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Introduction 
There is no consistent definition of Public-Private Partnerships (hereafter PPP), due to the variety of different PPP forms in different countries and the varying meanings of the word ‘partnerships’ (Wettenhall, 2003). Here according to the definition from the Public-Private Infrastructure Advisory Facility (hereafter PPIAF), PPP is the cooperation between the public sector and the private sector in aspects of the provision of infrastructural assets or new or existing infrastructural services that have traditionally been provided by the government
. 

In the course of the last two decades, there has been an enormous expansion of PPP in worldwide experience, particularly in developing countries. PPIAF, launched in 1999, is a multi-donor technical assistance facility that helps developing countries use public-private partnerships to improve the quality of their infrastructure and thereby reduce poverty. PPIAF has played an important role in facilitating the enabling environment for PPP in the developing world. Therefore, it is worth reviewing the activities of PPIAF throughout the 10 years. This paper also examines the institutional challenges for PPP in China. Similar to many other developing countries, China encounters institutional problems particularly in the legal and political aspects. The understanding of these obstacles for PPP development has strong implications for PPIAF’s activities and the achievements of its missions. 
This paper has three sections. The first section reviews the trend of PPP development in the developing world. The second section examines the role PPIAF played in promoting PPP in developing countries, through documentary reviews of annual reports and relevant working papers. The third section discusses the obstacles to PPP development in China and explores the implications for the role of PPIAF in China. The final section is the Conclusion. 

PPP in the developing world: 1990--2009
The developing world has witnessed the use of PPP since the 1980s, although the pressure to use PPP is not so much from the need for innovation as for the intensive fiscal shortage. In Asia especially, the shortage of public finance and the strong need for investment in public services has raised the incentives to introduce private finance into public services, especially in the area of public infrastructure. In South America, Chile launched the first modern large-scale PPP program as part of its privatization policy which began in the late 1970s. At about the same time, some of the countries experiencing an economic boom in East Asia started to invite the participation of private finance, especially under the Build Operate Transfer (hereafter BOT) system into their infrastructure developments. As Estache (2006b, p.3) argues, within the 30 years, ‘all developing countries from the poorest African to the richest countries of East Asia were at least flirting with the idea of PPP and often wed to it’. 
However, the development of PPP was not smooth in these 30 years. PPP experienced a boom period in the final decade of the 20th century and reached a peak in 1997. However, after that the trend was in decline until 2003, when private investment dropped to the lowest level since 1990. Many factors contributed to this decline, one reason was the financial crises in some developing countries; another reason was the institutional weaknesses of the host countries that prevented the country from using PPP models although there were high expectations for private participation. PPP activities gradually rose from 2004 to 2008, until the onset of the global financial crisis that started in the second half of 2008 and still continues (PPIAF, 2004-2009 annual reports). 

PPIAF: development and trends 
Throughout 10 years of development, PPIAF contributed to the improvement of infrastructures and the promotion of PPP in various developing countries. This section reviews the activities of PPIAF and distils the features of PPIAF in the changing environment for PPP in developing countries.  

The activities of PPIAF

Through accepting applications for help from a specific country or many countries, PPIAF finances and/or provides advice to facilitate PPP in the client country/countries. The activities cover the whole process of PPP, from financing, owning, operating, rehabilitating, and maintaining or managing appropriate infrastructure services. A range of sectors are involved: roads, ports, airports, railways, electricity, telecommunications, solid waste, water and sewerage, and gas transmission and distribution
. 

According to PPIAF’s charter, the advice provided by PPIAF mainly concentrated on building an enabling environment for PPP development through 1) framing infrastructure development strategies to take full advantage of the potential for private involvement; 2) building consensus on appropriate policy for regulatory and institutional reforms; 3) designing and implementing specific policy for regulatory and institutional reforms; 4) supporting the design and implementation of pioneering projects and transactions; 5) building government capacity to design and execute private infrastructure arrangements and regulate private service providers; 6) building creditworthiness to access financing without sovereign guarantees. 
Reviewing the activities of PPIAF from 1999 to 2009, it can be seen that PPIAF has made efforts to adjust its work focus and improve services to adapt inconsistent environments for PPP in the developing world. Three features are discussed below. 
Demand-driven with strategic direction
PPIAF is a demand-driven facility by critically reviewing the applications from clients and providing advice. This feature is clearly reflected in PPIAF’s activities. In 2001, PPIAF set up the Indicative Work Program. Although this program aimed to estimate and forecast the balance between PPIAF activities, it clearly demonstrated that “it is not a master plan for the coming year, as PPIAF is primarily a demand-driven funding facility” (PPIAF, 2001 annual report, p.6). This principle, however, was criticized for being reactive. In the independent review of PPIAF’s activities to 2004, Jordan argued that, “the indicative work program is more a forecast than a target and does not serve to set direction or priorities for the program” (Jordan, 2004, p.2). Furthermore, “the demand driven principle is not a completely sufficient guide to allocating resources … PPIAF should adopt a more strategic approach to allocating resources among competing uses
 and proactively seeking to promote PPIAF assistance to high priority projects” (Jordan, 2004, p.10). The suggested strategic approach includes identifying priorities to pursue PPIAF’s mission, and based on what is proactive in promoting global best practice projects and PPIAF’s assistance to potential beneficiaries. This strategic direction, on the basis of a demand-driven approach, was later adopted by PPIAF. Since 2005, PPIAF has emphasized in its annual reports that “all activities it finances be consistent with its overarching objective of helping to mobilize public-private partnerships to reduce poverty and achieve sustainable development” (PPIAF, 2005-2009 annual reports). This requirement highlights the overarching objective of poverty reduction and sustainable development in spite of the various focuses of the demands. In the 2009 annual report, the PPIAF listed five priority areas for PPIAF support over the following 18 months, which was not seen in the previous annual reports (PPIAF, 2009 annual report, p.7). 

Improving the enabling environment for PPP

PPIAF provides a range of services aiming to improve the enabling environment for PPP. These services are summarized into six categories: infrastructure development strategies; policy for regulatory and institutional reforms; consensus building; capacity building; support to pioneering projects and transactions; and identification, dissemination and promotion of emerging best practices (PPIAF, 2001 annual report, p.17). 
PPIAF’s assistance in designing infrastructure development strategies and policy for regulatory and institutional reforms, which are called upstream assistance services, account for the major proportion of PPIAF funds every year (see Table 1). 
PPIAF provides support for client governments to develop infrastructure development strategies which guide governments on how to facilitate and expand private involvement in infrastructure. A prominent product is Country Framework Reports which PPIAF has provided as a comprehensive review of the environment for private involvement in various developing countries, based on in-depth consultation with stakeholders. 

Another upstream service of PPIAF is its facilitation for policy and regulatory and institutional reforms for the client country. The participation of the private sector requires a transition in the institutional environment particularly in the countries where traditional public provision has a long history. PPIAF provides assistance to design, establish and improve policy, and regulatory and other institutional environments to involve the private sector in suitable sectors. 
There are also downstream supports to facilitate consensus building and capacity building, and to pioneer PPP transactions. The development of PPP needs support from the ‘soft’ environment in which the stakeholders from the government, private investors, and the public have a consensus to improve PPP. Also the government, as the main part of PPP, has to build a strong capacity to adapt itself to its new roles as partner and regulator in PPP. Mainly through organizing seminars and workshops, PPIAF provides support in building bridges between various stakeholders for in-depth understanding and strengthening government capacity in partnership and regulation. Through technical inputs in engineering, financial, legal, and environmental issues, PPIAF also provides direct support to design and implement pioneering projects and transactions, some of which are innovative and can be used as showcases.
Throughout the process of providing the activities above, PPIAF distils and disseminates the emerging best practices for governments to make sound decisions involving the private sector. These best practice products include “toolkits”, case studies, model documents, empirical analysis, and regional and international conferences.

Support for infrastructural strategies and institutional reforms accounts for the major proportion of funding every year, implying that the institutional frameworks of the developing countries are still in the process of establishment and improvement. In the early years after inception, PPIAF was criticized for “traditionally focusing on the economic and technical rather than political aspects of PPI and accordingly did not recognize the political constraints on implementing reform in the infrastructure sectors” (Jordan, 2004, p.22). These activities, particularly the increase of funds for consensus building and capacity building, show that more attention is paid to stakeholder understanding and capacity improvement in order to increase the degree of political stability and acceptance of PPP.  
Table 1: the percentage of PPIAF’s activities in six deliverable categories from 2001-2008 (source: PPIAF annual reports, 2001-2008)
	Year
 
	Infrastructure development strategies (%)
	Policy, regulatory and institutional reforms (%)
	Consensus building
(%)
	Capacity building
(%) 
	Pioneering transactions
(%) 
	Emerging
best practice
(%)
	Total (%) 

	2001
	33
	41
	2
	12
	0
	12
	100

	2002
	38
	43
	2
	10
	0
	7
	100

	2003
	27
	32
	8
	16
	10
	7
	100

	2004
	25
	31
	7
	18
	5
	14
	100

	2005
	47
	21
	7
	7
	9
	9
	100

	2006
	42
	32
	1
	12
	1
	12
	100

	2007
	50
	19
	2
	13
	10
	6
	100

	2008

	42
	21
	*
	12
	12
	10
	97


From output focus to outcome focus
The activities above are hard to measure due to difficulties in quantification and data collection. In the first years of PPP operation, the input and output of the services are focused while the outcomes are neglected. From 2000 to 2004, the annual activities were reviewed and discussed through the description of the amount of financial input and activity numbers, although in the annual report of 2003 the measurement of outcome was mentioned. In 2005, efforts for measuring outcomes were made by setting up indicators. In 2006, these indicators were more clearly defined to be measureable as the transaction progressed, and regulatory institutions established or strengthened; PPP laws and regulations were passed and PPP sector reform strategies were supported. Workshop and workshop numbers of participants were also recorded. However these indicators only reflect medium-term outcomes rather than the impacts of the activities. The explanation of the PPIAF is that due to the nature of PPIAF activities being small and upstream, the measurement of their impacts is costly and the identification of a relationship between cause and effect between the activities and the impacts as quality of service is difficult to quantify (PPIAF, 2006 annual report, p.8). The changes above demonstrate the efforts that PPIAF has made to move from being output focused to outcome focused. However, in-depth analysis of the indicators is still lacking. The link between the output of PPIAF and the outcomes achieved cannot be found in the annual reports. In other words, evidence of the contribution of PPIAF to PPP development is needed although it is difficult to identify. 
The institutional challenges in China and the implications for PPIAF 
Data from the PPIAF database show that the PPP activities in China accounted for the major part in developing countries. For example, from 1990-2008, there were 884 PPP projects in China, which ranked China number one in project numbers for developing countries, far exceeding the 355 projects in Brazil which was number two in the ranking. As for the amount of project investment, China is top three with the amount of US$ 106,149 million
. 
Data show that China plays an important role in PPP development as a developing country, and the PPP development in China is worth analyzing. Furthermore, a discussion of the institutional challenges in China has significant implications for PPIAF, which aims to improve the enabling environment for PPP in the developing world. 

PPP in China 

Affected by the international political and financial factors, China also experienced similar boom and decline trends in PPP
. Considering the domestic factors as well, PPP development in China can be categorized into two stages. 

The first stage was the period from the mid-1980s to the mid-1990s. The Shenzhen Shajiao B power project was the first successful BOT project under cooperation with a Hong Kong Company. Since then, BOT attracted the attention of China’s government because of its advantage of relieving financial burden, attracting investments, and improving infrastructure development. Against this background, in the mid-1990s, the first BOT boom took place in many provinces of China. The BOT projects in this period were mostly in the power and water sectors, such as the Laibin B power project in Guangxi province, Chengdu water, and Changsha power (Bellier and Zhou, 2003; Shen Jiyong et al., 2005).

However at the end of the 1990s, public funds were input into the infrastructure area under the positive financial policy of China. Furthermore, the central government started to clear illegal BOT projects in local places. The first trend of BOT investment ended by the end of 1990s. 

The second trend of BOT started in the early 2000s as the bottleneck effect of infrastructure on economic development emerged again. This huge gap was hard to fill solely by public finance and therefore provided a chance for the use of BOT/PPP in the infrastructure area again.

These more encouraging policies and statutes promoted another booming period of PPP since the 2000s. Compared with the first stage, PPP development in the second stage is more international and complex. For example, in Beijing, almost half of the Olympic sports areas were constructed under the PPP/Concession type; PPP was also applied to the Yizhuang natural gas project, the No. 5 underground project, and the Beiyuan waste water project in Beijing. In Shenzhen, the No. 4 Metroline project cooperated with the Hong Kong Metroline Company to finish construction and go into the operational stage. 
Behind the development of PPP in these two stages, the main driver to promote PPP in China is the severe and continuing fiscal pressures to which governments have been subject. Fiscal constraints of governments around the world since the end of the last century have weakened the traditional role of government in providing public services and managing the economy. China is not exceptional of this difficult situation. PPP is therefore seen as an efficient approach to relieve financial burden through private financial input. 

However, in many countries it is the central government takes initiatives in promoting PPP, while in China the local government is more eager to attract private finance in local areas under the existing central government policies. The underlying reason is the institutional change of the central-local government financial relationship since the 1994 tax sharing reform. 

After the 1994 tax reform, the majority of tax items are collected by the central government, while the expenditure responsibility is left at local level. As a result, the expenditure responsibilities of the local governments are excessive and unsustainable. The local infrastructure areas became bottlenecks, as on the one hand the rapid economic development requires the improvement of the infrastructure; on the other hand the tax reform constrains the local revenue income to support construction.
 

Under this pressure, seeking private investment becomes popular in many provinces, as it may be the cheapest way to attract private capital while government itself does not need to pay more than some policy guarantees. To attract private capital, many local governments give out the guarantees and incentives to the private investors, e.g. the guaranteed rate of return. Against this background, the following three aspects of institutional challenges are discussed. 
China: A Fragmented Regulatory Regime 

Since the 1990s, the infrastructure sectors in China including energy, telecommunications, water and transportation, have already gradually opened to private investors under the policy and legal reforms. The activities of PPIAF in the aspects of policy for regulatory and institutional reform in China partly proved this trend. From 2000 to 2009, PPIAF invested $2,833,974 in the activities of policy for regulatory and institutional reform in China, accounting for 64% of its whole activities of funding in China (see Table 2). These activities involve telecommunications, energy, water and road sectors and mainly were in the category of policy for regulatory and institutional reform, particularly from 2000 to 2006. For example, in 2000, PPIAF organized four activities in China. All of them were to help to establish regulatory policies in telecommunications, railways, water, transport, energy and power sectors in China. These activities of PPIAF witnessed the efforts of China in setting up a legal and regulatory framework to involve the private sector. For example, in 2004, a series of policies and statutes encouraged the participation of the private sector in these sectors which were monopolized by the public sector. The policy in 2005 (“The opinion of the State Council regarding the encouraging and support for the development of non-state-owned economy”) is the first policy to clearly define the sectors which allow private investment. The improvement of legal and regulatory framework is also stressed in this policy (see Table 3). 
Table 3 Relevant Law and Policies about PPP/BOT in China 

	Date 
	Title 
	Content relevant to PPP/BOT

	1995
	Circular of the Ministry of Foreign Trade and Economic Cooperation Concerning Absorption of Foreign Investment by Means of BOT (Ministry of Foreign Trade and Economic Cooperation, 1995) 
	These are two particular policies to regulate BOT. These two policies are the legislative platform for the first BOT project in China: Laibin B Power project. 

	1995
	Circular concerning approval of foreign investment concession project (promulgated by Committee of Planning, Ministry of Power, Ministry of Transportation, 1995) 
	

	1995
	Circular of State Administration of Foreign Exchange concerning domestic projects seeking finance abroad (promulgated by State Administration of Foreign Exchange, 1995) 
	These two circulars dealt with the issue of foreign exchange in BOT projects. 

	1997
	Temporary measures to manage project finance abroad (State Administration of Foreign Exchange, Committee of Planning, 1997)  
	

	1999
	Tendering and Bidding Law
	This law is applied to all of the tendering and bidding activities in P.R. China, excluding Hong Kong and Macau.

	2001
	Circular of Committee of Planning concerning promotion and instruction of private investment (Committee of Planning, 2001) 
	This policy showed that the domestic private sector is permitted to invest in sectors where foreign investors have rights to invest in. 

	2004
	Directory of foreign investment in China industry (National Development and Reform Commission, 2004) 
	Outlines the list of industries which foreign investors are encouraged, limited or forbidden to invest in. Most of the infrastructure industries are in the list of encouragement.  

	2004
	The method of managing urban public utility concession (Department of Construction, 2004) 
	Specified policy for urban public utility. Set up the range of concession, the conditions for bidders, the framework of concession content and the period. 

	2004 
	Decision on reforming the investment scheme (2004) 
	Encourage private investment for infrastructure, public facilities and other sectors which are not forbidden by law. Encourage private participation in profitable public infrastructure projects by way of own investment, joint venture and project finance. 

	2005
	The opinion of the State Council regarding the encouraging and support for the development of non-state-owned economy (privately-owned economy).
	First central government policy allowing the entry of the private sector into the area of power, communication, railway, airline and petroleum. Furthermore, the opinion asked for the improvement of legal aspect to support the private sector’s investment, construction and the operation in the public infrastructure.

	N.A
	Temporary measures of foreign investment in concession (BOT) project (Committee of Planning, uncompleted) 
	Particular regulation for BOT, but it is still in the approval process. 


Source: compiled by the author based on sources from Bellier and Zhou (2003); Sun Chao and Shen Wei (1997); Cai Yi (2000)
Although China has made massive progress in legal and regulatory reform, the legal framework is still so inadequate as to have a piecemeal approach. For example, Bellier and Zhou pointed out that in China the investors are most concerned about legal risks, approval risks, and regulatory risks (Bellier and Zhou, 2003, p.28). The legal weaknesses are shown in the following aspects. 

Firstly, in China, the legal direction of PPP had to rely on fragmented legal and administrative decisions at central and local levels. So far, China has not had a special law aiming to deal with PPP/BOT. This is a difference from some countries where all PPP projects are governed by the PPP Act. The current policies and statutes usually deal with different aspects such as finance, foreign investment, tendering, and bidding processes of a single project, and result in a complex legal situation. Taking the road sector as an example, a PPP/BOT project has to involve different laws and statutes. For example, Road Law (2004), Tendering and Bidding Law (1999), Land Management Law (2004), Contract Law (1999) and Regulation on the administration of toll roads (2004) if it is a toll road project, and Decision on reforming investment scheme (2004) if it involves domestic private investment. There are also other laws and policies to address the aspects of environmental protection and construction quality management which are also relevant to a road project. 

Secondly, this piecemeal approach easily causes conflicts in practice. For example, the Circular Concerning Absorption of Foreign Investment by Means of BOT (Ministry of Foreign Trade and Economic Cooperation, 1995) and the Circular concerning approval of foreign investment concession project (promulgated by Committee of Planning, Ministry of Power, Ministry of Transportation, 1995) are the first two statutes about BOT projects, but they conflict with each other in the aspects of risk allocation and government guarantees. Another conflicting aspect is also reflected in the discontinuity from central government policy to local government statutes. For example, although central government forbids government guarantees and promises when bringing in private investment, in some local areas, government guarantees are used to attract private funding. Private sector tax exemption by local government has also been forbidden by central government since the late 1990s, while in this case, tax exemption is still an important promise in local policy (Zhang Xiaoyan, 2004). 

The discussion above shows that the reform of policy and the regulatory framework in China has arrived at the stage of asking for improvement rather than establishment. The urgent need for a regulatory framework is to resolve the fragmented situation. One optional resolution is to establish a special PPP law to replace the current relevant laws and policies. However, the debate on whether China needs a comprehensive PPP/BOT law is still ongoing. The issue of a new policy, for temporary measures for foreign investment in concessionary (BOT) projects, was claimed to be on the agenda of the Committee of Planning, but has not had a result yet. If this statute is issued sometime in the future, it will be the first special BOT/Concession legislative document in China. It implies that the PPIAF’s activities in China, driven by demand, can be moved to facilitate the process of integration of legal institutions for PPP. 
The state dominance in partnership and the ignorance of the public 

In China, accompanied with the inadequate legal framework under the piecemeal approach is the superior power of government throughout the project process. The legacy of the planned economy is the dominance of state in every aspect of society. This feature is even more prominent in PPP, which claims to connect the public sector, the private sector, and the public to form partnership through the legal contract approach.  

The dominance of state is firstly shown through the bureaucratic power in policy decisions which overwhelm the legal and judiciary power. Although legal reform has been undertaken in China since economic reform, the serious constraints on its effectiveness arise out of the Party’s determination to retain political control. Law and the courts are still expected to be secondary to Party-state control. 

One example can be seen through the fragmented approval process of PPP, for which the power of approval was distributed through various government departments, which makes the BOT decision making process cumbersome.  It implies that the right of project decision was fully controlled by the government side. The power of a private investor is impaired during the process of going through all these bureaux and agencies in order to obtain approval for the project. 

Another example is shown through the secondary status of legal and judiciary power to the government. Lubman (1999, p.3) argued, one of the dictates of this state dominance ideology is ‘the failure to raise the position of the judiciary system from its current level; it remains at the same level as other bureaucratic hierarchies of the state and lacks authority over them’. 

The fact of the secondary power of courts in China’s system obviously cannot provide support for a contract mechanism to be effective, which however is the ethos of PPP. With state control of the courts, the private sector cannot be protected by the contract mechanism.
However, it is interesting to see that besides state dominance in the public private relationship, there are growing webs of intimate relationships between business and local government especially when the local authorities were driven by economic reform to closely connect with the private sector. Lacking constraints from the legal system, these relationships are characterised by personal ties and reciprocal exchanges of favours
 and benefits. In a vicious circle, they weaken the force and impact of legal rules. 

The dominance of state is not only reflected in public private relationships, but also in state society relationships. A by-product of long-term state monopoly was the limits of the channels for public participation. With state control over society, the public is blocked from participating in public policy. Moreover, when the government forms a reciprocal relationship with business, the lack of public participation easily results in the sacrifice of public interest for the economic benefit and official performance to governments. 

On the other hand, pure state control on the public is gradually changed by the development of a civil society. In the last 30 years, the ruling party-led reform on the one hand protected the vested interests of the powerful, while on the other hand, cultivated the middle class group which becomes the potential strength of civil society
. This pluralism is characterised by the expansion of channels for public voice, particularly the internet, although the formal channels such as the media are still in control. 

In short, this feature of state dominance in the actor relationship obviously contradicts the ethos of PPP. The state takes the place of the contract mechanism to allocate responsibility and risks and therefore controls the relationship with the private sector. Public accountability can be impaired when the public has no voice in public services, especially when the public sector and private sector form a reciprocal partnership.  

This imbalanced relationship between the public sector, private sector and the public has impacts on the activities of PPIAF in China. 
Firstly, the weakness of state dominance challenges the achievement of PPIAF’s mission for poverty reduction. Poverty reduction is the
 mission of PPIAF and is gradually being stressed by PPIAF. In the annual report of 2008, poverty reduction is added in the definition of PPIAF such that: PPIAF is “to help developing countries use public-private partnerships to improve the quality of their infrastructure and thereby reduce poverty”, while in previous definitions, PPIAF was only “to improve the quality of their infrastructure through public-private partnerships”. 

The mission of poverty reduction will be hard to achieve in practice. A critical review identified that the PPIAF’s poverty reduction focus has not been effectively translated into operational terms. The review suggests that, “while not all potential projects will have a direct effect on poverty, PPIAF should strengthen the scope and depth of poverty impact of its projects and the Terms of References
 for all projects that potentially impact on service and/or pricing levels of utilities essential to the poor should be required to assess their potential poverty implications” (Jordan, 2004, p.10). 
However, this suggestion is not realistic for China yet. The state dominance in power relationships implies the danger that the government takes its own interest as the priority while ignoring the interests of other parties, particularly the public. In China, one of the main driving forces for the government to promote PPP is to relieve the government’s financial burden. The interest of the public is easily ignored, particularly in user-paid services, let alone the consideration of poverty reduction. Furthermore, as China’s economic development is mainly led by cities, the majority of PPP projects take place in urban areas in order to improve urban infrastructure and promote the economy. Poverty reduction is not the obvious objective yet. In the rural areas where poverty mainly exists, poverty reduction is mainly through financial transfers by central government. Using PPP to alleviate poverty has not been taken as the main approach. 

Secondly, the dominance of state power also weakens the objective of PPIAF’s ability to achieve participation by various stakeholders. 

Throughout the activities of PPIAF, stakeholder participation in PPIAF projects is encouraged. The stakeholders mainly refer to the beneficiary government and the private investors. As the program charter noted, successful design and execution of PPIAF’s mandate requires a close understanding of the needs, constraints and priorities of recipient governments and the private sector (Jordan, 2004, p.25). Besides encouraging the client government, absorbing the private sector into the execution and particularly the evaluation is important for PPIAF. However, this stakeholder participation approach may not help PPIAF to understand and evaluate the impacts of the project and the contribution from PPIAF. When the relationship between the government and the private sector is unequal rather than in a real partnership, the feedback from the private sector may not reflect the real development of the project. 
Weak government capacity in dealing with the private sector 
Government capacity is another challenge for PPP in China. Given the weak legal framework and the legacy of state dominance, the success of a PPP project depends greatly on the performance of government, particularly the local authorities. However, the experience of PPP in the first stage has exposed the problems due to weak government capacity particularly in government effectiveness, corruption, and trustworthiness (Shen Jiyong. et al., 2005; Chen and Doloi, 2007; Wang S.Q. et al., 2000). 

Firstly, government effectiveness and corruption have been recognized as the big obstacles during the PPP progress. In a comparative study among 75 countries, the Global Competitiveness Report (2001, cited in Dollar et al., 2003, p.28-29) ranked China significantly worse than the median country regarding government effectiveness and far worse than India. In terms of costs of corruption between government and business, the rank was worse even than Thailand’s and India’s. Likewise, China is worse than the median country on the frequency of ‘irregular’ payments by firms. Given the inadequate legal environment and the cumbersome approval process, the use of BOT/PPP in China more relies on the support of government and then creates even more space for corruption (Wang, S.Q. et al., 1999; Shen Jiyong et al., 2005).

Furthermore, the Chinese government is also weak in trustworthiness and reliability. Shen Jiyong et al. (2005) argue that the problems that emerged in the BOT process are relevant to the behaviour
 of government and government officials. The risks are mainly those which are about government guarantees and promises (Shen Jiyong et al., 2005, p.2). Consistent with this opinion, it is argued by many private investors that the risk of government trustworthiness is the biggest risk to BOT in China. (Zhang, W.R., 1998; Wang, S.Q. et al., 1999, 2000; Shen Jiyong et al., 2005; Xu Yongzhen, 2004). Weak government capacity in trustworthiness and reliability is reflected in the phenomena of easily changed policies and the breaking of promises. For many projects in local levels, the local officials tend to make the policies for short-term interests under the consideration of their own performance during their tenure in office. However, these policies may not be compatible with central government policies and therefore easily changed or cancelled. For example the guaranteed rate of return was taken by local governments to attract private investment while it was forbidden by central government later on (Zhang, W.R. et al., 1998, Sun and Shen, 1997). The bad image of government effectiveness even created a special insurance for private investors—a support letter from upper level government which however is still another way of government guarantees which can be broken at the government’s will.  

Against a background of weak governmental capacity in China, capacity building could be the emphasis of PPIAF’s activities in China and PPIAF could increase the input of activity in capacity building in China. So far the financial and activity inputs of PPIAF in China are still minor. From 2000 to 2009, there were no direct activities about capacity building until 2009. In 2009, PPIAF delivered a PPP training program to build capacity for increasing PPP awareness (see Table 2). The development of PPP in China shows that capacity building has become an urgent need for PPP in China. Throughout 30 years’ practice, China has resolved the problem of lacking legal direction for PPP through setting up the preliminary legal, policy and regulatory framework for PPP, although it is not complete and effective. The problems that have been exposed in the current stage are weak governmental capacity in adapting itself to the new role of partnership, and dealing with the private sector and the public. This trend is also reflected through the demand of China for PPIAF assistance moving from upstream assistance in institutional reform and infrastructure strategies to consensus building and capacity building. It is foreseen that China’s demand for best practice in governmental capacity building will increase in the future. PPIAF has the advantage of providing emerging best practices in the international experience to meet this demand. 
Conclusion 

This paper has two aims. One is to review the PPIAF’s activities since its inception and second is to examine the institutional challenges for PPP development in China and the implications for PPIAF’s work in China. Ten years of development has witnessed improvements in PPIAF in the following aspects: PPIAF’s assistance is driven by demand from client countries, while the strategic direction is gradually considered in the PPIAF’s activities in order to meet its mission; PPIAF has the advantage of providing support in building an enabling environment for PPP. By realizing the importance of political constraints for PPP, PPIAF has moved from technical assistance to institutional support. PPIAF’s focus is moving from the upstream service of general institutional building to the downstream service of capacity building that also reflects a change of demand from the beneficiary governments; measuring outcomes is also listed in the agenda for PPIAF. Not being output-focused, PPIAF has been working on assessing the outcomes and impacts of the projects and on the contribution of PPIAF to these. However, more efforts are still required to improve the system for measuring indicators. 
The examination of PPP development in China illustrated three aspects of institutional weaknesses and their implications for PPIAF’s activities in China: 1) although the preliminary legal framework has been set up, it is fragmented and easily causes conflicts. It implies that PPIAF can provide more assistance in the integration of policy for the regulatory and institutional system. 2) state dominance in the relationship with the private sector and the public impeded the development of PPP. This traditional unequal relationship challenged PPIAF’s ability to achieve poverty reduction and stakeholder participation in projects; 3) the Chinese government’s capacity is weak in managing PPP. This implies that the demand for capacity building is urgent and PPIAF has the advantage of providing international best practices to help capacity building and improvement.  

However, as the institutional weaknesses have existed for a long time in China, they are unlikely to be eradicated overnight. There is the danger that partnerships will be misused for the benefits of certain interest groups. For example, PPP could become a reciprocal partnership between the government and the private sector, undermining the public interests. More efforts should be made in policy and regulation to prevent this from happening. 

The discussion of the institutional weaknesses shows that further development of PPP in China depends on more thorough institutional improvement, particularly in the following aspects. That is, public accountability must be improved through opening PPP decision making and providing sufficient channels for public voices; the government’s capacity to manage PPP must be enhanced and a rational attitude to promote PPP must be maintained; legal institutions to guide appropriate interaction between actors in PPP must also be completed. Although PPIAF can advise and support specific project designs and operations, more long-term institutional changes inside the country are required. 
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Table 2: PPIAF activities in China from 2000-2009

	Year 
	Title 
	Description of activity 
	Funding 
	Nature/deliverable

	2000
	Regulatory Reform in Universal Telecommunications Service


	Analyzing open market competition and its impact on the expansion of telecommunications services to the poor and drafting guidelines for regulatory reform relating to universal telecommunications services.
	$65,000


	Policy, regulatory & institutional reforms



	2000
	Regulatory Reform of Railways


	Surveying reforms in the railway sector, identifying current challenges, and proposing measures to establish appropriate regulatory and competition

policies to promote private involvement in the sector.
	$30,000


	Policy, regulatory & institutional reforms



	2000
	Private Involvement and Foreign Direct Investment in Water, Transport, and Energy


	Recommending sector reforms to support private involvement in water, transport, and energy; and identifying options for a policy, legal, and regulatory framework to attract foreign direct investment in infrastructure.
	$675,000


	Policy, regulatory & institutional reforms



	2000
	Regulatory Framework for Natural Gas Reform
	Developing a regulatory framework for natural gas that would increase private involvement in the sector.
	$573,974


	Policy, regulatory & institutional reforms

	2001
	Options for Private Participation in Water and Sanitation Services

in Chongqing
	Exploring options for private participation in water supply and sewerage services in the municipality of Chongqing. The municipality’s capital (also Chongqing) serves as a pilot case, showing the potential for improving the utility’s operational efficiency and the quality of service while reducing costs.
	$380,000


	Infrastructure

development strategies



	2001
	Privatization Strategy for Competitive Electricity Generation

at the Provincial Level


	Developing a market-led strategy with stakeholders (consumer groups, government entities, and the private sector) focusing on divesting state-owned

power and generation assets at the provincial level and creating independently owned firms with an expanded share of the private capital in the sector.
	$620,000


	Policy, regulatory, and

institutional reforms



	2001
	Regulatory and Institutional Reform in the Telecommunications Sector


	Reviewing the market, policy, and regulatory environment for greater private participation in telecommunications; identifying sustainable reforms;

conducting a study tour of countries that are leaders in reform; drafting policy options and a reform agenda for consideration by the national government; and presenting the options at workshops for stakeholders.
	$295,000


	Policy, regulatory, and

institutional reforms



	2002
	N.A 
	
	
	

	2003
	Options for Private

Participation in Water and

Electricity in Yunnan Province


	Preparing an international workshop in Kunming, in Yunnan Province, to explore options for private participation in water and electricity. The workshop will be aimed at exposing successful global experiences in public-private infrastructure and identifying necessary changes in the government’s role.
	120,650


	Infrastructure

development

strategies



	2004
	China: Private Sector

Involvement in the Delivery

of Piped Water Supply

Services in Rural Areas
	Developing new financing and management models

involving the private sector in delivering water

supply services in rural China.


	75,000


	Infrastructure

development

strategies



	2005
	Implementing price cap regulation in the telecommunication sector 
	Helping the telecommunication regulator in China design and implement price cap regulation in both fixed and mobile services as part of the ongoing tariff reform, by preparing a feasibility study and designing price cap regulations
	275,000
	Policy; regulatory and institutional reforms 

	2006
	Building Consensus on Next Steps for Power Sector Reform and Regulation
	Supporting consensus building among key stakeholders on the need to revitalize the power sector reform program in China.
	74,000


	Consensus Building



	2006
	Reform of the Regulatory Environment for Private Sector Participation for the Chongqing 

Municipal Government 
	Moving toward engaging private operators in municipal services in the water supply, wastewater, solid waste, and public transport sectors.
	300,000


	Policy, Regulatory, and Institutional Reforms

	2007
	Maintenance of Rural Roads 

under the Mechanism 

of Community-Based 

Microenterprises 
	Supporting the piloting of rural road maintenance by community-based microenterprises to improve efficiency and results in two pilot provinces, Jiangxi and Shaanxi.
	156,450
	Infrastructure development strategies



	2007
	Rural Telecommunications 

Infrastructure Development: 

International Best Practices 


	Preparing reports and a stakeholder workshop on international practices as well as a strategy for developing and implementing rural telecommunications infrastructure.
	290,000
	Infrastructure development strategies

	2008
	SNTA program: Ningbo Municipal 

Finance Capacity Building
	Supporting the Workshop on International Approaches to Municipal Finance, in Ningbo, China
	68,000
	Financing

	2008
	SNTA program: Urban Development 

Investment 

Corporations Credit 

Ratings 


	Delivering technical assistance to cities in China, on a demand-driven basis, to help them obtain a credit rating and an extended financial management assessment, with the aim of helping local governments manage the borrowing practices of their urban development investment corporations and

transform them into financially viable entities

engaged in the development of local infrastructure.
	350,000
	Credit rating

	2009
	Public-Private Partnership Training for Small Towns in

Shandong Province


	Delivering a PPP training program to governments

of small rural towns in Shandong Province to increase awareness of PPPs as a means of addressing their infrastructure needs.
	74,580


	Capacity building






Source: the author compiled the data from PPIAF annual reports 2000-2009.








� For more details of the definition see www.ppiaf.org. 


� Source: www.ppiaf.org. 


� The data in the 2008 annual report is incomplete. There is no data for the delivery of consensus building and the sum of other categories is not 100%.


� Source: www.ppi.worldbank.org. 


� Source: www.ppi.worldbank.org. 


� See Ma Jun (1997) Intergovernmental relations and economic management in China. New York: St. Martin’s Press; Wong, P.W. (2000) Central local relations revisited: the 1994 tax sharing reforms and public expenditure management in China. China Perspective 31: pp.52-63.


� For more discussion see Hook, B. (1994) The individual and the state in China. New York: Oxford University Press.; Goodman, D.S.G and Hooper B. (1994) China’s quiet revolution: new interactions between state and society. New York: St. Martin’s Press. Gries, P.H. and Rosen, S. (2004) State and society in 21st century China. New York: Routledge Curzon.





�Quotation, so I won't change it, but check if this word should be 'users'.


�This is two cells, it should be only one, but I can't merge them in Table Tools. Can you?


�For US English standard spelling should be 'favors'.


�use of 'the' makes it look like poverty reduction is the only item in the mission. If it is one of a list, it should be 'a' 'an important' or 'a key'.


�This is a quotation so I can't change it, but check if References should be singular.


�US English spelling for this is 'behavior'.





PAGE  
31

