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Motivation

• Recent trend in PPPs: Availability contracts are increasingly 
more popular:
– France, India, Canada, Brazil, USA, Mexico, South Africa, etc. have 

promulgated guidelines so as to bring in the availability contract after 
2003;

– “Mature” countries: UK, Australia and Japan. 

• Availability contracts versus concession contracts: the demand 
risk
– Availability contracts: it is the public sector that pays the private sector 

party for the service that it provides to users according to 
performance criteria  «PFI Model»;

– Concession contracts: the private provider is paid according to the 
demand for the service (either through user charges or through 
payments from the public authority).

 Demand risk allocation issue: either on the public authority or 
on the private provider 2



The Paper

 Risk allocation in a contractual relationship:

• Usual approach to this issue, principal-agent theory: an 
agent who bears more risk makes more effort:

– Iossa and Martimort (2008): when risk aversion and demand risk 
are high, availability contracts should be adopted.

• In this paper: incomplete contract framework: 

– Two contracting parties,

– One of the contracting parties makes a quality innovation effort 
(demand-enhancing effort),

– The agent who bears the risk (demand risk) can go bankrupt,

– If he goes bankrupt, he is replaced without costs.

 An agent who bears more risk makes less effort!
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The General Model (1/2)
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The General Model (2/2)
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Application to PPPs

6



7



Results

• Result 1: The public authority’s investment in 
adaptation is lower when she bears demand 
risk. 

• Result 2: The private provider’s cost reducing 
effort is lower when he bears demand risk.
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Policy implications

• Choice of the contractual design:

– When the benefits from adaptation are important, 
it is socially preferable to design a contract in 
which demand risk is on the private provider;

– When the benefits from cost-reducing efforts are 
important, it is socially preferable to put demand 
risk on the public authority. 

No contractual design is optimal and always 
dominant.
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Distribution of availability contracts by sector 
in a sample of 12 countries (by number of 

countries concerned for each sector)
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Thank you for your
attention
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Canceled or distressed infrastructure projects with 
private participation in developing countries, 1990–

2008
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Canceled or distressed infrastructure projects with private participation and associated investment, by region, 1990–2008

Projects Investment

Region Number As % of total In 2008 US$ billions As % of total

East Asia and Pacific

80 6.0 44.8 12.2

Europe and Central Asia

21 3.1 4.5 1.6

Latin America and the Caribbean

118 9.1 68.8 10.6

Middle East and North Africa

6 4.9 1.3 1.7

South Asia

8 1.8 5.3 2.9

Sub-Saharan Africa

34 9.2 2.7 2.9

Total 267 6.3 127.4 7.8

Source: World Bank and PPIAF, PPI Project Database.


