,000 square metres of office space and the building of a recreational area, green space and leisure facilities.


Figure 1 The Sijtwende case

The organisational form: contracting or partnership?

Most of the projects in the Netherlands do not have a separate organisational form – they can more or less be characterized as a mutual adjustment through which the construction partners achieve necessary coordination on an ad hoc basis without clear organisational structures or contractual relations. Table 4 illustrates this. Other research also shows actors’ preference for relatively loosely forms of organisations (Ham/Koppenjan, 2002; Ecorys, 2002). This is not surprising given the fact that more tightly structured organisational forms bring along more transaction costs. The fact that many projects are not in an implementation phase may increase the tendency to choose loose forms of organisation, although in the projects that are in an implementation phase still 50% is being implemented without a special organisational form being employed.

	
	Type of (project) organisation

	
	Public 
	Private 
	Public-Private
	No separate form 

	Total (18)
	5
	4
	2
	8


Table 4 Type of organisation for 18 selected PPP projects. Source: Klijn et al. (2006)

Of course contracts still play an important role in the implementation phase. Large building activities are not started without contractual agreement between public and private actors. Sometimes these contracts are innovative contracts like the contracts that have recently been signed for the road project A59, which is a Design Build Maintenance and Finance contract. But most projects use variations on the classic arms-length contract.

The available research on PPPs in The Netherlands suggests that whilst the contractual form of PPP dominates the policy discussion, it is the partnership form (often in a rather loosely coupled organisational form) that has so far been dominant in practice. Experience of PPPs is dominated by infrastructure projects or projects in the field of urban restructuring or regeneration. These tend to be rather complicated projects (both in scope and in the sense that they are contested and involve many different actors). Experiences in The Netherlands with innovative DFBM contracts remains limited. This is at least an indication that the presumption being voiced in section 2  )contract forms for relatively well defined projects)is not unreasonable. 

4. PPP in the UK: from PFI to partnership?

Public Private Partnerships have become a key element in the UK’s program for modernising public services. ‘PPP’ has become a broad term, which includes almost any relationship between public and private actors that has the objective of delivering public benefit. In the UK two forms have developed: The Private finance initiative (PFI) and Strategic Service Partnerships (SSP).

The rise of PFI in the UK

The PFI arose during the late 1980s and early 1990s in response to a number of factors. The Conservative Government had developed policies based on an increasingly pro-market agenda; there were problems in financing capital projects as a result of macro-economic policies (including the government’s signing-up to Maastricht ‘convergence’ criteria); there was political pressure for investment in assets in health, education, and transport; and there was a lively capital finance market looking for investment opportunity (Spackman, 2002, Greenaway et al., 2004). 

In PFI schemes (De Bettignies and Ross 2004, 4Ps 2006) four of the main tasks of procuring and delivering capital intensive projects are undertaken in the private sector (table 5):

	Public
	Private

	1. Identification of need and commissioning of supply.
	

	
	2. Definition and design of the project

	
	3. Financing the capital costs.

	
	4. Building the asset.

	
	5. Operating and maintaining the assets to deliver the required service

	6. Monitoring performance, making payment, project evaluation and identification of future need.
	


Table 5 Allocation of activity in a PFI project

Before 1992 however, only two river crossings
 and a handful of health service projects in Scotland (see H.M. Treasury 2005, 2006) had emerged. Despite growing political interest in PFI, practice was slow to start - mainly due to bureaucratic and financial obstacles.

	The Skye Bridge PFI scheme was negotiated before PFI was launched in 1992, but was signed just after. The capital cost of the bridge was estimated at £23.6 million to be paid back from user tolls until the project had been amortised (expected to be 14 - 18 years). In the event the bridge cost £39million. There were weaknesses in its procurement (NAO 1997), but more seriously there was a significant local opposition to the tolls themselves. The bridge was the only link with the mainland as alternative ferry routes were closed when the bridge opened). The tolls were the highest bridge tolls in Europe. Between 1995 and 2005 £27million of tolls were collected: the operators expected to collect another £20million before the PFI ended. In addition the Scottish Executive would have had to pay £18million in various subsidies agreed with the bridge operator.

In 2005, after a nine-year campaign of civil disobedience and legal challenges to the tolls, the Scottish Executive announced it had bought out the PFI contract for £27million – and it was to review all toll bridge arrangements in Scotland. 


Figure 2 The Skye Bridge PFI
The first ‘re-launch’ of PFI took place in 1993. The government created a Private Finance Panel based in the Treasury but with a mixture of public service and private sector expertise. The purpose of the panel was to promote PFIs and to develop guidance for government departments on their use. The Treasury, formerly hostile to private finance, took on the responsibility for this new policy – partly using it as a way of exercising control over the ‘spending’ departments in government. This role was strengthened in 1994 when Private Finance Units were established in each department, and the ‘universal testing rule’ was implemented requiring all capital projects to be assessed for PFI suitability (H.M. Treasury 1995). 

The second re-launch of PFI was in 1995. The government listed £9.4billion worth of ‘priority’ projects and promised to eliminate the ‘unnecessary bureaucracy’ that was preventing PFI schemes from being developed and funded. At the same time the Private Finance Panel started to increase its output of guidance on PFI projects. There was an increase in the number and value of PFI projects signed off. In the same year local authorities established the Public Private Partnership Programme (4Ps) to support PFI projects in local government (which were subject to different accounting rules). 

Development of the PFI schemes

From 1995 the number of PFI projects signed each year started to increase. Although the private sector expressed fears about the effect of a Labour victory in 1997 on projects in development, this did not appear to affect their willingness to engage in negotiations. In fact the Labour Party was positive towards PFI
, and passed legislation to reassure investors dealing with local authorities and NHS Trusts. The new government brought PFI schemes within the general scope of ‘public private partnerships’ that included: complete or partial privatisations; contracting-out with private finance at risk (PFI), and selling government services in partnership with private sector organisations (H.M. Treasury, 2000). The new Government responded to continuing criticisms about delays in PFI schemes (see House of Commons 1996) by commissioning the Bates review of PFI policy. This recommended 27 changes to the organisation and management of PFI. All the recommendations were accepted, and a PFI Taskforce (the third re-launch) was established in the Treasury with staff drawn from the UK’s financial services industry (House of Commons, 2001; H. M. Treasury 1997a). The Taskforce was time-limited to two years. Towards the end of that period there was a second review of PFI. This recommended the formation of a public-private partnership ‘Partnerships UK’ (PUK) to promote PFI and to support specific schemes. Partnerships UK was headed by someone from the private sector and is financed by ‘success fees’ once PFI deals were signed (H.M. Treasury, 1999a). 

In parallel, the Office of Government Commerce (OGC) was established. The OGC, based in the Treasury, became broadly responsible for PFI policy whilst PUK (and 4Ps) worked on specific transactions. As Greenaway et. al. (2004) observe, these organisations now work in concert to promote PFI and to support each other. PFI was gaining ground in the UK, especially in the period 1995-2001. Figure 3 presents the number of PFI projects and the capital value of each year’s
 tranche of projects.
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Figure 3 Signed PFI Projects – (HM Treasury 2005, 2006)
The number of new projects signed in one year peaked in 2000, and the average value of projects appears to have settled around £20million. Just under half (48%) of the projects (by value) are transport schemes. Other important fields are health (13%), defence (10%) and education (8%) (Shaoul 2005, H.M. Treasury 2005, 2006).

	Transport projects (mainly roads and urban rapid transit systems) make up nearly half of all PFI by value (7% of the projects).  The Highways Agency uses two main approaches to PFI schemes:

1) A route (and income from a ‘shadow toll’ or an ‘availability payment’) is transferred to the PFI vehicle in exchange for construction / upgrading of one section and maintenance of the entire route. The operator has to balance the costs of better construction against the costs of more maintenance and loss of traffic revenue. By 2004 there were 10 projects like this with a total value of £800million.

2) A concession is agreed with the successful bidder to build, operate, and maintain a tolled facility (usually a bridge) in return for the toll income and income from parallel or alternative tolled routes
. The concession runs until the capital costs are fully amortised (20 years) and then the facility returns (in full working order) to the state. The Dartford Crossing and the Second Severn Crossing were financed this way.


Figure 4 PFI roads in the UK
Two surveys of PFI schemes (NAO 2002, Low, et. al. 2005) observed that PFI provides lessons for other types of procurement:

· Importance of clearly defined performance requirements;

· Financial penalties for failure to perform;

· Innovative governance arrangements (open-book accounting, shared inspections, common performance measurement systems); and

· Senior management focus on critical outcomes.

Despite the attention given to PFI contracts in discussions of UK public policy they have never been a significant part of the total capital expenditure needed by government. As Figure 3 suggests, the number and total value of PFI projects appears to have peaked. This appears to be due to a number of factors:

· The problems involved in obtaining approval for PFI schemes.

· Cherry-picking by the private sector of the more favourable proposals – leaving others unable to complete the early procurement stages.

· The completion of the early investment cycle of a new government.

· The increasing availability of alternative procurement forms (some influenced by PFI practice – see below).

· The application of lessons from PFI to the evolution of traditional procurement routes. 

· The problems of ‘affordability’ as public service budgets tighten and the ‘fixed’ cost of the PFI charge takes an increasing proportion of spending (McFadyen and Rowland 2002).

· The relatively high transaction costs of PFI schemes (Dudkin and Välilä, 2005).

· Changing policy priorities that imply a preference for smaller and/or shorter capital investment projects.

PFI has failed to release ‘new’ money for capital investment in public services. Debt, whether on or off the books, still has to be repaid. And despite being lumped within ‘public private partnerships’, PFIs do not demonstrate ‘partnership’ behaviour any more than classic arms-length contracts.

The attention for other-partnership forms of PPP

In recent years, the standard PFI approach has been supplemented by ‘LIFT’ (Local Improvement Finance Trust) schemes for local health services (DoH 2001, 2006) and the ‘Building Schools for the Future’ (BSF) programme in Education (Partnerships for Schools 2004). In the standard PFI, the ‘public-private partnership’ dimension is at the interface between the public authority and the ‘special purpose vehicle’ set up in the private sector to finance and deliver the required (asset-based) service. In LIFT and BSF schemes the public sector holds an equity stake in the ‘Liftco’ or ‘LEP’ (‘Local Education Partnership’). In the case of education this development was partly built on lessons from the failures of some early schools PFI projects to deliver an ‘educational vision’ (DfES 2003, Audit Commission 2003). Both LIFT schemes and LEPs are aimed at supporting smaller capital projects. As with PFI the public authority pays a charge for the use and maintenance of the asset. This involvement of the public sector adds extra complexity with the promise of extra flexibility.

There is still not enough evidence on LEPs (the first of which started in May 2006) and LIFT schemes (only one of which has been operating for over a year). In a review of finance initiatives in health care, however, the Kings Fund (2005) suggested that LIFT schemes suffered from disproportionate transaction costs that would eat into any savings or other benefits. 

SSPs, like LEPs and LIFT schemes are potentially more complex than PFI projects: they are also less well researched. The decision-making, performance, control, and accountability characteristics of strategic service partnerships potentially place them in opposition to the ‘arms-length’ (Sako, 1992; Coulson, 1998) contractual arrangements that UK public services have traditionally used. 

	Governance
	Specification
	Capital funding
	Service Delivery
	Sharing of objectives

	Conventional (arms-length)
	Local authority
	Local Authority
	Private Sector
	Low

	Private Finance Initiative
	Local authority (output-based)
	Private Sector
	Private Sector
	Mixed

	LIFT / LEP
	Local authority / health authority (outcomes)

Partnership (outputs)
	Private sector / local authority / health authority / central agency
	Private sector and public sector co-ordinated though partnership
	High

	Strategic Service Partnership
	Local authority and/or public/private partners
	Local Authority or private and/or public/private sector partners
	Local authority and/or public/private partners
	High


Table 6 governance structures and the complexity of the project (adapted from ODPM 2004, p8)
Table 6 illustrates the different forms. The range within existing SSPs (ODPM, 2004 p.71) illustrates a further differentiating factor. The governance structures involved are not simply different they are invariably more complex. The traditional contract involves one client and one supplier (perhaps supported by a number of sub-contractors in a hierarchical supply chain). A Private Finance Initiative project typically involves one client and one supplier (which may itself be a private sector ‘partnership’). A LEP or Liftco involves actors playing more than one role: the public sector and the private sector play client, investor, and service provider roles. A strategic service partnership can involve any number of clients and any number of suppliers. 

Table 7 illustrates the membership (by overall category) of the ‘pathfinder’ SSPs identified by the ODPM (ODPM, 2004).

	
	Main partners

	
	Local Authority
	National Health Service
	Other Public Sector
	Private Sector
	Not-for-Profit

	Maximum
	12
	4
	7
	10
	3

	Minimum
	1
	0
	0
	0
	0

	Average
	3.3
	0.5
	0.4
	1.2
	0.2


Table 7 memberships of pathfinder SSPs

From early experience with SSPs, the UK government suggests seven key issues (ODPM, 2004):

· Too many partners in the early stages can slow progress;

· Importance of a robust business case, budget and timetable;

· Need for dedicated project management / dedicated project team;

· Small management groups are more effective than large steering groups;

· Careful attention is needed to ensure an integrated structure;

· Complex partnerships need strong leadership; and

· Objectives have to be achievable.

These are observations that fit with knowledge of other partnerships (Osborne 2000, Sullivan and Skelcher 2002). In the UK the distinction between contract forms and partnership forms has blurred. Central government policy mechanisms, isomorphic forces, and environmental factors have combined to create a patchwork in which ‘pure’ contract forms continue to be used for supplies (as could be predicted from Williamson) and for PFI service contracts (which would not be predicted). Partnership forms exist across the public sector and show a considerable variety of governance structures (ODPM 2004, 2004a).

5. PPP as reform: UK and Netherlands compared

In this chapter we stated that PPP could appear in two different forms: the contractual form and the partnership form. In this section we complete the comparison between the two countries. We will focus on policy discussions in both countries on PPP, review the ‘state of the art’ in PPP projects and conclude with some conclusions about which forms are dominant.

PPP policy in the UK and The Netherlands

In both the Netherlands and the UK, PPP developed as a consequence of fiscal pressures and (political) discussions about a new and less prominent (vertical hierarchical) role for the state. In the UK PPP was politically presented as a way of meeting demands for investment in public services without apparently, increasing public debt. The policy was aided by a lively capital finance market looking for investment opportunity. In The Netherlands there has remained a reluctance by the private sector to invest in major transport and infrastructure projects. 

The explicit policy motives for engaging in PPP in the UK and The Netherlands appear to be similar. In both countries there is a common political discourse of, “value for money”, “improved policy implementation”, “improved service delivery” and “better risk management”. The procurement of major projects is dominated by the idea of “innovative contracts” that include the design, finance, and maintenance stages traditionally kept by the client. There is also a strong belief that the security of long contracts will encourage private sector innovation. Yet in both countries the ‘contract’ arrangements are still firmly based in a political context. In The Netherlands there is an active debate about the roles of politicians in relation to setting-up and designing PFI projects and the management of the contexts in which they are delivered. In the UK the problems of affordability of PFI charges (particularly in the NHS) and problems arising from the inflexibility of PFI projects (particularly in local government) have remained on the political agenda. Although PPPs have created new ways of managing and organising the creation and delivery of public assets they have not de-politicised the spending of public money.

Both countries had difficulties in getting PPP established as a means of supporting public projects. In both countries the earliest and the most significant projects have been in transport and infrastructure sector. In the UK the flow has extended to education and health sector (and a move from PFI to more complex public-private structures). In The Netherlands the initial extension has been to the urban planning sector. The slow start in the UK was ‘compensated’ by a peak flow of PFI projects from 1995 to2001. The Netherlands, however, seems to have stuck in the ‘start-up’ phase. In 2004 the Kenniscentrum PPS said that “The application of PPP is still too incidental”. There were problems with the specification of projects, the definition of performance requirements by public actors, and in making PPPs attractive to private partners. The UK also experiences these problems, but appears to have been more successful in overcoming them. But if we look at both countries from a convergence perspective (see chapter 2) one can certainly see some convergence in the sense that both countries initiated PPP for more or less the same reason, had initial problems, and although started from a different starting point (see our conclusion further on) seem to be using both forms of PPP more often. One can even see policy transfer from the UK to the Netherlands and recently (with the case of building the Montainge school) UK based actors (like Barclays bank) joining in for PPP projects in The Netherl;ands.
PPP: State of the Art

Although PPP cooperation projects can be found in many areas, they appear to be particularly strong in tackling urban problems (regeneration processes, accessibility, economic vitality, improving the living environment etc.) and transport and infrastructure projects. UK partnerships in health care and education were based on the PFI producing and maintaining the infrastructure for services to be provided by the public sector. The more recent UK experience, in which partnerships have been developed for social care services, public service call centres, and tax collection, suggests that PPPs can be developed wherever there is a policy imperative to support them. 

In both the UK and The Netherlands the number of PPP projects is growing. In the UK the PFI, is clearly a contractual form. The number of PFI schemes appears to outnumber the number of partnership form arrangement (though there is no central register or definition of these). In The Netherlands, however, there are fewer contract form PPPs despite the policy imperatives to create new and innovative contracts between public and private sector. There is ‘talk’ about innovative contracts and new forms of tendering procedures. In practice, however, there are few examples of innovative contract design. The reality of PPP in The Netherlands is that partnership-like forms, either tightly organised but most of the time rather loosely organised are by far dominant so far. In the UK there is a real possibility of convergence between contract and partnership forms (through health and education partnerships) alongside growing interest in ‘strategic’ partnerships involving a number of public and/or private parties. Whether these new forms will remain as ‘partnerships’ in the face of an adversarial culture of contract law, a public sector culture of risk aversion, and a management culture in which the allocation of blame and the allocation of responsibility are practically indistinguishable remains to be seen. 

Contracts or partnerships: choice or contingency?

Can the differences between the experiences of the UK and The Netherlands be explained as a matter of choice, of contingency or path dependency?  Contract-form arrangements tend to predominate for projects that are relatively easy to formulate (school building, road contracting, and ICT infrastructure projects).Partnership forms tend to occur more with complex projects (urban restructuring and regeneration, service delivery etc). There remain possible exceptions to this observation: the partnerships for the maintenance and rebuilding of the London Underground have been dogged by disputes about performance monitoring and the allocations of risk and responsibility. Where the partnership is built around long-term contract relationships there is a danger that, as the people who established the partnership move on to other work, those who remain seek the comfort of the contract form in the absence of ‘embedded’ social structures that legitimate and recreate the partnership form over time.

The differences between the two countries may also be a question of path dependency. In The Netherlands the ‘testing ground’ for PPP was urban restructuring. There was already an emphasis on partnership forms – and this was not dampened by policy documents and by the Kenniscentrum PPS advice in favour of contractual forms. In the UK, on the other hand, PFI and the range of PPPs was clearly associated with outsourcing and the identification of clear projects that could be specified in clear output terms. This hypothesis would partly fit both the contingent assumption (different forms are suitable for different situations) and the country’s different management cultures: consensus and deliberation in the Netherlands; adversity and hierarchy in the UK.

The contingent assumption relies on actor passivity or on actors following ‘objective characteristics of the situation’. Active social theories would suggest that the advantages and disadvantages of the two partnership forms can be assessed by actors as also the social situation is a choice of actors. This can be illustrated by a conclusion of a Dutch study of 9 PPP projects Van der Ham and Koppenjan (2002). This concluded that actors either move quickly and choose tendering as the means for implementing a project, or work more slowly to develop partnerships through extensive interactions among possible partners and actors in the wider network. In the first case projects are often narrowly defined and the opportunities for innovation and scope optimalisation are often missed. In the second case new ideas are developed but actors can find it very difficult to manage the resulting interaction process properly (Klijn et al., 2002). 

Although the two forms do arise from contingency, this is not a passive process. Actors make choices and assess the current and future benefits of those choices. At each stage of the commissioning or procurement process there may be a reassessment of the choices available until there comes a point at which the actors have to make binding commitments. A contract form is inappropriate when the parties are unclear about what they want to achieve and how they will know they have achieved it. But even in the most loosely connected partnerships searching for added value there will be one point at which it is necessary to develop contract form relationships in order to clarify commitments and responsibilities. For public and private sector actors in both countries the question then arises as to whether the contract form is a manifestation of part of the partnership relationship or it becomes the partnership. 

. 
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Endnotes

� The 2003 figure is distorted by the £1000million ‘Skynet 5’ PFI for the Ministry of Defence.


� Except for the Sky bridge where the alternatives were forced out of business.





� The 18 selected projects contain most of the well-known PPP projects of the last 5-10 years.


� The Queen Elizabeth Bridge (Dartford crossing) and the second Severn Crossinf. Both these schemes are financed by user chareges


� “A Labour government will overcome the problems that have plagued the PFI at a national level. We will set priorities between projects, saving time and expense; we will seek a realistic allocation of risk between the partners to a project; and we will ensure that best practice is spread throughout government. We will aim to simplify and speed up the planning process for major infrastructure projects of vital national interest.” (Labour Party 1997)
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