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Abstract. Public Private Partnership (PPP) is an increasingly popular choice for policymakers in
implementing important public projects. To ensure the ultimate objectives of PPP/PFI, identifying the
critical success factors (CSFs) of PPP implementation is crucial. For countries that are new at adopting PPP
it is even more important for them to identify the success factors in order to maximize the advantages of
this method and to reduce the risks for all concerned parties. PPP was officially announced in Malaysia
under the Ninth Malaysia Plan in 2006. Since then, many government projects were delivered via PPP. In
this study, the factors that are considered critical to the success of PPP project implementation in Malaysia
have become a subject for investigation. Factor analysis and survey expert were used in this case. The
findings showed that the 17 CSFs could be grouped into six underlying factors. The main contribution of
this study is supplement and improves knowledge in the management of PPP projects by exploring the
relative importance of CSFs associated with PPP construction projects in the Malaysia. Several
recommendations have been suggested in order to improve the overall performances of Malaysian PPP
procurement.
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1 INTRODUCTION

Over the last two decades, governments of a growing number of countries initiated public—private
partnerships to let the private sector take over the responsibility for building an infrastructure and
subsequently operating it to provide public goods or services. In industrialized countries as well as in
emerging economies, public—private partnerships have been set up for large-scale projects in various sectors
such as public transportation, health care, and education [1]. Most of the Commonwealth countries are using
PPPs and PFIs to improve economic competitiveness and infrastructure services. Therefore, the Private
Finance Initiatives (PFI) Programme was announced in the Ninth Malaysia Plan in March 2006, aimed at
facilitating greater participation of the private sector to improve the delivery of infrastructure facilities and
public service. It sets out many of the key principles on how some of the public sector infrastructure projects
will be procured and implemented. PFI will be undertaken as part of the new modes of procurement under
the Public-Private Partnerships (PPP) to further enhance private sector participation in economic
development. The terms PPP and PFI have often been used inter-changeably throughout the world, for
Malaysia, the PFI principles as announced in the Ninth Malaysia Plan form a subset of the umbrella PPP
principles (PPP Unit, Prime Minister Department, 2009). PPP will be employed for infrastructure and
service development projects that meet two conditions. First, the implementation of PPP must be able to
make government projects more efficient where the risks and rewards are optimally shared between the two
parties. Second, PPP is to be used where government support enhances the viability of the private sector
projects in strategic or promoted areas (Ninth Malaysia Plan, 2006). From time to time, various public
agencies in Malaysia have developed houses using the public-private partnership (PPP) approach. The few
failed housing PPP projects captured by National Audit point to the necessity for proper implementation
[18]. Though it may seem that PPP are the answer to governments’ infrastructure funding problem, but
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there are many issues that need to be addressed before PPPs and PFIs can be used effectively as another
form of public procurement, otherwise, these projects can turn out to be nightmares for policymakers and
implementers. It is recognized that since the political, constitutional, legal economic and social
circumstances of every country differ, there can never be a single blueprint of how a PPP programme works.
Each government has to devise its own programme to suit local conditions. The Malaysian version of PPP
is fundamentally at a young stage and there is no right or wrong in creating Malaysia’s own version of PPP
as long as holistic, structured and sustainable for procurement solution is in place because implementing
PPP projects is not easy, but the benefits, if done properly, are many. Since PPP/PFI contracting still new
in Malaysia, the contract clauses still contain gaps which subject to contractual deficiency issue. The
deficiency refers to the missing elements of sustainable development in which is not properly tailored to
PPP/PFI contracts. The challenge here depicts a consistent need in engaging the fundamental knowledge of
sustainable development among professionals. Thus, the implementation of PPP/PFI contracts is in
jeopardy [3]. The PPP contracts are urged to be constantly reviewed and revised by the Malaysian
government to improve the present practice of PPP implementation to ensure the achievement of its ultimate
objectives [23]. For countries that are new at adopting PPP it is even more important for them to identify
the success factors in order to maximize the advantages of this method and to reduce the risks for all
concerned parties [5]. Therefore, the factors that are considered critical to the success of PPP project
implementation in Malaysia have become a subject for investigation.

This study is attempted to fill in the gap by exploring and re-examining the critical success factors
(CSFs) necessary for adopting public private partnerships (PPPs) in Malaysian construction industry, in
general, without referring to any specific PPP sector or project. Therefore, this research aims to supplement
and improve the knowledge in managing PPP projects by exploring the relative importance of CSFs
associated with PPP construction projects in the Malaysia. Second, this research intends to aid PPP users
to improve their understanding of critical success factors of current Malaysian PPP in the early stage of
projects through different perspectives of respective public and private sector participants because each
party plays a different role in PPP procurement. In addition, this research also aims to provide a guideline
of possible improvements and strategy that could be executed in strengthening PPP implementations by
government in order to form an ideal Malaysian version of PPP that able to deliver better quality of service
in future. Thus, to facilitate this particular aims, objectives have been formulated namely:

e Toidentify the relative importance of the CSFs that contributes to the success of the implementation

of PPP as perceived by the overall respondents in Malaysian Construction Industry

e To identify and examine the differences in perception concerning the relative importance of the

CSF's between the public and private sectors in Malaysian Construction Industry

2 LITERATURE REVIEW
2.1 Public Private Partnership (PPP)

Akintoye et al. [6] define PPPs as a long-term contractual arrangement between a public sector agency
and a private sector concern, whereby resources and risk are shared for the purpose of developing a public
facility. The principal aim of a PPP for the public sector is to achieve value for money in the services
provided while ensuring that the private sector entities meet their contractual obligations properly and
efficiently [7]. PPPs are a means of public sector procurement using private sector finance and best practice.
PPPs can involve design, construction, financing, operation and maintenance of public infrastructure and
facilities, or the operation of services, to meet public needs. They are often privately financed and operated
on the basis of revenues received for the delivery of the facility and/or services.

One key to this is the ability of the private sector to provide more favourable long term financing
options than may be available to a government entity and to secure the financing in a much quicker time
frame (The National Council for Public — Private Partnerships (NCPPP), 2003). Such contracts are long-
term in nature and typically 25-30 years. According to Mustafa (1999), PPPs address the common faults
that are associated with public sector procurement such as high construction costs, construction overruns,
operational inefficiencies, poor design, and community dissatisfaction. The PPP is founded on transfer of
risk from the public to the private sector under circumstances where the private sector is best placed to
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manage risk. One of the key features of the PPP which is appealing to the government is the shift of project
risks from the public sector to the consortium involved with the project even though this requires a profit
incentive to the project consortium [7]. PPPs are being established as a cost effective method of overcoming
costs associated with the provision and maintenance of infrastructure. Duffield [8] identifies recent
Australian examples of PPPs that include the New Prisons Project in Victoria, New South Wales Schools
Project and Sydney’s Cross City Tunnel.

PPPs have multiple objectives including promoting infrastructure development, developing local
economy, reducing costs, increasing construction and operation efficiencies, and improving service quality
by incorporating the private sector’s knowledge, expertise and capital (Yuan et al., 2009). When PPP
projects were first launched in the UK, the government appeared to view them primarily as a way of getting
infrastructure costs of the public balance sheet, keeping investment levels up, cutting public spending and
avoiding the constraints of public sector borrowing limits (Li et al., 2005). However, Li et al. (2005) argue
that the impact of government borrowing is much less significant than at first thought and that PPP is now
seen as essentially a new approach to risk allocation in public infrastructure projects. Li (2003)
demonstrates that the most significant factors associated with PPP procurement are: a lot of management
time spent in the contract transaction, lengthy delays in negotiation and high participation cost. Problems
reported with PPP procurement include: high cost of tendering, complex negotiation, cost restraints on
innovation, and differing or conflicting objectives among the project stakeholders [12].

Public Private Partnership (PPP) procurement processes are complex, given both the longer time
frames and wider scope of services contracted. Besides, the numerous parties involved in a PPP project
make the stakeholder relations much more complex than in other procurement systems. The increasing
frequency and significance of PPP is accompanied by problems of instability and poor performance [13].

One major problem that has been encountered is the slow progress in the execution of BOT [14]. There
are other serious problems like legal, political, environmental, etc. that have even led to failures of BOT
projects worldwide. For example, the strong public opposition to some privatized projects in the Lao PDR
[15] and in some states in the USA [16], the failures of two BOT projects in Thailand due to political
instability and other reasons [17] and the failure of Malaysia’s privatized national sewerage project [18].

Clearly, such problems are not costless. PPP typically involves commitment of substantial resources
from both sides. Therefore, failure can result in a loss of competitive position far beyond merely the
opportunity cost of the resources deployed in the PPP itself; while synergistic gains and expected positive
spillover effects for the parent organization may not be realized [19].

2.2 Critical success factors (CSFs) in PPP

Rockart [20] defines CSF as those relatively small numbers of truly important matters where a
particular industry should focus her attention in order to achieve success. They represent “factors” which
are “critical” to the “success” of the industry concerned in Rockart’s studies. Rockart [20] elaborated that
the key to success is to focus the most limited resources (usually time) on the things which really make the
difference between success and failure. Sanvido et al. [30], Tiong [21] and Cooke-Davies [22] also defined
CSFs as those factors which are necessary for the project participants to achieve their goals in a project.

In terms of CSFs of PPP projects, studies have emerged since the 1990s [23]. Tiong [21] identified
CSFs in PPP projects based on BOT model as project technical feasibility; strong private consortium; stable
macro-economic environment; and favourable legal framework. Qiao et al. (2001) identified CSFs as stable
macro-economic environment; technical innovation and technology transfer; available financial market;
political stability and social support; good governance; and projects technical feasibility.

The UK has a long history in adopting the PPP model. Consequently, there has been a large number
of studies produced looking at factors leading to successful PPP projects. For example, Pinder [25]
conducted a questionnaire survey with 701 respondents in the UK involved with the PPP process. The
findings highlighted four main critical success factors for conducting PPP projects including: well-drafted
output specification; a robust business case; committed senior management; and full consultation with end-
users. Li et al.’s [31] study was also conducted in the UK at a similar time as Pinder et al.’s. They found
both similar and dissimilar findings. The factors contributing to successful projects included: effective
procurement; project implement; government guarantee; favorable economic conditions; and available
financial market.
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Kwak et al. [26] were also interested in looking at the factors contributing to successful PPP projects.
Consequently, they analyzed five relevant research studies of different jurisdictions. The findings indicated
that there were four main aspects which would lead to successful PPP projects in general.

In jurisdictions that are new to delivering PPP projects, researchers found that the successful
implementation requires a stable political and social environment. This environment heavily relies on the
stability and capability of the host government [27]. Unstable political and social environments have
resulted in some failed rail projects. For example, in Bangkok, the frequent change in government premiers
has led to the cancellation of many new public infrastructure projects originally procured under the PPP
approach [29].

In respect of specific case studies, Jefferies et al. [28] examined the CSFs of a stadium in Australia,
which was built using the Build Operate Own Transfer (BOOT) mode of PPP. The authors identified and
examined 15 success factors relevant to the project and the most significant CSFs include:
‘compatibility/complimentary skills among the key parties’, ‘technical innovation in overcoming project
complexity’ and ‘efficient approval process’. Likewise, Jefferies [28] investigated the CSFs of the Super
Dome PPP project, which was also constructed using the BOOT scheme.

Jamali [32] investigated the CSFs for PPP implementation in the telecommunication industry in
Lebanon. Using a case study approach, the findings indicate that ‘trust’, ‘openness’ and ‘fairness’ are basic
foundational underpinnings of successful PPPs. Zhao et al. [33] investigated the factors contributing to the
success of two PPP power projects — thermal power and wind power — that were developed using the Build
Own Transfer (BOT) mode.

In particular, the research of Li et al. [31] had conducted an extensive review into the success factors
and summarized them into eighteen CSFs. Factor analysis was subsequently carried out to classify these
factors into five main groups. Abdul Aziz [2] adopted a questionnaire survey and interviews to examine the
CSFs of ten PPP housing projects in Malaysia. The results reveal that all 18 factors except “political
influence’ contribute significantly to the success of a PPP housing project.

3 RESEARCH METHOD
3.1 Research methodology

Prior to considering the objective of re-exploring the principal factors essential to the success of the
PPP construction project will help in gaining a better insight towards the industry, the current practice of
the PPP in Malaysian construction industry should be investigated first. Then follow by the investigation
of critical success factor of PPP in Malaysia construction industry. In order to gain the research purposes
as mentioned in the previous chapter, a conceptual framework is drawn in step-by-step as shown in Figure
1.

3.2 Survey population

A randomly selected group of targeted respondents consists of personnel who have a role in the
Malaysia PPP construction process and resource management, and extensive site experiences were targeted
as respondents for the sample survey. There is a wide spectrum of personnel with different position and job
title. The public and private sectors in PPP projects will have some common goals but they will also have
several project and long-term aims that are very different. Therefore, the whole sample of respondents can
be regrouped into two main categories as follows:

e Public sector orientated group (Government): The officers with practical experience of PPP/PFI in

relevant government departments will be targeted.

e Private sector orientated group: The private sector group will cover industry practitioners including

developers, consultants, contractors and investment bankers who are experienced in PPP schemes.

3.3 Questionnaire survey

Due to the unavailability of documented data of completed projects for research in Malaysia, a
questionnaire survey has been decided to be employed. The role of questionnaire is to provide a
standardized interview across all subjects. All respondents are asked the questions that are appropriate to
them, and so that, when those questions are asked, they are always asked in the same way (Brace, 2004).
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The difficulty of this study is the far distance between the researcher and the targeted respondents.
Therefore, the questionnaire has been considered as the most sufficient way of remote communication
between them. The questionnaire survey can be basically divided into three steps: (1) Questionnaire design,
(2) Questionnaire distribution, and (3) Data collection and preliminary analysis.

Star
Identify
e  Issues and problems
Topic of study

[ ]
e  Aim and objective of the research
e  Scope of research

Review on the existing literature of PPP and
critical success factors (CSFs) of PPP

v v
Primary data Secondary data
- Distribute questionnaires to the Articles, journals, conference papers,
respondents internet, previous thesis

v

Data collected from questionnaires were checked, analyzed and
produced by SPSS and Microsoft excel in order to achieve the
objective of the research

v

Conclusion and recommendations of the research

Figure 1. The Conceptual Research Framework.

3.3.1 Questionnaire design

In this step, pilot test with experts group will be conducted to test the suitability of the questionnaire.
Before conducting the pilot test, potential items were extracted from literature review and practitioners in
professional forum. These works help to form a preliminary questionnaire. It is decided to test this draft
version of the questionnaire with experts. A group of three experts were invited to take part in the pilot test.
All these experts are practitioners in the PPP. They have much experience in PPP construction engineering
and management with at least ten years involved in construction field. The experts are asked to review the
sufficiency and appropriateness of the problems and the structure of the questionnaire. After that, all items
which are considered as potential problems for research objectives are finalized in the official questionnaire.

3.3.2 Questionnaire distribution

The main purpose of this research is to explore and re-examining the critical success factors (CSFs)
necessary for adopting public private partnerships (PPPs) in Malaysian construction industry, in general,
without referring to any specific PPP sector or project. A quantitative research approach is adopted for this
research requiring the development and dissemination of a questionnaire survey. Due to the population of
this research are virtually very difficult to be quantified as the main targeted respondents would include all
personnel who have direct involvement in PPP construction field, the non-probability sampling methods
will be adopted in this research instead of probability sampling.
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In Malaysia, there is no organization recording or managing the PPP construction practitioners’
profiles. Therefore, the researcher employs a self-administered questionnaire distribution. The involved
practitioners in the survey are identified through construction companies’ websites and charters,
professional forum, project case analyses, and researcher’s personal relationship. It is noted that the brief
information about the definition of critical success factor of PPP is described at the beginning section of
the questionnaire. Two main methods for delivering the questionnaire are adopted in this study including
electronic mailing and internet survey link. The area of sampling is in whole Malaysia. The first duration
for collecting mass data is one month. After one month, a remind contact is conducted to people who do
not reply the questionnaire. All responses after this due day will be discarded.

3.3.3 Preliminary analysis

The main purpose of this step is to collect and filter the feedbacks from the respondents. All the raw
collected data will be put in a prepared sheet of Microsoft Excel for preliminary treatment. Questionnaires
which are not fully answered by respondents will be discarded in this step. The data will be then classified
into qualitative data and quantitative data. Moreover, they are also classified into data that need to be solved
by inferential statistical tools or descriptive statistical tools.

The appropriate responses are then entered into the statistical software, namely Statistical Package for
the Social Science (SPSS, version 18.0). This activity makes out the data set for this study. The detailed
analysis results and discussion are presented in the following chapter.

3.4 Expert survey

The main purpose of expert’s survey is to request for their help with the accuracy of the research
problems. In detail, before conducting to collect mass data, referring the opinions of experts to certify the
feasibility of the research problems is needed. Furthermore, the confirmation of experts to the results of
analysis is also required in this study. These actions make the study more reliable and practical. They can
also fill their comments at the end of the check sheet that they think these comments are helpful to the
research findings.

3.5 General characteristics of respondents

A questionnaire (in Malaysia) consisting of eighteen critical success factors was designed. A total of
250 copies of the questionnaire have been distributed to the personnel in Malaysia. Responses were received
from 60 professionals. After filtering these, only 55 responses were found to be usable. Thus, the effective
rate of response in this study is 18%. This rate is higher than that of an earlier Institute for Public Policy
Research (IPPR, 2000) survey dealing with PPP which achieved a response rate of 9.6% and similar to
return rates achieved in comparable contemporary survey research reported in construction and project
management journals. The results illustrate that the total number of respondents was 55, with 25 (45.5%)
engaged in the public sector and 30 (54.5%) engaged in the private sector. More than 27.3% of respondents
in the survey are engineers. Other respondents consist of project managers/ planners (20%), lecturer/
professor (14.5%), architect (9.1%), managers (5.5%), and others (9.1%). The quite large proportion of top
and functional personnel confirms the reliability of collected data for identifying critical success factor in
Malaysian PPP projects. 87% of the respondents possessed more than five years of working experience
with 36 percent of respondents having over sixteen years of industrial experience. In addition,
approximately 94 percent of the respondents have participated in PPP projects before, with 54 percent of
the total respondents having previously been involved with at least five PPP projects.

The proportion of respondents in terms of involvement in number of PPP projects are: none (5.5%),
one project (12.7%), less than five projects (27.3%), between six to ten projects (30.9%), and more than or
equal to eleven projects (23.6%). Overall, the background of the respondents reflects their credibility in
providing reliable information for the purpose of the present study.
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4 FACTOR ANALYSIS
4.1 Ranking of the perceived importance of CSF in PPP

The relative importance of the 18 CSFs identified from the literature review was explored by means
of Likert rating scale questions in the survey instrument. This type of scale has been found to be acceptable
in other construction management research. The analysis of the survey response data produced mean
importance values for the eighteen CSFs ranging from 4.53 to 3.36. Table 4.1 shows that thirteen factors
scored mean values greater than 4.0, five factors displayed mean importance values between 3.0 and 4.0.
Among the 18 CSFs in the survey, the top five critical success factors of overall respondents’ perceptions
were analyzed and discussed further.

Based on the overall respondents’ result, the top five most critical success factors, in descending order
of importance are: 1) Commitment and responsibility of public and private sectors; 2) Transparency in the
procurement process; 3) Multi-benefit objectives; 4) Good governance; and 5) Project technical feasibility.
The two factors that were ranked as least important for success PPP projects are social support and political
support.

Table 4.1. Survey respondents’ perceptions of the relative importance of CSFs in PPP projects.

No. Critical Success Factor Public Private Overall
Mean Rank Mean Rank Mean  Rank

1 Commitment and responsibility of both public 4.60 1 4.47 2 4.53 1
and private sectors

2 Transparency in the procurement process 4.48 2 4.50 1 4.49 2
(process is made open and public)

3 Multi-benefit objectives 4.32 5 4.43 3 4.38 3

4 Good governance 4.40 4 4.30 7 4.35 4

5 Project technical feasibility 4.24 7 4.37 5 431 5

6 Well-organized public agency 4.28 6 4.30 9 4.29 6

7 Thorough and realistic cost/benefit assessment 4.24 8 4.33 6 4.29 7

8 Available financial market 4.12 11 4.40 4 4.27 8

9 Competitive procurement process (enough 4.48 3 4.10 14 4.27 9
potential bidders in the process)

10 | Sound economic policy 4.16 10 4.30 8 4.24 10

11 Appropriate risk allocation and risk sharing 4.16 9 4.27 10 4.22 11

12 | Strong private consortium 4.04 14 4.27 11 4.16 12

13 | Stable macro-economic environment including 4.04 15 4.20 12 4.13 13
low inflation, stable exchange and interest rates

14 | Shared authority between public and private 4.08 12 3.93 15 4.00 14
sectors

15 | Favorable legal framework 3.80 16 4.13 13 3.98 15

16 | Government involvement by providing 4.04 13 3.83 17 3.93 16
guarantees

17 | Social support 3.72 17 3.83 16 3.78 17

18 | Political support 3.36 18 3.37 18 3.36 18
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The ‘commitment and responsibility of both public and private sectors’ was ranked first (Table 4.1:
mean value of 4.53) as the most important critical success factor to ensure the success of PPP projects.
Commitment is one of the fundamental principles in partnership because it is important to manage the
relationship between partners, to contribute to the success of a PPP project. All parties should put in their
best resources (financial, human, etc.) to the partnership project. Commitment should be established
throughout all management levels, not only within the special purpose vehicle established for the project,
but also in the parent companies or steering boards [31]. Therefore, commitment from both parties is
essential to ensure the attainment of the ultimate goals of the PPP projects. In addition, how such
commitment can be assessed (or benchmarked) raises interesting issues for further research.

The ‘transparency in the procurement process’ is the second important CSF for implementing PPP
project in Malaysia, as perceived by overall respondents with mean value of 4.49 as shown in Table 4.1. A
transparent and efficient procurement process is essential in lowering the transaction costs and shortening
the time in negotiation and completing the deal. Clear projects’ briefing and client requirements should help
to achieve these in the bidding process. In most cases, competitive bidding solely on price may not help to
secure a strong private consortium and obtain value for money for the public. The government should take
a long-term view in seeking the right partner. Hence, transparency in tender processes (NAO, 2001a), which
further suggests that three features are important for transparency: good communication between the public
and private contractor and their advisers; the private sector openly consulting with the public sector and its
adviser, while keeping responsibility for all decisions; and the private sector establish a clear basis for
making decisions. For public accountability, public agencies need to maintain fair, open, and transparent
processes for the procurement of public projects. Consequently, governments may take several steps to
maintain the accountability requirements by maintaining a disclosure practice that aims at disclosing as
much information as possible without jeopardizing the competitive process, maintaining the government
negotiating position and its ability to generate the best value for taxpayers’ money, and protecting the
private sector’s sensitive information. In Malaysia, normally government will take control on the selection
of private company in the tendering process without publishing the important information to public and
everything seems to be done in a closed process without considering any opinions or recommendations
from the public. Transparency of process therefore requires effective communication that is open as much
as possible to public scrutiny. Thus, respondents believed that the government needs to make concerted
efforts to make the public aware of the whole procurement process in the PPP projects in order to make the
procurement process more transparent towards the general public. Indeed, an objective, competitive and
fair transparent procurement process is conducive to the successful implementation of a PPP project;
otherwise, legal battle would be invoked easily.

The third most important CSF for implementing PPP projects in Malaysia is the ‘Multi-benefit
objectives’, as perceived by overall respondents in the survey with the mean value of 4.38 in Table 4.1. To
develop a successful PPP/PFI project, all parties should agree on multi-benefit objectives. For a long-term
partnership, PPP/PFI partners must understand and respect each other’s goals. Typically, the objectives of
the public sector party relate to reduction in financial restraints, avoiding public finance restriction, effective
provision of public goods and services (detailed by specific project), the transfer of risk and the achievement
of value for money. Private sector objectives are typically profit generation and market penetration,
diversification and technology and skills acquisition, while the objectives of the stakeholder user
communities are to receive better services or to occupy a better environment. If there is no multi-benefit
objectives exist in a PPP projects, government and private company need to re-examine the value of money
for the good of final user. Otherwise, the ultimate objective of implementation of PPP cannot be achieved
via transferring responsibility to finance and manage capital investment and services from the public sector
to the private sector in return for lease charges that are commensurate with the quality of services and an
amount sufficient to ensure commercial returns on investment [34].

‘good governance’ is the fourth most necessary success factor for PPP projects in Malaysia. It is crucial
to have good governance, as claimed by the United Nations Economic Commission for Europe [35],
because inefficiency in governance has led to the failure in the implementation of PPP in many countries.
Therefore, good governance (mean value 4.35) is important for the success of PPP/PFI in terms of
developing sound economic policy and in administrating projects. Badshah [36] emphasizes that good
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governance is essential to attract private sector participation in public services delivery. Mustafa [37] put
the policymakers at the apex of PPP/PFI structures, and recognized their dominant influence in determining
the development of PPP/PFI. The National Health Service (NHS, 1999) regards the Chief Executive as its
highest level of PFI project governance, with ultimate responsibility for delivering the project. In UK PFI
projects, most authorities and contractors consider that governance arrangements are working well [38].

The fifth ranked factor is ‘project technical feasibility’ with mean value of 4.31. Project technical
feasibility is important to the private sector for winning a PPP/PFI contract in the tendering process [21].
A SPECIAL PURPOSE VEHICLE must demonstrate that the technical aspects of a proposal will satisfy
all relevant regulatory requirements. Novel technology adds to the riskiness of projects. In an Australian
PPP BOOT project for a new city tollway, commissioning difficulties with an advanced electronic tolling
system delayed the opening of the road for several months. Government pressure (resulting from newspaper
criticism) then forced the opening as a toll-free facility for a part of this period, thus significantly affecting
project revenue streams until the defective tolling system could be rectified. On the same project, the need
to find an effective solution to water leaks in a newly built tunnel delayed the opening of another section of
the toll way and led to adverse reactions by potential users.

In Malaysia, there is a Smart tunnel project which applied PPP as the procurement of the project. The
purpose of smart tunnel is built to discharge excess flood water but smart tunnel fail to function well as
planned in preliminary design. This is due to the mistake in the project technical feasibility study at the
design stage of PPP project. Therefore, technical assessment is important in the project technical feasibility
of a PPP project because technical assessment involves the evaluation of designs and the planned facilities
in a life cycle scenario including environmental impacts and safety and health considerations. Value
engineering techniques can be deployed to improve benefit/cost profiles of potential technical solutions,
particularly in the assessment of unsolicited or alternative technical proposals. In addition to strengths in
formulating advantageous technical packages, the concessionaire should also have strong managerial
capabilities, including leading role by a key enterprise or entrepreneur, workable project organization
structure, good relationship with host government authorities, partnering skills, rich experience in
international PPP project management, multidisciplinary participants, and a strong project team.

According to the Asian Development Bank [38], the government, as a political decision maker, has to
set out the case for PPP in a convincing and transparent manner and any political changes can hinder the
PPP implementation. In other words, politics has a close relationship with the development and
implementation of public policy [31]. Of the 18 CSFs ‘political support’, with a mean value of 3.36 in Table
4.1, was ranked last by the respondents. The result does not mean that political support is not an important
factor for successful PPP implementation in Malaysia, as this could be due to the fact that in Malaysia the
current political situation is stable and clear government policy for implementation of PPP projects. In
addition, the government is in support of PPP by established the Public Private Partnership Unit (3PU) to
manage the PPP projects and issued PPP/PFI Guidelines aiming to address some of the key attributes of the
PPP/PFI model. Therefore, this success factor is being perceived as relatively less critical compare to the
other critical success factor in the CSFs list.

Table 4.2. Results of KMO and Barlett’s Test for the CSFs of PPP.

KMO measure of sampling adequacy 0.694

Bartlett’s test of sphericity Approximate chi-square 567.732
Degree of Freedom 153
Significance 0.000

The factor grouping based on varimax rotation is shown in Table 4.4. Each variable belongs to only
one of the factors, with the loading on each factor exceeding 0.50. It is noticed that the CSF appropriate
risk allocation and risk sharing does not belong to any of the factor groupings, and therefore cannot be
grouped in this way.

© 2017 Trudong Pai hoc Cong nghiép thanh phé H6 Chi Minh



64 CRITICAL SUCCESS FACTORS (CSFs) FOR PUBLIC PRIVATE
PARTNERSHIPS (PPP) IN MALAYSIAN

Table 4.3. Total rotated factor variance explained for critical success factors for PPP projects.

Component Initial Eigenvalues Rotation Sums of Squared Loading
Total %of Cumulative % Total % of Cumulative %
variance variance

1 6.261 34.782 34.782 4.083 22.683 22.683
2 2.240 12.447 47.229 3.541 19.674 42.357
3 1.658 9.210 56.439 1.697 9.426 51.783
4 1.434 7.968 64.407 1.606 8.923 60.706
5 1.267 7.039 71.445 1.602 8.902 69.608
6 1.033 5.740 77.186 1.364 7.578 77.186
7 0.707 3.897 81.082

8 0.634 3.524 84.606

9 0.549 3.049 87.655

10 0.507 2.819 90.474

11 0.413 2.296 92.770

12 0.322 1.790 94.560

13 0.292 1.622 96.182

14 0.220 1.224 97.406

15 0.168 0.935 98.341

16 0.147 0.815 99.156

17 0.100 0.557 99.713

18 0.052 0.287 100.000

Table 4.4. Rotated factor matrix (loading) of critical success factors for PPP.

private sectors

Factor Component Component
Group 1 | Group2 | Group3 | Group4 | Group5 | Group 6

Auvailable financial market 0.843

Project technical feasibility 0.798

Favourable legal framework 0.778

Strong private consortium 0.747

Well-organized public agency 0.729

Stable macro-economic environment 0.537

Good governance 0.857

Thorough and realistic cost/benefit 0.853

assessment

Social support 0.740

Shared authority between public and 0.644
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Government involvement by providing 0.828
guarantees

Commitment and responsibility of public 0.670
and private sectors

Competitive procurement process 0.730

Sound economic policy 0.668

Political support 0.880

Transparency in the procurement process 0.530

Multi-benefit objectives 0.874

Appropriate risk allocation and risk
sharing

In order to facilitate the explanation of the results of FA, it is necessary to assign an identifiable,
collective label to the groups of individual factors of high correlation coefficients, as each of the underlying
grouped factors is an aggregation of individual factors (Sato, 2005). It is however stressed that the suggested
label is subjective and other researchers may use a different label. The factor analysis shows that the residual
17 CSFs can be grouped into six principal factors and be interpreted as follows: factor grouping 1 represents
project implementability, factor grouping 2 represents shared responsibility between public and private
sectors, factor grouping 3 represents government guarantee, factor grouping 4 represents efficient
procurement process, Factor grouping 5 represents political support, factor grouping 6 represents multi-
benefit objectives. The meanings of the six underlying grouped CSFs of PPP in this study are interpreted
as follows.

4.5.1 Factor Grouping 1- Project Implementability

This principal factor is responsible for 22.68% (Table 4.3) of the total variances of critical success
factors. These CFSs are all related to ensuring a good foundation for the project’s implementability. The
CSFs under this underlying group cover financial market issues, technical issues, legal issues and economic
issues in order to adopting PPP. The first CSF in this group is available financial market (Table 4.4:
significance 0.843). Many researchers have found out that project financing is a key factor for private sector
investment in public infrastructure projects. The availability of an efficient and mature financial market
with the benefits of low financing costs and a diversified range of financial products would be an incentive
for private sector taking up PPP projects. The CSF with the next highest factor loading is project technical
feasibility, which has a significance of 0.798 in Table 4.4. Traditionally, technical issues are among the
most important considerations in a project feasibility study. When considering PPP procurement options, it
is important to review the associated technical problems. In particular, the private contractor needs to ensure
that any engineering uncertainties are resolved.

Third CSF is a favourable legal framework (Table 4.4: significance 0.778). A favourable legal
framework allows a PPP/PFI project to be developed without undue legal restriction on the private sector
involvement. An appropriate risk framework should guarantees the legal status for project implementation.
An adequate dispute resolution system should help to ensure stability in the PPP arrangements. Appropriate
governing rules, regulations, and reference manuals related to PPP have been well-established in some
developed countries (e.g., U.K., Australia, Canada, South Africa, etc.) to facilitate the effective application
of PPP procurement approach.

A strong private consortium is fourth loading component in the group (Table 4.4: significance 0.743).
This relates to project implementability in the sense that where a project has the right actors (stakeholders),
with common goals, the project is most likely to be implemented successfully. The government in
contracting out the PPP projects should ensure that the parties in the private sector consortium are
sufficiently competent and financially capable of taking up the projects. This suggests that private
companies should explore other participants’ strengths and weaknesses and, where appropriate, join
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together to form a consortia capable of synergizing and exploiting their individual strengths. Good
relationship among partners is also critical because they all bear relevant risks and benefits from the
cooperation.

The fifth CSF in this group is well-organized public agency (Table 4.4: significance 0.729). A well-
organized public agency to negotiate on behalf of the public body is essential for a PPP/PFI project. In
project procurement generally, the team, including project owner, project sponsor and project manager,
should possess essential management ability and technical ability. It might be appropriate to seek external
skills and experience from competent advisers to complement public sector skills. However, the cost of
such advice has to be added into the financial assessment of the project at the outset.

The CSF with the lowest factor loading in this group is stable macro-economic environment with
significance of 0.537 (Table 4.4). Li et al. [31] mentioned that, for successful PPP project implementation,
governments must ensure that economic conditions are favourable. A stable macro-economic environment,
where the market exhibits reasonable certainty and market risk is correspondingly low, does a great deal
(e.g. low inflation, stable exchange and interest rates) to reduce risks for private investors. The government
can help to create and maintain a stable economic environment by manipulating economic policy levers to
ensure stable prices and by maintaining a balanced budget for PPP projects.

4.5.2 Factor Grouping 2- Shared Responsibility between Public and Private Sectors

This principal factor is responsible for 19.67% (Table 4.3) of the total variances of critical success
factors. This underlying group consists of four CSFs including: ‘Good governance’, ‘“Thorough and realistic
cost/benefit assessment’, ‘Social support’, ‘Shared authority between public and private sectors’

The CSFs under this underlying group mainly focus on the main characteristic of government in PPP
and sharing of responsibilities and authority between the main parties in a PPP arrangement. In addition,
this group also covers those CSFs related to the social support and assessment of benefits.

The first CSF in this group is good governance (Table 4.4: significance 0.857). Good governance is
essential to attract private sector participation in public services delivery. A committed and knowledgeable
public client will be able to coordinate with the private parties much more effectively. The public client
will also act as a monitoring authority to ensure that the private consortium acts according to the agreement.
The second CSF in this group is thorough and realistic assessment of the cost and benefits (Table 4.4:
significance 0.853). For this CSF, Li et al. [31] also explained that before a project is subjected to the
procurement process, the public client should ensure that all the potential options that are beneficial to the
government and end-users are considered as part of the complete project feasibility study. The public and
private sectors have different views on project financial analysis. Of great importance is how uncertainty is
to be treated in such assessment, as in the project development stage both costs and benefits are derived
from forecasts projected over anything from three to 30 years. Although much of this assessment is treated
as commercial-inconfidence, some forecasts may need to withstand open public scrutiny.

To conduct PPP/PFI procurement, social support is an important component (Table 4.4: significance
0.740) because social support is based on the public acceptance of the concept of private provision. Public
opinion against PPP/PFI could slow, or even prevent, the project development. Social support therefore
helps a PPP/PFI development and procurement process to go smoothly, particularly at the earlier stages,
such as during land acquisition.

4.5.3 Factor Grouping 3- Government Guarantee

Government guarantee is important in the early stage of PPP/PFI evolution. It accounts for 9.43%
(Table 4.3) of the total variances in the factor analysis of CSFs. There are two components in this principal
factor: government involvement by providing a guarantee; and commitment and responsibility of public
and private sectors. Higher loading is associated with government involvement by providing a guarantee
(Table 4.4: significance 0.828). In the current Malaysian PPP situation, the private sector does not yet have
full confidence in PPP procurement and is subsequently demanding revenue guarantees or firmly
committed policies from government to ensure that investments are protected. Therefore, governments can
provide PPP/PFI project guarantees in a variety of ways. Subsidy guarantees for housing, agriculture,
students, exports and public corporations tend to dominate the picture in countries, especially where prices
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or user charges have been set too low and the government is not willing to raise them, nor allow them to be
raised by the private sector provider.

The ideal guarantees from government tend to lower the risk taken by the concessionaire, support the
cash flows of the concessionaire, and raise the level of confidence of investors and lenders. However, in
developed countries, the government would not provide such a direct and attractive package to private
investors. The guarantee from government must not only cover the revenue issues and government should
guarantee provide the flexible policy and strong support to private company in solving the related problem
in PPP projects. Under PPP contracts the government should be concerned that the assets are procured and
services are delivered on-time with good quality and meet the pre-agreed service benchmarks or
requirements throughout the life of the contract.

However, the government should be less concerned with “how” these are achieved and should not
impose undue restrictions and constraints on private sector participants. The government should focus on
industry and service regulation; should be flexible in adopting innovations and new technology; and should
provide strong support and make incentive payments to the private sector where appropriate. On the other
hand, the government should retain controls in case of default and be prepared to step in and re-provide the
service if necessary.

4.5.4 Factor Grouping 4- Efficient Procurement Process

This factor group accounts for 8.92% (Table 4.3) of the total variability between critical success
factors. There are two CSFsunder this underlying group. These CSFs are related to the procurement process
of PPP projects and they included competitive procurement process (enough potential bidders in the
process) and sound economic policy. Higher loading is associated with competitive procurement process
(Table 4.4: significance 0.730). Hall (1998) insists that value for money (VFM) gains depend on the
existence of a competitive bidding process. The National Audit Office [38] notes that government
departments should establish three key conditions for successful competitive tender: a good tender list of
firms invited to bid; a clear specification in requirements; and competitive tension maintained throughout
the procurement process. For instance, some Malaysian PPP projects involved direct negotiation with the
relevant parties, which eliminating the competition in tendering. This negotiation method in tendering
might increase the risk of financial and construction for all respective parties in the PPP projects. Thus,
there is a need of third party independent checking group for close monitoring on the negotiation process
in tendering to make sure the ultimate objective of PPP procurement is achieve as planned.

The CSF with the lower factor loading in this group is sound economic policy with 0.668 (Table 4.3).
Governments should adopt economic policies to maintain a stable and growing economic environment,
where the private sector can operate with confidence. The economic policy affects the credibility of a price
regimen and trust in the convertibility of the currency, which is essential for foreign investors. For projects
where the major source of revenue to the private sector is generated from direct tariffs levied on users, there
are revenue risks that can go beyond the control of the private sector such as, for example, future usage
level and permitted tariff charges. There may also be unforeseen risks during the course of project life. To
ensure project economic viability, the government may consider some forms of government guarantees,
joint investment funding, or supplemental periodic service payments to allow the private sector cover the
project costs and earn reasonable profits and investment returns. At the same time, the government should
take due consideration of private sector’s profitability requirements in order to have stable arrangements in
PPP projects. Alternative sources of income and financing such as property development opportunities
along the railway can be sought to bridge the funding gap for private investors.

4.5.5 Factor Grouping 5- Political Support

This factor group accounts for 8.90% (Table 4.3) of the total variability between critical success
factors. Similar to factor grouping 2, this underlying group also consists of two CSFs including political
support and transparency in the procurement process (process is made open and public). The CSFs in this
group are related to the support given to PPP projects by government and also the procurement process that
handle by government. The factor loadings for the CSFs political support and transparency in the
procurement are 0.880 and 0.530 (Table 4.4) respectively. Politics has a close relationship with the
development and implementation of public policy. A positive political attitude towards the private sector
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involved in an infrastructure project would support the growth of PPP. On the other hand, inadequate
political support would pose a great risk to PPP projects. Successful PPP implementation requires a stable
political environment, which in turn relies on the stability and capability of the host government. Political
issues that go beyond private sector’s domain should be handled by the government. In the event that the
private sector participants are affected, they should be adequately compensated. Unstable political
environments has resulted in some failed rail projects (e.g., frequent change in government premiers in
Bangkok leading to the cancellation of many new public infrastructure projects originally procured under
the PPP approach).

Besides, government should provides support in maintaining the transparency of whole procurement
process by making sure the procurement process is open to the public. Transparency in procurement process
enhances project value for money because a transparent procurement process is essential in lowering the
transaction costs and shortening the time in negotiation and completing the deal. Clear projects’ briefing
and client requirements should help to achieve these in the bidding process. Transparency in tender
processes, or negotiation, lies with the public client, private contractor and their advisers, which further
suggests that three features are important for transparency: good communication between the public and
private contractor and their advisers; the private sector openly consulting with the public sector and its
adviser, while keeping responsibility for all decisions; and the private sector establishing a clear basis for
making decisions. Transparency of process therefore requires effective communication that is open as far
as possible to public scrutiny.

4.5.6 Factor Grouping 6- Multi-benefit objectives

This factor group accounts for 7.58% (Table 4.3) of the total variability between critical success
factors. There is only one CSF component under this factor grouping: multi-benefit objectives (Table 4.4:
significance 0.874). To develop a successful PPP/PFI project, all parties should agree on multi-benefit
objectives. For a long-term partnership, PPP/PFI partners must understand and respect each other’s goals.
Typically, the objectives of the public sector party relate to reduction in financial restraints, avoiding public
finance restriction, effective provision of public goods and services (detailed by specific project), the
transfer of risk and the achievement of VFM. Private sector objectives are typically profit generation and
market penetration, diversification and technology and skills acquisition, while the objectives of the
stakeholder user communities are to receive better services or to occupy a better environment. Apart from
the direct objectives in achieving public services, a PPP project needs to consider the private contractor’s
business objectives.

5 CONCLUSION

Mean score values of response data from survey respondents have been used to rank the relative
importance of a catalogue of eighteen critical success factors in the Malaysian PPP environment. Five
factors include commitment and responsibility of public and private sectors, transparency in procurement
process, multi-benefit objectives, good governance and project technical feasibility- emerge as being most
important in the development of successful Malaysian PPP projects.

From the analysis of ranking based on public and private sector groups, the results are mixed. While
the majority of the success factors were ranked differently by the two sectors, there were a few factors of
similar ranking for both groups. Despite the difference in the ranking for each ofthe 18 factors, the statistical
test revealed that there is no significant difference in the perceptions of public and private sectors pertaining
to the success factors of PPP implementation in Malaysia. This means that both group of respondents had
similar opinions and expectation on the importance of each of the eighteen critical success factors in
Malaysian PPP projects even the rankings of many factors were different between the public and private
sectors.

The differences in the ranking of the CSFs between countries reflect the unique nature of PPP
implementation in different countries. In other words, although PPP has been implemented worldwide, the
nature and characteristics of PPP vary between countries. The findings imply that despite the needs for the
government to learn the lessons concerning PPP implementation from other countries, the fact that the PPP
success factors are unique to each country means that any policy, rule or regulation pertaining to PPP should
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be tailored to suit the practice of the specific country. In addition to that, CSFs often will change as the
industry’s environment changes, as the company’s position within an industry change, or as particular
problem or opportunity arises for that industry.

Given that all the factors are nominally regarded as critical in the literature, factor analysis was used
to determine the principal success factor groupings that underlie project procurement. The findings showed
that six underlying grouped factors accounting for 77% of the variance in responses were derived from the
18 CSFs. These six factor groupings are project implement, shared responsibility between public and
private sector, government guarantee, efficient procurement process, political support and multi-benefit
objectives. All loadings for the CSFs were greater than 0.5 indicating a high absolute value for each. It is
noticed that the CSF appropriate risk allocation and risk sharing does not belong to any of the factor
groupings, and therefore cannot be grouped in this way. The factor loading also showed that the underlying
grouped factor is positively correlated to the criticality of individual factors of PPP and vice versa.

The six factor groupings therefore represent the basic elements of CSFs for PPP project development,
and should always be considered by public sector sponsors in informing and shaping their PPP/PFI policy
development, and by private sector concessionaires in managing their projects. The CSF of appropriate risk
allocation and risk sharing lies outside these principal factor groupings for PPP projects in the Malaysian
construction industry. However, this CSF is still related to the general environment of PPP hence are
important and should be considered continuously throughout the project life.

Since PPP is at a germinating stage of development in Malaysia, a study of the CSFs should enable a
better understanding of the important individual factors affecting the success or otherwise of PPP projects.
Corresponding effective strategies based on those CSFs identified can also be generated for successfully
delivering future PPP projects for accelerated excellence. It is believed that this paper has helped to depict
the perspectives of public and private sectors’ PPP experts in their evaluation of CSFs for PPP projects in
Malaysia. Nevertheless, readers must take into consideration that there will be continuous evolution of the
PPP project procurement process from the time of data collection and the time of research publication.
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NHUNG NHAN TO (CSFs) CHO MO HiNH HQP TAC CONG TU (PPP) O MALAYSIA

Tém tit. Hop tic Cong tw (PPP) 1a mot sy lya chon ngdy cang pho bién cho cac nha hoach dinh chinh séch
trong viéc thyc hlen cac dy an cong cong quan trong. Pé dam bao cac muc tiéu cubi cung cua PPP / PFI
xéc dinh cc nhan td thanh cong chu chdt (CSFs) cuia viée thuc hién PPP 1a rat quan trong. Dbi vai cac qudc
gia méi ap dung PPP, thdm chi con quan trong hon dé xac dinh cac nhan t6 thanh cong nham téi da hoa loi
ich ctia phuong phap ndy va giam rui ro cho tit ca cac bén lién quan. PPP da duoc chinh thirc cong bd tai
Malaysia theo Ké hoach Malaysia lan thir IX vao ndm 2006. K¢é tir d6, nhiéu dw én ctia chinh phii da duogc
chuyén qua PPP. Trong nghién ciru nay, cac nhan té duoc coi la quan trong cho sy thanh cong cua viéc
thuc hién dy an PPP & Malaysia di tro thanh mot dé tai dé nghién ciu. Chuyén gia phan tich va khao sat
da duoc sir dung trong truong hop nay. Cac phat hién cho thdy 17 CSFs c6 thé dugc phan thanh 6 nhén t6
co ban. Sy dong gop chinh cua nghién ciru nay la bd sung va nang cao kién thic trong quan 1y cac dy an
PPP bang cich nghién ciru tam quan trong tuong dbi cia CSF lién quan dén cac dy an xdy dung PPP &
Malaysia. Mot sb kién nghi di duoc dé xuit dé cai thién hiéu suit tong thé cua su cung tng PPP cua
Malaysia.

Tir khéa. M6 hinh hop tac cong - tw, Nhéan t6 thanh cong chi chét, Malaysia.
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