
 

 
Report # 02 

 
Key Challenges to Public Private Partnerships in South Africa: 

Moving Towards Solutions (Workshop Report) 

May 2007 



 

 

Report prepared for: 
 

 
 

The Support Programme for Accelerated Infrastructure Development (SPAID) is a 
partnership between the Business Trust and the Presidency of the Government of South Africa 
that aims to support the achievement of the infrastructure development targets set in the 
Accelerated and Shared Growth Initiative. 

The Business Trust is an initiative of business and government aimed at facilitating the creation 
of jobs and the development of human capacity in South Africa. The Trust was established in 
1999, financed by South Africa’s leading companies and governed by a board of government 
and business leaders. The Business Trust has agreed to fund the initial phase of SPAID. 

The goal of SPAID is to provide focused support to mobilise an increased private sector 
contribution to meeting the AsgiSA infrastructure targets. The outcomes of SPAID are that: 

• Private Sector support accelerates public sector delivery by mobilising private sector 
initiative, private sector systems and delivery approaches, and focused strategic support. 

• Dialogue and understanding between senior public and private sector stakeholders in the 
infrastructure sector improves. 

To deliver on these outcomes SPAID is undertaking four interventions: 

• The establishment of a Project Preparation Fund to get capital projects at municipal level 
prepared for implementation in a manner that will accelerate the release of funding and 
reduce the delays that result from poorly prepared projects and limited capacity to initiate 
required processes. 

• The provision of support to the Department of Provincial and Local Government to direct 
and focus the wide range of existing municipal capacity building and support programmes 
that have been established to by developing a management information and project 
expediting system. 

• The provision of strategic and technical assistance to support public sector partners to 
mobilize mobilise increased private sector contributions to the meeting of the AsgiSA 
infrastructure targets, through short to medium-term strategic and technical interventions. 

• The establishment of a communication programme to improve the flow of information 
between the government departments and private stakeholders involved in the 
development of the infrastructure programme. 
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1 Introduction 
 The paper summarizes solutions identified in the 3 May 2007 workshop 

 We develop in more detail some of the possible solutions identified in that 
workshop and in interviews preceding the workshop 

 We also present comparisons of how solutions similar to those identified in the 
workshop work in other countries. 

2 Priority Challenges for South Africa 
 Some PPPs are getting done in South Africa, and done well, but almost none in 

transformational infrastructure sectors1 

 Much of the greatest infrastructure needs are within sectors controlled by local 
government 

 Implementing agencies, even if inclined to use PPPs, may have a hard time doing so 
because of: 

– Lack of resources: 

                                                 
1 According to the financial sector charter, Transformational Infrastructure includes projects “that 
support economic development in underdeveloped areas and contribute towards equitable access to 
economic resources. Such infrastructure projects may be in the following sectors: Transport; 
telecommunications; water, wastewater and solid waste; energy; social infrastructure such as health, 
education and correctional services facilities; and municipal infrastructure and services”. 
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 Knowledge 

 Skills 

 Time 

 Confidence 

– Municipalities also lack money (more specifically, for municipalities, certainty of 
cash flows to pay for PPPs over the term of the contract) 

– Municipalities also face: 

 Conflicts between laws affecting municipal governments (MSA, MFMA, 
WSA) 

 Ambiguity in the MSA, where no regulations or guidelines have been written 
for the law 

 However, while capacity, budget constraints and legislative ambiguity are all 
important medium-term restraints on the development of transformational 
infrastructure, they present a general problem, which affects both public and 
private service delivery. In the short term, a number of institutional barriers 
prevent the use of private service delivery where it may be more efficient: 

– To implement PPPs, agencies and local governments are required to undertake 
rigorous planning and analysis, while public sector delivery can be implemented 
with little formal analysis. This makes it appear easier to proceed with public 
service delivery solutions, even though lack of planning and prior feasibility 
work may lead to poor quality outcomes 

– There are no institutional “champions” able to develop and promote PPP 
solutions across whole sectors.  Every implementing agency and local 
government has to come up with its own solution and rely on its own initiative. 
This raises both the political and transaction costs of implementing PPPs. 

 The National Treasury PPP Unit plays an important role in promoting good 
quality PPP processes, and educating implementing agencies on how to go about 
procuring PPPs. However, it is limited in its ability to act as a PPP champion in the 
transformational infrastructure sectors because:  

– The PPP Unit’s resources are constrained advancing the PPPs currently in its 
pipeline. A systematic focus on transformational infrastructure sectors would 
demand considerable additional effort 

– The PPP Unit is unable to participate in the development of sector plans, which 
are necessary to identify and promote the PPP space 

– The PPP Unit responds to approaches from implementing agencies and local 
governments.  While it “markets” the idea and logic of PPPs, it does not develop 
and “market” individual project ideas 

– The PPP Unit is viewed by some implementing agencies (fairly or unfairly) as a 
regulator. Implementing agencies therefore are reluctant to approach the PPP 
Unit for assistance preparing PPPs. 
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 South Africa’s priority should be to remove the institutional impediments 
preventing sectors and levels of government from considering whether the private 
sector can deliver better assets and service, or equivalent assets and service at lower 
rates, than the public sector. This may require new institutional solutions. 

3 Principles for Change in Transformational 
Infrastructure Sectors 

3.1 Establish Sector-Specific Project Planning Pipeline for 
Transformational Infrastructure 
 The best way to promote PPPs is to develop a pipeline of similar projects within 

the overall framework of development plan for each sector 

 Hence, strategies to deliver transformational infrastructure should first be 
developed from a sector-by-sector analysis through the value chain 

 Such an analysis would not produce recommendations to change the responsibilities 
or authority of any particular level of government, but would identify the full 
range of projects which need to be implemented to achieve the development 
objectives, and also identify which of those projects are, in principle, more suited to 
PPPs than to conventional public sector delivery  

 Each agency, province or municipality would still have to make a decision on how 
to procure, but they will have an overall framework and will find it easier to make 
consistent decisions. They will also find it easier to deal with infrastructure needs 
which cut across the different levels of government: central, provincial and 
municipal 

3.2 Even-Handedness in Considering Service Delivery Mode for 
Transformational Infrastructure 
 To achieve the best outcomes, all service delivery solutions—whether involving the 

public or private sector—should be carefully considered.  Requiring feasibility 
studies only for PPPs defeats the purpose of trying to find the best service delivery 
solution under the circumstances. Regardless of whether the ultimate choice is to go 
with public or private service delivery options, the implementing agencies and local 
governments should go through a process of considering all options. To minimize 
institutional burden, the requirement to compare public and private models should 
be implemented for projects above a certain size 

 Conventional procurement and procurement from public entities must therefore be 
subject to the same tests as private sector procurement in the PPP framework. This 
will have the additional advantage of improving the discipline of conventional 
procurement and making sure that consumers benefit from the best and most cost 
effective services 
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3.3 Clarify Operational Definition of PPPs in Transformational 
Infrastructure 
 Different contract structures (for example, management contracts, lease contracts, 

concession contracts) will be appropriate for different sectors and under different 
conditions. The analysis recommended in Section 3.1 will show this 

 Development of sector-specific standard contracts will facilitate transactions, reduce 
burden on the capacity of the implementing agencies and reduce fiscal risk by 
allowing the contract structure to be developed at the level of sector strategy, rather 
than within the context of each project 

 The definition of PPPs for the transformational infrastructure sectors will also 
make clear which types of procurement are subject to National Treasury 
regulations. Some PPPs—such as management contracts—may not require close 
regulation 

3.4 Create Transaction Champions for PPPs in Transformational 
Infrastructure 
 South Africa needs a team whose time is dedicated to PPPs in transformational 

infrastructure 

 The team must be located and structured in such a way that implementing agencies 
view it as a source of assistance, and not as a regulator 

 This team needs to take sector development plan as its starting position, identify 
PPP projects within the framework of that plan, and then “market” those projects 
to implementing bodies 

 Let the private sector take on some of the burden of origination and project 
development work by opening procedures for unsolicited proposals (initially only 
in one sector identified as a pilot) 

3.5 Simplify Oversight 
 With a capable, dedicated team advancing PPPs in transformational infrastructure, 

the National Treasury PPP Unit may be able to relax some of its oversight of 
certain PPPs 

 Such an approach is consistent with decentralization in South Africa. The approach 
may mean letting municipalities take risks on PPPs if National Treasury can to 
some extent be insulated from the costs of those risks. 

4 Recommended Actions 
4.1 Even-Handedness in Considering Service Delivery Mode for 

Transformational Infrastructure 
 For the municipalities: 

– In the short term (6-12 months): 
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 Define the various forms of contractual arrangements with the private sector 
(for example, management contracts, leases, BOTs, concessions), and specify 
which should be considered as PPPs and how their procurement should be 
regulated 

 In drafting new municipal guidelines, take into consideration the above, and 
also consult with municipalities and the private sector (for example, operators 
and banks). 

 Furthermore transparent and competitive procurement should systematically 
prevail even when procuring services from municipal entities, in order to 
ensure that the consumers benefit the best and most cost effective services 

– In the medium term (1-3 years): 

 Amend the Municipal Systems Act and the Water Services Act in order to 
ensure that PPP is an option which can be considered by the municipalities as 
their preferred option on the same level as the other options: internal (in-
house) or outsourced to public entities. Systematic and transparent 
competitive tendering will prevail in the case of outsourcing 

– Municipal PPP Guidelines (forthcoming from the PPP Unit) which move 
municipalities toward considering internal provision, public procurement and 
private procurement of works and services on equal footing. Truly giving all of 
these modes of service delivery equal footing may require eventual amendment 
of municipal legislation (for example the MSA, WSA and MFMA) 

– Extensive consultation with the private sector and implementing agencies on the 
municipal guidelines 

– Make PPPs a more viable policy option for municipalities by: 

 Exploring within treasury the possibility of somehow giving multi-year 
certainty on Municipal Infrastructure Grants 

 Securitizing Municipal Infrastructure Grants to allow municipalities more 
certainty in taking on longer term obligations required by PPPs (we will 
show, as one example, how “State Revolving Funds” are used in the United 
States to finance, often on concessional terms, municipal water and 
wastewater systems). 

 For all levels of government: 

– A threshold, initially set quite low, above which implementing agencies must 
always analyze whether PPPs or public sector provision of infrastructure show 
better value-for-money 

 The PPP Unit has already begun to go down this path with a “Mega Projects” 
threshold above which all projects must be analyzed to determine whether 
PPPs offer better value-for-money 

 We recommend analysis (and will include some in this paper) of how many 
projects the Mega Projects approach would be likely to capture. 
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– The implementing agencies would be obliged to undertake the analysis, and 
provide the results to the PPP Unit, but would ultimately be free to choose the 
mode of service delivery 

– The PPP Unit would offer its own assessment of the implementing agency’s 
analysis, and make that assessment (and the initial analysis) public 

4.2 Establish Sector-Specific Project Planning Pipeline for 
Transformational Infrastructure 
 Identify priority sectors 

 In the short-term focus on a single pilot sector, and develop an assessment defining 
the framework for PPP arrangements in that sector. The assessment will indicate: 

– The infrastructure needs in the sector 

– Availability of current resources (financial and human) to meet those 
infrastructure and services needs 

– The “gap” between needs and availability of current resources 

– The likely nature of private sector involvement in filling the gap (for example, 
simple procurement of goods from private purveyors, service contracts, 
management contracts, leases, concessions,,..) 

 Develop first transactions in the pilot sector 

 Over the medium term, replicate the approach in other transformational 
infrastructure sectors. 

4.3 Clarify Operational Definition of PPPs in Transformational 
Infrastructure 
 Issue separate or additional guidelines to MFMA and PFMA to clarify the 

definition of PPPs. The definition needs only to include contracts that truly impose 
a significant, long-term risk for the fiscus. 

 The expanded definition may include parameters related to: 

– Investment value or NPV value of project (as with the Mega Projects approach 
described in Section 4.1) 

– Contract structure (for example, management contracts, concessions, etc) 

4.4 Create Transaction Champions for PPPs in Transformational 
Infrastructure 
 Design the unit 

– Consider options for structure: 

 Public only 

 Mixed public private 

 Private 

– Consider location 
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 PPP Unit 

 Independent 

– Consider staffing 

 Staff of PPP Unit or secondments from PPP Unit 

 Secondments from private sector, implementing agencies 

 Direct hiring from market 

 In conjunction with the PPP Unit, create procedures for unsolicited proposals, 
applicable, initially, only to the pilot sector 

 Over the longer-term, deepen and broaden the unit to deal with transactions in 
other transformational infrastructure sectors. 

4.5 Simplify Oversight 
 Delegating regulation of some PPPs to provincial treasuries (as it is planning to do) 

 Using a “deemed-to-satisfy” approach in evaluating whether these PPPs comply 
with Treasury regulations and guidelines. 
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