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ABSTRACT 

 

In Croatia, for the period from 2005 until 2009, a total of 32 public tenders for 43 

Public-Private Partnership projects are announced, indicating great interest for 

Public-Private Partnership in Croatia. The European Union Public-Private 

Partnership regulations include the Guideline for Successful Public-Private 

Partnerships and the Resource Book on Public-Private Partnership Case Studies, 

which largely are taking into account the economics of Public-Private Partnerships 

and the achievement of Value for Money. In the Croatian Public-Private Partnership 

regulatory framework, harmonized with the European Union regulatory, specific 

guidelines or other legal documents taking into concern the economics of Public 

Private Partnership do not exist. Furthermore, empirical researches on Public-Private 

Partnership projects in the cities of Varaždin and Koprivnica have shown that a 

complete lack of project validation is present. That makes the achievement of Value for 

Money and a greater efficiency of the public administration in public service delivery 

in Croatia questionable. The urgent adoption of further regulations in the Croatian 

legislative, in order to ensure the achievement of Value for Money, is recommended. 

 

Key words:  public-private partnership, regulation, value for money, public 

administration, efficiency 

 

JEL classification: H43, K20, M11 

 

 

 

1.  INTRODUCTION 

 

The regulatory on Public-Private Partnership (PPP) does not provide a sufficient 

implementation of the basic PPP-economics. This problem has two sources: the PPP-

economics is yet not sufficiently researched and when legislation is adopted legal 

solutions often overcome economical solutions. The European Union (EU) has in this 

sense adopted several PPP-regulations, with the aim to ensure legal and economic 

efficiency of the regulatory framework that applies to PPP's. 

 

As Croatia in the accession process for a new member state of the EU is increasingly 

harmonizing its legislation with the EU-legislative, including the area of PPP, and 
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derived from the described problem, the following research subjects arises: the 

economics of PPP, the EU and Croatian PPP-legislation and their impact on the 

efficiency of the Croatian public administration in public service delivery by PPP-

projects. It is assumed as a hypothesis that these regulations do not ensure sufficiently 

the application of basic PPP-economics and through this the achievement of higher 

social and economic value (Value for Money - VfM) by PPP projects. 

 

The aim of the research is to identify the drivers of VfM in PPP-projects, to analyse 

how these basic economic principles are implemented into the EU and Croatian PPP-

legislative and in determining the impacts of the Croatian PPP-legislative on the 

efficiency of the public administration in public service delivery. Scientific researches 

in this manner have not been sufficiently undertaken, especially when it comes to PPP. 

 

The research process with the intention to achieve the research objectives consists in 

the analysis and synthesis of present scientific researches in the field of the PPP-

economics, to identify the drivers of VfM. With a comparison analysis and synthesis of 

the EU and Croatian PPP-legislation will be defined, to what extent these regulations 

are implementing these drivers of VfM in PPP-projects. Finally, the determination of 

the Croatian PPP-legislative impacts on the efficiency of the public administration in 

public service delivery, by screening cost/benefit and risk analysis, will be done. 

 

The research process reflects the structure of this article. The present PPP-economics is 

researched in chapter two, with the presentation of the concept and the sources of VfM. 

The third chapter consists in the examination of the EU PPP-regulations and in the 

fourth chapter the Croatian regulatory framework on PPP is presented. The impact of 

the Croatian PPP-regulations on the efficiency of the public administration in public 

service delivery by PPP-projects is set out in the fifth chapter. The PPP-policy problem 

is presented and the PPP-policy objectives are defined. Several PPP-policy options are 

proposed. An impact analysis of the broader PPP-legislative intervention in Croatia and 

on the achievement of VfM is done. At the end a monitoring and evaluation model of 

PPP-policy options is proposed. In the sixth chapter, the conclusion, the synthesis of 

the relevant research results is expressed, giving an answer to the research hypothesis. 

 

 

2.  PUBLIC-PRIVATE PARTNERSHIPS DEVELOPMENT 

 

2.1. The History of PPP's 

 

PPP's have a long history in many countries, but grew significantly more popular 

during the 1980s (Bult-Spiering and Dewulf, 2006). 

 

In the USA PPP's became an explicit instrument during President Carter's 

administration (Linder, 1999). The Reagan administration reinforced this orientation 

towards PPP's. Private providers were assumed able to provide higher quality goods 

and services at lower cost (Clarke, 1998). The Clinton administration promoted PPP's 

as a new way of governance. (Rubin and Stankiewicz, 2001). 
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In the UK in the late 1980's the Thatcher administration turned to PPP's as the preferred 

method for economic regeneration. In Spain early examples occurred in the 1960's and 

toll roads had already been developed by 1968. In the Netherlands in 1986 the idea of 

PPP's is clearly introduced in the governments policy, as a result of the reconsidered 

role of the government and the need for efficient and large-scale approaches (Bult-

Spiering and Dewulf, 2006). In Croatia the first PPP-project was realised in 2005. 

 

In many countries worldwide we see similar trends. The rational behind PPP is similar: 

in all countries governments are relying increasingly on private sector money and skills 

(English and Guthrie, 2003). 

 

2.2. The Trend towards PPP's 

 

According to the World Bank's Private Participation in Infrastructure Project Database, 

almost 4.100 projects with private participation (capital value of USD 1,475 billion) 

have been implemented in developing countries, in the period between 1990 and 2007. 

Infrastructure projects with private participation grew by 25% in 2007, to a level higher 

in real terms than the peak in 1997. (The World Bank Group, 2009). 

 

The majority of PPP-projects in OECD countries are related to transportation 

infrastructure. As of August 2006, Korea had 184 projects under operation, 

construction, and negotiation or under review. In Spain the transportation program 

entails an investment of EUR 248 billion over a 15-year period with 20% private sector 

contribution. The French government announced 35 PPP-projects that include the 

Rhine-Rhone high-speed train line. Several municipalities in Germany use PPP's to 

deliver local government services, with the total market estimated to be worth EUR 1 

billion. With a ratio of between 1,2% and 1,3% of GDP, Portugal has the highest PPP 

to GDP ratio in Europe (OECD, 2008). 

 

The development of PPP's in the EU is concentrated in the transport sector, with the 

largest PPP-infrastructure program in terms of road and rail project costs. The 

cumulative project costs totalled about USD 252 billion for projects planned or funded 

between 1985 and 2004, what makes 78% of the public-use infrastructure realized 

through PPP's (US Department of Transportation, 2005). The first movers in the PPP-

market were the United Kingdom (UK), followed closely by Portugal and Spain. The 

UK has Europe’s largest PPP-program. Over 650 projects have been procured as PPP's 

until 2004, of which over 400 are already in operation. The total capital expenditure on 

PPP's is approximately GBP 48 billion, which is on an annual basis the equivalent of 

12% of the UK government’s capital expenditure budget. The UK PPP-market 

represents around 25% of the overall PPP-market in the EU (EIB, 2004). 

 

In Croatia in the period between 2005 and 2009 a total of 32 public PPP-tenders is 

announced, for a total of 43 PPP-projects. The education and sports sector relates to 

53% of the mentioned projects (Narodne Novine, 2009). 
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2.3. The Economics of PPP and The Concept of Value for Money 

 

Thus one can define a PPP as an agreement between the government and one or more 

private partners according to which the private partners deliver the service in such a 

manner that the service delivery objectives of the government are aligned with the 

profit objectives of the private partners and where the effectiveness of the alignment 

depends on a sufficient transfer of risk to the private partners (OECD, 2008:21). 

 

Or PPP's can be purely seemed as contractual arrangements between the government 

and a private party for the provision of assets and the delivery of services that have 

been traditionally provided by the public sector (Bettignies and Ross, 2004). Under a 

PPP a local authority or a central-government agency enters a long-term contractual 

arrangement with a private supplier for the delivery of services. The supplier takes 

responsibility for investing in the capital assets required, financing the investment and 

then managing the facilities (Iossa and Martimort, 2008:2). PPP's are arrangements 

where the private sector supplies infrastructure assets and services that traditionally 

have been provided by the Government (Ter-Minassian, 2006:3). 

 

Such simple definitions do not reflect the scope of a PPP. A more precise definition of 

PPP's can be highlighted as a long-term cooperative and interdisciplinary joint action of 

the public and private sector in the production of public products and services, with an 

internal allocation of business risks among the partners, the overall responsibility of the 

private partner for the production of public goods and with no final transfer of the 

public property to the private partner. The aim of PPP is to increase the efficiency in 

public goods delivery (Sajko, 2008:51). 

 

VfM is defined as the optimum combination of whole-of-life costs and quality of the 

good or service to meet the user’s requirement. VfM is not the choice of goods and 

services based on the lowest cost bid (HM Treasury, 2006:7). VfM is the estimated 

project cost saving associated with using a PPP-delivery approach (US Department of 

Transportation, 2007). In the context of assessing a PPP proposal, VfM is to be tested 

by comparing the outputs and costs of PPP proposals against a neutral benchmark, 

called the Public Sector Comparator (PSC). The PSC should reflect the most efficient 

public sector delivery option likely to be achieved for the relevant project (Australian 

Government, 2006). The use of output specifications, the optimal allocation of risks 

between the private and public sectors and the objective of VfM for the public sector 

over the lifetime of a project is at the heart of PPP (Irish Government, 2007). 

 

A key driver of VfM is the risk transfer (Välilä, 2005). The advantage to shifting, say, 

construction risk to the private partner is that bearing this risk gives it a strong 

incentive to control those risks through careful and high quality construction. When 

most of the major risks are things the private sector can manage as well or better than 

the public sector, PPP's become more attractive. (Bettignies and Ross, 2004:139). 

 

The optimal bundling of project tasks into a single contract is another source of VfM, 

depending on positive or negative externalities. Positive externality arises when a 

building innovation is associated with reduced cost and negative externality is coming 

up where improving the quality of infrastructure increases operational costs. With a 
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negative externality, bundling and unbundling yields the same welfare. With a positive 

externality, bundling strictly dominates unbundling. Furthermore, bundling strictly 

dominates unbundling in the context of dynamic environments, where long-term 

contracts are uncertain increasing transaction costs, if complete contracts on operating 

costs and quality are allowed, and the externality is positive (Iossa and Martimort, 

2008). 

 

Public ownership has no impact on incentives and private ownership always dominates 

public ownership. Therefore is private ownership over a public asset considered as a 

driver of VfM. Private ownership and bundling strictly dominates traditional 

contracting or private ownership and unbundling, if and only if the externality between 

the design and the operation phase is positive (Iossa and Martimort, 2008). In a moral 

hazard context with existing agency costs, private ownership may be favourable if the 

government can write a fully specified (quality of services with translation into 

measurable output indicators) and enforceable contract with the private sector. Even if 

elements of quality are noncontractible, private ownership is to be preferred, because 

the private operator has clear interest in the quality of an asset, given its influence on 

the capacity to deliver a service effectively and efficiently (Ter-Minassian, 2004). 

 

Evidence of VfM continues to be mixed. Cost savings of 17% and good VfM in 8 of 10 

cases are proved, but in other cases 7,4% more expenditure than conventional financing 

is achieved (O’Flynn and Wanna, 2008:97). 

 

 

3.  THE EU-REGULATIONS ON PPP 
 

3.1. The Guidelines and the Resource Book on PPP's 

 

The EU Guidelines for Successful PPP's and the EU Resource Book on PPP Case 

Studies are largely taking into account the economics of PPP's and the achievement of 

VfM. PPP's should only be adopted as procurement and implementation option if they 

are expected to deliver enhanced VfM over traditional methods. VfM has to be ensured 

by an VfM assessment and the competitive dialogue, that is based on the economically 

most advantageous offer principle and through the comparison of the costs and benefits 

of the preferred PPP-tender with the costs and benefits of traditional procurement. 

 

Representatives of candidate countries put forward to complement the Guidelines with 

examples of actual projects in order to better understand the practical implementation 

issues. Common lessons on those case studies include that risk transfer lies at the heart 

of an effective PPP-design and that clear VfM has to be demonstrated. 

 

3.2. The Green Paper and The Competitive Dialogue 
 

The PPP Green Paper covered a range of subjects related to PPP's and Community law 

on public contracts and concessions. The responses from stakeholders participating in 

the consultation suggest that only a few of these subjects require follow-up initiatives at 

EU level. These include, in particular, the establishment of Institutionalised PPP's 

(IPPP's) and the Competitive Dialogue. 
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The Competitive Dialogue is a new award procedure specifically designed with the 

Directive 2004/18/EC for complex public contracts. As requested by a number of 

stakeholders, clarification of the provisions governing the Competitive Dialogue are 

provided by an explanatory document, the Explanatory Note – Competitive Dialogue – 

Classic Directive. 

 

According to the Explanatory Note, the competitive dialogue can be used under certain 

circumstances. The main condition is that the market in question should be 

"particularly complex". Technical complexity exists where the contracting authority is 

not able to define the means of satisfying its needs and/or able to achieve its objectives. 

Financial or legal complexity may arise in particular with the implementation of 

projects involving complex and structured financing the financial and legal make-up of 

which cannot be defined in advance. Obviously, such issues arise very, very often in 

connection with projects of PPP's. 

 

At Community level there are no specific rules governing the founding of IPPP's. In 

practice, an IPPP is usually set up by founding a new company or by the participation 

of a private partner in an existing publicly owned company. If the founding of an IPPP 

involves the award of a public contract to a public-private entity, the restricted 

procedures defined in Directive 2004/18/EC may not offer sufficient flexibility. For 

cases like this a competitive dialogue has to be implemented. 

 

 

4.  THE CROATIAN REGULATORY FRAMEWORK ON PPP 
 

4.1 The PPP Act 

 

By the new Croatian PPP Act, the private partner takes from the public partner the 

obligation to design, build, finance and manage a public infrastructure. In exchange for 

these commitments, the public partner may transfer to the private partner property 

rights, grant to the private partner a concession or pay to the private partner 

compensation in money. Each partner takes responsibility for those risks they can 

affect on. 

 

For the purpose of monitoring PPP-projects a regulatory agency is established. A 

public authority has to provide the Agency with the project proposal and the tender 

documentation, when the project has the characteristics of a PPP. The Agency 

evaluates the project proposal and the tender. The public authority has also to provide 

the Agency for approval of the final PPP-contract agreement. 

 

The Regulation on prior consent for concluding contracts on PPP's through the model 

of Private Finance Initiative (PFI), which derives from the PPP Act, refers to PPP-

projects established by local and regional governments. The request for prior consent 

has to be submitted by the local and regional governments for their own projects. 

Furthermore is by the Public Budgets Execution Act, that also derives from the PPP 

Act, specified, that public authorities of local government can conclude a PPP-contract 

by the model of PFI, if the total annual amount of compensation to the private partner 
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does not exceed 35 percent of budgetary revenues achieved last year, reduced for 

capital incomes, with a prior consent of the Ministry of Finance and the ministry or 

other central authorities in whose jurisdiction the subject of the contract is. 

 

4.2. The Public Procurement Act and The Concession Act 
 

The new Public Procurement Act permits the competitive dialogue in the case of 

particularly complex purchases and if the conclusion of the contract is not possible by 

an open or limited public procurement procedure. For the PPP-contract, based on 

competitive dialogue, the decision about the private partner depends solely on the best 

economic offer, which consists of quality, price, technical achievement, aesthetic, 

functional and environmental characteristics, operating costs, cost-efficiency, services 

after sales and technical assistance, delivery dates and terms of delivery or building 

completion dates. 

 

The Concession Act predicts the establishment of a professional concession 

commission. One of the tasks of this commission is to analyse if a concession project 

has the characteristics of a PPP. If so, the relevant PPP-legislation applies. 

 

 

5.  THE IMPACT OF THE PPP-REGULATIONS ON THE EFFICIENCY OF 

THE CROATIAN PUBLIC ADMINISTRATION 
 

The first EU-strategy in the Better Regulation for Growth and Jobs was promoting the 

design and application of better regulation tools at the EU level, notably impact 

assessments (IA) and simplification (Jacobs, 2006). The benefits of IA can be 

summarised under three headings: in the performance of the economy and consumer 

welfare, in the quality of governance and in the efficiency and effectiveness of the 

public services delivery (Department of the Taoiseach, 2005). IA should also contribute 

in achieving VfM. 

 

5.1. The PPP-Problem Definition and PPP-Policy Objectives 

 

With PPP's the public sector transfers not only public tasks to the private partner, but 

also property rights over a public good. Under principal-agent conditions, hidden 

intentions and moral hazard by the private partner is possible. It is therefore necessary 

to incorporate in the PPP-contract mechanisms of monitoring the private partner, with 

the consequence of increasing agency costs. 

 

The implementation of a PPP-project and the selection of a competent private partner 

require extensive preparations of the public sector (gathering relevant information), 

which causes higher ex-ante transaction costs. Furthermore, in order to reduce 

uncertainty of long-term contracts, constant data from the business environment is 

needed. This data is also necessary for contract adjustments in long-term periods, what 

increases the ex-post transaction costs. 

 

Out of this, following PPP-policy goals can be defined: 
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• To increase the efficiency in public services delivery or the achievement of VfM 

through cost-savings, time savings and better quality 

• The selection of a competent private partner with as possible lower ex-ante 

transaction-costs 

• The control of the private partner with as possible lower agency costs 

• The adjustment of the PPP-contract in a long-term period with as possible lower 

ex-post transaction-costs 

 

5.2. The Impact Analysis of the Broader Legislative Intervention 

 

Several PPP-policy options in achieving the PPP-policy goals are possible. The first 

option, do nothing and let the market regulate, is not favourable due to the nature of 

public goods. Government intervention is necessary. Reliance on incentive measures 

and soft law includes information and publicity campaigns, training and guidelines. 

However, in fields where economic or legal factors are predominant, this instrument 

has to be used with caution, as its efficiency might be limited. A possibility of limited 

legislative intervention is a performance-based regulation. It involves the specification 

of required outcomes or objectives, rather than the means by which these must be 

achieved and may be enforced through self-regulation or co-regulation. Such regulation 

can be difficult to develop and it requires operational guidelines to support firms with 

compliance, what can then become de facto prescriptive regulations. 

 

Where risks to the public are significant (as it is the case in PPP's according to public 

goods) command-and-control solutions are often the most appropriate. The purpose of 

this analysis is to determine the impact of the existing PPP-legislation in Croatia, which 

can be considered as a broader legislative intervention or command-and-control 

solution. 

 

One of the steps in the preparation of PPP-projects is the market demand valuation for 

public goods. If a potential PPP-project cannot provide sufficient quantity of public 

goods or if the public good does not have enough demand, further implementation of 

the PPP-project has to be suspended. Furthermore, to ensure quantity and quality for 

end-users, output-specifications have to be developed and contracted as Service Level 

Agreements (standardisation of public goods quantity and quality). 

 

The description of output results has to be made in a general character, which allows 

the private partner to introduce innovative solutions. This ensures an innovation impact 

by the private partner and lower whole-of-life project costs. A further impact has to be 

questioned by how PPP-projects affect the cost of inputs. If the partners face increased 

costs, it has to be questioned if they are able to pass on some or all of these costs 

downstream to their end-users by user-fees, or upstream to their suppliers.  

 

By doing all this steps, transaction costs are increasing. Also, the public sector is by 

broader legislative intervention growing and this is connected to higher administration 

costs The mentioned impacts have to be taken in consideration in a total project cost 

valuation or PSC, including risk transfer cost, monitoring costs of the private partner 

and contract adjustment costs. It is necessary to prove VfM. 
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Empirical researches on PPP-projects implemented in Croatia (Sajko, 2008) have 

shown, that a complete lack of the validation calculations is present. The PSC is not 

established at all. With this the valuation of VfM is completely disabled. Such failure 

occurred because the legislation did not strictly prescribed the establishment and use of 

a PSC. Other elements of PPP-projects preparation are present. 

 

The urgent adoption of further instructions in order to ensure effective PPP-project 

management and the achievement of VFM is recommended. 

 

5.3. The Monitoring and Evaluation of PPP-policies 

 

Like objectives, indicators should be in a monitoring model defined at different levels: 

• Resource indicators or inputs (annual budget absorption, number of people 

working, rate of consumption of budget; compliance with project costs 

programmed, number of projects approved, time taken for payments) 

• Output indicators (number of projects, average size of projects, kilometres of 

roads build, training places offered, costs, time, quality) 

• Outcome indicators (time saved by users of roads, satisfaction of end-users, 

number of trainees qualifying) 

• Impact indicators (the medium-term impacts on the public administration, private 

sector and end-users, people or organizations not directly addressed, unintended 

impacts) 

• Context indicators (rate of unemployment, number of jobs). 

 

In the case of regulatory proposals or policies, monitoring systems are likely to focus 

on implementation and enforcement costs for public authorities. It also has to be taken 

into account, that monitoring PPP-projects is associated with further transaction and 

agency costs. 

 

The qualitative screening analysis set out in this article proposes for further scientific 

researches with a full regulatory impact analysis, involving a more detailed analysis 

with quantitative data. 

 

 

6. CONCLUSION 

 

PPP can be defined as a long-term cooperative and interdisciplinary joint action of the 

public and private sector in the production of public goods, with an internal allocation 

of business risks among the partners, the overall responsibility of the private partner for 

the production of public goods and with no final transfer of the public property to the 

private partner. The aim of such cooperation is to increase the efficiency in public 

goods delivery. 

 

To increase the efficiency of the public administration in public goods delivery, VfM 

has to be achieved, as the optimum combination of whole-of-life costs and quality of 

the public good or service. Effective transfer of risks from the public to the private 

partner, the bundling of two or more public tasks and the private ownership over the 
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infrastructure asset or service has in this manner to be ensured. VfM is proved, or the 

cost/benefit analysis of a PPP-project is done, by a PSC. 

 

The impact of the existing PPP broader legislative intervention in Croatia reflects on 

the end-users, the private sector and the public administration. To the end-consumers 

sufficient quantity and quality of public goods has to be ensured and delivered by 

contracting Service Level Agreements. This has to be made in a general character to 

allow further innovation impacts for the private partner. By this a sufficient quantity of 

public goods with higher quality is possible, with secured profit for the private partner 

and total costs that are lower than in the case of conventional public service delivery. A 

further impact on end-users is the possible introduction of user-fees. The public 

administration is impacted by higher administration costs. 

 

All these elements (costs and benefits of risk transfer, design, construction, financing 

and management, private ownership, quantity, quality, innovation, user-fees), including 

administrative, transaction and agency costs, must be taken into account in the viability 

calculation of a PPP project or the PSC. Only by this PPP-policy objectives can be 

achieved. 

 

The EU PPP-Guideline and Resource Book are largely taking into account the 

economics of PPP. The Competitive Dialogue is set out as an important procedure for 

achieving VfM. In the Croatian PPP-regulatory specific guidelines taking strongly into 

concern the economics of PPP do not exist. Empirical researches on PPP-projects 

implemented in Croatia have furthermore shown, that a complete lack of validation 

calculations is present. The PSC is not established at all. 

 

Such failure occurred because the legislation did not strictly prescribed the 

establishment and use of a PSC. The Croatian regulations cannot therefore ensure 

sufficiently the application of basic PPP-economics and through this the achievement 

of VfM. An urgent adoption of further instructions for VFM is recommended, as well 

as a full regulatory impact analysis involving quantitative data. 
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