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ABSTRACT

Public Private Partnership (PPP) has been world widely used as one of the
procurement mode by the government. In Malaysia, PPP has been officially
introduced in 2006. The present study focuses on two important aspects of PPP
implementation that are performance objectives and performance indicators. In
particular, there are four objectives of the study that are: 1) to identify the importance
performance objectives of PPP in Malaysia; 2) to investigate the differences in the
perception between public and private sectors on the importance of performance
objectives; 3) to identify the important performance indicators used in assessing PPP
performance in terms of the five aspects of PPP which are ‘before construction
begins’, ‘financing and markets’, ‘innovation and learnings’, ‘stakeholders’
perception’ and process of lifecycle of PPP project’; and 4) to investigate the
differences in the perception between public and private sectors on the importance of
performance indicators in terms of the five aspects of PPP. Using a questionnaire
survey, 237 completed questionnaires were received representing 51.52% response
rate. In examining the importance of performance objective and performance
indicators, the descriptive statistical tests of mean, standard deviation and mean score
ranking were used. The independent t-tests were conducted to investigate the
differences in the perceptions between the two respondents’ groups on the importance
of performance objectives and performance indicators. The results show that the top
three important performance objectives are ‘High quality public service’, ‘Provide
convenience service for society’ and ‘Within or under budget’. In relation to the
indicator used in assessing PPP performance, the findings show that the top three
important performance indicators before construction begins are ‘Project
maintainability’, ‘Commitment and responsibility between public and private sectors’
and ‘Government’s knowledge of PPP’ while for financing and markets, the top most
important indicators are ‘Operational cost’, “’Construction cost’ and ‘Construction
period’ are perceived as the most important indicators. For innovation and learning,
the overall respondents perceived ‘Technology innovation’, ‘Employee training’ and
‘Financial innovation’ as the top three most important indicators whilst ‘The
satisfaction from public client or government’, ‘General public/social satisfaction” and
‘Good relationship among the concessionaire for the stakeholders’ perception
component. The top three important indicators for process of lifecycle of PPP project
are ‘Time management’, ‘Contractual management’ and ‘Cost management’. In terms
of the differences in the perceptions between the public and private sector groups, the
test results indicate that there are only significant statistical differences for one
performance objective and few performance indicators for three out of five
performance indicators components. The findings of the present study contribute to
both knowledge and practice especially to the policy makers in ensuring better
implementation of PPP in future.
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CHAPTER 1
INTRODUCTION

1.1 BACKGROUND OF THE STUDY

The Public Private Partnership (PPP) has been used worldwide as a mechanism for the
public sector to procure public facilities and services. Since the introduction of PPP
under the term Private Finance Initiative (PFI) by the Conservative Government in the
United Kingdom (UK) in 1992, the scheme has been adopted by many other countries
including France, China, India, Singapore, Thailand, and also Malaysia. However, the
characteristics and structure of the PPP are unique to each individual adopting
country. More importantly, different countries have different justifications and
objectives for adopting the PPP scheme (Winch, Onishi and Schmidt, 2012).

In Malaysia, the official introduction of the PPP under the Ninth Malaysia Plan
in 2006 had the main objective of encouraging the greater involvement of the private
sector in providing infrastructure facilities and public services by streamlining the
existing Privatisation Policy (Ninth Malaysia Plan, 2006; PPP Guideline, 2009).
Although the Privatisation Policy, which was first introduced in1983, was reported to
be successful and received a positive response from stakeholders, contentious issues
regarding the implementation of the Privatisation Policy led to the unveiling of the
PPP initiative in 2006(Ninth Malaysia Plan, 2006; Tenth Malaysia Plan, 2011;
Ismail,2012).

As the PPP initiative is a continuation of the Privatisation Policy, the ultimate
justifications for adopting it are similar to the objectives of privatisation; to improve
the performance of the public sector in delivering public facilities and services

through the participation of the private sector and to reduce government expenditure



on providing public services (Ninth Malaysia Plan, 2006; Takim, Ismail, Nawawi and
Jaafar, 2009).

Planning, decision-making and control are three key related management
processes (McWatters, Zimmerman and Morse, 2008). At the planning stage,
objectives and goals are determined. Subsequently, relevant decisions are made in
order to achieve the objectives set. An appropriate control mechanism is needed to
monitor the achievement of the objectives. Key Performance Indicators (KPIs)
constitute one of the commonly used mechanisms to measure achievement or
performance. Applying similar management processes in the context of the PPP, when
the objectives for PPP implementation have been formulated, it is essential to monitor
the extent to which the objectives are achieved by using relevant indicators. The
government and private sector providers are the two key players in a PPP structure.
Each of the parties has their own objectives to meet when involved in a PPP scheme.
Therefore, to ensure the successful implementation of a PPP project, it is crucial to
identify the PPP performance objectives of each party and also to explore the
performance indicators used to evaluate the achievement of the pre-determined
objectives. Hence, this present study aims to focus on these two critical aspects,
namely the performance objectives of PPP and the relevant performance indicators

used to evaluate the extent of achievement.

1.2 PROBLEM STATEMENT

In the 2012 Auditor General’s Report, various weaknesses in the implementation of
government projects were highlighted (National Audit Department, 2012). In

particular, one of the issues raised was the lack of good project planning, which



resulted in negative impacts on projects, such as project delay, low quality output and
inefficient use of resources. The report states:

“...the weaknesses observed include improper payments,

works/supplies did not adhere the specifications or of inferior quality,

unreasonable delays, wastages and weaknesses in the management of
revenue and assets. These weaknesses were caused by negligence in
complying with Government regulations and procedures; lack of
meticulous planning on projects/activities and in determining the scope

and specification of tenders; lack of close and effective monitoring on

works of contractors/consultants/suppliers; lack of...”(National Audit

Department, 2012, p. 10).

The specific case referred to in the Auditor General’s Report was the project to
construct the Faculty of Public and Sports Facilities of the University Tun Hussien
Onn Malaysia (UTHM), which was delivered using the PPP scheme (National Audit
Department, 2012).Another related issue addressed in the Auditor General’s Report
(2012)in relation to PPP procurement and implementation was the lack of
enforcement of performance-based payment in repaying the private sector consortium
upon completion of the construction of PPP projects.

In sum, the issues addressed in the Auditor General’s Report (2012) pertaining
to PPP project implementation concern a lack of proper planning and insufficient
performance monitoring. These are critical issues for PPP implementation, as
emphasised by Jones (2013), who states that inadequate procurement planning and
lack of monitoring and evaluation may result in negative consequences to a project.
Due to the highlighted problems with PPP implementation in Malaysia, the

importance of using performance objectives and performance indicators to assess the

performance of PPP projects is the focus of the present study.



1.3 MOTIVATION OF THE STUDY

This study is undertaken to fill a gap in literature on PPP in developing countries (i.e.
Malaysia), particularly with respect to works on the perception of the public and
private sectors, as the two key players, of PPP performance objectives and indicators
to evaluate the achievement of PPP objectives in the context of PPP performance
evaluation, which are currently scarce. The involvement of many stakeholders, a long
concessionary period coupled with many phases in the PPP implementation process
makes PPP procurement more complex than the traditional procurement method.
Therefore, it is important to understand the stakeholders’ expectations of the
performance objectives of the PPP project to ensure that public and national interests
are met. Furthermore, the objectives of the project constitute a fundamental aspect that
needs to be clarified before a PPP project begins (Takim, Abdul-Rahman, Ismail and
Egbu, 2008).

In addition, even though the adoption of the PPP scheme was officially
announced in 2006 with an emphasis on performance-based payment, a systematic
performance measurement such as KPIs has yet to be established for PPP projects.
Even though the Public Private Partnership Unit or Unit Kerjasama Awam Swasta
(UKAS) has issued a guideline, the guideline only provide the broad objectives for
PPPs and a general mechanism to evaluate PPP projects to ensure the achievement of
Value for Money (VFM).

More importantly, as mentioned above, the lack of proper planning and
performance evaluation of PPP projects are the highlighted problems of PPP
implementation in Malaysia. These problems have motivated and inspired the
researcher to focus on the performance objectives and performance indicators of PPP

projects in order to attempt to explore and provide evidence on how these issues are



perceived and addressed. The following section provides the specific objectives of the

current study.

1.4 OBJECTIVES AND RESEARCH QUESTION OF THE STUDY

The present study focuses on the performance objectives and performance indicators
for PPP projects in Malaysia. The study identifies the importance of performance
objectives and performance indicators for five aspects, that are, (1) before
construction begins, (2) financing and markets, (3) innovation and learnings, (4)
Stakeholders’ perception, and (5) Process of life cycle of PPP project. In particular,
the four objectives of this study are as follows:

1. To identify the important performance objectives of PPP in Malaysia;

2. To investigate the differences in the perception of the public and private
sectors of the importance of the performance objectives;

3. To identify the important performance indicators used in assessing PPP
performance in terms of the five aspects of PPP;

4. To investigate the differences in the perception of the public and private
sectors of the importance of the performance indicators in terms of the five
aspects of PPP.

To achieve the study’s objectives, the following research questions have been

developed:

1. What are the important performance objectives of PPP implementation in
Malaysia?

2.  Are there any differences in the public and private sectors’ perception of

the performance objectives?



3. What are the important performance indicators for evaluating PPP
performance in terms of the five aspects of PPP?
4. Are there any differences in the public and private sectors’ perception of

the performance indicators used in assessing PPP performance?

1.5 SIGNIFICANCE OF THE STUDY

This study is significant as it is expected to contribute in a number of ways. First, it
contributes to the existing literature on performance measurement particularly in the
context of the PPP in a developing country, namely Malaysia. Thus, it is hoped that
this research to some extent will fill the gap in the literature and provide some
empirical evidence concerning PPP performance specifically from a developing
country, namely Malaysia.

Second, the findings of the study can provide inputs to assist the relevant
government authorities such as UKAS with respect to improving the existing PPP
guidelines, which could help to ensure the achievement of PPP objectives through the
effective monitoring of relevant performance indicators.

Third, identifying the performance objectives and performance indicators that
are perceived by the public and the private sectors as important will assist in preparing
both of these key stakeholders to have a better and common understanding concerning
the PPP project performance objectives and indicators used to assess PPP project

performance, which should lead to better decision-making.



1.6 ORGANISATION OF THE STUDY

The study is organised into five chapters, which are structured as follows:

Chapter 1:

Chapter 2:

Chapter 3:

Chapter 4:

Chapter 5:

Introduction: This chapter presents the background of the study,
problem statement, study motivation, objectives and significance of the
study, and the organisation of the study.

Literature Review: This chapter contains a discussion of the PPP
concept and the characteristics and issues involved in implementing
PPP schemes in Malaysia by analysing documents and reviewing the
literature. It also presents a review of the literature on issues pertaining
to performance objectives and performance indicators for PPP projects.
Theoretical Framework and Research Method: This chapter
discusses the goal-setting theory proposed by Edwin A. Locke. It also
provides information on the research process and procedures carried
out in this study.

Findings and Discussion: This chapter presents the data gathered by
this study. It also discusses the results and findings of the statistical
analysis.

Implications, Limitations, Suggestions for Research and
Conclusion: This chapter highlights the implications of the study for
the various PPP stakeholders as well as the limitations of the study. It
also offers suggestions for future research and some concluding

remarks.



CHAPTER 2
LITERATURE REVIEW

2.1 INTRODUCTION

This chapter reviews the relevant literature on the Public Private Partnership (PPP)
and the performance measurements for PPP projects. The chapter is organised as
follows: Section 2.1 provides a definition of PPP, while Section 2.2 describes the
development of the PPP scheme in Malaysia as well as the characteristics and
structure of Malaysia’s PPP projects. Section 2.3 presents a review of the literature on
the objectives and performance measurements of PPP projects, while Section 2.4
highlights the gaps in the literature concerning PPP performance measurement, and

finally, Section 2.5 summarises the chapter.

2.2 DEFINITION OF PPP

The PPP is a popular procurement method used by the public sector worldwide to
provide public facilities or services (Shaoul, 2009, p. 27). Under a PPP, the
government engages the private sector by transferring a certain level of
responsibilities to them. Grimsey and Lewis (2002) define PPP as “a long-term
business relationship between the government and private sector to provide public
services whereby the risks and returns are shared”.

In addition, the PFI scheme, which was introduced in the UK in 1992 by the
Conservative Government, has been referred to as a method of using private finance
and skills to provide public services that were traditionally provided by the public
sector. In this scheme, the private sector is responsible for designing, building,

financing and operating facilities based on output specifications determined by the



public sector. On the other hand, the public sector is obliged to make regular payments
to the private sector providers for the use of the facilities throughout the contract
period, which normally runs for 25-30 years. The ownership of the assets either
remains with the private sector or is passed to the public sector based on the terms of
the original contract (Ismail and Pendlebury, 2006; Ismail, 2011, p. 51).

In the context of Malaysia, the PPP is defined as “the transfer to the private
sector of the responsibility to finance and manage a package of capital investment and
services, including the construction, management, maintenance, refurbishment and
replacement of public sector assets such as buildings, infrastructure, equipment and
other facilities, which creates a stand-alone business” (Ninth Malaysia Plan, 2006, p.
230). Even though the PFI is a subset of the PPP principle, the terms have been used
interchangeably around the world (PPP Guideline, 2009). In the context of the present
study, the PPP is defined as the collaboration and partnership between the public

sector and private sector in providing public services.

2.3 DEVELOPMENT OF PPP IN MALAYSIA

In Malaysia, the involvement of the private sector in the development activities of the
country began during the period of the Second Malaysia Plan (1971-1975). However,
the participation of the private sector during that period until the Third Malaysia Plan
(1976-1980) focused on increasing the investment of the private sector in multiple
business sectors such as manufacturing, agriculture, mining, construction and others to
support employment and output targets (Second Malaysia Plan, 1971; Third Malaysia
Plan, 1976).

The introduction of the Privatisation Policy in 1983 under the Fourth Malaysia

Plan (1981-1985) as part of the New Public Management (NPM) initiative was aimed



at facilitating the country’s economic growth, reducing the financial and
administration burden of the Government, reducing the Government’s presence in the
economy, lowering the level and scope of public spending and allowing market forces
to govern economic activities and improve efficiency and productivity in line with the
National Development Policy (NDP) (Privatisation Master Plan, 1983). Under the
Privatisation Policy, several methods were implemented such as the sale of assets,
leases, management contract, build, Built-Operate-Transfer (BOT), Build-Operate-
Own, Build-Operate, Build-Lease-Transfer and Land Development or Land Swap
(Abdul Rashid, 2013; Ismail and Asuhaimi, 2013). The privatisation programme was
continued until the Eight Malaysia Plan (2001-2005), when emphasis was given to
projects that would generate multiplier effects and upgrade the quality of services for
the population (Eight Malaysia Plan, 2000).

Since then, many initiatives have been undertaken to ensure the presence of an
efficient and effective government mechanism for continued economic development
and to enhance infrastructure facilities and public services (Eight Malaysia Plan, 2000;
Ninth Malaysia Plan, 2006; Tenth Malaysia Plan, 2011). In the Ninth Malaysia Plan
(2006-2010), the privatisation programme was streamlined by the introduction of the
PPP scheme using the famously used term, PFI, with the crucial aim of encouraging
the greater participation of the private sector in government projects (Ninth Malaysia
Plan, 2006). While privatisation involves the transferring of activities and functions
from the government to the private sector (Seventh Malaysia Plan, 1996), the PFI on
the other hand only transfers the responsibility to finance and manage a package of
capital investment and services to the private sector (Ninth Malaysia Plan, 2006,
p.230). Thus, privatisation and the PFI have unique characteristics, although both fall

under the same concept, the PPP (Abdul Rashid, 2013).

10



The partnership between the public and private sectors to provide public
infrastructure and services is further emphasised in the Tenth Malaysia Plan (2011—
2015). As announced by Prime Minister, Dato’ Seri Mohd Najib Tun Abdul Razak in
2010, this partnership of equitable sharing of risks and returns was established to drive
the economic transformation agenda (Mohd Najib, 2010). In relation to the
announcement, 52 high-impact projects worth RM63 billion were identified for
implementation using the PPP scheme, including seven highway projects, two coal
electricity generation plants and development of the Malaysia Rubber Board’s land
(Tenth Malaysia Plan, 2010). In addition, the government is also providing a
Facilitation Fund of RM20 billion during the five-year period of the Plan (2010-2015)
to help and encourage the private sector to get involved in the identified high-impact

PPP projects (Tenth Malaysia Plan, 2010).

2.3.1 Characteristics of PPP in Malaysia

The fundamental characteristics of Malaysia’s PPP as stated in the PPP Guidelines
(2009) include partnership relation between public and private sectors; public sector
procures specified outputs of a service for a concession period; private sector
determines the required inputs to achieve the indicated output, including to introduce
innovation into their designs and development to reduce overall costs; payment for
services is based on pre-determined standards and performance; concessionaires will
be responsible for the long term maintenance of the assets throughout the operational
tenure agreed upon; integration of design, construction, finance, maintenance and
operation (total package); transfer of assets at the end of the concession period
becomes an option to the Government; risk is allocated to the party who is best able to

manage it; and whole life cycle costing whereby PPP projects are usually awarded
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