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Abstract

While the UK has been a leader in the large-scale introduction of public private partnerships (PPPs) across the economy, both Austria and Germany have been relative latecomers within the recent move towards PPPs. This paper analyses the issues driving PPPs and in particular it compares the experiences in Austria, Germany and the UK. The major of motives for moving towards PPPs are macro-economic or budgetary, especially in Germany and Austria, but also micro-economic or improving the efficiency of public service delivery, especially in the UK. The paper then considers the imposition of constraints on policy decisions by PPPs and analyses the potential macro-economic, including the implications in terms of the tax to GDP-ratios. 
1. Introduction

Although Public Private Partnerships (PPPs) have had a long history in many countries, it is only in the last two decades that they have become significant in the provision of services to the public. The motivations for, and types of, PPPs have varied over time, across sectors and between countries (see for example the European Community’s Green Paper on PPPs, 2004). In this paper the term PPP will be restricted to those projects involving the private provision, but continued public funding, of services formally provided by the public sector, although it is recognised that PPPs may include other forms of partnership. 

Historically both Germany and Austria have had experience with public and private sector partnerships dating back to at least the 19th century (e.g. the construction of parts of the Austrian railroad network by PPP) and more recently in the second half of the 20th century (e.g. key urban development projects in Germany in the 1980s). Nevertheless both countries have been latecomers within the recent PPP-movement (compare: Bastin (2003) and Beirat (1998) for Austria; and Friedrich Ebert Stiftung (2002) and Sack (2003) for Germany). However, the overall amount of investment has been very limited, notwithstanding a few large investment projects (e.g. the heavy goods vehicles toll systems which have been deployed, more or less, successfully in both countries) and several smaller projects (see the survey by Schaffhauser-Linzatti 2004). 

The UK has been a leader in the large-scale introduction of PPPs across the economy. The UK government considers PPPs “to cover a range of business structures and partnership arrangements, from the Private Finance Initiative (PFI) to joint ventures and concessions, to outsourcing, and to the sale of equity stakes in state-owned businesses” (Treasury 2000, p. 8). They set out three main categories of public private partnerships concerning ownership, provision of services (including infrastructure) to the public sector, and the selling of public sector services to others (such as through the exploitation of patents). 

First, there is a changing public ownership where PPPs are concerned with the introduction of private sector ownership into state-owned businesses. This involves a range of possible structures including a stock market flotation or the introduction of a strategic partner and with sales of either a majority or a minority ownership stake to the private sector. Hence this can be seen as a continuation of the privatisation philosophy of the 1980s and 1990s introduced by the Conservative Thatcher government after 1979.

The second form of PPP concerns the provision of and/or operation of infrastructure. The Private Finance Initiative (PFI) and other arrangements where the public sector contracts to purchase services on a long-term basis so as to take advantage of private sector management skills and providing an incentive by having the private finance that is contributed at risk. This type of PPP includes concessions and franchises, where a private sector partner takes on the responsibility for providing a public service, including maintaining, enhancing or constructing the necessary infrastructure (e.g. many school or hospital investments or, in transport, the Skye Bridge). Basically such PPPs may be classified on two continuums with different levels of ownership and involvement of: who operates the service; and who provides the facilities (building and/or equipment etc.). PPPs may involve build and operate schemes (where the private sector both builds a facility and operates it for a defined period, such as 30 years, before handing it back to the public sector); to purely operating a service, while using public sector facilities; to providing a private sector facility, to be operated by public sector staff. In some cases the private firm may sell on their interests to other firms with a market for aspects of the ‘second phases’ of PPPs being developed in countries such as the UK.

The third type of UK PPP is generating commercial value from public assets, such as selling Government services into wider markets and other partnership arrangements where private sector expertise and finance are used to exploit the commercial potential of Government assets. For example innovations resulting from defence research may be exploited through a joint PPP.

There is a range of economic, social and political reasons and motives for the growth of PPPs in the three countries over the last two decades. These revolved around: firstly budget or macro-economic factors (the availability of public investment); and secondly around more micro-economic arguments concerning the efficiency and effectiveness of public spending. In Germany and Austria the main drivers of PPPs appear to focus predominantly, but not exclusively, upon macro-economic budget factors, such as the gap between public expenditure requirements and desires and potential revenues. In the UK, while these may be important, there has been an emphasise upon micro-economic factors – bringing in greater innovation and efficient management, as well as especially in the 1980s and 1990s, being linked to a transfer of ownership and control from the public to private sector.

This paper analyses, in section 2, the issues driving PPPs and in particular the experiences in Austria, Germany and the UK. Section 3 then considers the imposition by PPPs of constraints on political decisions. Section 4 analyses the potential macro-economic implications in terms of the tax to GDP-ratios. This is followed by conclusions.

2. Drivers of PPP

There are many reasons for (and against) actors considering working in public private partnerships such as: resource availability; effectiveness; and legitimacy (see for instance, McQuaid 1999). In this section more general reasons for government involvement, rather than that of individual organisations or firms, are considered. First macro- and then micro-economic factors are analysed.

Macro-economic or budget factors

Public investment needs

In each of the three countries there has been a large need for services and infrastructure investment, especially during the 1990s and 2000s. This investment need is due to a variety of factors, some of them being specific or at least significant in Germany and Austria compared to other countries. In the transport sectors the enlargement of the European Union has shifted both countries from the border into the centre of the union with a strong need to improve transport infrastructure to the new member countries. The Austrian transport infrastructure (roads and railways) in particular in the Eastern part of the country is not well prepared to cope with the new demands. In some traditional utility sectors, like water supply and wastewater disposal, urbanisation trends and re-investment requirements have increased the investment current need. In all three countries demographic change and technological advances require heavy investment in the health sector. In the UK in the late 1990s there was also a legacy of under-investment in public infrastructure (schools, hospitals, transport etc.) from the previous two or three decades. This was worsened as during the 1980s and 1990s local government in particular had often reacted to budget constraints through reducing maintenance, resulting in a long-term repair and rebuilding backlogs. 

The argument was then put forward that public finances were insufficient for the levels of investment required and so private resources needed to be brought in to fund services and facilities previously paid directly through public expenditure (see below). 

Reconciling demand for and availability of public resources

Most public bodies suffer from a gap between the demand for and the availability of funds. A second driver of PPPs, at least since the second half of the 1990s, is that it has become impossible in both Germany and Austria to talk down or neglect constraints on financing public infrastructure with the available amount of public finances – problems, which had been virulent for many years. In Germany the cost of re-unification turned out to be much higher than expected, and after the first euphoria it became possible to state this publicly. While the lack of funds in the German public sector has become notorious, PPPs have been increasingly considered as a means for relieving public budgets. Nevertheless in the recent scientific debate on PPPs in Germany this argumentation has been called a “wide spread misunderstanding” by the members of the scientific board of the Journal of Public and Non-profit enterprises (ZögU 2004), the leading German  journal in this area, claiming that private sector financial contributions regularly are only of a transitory nature. The Austrian central government’s budget was hit by the impacts of the increases of public consumption and transfer spending programmes in the early 1990s, by increased demands for public funding due to slow economic growth (partly caused by slack business with Germany which is the by far most important destination of exports), and by a low income-elasticity of tax revenues. The enlargement of the EU15 also is leading to a reduction in regional development funds in many regions, putting further pressure on public finances there (McQuaid 2000).

There was a further argument concerning the level of, and new sources of, resources for investment. In some local cases in the UK the PPP mechanism is used to raise public investment for realising land values that would normally be unavailable to the public body without the PPP. For example, in some cases, local authorities have promoted PPPs which would result in greenfield or recreation sites (such as sports fields) being developed. Normally such sites could not be developed because they are ‘protected’ by the planning system and other local and national policies (e.g. to promote sports and the provision of sports fields).  Private housing would not normally be allowed to be developed on such sites, and local authorities permitting such developments would be accused of succumbing to the interests of private developers. 

However, under the PPP proposals are made to build the school (or other facility) on such ‘protected’ sites, in the expectation that local people will not oppose a new public facility. The local authority (or other public body) is then able to sell the former school site as housing. The net result is that the previous greenbelt has been built upon and there has been an increase in housing development in locations that local planning policies often would not permit. In financial terms the local authority is able to capture much of the difference in value between the original school site and ‘protected’ greenbelt (usually in public ownership or being purchased at lower than housing value) and the housing value of the old, say, school site. Some of these differences in valuations may also be captured by the developers who deliver the PPP, and some by the public body. In this way PPPs can, for example, be used to subsidise public expenditure by altering planning policies. Current examples of this are in Stirling, while in Ayr in the UK, there are apparently proposals to build a new PPP school on ‘common’ land, while selling the ‘former’ school site for housing.

Overall tax burden

Third, the overall tax burden (including social security contributions) is already high in Germany and Austria and it is politically difficult to increase taxes. Both countries’ tax to GDP-ratios are already well above EU-average, and tax competition within and outside the European Union – in particular with the new member states – has made it difficult and risky to raise these ratios further. Not surprisingly both countries’ governments – notwithstanding many ideological differences between the social democratic/green coalition in Germany and the conservative/nationalist coalition in Austria – are at least talking about a reduction of the tax burden. 

In the UK, in general, there is also pressure from some opposition parties which may make the government reluctant to raise taxes by much in the future. As mentioned earlier, pressure from globalisation and the ageing demographic structures of the countries (although the UK has a slightly slower ageing of their population structure) also suggest that longer term significant tax rises are likely to be more difficult than in the past.

Restrictions on government debt levels

Fourth, European Union policies have set “binding” limitations to government debt for Germany and Austria which are members of the European Monetary Union (EMU). The requirements of the EMU and the stability and growth pact in particular have restricted the effective use of fiscal policies particularly in times of weak economic conditions. The impact of the restrictions has been felt not only at the federal level but also on other levels of government due to intra-national “stability pacts” which have obliged state and municipal governments to keep in line with the national requirements to meet the targets stipulated in the national stability programmes as part of the EU’s stability and growth pact procedure. The pressure to use PPPs to relieve pressure on government budgets has been stronger in Germany, compared to Austria, as public finances are strained more severely.

Although the UK may not currently be restricted to the same degree, policy has been to maintain state finances somewhat similar to the requirements of the European Monetary Union. The Chancellor of the Exchequer (Finance Minister) has argued for a ‘Golden Rule’ whereby public finances are balanced over the economic cycle. This may limit the amounts that taxes should rise, although the long-term implementation of this policy is uncertain. 

Deregulation and economic structural change

Fifth, some sectors which had been exclusively served, or at least dominated by, public firms have changed in nature. Formerly sheltered sectors such as parts of the transport or health services have turned or are expected to turn into more competitive markets or private businesses pursuing their own economic goals. At one extreme PPPs could be considered as precursors for later privatisation of the service, by ‘streamlining’ the organisation into creating a range of private sector providers. Opening EU markets (and even global competition) have also influenced deregulation efforts, while the opening of sheltered sectors of public services to national and international competition required by the WTO negotiations will reinforce this process. So domestic firms’ interest in PPP increased in order to help make themselves fit for international competition (and to warrant that a bigger piece of the PPP-cake would be distributed to domestic firms). 

This motive is particularly important in the construction industries in Germany and Austria, which have suffered severely from a drop in public investment levels. Construction firms, partly due to international competition, have often tried to become infrastructure operators; a few have achieved this very successfully. In addition large firms with core businesses in a variety of industries – like Siemens and Deutsche Telekom in Germany, and the national highway operator ASFINAG in Austria – have entered this market. The firms’ lobbying for PPP-financed infrastructure has gained more momentum when a few banks, which started to specialize in PPP-finance in the second half of the1990s, joined the effort.

Other EU policies

Sixth, the European Union Green Paper on PPPs (CEC 2004) and other development policies at the local, national and European Union levels (Jones 1999) – particularly in the fields of structural and regional policies – deliberately promoted network-building between private and public partners which entail, in some cases, the creation of PPPs (Scherrer 1998). In Austria PPPs have been launched successfully as an instrument of Austrian innovation policy to improve industry science relations and to increase industry-related research of Austrian universities. While the programme’ s overall size is small, a recent evaluation by the OECD (Hutschenreiter 2004) confirmed its good performance (“good practice in international comparison”).

Micro-economic factors

Part of the PPP agenda, particularly in the UK, is to improve the efficiency and effectiveness of the provision of public services, through innovations from other, mainly private sector, approaches, and incentives to each party (including competition or the threat of competition in the early stage of deciding upon the PPP and a transfer of real risks to the developer or operator). 

The UK government (Treasury 2000) argues that PPPs enable them to tap into the disciplines, incentives, skills and expertise which private sector firms have developed in the course of their normal everyday business, while releasing the full potential of the people, knowledge and assets in the public sector. The private sector involvement should result in greater commercial incentives for delivering efficient and effective services, a greater focus on customer requirements, and new and innovative approaches to providing services or infrastructure. PPPs then may help improve the operation of state-owned enterprises or replace them with private providers. Meanwhile Government retains the responsibility and democratic accountability for: deciding between competing objectives; defining the chosen objectives, and then seeing that they are delivered to the standards required; and ensuring that wider public interests are safeguarded. 

According to the UK Treasury (2004) Private Finance Initiative (PFI) programmes should be assessed where there is evidence that the benefits that the PFI can offer indicate that there is a prima facie case for considering PFI. These potential cases include:

· a major capital investment programme, requiring effective management of risks associated with construction and delivery;

· the private sector has the expertise to deliver and there is good reason to think it will offer Value for Money;

· the structure of the service is appropriate, allowing the public sector to define its needs as service outputs that can be adequately contracted for in a way that ensures effective, equitable, and accountable delivery of public services into the long term, and where risk allocation sharing between public and private sectors can be clearly made and enforced;

· the nature of the assets and services identified as part of the PFI scheme are capable of being costed on a whole-of-life, long-term basis;

· the value of the project is sufficiently large to ensure that procurement costs are not disproportionate;

· the technology and other aspects of the sector are stable, and not susceptible to fast-paced change;

· planning horizons are long-term, with assets intended to be used over long periods into the future; and

· there are robust incentives on the private sector to perform.

The emphasis here is on choosing and implementing schemes where there will be an efficiency gain in the provision of public services. This reflects the outcomes of the debates in the 1980s concerning whether the public sector should have an enabling role, determining the form and level of public services, or a role as sole provider of services (see for instance: Giloth and Mier 1993; Nutt and Backoff 1992). In other words the public sector has to decide should they provide services or carry out activities themselves or should they get someone else to do them for them? The increased role of PPPs suggests clearly that the enabling view of government and governance prevailed. In addition to the benefits of an enabling approach, there are potential problems with such an enabling approach such as: the ability to learn the lessons from providing the service in order to develop a policy; there must be actors who are able to carry out the service, be they in private, public or Third-sectors; and the danger of the organisation failing to ‘learn’ from past experience and so repeating mistakes of the past or ‘reinventing the wheel’ as there may be a lack of corporate memory. The theoretical and empirical benefits of economies of scale are often outweighed by the disadvantages of lack of local knowledge and the lack of continuity on the part of large-scale providers. In the UK PPPs have also restricted the ability of decision makers to reduce their maintenance, or even provision, of facilities at times of budget tightening (see below). Some of the constraints on decision makers related to PPP are now considered. 

In Germany and Austria microeconomic factors are not neglected, of course, but compared to the UK Value for Money-considerations are less prominent in the debate about pros and cons of PPP. As in the UK, “privatisation-type” PPPs and “PFI-type” PPPs have to be distinguished. Due to the historically large share of state owned enterprises in sectors like mining, heavy industries, and banking (particularly in Austria) a process of privatisation has aimed at reducing government interference in management decisions, partly as government pursued goals other than microeconomic or efficiency-oriented ones. While formally, in many cases, more or less private sector-type corporate governance mechanisms existed in most of these firms, actual interference by governments at the federal, state, and sometimes even local levels, was common. The formal corporate governance structures are likely to converge towards private sector governance structures as most formerly government owned enterprises have become at least partly privatised. In the public, and even in the scientific, debate this process was labelled “privatisation” both in Germany and Austria, even in those cases when only a minority ownership stake was sold to private investors. The public to (partly-) private-enterprises in most cases have not been considered as being PPPs; e.g. the survey of PPP projects in Austria by Schaffhauser-Linzatti (2004) includes virtually no privatisation-type PPPs. 

PFI-type PPPs have been less important in Germany and have only very rarely been implemented in Austria. In both countries the provision of public infrastructure (particularly in transport sector) has been largely state provided and funded. Most infrastructure which is provided by central, regional and municipal government is in relatively good shape and although the quality of some government services has been criticized its operations are considered sufficient (at least by those citizens who have had the opportunity to compare the quality and price of such services with the quality and price in other countries). The scientific community both in Austria (e.g. Puwein et al 2004) and in Germany (e.g. ZgöU 2004) formulated very differentiated positions towards the possible efficiency gains through PPP. Such efficiency gains could only be expected if a wide range of conditions are met, and to realise efficiency gains of increased private sector involvement in the provision of public infrastructure would not necessarily require PPP models as traditional public investment (based on the concept of “Generalunternehmer” taking comprehensive responsibility for the construction process) could yield similar results in terms of efficiency (ZgöU 2004, p. 412). Reports about the negative implications of privatisation of public infrastructure in other countries have added to the concerns about private sector involvement in the provision of infrastructure in the German and even more so in the Austrian public debate. The lack of public funds, the possibility that German and Austrian firms might benefit from PFI-type PPPs, and a political shift in Austria have changed the attitudes of the public during the last few years.   

3. Imposition of constraints on political decisions

As discussed, there are many parallels between Germany and Austria concerning the drivers of the PPP idea, while the UK has moved further by using PPPs as a way to improve innovation, the effectiveness and efficiency of public expenditure. The political debate on public sector reform and reducing government intervention into the economy was interrupted in Germany by re-unification after 1989. When Germany refocused its attention to the public sector reform process it was influenced, like many other countries of continental Europe, by the “New Public Management” debate. In international comparisons New Public Management efforts in Germany were biased towards the internal modernisation of public administrations in the early phase, while in the late 1990s the emphasis moved towards aspects related to the external environment within which public services are provided (Sack 2003). The role of PPPs in this context was considered to be twofold: first PPP could increase policy efficiency and reduce public sector spending by mobilising private capital and expertise, and second PPP could be an instrument to improve the acceptance of public policy interventions by allowing private agents a higher degree of participation. 

Due to the great variety of PPP projects, a universally agreed definition and understanding of PPP has been (and still is) lacking in Germany and also Austria, which makes it difficult to design a comprehensive PPP strategy. Further complications for designing such a strategy are – again in both countries – the multitude of autonomous agents on the public side: the federal government, several states, and hundreds of municipalities. Investment expenditures of municipalities plus states exceed investment expenditure of the federal government. It is difficult to find a common strategy due to the autonomy of the different levels of government. The search for such a comprehensive approach (“Gesamtkonzept“) has impeded the dissemination of PPP in Germany. 

Austria seems to handle the issue in a more pragmatic way. In Austria the PPP debate gained momentum when the Beirat für Wirtschafts- und Sozialfragen – which is a typical committee of the informal, but nevertheless very well organised, Austrian corporatist system of “social partnership” – published a comprehensive study on the subject. It is formed from experts delegated by the large organisations of employers (the chamber of commerce) and employees (the chamber of labour and the trade unions council) and is supported by independent experts. The committee reports to the presidents of these interest organisations who approve the committee’s findings unanimously – otherwise no final report is released. As there is a need to achieve a consensus, the committee’s reports typically are characterized by pragmatism and a lack of accentuated ideological statements. However, given the broad representation of interests which are backing it, the reports have a strong impact on the political debate in Austria. The committee’s PPP study identified the major motives of PPP (Beirat 1998, p.12): to tap new sources of finance for infrastructure projects; to accelerate investment projects; and to improve efficiency by combining the strengths of the public and private sectors. Hence the debate includes the wider efficiency and innovation arguments, but the emphasis is clearly on macroeconomic aspects.

Thus the study by the Beirat enriched the Austrian debate on public sector reform in two issues that have dominated the agenda for many years: first, what are the tasks of the state and, as an implication, which services ought to be delivered by public authorities and which ones by private business? Second, how could the internal efficiency of the public sector be improved and what can be done to improve the administrative processes required to deliver public services? Alternative forms of providing public services – public and private partnerships being one such alternative – had not been at the core of the debate. If at all, PPPs were considered an instrument of only minor importance for improving overall economic efficiency and the efficiency of the public spending. In Austria the social democratic led government initiated the analysis of the corporatist Beirat, which delivered mostly “economic” arguments pro and contra PPP. Targets, such as risk transfer, reduction of the scope of public good provision and withdrawal of the state from the economy, creation of competition and markets for the provision of formerly exclusively publicly provided goods have gained attention only after the political turnover to the conservative/nationalist government in 2000 which deliberately put forward more ideologically underpinned arguments. There appear to be parallels with the UK’s conservative governments of the 1980s and 1990s, although many of the main principles of PPP have been continued under the post-1997 Labour governments (see above).

In addition the UK has used PPPs to constrain future discretion of decision makers (e.g. local government elected members). Again a legacy of the 1980s and 1990s was that in order to save money in the short term, many local government and other public bodies reduced maintenance of their property, so schools and other buildings fell in to a state of disrepair. The huge backlog of repairs meant that massive investment was required by the late 1990s and often the cost of these major repairs was far greater than if the buildings had been maintained properly. It is likely that should public finances become more constrained then again decision makers would be likely to cut maintenance rather than, for instance, cut staff or other expenditure (as the problems of cutting maintenance only appear in the longer term). 

PPPs, however, lock the public sector into having a maintained building or other facility, as the contract with the private PPP provider will clearly state the need for maintenances, cleaning etc. The result is that it is not possible to cut this maintenance as it is part of the, say, 30 year contract. It therefore reduces the choice of future decision makers to cut maintenance etc., but on the other hand may force them to make ‘harder’ political choices to cut other expenditure if budgets come under pressure. There is a further cost to the decision makers in terms of the lack of flexibility in the future (e.g. where the number, quality and type of schools cannot be altered in major ways due to demographic changes as the contract is for a long period and is difficult and expensive to change). 

In summary, being confronted with enormous investment needs, with tax income increasing only slowly and overall tax burdens being high, and with restrictions being placed on government’s ability to draw on borrowed money, new forms of investment finance received the attention of policy makers. PPP is therefore primarily considered as a possible means to raise private funds and thus to close infrastructure gaps faster, and to improve the efficiency of the provision of infrastructure. In addition, however, PPPs restrict the choices of future decision makers. Although PPPs have so far only played a minor role in Austria and Germany, there is considerable potential for expansion, as has occurred in the UK. More theoretical analysis of PPP would be useful, for instance through adapting principal-agent models, theories of co-operation, trust and partnership.

4. PPP and tax to GDP ratios – some issues

The burden of taxation is a major issue in the economic policy debate, as high taxation distributes resources from the private sector to the public sector. The argument for reducing the tax burden is based on the idea that the distortion of the allocation restricts economic freedom which might reduce overall economic efficiency and competitiveness; and high (marginal) taxation is considered a major cause of tax avoidance. Although it is of limited significance, the tax to GDP ratio has become an influential indicator of the tax burden and thus of the intensity of government intervention. Thus, in the context of PPP, a major issue of concern is: are PPPs used as a means to reduce the apparent tax burden as measured by the tax to GDP-ratio? If activities can be shifted at least partly from the public sector to the private sector ceteris paribus a reduction of the tax burden should be achieved, the argument goes.
 This may be only an apparent shift in tax burden as public sector liabilities will remain even if capital or operating expenditure is reduced in the short term. However, if PPPs actually improve efficiency then there could be a reduction in tax to GDP-ratios without a loss of public sector provision (and the reverse if PPPs are less efficient overall). This section addresses fundamental issues concerning the relationship between PPP and the tax to GDP-ratio.

For most OECD member states it may be assumed that there exists only a minor macroeconomic impact of PPP on GDP and government tax revenues because – the United Kingdom, Australia, New Zealand being possible exceptions – the dimension of PPP may be assumed to be relatively small. For identifying the potential impact of PPP on tax to GDP-ratios several dimensions of PPP have to be distinguished in order to define the relevant scenario for comparisons with alternative forms of providing and financing.

First, what is the alternative to PPP finance of a project which is relevant for comparison? The impact of a PPP-project on tax to GDP-ratios will be different if the project could not be accomplished otherwise, if it could be achieved only at a later period when the financial situation of public budget would have improved, or if it could be achieved only by debt finance. If most of a construct and operate-type PPP project’s construction is funded by government debt, then PPP normally will reduce debt, interest payments, and government spending on public sector staff and other costs. However, if the costs of the contracts are allocated to current government expenditure, then there should not be any difference in operating costs between a PPP situation and direct government provision (assuming efficiencies are the same in each case and that all labour, capital and other costs, including pensions are fully costed in). 
 The capital expenditure on a public sector project will normally lead to an increase in debt, while the PPP expenditure may not be allocated against government capital expenditure (although in a perfect market the long-term costs of each should in theory be the same).

Second, experience with public private partnerships has been mixed so far (Joumard et al. 2004). Some projects have been considered a success, having been completed promptly and having proved to be a cost effective method of delivering public services, while others have failed to deliver the expected gains. There have been significant delays associated with the interpretation of relevant contracts, cost overruns have been experienced because parts of projects had not been fully submitted to competitive pressures, and PPP have also entailed bailouts by the public sector in a number of countries. So assumptions have to be made on the efficiency of a PPP project in comparison with other forms of service delivery. If a PPP project – particularly of the construct and operate type – is less financially efficient than a debt financed project then taxes will go up and vice versa. 

Third, it makes a difference if a PPP project is financed by government taxes or by user charges over its life cycle. User charge financed PPP projects may have a downward impact on the tax burden and tax to GDP-ratios, although some sort of a financial illusion might be involved: citizens might prefer paying user charges for the use of (semi-) private services to paying taxes for public goods. But if it is hard to avoid such expenditure there is – given equal efficiency of the alternatives – an equal burden on private income in both cases. Economically user charges then come very close to taxation, which is unproblematic if the principle of equivalence finance is considered to be superior to ability-to-pay-finance. Nevertheless it is likely that efficiency considerations may stand against equity considerations. There may also be equity issues and the burden of taxes and user charges may vary between individuals.

If a PPP project is financed by government debt, and if taxes are collected during the use and pay-back period of the project, then the contractual design could make a difference for tax burden-comparisons. Assuming that PPP and government funded projects are equally efficient there should be no cash flow if the debt to pay for the project is paid back evenly every year. However, if the debt is paid back unevenly (e.g. in early years more interest but even amounts of capital is paid) then PPP might result in less expenditure in early years and more in later years – which is very attractive for government, of course. However, when inflation is considered the picture may differ according to contract details: if PPP payments go up with inflation then in later years there could be greater real public expenditure.

Fourth, the statistical treatment of public expenditure may play a role in the time path of tax to GDP-ratios. Conventional public investment is treated as expenditure in public accounts statistics in the periods when projects are undertaken. In the case of PPP – e.g. when the public sector purchases services of infrastructure utilities – public expenditure is spread over a much longer period. Consequently in periods when reliance on PPP is increasing there will be a transitory reduction of public expenditure and of the tax to GDP-ratios.

Fifth, as discussed earlier, PPPs can be used to realise the value of public assets that could not normally be achieved (for political reasons). The example of building new schools on greenbelt land and then selling the former school site for housing has been discussed earlier. While such a transaction could possibly be carried out solely through public transactions, it is much more difficult to argue to do so politically, as opposed to ‘blaming it’ on private developers.

As the dimensions of PPP interact, a comprehensive analysis would have to take into account quite a large number of different cases or scenarios. Our analysis demonstrates that there is a broad scope of potential outcomes regarding the impact of PPP on tax to GDP-ratios, and that there is no straightforward answer to the relationship between PPP and tax burden. 

5. Conclusions 

The political orientation of governments differs between the UK, Germany and Austria, but each government has an optimistic view of PPP. In Germany, and even more so in Austria, there is a strong preference for a consensus society, and the call for reduction of government intervention is not as strongly motivated by ideological concerns as in Anglo-Saxon countries. In the UK the current government has argued for PPPs on resource availability, efficiency and quality of delivery grounds while accepting continued government control and financing of most services and infrastructure. The consensus-preference has been stronger in Austria although there a change occurred in Austria after 2000, as reducing government intervention and the tax to GDP-ratio has since been formulated as a deliberate policy goal, and PPP could serve as one way to achieve this. In all three countries there appears to be a reluctance to increase the level of direct privatisation in most cases, although PPP can in some cases be seen as a middle way between privatisation and public delivery.

There are more significant levels of government in the Federal systems of Germany and Austria, with many autonomous players including federal government, states and municipalities. Investment by the latter two exceeds investment expenditure of the federal government. In the more centralised UK system, since the late 1990s, there has been the devolved government in Scotland, Wales and Northern Ireland. However, these devolved territories are still highly controlled by central UK government and rely on the UK government for virtually all their gross revenue. Hence policies towards PPP have been relatively rapid and similar, although not identical across the UK. In Germany the search for a comprehensive approach (“Gesamtkonzept“) has decelerated the dissemination of PPP; Austria seems to handle the issue more pragmatically. 

The private sector also plays an important role in the dissemination of PPP as the UK has a quite highly developed set of private institutions (funders, developers, project managers, operators as well as banks, legal firms etc.) and a growing secondary market whereby PPP projects can be ‘sold on’ by the developers of the project to other firms to carry on the contracts. The public sector (locally and nationally) has also considerable experience in the UK. However, at a local level individual public bodies may be inexperienced, so for any individual project the private sector will normally have considerably more experience than the local public body, and may be better able to manipulate the long run return on the project. Banking systems in both Germany and Austria seem to be more “conservative” (and perhaps less specialized) than the UK although this appears to be changing.

There are many similarities to the drivers for PPPs in Austria, Germany and the UK. The UK has had more experience, and the conservative-led government in Austria has been moving towards greater use of PPPs of the “privatisation”-type but only very cautiously towards PPPs of the “PFI-type”. The major motives for moving towards PPPs are macro-economic or budgetary, especially in Germany and Austria, but also micro-economic or improving the efficiency of public service delivery, especially in the UK. In all three countries PPPs appear to be a systematic middle response to the alternatives of privatisation or public service provision of infrastructure and operational support.

One issue that remains crucial to the future impacts of PPPs is whether they offer genuine increases in efficiency and effectiveness compared the alternatives. If they do so then they should have a positive impact on future public resource availability, but of they do not then they may provide short-term financial and political benefits but at the cost of long-term constraining future decision makers and greater pressures on public finances.
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� There is a similar argument related to public sector employees, whose number may fall due to the introduction of PPPs, although the number of people funded by the tax payer to provided services may not actually change. 


� Note that some public pensions are funded out of current taxation, so they create a future liability against taxes, but not a current expenditure. So unless properly accounted for the short-term expenditure on these public employees may be under estimated.
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