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The article is devoted to the use of public-private partnership (herein PPP) as a
platform to overcome an important social and economic problems, chiefly those
related to the rehabilitation of the infrastructure damaged or destroyed by the
ongoing armed conflict in the east of Ukraine. The author provides the essence and
the legislative framework of PPP as a form of business relationship between the
state and her authorities and private companies (by means of concessions, joint
operation agreements, trust agreements and mixed contracts) about the projects
which will be of great public value. It should be noted that PPP refers to the
cooperation, which is based on trust and transparency, the appropriate division of
risks and costs among the public and private sectors. It has been proved that PPP is
the best way to utilise the means (both financial and non-financial) and expertise of
the private sector to build infrastructure “off balance.” It is also noteworthy that
Ukraine’s investment management system lacks a strategic vision at public
investment priorities. The author has worked out and outlined the strategy for
enhancing PPPs for the purpose of infrastructure rehabilitation on the territories that
were affected heavily by the armed conflict in eastern Ukraine. The primary goal of
this strategy is to renovate quality infrastructure and to create advantageous
conditions for sustainable and dynamic economic development in order to attract
domestic and foreign human and financial capital, and develop environmentally
friendly high-tech industries. At the same time, this strategy allows to reduce the
shortfall of infrastructure and to take pressure off the state and local fund budgets.
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KorouoBi ciioBa:

JIep>KaBHO-TIPHBATHE [apTHEPCTBO,
JIep>KaBHUH 1HBECTUIIIHHHI MTPOEKT, JOTOBIp
TIPO CIUTBHY JisUTBHICTB, IOTOBIp PO
yIpaBJIiHHS MaltHOM, 3MiIIAHUH JTOTOBIp,
iHdpacTpykTypa, KoHuecis, mexanizm JI1I1.

CrarTio MPUCBAYEHO aKTyalbHIA TeMi 00 BUKOPHCTAHHS MEXaHI3My JIep KaBHO-
npuBatHoro mapTtHepctBa (/IIIl) s BupimICHHS BaXIMBHX COLIAIBHO-
EKOHOMIYHHX MPOOJIeM, 30KpeMa TMOB’I3aHUX 13 BiIOYIOBOIO IMOIIKOMKECHUX 200
3pyHHOBaHHX O0’€KTiB iH(QPACTPYKTYpH BHACIIJOK 30pPOHHOrO KOH(IIKTY Ha
Cxinniit Ykpaini. Po3kputo cyTHicth Ta 3akoHonmaBui ocHoBu [IIIT sk dopmu
IJIOBUX BIHOCUH MDK Jep)KaBHMM Ta TNPUBATHUM CEKTOpaMH EKOHOMIKH (Y
BUIII/II JTOTOBOPIB PO KOHIIECIFO, CHUIBHY [iSUTHHICTH, YIPABIIHHA MaiHOM,
3MIIIaHOTO JOTOBOPY TOIIO) 3 MPUBOJY Peati3allii MPOEKTiB, 0 MATUMYTh BEITHKY
CyCHiTbHY KOpHCTh. BmsnHaueno, mo JIII1 sBise coboro chiBpOOITHUITBO MikK
JEP)KaBOK0 Ta TNPUBATHAM IIapTHEPOM, 3aCHOBaHE Ha JOBIpi Ta MPO30POCTi,
pO3MOT pU3KKiB Ta BigmoBigadpHoCcTi. [oBemeno, mio I e HaiOiab
NpHUBaOIMBUM CIOCOOOM BHKOPHCTAHHS pPECypciB (MK MaTepiaibHUX, TaK i
HeMmaTepiaJbHUX) Ta JOCBily THPHBATHOIO CeKTOpa Juisi  OyXiBHUILTBA
BEJIMKOMAcCIITaOHUX 00 €KTIB iHPpaCTPYKTypH.

Takok 3a3HaYUMO  BiACYTHICTh CTPATEridHOrO TMOIJIAAY HA MPIOPUTETH
JICP)KaBHOTO 1HBECTYBaHHs B VYKpaiHi, 1[0 HEraTUBHO BIUIMBAE HA CHCTEMY
IUTaHyBaHHS Ta YIIPaBJIiHHS JepKaBHUMH 1HBECTHIIISIMH 3arajioM. 3armporoHOBaHO
CTparerito BUKOPHCTAHHS Jep)KaBHO-NPUBATHOTO MapTHEPCTBA U BilOYyHOBH
3pyiHOBaHHX 00’€KTIB iHPPACTPYKTYpH BHACTIIOK 30poifHOro KOH(IIKTY Ha
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cxoni Ykpainu. ['onmoBHa Mera 1i€l cTpaTerii nomsirae B 3a0e3MeUeHHI HACEICHHS
SIKICHOIO 1H(PacCTPyKTYpOI0 Ta CTBOPEHHI CHPHUSATIMBUX YMOB IS CTalOro Ta
JIMHAMIYHOTO EKOHOMIYHOTO po3BUTKY JlyraHcekoi Ta JloHerpkoi obmactei 3
METOI0 3aJIy4eHHS BITYM3HSAHOTO Ta 3aKOPJOHHOTO KalliTaly Ta JIOACBKHX
pecypciB, a TakOXK PO3BUTKY €KOJIOTIYHO YHCTUX BHCOKOTEXHOJIOT1YHHX Tamy3ei.
Bomxouac po3poOieHa cTpaterist J03BOJISIE O0NATH iHQPACTPYKTYpHUH edinuT
Ta 3MCHILNTH HaBaHTA)KCHHS Ha OFOKETH IEP)KABHOTO Ta MiCIICBUX PiBHIB.

Statement of the problem

In recent decades, public-private partnership, hereinafter
referred to as PPP, has been recognized as an
extraordinarily beneficial form of realizing infrastructure
investments in the countries of North America, Western
Europe and the Asian region. However, more and more
projects are currently being realized in the form of
concessions all over the world.

In many transition economies, public-private agreements
have been successfully utilised as a governmental attempt
to link political interests with the state development
strategy. Thus, PPP has been identified as being an
efficient tool, serving the interests of municipalities and
citizens. At the same time, PPP refers to the formation of
new social and economic relations, which are based on
trust and transparency, the appropriate division of risks
and costs among the state and her authorities and private
companies. On this ground, the world PPP market has
started to develop providing more value for taxpayers and
investors.

A number of factors contributed to the proliferation of PPPs.
Firstly, the chronic infrastructure underinvestment and the
possibility of attracting private sector’s means, both
financial and nonfinancial, has made it the most popular
model of financing infrastructure projects throughout the
world. Secondly, PPP encourages the state to weaken her
role as a regulator of the economy as well as remains state’s
interest in further involvement of the private sector in the
provision of public services. Finally, PPP has been regarded
as a remedy to foster competition and transparency in
liaising with private enterprises.

There is some evidence to suggest that PPP stimulates
economic growth and technology transfer by combining
the project cycle works on design, construction, execution
and financing into one agreement, which must be
concluded with a consortium of participating companies,
which in turn bear distributed operational risks.

In current conditions Ukraine requires immediate
infrastructure  upgrading, foreign investment and
dissemination of experience and best practices of countries
with a longer history of PPP implementation. For this
reason, PPP can be a platform to address important social
and economic problems, chiefly those related to the
rehabilitation of the objects of infrastructure and
residential buildings damaged or ruined by the ongoing
armed conflict in the east of Ukraine.

In this article, the author reviews the essence and the
legislative framework of PPP, highlighting its potential
role as well as discussing the main stages of the strategy
for enhancing PPPs for the purpose of infrastructure
rehabilitation in the conflict zone of eastern Ukraine.

Analysis of recent studies and publications

There is a growing body of foreign and domestic literature
that recognises the importance of managing public
investment projects by means of PPPs and concessions.
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Works of V. H. Varnavskyi [1], L. L. Hrytsenko [2], A.
V. Klymenko [1], V. A. Korolov [1], C. I. Rassadnykova
[3] are devoted to analysing the cooperation and risk
division between public and private partners, suggesting
and justifying effective forms and models of PPP.

L.L. Antoniuk [4], V.H. Hornyk [5] and A.M. Poruchnyk
[4] in their publications focus on the issue of enhancing
the competitiveness of national products through
innovative economic renewal. The practical aspects of
formation the strategies for innovative development of
the national economy are highlighted in the work of S.M.
Illiashenko [6].
However, the need to stimulate economic development
through infrastructure investment and to overcome
macroeconomic imbalances in Ukraine has risen up the
necessity of improving the efficiency of public investment
management. So far, very little attention has been paid to
thorough analysis of the existing problems of the
functioning PPPs and public investment management
mechanism, as well as the development of
methodological approaches to formulate a general
strategy for enhancing PPPs in Ukraine.
Objectives of the article

The purpose of the article is to define the essence and the
legislative framework of PPP, to highlight its potential
role and to develop the main stages of the strategy for
enhancing PPPs for the purpose of infrastructure
rehabilitation in the conflict zone of eastern Ukraine.

The main material of the research
Newly, a considerable amount of economic literature has
grown up around the theme of public-private partnership
and traditional procurement procedures. PPP can broadly
be defined as cooperation between public entities and
private partners in order to perform projects of great public
importance and to meet environmental targets. It
encompasses profitable and efficient business relationships
for realizing large infrastructure investments. PPP is carried
out on a contractual basis in the forms of concession, joint
operation agreement, trust agreement, mixed contract, etc.

In the Ukrainian law, the legal framework for PPP is
established by two acts and a series of rulings by the
Cabinet of Ministers of Ukraine that regulate the
cooperation between public entities and private partners:

1) the act of July 1, 2010 No. 2404-VI on public-private
partnership, hereinafter referred to as the Act on PPP;

2) the act of July 16, 19990 No. 997-XIV on concessions.

In accordance with the Act on PPP, state or territorial
communities represented by local authorities can serve as a
public entity, as well as legal entities, except public
enterprises and utilities, or entrepreneurs can act as a
private partner. In addition, a private partner can be
represented by a group of firms called a consortium.

The objects of public-private partnership are owned by
state or local governments and are sometimes equated with
public infrastructure and services.
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Extensive research on the theory and practice of PPPs has
shown that they can be used widely in the following
sectors: electricity generation, water and sanitation, solid
waste, district heating, transport, transmission and
distribution, telecommunications, sports facilities, clean
technology, mass catering, etc.

The successful and wide implementation of public-private
agreements also strongly encourages certain prerequisites,
namely:

— the favourable conditions for developing business;
— the stable, clear and transparent legal framework for PPP;

— the fair and transparent division of risks among PPP
participants and in-depth analysis of PPP projects;

— the public-sector accountability and competence in the
tendering process and infrastructure contracts design and
implementation [1].

In addition to determinants mentioned above, the decision
on implementation PPP depends on many other factors,
particularly: the agreeing ownership of the infrastructure
unit, its management and maintenance, sources of financing
(who will fund the project and in what proportions), the
nature of risk transfer between partners, the duration of the
contract.

Furthermore, the synergistic effect of cooperation between
the public entity and the private company generates a wide
range of benefits for each party. Let us consider what the
advantages and disadvantages of PPP are for both partners.
Potential benefits from PPPs for governments are the
following:

— the receipt of additional resources such as financial,
material, cutting-edge experience, the adoption of
innovative forms of project financing, the generation of
budgetary savings, the risk transfer;

— the implementation of socially important projects that
would be impossible under other conditions;

— the improvement of the quality and volume of public
services and goods consumed, as well as reducing the cost
of their provision;

— the encouragement of further upgrading of the primary
industries;

— the preserving control over the general strategy of
infrastructure development;

— the saving or creating new work places;

— the better integration of science, education and
production;

— the coordination of public and private research and
development, ensuring the commercialization of scientific
results;

— the development of the ‘government — business’ dialogue
[2].

In turn, a private entity receives the upcoming advantages:
— the expanding the market niche, access to previously
closed sectors of the economy (for instance, infrastructure,
housing services, healthcare, social sphere, etc.), liaison
with authorities (especially, permitting authorities);

— the possibility of obtaining subsidized loans under state
guarantees, the attraction of budget funds to the project, the
guarantees of investment return;

— the acceleration of improvement in the legislative
framework for PPP and concessions through ‘government
— business’ feedback;
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— the creating a positive image of a private partner in
society.

In connection with this, there is a need to consider the long-
term impact of PPPs on society. PPPs are aimed at better
performing public tasks and meeting the needs of citizens.
In this respect, as a result of public-private agreements, the
public receives goods or services of better quality while the
price is reduced due to economies of scale, the introduction
of new technologies or reduction of overhead costs along
with accelerating the infrastructure construction and
upgrading.

In practice, however, there are two main obstacles that
heavily influence the likelihood of project performance
failure under the PPP agreement. First, while budget
planning one should take into account that the budget
expenditure will rise, increasing the strain on budgets.
Second, PPP-based project management requires
appropriate  managerial competencies from the state
authorities, which, for its part, requires a corresponding
increase in the educational level of public servants.

Alternative factors that restrain the success of a PPP project
were specified by E. lossa and S. Saussier, namely:

— the tender and contract design and the contract
management;

— the characteristics of the targeted sector and the market
structure;

— the degree of macroeconomic instability;

— the country’s regulatory and institutional framework [7,
p. 36].

Despite the fact that the efficiency of PPP projects depends
dramatically on institutional factors, public-sector
accountability and competence, the role of PPPs and
concessions in the provision of public infrastructures and
services is still increasing in many countries of the world.
Today Ukraine requires immediate infrastructure upgrading
and rehabilitation, especially in the conflict zone of the
eastern part of our country. This is demonstrated by
Kharkiv Human Rights Protection Group’s report on the
loss of civilian population, destruction of housing and
infrastructure as a result of the armed conflict in eastern
Ukraine. The consequences of this conflict for civilian
objects on the territory, where in 2014-2018 there were
hostilities, and along the demarcation line between the
occupied territories and the territories controlled by the
government, are summarized in the following data.

By July 2016, in total near 90 000 objects of infrastructure
and residential fund, including social and cultural,
educational and medical objects, were ruined in Luhansk
region, meantime 8,8 billion hryvnias were needed for their
restoration [8, p. 31].

In 2015 Luhansk region received from the Cabinet of
Ministers of Ukraine costs in the amount of 145,8 million
hryvnias, which were used for renovation of schools, medical
institutions, objects of the municipal sphere and private
households [8, p. 31].

As of December 2017, in Luhansk region, there were 7057
objects of the residential fund destroyed and damaged;
among them 6543 objects of the residential fund of private
property, and 514objects of the residential fund of
municipal and state property [8, p. 31].

In Donetsk region up to December 2017, there were 7403
objects of infrastructure destroyed and damaged, including
7158 residential buildings [8, p. 32].
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Relying on data collected from international resources and
assessed by the Razumkov Centre, and bearing in mind
asymmetric  information problems and lack of
contractibility of quality dimensions, overall economic
losses from the occupation of Donetsk and Luhansk
territories range between 0.9 billion dollars and 300 billion
dollars [9, p. 42].

However, as we have seen, Ukraine nowadays suffers a
significant amount of infrastructure investment and this
trend will continue in the coming decades. Under
conditions of budget constraints, fiscal deficit and public
debt, current state infrastructure funds are very limited.
According to the World Bank’s report on Ukraine’s
economy, in 2018, the fiscal deficit was 2 percent of gross
domestic product (GDP), whereas public debt was 63
percent of GDP [10].
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In the meantime, there are no serious changes and reforms
in promoting and supporting PPPs in Ukraine. Consistent
with the data of Ukrainian central and local governments,
as of January 2019, there were 189 PPP contracts
concluded; among them only 58 existing contracts (42
concessions, 15 joint operation agreements, 1 public-
private partnership agreement), and 131 contracts that were
not implemented (4 contracts expired, 14 contracts
terminated, 113 contracts are not implemented) [11].

In reference to above, the largest number of PPP contracts
concluded since January 2019 was in water collection,
purification and supply (27 contracts), natural-gas
production and transportation (12 contracts) and health care
(9 contracts) (Fig. 1).

m Prospecting and exploration of
mineral deposits

® Infrastructure
® Healthcare
= Natural gas production /

transportation

® Water collection, purification
and supply

® Tourism

Fig. 1. Number of PPP contracts concluded by sector, which are implemented as of January 2019
Source: [11]

It should be noted that the national legislative framework
for PPPs and concessions has a set of contradictions; the
existing mechanism of PPP needs further converging to
international standards and best practices. Besides, the
state’s investment management system lacks a strategic
vision at public investment priorities.

There would therefore seem to be a definite need to
formulate the strategy for enhancing PPPs for the

purpose of infrastructure rehabilitation on the territories
that were affected heavily by the armed conflict in
eastern Ukraine, along with reducing the footprint of the
state in the business sector and facilitating public
investment.

Let’s outline the main challenges and stages of
implementing this strategy (Fig. 2).

Stage 1. Profound analysis of state of infrastructure objects in Donetsk and
Luhansk regions, defining the comparative advantages of and obstacles to
Donetsk and Luhansk regional development, investigation of regions’
innovative, scientific and economic potential and needs.

Stage 2. Study of the world best practices on PPPs and concessions for
infrastructure restoration, attraction of foreign experts and professional
advisors for public entities in carrying out large-scale projects.

Stage 3. Setting targets for PPPs in infrastructure restoration in suffered
areas and establishing public investment priorities.

Stage 4. Development of the effective mechanisms for engaging large and
small foreign and domestic enterprises to cooperation.

AYATAYA'

Stage 5. State and general public control over implementation of PPPs and
investment priorities in Donetsk and Luhansk regions.

Fig. 2. Strategy for enhancing PPPs for the purpose of infrastructure rehabilitation in Donetsk and Luhansk regions
Note: built by the author alone
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The primary goal of the suggested strategy is to renovate
quality infrastructure and to create advantageous
conditions for sustainable and dynamic economic
development in order to attract domestic and foreign
human and financial capital, and develop
environmentally friendly high-tech industries.

Therefore, this strategy demonstrates how efficiently to
use PPPs for reducing the shortfall of infrastructure and
taking pressure off the state and local fund budgets.

Conclusions

Taken together, these findings suggest a role for PPPs and
concessions in realizing infrastructure investments and
promoting cooperation between public and private entities.
At the same time, this cooperation would be inefficient
without a consistent strategy for its implementing.
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In order to ensure Donetsk and Luhansk regions’ recovery
and economic development under proposed strategy it is
important;

— to create conditions to improve the performance of local
companies and facilitate their access to new markets with
existing products;

— to support the preservation, utilization and development
of scientific potential of these regions;

— to increase in range and quality business advisory and
extension services;

— to improve transport and logistics infrastructure;

— to enhance the willingness of public and private sectors to
cooperate.
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