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I ntroduction

Governments are constrained in their ability to invest sufficiently in infrastructure development.
Governments have long been unable to meet infrastructure investment needs due to fiscal constraints that
[imit public investment. These constraints have been exacerbated by recent economic shocks, including the
COVID-19 pandemic, the conflictsin Ukraine and the Middle East, and high inflation. Economic retraction,
and fiscal responses to address these shocks, have led to a further increase in sovereign debt. For example,
the average total debt burdens among low- and middle-income countries increased by roughly 9 percentage
points of gross domestic product (GDP) during the first year of the pandemic, 2019-20, compared with an
average increase of 1.9 percentage points over the previous decade.1 The tightening of global financial
conditions over recent years, combined with along-term slowdown in potential growth, 2 has created
significant additional fiscal constraints for governments looking to invest in infrastructure devel opment.

Attracting private investment into infrastructure and basic servicesis critical to meeting growing demand for
infrastructure and to achieving the United Nations Sustainable Development Goals (SDGs). Today, nearly all
developing countries have successfully brought an infrastructure public-private partnership (PPP) to market,
and many governments are |ooking to the private sector to help finance and deliver infrastructure investment.
However, achieving the SDGs will require US$2 trillion to US$3 trillion of investment per year through
2030, 3 an unprecedented and unaffordable increase in global public sector funding obligations. According to
the World Bank’ s Private Participation in Infrastructure (PPI) Database, PPl investment in 2022 totaled
US$91.7 billion across 263 projects, representing 0.25 percent of the GDP of all low- and middle-income
countries. This represents an increase of 23 percent from 2021, and signifies that 2022 commitments are now
4 percent higher than the previous five-year average (2017-2021), demonstrating an impressive recovery
following the COV1D-19 pandemic.# However, even with recent increases, investment levels till fall far
short of those required to achieve SDGs.

It is more important than ever that governments invest in quality project preparation if they are to increase
private investment in infrastructure. PPPs are key instruments used to enable private investment; however,
effectively delivering PPP projects is not straightforward. Early-stage PPP project identification is
recommended to consider: strategic suitability, preliminary feasibility, risk assessment, PPP suitability, fiscal
affordability, institutional capability, climate change risk exposure, and climate-smart PPP suitability.® Full
project preparation requires further work, and the successful implementation of PPPs has been directly linked
to the appropriate completion of thiswork, in particular to projects which demonstrate an appropriate risk
allocation® and economic and social viability,” and which are subject to competitive pressure during
tendering. 8 Quality project preparation is, therefore, a prerequisite for PPP program growth, which is even
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more critical in light of the fiscal constraints noted above that are driving strong competition for private
capital.

Project Preparation Challenges

PPP project preparation is expensive, and alack of resources to prepare projectsis a key impediment to the
success of PPP programs. PPP project preparation is typically more costly than the preparation of
conventionally delivered projects. 9 Thisis often because PPP projects are inherently complex and their
preparation requires additional evaluation to determine project viability, including the assessment of project
risks and their allocation, value for money (VfM) analysis, and study of requirements for government support
and the corresponding fiscal implications of such support.10 PPP project preparation costs are frequently
estimated in the range of 5 percent to 12 percent of total investment costs. 11 However, the high upfront costs
associated with PPP project preparation can become a practical barrier to their use, and funds allocated for
project preparation in developing countries are significantly lower than in more devel oped jurisdictions. 12
This barrier can be especially high when governments face tight fiscal constraints, or when decision-makers
do not perceive the value of PPPs as sufficient to justify their cost to prepare. 13 The lack of adequate
resources t&appropriately evaluate and prepare potential PPP projectsis akey constraint faced by many PPP
programs.

However, alack of available funding for project preparation is not the only challenge that countries face
when developing PPP projects. A number of additional challenges impede adequate PPP project preparation,
including:

o Weak PPP framework. A weak PPP framework reduces a government’s ability to identify, screen,
prioritize, and prepare projects. This can create bottlenecks for project preparation.1® In addition, PPP
environment weaknesses disproportionately impact lower-income countries, creating larger gapsin
project preparation and longer average lead times to prepare projects.16

¢ Insufficient capacity. PPP project preparation is more complex than the preparation of public
infrastructure projects, and generally requires a broader range of skills, including technical, economic,
social, environmental, and financial expertise. 17 Asaresult, government practitioners may lack the
capacity to properly oversee advisors. This can lead to low-quality advisory support, 18 and
consequently, unrealistic project scenarios and delayed or failed projects. 19

¢ Practical budgetary challenges. Governments are often reluctant to make provisions from centralized
or line ministry budgets for structuring PPP projects due to the high perceived cost of professiona
advisors?0 as well as a preference for allocating funds to capital expenditures. In addition, the length of
time that PPP projects take to prepare, 21 which averages three years, creates practical challenges for
budgetary support to project preparation, given that many governments operate on an annual budget
cycle and cannot allocate the necessary funds under a single budget. Even where an adequate budget is
allocated to retain necessary advisors, other challenges may undermine its effectiveness, for example:
public procurement rules that focus on lowest cost as opposed to best value, or budget rules that limit
expenditures on consultants over certain cost thresholds, can create challenges for the selection of
qualified advisors.

Project Preparation Financing

Despite practical challenges, budgetary allocations currently provide the mgority of funding to support
project preparation. In Sub-Saharan Africa, it is estimated that 70 percent to 80 percent of project preparation
funding derives from the government budget cycle.22 However, the practical budgetary challenges noted
above can lead to preparation work of inadequate quality or the preparation of an insufficient number of
projects, particularly when exacerbated by the fiscal space constraints facing many developing countries. In
some cases, countries have turned to unsolicited proposals (USPs) as a means of filling the preparation gap.
However, areview of USP experience does not indicate that they allow public agencies to overcome project



preparation capacity constraints, 23 because the processing and award of USPs also requires significant
capacity to protect government interests and drive VM, even where projects are directly negotiated.

Development partners have established a number of facilities that provide project-by-project preparation
support, but which are not designed to provide programmatic support across a country’s PPP project pipeline.
These facilities, as shown in Figure 2, can be global in coverage or may be restricted to certain types of
projects, for example those within a geographic area or sector, or projects which address a particular theme.
24 For example, the Global Infrastructure Facility (GIF), housed in the World Bank,2° is aglobal platform
funded by arange of development partners that supports PPP project preparation with the objective of
mobilizing private sector and institutional investor capital25. Although these facilities provide support to
develop individual projects, they are not able to support al, or even amgjority of projects in agiven country
and are, rather, intended to complement national project preparation. Governments seeking support from
these facilities are advised to carefully consider the facilities with which they wish to engage, in order to
manage the fit of facility service offerings, sector focus and prioritiesin a manner which best supports the
needs of the government.2?

Figure 3. Development Partner Project Preparation Facility Coverage
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Project development funds (PDFs) are dedicated vehicles which governments establish to systematically
support PPP project preparation. They are the subject of this Primer. PDFs can provide arange of PPP
project preparation support, and in some instances may also support the preparation of traditionally procured
public infrastructure projects. They are often funded from government budget, but may also receive funding
from development partners or even the private sector. PDFs, as defined in this Primer, 28 are fully controlled
by the government, which, therefore, also has full control over project selection and funding allocation. 29
This allows PDFs to support overall government policy towards the development of PPPs, and systematically
address specific project preparation challenges within a country. Their establishment is often seen as asignal
of political commitment to PPP programs. However, PDFs require deliberate design and management to be
successful, and awide range of issues, from legal status and governance to sustainability, need to be
considered prior to their implementation.30

Finally, governments also utilize other systematic mechanisms to support project preparation. These
mechanisms are not the focus of this Primer; however, their similarity to PDFs in some circumstances
enables them both to inform, and to benefit from, lessons for PDFs. These mechanismsinclude:



¢ Ring-fenced budget support. In some jurisdictions, budget funds can be ring-fenced to support specific
objectives. For example, Chile3! earmarks budget allocations for project preparation. Although this
approach helpsto ensure availability of funds, it may not resolve practical budgetary challenges.
Where such allocations are subject to detailed guidance on project eligibility and fund usage, these
mechanisms may resemble PDFs.

e Local DFI project preparation support. Where established, local DFIs often have the mandate to
support project preparation, frequently in order to ensure a pipeline of bankable projects. This
improves access to project preparation resources for projects which are of interest to local DFIs. But
this can create conflict of interest issues, given the typical role of aDFI in financing the projects that
are ultimately supported. Where decisions related to project selection and support level are both
government-controlled and disassociated from any financing considerations, preparation facilities
within local DFIs may resemble PDFs.

Approach and Methodology

This Primer seeks to assist public sector and other PPP practitioners who are considering PDF
implementation. It aims to paint a clear picture of how and why PDFs can support the development of PPP
programs to support policy makersin understanding whether a PDF can help to address their particular PPP
program challenges. Where practitioners are developing a PDF, this Primer provides detailed information on
PDF design features to assist practitioners in establishing a PDF that will deliver on its objectives.

This Primer focuses on understanding how and why PDFs are established, and how best to enable them to
contribute to the success of PPP programs. It reviews the experience of a number of PDFsto identify lessons
learned and success factors that influence their design and operationalization. Initial research was conducted
to identify candidate PDFs, which are listed in the Annex. From thislist, seven PDFs were selected for
further research, as shown in the table below. Factors influencing the selection of these PDFs included the
availability of information and the desire to reflect different regional experience. Although these seven PDFs
are all national in scope, findings in this Primer are expected to be generally applicable to all PDFs, including
those that have a sub-national focus.

Figure 4. PDFs Selected for Review
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This Primer is based on publicly available information on the selected PDFs and associated PPP programs, as
well as development partner documentation and interviews with both devel opment partner and government
PDF staff. However, there are few PDFs that provide extensive detail on PDF operations or regular reporting
on PDF outcomes. As aresult, the extent of data available for review varies considerably across the PDFs.
This Primer does not, therefore, include detailed case studies of the individual PDFs, but rather presents the
lessons drawn from available information, providing relevant examplesto illustrate findings. In addition,
although research efforts were focused on the seven PDFs identified above, publicly available information on
other PDFs has aso been incorporated where relevant in order to reflect the widest range of PDF experience
possible.

The study of specific PDFs is supplemented by areview of relevant published studies. 33 There are few
studies which include a specific focus on PDFs. Those identified include the Global Infrastructure Hub
(GIH)’ s Leading Practices in Governmental Processes Facilitating I nfrastructure Project Preparation, which
discusses lessons for supporting infrastructure project preparation and has a specific section on PDFs. Other
than this, only country-specific publications are available, such asthe Asian Development Bank (ADB)' s A
Project Development Fund for Mongolia s PPPs, which provides a theoretical framework for the
development of a PDF in Mongolia. Findings from these studies are cited throughout the Primer, along with
lessons which are relevant from other studies on project preparation funds and facilities. A comprehensive
list of literature reviewed isincluded at the end of this document in the Reference section.

Programmatic project preparation financing provided through specific development partner operationsis also
considered as a source of relevant lessons for PDFs. Where intentionally designed to align with a country’s
legal and institutional PPP framework, programmatic project preparation financing by development partners
can provide PPP program support similar to that provided by PDFs. These operations have often been
implemented to support sustainable, good-practice PPP project preparation. The lessons learned from the
design and implementation of these operations are often highly relevant for PDFs. Development partner-
financed programmatic project preparation reviewed for this Primer includes World Bank operationsin
Afghanistan, Ghana, Indonesia, Kenya, and Nigeria, and an Asian Development Bank (ADB) operation in
Viet Nam.

Structure

This Primer is organized as follows:

Introduction - thisintroduction, which defines PDFs and the types of experience and information on which
this Primer is based.



PDF Moativations and Experience - explores why governments implement PDFs, when in the development
of their PPP program they tend to be implemented, and how successful PDFs have contributed to overall PPP
program performance.

PDF Design - key elements of PDF design.

e PDF Structure - explores PDF legal structures and how PDFs are governed and administered.

e PDF Funding - covers PDF funding sources, funding requirements, and whether they can or should be
sustainable.

e PDF Project Selection - discusses the scope of projects PDFs support, project readiness, eligibility
criteria, and project implementation arrangements.

Operational Considerations - covers key operational issues for PDFs, including generating demand for
PDF services, advisor procurement, and staffing.

L essonsfor Practitioners - captures key overarching lessons from across the Primer as well as thoughts on
how PDFs contribute to PPP program devel opment.
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