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OF THE WORLD

The World Economic Forum is pleased to issue this
report of our Financing for Development Initiative,
which has been undertaken in partnership with the
United Nations Department of Economic and Social
Affairs (UNDESA) and the Swiss Agency for
Development and Cooperation (SDC).

The UN-sponsored Financing for Development
conference in Monterrey in 2002 concluded that
greater cooperation between public and private
actors will be required to overcome the inadequacies
of development finance and achieve internationally
agreed development goals. As a follow-up to the so-
called Monterrey Consensus, the World Economic
Forum’s Global Institute for Partnership and
Governance organized a series multistakeholder
expert consultations to identify where opportunities
and obstacles lie in two areas that appear
particularly ripe for deeper public-private
collaboration; a) adapting multilateral development
banks and bilateral aid agencies to the challenge of
catalysing greater domestic and foreign private
investment in developing countries, and b)
harnessing public-private partnerships (PPPs) as
vehicles to extend the reach and effectiveness of
development assistance to the poorest in society.

The private investment segment of this project is
examining ways in which multilateral development
banks and bilateral aid agencies might expand their
risk mitigation activities and deepen support for
financial governance capacity building in cooperation
with the private sector. Its findings and
recommendations will be released in a separate
forthcoming report.

This report conveys outcomes of discussions
involving 200 PPP experts and practitioners over the
past year regarding the status and promise of PPPs
in three areas of development: health, education,
water and sanitation. Six two-day roundtables were
held involving experts from the public and private
sectors, civil society and academia. These were

supplemented by individual interviews and staff
research.

The fundamental lesson that emerged from these
consultations is that all parties interested in
improving the scale and effectiveness of
development assistance — governments, international
organizations, businesses, and NGOs — would be
well advised to take PPPs far more seriously. While
not a panacea, PPPs have substantial potential to
add scale, efficiency and innovation to development
efforts, drawing on the relevant competencies of
each partner. Given that the shortfall in resources
needed to meet the Millennium Development Goals
is unlikely to be filled through official assistance
alone, the time has come for the international
community to investigate ways to integrate PPPs
into the structuring and delivery of aid on a more
systematic basis.

We would like to thank our partners, UNDESA, its
Financing for Development Office, and the SDC for
their foresight and cooperation in working with the
Forum to structure this project. In particular,
Undersecretary-General Jose Antonio Ocampo,
Ambassador Oscar de Rojas, and their colleagues,
Alex Trepelkov and Krishnan Sharma, have played
important roles, as have Regis Avanthay, Head,
Global Issues and Sustainable Development Division,
SDC, and his colleague, Pascal Raess.

We would like to express our appreciation as well to
the project team, which was led by Stefanie Held
and included Valerie Weinzierl, Heather Pace Clark,
and Lisa Dreier of the Forum, as well as Michael
Warner, Programme Manager, Business and
Development Performance, Overseas Development
Institute (ODI). Dr Warner made substantial
contributions to the design and moderation of the
multistakeholder roundtable events and the final
report. We are grateful to ODI for its involvement
throughout the project.
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Finally, we would like to thank all of the expert
participants in the roundtables and associated
research interviews. Above all, this report seeks to
give voice to the experience of PPP practitioners.
Their enthusiasm, candour, technical knowledge,
and willingness to think beyond personal experience
were the most essential elements of the project’s
success. A separate acknowledgement of
participants who took the added time to reflect on
drafts of the report and provide other special input
into the process appears at the end of this report.
Although the report reflects the project team’s best
efforts to interpret the thrust of expert views, not
every project participant necessarily agrees with
each of the findings and recommendations.

The Monterrey Consensus provides a solid
foundation for thinking about how the international
community could organize itself to mobilize the
additional finance necessary for the achievement of
common development objectives. We hope that this
report contributes to a better understanding of the
important part that public-private partnerships can

play.

Richard Samans

Managing Director

Global Institute for Partnership and Governance
World Economic Forum

Geneva, September 2005
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Introduction

The United Nations-sponsored Financing for
Development conference in Monterrey in 2002
concluded that greater cooperation between public
and private actors will be required to overcome the
inadequacies of development finance and achieve
internationally agreed development goals. As a
follow-up to this conference, the World Economic
Forum’s Global Institute for Partnership and
Governance in cooperation with the UN Department
of Economic and Social Affairs (UNDESA) and the
Swiss Agency for Development and Cooperation
(SDC) convened a series of nine separate
practitioner-driven, multistakeholder roundtable
discussions during the period 2004-05. These two-
day expert roundtables, supplemented by individual
meetings and other research, sought to identify
where the greatest opportunities and obstacles lie in
two areas that appear particularly ripe for deeper
public-private collaboration:

e Expanding the role of public-private partnerships
(PPPs) in addressing persistent development
challenges, with a special focus on education,
health, and water; and

e Adapting multilateral development banks and
bilateral aid agencies to the challenge of
catalysing greater domestic and foreign private
investment in developing countries.

This report summarizes the project’s findings in the
first area. It examines the status and potential of
PPPs in three sectors of development: basic
education, health, and water and sanitation, with a
particular focus on the angles addressed in the
Millennium Development Goals (MDGs) which were
agreed at the United Nations Millennium Summit in
2000'. Nearly three-quarters of the sector-specific
indicators for measuring progress on the MDGs
relate to these sectors, where the participation of the
private sector can be politically contentious. The

shortfalls in full-service delivery in education, health
and water as well as the nature of these sectors
suggest the need for a broader multistakeholder
approach, both as a form of political risk
management for investors and as a way to ensure
that these three human necessities are accessible
and sustainable to the poor.

Findings from the second part of the project relating
to private investment in developing countries will be
released separately.

Expanding the Role of Public-Private
Partnerships in Mobilizing Resources for
Education, Health, and Water and Sanitation in
Poor Regions

This report offers a practitioner’s perspective on the
status and promise of PPPs in poor countries — i.e.,
the extent to which they can be harnessed to extend
the reach and effectiveness of aid in mobilizing
resources for basic education, public health, and
water and sanitation. Our focus is on the persistent
development challenges facing these sectors in low-
income countries and economically disadvantaged
provinces and regions. We began the project with no
preconceived notion of whether the weight of
practitioner experience and opinion would support
the proposition that PPPs have a substantial role to
play in advancing development in these sectors. As
the project concludes, we believe the answer to that
question is affirmative, based on the large number of
successful PPPs underway in developing countries,
some of which will in be noted in this report. Some
qualifications apply, however, and are discussed
here. Although the views in this report reflect the
project team’s best efforts at interpreting the input
from experts who were consulted and related
research, not every expert participant necessarily
agrees with each of the findings and
recommendations.
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Defining public-private partnerships

The concept of public-private partnership is not new;
there is no single definition. Indeed, the range of
types of PPPs is constantly expanding, and the term
means different things to different practitioners. The
core concept involves business and/or not-for-profit
civil society organizations working in partnership with
government agencies and official development
institutions. It entails reciprocal obligations and
mutual accountability, including either voluntary or
contractual relationships; the sharing of investment
(financial or in-kind) and reputational risks (rather
than the one-dimensional transfer of risk to the
private sector), and joint responsibility in design and
execution.

As far as finances are concerned, in a conventional
PPP arrangement private companies often are
invited to invest in public service infrastructure, for
example, through concession agreements. While
financial resource commitments are shared, financial
risks tend to be transferred to the party most able to
manage them, typically the private sector. The public
authority carries the political risk of not delivering
infrastructure improvements.

In many other PPPs, the resource component of the
private sector’s involvement is philanthropic, in the
form of a donation of equipment or personnel,
grants disbursed by corporate foundations, or
community investment programmes linked to a
company’s production or marketing presence. For
some, PPPs also include “outsourcing” and
“insourcing” contracts in which the private sector
delivers a public service by innovative and efficient
methods (through design, procurement,
construction, management or other services). These
arrangements are often distinguished from core
PPPs that involve explicit pooling of resources and
some risk sharing, and can be characterized as a
form of private sector participation (PSP). But to the
extent that PSP arrangements in poor countries

often involve a substantial commitment of corporate
resources that might not otherwise be justified on
the basis of investment return alone, they belong in a
discussion about PPPs and development.

General Findings

The PPP approach is gaining momentum and
can be highly effective

There is growing appreciation of the importance of
engagement with the private sector in development
work, so much so that the very concept of
development appears set for a transformation. Many
key actors including public, private, and NGO
leaders are now advocating the scaling up and even
the institutionalization of multistakeholder
collaboration from strategic planning to programme
implementation. There are at least three reasons for
this shift in sentiment in recent years regarding the
role of the private sector in development:

e The urgent need for ‘scale’. Notwithstanding
the significant increase in funding commitments
for official development assistance by most G-8
and other donor countries, it is highly unlikely that
that the Millennium Development Goals will be
achieved through official resources alone.
Estimates of the financing gap range from US$ 50
billion to US$ 100 billion a year (approximately
double the current level of aid), a deficit unlikely to
be covered using official funds alone. As a result,
there is a growing consensus that only by
supplementing official efforts through a more
successful mobilization of foreign and domestic
private resources - via direct investment and PPP
arrangements — is there a realistic prospect of
achieving the MDGs.

e Improving aid effectiveness. Whether the
promised increases in official development
assistance ultimately materialize will be
determined by how effective aid is perceived to
be. To overcome the prevailing scepticism, there
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will need to be renewed emphasis in development
work on performance-based structures and
metrics as well as the efficiency of project
management. These are areas in which the private
sector is widely perceived to have a comparative
advantage that would be worth tapping on a more
systematic basis.

e Unleashing innovation. After decades of effort
mainly through official aid delivery mechanisms,
many of the persistent development challenges in
poor countries clearly require new approaches. A
growing number of aid sponsors are working not
only with host country governments but also with
a wider range of non-traditional actors such as
private and social entrepreneurs who have
developed new models for achieving results. Their
cumulative experience has started to transform
thinking about development assistance from
regarding it as primarily a public-sector
undertaking to adopting a multistakeholder
approach in which donor and host country
governments work extensively in partnership with
the private sector and civil society on project
design, accessing resources, and execution.

In many poor countries, the commitment of
private sector resources to poverty alleviation
already equals a substantial share of current
official development assistance and may
exceed foreign direct investment. Private sector
perspectives on the role of companies operating in
poor societies appear to be shifting significantly. In
addition to using PPP mechanisms to extend the
reach of their philanthropy, many firms have
concluded that compelling opportunities exist to
apply core competencies to PPPs, often on an in-
kind basis in ways that produce clear benefits to
their business. Based on an extrapolation of survey
data for Fortune Global 500 companies, we estimate
that US$ 12 billion in cash donations and between
US$ 10 billion and US$ 15 billion in in-kind
contributions are made each year by these 500

corporations alone. Moreover, we estimate that
approximately 10% to 15% of these funds are
donated to support activities in low-income
countries. If contributions from the wider
transnational corporate community, large national or
regional firms and direct private donations are
added, then corporate and private philanthropic
resources directed to low-income countries likely
approach or even surpass foreign direct investment
(FDI) net inflows in most of these countries. Given
the tendency of many donors to direct more official
development assistance (ODA) towards direct
budget support, these unconventional private sector
resources may in coming years grow to form a major
share of external project financing and technical
assistance to low-income countries. Indeed,
companies with international operations should
consider increasing the share of their philanthropic
and in-kind investments devoted to poor countries in
line with the global diversification of their sourcing,
sales and profits.

The time has come for development institutions
and professionals to take PPPs more seriously
— to institutionalize their role in the structuring
and delivery of aid.

The analysis above suggests that a more concerted
effort by governments and companies to scale up
the use of PPPs in poor countries could help to fill a
significant part of the MDG resource gap — possibly
by several billion dollars a year. PPPs exist today
because of general public failure or lack of capacity,
because other models of collaboration or individual
action have failed, or because in many cases PPPs
are working better than traditional approaches.
Practitioners in the roundtables emphasized that
providing basic education, healthcare, and water and
sanitation in poor countries increasingly requires a
multi-sector approach, involving public and private
service providers, user communities, project
financiers, philanthropic corporations, regulators and
international donors working together. Handled
responsibly, these new multistakeholder alliances,
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and particularly those involving civil society
organizations, can help to strengthen political
acceptance of what otherwise might be the
controversial participation of the private sector in
health, education and water.

There is increasing multi-sector collaboration around
project design, infrastructure development, service
delivery, institutional strengthening and performance
oversight. But more effort is needed to fully refine
and target PPPs as a tool, and many issues related
to the PPP operating environment (social,
institutional and policy factors) need to be
addressed. The challenges to successful
implementation and scaling up are still significant.
The following is a summary of cross-cutting and
sector-specific recommendations from the
practitioner consultations on how the international
community could address these challenges and
scale up effective PPP models.

Cross-Cutting Recommendations

A number of common priorities and issues emerged
from the practitioner roundtables in the separate
discussions on education, health and water PPPs.
These conclusions have been further informed by
focused research undertaken for this report.
Highlights these findings and recommendations are
summarized below. The full set of recommendations
is presented in the main report.

A clearer appreciation of the nature of the
private sector’s added value needs to be
cultivated among all actors.

* Mobilizing private sector resources means
leveraging core company capabilities (e.g.,
tangible assets, expertise, management) and
not just financing.

Direct private investment in education, health and
water in poor countries remains at low levels. In
low-income countries and economically
disadvantaged regions, private companies and

development finance institutions continue to be
reluctant to invest capital in many aspects of
basic education, public health, and water and
sanitation provision, partly because of the
imbalance between investment risk and return.
Beyond the wealthier urban areas, conventional
finance is not well suited to addressing many of
the challenges of providing public goods in these
three sectors. Other alternatives have yet to be
fully exploited. These include the strategic use of
in-kind donations of company personnel,
equipment, or marketing and distribution services;
innovation by private sector contractors in
designing and delivering pro-poor solutions; and
the marketing of low-cost, high volume, products
and services. Practitioners in the roundtables
emphasized that the mere involvement of
business and NGO personnel in a partnership
project often produces management efficiencies,
innovation, and a performance culture that can be
as valuable as the financial resources committed.

The businesses case for corporate
engagement is more robust than often
understood. Attitudes in the private sector are
undergoing a significant shift. More and more
companies are coming to the conclusion that
cooperation in poor countries with governments
or NGOs can involve far more than just the pursuit
of community philanthropy. Compelling
opportunities exist in many countries for firms to
apply core competencies to PPPs in ways that
provide clear economic benefits, notably to their
labour productivity, human resource costs, and
marketing and brand recognition strategies. Yet
appreciation of the role of PPPs remains as limited
in the private sector as in the public sector.

Partnerships benefit from engaging and
strengthening local private sector actors.
Local industries and local small and medium-sized
enterprises (SMEs) have an important role to play
both through business activities and philanthropic
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involvement that is often underestimated, and
about which little data is available. Successful
partnerships aim to include the local private sector
in capacity building efforts. One of the most
effective models identified involves domestic
corporations, industry associations and foreign
investors and operators engaging in development
through coalitions and working in partnership with
government with the overall goal of enhancing
regulatory reform, policy incentives and
endorsements that will in turn create a better
workforce.

Governmental and intergovernmental
organizations need to gear up to support the
larger role that PPPs are likely to play.

e Public leaders should use their platforms to
help demystify and strengthen public
awareness of the potential value of PPPs. The
practitioners who participated in the roundtables
placed strongest emphasis on the importance of
building sufficient political will and public support
to overcome concerns over private sector
involvement in the provision of public goods.
Many stated emphatically that the main
impediment to successful partnerships is political,
and that international organizations can play a
significant role in overcoming that. Participants
also identified a number of ways in which the
public sector can become more efficient and
effective as a key player in PPPs.

The public sector’s ‘competency to
collaborate’ should be strengthened by
embedding capacity building assistance for
local managers and sponsors within PPPs as
a matter of policy. Many forms of public-private
partnership have found that a substantial part of
their activities end up being directed towards
strengthening the capacity of public-service
institutions and delivery systems. Partners quickly
learn that in low-income countries, projects and
programmes are unlikely to succeed or generate
sustained outcomes without this capacity-building

component. Public-private partnerships should be
designed from the outset to include budgets and
competencies that improve the quality and
sustainability of service delivery, and facilitate
organizational changes required to reform wider
public-sector delivery systems and institutions. In
countries with weak public institutions and service
delivery systems, a substantial proportion (if not
the majority) of resource commitments within a
PPP arrangement should be directed towards
‘on-the-job’ institutional and systems
strengthening.

For national governments, improving the
policy and institutional environment should
be a priority. The institutional environment in
which PPPs operate has financial, operational and
social implications, affecting start-up, transaction
and operating costs of the PPP, as well as the
transparency and accountability of the project to
beneficiaries and the public. The need for a
transparent and accountable public-sector
operating environment is key to the success and
scaling up of PPPs, including consistent policies
and legal systems that support long-term
engagement by the private sector.

Procurement rules need to strike a better
balance between encouraging private sector
interest and avoiding conflicts of interest.
Existing bidding processes for public sector
contracts often provide incentives for cost savings
over pro-poor service provision. The resulting
financial pressures often have the greatest impact
on poor user populations, who are often the most
difficult and costly to reach. Grant-making donors
and public sector agencies should consider
strategies for promoting pro-poor service and
infrastructure provision through their contract
tendering procedures. New ways need to be
found to use the procurement process to
encourage innovation by private-sector
contractors in designing and implementing
solutions that help the poorest.

(v
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The public and private sectors should
collaborate more at the global level to facilitate
an increase of PPP activity to scale.

e Personal leadership is critical. Many
partnership models today are in an early and
exploratory stage, and the field in general lacks
broad public and institutional support. As a result,
practitioners in all sectors report that individual
“champions” often play a crucial role in forming
and managing PPPs. The role of such individuals
is often cited as a key success factor. Cultivating
such leadership at both the local and global levels
should be a priority.

< Voluntary PPP governance and management
guidelines should be developed and
disseminated as a resource available to
assist practitioners. Ensuring effective
governance of PPPs is often a major challenge.
The multiple parties involved in PPPs often bring
different cultures, motivations, and expectations to
the table, complicating the task of finding
agreement on a governance structure. Many
partnerships fail due to a lack of programme
accountability, weakly defined roles, unbalanced
representation, or the absence of clear
management processes. Guidance is needed to
develop effective partnership practices for
accountability, transparency, legitimacy, disclosure,
participation, decision-making, grievance
management and performance reporting. A
public-private effort should be undertaken at the
global level to develop PPP governance and
management guidelines that could be used as a
voluntary reference or benchmark for practitioners
in different sectors and regions. Given the diversity
of PPPs, such guidelines should in no way be
considered a stepping stone to regulation or
formal official oversight.

* Leveraging private sector resources is
probably more about facilitation than
subsidy. Inadequate information is an important
impediment to the development of new PPPs. A

company may have a general inclination to make
certain resources and expertise available for the
public good, but it may have neither the time nor
staff capacity to scout the landscape for suitable
official and NGO development partners. The same
is often true for governments and international
organizations, which typically have little internal
knowledge of the corporate sector. Developing a
public-private partnership to bridge this
information gap through the proactive
identification of corporate interests and public
needs could make an important contribution to
progress on the MDGs. An early experiment is the
Growing Sustainable Business initiative of the
United Nations Development Programme (UNDP),
which is essentially a partnership facilitation and
brokering service. Although still in its inception,
the initiative is expected to leverage around 14
times the level of resources that other donor-
supported private-sector instruments, such as
business challenge funds, can. Building on this
example, donors should consider investing more
in partnership facilitation initiatives to leverage the
role of the private sector for development.

Strategic alignment and sequencing are
needed to leverage financing and subsidy
instruments. To provide water, sanitation, basic
education and health services to lower income
groups, public subsidy or grant financing is likely
to be necessary. Discussions with practitioners
suggest that with the right sequencing and mixing
of financial, subsidy and other resources from the
public, private and development assistance
sectors, PPP formulations can be developed that
reach further into poor populations than they do
at present. Greater care needs to be taken to
employ the optimal combination and sequencing
of tools such as debt management, development
grants, loan subsidies, risk finance, small
enterprise finance, commercial capital, and
technical and management assistance.

New approaches are needed to reach rural
and remote areas. Public infrastructure and
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service delivery tends to concentrate on urban
and peri-urban areas as well as relatively secure
economic regions, often not reaching the poorest
and most vulnerable groups in rural and remote
areas. Governments can actively seek to develop
PPPs to address needs in these regions, with
special attention to vulnerable groups such as
women and girls, ethnic minorities, or people with
HIV/AIDS.

Sector-Specific Recommendations

Separate discussions with practitioners from the
basic education, health, and water and sanitation
sectors allowed deeper questions to be posed about
what is working well in PPPs and might be taken to
scale, as well as other areas of significant potential
which deserve closer attention. These are
summarized below.

Basic Education

In 2005, the world missed its first MDG Goal —
achieving gender parity in primary and secondary
education. Approximately 100 million children are
currently out of school, three-quarters of these in
Sub-Saharan Africa and South and West Asia. The
majority of these are girls. This number is declining,
but only at a rate of about 1 million per year'. It is
estimated that 40% of countries will not achieve
gender parity in primary and secondary education by
2015. The education sector is faced with persistent
challenges related to institutional and financing
factors that significantly affect the scope,
accessibility and quality of education services. An
estimated US$ 5.6 billion a year will be needed to
meet the education MDG; available public sector
financing falls far short of that level.

Public-private partnerships involving corporate
philanthropy, and PPPs that bring private-sector
efficiencies into the public-sector schooling system,
are two instruments through which these persistent
challenges in basic education might be better

addressed. These and other ways to expand the role
of PPPs in mobilizing resources for basic education
are summarized below.

What is Working Well

Ensuring the sustainability of outcomes of
philanthropic PPPs in basic education

Where development institutions act to convene, fund
or partner with companies in basic education, all
parties should insist on embedding strategies for
sustaining (and scaling up) educational benefits
within the original partnership agreement. Arranging
new long-term financing for recurrent expenditures is
not the only option. Alternatives include generating
savings through