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Diversifying PPPs (3)
A consideration on risk reduction through purification of public benefits and
diversification of returns through direct connecting in PPPs

~ An approach to reducing capital costs in PPP financing ~

Fumihiro NAKAMURA
Professor
Course of Public—Private Partnership, Graduate School of Economics

TOYO UNIVERSITY

The project finance, which is generally used in the PPP projects, makes the
capital costs and structure formation costs increasing. One of the counter measures
is “bundling” , which combines projects with public benefits and private profits

On the other hand, another approach, “purification of public benefits” can be
considered. It means that governments simplify the public projects which are no
doubt for the public benefits and almost no chance for private profits, as the
governments do not attach them with other profitable projects. VFM can be ensured
with this approach.

Moreover, “purification of public benefits” can implement “direct connecting”
with the benefit recipients in the PPP projects. With it, governments can invite
local residents who obtain benefits of the PPP projects, as the equity investors.
Governments can design the lower capital return below what the general investors
demand at the market, for the equity investors of the local residents. Governments
can also decrease more the monetary return combined with the non—monetary return.

As a whole, “purification of public benefits” and “direct connecting” enable
the PPP projects to reduce the capital costs in the finance costs, such as loan

interests, equity returns and the overall project risks
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