


4. CHOOSING THE PUBlldPRIVATE MIX IN DELIVERY

KEY POINTS 

There is wide acceptance that private sector needs to be involved in competitive tendering and 
bidding at various stages of an infrastructure project (design, construction, management and 
operation). The key area of disagreement is the extent of. private sector involvement in ownership 
risks. 

Private sector ownership of infrastructure makes good sense if all or most of the following 
conditions prevail: 

• reasonable competition prevails in both the bidding process and the final product market

• the risks are predominantly "commercial" in character (i.e. of the kind that commercial
businesses normally take into account) 

• the private capital market for infrastructure is reasonably mature and efficient

• the wider economic and social concerns can be effectively accommodated within a private
sector framework and/or 

• there are severe fiscal !=Onstraints which would delay the efficient implementation of the
infrastructure program under government ownership 

If many of these conditio�s do not exist (as in the case of urban road projects) the appropriate 
public/private mix can only be decided judgmentally on a case by case basis, weighing the costs 
against the benefits. 

If the project meets the five conditions except that the risks are not wholly commercial, the optimal 
mix is often a risk-sharing arrangement, e.g.: 

• a predominantly private sector owned project through a boot-type contractual arrangement
but with contingGncy guarantees by the government 

• alternatively the project can be broken up, with the core network remaining in public hands and
the other parts privatized 

FOR DISCUSSION 

• IN WHAT AREAS (E.G. POWER) ARE THE CONDITIONS GENERALLY RIGHT FOR PRIVATE

SECTOR OWNERSHIP OF NEW INFRASTRUCTURE ASSETS? IN WHAT AREAS (E.G. URBAN 

ROADS) ARE THE CONDITIONS UNFAVOURABLE FOR PRIVATE SECTOR OWNERSHIP? 

• IF SOME RISK SHARING ARRANGEMENT IS DESIRABLE, WHAT FORM SHOULD THIS IDEALLY

TAKE? 

In the last decade there has been a much more receptive policy attitude to private sector 
involvement in new infrastructure assets. 

This more positive attitude reflects: 

• technological advances; these have made exclusion of non-paying users more practicable (e.g.
for roads and tollways), reduced the incidence of natural monopolies and lessened the 
advantages of large scale economies (e.g. in electricity generation); 

• innovative financing techniques, which are making it feasible for the private sector to provide
long term funds and not rely solely heavily on bank finance; 

• globalization and deregulation of capital markets, which have greatly increased the availability
of risk capital; and 
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