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Abstract: In recent decades, involvement of the private sector in providing goods and services of public importance has been growing, primarily in the area of infrastructure. The main reasons for the creation of public-private partnerships are dissatisfaction with traditional methods in the field of public procurement, development of financial markets and project finance, as well as the introduction of a new form of partnership management. The concept of a public-private partnership is inherent not only to countries facing difficulties with the budget deficit, including Serbia, but also to other countries worldwide.

The objective of this study is to elaborate the possible uses of the public-private partnership model in financing and executing local government projects. The implementation of the concept of public-private partnerships enables local governments to achieve more efficient management, quality construction and efficient delivery of public services. Public-private partnerships enable overcoming budgetary constraints, contribute to more efficient and higher quality construction, strengthening of public administration, fastening implementation of projects, enable reducing overall costs, adequate division of risk between the parties, better quality of service, additional revenue, thus contributing to many benefits for the population. 
The study is based on secondary data, using the main conclusions from extant scholarly publications and cases of best practice. The main results suggest that in the early stages of public-private partnership concept implementation, public administration plays a very important role, because it must have the capacity to negotiate and manage each project, and if necessary hire appropriate aides. Therefore, it is advisable to start with smaller projects, which are mainly suited to the local government. 

The study indicates the main reasons for employing the public-private partnership model in financing and executing projects of local governments. In particular, the study suggests potential uses of public-private partnerships in financing infrastructure projects of local governments in Serbia. 
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1. Introduction

The increasing need for the construction of new public infrastructure and improvement of the existing, as well as for providing adequate services of general interest, has conditioned the need for finding new ways of financing projects. This need is particularly evident at the level of municipalities and cities. Local development planning based on public revenue is not a sufficient basis for rapid development of the local community. It is therefore necessary to supplement corporate financing with modern methods of market financing.

One such modern method appearing in local government financing is a public-private partnership, which represents a specific form of financing that is primarily suitable for the implementation of infrastructure and industrial projects. It represents a complex process in which an investor expects repayment of the borrowed funds solely from the cash flows generated by the infrastructure project itself. This is why appropriate risk allocation represents a key part of quality financing through public-private partnerships, as well as the fact that it combines the experience and knowledge of the private sector with the monitoring function provided by the public partner.

The idea to get private companies involved in the realization of traditionally public infrastructure projects made way for the development of public-private partnerships. A public-private partnership as a financing model is most often used for funding infrastructure projects of public importance, such as: highways and road facilities (bridges, tunnels) with a potential for collection of pay toll, followed by railroads, harbors, airports, pipelines, refineries, electrical power plants, social infrastructure (hospitals, schools, prisons, community buildings with different purposes for certain categories of the population), utility infrastructure (water supply network, waste water treatment, waste disposal), as well as facilities used by government institutions and other specialized services sectors.

Seeing as how the private entities’ motive to participate in the implementation of infrastructure projects is an appropriate financial rate of return, which should be proportional to the possible profits from investing in alternative projects with a similar risk, the partnership structure between private and public capital is formed in such a manner that it provides an adequate rate of return. Accordingly, it can be said that partnerships between state and private capital represent joint ventures in which entrepreneurs and the government work together, contributing jointly to make the realization of infrastructure projects faster and more efficient.
 According to Miller and Lessard (2003), the private share in the total investments into infrastructure at the end of the last millennium has fluctuated between 9 and 13% in Germany and France, and 47 and 71% in the United States and Great Britain, respectively.

A partnership between the public and private sectors represents an agreement between a state and private enterprise, in which the private partner is entrusted with performing certain functions in the realization of the project (design and planning, construction, financing, operation and maintenance, revenue collection). Certain benefits are realized by entering into such a contract, such as the private sector’s ability to provide favorable options for long-term financing, as well as insuring such financing in a much faster and more flexible manner. Public-private partnership contracts are concluded on a long term basis, between 25 and 30 years.

It can be said that public-private partnerships contribute to a more efficient use of resources on both sides and in several ways. The author Cumming (2007) points out that the state is able to focus on its core competencies and not have to spend its resources on projects that are not sufficiently relevant. Again, if the private sector is adequately utilized in the domain of ​​skills, experience, technology and innovation, the public services that are provided will be at a much higher level (Tang et al, 2013). A very important advantage of public-private partnerships is the allocation of risk at various levels between the public and private sectors (Shen et al, 2006).
Along with the process of infrastructure commercialization, the importance that the private sector can play in improving the efficiency of infrastructure construction as well as its management has become recognized, and especially in the final phase of a project’s construction. The coming together of the supply and demand of the public and private sectors on the market has led to more efficient financing of infrastructure projects at the level of local self-government.

Thanks to its advantages, the financing of projects through public-private partnerships has become very common and popular in many countries. However, along with the increasing application of this model a certain number of problems appeared, and even failures in the management of projects that are financed in such a way. One of the key reasons for this is inadequate application of this model’s procedures, as well as an inadequate initial setting of the model. Therefore, the design of a public-private partnership’s structure is very important for its success (Meunier, Quinet, 2010).
2. The need for infrastructure
Infrastructure is easy to recognize but rather hard to define. It can be said that it represents a “key input of the economy”
 and the “essential input of economic activity and development”
. Investing into infrastructure secures “basic services for the industry and households”
. In the last few decades the needs for infrastructure have increased dramatically throughout the world, seeing as how infrastructure systems (transportation, electricity, telecommunications, water, etc.) play one of the leading roles in economic and social development.

Infrastructure is a means that ensures the delivery of goods and services that promote prosperity and growth, and it contributes to a better quality of life. It provides for an increase in the social welfare, health and safety of citizens, as well as the quality of their environment. In the past, infrastructure has provided significant social and economic benefits, thus it is expected to continue to be an important factor of economic and social development. It represents a dominant connecting factor of different world economies, development, as well as social dependency on the smooth delivery of infrastructure services.

The rapid pace of growth of the global economy is creating an increasing pressure on infrastructure. Consequently, the needs for infrastructure in various countries are ever increasing. The expected growth of the global economy is an average of 3% per year until the year 2030, by which there will be a significant difference between the developed and developing countries (the expected increase in investments into infrastructure in developed countries amounts to 4% per year, while in developing countries it will be about 2.4%).

Strengthening and upgrading of existing infrastructure and the general development needs that impose the construction of new, advanced infrastructure, represent a very difficult task for the public sector to achieve on its own, especially considering its fiscal constraints. Bearing all this in mind, public-private partnerships represent a desirable model for financing infrastructure projects. Seeing as how developing countries have a development strategy that implies precisely a higher rate of growth in the future, this accordingly implies the need to attract and involve private capital in the financing of infrastructure (Cathay, 2012).

An inadequate level of investments in infrastructure can have a significant negative effect and reduce the quality of urban life, as well as economic vitality in general (Clark, Root, 1999).
In some countries, the private sector, i.e. private capital, has traditionally had a significant presence in the financing of infrastructure projects. Its development and greater participation in local infrastructure financing has been in particular contributed to by privatization. Privatization and private funding has enabled the Government to achieve an improvement of infrastructure without raising taxes or issuing government and municipal bonds. The result is that the activities related to the design, development and management of infrastructure have been handed over to the private sector, which includes a far wider circle of suppliers, engineering of manufacturing and construction companies, as well as providing new positions to investors, developers and property owners.

The most important responsibilities that cities and municipalities have when it comes to local development planning are in the domain of land, its development, utilities, management of commercial facilities, adopting programs and action plans for improving the state of the environment, as well as the responsibilities associated with local infrastructure. Particularly important responsibilities are those relating to what is informally called small business (passenger transportation, line shipping, tourism and catering, crafts and trade), but also activities that have the potential in certain areas to grow into the small business category (use of areas with natural healing properties and the development of tourism).

The Law on Local Self-Government of Serbia that was adopted in December of 2007, for the first time provides that cities and municipalities adopt programs and implement projects for local economic development, as well as care for the improvement of the general economic framework within the local government unit. This provision merely legalized the practice that has already existed for many years in a large number of our municipalities, and it happened as a response to the fact that economic development, an increase in employment rates and the improvement of living standards, are clear priorities that citizens place not only before the central government, but the local authorities as well.

All of these legal powers of local self-government make sense if the cities and municipalities possess the financial capacities to adopt and implement their development plans.
3. Sources of financing for local government – the case of Serbia
Local government financing implies the availability of certain sources and amounts of funds that will be sufficient for financing relevant tasks. A poor balance between income and expenditure leads to an imbalance between the central and local units of government. Hence, the existence of mechanisms to balance these relationships represents one of the ways of solving this problem. Local government revenues are divided into three major groups
: 

1. source revenue; 
2. assigned;
3. transferred. 

This division is based on the degree of control that local governments have over the amount of funds that will be collected. 
3.1. Source revenue for financing local self-government
Cities and municipalities have the greatest degree of control over source income, seeing as how this is income whose rate is determined by the local self-government, even if the rate is limited by a legal act at the level of the Republic. Examples of source income which accounts for about 30%
 in the total local government revenues, which is at the level of the European average, are property taxes, fees for the development and use of land, utility taxes, proceeds from leased property, etc. 
The right to determine the rate of source income, as well as exemptions and benefits, is one of the main powers available to the local self-government in encouraging economic development. Local governments can use that authority to provide lower rates or higher exemptions in an attempt to attract investors to their municipalities, in order to facilitate projects such as social housing, or to encourage certain activities such as certain crafts that are threatened with extinction.

The European Charter of Local Self-Government places great importance on the powers of local self-government to levy its own taxes. The extent to which the powers and responsibilities of local government are actually enforced largely depends on: 1. the scope of the public services they are financing; 2. whether their revenues are proportional to their obligations; 3. how much of a real choice they have in the allocation of their budget to individual services; 4. whether they are able to determine the rates of their taxes and fees (which allows them to adjust their consumption levels and be accountable towards the taxpayers).

A local self-government unit is entitled to the source revenues that are realized within its territory, as follows
:

1. property taxes, excluding taxes on the transfer of absolute rights and taxes on inheritance and gifts; 

2. local administrative fees; 

3. local utility taxes; 

4. residence tax; 

5. fees for construction land use; 

6. fees for construction land development; 

7. fees for the protection and improvement of the environment; 

8. revenues from concession fees for the provision of public utilities, as well as income from other concessions that a local self-government unit concludes in accordance with the law; 

9. fines imposed in misdemeanor proceedings for offenses prescribed by a local self-government council, as well as confiscated assets in such proceedings; 

10. revenue from leasing state-owned real estate used by a local self-government unit and the indirect beneficiaries of its budget; 

11. revenue from the sale of movable assets used by a local self-government unit and the indirect beneficiaries of its budget; 

12. revenue realized through the activities of agencies and organizations of a local self-government unit; 

13. interest income on the funds of a local self-government unit’s budget; 

14. revenue from donations to the local self-government unit; 

15. revenue from voluntary tax; 

16. other revenue prescribed by the law.

3.2. Assigned sources of financing local self-government
When it comes to assigned revenue, the local self-government has no influence on the rate of such revenue. On the other hand, it is able to increase the revenues from assigned taxes by increasing their tax base. A good example of an assigned tax is the tax on earnings. Namely, the tax rate is determined by the Republic (12%), while the law stipulates that the local self-government receives 40% of the collected funds.
 
Efforts to increase the number of jobs also increase the tax base on wages, and therefore the revenue received by the municipalities. If we bear in mind that the revenues from payroll taxes do not go to the municipality in which an employee works, but to the municipality in which he or she resides, it is clear that municipalities that are active in training their workforce have the opportunity to increase their revenues from payroll taxes, based on the fact that a well-trained workforce can more easily find employment in neighboring municipalities as well. 
3.3. Transferred sources of financing local self-government
In the event that neither source nor assigned revenues are sufficient to ensure the financing of public affairs within the jurisdiction of a local self-government, the state must establish additional sources of their income. There are several ways to implement this demand, because relying solely on the above sources of financing can cause certain negative effects in the functioning of the country’s public finance system. In this sense, it is possible to apply an inter-budget transfer mechanism. Application of this financing method is based on the transfer of funds from the budget of one political and territorial district into the budget of one or more other units of local self-government.

In the case of transfers, the used criteria are beyond the control of the local self-government, thus it is practically unable to influence the amounts of the transfers. A good feature of our local self-government financing system is the fact that cities and municipalities that are successful in increasing their source revenues are not penalized by a reduction in their transfers.

The conclusion is that the more dynamic municipal leaders typically opt for higher source revenues, because by using their influence to increase the tax base, they are actually affecting an increase in their revenue. Others rely more on assigned revenues and transfers because they receive the money regularly, without having to impose taxes on their fellow citizens and be rigorous in their collection.

3.4. Borrowed sources of financing local self-government
In terms of local development, it is considered that “debt is a good friend”. Namely, instead of constructing infrastructure projects such as, for example, district heating pipelines over a period of more than 10 years from the current budget surplus, it is considered much better to take a loan and construct the district heating system, and then pay off the debt from the current surplus together with the revenues from the pipelines. Not only is this economically more efficient, but it is also considered to be more socially justified because the burden of financing the infrastructure project is not heaped on only one generation, but is also paid off by the next generations who will benefit from it as well.

However, the opportunities for local self-government borrowing are limited, most of all by the provisions of the Law on Public Debt, according to which the total outstanding debt of local self-government at any time cannot exceed 50% of its revenue budget from the previous year, while the total amount of the annuity in one year is limited to 15% of last year’s income
. The assessment of financial experts is that the majority of our municipalities were indebted below their potential, but it is possible that the global economic crisis and the practice of borrowing in Euros will in the future bring a number of municipalities into financial trouble.

Starting not before the year 2011, local self-governments in Serbia have the ability to finance infrastructure projects by issuing municipal bonds. So far, two local governments have funded the construction of infrastructure projects by issuing such securities. These are the cities of Novi Sad and Pančevo. The total value of these investments will be around 35 million euro. As opposed to its surrounding countries, Serbia has quite late begun to implement this type of financing when it comes to infrastructure projects. The reasons came from several directions: legislation (public debt, local self-government financing, and the capital market), a lack of knowledge and experience, a large presence of international financial institutions as a source of funding, and so on.

Municipal bonds are a part of everyday life in many countries in transition, and they have proven to be a good way to expand the circle of potential local government lenders from commercial banks over to the citizens, who can be motivated to invest in municipal bonds: for profit, and in order to support the realization of projects for which they also have a personal interest.

4. Financing local self-government infrastructure through public-private partnerships in Serbia
Developed European countries have been applying the concept of financing local government infrastructure through public-private partnerships for a long time, but in the last ten years they have also been joined by other countries that had not applied this financing concept before. They are encouraged to do so by the benefits demonstrated from successful practices in countries such as Great Britain, France and Spain. However, in 2012, the financing of infrastructure through public-private partnerships recorded the lowest volume in the past ten years, where the financial structure was closed for “only” 41 projects of a total value of 6 billion Euros
. 
There are currently two types of public-private partnerships in Serbia:
· Contractual public-private partnerships, which appear in the form of “entrusting certain activities” to a private investor and 

· Public-private partnerships of entities under mixed ownership (an institutional public-private partnership).

Companies under mixed ownership are often referred to as “joint enterprises”. They are established jointly by the private and public sectors, or through partial privatization of a public enterprise. The highest recorded inflow of private capital through public-private partnerships in Serbia, so far, has been in the sectors that require less investment (services such as a parking or waste management). In addition to the financial investment being lowest in these fields, they also carry the lowest risk. The water and sanitation sectors require the largest investments.

When we look at the level at which the public-private partnership appeared, successfully implemented projects through public-private partnerships at the national level are almost nonexistent. At the local level, at the same time, projects occur in several different fields, through a) the provision of utility services, and b) the construction and reconstruction of public utility facilities.

The first group includes parking services, park maintenance, local public transport, garbage collection, waste transportation and disposal, the provision of market services, cleaning of public areas and the provision of cemetery services. The second category includes the construction and reconstruction of the following communal facilities: landfills, water distribution systems, wastewater treatment systems, district heating distribution systems, facilities for the provision of market services, and public garages.
Seeing as how the provision of utility services has evolved, it is interesting to point out the potentials of infrastructure development through public-private partnerships on the example of waste management, which began to be applied in the development of local self-government in Serbia in the year 2004.
4.1. An example of the application of a public-private partnership in the development of a local self-government in Serbia
When it comes to public-private partnerships in the area of ​​waste management, we can firstly see that a separate company is formed for collection and transport, and a separate one for landfill management. Until now, nearly all arrangements of public-private partnerships in Serbia were based on the concept that the public-private partnerships are under the majority ownership of the private partner. The private partners are most often based on foreign investments, except in one case in which there is a mix of domestic and foreign capital.

The services are charged directly to the population, resulting in a higher level of territorial coverage, and at the same time, a higher rate of collection. A part of rural households was for the first time offered the service of organized garbage collection. The prices remained roughly the same as what the public-utility companies charge, but there was an introduction of improved selective collection of recyclable waste.
With private investments into newly constructed landfills, the disposal fee is paid to the landfill operator by the local government directly from the budget, or by the citizens through the cost of the garbage disposal services.

The risks faced by the participants in public-private partnership projects can be classified according to the parties that are facing them
:

a) waste collection companies (risk of a low level of collection from citizens and uncertainty of the local government’s approval for increasing prices);
b) landfill operators (insufficient amounts of waste and a financial situation in the local government that may affect irregular payments of the agreed upon fee for disposal);
c) users of the services (a monopoly position and behavior of operators who seek to protect such a position with longer-term contracts, conclusion of insufficiently precise contracts due to a lack of experience and capacity, as well as potentially high penalties for termination of a contract).

The private companies that concluded public-private partnership contracts with municipalities in the public waste sector can be classified into two groups, as shown in the following table.

	Collection and transportation of communal waste
	1. Brantner Walter GmBH

2. Trojon &FischerEKO

	Collection and transportation of communal waste + financing of the construction of landfills according to EU standards, as well as management of these landfills
	1. Porr, Werner & Weber

2. A.S.A. EKO


Each of the above mentioned four companies experienced similar problems caused by insufficiently developed awareness regarding the potentials of public-private partnerships for local self-government development. In order to get a better understanding of the foregoing, it may be the best to use the example of Brantner Walter GmbH.

Brantner Walter GmbH is an Austrian waste management company, which is registered in Serbia under the name Brantner Waste Economy Ltd. The services it provides are the collection and separation of waste. This company has contracts with the Vojvodinian municipalities of Novi Bečej, Kovačica, Kanjiža and Opovo.

After the conclusion of a contract on taking over the given utility, they also took over the Public Utility Company’s employees who are engaged in the collection and transportation of waste. The waste is now disposed at an (approved) location, as opposed to the dumping at several different locations that was being done during the previous period.

The company has no right to raise the price of services without the prior approval of the competent authority. However, due to the fact that all terms of the agreement were unknown to the general public, in the municipality of Kanjiža in late 2012, when the private partner initiated a procedure to change the method of charging for its services (from charging per square foot, to charging per garbage can), disputes have occurred as well as resentment from the users. This shows that any change is difficult to accept, so it is essential that the partnership agreements are better and more accurately defined, but also presented to the public, so that the users (due to a lack of information) would not have a “sense of injustice” that is being “inflicted” on them by a private company. 
5. Conclusion 
The concept of public-private partnerships represents an established systematic approach of many governments and local self-governments around the world to financing local infrastructure. Over the past few years, municipalities in Serbia have also made the first trial steps towards the implementation of public-private partnerships, mainly in the utilities sector. The ever growing need for new investments in traditionally neglected sectors, such as public transport, district heating, gas supply and solid waste management, has forced the local authorities in Serbia to establish public-private partnerships and open the door to more innovative forms of providing utility services. This is the main reason why much is expected of the new Law on public-private partnerships and concessions.

The local authorities in Serbia are still in the early stages of the process of establishing the political, legal and administrative framework that would facilitate the development of public-private partnerships. Public accountability must be regulated by a strict and complex legislative framework, which may in turn limit the desire and the capacity of the private sector to become involved in such partnerships. On this road, the examples from neighboring countries may be found useful, which illustrate good experience in certain areas. Croatia, for instance, has made a significant advance when it comes to financing social infrastructure through the use of public-private partnerships, which is worth serving as a good example.

From the aspect of public authorities, the problem occurs with the loss of control over its resources, as well as insufficient competence for contracting partnerships with the private sector. At the same time, private companies fear the unstable political and legal environment, as well as the lack of clearly defined rules of the game which they may or may not be ready to face, which can all result in material damages.

Despite the certain aggravating circumstances that are undisputedly present, Serbia has the opportunity to develop the public-private partnership concept in the funding of projects in the most significant areas. What still remains a challenge, however, is the selection of an adequate organizational model that will minimize the disruptive factors, while at the same time maximizing the benefits.
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