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Chapter1

Introduction

and policy
recommendations

Andreas Bergstrom

Infrastructure investments are big decisions with
long-term effects. They are important at any time, but
now more than ever. As this is written, negotiations
for a crisis package for the effects of Covid-19 have
only just begun. Almost everyone seems to agree that
we should increase investment and maintenance
spending on both the national and EU level as a way to
boost the economy.

The connection between Covid-19 and new infra-
structure projects is debatable. In an economic cri-
sis, it is generally a good idea to secure financing for
projects already started, and in some cases, it might
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be possible to increase the pace of ongoing projects.
However, for political reasons, the focus of the debate
is often on new projects. They take time to plan, and
construction happens long after the effects of the pan-
demic fade. There is a risk that the projects will cause a
shortage of construction workers and other resources
during the next boom. And the long-term benefits of a
new project is spread out over decades.

This book was planned before the pandemic. Infra-
structure investment is always an important part of
the EU economy and a significant factor in economic
growth. And we are likely to see decisions about large
infrastructure investments in the near future, regard-
less of the objections above.

Experience shows that large investments often
do not end up as planned. One international study
showed that the costs were underestimated in nine
out of 10 transport infrastructure projects.' This can
partly be explained by the prestige in certain projects.
Politicians, engineers and others involved can build a
career on shiny new infrastructure, and have much to
gain from exaggerating the benefits of investments.
This can be seen as deception or self-deception; the
results are the same. At the same time, the individual

1 Flyvbjerg, B., Holm, M. K. S.,and S. L. Buhl, 2005, How (in)accurate are demand forecasts
in public works projects? The case of transportation. Journal of the American Planning
Association, 71(2), 131-146.
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taxpayer is not much affected by the cost of each pro-
ject, and will therefore probably not oppose it.

Smaller projects of less political importance often
become more expensive than planned, as well, so pres-
tige is not the only factor here. Whatever the causes,
there is an “optimism bias”, a tendency to believe that
costs will be lower than they eventually are.

One possible way to reduce the cost-overrun prob-
lem is to involve the private sector. Private investors
are not politicians. They make decisions, not based on
getting re-elected, but rather on the possible profits.
With the right contracts, private companies can be
incentivised to keep the costs low and the utility of
a project high. They can be involved not only in con-
struction - which is almost always the case - but also

inthe planning, financing and long-term maintenance.

A summary

This book presents research and experiences around
private-sector involvement in all stages of trans-
port-infrastructure investment. By looking at several
countries, we can learn from each other and draw con-
clusions that are relevant for the decisions that will be
made in the near future.
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Chapter 2 is an overview of research in the field. It
outlines the main reasons the public sector is usually
responsible for traffic infrastructure: user charges
are not feasible or desirable, investments are large
and long-term, and there is a need for coordination
between investments. The downside is the reduced
potential for dynamic improvements. By involving the
private sector, the forces of incentives and competi-
tion can make investments cheaper, better or both.
Another motive is to move financing off government
balance sheets to avoid an increase in public debt. This
is, however, limited by Eurostat rules to cases where
the government relinquishes control of how the asset
isused. Inthe end, the investments have to be paid for,
no matter what the contractlooks like.

The chapter describes various forms of contract,
which differ in the degree of private participation. The
form perhaps most discussed is PPP, Public-Private
Partnerships, which can be defined as a contract for
designing, building, financing and managing an asset
for an extended period of time. Seven possible advan-
tages of PPP over public provision are listed:

1. Narrow focus and dedicated management

2. Advantages of bundling

3. Fewer delays in construction
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4. Filtering assets whose cost is out of propor-
tion to their usefulness

5. Avoiding the cost of bureaucracy
6. Disciplining effects of private financing

7. Better (and often cheaper) maintenance

The first three apply to all PPPs, the latter only where
the PPP is user-funded, such as toll roads. In all cases,
the advantages will only occur under the appropriate
organisational, institutional, and regulatory condi-
tions.

When quality comes at a cost, there is always the
risk that a private provider will cut costs and quality.
This means that contracts that give a larger degree
of freedom for the provider must be accompanied by
high expertise in the public sector concerning quality
management. The private contractor will also demand
a risk premium for taking the risk for cost overruns
(and will, in turn, usually have higher costs for borrow-
ing than the government). To compensate for this, a
substantial increase in efficiencyis needed.

Chapter 3 describes Belgian experiences with PPP,
and more specifically Flemish experiences - there
have been few projects on the national level. Initially,

from 2004, the Flemish government used PPP con-
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tracts mainly to put costs outside the public balance
sheet. This led the Belgian Court of Audit to recom-
mend looking past how the costs are registered and
to consider financial, societal, and operational values.
The result has been smaller, more manageable pro-
jects and less-complex contracts, lacking one or more
of the Design-Build-Finance-Maintain parts.

Flemish PPP projects are frequently participative
in nature and thus have been built by Special Purpose
Vehicles (SPV), construction companies where the
public sector owns a minority. The idea is that private
partnersare more likely to invest when the government
putsitsresources atriskalso. Inaddition, it enables the
public actor to have a strategic voice in the project and
some opportunities for risk and benefit sharing.

The Flemish parliament has issued a framework
decree regarding the governance and institutional
arrangements, that applies from 2020. The framework
decree describes the process of choosing the most
appropriate form of public investment in an early
phase. It stresses the importance of getting early on
a clear view on their financial impact and budgetary
feasibility. It also protects future public policy-making
against excessive use of numerous long-term avail-
ability fees for PPP projects via a kind of budgetary

‘safe-guard ceiling’.
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There has been little practical experience with toll
schemes for public infrastructure in Flanders. How-
ever, since 2016, there is a kilometre charge for trucks,
and tolls are used or planned for a couple of new pro-
jects.

The framework decree is a clear sign that the Flem-
ish parliament sees a future for PPP solutions. Toll
schemes might be a more important part of projects in
the future, but that is still largely uncharted waters. A
conclusion is that capacity building and a legal frame-
work would be much welcomed. Also, the potential
advantages of the participative and hybrid PPP model
could be further explored, also in a European context.

Chapter 4 collects experiences from the Scandina-
vian countries (Sweden, Denmark and Norway). All
have some experience of PPP contracts, as well as
other forms of performance (build-operate-maintain)
contracts. Also, there has been an upsurge in interest
for PPP contracting in all three countries.

In 2001, Norway decided to build three motorways
using PPP contracts. The contractors finance, build,
operate and maintain the roads until they are trans-
ferred to the state after 25 years. They are paid based
on availability, with some compensation for increased

maintenance costsifroad use exceeds a certain thresh-
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old. Constructions were in all three cases completed
on time. Contractors were not given much room for
technical innovation, but there was a considerable
amount of innovation in implementation strategies,
project organisation, contracting and financing.

Since 2017, the Norwegian government has ten-
dered another three motorway links for 25-years PPP
contracts. The most important change of contract
design in this round was that contractors receive a
large part of the total compensation on completion of
the construction work. This change was made in order
toreduce the contractors’ financing costs, presumably
at the expense of some loss of the strength of perfor-
mance incentives.

Denmark has used state-owned SPVs for some
megaprojects. The SPV finances and contracts design,
build, operation and maintenance sub-contractors,
with the financing fully guaranteed by the state. There
has, in some cases, been considerable freedom in
designing sub-contracted parts. These projects are
considered success stories. Possible disadvantages
compared to PPP contracts is a risk for political
interference, and that construction contracts are not
connected to operations and maintenance. A possible
advantage is that the investment horizonis not limited

to a specific contract length.
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Sweden has one PPP for land-transportation infra-
structure, the Stockholm-Arlanda airport rail link. The
asset is owned by the state, but the contractor has a
concession that gives exclusive rights for traffic for 45
years with an option for another 10 years. The contrac-
tor is free to set ticket prices. Evidence is incomplete
on the total cost of the project, but there is no indica-
tion that it was more expensive than if the construc-
tion work had been procured on conventional terms.
It opened one year before schedule. Services have
been operated with high levels of punctuality.

In 2017, a Swedish government committee con-
cluded that there was a strong case for getting experi-
ence on how PPP would work in practice in the Swed-
ish context, as a possible remedy to notorious cost
overruns and delays of road and rail-infrastructure
projects. So far, however, this has not led to further
action.

Conclusions

The country illustrations in this book show the vari-
ation in attempts to combine the public interest with
the efficiency of private companies. PPP and other

solutions are far from finding their definitive form,
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and we are still seeing a high level of experimentation.

One important lesson is that one of the original
reasons for PPP contracts, to put costs outside public
balance sheets, is seldom relevant because of stricter
interpretation of rules. This is probably for the bet-
ter, since it could worsen the already considerable
problem of governments promising big investments,
regardless of cost-benefit analyses.

From a Liberal perspective, there is always a reason
to be sceptical of large-scale public-sector solutions.
In the case of infrastructure, however, it is hard to
argue against an important role for government. Some
possible conclusions on involving the private sector

more are:

1. Use the forces of incentives and competi-
tion in the private sector to increase effi-
ciency: lower costs for construction and
maintenance, shorter construction times,
and assets that are as useful as possible. Do
not use the private sector to try to hide costs
that will ultimately be borne by the tax-
payer. A project with small benefits com-
pared to costs should not be built, whether
by PPP or not.



« Introduction and policy recommendations overview

Andreas Bergstrom

2. Strive to involve the private sector in pro-

jects that will be funded in the near future
as a response to Covid-19, to avoid that the

response becomes an anti-Liberal example.

. The ongoing discussions about kickstarting

the economy can be a good time to intro-
duce more user funding of transport infra-
structure. This can be a powerful part of

long—term investment contracts.

. As there is no obvious best practice in the

field, itis important tolearn from examples.
This book gives a brief introduction. Much
more can be found at the European PPP
Expertise Centre, at Eurostat. But remem-
ber that PPP is just one of many alterna-

tives.

. More complex solutions than straightfor-

ward outsourcing of construction means
that the public sector needs more compe-
tence in designing contracts and controlling
quality. The risks with bad contracts can be

considerable, but not insurmountable.

. Because of the complexity of the contracts,

these solutions might be too demanding for
the public sector for small investments.



« Introduction and policy recommendations overview

Andreas Bergstrom

7. Developing national legal frameworks
might be helpful to facilitate private partici-

pation.

Generally, liberals should aim to involve the private
sector as much as possible in all stages of infrastruc-
ture investments, without being naive to the risks that
follow with complex contracts and long-term commit-

ments.
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Chapter 2
Research
overview

Lars Hultkrantz

The reasons for and
drawbacks of public control

Private-public relationships in transportation systems
are often intertwined and complex. In the early days,
railroads were, to large extent, private businesses,
and in recent times infrastructure such as electron-
ic-communication networks, ports and airports have
been privatised through divestiture or established as
greenfield projects by private firms. Public ownership
and management of infrastructure is obviously not
always a necessity, but three reasons prevail as to why
infrastructure, in particular for land transport, is often

controlled by national, regional or local government:
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e User charges are not feasible or desirable.

Infrastructure is a public good. Charging
users may not be feasible because of trans-
action costs, nor desirable if facilities would
be utilised below capacity. When feasible,
charges may still be capped at low levels
that do not allow investment costs to be
recovered, for instance because govern-
ment wants to avoid diversion of traffic to

other modes or routes.

High long-term sunk-cost capital expenditure
requirements. Investments are site and
relationship specific (unlike for instance
airplanes that can be leased or sold on sec-
ondary markets), so capital expenditure is
essentiallyirreversible and can be recovered
only over a long period. An incumbent firm
with a variable cost that’s much lower than
the market price can be a strong deterrent
to potential entrants. To protect consum-
ers from abuse of the market power of a firm
in such a strong position, a government can
choose between price regulation and state
ownership. Also, any long-term investment
horizon makes the investment vulnerable to

political risks from expropriation, taxation,
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and red tape etc. If institutions that protect
property rights are not strong enough, state
ownership is often the default option.

e Network properties. Transportation-infra-
structure assets need to be coordinated
by land-use planning, common technical
standards, timetables, price schemes, etc.
Such compatibility may or may not be in the
interest of private firms owning and manag-
ing a specific asset’, so once again govern-
ment intervention, in the form of regulation

and/or ownership, may be called for.

These features, i.e., the long-term and large-scope
management requirements, are the major motives
for public control. However, the downside of the coin
is the lack of a potential for dynamic improvements.
Innovation, productivity growth, and in the end, over-
all economic growth come from efforts by people that
have the freedom, means and incentives to come up
with smarter solutions and from market competition
that not just gives space for new ideas, but also weeds
out non-viable suggestions and facilitates the creative

destruction of old solutions. Public ownership is at a

1 Michael L. Katz, Carl Shapiro, 1985, “Network Externalities, Competition, and Compatibi-
lity”. The American Economic Review, Vol. 75, No. 3, pp. 424-440.
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disadvantage here. The state is by its very definition a
monopoly and public bodies are less free than private
enterprises in their ability to design incentives for
individuals, as abuse of the state’s exclusive coercive
powers, for example by corruption, must be avoided.
That is not to say that the state cannot be a driver of

innovation, butits role is limited in various ways.

Private sector incentives
and competition

The wish to promote higher service quality and lower
life-cycle cost of construction and maintenance has
therefore led to a wide array of efforts to increase pri-
vate-sector involvement in the provision of transpor-
tation infrastructure* 3 by sophisticated procurement,
finance, contract and organisation arrangements.
What is sought is public-private interfaces that make it
possible to exploit the forces of private-sector incen-
tives and competition, such as more flexibility, speed
and more tailored to the wishes of the customers, to
the benefit of the provision of public good. The essen-

2 Eduardo Engel, Ronald D. Fischer, Alexander Galetovic, 2020, “When and How to Use
Public-Private Partnerships in Infrastructure: Lessons from the International Experience”.
NBER Working Paper No. 26766.

3 Dejan Makovsek, 2019, "What is Private Investment in Transport Infrastructure and Why
is it Difficult?”. OECD/ITF Working Group Paper.
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tial public aspect when it comes to land-transport
infrastructure is usually the overall planning, i.e., the
oversight that each specific component fits into the
transport network. The government thus provides the
opportunity for investment, and private business is to
a varying degree invited to participate in the design,
construction, finance, operation and maintenance.
There are other motives as well. The most prom-
inent, especially in Europet, is the desire to spend
more on infrastructure programmes. In a way, this is
what is achieved if competition and stronger incen-
tives lead to enhanced cost efficiency, making it
possible to finance more objects with a given public
budget. In addition, private financing can be a means
for getting things done faster or mediating financial
solutions for cross-border projects involving several
countries. Finally, fiscal regulation or international
agreements on public debt and deficits can sometimes
be circumvented by moving assets and debt out of a
government’s balance sheets¢. According to Eurostat
rules, this requires that the government is willing to
forego control over the services a private partner must
provide for an asset, to whom it must provide them,

at what price, and any significant residual interest at

4 Engel etal,, “When and How to Use Public-Private Partnerships in Infrastructure”.

5 Engel etal., “When and How to Use Public-Private Partnerships in Infrastructure”.

6 Makovsek, ”What is Private Investment in Transport Infrastructure and Why is it Dif-
ficult?”
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the end of the term of the arrangement’. In addition,
at the end of the day, bills have to be paid, no financial
arrangement provides an escape from the ultimate
need for taxpayers and/or infrastructure users to bear
the burden of a debt. Only Baron von Miinchhausen
lifts himself in the hair®, so innovative financial solu-
tions are no escape from careful cost-benefit analysis
to assess whether an asset is worth its cost.

Incentives for private involvement can be
introduced in two ways, through competition and
rent-sharing. Competition means that the government
organises procurement of contracts to build, operate
and/or maintain infrastructure. In still much too rare
cases, bids are evaluated not just on price, but also on
quality and/or suggestions on design. Assuming there
is a prize for the winner, bidders have incentives to
come up with solutions that are better than those of
the other bidders, which drives innovation. Rent shar-
ing means that there is a further gain for the winning
contractor if he/she can make further improvements.
Depending on the type of procurement and contract,
this can be made in part or all of the design, building,
operating and maintenance stages of an infrastructure

asset.

7 Makovsek, ”What is Private Investment in Transport Infrastructure and Why s it Dif-
ficult?”

8 Rudolf Erich Raspe, 1786, Baron Munchausen’s Narrative of his Marvellous Travels and
Campaigns in Russia. Wikisource.
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Quality andrisk

There are, however, two major challenges to raising
incentives: management of quality and risk. The scope
forincreased private involvement, for instance by con-
tracting out of operations, therefore usually depends
on whether quality-management systems, and the
expertise and experience of public-administration
servants, are good enough and how risk is shared and
priced.

The challenge regarding quality arises when high
quality comes at a cost. An incentive to improve pro-
ductivity is then also an incentive for holding back
quality, unless quality can be specified, measured and
controlled or paid for, for instance by an enforceable
contract, a reputation mechanism (making new con-
tracts contingent on past behaviour) or by side-pay-
ments from tolls or charges on (informed) users.

The second challenge, risk, is connected to the
trade-off between insurance and incentives. Bearing
risk is costly, so an agent that is given a high-powered
incentives scheme, for instance by compensation
strongly dependent on whether an outcome is a suc-
cess or a failure, will require a risk premium. This risk
cost can be reduced by collection and communication
of information that can be used to assess risks (for

instance geological data) and by an efficient allocation
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of various risk components, imposing a specific risk on
the party that can affect it (endogenous risk) and oth-
erwise (exogenous risk) on the party that has the low-
est cost of bearing risk?. Also, since contracts always
are incomplete and renegotiations are frequent,
mutual trust and long-term credibility are important
determinants of the cost of bearing risk.

Contract variants

Private participation in the provision of transpor-
tation and transportation services can be organised
in many ways. On a scale of increasing “intensity” of
private participation, contractual relationships can be
classified as:*

e Outsourcing (contracting on specific ser-

vices)
e Management contracts (for management of

operations and/or maintenance)

e Lease contracts (services are paid by con-

sumers)

9 Makovsek, "What is Private Investment in Transport Infrastructure and Why is it Dif-
ficult?”

10 Makovsek, "What is Private Investment in Transport Infrastructure and Why is it
Difficult?”
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e Government-funded build-operate-trans-
fer (BOT)

e User-funded BOT

e Divestitures

A further distinction of BOT-contracts with respect
to the involvement of prospective bidders and the
winning contractor in different stages before and after
a competitive tendering can be made". In conven-
tional procurement, the procurer plans and designs
an object before the tender and pays the winning con-
tractor when the construction work is finished. Two
variants of this process makes it possible for bidders to
take part in the design process, either by Collaborative
Design-Build Contracts, where prospective bidders
contribute to planning and design before bids are
submitted or by Early Contractor Involvement based
on consultancy contracts during the design stage. Two
other variants are based on long-term relationship:
Design-Build-Maintain and Design-Build-Finance-
Maintain contracts. The latter form is better known
as Public-Private Partnerships (PPP), but as is evident
from this typology public-private collaboration comes

in many flavours.

11 Per Erik Eriksson, Leentje Volker, Anna Kadefors, Sofia Lindegérd, Johan Larsson,
Lilly Rosander, 2019, ”Collaborative procurement strategies for infrastructure projects:
amultiple-case study”, Proceeding of the Institution of Civil Engineers - Management,
Procurement and Law 172(5):197-205.
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Experiences from PPP contracts

There has been a considerable research on PPPs.
However, most are case studies, often based on qual-
itative information, that do not allow conclusions on
how specific design features affect outcomes. A recent
overview of lessons from the international experience
are provided by Engel et al.* and OECD/ITF*. The
former work lists seven efficiency claims that have
been advanced to prefer PPPs over public provision.
Three of them apply irrespective of whether the PPPs
are government or user funded (for instance by road
tolls): Narrow focus and dedicated management;
the advantages of bundling (i.e., of construction,
operation and/or maintenance); and fewer delays in
construction. The remainder accrue for user funding:
Filtering white elephants (i.e., assets whose cost is out
of proportion to their usefulness); avoiding the cost of
bureaucracy; the disciplining effects of private financ-
ing; and better (and often cheaper) maintenance.
Engel et al.# provide only fragmentary evidence
of whether these claims are justified. Makovsek &
Moszoro's however, in a study of greenfield assets in

12 Engel etal., “When and How to Use Public-Private Partnerships in Infrastructure”.

13 Dejan Makovsek, 2019, “The Role of Private Investment in Transport Infrastructure”.
OECD/ITF Working Group Paper.

14 Engel etal., “When and How to Use Public-Private Partnerships in Infrastructure”.

15 Dejan Makovsek & Marian Moszoro, 2018, Risk pricing inefficiency in public-private
partnerships, Transport Reviews, 38:3,298-321, DOI: 10.1080/01441647.2017.1324925, p. 298.
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developed countries, find that “the risk transfer to a
PPP entails an inefficient risk-pricing premium which
goes beyond the direct cost of financing”. They argue
that a high price for PPPs results from among others
“uncertainty around the past and future performance
of public-private consortia”, implying that “the effi-
ciency gains from a PPP must be much higher than
commonly expected to deliver a greater value for the
money than under a traditional approach”.

Likewise, Makovsek concludes that a high fre-
quency of renegotiations suggests that there can be
a credible commitment problem in PPPs that under-
mines their ability for being the ultimate resolution of
prevalent problems of conventional procurement with
systematic cost overruns and demand shortfalls. How-
ever, this work also concludes that there is evidence on
efficiency gains in the cases of passenger rail franchis-
ing, seaports and airports. It concludes that “private
investment can result in efficiency gains and increased
consumer welfare if appropriate organizational, insti-
tutional, and regulatory conditions are met™".

It can be observed that several of the alleged merits
of PPPs apply also to other types of BOT-contracts,

not just those that require an upfront private invest-

16 Dejan Makovsek, “The Role of Private Investment in Transport Infrastructure”.
17 Dejan Makovsek, “The Role of Private Investment in Transport Infrastructure”, p. 6.
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ment. Eriksson et al.*® studies a broad range of such
contracts for road and rail projects; 10 without private
investment in Sweden and three PPPs in the Nether-
lands. These cases are compared with respect to dif-
ferences in delivery system, reward system, contrac-
tor selection, and collaboration model and evaluated
by how overall efficiency is affected by scope, depth,
duration, and intensity of the collaboration with
private bidders and/or contractors. In a qualitative
analysis, it is found that efficiency is influenced by all
these dimensions. Regarding scopei.e., “the nature and
number of companies involved in the integrated sup-
ply chain”, the findings from the PPP projects “indi-
cate that the inclusion of a private funder may result
in a more economically sound tender strategy and
solid technical solutions with lower risk”. For depth,
i.e, “the integration of different types of professionals
and hierarchical levels within the companies involved
in the projects”, itis found that PPPs raise the transac-
tion costs in the procurement phase and “resulted in
slower decision-making but the decisions were more
carefully made and, therefore, of higher quality”>.
For duration, i.e., “the length of the collaboration and

18 Per Erik Eriksson et al., ”Collaborative procurement strategies for infrastructure
projects”.

19 Per Erik Eriksson et al., ”Collaborative procurement strategies for infrastructure
projects”, p. 23.

20 Per Erik Eriksson et al., ”Collaborative procurement strategies for infrastructure
projects”, p. 24.
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integration of project stages or sub-projects”, it is
concluded that early involvement of the contractors
has high time-saving potential in all types of contracts.
Prolonged duration by responsibility for operation
and maintenance was found to have major positive
efficiency effects by prompting contractors to invest
in higher-quality materials and technical solutions
that raised initial expenses but was cost saving in the
long term. However, there were significant difficulties
of making long-term contractual agreement, leading
to need for renegotiation.

Conclusions

In conclusion, public-private collaboration in pro-
vision of transportation infrastructure can come in
many forms and there is not just one answer to what
is the “best” design of finance, procurement or con-
tractual relations between private and public actors.
However, three aspects can be emphasised:

1. There are many alternatives to the conven-
tional forms for organising procurement
and contracting that exploit the forces of

private-sector competition and incentives,
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in order to encourage innovation and life-cy-
cle efficiency in design, operation and main-

tenance of transportation infrastructure.

. Private financing deserves careful consider-

ation. On the one hand, it is a means for pro-
viding strong incentives for innovation and
cost efficiency. Importantly, upfront private
money enhances commitment. This is not
available in other contracting forms. On the
other hand, it imposes extra strong require-
ments on the procurer’s ability to manage,
control and allocate quality and risk.

. Private funding from road and bridge tolls,

track-use charges or tickets sales can reduce
some of the economic burden on taxpayers
from increased pressures for investment
and maintenance of transportation infra-
structure. The role of such funding is there-
fore likely to increase in the coming years,
as much infrastructure is in need of rein-
vestment and maintenance, climate policies
require radical restructuring of transporta-
tion systems, and public finances in many
countries will have to be consolidated after

the Covid-19 pandemic.
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Chapter 3
PPP in Belgium:
Where are we now?

Tom Willems and Tim Bruyninckx

High hopes

Belgium started relatively late with the implementa-
tion of PPPs defined as Design-Build-Finance-Main-
tain(-Operate) (DBFM(O)) contracts', as compared
to leading PPP countries like the UK, Australia and
Canada. In 2004, the regional Flemish government
launched several large DBFM programs in various
policy sectors, such as education, urban development,
healthcare, mobility and public works, public trans-
port, social housing, and sports. In contrast with the
Flemish government, the federal Belgian government

1 Verhoest, K., Van Garsse, S., Van den Hurk, M., & Willems, T. (2016). Developments of pu-
blic private partnership in Belgium. In A. Akintoye, M. Beck & M. M. Kumaraswamy (Eds.),
Public private partnerships: a global review (pp. 45-58). London/New York: Routledge.
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has used PPP more scarcely. The main PPP projects at
the federal level are five DBFM projects to construct
new prison buildings and two large railway-tun-
nel DBFM projects. The value of these initiatives
amounted to 10 billion euros.

The rationale(s) behind PPP policies at both the
Flemish and Belgian levels are similar and manifold.
Budget neutrality, or off-balance sheet financing in
the European System of Accounts (ESA), has been
an important motivation for applying PPPs to deliver
public infrastructure. Public policy makers conceived
PPP as a tool for increasing public investment capac-
ity without direct consequences for the annual public
budget and public debt. Hodge & Greve therefore
notoriously described PPPs as a ‘mega credit card’ for
governments?.

In addition, given the high societal needs in pol-
icy domains to renew outdated school buildings or
build necessary ‘missing link’ roads, the rationales of
on-time and on-budget delivery and potential cost
efficiencies through a bundled approach were also at
play. The hope was to make the private sector more
accountable to perform and deliver. Finally, there

2 Willems, T., Verhoest, K., Voets, J., Coppens, T., Van Dooren, W., & Van den Hurk, M.
(2017). ‘Ten lessons from ten years PPP experience in Belgium’. Australian Journal of Public
Administration, 76, 316-329.

3 Hodge, G.and C. Greve. 2007. ‘Public-Private Partnerships: An International Perfor-
mance Review’. Public Administration Review 67(3):545-558.

4 Willems, T. (2014). ‘Democratic accountability in public-private partnerships: The curi-
ous case of Flemish school infrastructure’. Public Administration, 92, 340-358.
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was also a broad desire for innovation and efficiency
by capturing private sector expertise and experiences.
Value for money was crucial, with a focus on swift
project delivery, optimal risk allocation, and a lifecy-
cle approach by connecting project construction and
maintenance.

The government:
should | stay or should | go?

In its early PPP practice, the Flemish government
applied a sui generis ‘hybrid” PPP model®. This PPP
model is characterised by both contractual and partic-
ipative elements of PPPs as it features a double control
and steering structure: a separate Special Purpose
Vehicle (SPV) to execute the program, and a strict
DBFM framework agreement between the Flemish
government and the SPV, and separate DBM and F
contracts between the SPV and other private partners.
In this hybrid PPP the public actor participates as a
minority shareholder in the SPV, sometimes in com-

bination with a government guarantee scheme. This

5 Vanden Hurk, M., & Hueskes, M. (2017). ‘Beyond the financial logic: realizing valuable
outcomes in public-private partnerships in Flanders and Ontario’. Environment and Plan-
ning C: Politics and Space, 35(5), 784-808.

6 Van Gestel, K., T. Willems, K. Verhoest, J. Voets and S. Van Garsse. 2014. ‘Public-Private
Partnerships in Flemish Schools: A Complex Governance Structure in a Complex Context’.
Public Money & Management 34(5):363-370.



PPP in Belgium: Where are we now?

Tom Willems and Tim Bruyninckx -

model is used for a variety of reasons. It allows the
public actor to facilitate the financing of the project.
Private partners are more likely to invest when the gov-
ernment puts its resources at risk also. In addition, it
enables the public actor to have a strategic voice in the
project, and safeguard the public interest. Moreover, it
generates an opportunity for risk and benefit sharing
in general. PMV, a public investment company, played
a crucial role here. It was founded as an autonomous
agency under private law, but fully owned by the Flem-
ish government with the goal of supporting economic
investment initiatives in Flanders.

The drawbacks of this hybrid PPP model are two-
fold”. First, it increases the legal and governance
complexity of PPPs which was largely unknown and
untested at that moment and therefore increased
transaction costs to international banks, investors
and private consortia. In addition, the international
best practices are less unambiguously applied to the
Flemish context, because they are usually drawn from
contractual PPPs. Second, the stricter interpretation
of Eurostat (the statistical office of the European
Commission) of the ESA accounting rules since the
financial crisis of 2008 has forced the Flemish govern-
ment to take some (not all) large PPP projects back

7 Vanden Hurk M. 2018. ‘Public-Private Partnerships: Where Do We Go From Here? A
Belgian Perspective’ Public Works Management & Policy, 23(3), 274-294.
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on its balance sheet. The risk analysis by Eurostat
classified an important DBFM project like the school
building program as on-balance mainly due to the gov-
ernment guarantee scheme. Another large DBFM pro-
ject, the missing link road project A11, was meanwhile
confirmed by Eurostat as off-balance. But the Flemish
government moved on to looking more towards the

contractual PPP formula.

You can’t always
get want you want

Even though PPP became a genuine policy tool its
application at times got into dire straits. In 2009 the
Court of Audit® criticised the strong budgetary ration-
ales behind PPP policy in Flanders. It concluded that
off-balance sheet financing should not be the only
motive for using PPPs, because it leads to suboptimal
results. It recommended that both financial, societal
and operational value should be taken into account.
Apart from this criticism, there was also the negative
impact of the financial crisis in 2008 on the number of
closed deals in Europe, due to liquidity shortages and
the stricter interpretation of the accounting rules by

8 Belgian Court of Audit. 2009. ‘Public-Private Partnerships by the Flemish Government’.
Brussels.
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Eurostat. Policymakers were forced to refine, or even
reinvent, PPP as a policy instrument?.

The growing criticism and the financial-market
evolution had an impact on the size and complexity of
PPP projects. Asaresult, increasing attention has been
devoted to smaller and more manageable PPP projects
in, for instance, the school-building programs. In addi-
tion, a growing diversity of PPP types arose, as less
complex contracts like DBF, DBM or DB were applied
more frequently. In general, a trend towards more
contract standardisation emerged', based on lessons
learned from previous projects. Simultaneously, at a
policy level, the strong push of PPP as a policy instru-
ment in the early 2000s with broad political support
gradually disappeared in subsequent years. Yet, there
was no real public debate on the matter”. It was seen
as just another procurement and financing technique,
where the policy focus shifted towards more profes-
sionalism and operational efficiency*.

9 Willems, T., Verhoest, K., Voets, J., Coppens, T., Van Dooren, W., & Van den Hurk, M.
(2017). ‘Ten lessons from ten years PPP experience in Belgium’. Australian Journal of Public
Administration, 76, 316-329.

10 Vanden Hurk, M., & Verhoest, K. (2016). ‘The challenge of using standard contracts in
public-private partnerships’. Public Management Review, 18(2), 278-299.

11 Willems, T.and Van Dooren, W. 2016. (De)politicization Dynamics in Public-Private
Partnerships (PPPs): Lessons from a Comparison between UK and Flemish PPP Policy’.
Public Management Review 18(2):199-220.

12 Vanden Hurk, M. (2016). ‘Learning to contract in public-private partnerships for road
infrastructure: recent experiences in Belgium’. Policy Sciences, 49(3),309-333.
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Parliamentary inquiry
as catharsis and revival

Eyes on the prize

In order to deal with this public criticism combined
with acknowledging that growing societal needs have
to be addressed within a budgetary straightjacket, the
Flemish Parliament launched on 28 September 2016
a parliamentary inquiry on ‘alternative financing of
public investment’ as an initiative by the opposition
Green political party. In its mission statement, the
parliamentary commission stated that it wanted to
map and evaluate public investment tools/methods
and aimed at a new parliamentary framework decree.
The commission wanted to ensure the Flemish gov-
ernment can significantly increase its level of invest-
ments, within the strict ESA framework.

The new decree regarding the governance and insti-
tutional arrangements was voted on 13 March 2019
in the Flemish Parliament (and applies starting from
1 January 2020%) and is an important step forward,
because it provides an answer to the critical public
attitude towards PPPs. The new decree reassured its

critics that the government had her eyes on the prize

13 Decreet houdende een kader voor grote projecten en programma’s. Tekst aangenomen
door de plenaire vergadering op 13 maart 2019 (2018-2019). Stuk nr. 1785 (2018-2019) - Nr. 7.
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and was following the budgetary consequences of
the PPP projects closely. It formulates a vision on the
monitoring and reporting on large investment pro-
jects, while also emphasising the need for structural
capacity building within the Flemish government. It
should also be stressed that it was an exclusive par-
liamentary initiative, built on a consensus of both
majority and opposition parties. The parliamentary
inquiry led to hearings with several PPP experts (both
academics and professionals) and was technically sup-
ported by members of the Court of Audit.

The projects within the scope of the new frame-
work decree are broadly defined and not limited to just
PPP projects as DBFM(O). The decree sets threshold
values to be defined as a large project (> €100 million
for construction projects, and > €20 million for sup-
plies or services) and alarge program (> €200 million).

The framework decree also describes the process of
choosing the most appropriate form of public invest-
ment in an early phase: PPP or not, and if PPP which
kind of PPP. It stresses the importance of getting early
on a clear view on financial impact and budgetary fea-
sibility. It also protects future public policy-making
against excessive use of numerous long-term availabil-
ity fees for PPP projects via a kind of budgetary ‘safe-
guard ceiling’. The implementation of a major project
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or program may not limit the policy budget of future
generations: the payments of availability fees may not
exceed more than 60 percent of the total budget of a
policy domain, or exceed more than 10 percent of the
total budget of the Flemish government.

The framework decree finally reforms the infor-
mation provision and evaluation of large-scale invest-
ment projects and introduces annual self-assessments
by the investment actors, supported by an adminis-
trative ‘support entity’ (i.e. the PPP expertise center)
and the Inspectorate of Finance and/or a government

commissioner.

Looking forward

Even though the above-mentioned parliamentary
initiative resulted in a much-welcomed decree, work
remains to be done for PPP to step up as a ‘smart’
device for public investment.

Initially the parliamentary commission had the
ambition to draft a complementary framework decree
on the financial and funding aspects. Elections in May
2019 and the renewed composition of the Flemish Par-
liament stopped the momentum and led to an unfor-
tunate standstill. Today no new initiative to relaunch
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this part of the important discussion on how to use
private financing to deliver public infrastructure
appropriately is imminent.

As mentioned before, an important rationale
behind PPPs are the budgetary challenges facing both
the Flemish and Belgian governments, while other
solutions (such as separating infrastructure invest-
ments for the general budget) may not be feasible in
the short run. Hence the importance of fully grasping
the opportunities regarding private input in public
infrastructure™. In this respect, a distinction must be
made between financing and funding. Financing is the
way in which the money can be obtained to deliver the
project. Funding (public, private or a combination of
both) is the actual payment for (the availability of)
the infrastructure to the private partner (e.g. one-off
payment upon delivery, monthly payments during the
construction phase, periodic payments of availabil-
ity fees, private tolls, etc.). While private financing is
quite common in Flemish and Belgian PPP practice,
private funding seems somewhat overlooked. Hence,
a challenge within a Flemish or Belgian context lies
within the funding part of the deal.

Most international examples of private funding

14 Greve., C. & Hodge, G. 2017. ‘Private Finance: What Problems Does It Solve, and How
Well?” In Flyvbjerg B. (Eds.) The Oxford Handbook of Megaproject Management (pp. 362~
388). Oxford: Oxford University Press.
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driven PPPs are linked to the construction of traffic
infrastructure with a toll mechanism, thus the pri-
vate user provides the funding for the infrastructure.
In Flanders there is little practical experience with
toll schemes related to public infrastructure. The
‘liefkenshoektunnel’, built in the 1990s to unlock the
Port of Antwerp, was for a long time an exception. In
2016, the three regions of Belgium - Flanders, Wal-
lonia and Brussels - introduced the Kilometer Charge:
not taxing the possession of a truck, but rather, its
use. This allows the infrastructure cost to be charged,
with the possibility to include also the environmental
effects of its use. Also, the planned megaproject ‘the
Oosterweel link’ to resolve the traffic jams near Ant-
werp, will make to some extent use of a toll mecha-
nism to fund the large investments.

Given the already burdened or distressed Flemish
public budget, combined with the high societal needs
to invest in new public infrastructure, the opportuni-
ties regarding more private funding via direct citizen
or user payments should be further explored. Given
the little experience in Flanders and Belgium in this
respect, investing in capacity building for private
funding driven PPP may prove to pay off in terms of
upgrading infrastructure and public service provision.

A related question is whether private fund-
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ing-driven PPP requires government participation
in the SPV entrusted with the performance of a PPP
contract. Apart from strengthening market confi-
dence and thus willingness to enter into such a PPP
(see above), such participation, the private and public
side being partners in an SPV, may help to align public
and private interests. This may contribute to man-
aging conflicts between public and private interests
that may arise in such PPP structures’. As mentioned
above, there are also opportunities for risk and bene-
fit sharing and an interesting learning curve for both
partners. Finally, the participative PPPs turned out to
be Eurostat-proof, if the risk sharing between public
and private partners were done according to the prin-
ciples described in the Eurostat manual*. This manual
was much anticipated to bring some clarity in the

complex world of PPP projects.

Conclusion
We discussed that in Flanders and Belgium PPP has
never been an uncontested policy tool. However,

recent legislative updates in Flanders indicate that

15 Ménard, C. 2013. ‘Is Public-Private Partnership Obsolete. Assessing the obstacles and
shortcomings of PPP’ in de Vries P. en Yehoue E. B. (Eds.) The Routledge Companion to
Public-Private Partnerships (pp. 151-154), London: Routledge.

16 Eurostat2016. ‘A Guide to the Statistical Treatment of PPPs’. EIB/EPEC: Luxemburg.
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the Flemish government sees a future for PPP as a
tool for public investment. The 2019 Decree and the
framework it provides is therefore a much-welcomed
initiative.

Two main challenges however arise. First, due
to budgetary constraints which urges authorities to
develop innovative financing techniques based on
private funding. However, in Flanders and Belgium,
private funding techniques are still to a large extent
uncharted waters. Also in this respect, capacity build-
ing and alegal framework would be very welcome.

Second, given the importance to align public and
private interests, the potential advantages of the
participative and sui generis hybrid model developed
in Flanders should be emphasised. Even more so in
a budgetary crisis context due to Covid-19 virus and
its dramatic consequences, where the government
wants to focus on public works and infrastructure to
relaunch the economy. It may even be Eurostat-proof,
if the risk sharing is done appropriately. A driving
force in a Flemish and Belgian context is still to ensure
that the governments can significantly increase their
level of investments, while staying within the strict
ESA framework.
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Chapter 4
Scandinavian
experiences

Lars Hultkrantz

Introduction

PPP contracts have not been extensively used for
development of transportation infrastructure in Scan-
dinavia (Norway, Denmark, and Sweden). However,
all countries have some experience from such con-
tracts aswell as other forms of performance (build-op-
erate-maintain) contracts. Also, in all countries there
has been an upsurge in interest for PPP contracting.
This chapter briefly reviews the experience from PPP
and other forms of performance contracts in road and
in rail infrastructure in the three countries and dis-

cusses prospects for further developments.
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Norway

Norway’s long coast with extensive archipelagos has
made travel between islands and peninsulas extremely
cumbersome. The introduction of ferries charging for
crossing was a huge improvement. Being used to pay
for crossings made it straightforward to pay also for
tunnels and bridges when ferries gradually have been
replaced. The country therefore has a long tradition
of toll funding of road infrastructure. The country
has realised more than a hundred toll-funded projects
since WW2, initially in non-urban areas and later in
inter-urban and urban roads, including in the three
largest cities'. However, it was not until 2001, that
Stortinget decided to tender three motorway links, to
be partly funded by road tolls, for PPP contracts.

In these three cases, contractors finance, build,
operate and maintain roads until they are transferred
to the state after 25 years. In spite of the toll funding,
contractors are not paid by usage, but on an availa-
bility basis, although there is some compensation for
increased maintenance costs if road use exceeds a cer-
tain threshold. Toll revenues are collected and kept by
the state. Each tender started with a pre-qualification,
after which four consortia were invited to submit bids.
In a second round, two of them were invited to com-

1 Odeck, James & Brathen, Svein. (2002). Toll financing in Norway: The success, the failu-
res and perspectives for the future. Transport Policy. 9. 253-260.
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petitive dialogue before their submission of final bids.
The winners in the three tenders were three separate
consortia.

Aninitial evaluation conducted in 2007 by the Insti-
tute of Transport Economics? concluded that these
tenders had been successful. Constructions were in all
three cases completed on time. Delays that otherwise
are common were avoided, which was estimated to
correspond to a gain of 10-15 percent of the calculated
net present value of the road links compared to what
could have been expected in a standard procurement.
The main source of this is road users’ benefits from
immediate access. On the other hand, it was noticed
that contractors were not given much room for tech-
nical innovation and there was no evidence indicating
any substantial reduction of costs of construction
or maintenance. On the other hand, the evaluators
recorded a considerable amount of innovation in
other dimensions, such as implementation strategies,
project organisation, contracting and financing. It was
also found that risk allocation had been more appro-
priate than if a conventional procedure had been used.

More recently, since 2017, the Norwegian govern-
ment has tendered another three motorway links for

2 Knut Sandberg Eriksen, Harald Minken, Glenn Steenberg, Thorleif Sunde, Karl-Erik
Hagen, 2008, Evaluering av OPS i vegsektoren. Transportkonomisk institutt, Oslo, rapport
890/2007.
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25-years PPP contracts. The most important change
of contract design in this round was that contractors
receive a large part (but not all) of the total compen-
sation on completion of the construction work. This
change was made in order to reduce the contractors’
financing costs, presumably at the expense of some
loss of the strength of performance incentives.

Denmark

Like Norway, Denmark was a late starter in tendering
PPP contracts for transportation infrastructure. How-
ever, the Danish government has developed a specific
institution for procurement of integrated mega-size
design-build-operate-maintain projects, called the
State Guarantee Model, SGM3. It is not a PPP, but
bears resemblance in some dimensions. In this model,
a so-called special purpose vehicle is established that
finances and contracts design, build, operation and
maintenance sub-contractors. This body is responsi-
ble for the financing of the projects, but based on a full
guarantee by the Danish state. Further, the final fund-
ing is (supposed to be) entirely based on tolls paid by

users.

3 Kaj V. Holm, Thomas Horstmann Nielsen, 2018, The Danish State Guarantee Model for
Infrastructure Investment. OECD/ITF Working Group Paper.
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This concept was first developed for the Stora-
baelt Fixed Link that opened 1998, then for the
Oresund Fixed Link (jointly owned and guaranteed
with Sweden) that opened in 2000, and is now used
for the Femernbelt Fixed Link that is expected to
open in 2028. Both links currently in operation were
completed on time and are considered to be success-
stories*. In fact, as traffic volumes on the Storabaelt
link turned out to be much higher than projected, the
Danish parliament decided to let the company finance
other infrastructure investments by dividend pay-
ments. To further allow this, the repayment period
was extended from 25 to 30 years.

Procurement and contracting were adapted in
several ways in order to give bidders and contractors
strong incentives to contribute to the design of the
objects, in spite of the weaker commitment compared
to in a PPP contract. In the case of Storabaelt link, the
form of the structure of one of four sections was not
at all defined before the tender, so bidders were asked
to make their own proposals for this. For another sec-
tion, several alternatives that bidders could choose
among were identified. A two-stage procedure with
competitive dialogue was used and bids were evalu-
ated on a quality-price basis, where quality criteria

4 Holm & Horstman Nielsen, The Danish State Guarantee Model for Infrastructure Investment.
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included robustness of the management systems and
construction methods®.

Reflecting on the experiences so far, Holm & Horst-
mann Nielsen® remark that the SGM has both merits
and drawbacks compared to a PPP model. A possible
disadvantage is the division of contracts between con-
struction on the one hand and operations and main-
tenance on the other. To alleviate this problem, con-
tracts for the Femernbelt link cover both construction
and the early years of operation. Another disadvantage
could be the possibility of political interference, as
the special purpose vehicle is fully owned by the state.
On the other hand, a possible advantage is that the
investment horizon is not limited to a specific con-
tract length. As an example of this, the special purpose
vehicle has developed innovative ways of prolonging
the expected life of the assets by corrosion protection.
However, it should be noticed that there may be simi-
lar incentives in a PPP model if the expected remain-
ing life length affects the transfer value of the asset.
Another merit of this model is the learning within the
same organisation made possible, and which seems
to have benefitted the Fix-Link projects following the

first one.

5 Leif Vincentsen, Kim Smedegaard Andersen, 2018, Risk Allocation in Mega-Projects in
Denmark. OECD/ITF Working Group Paper.

6 Holm & Horstman Nielsen, The Danish State Guarantee Model for Infrastructure
Investment.
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More recently, Denmark has come to use PPPs in
several sectors, but so far there is only one case in land
transportation. This is a 26 km motorway-project that
was built 2010-2011 in southern Jutland. The conces-
sion for this is for 26 years, includes maintenance and
is paid for quarterly by availability fees. This project
was initiated at the county level but the central gov-
ernment had to take over when counties were abol-

ished in a reform of the sub-government sector”.

Sweden

The first and so far only experience of PPP for land
transportation infrastructure in Sweden is the Stock-
holm-Arlanda airport rail link that opened for services
in November 1999, one year before schedule.

The tender for this contract included a pre-qual-
ification process with 30 bidders followed by a final
round with four bidding consortia. The A-Train
consortium was finally selected and approved by
Riksdagen in April 1994. The construction was jointly
financed by the state and the private consortium, with

7 Warsen, Rianne, Carsten Greve, Erik-Hans Klijn, Joop Koppenjan, 2018, With or without
you? Perceptions on governing Public-Private Partnerships by public and private actors in
Denmark. Paper prepared for the XXII Annual IRSPM conference Edinburgh, 11-13 April
2018. https://irspm2018.exordo.com/files/papers/319/final_draft/Warsen_et_al._IRSPM_pa-
per_2018._Governing_PPPs_in_Denmark.pdf
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a private contribution of approximately two-thirds.
The asset is owned by the state, but A-Train has a
concession that gives exclusive rights for traffic in 45
years (1995-2040) with an option for prolongation in
another 10 years. A-Train is free to set ticket prices,
but faces competition primarily from bus services with
considerably lower prices (albeit longer travel time).

A follow-up by the National Audit® concluded that
evidence is incomplete on the total cost of the project,
but there is no indication that it was more expensive
than if the construction work had been procured on
conventional terms. Also, as in the case of the Norwe-
gian motorways, delivery on time or even in advance of
schedule was considered to be a substantial benefit of
this contract design.

Further, it seems that the winning consortium had
to pay a high price for accepting the revenue risk, as
there was a slump in air travel in the years after com-
mencing traffic, because of the 9/11 and SARS events,
which brought the consortium near to defaulting on
its loans®. However, in January 2004, the Macquaire
Group acquired all shares in A-Train plus its out-
standing debt, which brought in an owner with deep

8 Riksrevisionen, 2004, Arlandabanan - Insyn i ett samfinansierat jarnvigsprojekt, RiR
2004:22.

9 Nilsson Jan-Eric & Hultkrantz Lars & Karlstrém Urban, 2008. “The Arlanda Airport Rail
Link: Lessons Learned from a Swedish Construction Project,” Review of Network Economics,
De Gruyter, vol. 7(1), pages 1-18, March.
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insight into the appropriate management of this type
of operations, something that was lacking among the
partners of the original consortium®. Services have
been operated since then with high punctuality and
without major interruptions. The number of passen-
gers annually has increased from 3.4 million 2005 to
5.8 million 2019.

The contract period is extremely long compared to
what is usual in PPP projects for road infrastructure.
The agreement was signed just before regulatory
reforms that liberalised the Swedish market for rail
travel and in hindsight, several features of the contract
terms would probably had been different if that had
been projected. In particular, the terms for third party
access to the stations were initially not very favourable
to competition, and the platforms were higher than
the national standard, which means that the opera-
tor’s rolling stock cannot be used in other parts of the
national network" . However, today close to 40 per-
cent of the train passengers to and from Arlanda ride
on trains operated by other companies and pay a fee
for entering the airport.

In road infrastructure there are a few long-term

Design-Build-Maintain (i.e., not Finance) objects in

10 Nilsson etal., “The Arlanda Airport Rail Link”
11 Nilsson etal., “The Arlanda Airport Rail Link”
12 Riksrevisionen, 2016, Erfarenheter av OPS-Iosningen for Arlandabanan, RiR 2016:3.



« Scandinavian experiences

Lars Hultkrantz

operation in Sweden. The first such object is a cross-
link between two motorways north of Stockholm that
was built 2005-2008. The contract includes a commit-
ment for operation and management during a 15-year
period. These have been followed by two bridge-based
by-passes in central and northern Sweden, with a
20-year term for operation and maintenance duties.
Both projects are partly funded by bridge tolls, but
these are collected by the state. Contractors are paid
a fixed price, with bonus opportunities for early com-
pletion.

In 2017, a government committee review inves-
tigated whether private finance could be a possible
remedy to notorious cost overruns and delays of road
and rail infrastructure experienced in construction
projects. This was especially noticeable in connection
to the completion of seven mega-size road and rail
objects that were initiated in the 1990s and finalised
during 2006-2017 (another one is expected to be
opened in 2030). A recent study on Swedish data by
Nilsson et al.® has provided evidence on this issue also
for “normal-size” objects. 776 contracts relating to
contracts in both the road and rail sectors for both
investments and maintenance measures that cost

13 Nilsson, Jan-Eric, Johan Nystrém and Johan Salomonsson, 2019, Cost overruns in con-
struction contracts tendered by the Swedish Transport Administration. Swedish National Road
and Transport Research Institute, VT rapport 1011.
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more than €1 million were studied. It was found that
cost overruns for railway contract have a 94 percent
probability and for road contracts it is 86 percent. The
average cost overrun for rail contracts is 32 percent
and for road contracts 20 percent.

Based on economic and legal arguments, the com-
mittee concluded that there was a strong case for get-
ting experience on how PPP would work in practice in
the Swedish context. It suggested that the government
should go ahead with PPP contracts for three objects
on a trial basis. So far, however, this has not led to fur-

ther action.

What's next?

It is clear that PPPs and other performance contracts
do not dominate the scene for procurement of large
infrastructure investment in Scandinavia. In fact, the
opposite is true. The Norwegian PPPs for motorways
are exceptions in Scandinavia as a whole. The Danish
PPP motorway was initiated at the county level, not by
the national government. In Sweden, the rising inter-
est in PPPs for transportation infrastructure demon-
strated in a government committee report in 2017 has
cooled down, at least for the time being. The reason is
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a recent scandal caused by massive cost-overrun and
operational failures in Stockholm’s New Karolinska
Hospital, which was built under a PPP contract. This
seems to have lowered decision-makers’ appetite for
PPP in general, irrespective of the large differences in
challenges and experiences from meeting them with
such contractsin other fields such as road construction.

However, the construction sector in Scandinavia,
as in the rest of Europe, is very much in need of impe-
tus for technological development and productivity
growth. Also, as demonstrated in the case of Swe-
den, the industry has not yet come to terms with the
systematic cost overruns. These two motives are the
likely drivers of a continued search for organisation
and contracting forms that allow the forces of compe-
tition and incentives to develop the sector.

In all Scandinavian countries, there are two further
factors that will probably energise this pursuit the
coming years. One is the need for fiscal consolidation
in the years to come after the coronavirus pandemic,
which makes it likely that projects that can be fully
or partially funded by user charges will have some
advantage in the overall prioritisation of projects.
Some road cases have already been suggested for

14 Nilsson et al., Cost overruns in construction contracts tendered by the Swedish Transport
Administration.
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Stockholm. The second is that there are some large
cross-border projects in Scandinavia (Metro Copen-
hagen-Malmd, Fix-Link Helsingborg-Helsingdr and
railway Oslo-Stockholm) that are in various stages of
the planning process. These projects would require
special solutions with respect to organisation, financ-
ing and funding.

As an example, the proposed rail line between Oslo
and Stockholm would reduce travel time from sh2om
to 2h55m and thus make train travel competitive with
air travel. This could be accomplished in part by two
new sections that shorten the existing line and in part
by an upgrade of the current infrastructure to double
track from single track. A published “business propos-
al”s proposes a profit-sharing model to attract private
capital to the two green-field parts, which represent
approximately two-thirds of the total investment.
In return investors would get concession to a special
track fee on these segments.

Therefore, the experiences from the Norwegian
PPP contracts will be followed by great interest in all
Scandinavian countries. If they turn out to be success-
ful, they are likely to be followed by more, and even

larger, objects.

15 Oslo-Stockholm, 2019, “Business case”. https://www.oslo-sthlm.se/wp-content/uplo-
ads/2019/05/mzovzswejklrhcevekrau.pdf



57

References

Knut Sandberg Eriksen, Harald Minken, Glenn Steen-
berg, Thorleif Sunde, Karl-Erik Hagen, 2008, Evaluering
av OPS i vegsektoren. Transportdkonomisk institutt, Oslo,
rapport 890/2007.

Kaj V. Holm, Thomas Horstmann Nielsen, 2018, The
Danish State Guarantee Model for Infrastructure Investment.
OECD/ITF Working Group Paper.

Nilsson Jan-Eric & Hultkrantz Lars & Karlstrom Urban,
2008. “The Arlanda Airport Rail Link: Lessons Learned
from a Swedish Construction Project,” Review of Network
Economics, De Gruyter, vol. 7(1), pages 1-18, March.

Nilsson, Jan-Eric, Johan Nystrom and Johan Salomons-
son, 2019, Cost overruns in construction contracts tendered
by the Swedish Transport Administration. Swedish National
Road and Transport Research Institute, VTI rapport 1011.

Odeck, James & Brathen, Svein. (2002). “Toll financing in
Norway: The success, the failures and perspectives for the
future”. Transport Policy. 9. 253-260.

Oslo-Stockholm, 2019, “Business case”. https://www.
oslo-sthlm.se/wp-content/uploads/2019/05/mzovzsw-
cjklrhevekrau.pdf

Riksrevisionen, 2004, Arlandabanan — Insyn i ett samfinansie-
rat jarnvagsprojekt, RiR 2004:22.

Riksrevisionen, 2016, Evfarenheter av OPS-lGsningen for
Arlandabanan, RiR 2016:3.

Leif Vincentsen, Kim Smedegaard Andersen, 2018, Risk


https://www.oslo-sthlm.se/wp-content/uploads/2019/05/mz0vzswcjklrhcvckrau.pdf
https://www.oslo-sthlm.se/wp-content/uploads/2019/05/mz0vzswcjklrhcvckrau.pdf
https://www.oslo-sthlm.se/wp-content/uploads/2019/05/mz0vzswcjklrhcvckrau.pdf

Allocation in Mega-Projects in Denmark. OECD/ITF Work-
ing Group Paper.

Warsen, Rianne, Carsten Greve, Erik-Hans Klijn, Joop
Koppenjan, 2018, With or without you? Perceptions on
governing Public-Private Partnerships by public and private
actors in Denmark. Paper prepared for the XXII Annual

58 IRSPM conference Edinburgh, 11-13 April 2018. https://

— irspm2018.exordo.com/files/papers/319/final_draft/
Warsen_et_al._IRSPM_paper_2018._Governing PPPs_
in_Denmark.pdf


https://irspm2018.exordo.com/files/papers/319/final_draft/Warsen_et_al._IRSPM_paper_2018._Governing_PPPs_in_Denmark.pdf
https://irspm2018.exordo.com/files/papers/319/final_draft/Warsen_et_al._IRSPM_paper_2018._Governing_PPPs_in_Denmark.pdf
https://irspm2018.exordo.com/files/papers/319/final_draft/Warsen_et_al._IRSPM_paper_2018._Governing_PPPs_in_Denmark.pdf
https://irspm2018.exordo.com/files/papers/319/final_draft/Warsen_et_al._IRSPM_paper_2018._Governing_PPPs_in_Denmark.pdf

Smarter investments
in transport infrastructure

Experience shows that investments in transport infra-
structure often do not end up as planned. Costs are often
underestimated and projects are delayed. One possible
way to reduce the problems is to involve the private
sector more. This can be done with Public-Private Part-
nerships (PPP) and other forms of contracts for desig-
ning, building, financing and managing an asset.

Under the right circumstances, the forces of incenti-
ves and competition in the private sector can be used to
decrease costs for construction and maintenance, shor-
ten construction times, and produce assets that are as
useful as possible. These solutions are still far from defi-
nitive, and we see a lot of variation and experimentation
around Europe. There are risks that follow with complex
contracts and long-term commitments. This book sum-
marises the research in the field and describes examples
from Belgium and the Scandinavian countries, with rele-
vant conclusions for decision-makers.
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