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This study examines the factors that contribute to the success of
Public Private Partnership (PPP) projects in the South Asian region
with an emphasis on project and contract attributes. The paper uses
a panel data set on success and failure of the PPPs in five South
Asian countries that reached financial closure between 1993 and
2016. For the regression analysis it uses logistic regression since the
outcome variable is binary in nature. The findings indicate that
projects in the information and communication technology sector
and transport sector are more prone to failure compared to those in
the energy sector. Additionally, a larger share of risks and
responsibilities assumed by the private sector positively affects
project outcomes. Price instability, as expected, lowers the likelihood
of success, whereas development assistances improve it.
Furthermore, local governments are found to be more efficient than
their national counterparts, and smaller projects tend to achieve
higher success rates than larger ones. Finally, the findings show that
effective balancing of investment freedom and quality regulation is
instrumental to PPP success.
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1. Introduction

Diverse organisations and individuals generally concur that investing in
infrastructure is nonetheless essential to boosting capital accumulation,
quickening economic growth, and achieving sustainable development. Various
groups and individuals generally believe that infrastructure investment is still
essential for boosting capital accumulation, accelerating economic growth, and
achieving sustainable development. Many different groups and individuals
agree that investing in infrastructure is always essential to boosting capital
accumulation, accelerating economic growth, and achieving sustainable
development.

There is general consensus among diverse groups and individuals that investing
in infrastructure is crucial for enhancing capital accumulation, speeding up
economic growth, and attaining sustainable development. Table 1 and Figure 1
show that the South Asia region (SAR) has far more infrastructure gaps than
any other developing region. As a result, the region urgently needs to improve
both the quantity and quality of its infrastructure. However, the SAR is not an
exception to the global economic stresses that continue to impair nations' and
financial markets' capacity to finance. In light of this, government agencies are
still exploring alternative funding opportunities for the development and
successful completion of government infrastructure projects. They see public-
private partnerships (PPPs) as a convenient choice for acquiring public goods
and services, despite community sentiment being strongly in favor of universal
public provision for such services (Hall, 2015).

Table 1: Infrastructure Investment Shortfall from 2014 to 2020 (annual, in
billion US$)

EAP SA LAC SSA ECA MENA Total
Required 87 309 141 58 62 53 711
amount
Available 35 68 41 28 35 52 259
amount
Gap 52 241 100 30 27 1 452
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Source: Ruiz Nunez and Wei (2015)

Note: EAP = East Asia and the Pacific, SA = South Asia, LAC = Latin America and the Caribbean, SSA
= Sub-Saharan Africa, ECA = Europe and Central Asia, MENA = Middle East and North Africa

In essence, a PPP is a contract between the public and private sectors where the
private sector constructs and runs a portion of a public service or asset. In
accordance with this agreement, the private sector takes on significant risk
(including financial risk) and responsibility in return for compensation based
on performance over a specified duration, which can consist of user fees,
government payments, or a combination of both. Alongside acquiring funds
from the private sector and shifting risk to it, PPPs are claimed to provide
enhanced and performance-driven delivery of public infrastructure and services
(Regan, Smith, and Love, 2014).

Figure 1: Regional ranking by project count and investment (total), 1994-
H12018
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Source: World Bank’s Private Participation in Infrastructure Project database.

Based on the idea that bringing private management and money to
public infrastructure assets and services may increase efficiency, remove
financial limitations on infrastructure investment, and expand fiscal space,
PPPs are growing in popularity globally. Proponents argue that an effective PPP
arrangement can: lower government spending and raise revenue, which will
have a net positive fiscal impact; and boost competitiveness, prompting the
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private sector to invest in utilities, transportation, health care, and education to
foster economic growth and development (Lammam et al., 2013 & Van Herpen,
2002).

One specific worry, however, is that PPPs could primarily be employed
to circumvent spending limits, shift public investment off the official budget,
and debt away from the government’s balance sheet— all while the government
retains most of the risk and could face substantial fiscal expenses (IMF, 2004).
PPPs, according to its opponents, are essentially a covert kind of public
borrowing that gives private companies long-term state assurances for profits.
Sometimes, PPPs can bring resources from the private sector to an area that
needs more funding or may be facing a negative fiscal balance. They are not the
solution for every infrastructure development issue, though, and the data

indicates that they might even make matters worse, which could result in project
failure (Hall, 2015).

The decades-long evidence of distressed and rejected PPP projects
worldwide suggests that PPP proponents may be making false promises due to
profit-maximizing behavior in the private sector and political incentives in the
public sector (ibid). PPPs generally show a varied track record across different
sectors; some have thrived, whereas others have encountered difficulties that
led governments to buy back their assets at substantial losses to avoid market
collapse (Chua and Loh, 2012). As a result, worries that citizens might not have
gotten the most out of their tax dollars through PPPs are growing along with the
global trend toward PPPs.

The study seeks to explore how project characteristics (such as the
industry sector of a project) and the contract’s nature (including levels of private
involvement in an infrastructure project, the number of sponsors, and
multilateral support) affect the successful completion of PPP projects in SA
countries. Specifically, are there certain elements that influence whether PPPs
in South Asian nations and abroad succeed or fail? However, it is outside the
purview of this study to evaluate PPP project success or failure in a larger
context that involves determining public benefits. This study exclusively
centers on the first step that determines success or failure—whether a project is
completed successfully, operational, facing issues, or ultimately canceled.
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A contract between public and private sectors regarding the
implementation of PPPs and their possible results — whether successful or not
— relies on the existing enabling conditions, which can be characterized by
various factors unique to the nation (like economic risks, country
characteristics, etc.), to the projects themselves (like contractual agreements),
and to the agreement itself. PPP projects frequently achieve financial closure,
and stakeholders execute the risk allocation agreement with the anticipation that
the pre-arranged risk distribution will be satisfactory. Nevertheless, even while
ex-ante risk allocation drives investments, ex-post risk realization is always
what determines whether a project succeeds or fails (Reside, 2009). This study
examines hazards after the fact; it looks into PPP outcomes and the factors that
influence them. It specifically examines “why PPPs occasionally fail” and seeks
to identify the lessons learned from SAR's experiences with PPPs.

The paper is structured as follows. Section 2 offers a summary of PPPs
in South Asia, while section 3 provides review of literature. Section 4 outlines
the study's goal, and Section 5 explains the methodology, which includes the
econometric model, data and variables, theoretical background, and hypothesis
development. Sectioni 6 presents and discusses the empirical findings, and
section 7 concludes the paper.

2. Overview of PPPs in South Asia

PPPs in the SAR initiated in India in 1988 with the establishment of
Gujarat Gas Company Limited, a greenfield venture—a completely new facility
that has not been altered or improved—executed in the Build-Own-Operate
(BOO) model. Other nations, apart from India, started adopting PPP programs
during the 1990s.

Figure 2 displays the amount of country-level PPP investments in the
SAR spanning from 1994 to 2017. With some exceptions, such as two declines
after the 1997 Asian financial crisis and the subsequent crises in Russia (1998),
Brazil (1998), and Argentina (2001), PPP investment in this area was very
minimal and remained relatively stable before 2005. PPP investments in this
area have unexpectedly risen since that time, reaching their highest point in
2010, even with the global financial crisis of 2007-2008 and the European debt
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crisis of 2008—2009. This increase was primarily propelled by India. But after
2015, when oil shocks struck the world economy as a whole, they started to
slowly recover once more. After that, they may have fallen precipitously as the
effects of the crisis became more apparent.

Figure 2: Regional and County Breakdown of
PPP Investment (in US Dollar), 1994-2017
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Source: World Bank’s PPI database

Table 2 presents the division of PPP projects into sectors and sub-
sectors in the SAR from 1994 to 2017, highlighting the comparative
development and demand for particular infrastructure types in this area. More
than fifty percent of the PPP initiatives in the area are in the energy field, which
is a wide-ranging sector that highlights the increased demand for energy
resources to facilitate development. It is divided into two major yet different
industries: the electricity sector and the oil and gas industry. The absence of
PPP initiatives in the oil industry, however, could be attributed to the reality
that no SAR countries extract oil.

With the second-largest proportion, the transportation sector indicates
the region's prosperity and, consequently, the rising demand for convenient
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market accessibility and the delivery of products and services. The
transportation sector is followed by the "water and sewerage" sector, which
accounts for just 1.64% of all PPP projects. This suggests that the private sector
is not interested in enhancing and modernizing less profitable services, even if
they directly improve the social well-being of the populace. It might be due to
the well-established ICT private sector in this region that PPPs in the ICT field
lag behind other sectors, accounting for merely 1.38% of the overall total.
Approximately 97% of all PPP initiatives in SAR pertain to energy (mainly
electricity) and transportation. This suggests that industries with more cross-
border applications and impact, like transportation infrastructure and electricity,
typically draw larger PPP investments than industries with more local
applications, like water and sewerage.

Table 2: Breakdown of PPP projects by sector and sub-sector in SAR,
1994 - 2017

Primary Sector Sub-sector Number of Proportion of
Projects Regional Total

Energy Electricity 622 53.57

Natural Gas 3 0.26
ICT ICT 16 1.38
Transport Roads 426 36.69

Ports 53 4.57

Railways 11 0.95

Airports 11 0.95
Water and sewerage | Treatment plant 8 0.69

Water Utility 11 0.95

Source: Author’s calculation using PPI database.

The two sub-sectors of water and sewage are each less improved than
the ICT sector. Water projects tend to be more prone to failure because they are
generally more localized and less attuned to market pricing. These factors
contributed to the failure of numerous early water and wastewater treatment
initiatives in China (Reside and Mendoza, 2010). The fact that water utilities
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and treatment plants are mostly public in character and have a high failure rate
may be the reason for the general reluctance of the private sector to become
involved. Risk of failure can arise from a variety of sources. Private companies
are rent-seekers by nature, and their presence in public projects immediately
raises tariffs; efficiency improvements, if any, occur later. Additionally, the
pervasive free-rider issue embedded in public goods leads to the problem of
demand estimation. Farthermore, having observed disputes and public
resistance to water privatization in various communities globally (along with
regular inadequacies in enhancing service quality and accessibility), like in
Buenos Aires, Argentina, Cocachamba, Bolivia, and in the Philippines (Reside,
2009), private investors may be reluctant to invest in this sector.

3. A Survey of Liturature

A significant portion of the debate on PPP outcomes has emerged
through the lens of those who either favor or oppose this method of delivering
public infrastructure assets. However, in order for PPP models to effectively
provide public infrastructures, a few crucial requirements need to be fulfilled
(Murphy, 2008). According to Tam (1999), the successs of a project is affected
by a various factors, such as an experienced, fair, and transperent governing
authority; a sincere and non-corrupt political regime; flawless contractual
agreements; and a well-organized legal framework pertaining to Build-Own-
Transfer; a large and trustworthy consortium; experienced companies; and,
crucially, no political meddling. Project failure is primarily due to ‘an
unrealistic initial timeframe — meaning a timeframe that forces reform
measures into a WB project cycle, rather than acknowledging the complexity
and political aspect of such processes’ and ‘a project design that is overly
complex’ (Independent Evaluation Group [IEG], 2015: xxi1). Other significant
elements that lead to project failure include inflexibility in land leasing prices,
changes in construction plans, price fluctuations, inadequate contract planning,
financial problems, political risk (Yang et al., 2010), protracted contract award
procedures, delays resulting from land acquisition, regional political concerns,
changes in scope, as well as holdups in loan approval and disbursement (Ahsan
and Gunawan, 2010). The socio-political context, weather, project scale, and
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design complexity have all been recognised as crucial elements that could affect
the success or failure of a project (Akinci and Fischer, 1998).

A PPP project is deemed successful when it achieves its goals and
fulfills public needs (Minnie, 2011). The key elements of a successful PPP
project include delivering value for money, which entails an effective risk
transfer, appropriate project selection, a thorough understanding of the public
sector, and well-defined lines of accountability and redress (Murphy 2008).
Political, financial, and market risks represent the crucial risk factors for a
project that must be considered (Agrawal, 2010). The most significant factors,
identified by Ameyaw and Chan (2015), are to be government commitment and
sufficient funding; however, they also included public acceptability and
support, a capable private partner, and efficient legal and regulatory
frameworks in their list.

Jiang et al. (1996) conducted a brief literature review in which they
identified 13 factors essential for success: clear objectives, an effective project
manager, backing from senior management, proficient team members, adequate
resource allocation, effective control mechanisms and communication
channels, feedback options, client engagement, technical activities, client
approval, and problem-solving. Although much of these are based on anecdotal
evidence, Reside (2009) pinpointed several elements that lead to project failure,
such as tariff freezing, inadequacies in project planning, design, and
contracting, inflated demand forecasts, significant risk misallocation in
contracts, and underappreciation of currency and other risks.

Sanni's (2016) exploratory factor-analysis identified seven key elements
for successful PPP arrangements: (i) insights gained from finished projects; (ii)
leadership's focus on aligning the implementation process with government
goals; (ii1) distribution of risk and economic policies; (iv) effective governance
and political backing; (v) a short construction timeline; (vi) positive
socioeconomic conditions; and (vii) provision of essential public services. A
case study on the Stadium Australia project revealed the essential success
factors (CSF) as: sustainable revenue; a solid consortium with knowledge,
significant experience, strong prominence, and a favorable reputation; an
effective approval process that aids stakeholders within a constrained
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