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Summary: The aim of this research is to present the practical problems in the realization
of public-private partnerships projects that are arising as a consequence of COVID-19
and which occurs on construction projects contracted under this model. Furthermore, key
channels of transmissions of the pandemic crisis that are affecting PPP projects across
the globe will be outlined. Bearing in mind that there is little hard data available on how
PPP projects and plans have been affected, this research paper will focus on predicting
the medium-long term impacts of the pandemic. In addition, author will suggest how
parties involved in PPP projects might address the ongoing issues, taking into account
that the impact of the pandemic and economic downturn on PPP projects varies depending
on the stage of the PPP process.
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1. INTRODUCTION

COVID-19? is spreading across the world at alarming speed. This is an unprecedented
crisis and calls for unprecedented measures. It is affecting the global economy, hitting
manufacturing and service sectors alike, with huge impacts on the labor force. The current
COVID-19 crisis has strained infrastructure projects globally, and in particular PPPs?, at
all stages and in all sectors - with implications for governments, providers of infrastructure
assets and services, their financiers, and end-users. PPPs are vulnerable to both the
financial and the real impact of the COVID-19 crisis. Although the final consequences and
duration of the crisis are not yet known, the likely effects on PPPs can already be
identified. Both existing and planned PPP programs could be affected through various
channels, such as the availability and cost of credit, lower growth, and unforeseen
exchange rate movements. Depending on the contractual arrangement between the parties,
the changed distribution of risks can shift the cost burden between the parties, weakening
the attractiveness of PPPs. Parties are being forced to reevaluate risk. [1] Analysts and
institutions alike predict that GDP will decline for almost all countries in 2020 and
potentially into 2021 [2]. Public spending has soared as governments try to mitigate these
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initial impacts, particularly through income support to businesses and individuals, and by
strengthening health services [3]. The current health crisis will most likely affect PPPs in
three ways [4]:

1. creating additional costs for all PPP projects,

2. affecting significantly the revenue of user-funded PPP projects,

3. posing specific challenges to projects that are in the construction phase.
The impact of the COVID-19 will depend on the length of disruption and will be felt
differently by each PPP project depending on its specific conditions (country, sector, phase
of the project cycle, design of the contract, etc.). For instance, PPP projects in
transportation and energy will face significant losses of revenues. The aim of this research
is to predict the likely implications of the COVID-19 pandemic on PPPs. Additionally, it
will present possible ways by which public authorities could address consequences of the
pandemic. At the time of writing this research paper the world has been in pandemic mode
for a year and a half. The virus continues to spread at a slow burn, while intermittent
lockdowns are the new normal. It is obvious that the full impacts of the COVID-19 will
take time to be felt, especially in the PPPs, so big amount of real data that could be
analyzed at this time is not available. Consequently, this paper does not seek to provide a
comprehensive menu of responses but aims to highlight the most sensitive aspects and
risks that would benefit from an immediate, proactive steps by government, sponsors, and
lenders - given contracts’ limited flexibility to adjust to drastic changes.

2. PUBLIC-PRIVATE PARTNERSHIPS

PPPs are a contractual means to deliver public assets and public services. PPP contracts
include those intended to develop and manage new infrastructure, contracts to undertake
significant upgrades to existing infrastructure (these are called infrastructure PPPs), and
those under which a private partner manages existing infrastructure or only provides or
operates public services (known as service PPPs). There is no universally accepted
definition for the PPP concept. In fact, the term PPP is sometimes used to mean any form
of association or co-operation between the public and private sectors for the purpose of
reaching a common goal. The Organization for Economic Co-operation and Development
(OECD) defines a PPP as an agreement between the government and one or more private
partners (which may include the operators and the financers). Within the agreement, the
private partners deliver the service so that the service delivery objectives of the
government are aligned with the profit objectives of the private partners. Furthermore, the
effectiveness of the alignment depends on a sufficient transfer of risk to the private
partners [5]. According to the International Monetary Fund, PPPs refer to arrangements in
which the private sector supplies infrastructure assets and services that traditionally have
been provided by the government. In addition to private execution and financing of public
investment, PPPs have two other important characteristics: an emphasis on service
provision and investment by the private sector. In this way, significant risk is transferred
from the government to the private sector. PPPs are involved in a wide range of social and
economic infrastructure projects. However, they are mainly used to build and operate
hospitals, schools, prisons, roads, bridges and tunnels, light rail networks, air traffic
control systems, and water and sanitation plants. For the European Commission, the term
Public-Private Partnership is not defined at the community level. In general, the term refers
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to forms of cooperation between public authorities and the world of business which aim
to ensure the funding, construction, renovation, management and maintenance of
infrastructure for the provision of a service.

3. COVID-19 CRISIS IMMPLICATIONS AND TRANSMISSION
MECHANISMS

The impact of the COVID-19 crisis and ensuing economic downturn on PPPs varies
depending on the phase of development [1]:

1. Operational phase: The PPP is negotiated, the construction phase is completed (if
applicable), and services are being provided by the private partner(s).

2. Construction phase: The PPP is negotiated, but the construction of physical assets
is still underway and service provision has not commenced.

3. Pipeline phase: The PPP is planned and may even be tendered. However, the
public and private partners have not reached financial closure and physical works
have not started.

There are several channels through which the financial crisis, the associated increase in
risk aversion and the ensuing recession may affect PPP programs. The channels include
upward pressure on interest rates (see Figure 1), decrease in the availability of credit, the
real effects of the economic slowdown on revenue cash flows and unforeseen exchange
rate movements.
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Figure 1. Interest rates from 2018 to 2021 [6]

Different parties carry different types and amounts of risk, and not all will be affected in
the same way. This may alter the attractiveness of PPPs for the parties most affected and
reduce their interest in participating in PPPs unless they are compensated. Potential short-
term and a long-term COVID-19 implication can be as following [7]:

1. Short term - delays in project preparation and tenders; reduced bidder interest in
PPP tenders; lenders’ natural caution extending time needed to achieve financial
close; construction delays, both as a result of local restrictions and due to supply
chain disruptions for imported equipment and materials; requests from
contractors to invoke force majeure clauses in PPP Contracts.

2. Long term — work and travel restrictions; a flight to quality project financing by
investors and lenders; investors and lenders are likely to require governments to
take on more risk than previously; investor claims and requests to revisit PPP
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Contracts, particularly force majeure provisions; disputes, legal cases and
contract terminations.
These impacts can be mitigated with modest success through force majeure and
compensation clauses, using bridge financing, capital injections, renegotiation of key
project parameters, and introduction of regulatory flexibility on performance indicators,
among other measures. If the pandemic’s impacts are limited to the short or medium term,
project credit risk and access to financing may not change substantially [8].

4. COVID-19 CRISIS IMPACT EVIDENCES

The impact of the COVID-19 crisis on PPP programs can be seen by looking at the impact
of past crises. Investment commitments in the first half of 2020 stood at US$21.9 billion
across 128 projects, a decline of 56 percent from the same period in 2019. COVID-19 has
significantly decreased financial closures of investment projects across the globe,
particularly in the East Asia and Pacific region [9]. Investment in the first half of 2020
accounted for US$21.9 billion across 128 projects, a 56 percent decrease from investment
levels in the first half of 2019 (Figure 2).
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Figure 2. Investment commitments in Infrastructure Projects with Private Participation [9]

COVID-19 has brought many sectors, including infrastructure, to a near standstill. Since
the beginning of 2020, existing infrastructure projects were delayed or cancelled due to
supply chain disruptions, travel and shipping restrictions, and other obstacles. Decreased
demand or required renegotiations also either prevented or delayed many projects already
in pipelines from achieving financial closure. Investment levels in the first half-year have
not been as low since the first half-year of 2005, when investment totaled US$21.5 billion.
By comparison, during the period of the great financial crisis, investment levels dropped
14 percent from the first half of 2009 to the first half of 2010, and then dropped again by
13 percent in the first half of 2011, before rising by 19 percent in the first half of 2012.
The current downward trend is expected to continue into the second half of 2020 [9]. The
average (mean) project size in the first half of 2020 (US$173 million) was lower than the
average project size for the first half of 2019 (US$244 million). Investments in each project
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size category decreased compared to the first half of 2019. The share of medium-sized
projects (US$100 million to US$500 million) decreased substantially, from 41 percent in
the first half of 2019 to 27 percent in the first half of 2020 (Figure 3).
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Figure 3. Size Frequency Distribution of Infrastructure Projects with Private Participation [9]

5. CONCLUSION

During the implementation of the new PPPs and realization of existing ones, each party in
the process has different interests and seeks to strengthen its contractual position as much
as possible. However, in a situation of a COVID-19 pandemic it is necessary that all parties
involved in the PPPs show solidarity and do everything in their power to protect the health
of all its workers and to ensure compliance with all the measures adopted by the relevant
government authorities. The author's recommendation is that, regardless of what is stated
in the contract, all parties make an effort to ensure minimization of the consequences of
the COVID-19 pandemic on the realization of the PPPs. Moreover, parties should be
willing to revisit all the risks that were not sufficiently balanced in the contract and through
the annexes to the contract ensure better risk allocation to the legal entity that is in the best
position to manage technical and organizational challenges. Also, it is crucial that trough
the PPP realization each party performs diligent and quality contract administration,
including the right procedures to collect, store and use data that may be relevant for
potential claims for extension of time or additional payments. The next steps in the
research should be focused to contribute to making PPP legal frameworks fit for a post-
COVID-19 world, with the broad participation from both public and private sectors, civil
society, and the international development community. Additionally, the fact that COVID-
19 has effectively put PPP plans on hold, at least temporarily, provides an opportunity for
governments to review their PPP frameworks and plans in the light of the likely new
normal.
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YTHULAJ KOBU-19 HA PEAJIM3AIINJY TPOJEKATA
JABHO-IIPUBATHOI IIAPTHEPCTBA

Pesume: Luw 0602 pada jecme npukaz npakmuuHux npoonema y MoKy peanusayuje
npojexama jasHo-npusamuoe napmuepcmea koju Hacmajy kao nocieouya KOBHJ]-19 u
Koju ce jasmajy HA 2paleuHcKUM npojekmuma yeogopenum no osom mooeny. Ilopeo
moea, buhe npuxazanu u KoyYHU MOKOBU KOJUMA ce ymuyaj Kpuse u3a3eane naH0emujom
oopadicasa Ha peanuzayujy npojexama JIIT wupom ceema. Umajyhu y eudy oa je
MPEeHymHO HA PACNONA2ArbY MANA KOAUYUHA NOOAMAKA O YMUYajy Kpuse Ha pearusayujy
npojexama JIIII, yuw 0oz pada buhe 0a npedeudu cpedrwopoune u 0y2opoune ymuyaje
nandemuje. JJooamno, aymop he npednodxcumu mozyhe navune nomohy Kojux y2o8opHe
cmpane moey npesasuhiu mexyhe npobneme, y3umajyhu y 003up oa ymuyaj nandemuje u
exoHomckoz naoa Ha npojexkmuma JIII eapupa y sasucnocmu 00 ¢hase y Kojoj ce
npojexam HAaNa3u.

Kuyune peuu: Jasno-npusamno napmuepcmeo, koguo-19, euwia cuna, pusux, Kpusa
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