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ABSTRACT

Public private partnership (PPP) has been continuously being a preferable
procurement mode used by the Government. This present study is conducted to seek
the perception of the main PPP contracting parties which are public sector and private
sector on how they perceive the PPP implementation in Malaysia. In particular, the
perception on the importance of PPP objectives, attractive factors, negative factors,
driving forces and value for money (VFM) measures were sought from the
respondents. Using a questionnaire survey, 180 completed responses were received
representing 72% response rate. The results were then analysed using descriptive
statistical tests which include mean and standard deviation. In addition, mean score
ranking was also used to rank the factors according to the level of importance. The
results show that the top three objectives are ‘to enhance private sector involvement in
economic development’, ‘to improve efficiency of public services delivery”’ and ‘to
improve privatisation programme’. In relation to the attractive factors for PPP
adoption, the top five attractive factors are ‘to facilitate innovative approaches’, ‘solve
the problem of public sector budget restraint’, ‘provide an integrated solution for
public infrastructure or services’, ‘save time in delivering the project’ and ‘benefit to
the local economic development’. The top five negative factors that hinder the
adoption of PPP are ‘lengthy delay in negotiation’, ‘lack of government guidelines and
procedures on PPP’, ‘higher charge to direct users’, ‘lengthy delay because of
political debate’ and ‘confusion over government objectives and evaluation criteria .
The key driving forces for PPP implementation in Malaysia as perceived by the
respondents include ‘economic development pressure of demanding more facilities’,
‘high quality of service required’, ‘shortage of government funding’, ‘private
incentives’ and ‘social pressure of poor public facilities’. Finally, the respondents
perceived that ‘competitive tender’, ‘private sector technical innovation’, ‘optimal use
of asset/facilities to the public sector’, ‘efficiency in risk allocation” and ‘performance
based payment mechanism’ as the top five most important measures to enhance VFM
achievement from PPP projects in Malaysia. The findings of the present study are of
practical significance to policy makers and practitioners of PPP in Malaysia. The
study also expects to add to the limited knowledge in this field as PPP implementation
is continuously progressing in Malaysia.
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CHAPTER ONE
INTRODUCTION

1.1 BACKGROUND OF THE STUDY
The concept of Public Private Partnership (PPP) is progressing in Malaysia. With the
introduction of the Malaysian Incorporated Policy in 1983; cooperation or partnership
between the public and private sectors was encouraged to foster Malaysia’s economic
growth. The relationship between the two parties has continued to evolve with the
introduction of the Privatisation Master Plan during the Sixth Malaysia Plan (1991).

Under the Ninth Malaysia Plan (2006), a noteable form of PPP called the
Private Finance Initiative (PFI) was introduced by the Malaysian Government as an
alternative procurement method, which emphasises greater involvement of private
sector in providing public services. In November 2009, the PPP Guidelines were
published by the PPP unit of the Prime Minister’s Department to serve as a guideline
and also to provide greater understanding of the basic principles and procedures of
PPP implementation in Malaysia (PPP Guidelines, 2009). Since then, the Government
has continued to recognize the importance of PPP as a method for project
procurement. This can be clearly seen with the new wave of PPP being further
emphasized in the Tenth Malaysia Plan (2010) where RM20 billion was set aside as a
Facilitation Fund as an initiative to rationalise the Government’s seriousness in
increasing private sector investment and participation in providing public facilities
(Jayaseelan and Tan, 2007). PPP is defined in the Ninth Malaysia Plan (2006, p.230)
as:

The transfer to the private sector the responsibility to finance and

manage a package of capital investment and services including the
construction,  management, maintenance, refurbishment and



replacement of the public sector assets which creates a standalone

business. The private sector will create the asset and deliver a service to

the public sector client. In return, the private sector will receive

payment commensurate with the levels, quality and timeliness of the

service provision throughout the concession period.

The main reason why the Government opts to implement government projects
through PPP is because the private sector is claimed to have more skills and expertise
to efficiently design, construct, operate and maintain the projects (Li et al., 2005;
Li,2003; Akintoye et al., 2003). Meanwhile, the Government will facilitate and
monitor the progress of the PPP project. The time saved can be used to focus more on
the administrative side and on how to better serve the public (Coulson, 2008; Nisar,
2007; Burger and Hawkesworth, 2011).

The Star Online on 10™ June 2010 stated that, ‘smart and effective
partnerships between the public and private sectors will be established to drive the
economic transformation agenda. This new wave of public-private partnership (PPP)
will ensure equitable sharing of risks and returns’.

PPP implementation in Malaysia has proven to provide many benefits to the
Government and the public as a whole. Through PPP projects, Malaysia has
experienced many successful projects that can benefit the public, such as KL Sentral,
Light Rail Transit (LRT), medical facilities, highways, bus stations and others. (Abd
Karim, 2011; Beh, 2010). However, there are also challenges to PPP project
implementation through the possibility of project default, projects completed at a
higher cost to the Government and where value for money is not realised (Cheung et
al., 2009) For example, a study conducted by Singaravello (2010) provides example of
Batu Pahat Municipal Council (BPMC) where there is no clear agreement between

BPMC and the developers, with regards to the proceeds received and penalties if there

were any delays in the construction of the 15- storey complex replacing the old bus



station, resulted in taking legal action to retrieve the land that have been mortgaged
twice.

Therefore, there is a need to seek the perception of key players concerning PPP
implementation in Malaysia. This research seeks the perceptions of the public and
private sector on various aspects of PPP implementation including the objectives of
PPP, attractive and negative factors for adopting PPP, driving forces that lead to PPP
adoption, and, finally, measures that can be used to enhance the achievement of value
for money (VFM) in PPP projects.

In this study, the researcher attempts to seek the perceptions of the respondents
on PPP project implementation in Malaysia. Due to the unique implementation of PPP
in various countries whereby each country practises PPP differently according to the
country’s characteristics of PPP (Ministry of Finance, India, 2010). This present study
attempts to examine the perceptions of the public and private sectors on PPP

implementation in Malaysia.

1.2 MOTIVATION FOR THE STUDY

The Tenth Malaysia Plan (2010) highlighted ten premises, which include government
initiatives to support PPP to drive the economic transformation agenda (Singaravelloo,
2010). Under this plan, the Government would implement 52 high impact PPP
projects, worth RM63 billion, which consist of seven highways, two coal electricity
generation plants and land development in Sungai Buloh (Tenth Malaysia Plan, 2010).
The recognition and growing importance of PPP implementation in Malaysia

motivates the researcher to undertake the present study.



Secondly, the unique nature of PPP between countries motivates the researcher
to embark on the present study to determine the nature of PPP in the Malaysian
environment. Therefore, in the present study, the researcher aims to seek the
perceptions of both the public and private sectors with regard to the objectives of PPP,
attractive and negative factors of PPP adoption, driving forces that lead to PPP being
adopted and measures that can enhance the achievement of value for money in PPP
projects.

In addition, the successful implementation of PPP requires commitment from
the contracting parties. This motivates the researcher to conduct the present study with
the purpose of understanding the perception of the respondents on PPP concepts in
Malaysia that later will reflect their interest, acceptance and support for the
implementation of PPP in Malaysia. The findings may benefit practitioners to further
enhance PPP implementation in Malaysia. For example, the findings on the top three
factors ranked by the respondents for PPP objectives, attractive and negative factors
that might affect PPP adoption might be used by the regulatory body, such as the
Economic Planning Unit (EPU) and private sector as guidance in evaluating the
opportunity for PPP projects, as well as to have a greater chance of realising the

successful implementation of PPP projects.

1.3 RESEARCH OBJECTIVES AND RESEARCH QUESTIONS

The primary objective of this study is to seek the perceptions of private sector and
public sector on various aspects of PPP implementation in Malaysia. Specifically,

there are five research objectives, as follows:



to identify the main objectives of PPP as perceived by the private and
public sector;

to identify the attractive factors of PPP adoption in Malaysia;

to elicit the negative factors of PPP adoption in Malaysia;

to examine the driving forces leading to the adoption of PPP; and

to identify what measures can be used to enhance the achievements of

value for money in PPP projects.

Therefore, in order to achieve the five objectives as listed above, five research

questions are raised as follows:

1.

2.

1.4

What are the main objectives of using PPP as a procurement method?
What are the attractive factors of PPP adoption in Malaysia?

What are the negative factors of PPP adoption in Malaysia?

What are the main driving forces leading to the adoption of PPP?

What are the important measures that can enhance the achievements of

value for money in PPP?

SIGNIFICANCE OF THE STUDY

The Malaysian Government is continuously emphasizing the benefits that the

Government can realise through the implementation of PPP projects. This can be seen

with the Facilitation Fund amounting to RM20 billion, which was provided in the

Tenth Malaysia Plan (2010) to ensure the smoothness of initial PPP projects as well as

to encourage private sector investment in PPP. Looking at the emphasis and

opportunity given by the Government through PPP projects, it attracts the private

sector, namely, construction companies, facilities management companies and

financiers as well as researchers, to grab the opportunity to learn and benefit from the



PPP implementation either to gain knowledge or through the profitability realised
from the implementation of projects.

Therefore, the findings of the present study are significant in a number of
ways. Firstly, this study can provide ideas to the regulatory body (such as Public
Private Partnership Unit or UKAS in Malaysia) concerning how to provide a
regulatory framework that can help to ensure the achievement and realisation of value
for money from the projects as well as the sustainability of projects. A supportive
legal and regulatory framework will enhance the successful implementation of PPP
projects in Malaysia.

Furthermore, by knowing what makes the PPP procurement method attractive
and less attractive to the relevant party, the results of the present study will assist in
preparing both the public and private sector to have a clearer and common
understanding of the objectives, as well as the positive and negative factors
surrounding the PPP project procurement method. This will lead to a more informed
decision-making.

In addition, the implementation of PPP projects continues to evolve and
expand. Therefore, this requires the relevant parties (public and private sectors) to be
equipped with fundamental information on PPP to ensure that they are committed to
the successful implementation of PPP projects. Therefore, this research is conducted
with the hope that both public and private sectors to have better understanding
concerning how PPP is perceived in Malaysia. By understanding the key concepts of
PPP in Malaysia, it may benefit the decision-makers of both public and private parties
in taking the risk and enable them to grab the opportunities in PPP projects.

It is believed that the findings of this research will also be valuable to

researchers in that the findings may provide ideas concerning the unique



characteristics of PPP in Malaysia, especially in terms of the objectives, as well as the
attractive and negative factors that may affect the adoption of PPP. The findings may

help them to see the overview of PPP as perceived from the Malaysian perspective.

1.5 STRUCTURE OF THE STUDY

This research has been organised into six chapters. Chapter 1 provides an introduction
to the study. It covers the background of the study, motivation of the study, research
objectives and questions, significance of the research and the structure of the research.

The following Chapter 2 discusses on the New Public Management (NPM)
and private sector involvement in Malaysia. The privatisation practice was one of the
methods where private sector has been directly involved in government’s economic
transformation. Privatisation has been practice since the introduction of the Malaysian
Incorporated Policy in 1983 and in the following Chapter 3, provides the introduction
of Public Private Partnership (PPP), which was more commonly known as Private
Finance Initiative (PFI).

Chapter 3 provides an explanation of PPP in Malaysia and reviews relevant
literature on PPP, specifically the objectives of PPP, attractive and negative factors of
PPP adoption, driving forces that lead to PPP adoption and the measures that can
enhance value for money (VFM).

Chapter 4 discusses the conceptual framework and research method.
Conceptual framework describes the research method used in this study, study sample,
questionnaire development, questionnaire distribution and collection and data analysis

technique adopted.



Chapter 5 presents the findings and discussion from the questionnaire survey
conducted on 24™ February 2011.

Chapter 6 concludes the study. It provides a summary of the findings,
contributions and implications of the study, followed by the limitations of the study

and recommendations for future research.



CHAPTER TWO

NEW PUBLIC MANAGEMENT AND PRIVATE SECTOR
INVOLVEMENT IN MALAYSIA

2.1 INTRODUCTION

The wave of public sector reforms, branded as New Public Management (NPM) has
had a huge impact on public sector management. The reforms resulted in changing the
role of the public sector from being the engine of the country’s economic growth into
being a facilitator to the private sector to provide services to the public (Abdul Khalid,
2008). The reform requires both public and private sector to work together in serving
the citizens better. Therefore, this chapter aims to further discuss the New Public
Management concepts and private sector involvement in Malaysia. The chapter starts
with an explanation of the concepts of NPM in Section 2.1 followed by Section 2.2,
which discusses the rationale of NPM adoption. Section 2.3 further discusses the
theories related to NPM and Section 2.4 elaborates on changes in public sector
administration from traditional public administration to NPM as a result of public
sector reform. Next, Section 2.5 discusses the private sector involvement in enhancing
Malaysia’s economy together with the public sector. Finally, Section 2.6 provides a

summary of this chapter.

2.2 THE CONCEPTS OF NEW PUBLIC MANAGEMENT

The reform of the public sector from traditional public administration to public
management or more commonly referred to as New Public Management (NPM)
started in many countries, such as the United Kingdom, the United States and also

Malaysia, in the late 1970s and early 1980s (Siddique, 2006; Gruening, 2001). Public



administration defined by Hughes (2003) as an activity where public servants were
serving the public, by following the required procedures and policies. Whilst, public
sector reform (PSR) is defined by Pollitt and Bouckaert (2000) as; ‘deliberate changes
to the structures and processes of public sector organizations with the objective of
getting them (in some sense) to run better’.

According to Siddique (2010), public sector reforms have been introduced in
many countries with the hope of improving various aspects of public bureaucracy and
public sector management. For example, the introduction of privatisation and
corporatisation of public entities, reengineering the public sector rules and procedures,
improving the quality of the services provided as well as improving the financial
management. The reform was initiated by the public sector to enhance the efficiency
and effectiveness of the services rendered to the public. The traditional public
administration was changed into a more market-driven and result oriented culture.
This was done in order to for the public sector to regain the trust of the public in
serving their needs in an efficient and effective manner. Siddique (2006) stated that
most of the recent administrative reforms are related to New Public Management.
New public management (NPM) is a global phenomenon, which places more
emphasis on competition, contracting, networks, delegation and performance
management (Guthrie et al., 1999). Meanwhile, Eliassen and Sitter (2009) described
NPM as one element in the quest for improved state capacity, together with
privatisation and new management tools. The NPM reforms include improving the
public sector information and control by reorganizing the public sector, increasing
competition among the public sector and private sector and, finally, focusing on

incentives based management, which includes importing management techniques

10



from the private sector and more discretionary power given to the managers (Eliassen
and Sitter, 2009).
NPM was seen as a viable solution to solve the problems experienced under
the traditional public administration. The aim of NPM is to lessen the differences in
how the public and private sectors work, as well as to shift the emphasis from process
accountability towards accountability for the results, which are more comprehensive
and reliable (Hood, 1995). This includes reorganization of public bureaucracies by
breaking up large bureaucracies and dividing them into units responsible for different
aspects of policy provision, which permit more transparency and allow greater control
(Dunleavy and Margetts, 2000) and introducing elements of competition to reduce the
monopolistic characteristic of public bureaucracies, such as using compulsory
competitive tendering and privatisation (Eliassen and Sitter, 2009). Proponents of
NPM believe that in order to improve the quality provided by the public sector to the
citizens, the public sector needs to reform itself into becoming more business-like (i.e.
private sector) in the way it operates and manages (Diefenbach, 2009).
Hays and Kearneh (1997) found that the prior literature on NPM had
mentioned five core principles of NPM, which include:
1. Downsizing — move from large, multilayer organizational forms into more
lean, flat and more specialized organizational structure (Pollitt, 2007);

2. Managerialism —conducting government activities in a business-like
manner like competitive tendering and performance-related pay (Gruening,
2001; Pollitt, 2007);

3. Decentralization —decision-making by those who are closer to the service

recipients (Gruening, 2001; Kudo, 2004)

11



4. Debureaucratisation —greater emphasis on results compared to the
processes. For example, the introduction of measurement for the output
(Gruening, 2001; Pollitt, 2007);

5. Privatisation —allocating the government goods and services to the outside

firms that can better manage the resources (Gruening, 2001; Pollitt, 2007).

Based on Dunleavy and Margetts (2000) in Eliassen and Sitter’s (2009) study
on NPM doctrine, Hood (1991) identified three main elements on NPM reforms.
Firstly, reorganization of the public sector with a need to improve information and
control, which includes explicit definition of standards and performance indicators,
emphasis on controlling and measuring performance, as well as dividing the large
units in bureaucracies into more manageable units and separating the personnel in
charge of policy making and services delivery. The large units of bureaucracies were
further divided into smaller units that are responsible for different aspects of the work
scope. This permits more transparency, accountability and control.

Secondly, encouraging competition both internally (within the public sector)
and externally (direct competition between public and private sectors) to break up the
monopolistic characteristics of bureaucracies. Thirdly, public sector reform requires
the public sector administration to focus more on incentives based management. This
includes importing private sector personnel management techniques, more
discretionary power given to the manager and clearer separation between political and
operational activities.

Malaysia experienced public administration reform after the county was led by
Prime Minister Mahathir Mohamed in 1981 followed by the introduction of the

Privatisation Incorporated Policy in 1983 (Abdul Khalid, 2008; Siddique, 2007) to
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