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BUSINESS MODELS

OF ATTRACTING FOREIGN INVESTMENT IN LEBANON

Lebanon remains a country of openness to foreign direct investment and the Lebanese economy
still has sufficient solvency to attract investment. But from the other hand Lebanon is considered one
of the top that refer to corruption in its economy, in addition the monopolism, a high rate of inflation,
and high rate of unemployment. Many steps should be taken into consideration to change the situation
as increasing productivity and efficiency, or public sector reform and decentralization: a modern and
flexible government, fiscal policy: a new tax policy should be settled, and adopt a public-private part-
nership investment type. There is described the types of public-private partnership in the article ac-
cording two basics: allocation of risks and responsibilities and commercial control over assets. PPP
projects are characterized based on the following parameters: type of asset involved; functions the pri-
vate party is responsible for (design, build or rehabilitate, finance, maintain, operate) and how the pri-
vate party is paid. Thus, the author summarized three models of attracting foreign direct investment in
Lebanon and suggested new model the essence of which is a creation of a new company (public party
and investor) that provides all services and project each specialized in domain (building, operation, in-

frastructure and ect.).
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Introduction. Partnerships between government
and the private sector have been around for millennia.
Some scholars have described ancient Rome’s “bread
and circuses” as the world’s first public-private part-
nership (PPP). For others it was Athens. In the 17th
century, the Canal du Midi in Toulouse, France, was
built and managed by a private sector entity in part-
nership with King Louis XIV. The first PPP toll
bridge in America has been traced back to 1654 and
has been jokingly referred to as “Ye Old PPP.’

Interest in new models of procuring public as-
sets exploded in the 1970s and 1980s in response to
growing public debt, especially in a high-inflation
economic environment. Government debt and other
fiscal strains also drive many PPP deals today.

The literature identifies the 1990s as a starting
point for the modern PPP era. Particularly in Brit-
ain, where John Major’s Tory government enacted
a Private Finance Initiative law that represented the
first systematic attempt to facilitate more public-
private partnerships. Continent wide, there were
some 1400 PPP deals consummated in the Europe-
an Union from 1990 to 2009 with a value estimat-
ed at 260 billion pounds [1].

Main part. A public-private partnership (PPP,
3P or P3) is a cooperative arrangement between
two or more public and private sectors, typically of
a long-term nature [2]. There is no one widely ac-
cepted definition of public-private partnerships.
The World Bank Group defines a PPP as “a long-
term contract between a private party and a gov-
ernment entity, for providing a public asset or ser-
vice, in which the private party bears significant
risk and management responsibility, and remunera-
tion is linked to performance” [3].
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PPPs, as per international practice, have cov-
ered mainly the following projects: physical infra-
structure: water (dams, distribution, water treat-
ment, irrigation, waste water treatment), electricity
(power generation and distribution, renewable en-
ergy), transportation (airports, ports, railways,
roads), public transportation (metros, buses and sea
ferries), solid waste treatment, telecom and ICT
social infrastructure, healthcare, education, postal
services, prisons, public housing.

There for, public-private partnerships desig-
nates a relationship between a government party
and a private party, foreign or domestic, to run fa-
cilities and / or provide related services that allow
for greater private sector participation in the deliv-
ery of public sector projects. The relationship is
regulated by a contract that allocates responsibili-
ties, rights, risks and rewards between the parties.

On Figure we can see the model of PPP.

We start to describe the model with the role of
government. The development of efficient infra-
structure markets continues to be impeded by polit-
ical uncertainty and cyclical patterns of invest-
ment. The most successful PPP programs are in
countries where the government has prevailed over
these challenges by providing demonstrable com-
mitment to the PPP model. Consistent and trans-
parent legislative and institutional frameworks
lower the risk of adverse changes that can reduce
market confidence and deter investor participation.

In many countries, PPP-specific laws are not
strictly required to make PPPs legal, but have been
introduced to encourage them as a model for deliv-
ering public infrastructure. Although there is no
“one size fits all” approach.
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The role of the dedicated PPP unit is evolving. It
now includes greater sector specialization and a
more formal role in the procurement decision. Gov-
ernments have overcome the challenges and imple-
mented mechanisms for investing in PPPs, improv-
ing their ability to offer the community value for
money. Such incentives for PPP projects facilitate
the development of more sustainable PPP programs
and more efficient procurement processes. Govern-
ment provides and helps in foundation for many
organizations in order to address market failures
affecting green infrastructure projects and to stimu-
late private investment. Recently, the Lebanese
government adopted the PPP law (17/08 2017) in
matching the economic growth and supporting the
idea of investment by local organizations.

Engaging the market. Many governments have
developed initiatives that enable projects to access
the big pond of available funds held by institution-
al investors, which can compete with banks by
providing longer tenor debt and can mitigate refi-
nancing risk. Around the world, perceived barriers
for institutional investors are being overcome
through innovative financial structures and differ-
ent forms of credit enhancement — not to mention
the appetite for high-yield assets. Governments
have also sought to drive more effective financing
solutions into PPPs by structuring the procurement
process itself, with innovations ranging from defer-
ring the financing competition to locking in the
rates of return provided by bidders for the term.

Managing the contract. Periodic review of PPP
contracts can help evaluate whether projects are
meeting their objectives and adapting to changing

conditions and whether the project company is effi-
ciently delivering the required services. Government
faces inherent challenges in efficiently managing
change, planning for change during the project de-
velopment phase is essential. Identifying the areas
that are most likely to require flexibility often calls
for innovative forms of scenario and trend analysis.

The procurement process. Governments’ use of
incentives for PPP selection during the project de-
velopment process has resulted in active, stable
and successful PPP programs characterized by
strong pipelines and constructive engagement with
private sector contractors and financial markets.

Standardization reduces both the effort required
to develop each project’s documentation from scratch
and the length and intensity of contract negotiations,
leading to shorter and cheaper procurement phases.

Governments are increasingly recognizing their
role in helping the private sector control bid costs.

In general, there are no universally accepted
definitions for the different terms and types of
PPPs in which they are often used to refer to the
same structure depending on the jurisdiction.
When reviewing and drafting PPP enabling legisla-
tion and agreements, counsel should not focus on
the title of these agreements or how they are de-
scribed but rather on the specific obligations and
risks assumed by the private party.

In many of the structures discussed below, the
public agency is responsible for financing the pro-
ject’s construction. The scope of the public agency’s
liability in these structures is generally different.

In public-private partnerships, the public and
private sectors join forces to design, finance, build,
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manage or maintain infrastructure projects. Such
partnerships can take many forms, depending upon
the exact allocation of risks and responsibilities.
There are PPPs that Involve commercial control
over assets.

Partnerships depending upon the exact alloca-
tion of risks and responsibilities include:

Service contracts: The private sector provides
a bundle of specific services to a public utility, but
the public sector retains overall operational respon-
sibility. Service contracts can in practice take many
forms, but two of the most common ones are:

— management support. The private operator
supplies the public authority with human and tech-
nical resources for a fee. It provides technical
know-how on all operational and financial aspects
of project management remaining within the juris-
diction of the public authority;

— operation and management (O&M). The pri-
vate operator is in charge of daily maintenance of the
facilities. The private operator is paid for its services
by the public authority according to specific and
qualified performance criteria. Unlike management
support, the private operator may in some cases take
on the responsibility for operating the facilities.

Delegated management contracts: In his type
of contracts the public sector retains overall own-
ership of the assets, but delegates the responsibility
for their operation to a private operator for a defi-
nite (often long) period of time. Two of most
commonly seen models are:

— afterimage or lease agreement. The private
operator manages the services for a period (often
five to fifteen years) and is responsible for main-
taining and renewing the facilities according the
terms of the contract. In this capacity, it takes
charge of all personnel and existing assets but is
not responsible for financing new facilities. The
public authority remains responsible for all new
investment and compliance to existing norms. The
private operator invoices the end-users directly;

— concession. The public authorities fully en-
trust the private operator with management of the
services and all necessary investment for a period of
20 years or more. The private operator invoices the
end-users directly, the public authorities retaining
strict control over service terms as well as all key
decisions related to applicable rates and targets.

Construction support. In the most wide-
ranging form of PPP contracts the private operator
is involved in the design and construction phases
of new infrastructure and carries at least some of
the risks associated therewith. Some of the main
forms of construction support have been:

— BDO (Build Design Operate). The public au-
thorities entrust the private operator for a fixed
period of time with design, construction and opera-
tion of new facilities which remain the property of
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the public authorities. The private operator as-
sumes the risks linked to design and management
of the facility. It is paid a fee by the public authori-
ties and commits to an overall cost for the facility’s
construction and operation;

— BOT (Build Operate Transfer). The private
operator designs, finances and builds infrastructure.
While formal ownership of the assets is assigned to
the government, the private sector operates the pro-
ject long enough to service any debt incurred and to
earn a suitable return;

— BOO (Build Own Operate): In contrast to the
BOT case, the private investor retains ownership
and control of the project;

— BTO (Build, Transfer, Operate): The BTO
structure is very similar to the BOT structure ex-
cept that:

a) O&M of the project is transferred to the
public agency after construction;

b) following the transfer of the project to the
public agency, the private sector party and the pub-
lic agency enter into agreement where the private
sector party operates the project for a specified
period;

— BOOT (Build, Own, Operate, Transfer). This
structure is similar to the BOT structure except that
the private sector party owns the asset during the
term of the PPP agreement. This structure may be
used when ownership of the project by a private
sector party does not raise any national security,
political or cultural concerns. Similar to the BOT
structure, the private sector party may provide some
or all of the financing for the construction project.

Different types of PPPs are in one form or an-
other element of private investment as well as
commercial control over assets. The host authori-
ties are always willing to accept private investment
and are often foreign direct investment, especially
in the infrastructure facilities sector. That said, the
main modes of entry for private participation in
infrastructure have been:

— joint ventures. The public and private sectors
jointly finance, own and operate a project to pro-
vide infrastructure. Risks and responsibilities are
shared according to the division of ownership be-
tween the investors and depending on any contrac-
tual agreements between or among partners;

— greenfield projects: These involve new pro-
jects usually built and operated by the private sector
which takes on the commercial risk. Political and
exchange rate risk can sometimes be shared with the
public sector. Such projects can take many forms,
but the most common are BOT and BOO. Others
include Build-Own-Operate-Transfer (BOOT),
Design-Build-Finance-Operate (DBFO) and Build-
Lease-Transfer (BLT);

— divestiture or asset sale: State assets are pri-
vatised either through public offerings of shares or
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through the direct sale of the assets themselves. The
State retains responsibilities as regulator and some-
times customer and might subsidise certain activi-
ties which are socially desirable but unprofitable for
a private company to undertake (such as the provi-
sion of services to the poorest segments of society
or to remote regions). Forms of private participa-
tion where the State entirely dissociates itself from
a utility cannot be properly described as PPPs.

PPP projects are characterized based on the
following parameters (Table 1):

— type of asset involved;

— what functions the private party is responsi-
ble for (design, build or rehabilitate, finance, main-
tain, operate);

— how the private party is paid [4].

PPP is based on the strengths of both the public
agency and the private partner, which are directed
toward the achievement of goals that optimize pub-
lic needs, funds and services. What that means is
written in Table 1 in which it shows the boxes that
manage and operate by public and those by private
and both together. With privatization, the owner-
ship, management, financing, operation, indeed all
aspects of the facility, are handed over to the pri-
vate sector in perpetuity. The concession model
lies precisely in between those two extremes. With
a PPP, ownership eventually returns to the public
sector. In sum, the three parameters fundamentally
differ in the level of risk-sharing that exists be-
tween the public and the private entity.

In most cases PPPs are an agreement between
the public sector and private sector companies, in
which the private sector participates in governmen-
tal projects providing the skills, technical assis-
tance, funds, and risk absorption or any other ele-
ment needed for the completion of the project.

The private sector assumes substantial finan-
cial, technical, and operational risks in the project

and plays a great role in the maintenance of public
facilities or service delivery.

The public sector is the part of the economic
system that is run by government agencies. Privati-
zation may involve either sale of government-held
assets or removal of restrictions preventing private
individuals and businesses from participating in a
given industry.

Privatization is an ongoing trend in many parts
of the developed and developing world. Propo-
nents of privatization maintain that the competition
in the private sector fosters more efficient practic-
es, which eventually yield better service and prod-
ucts, lower prices and less corruption.

PPPs do not lead to the Privatization.

In most cases PPPs are an agreement between
the public sector and private sector companies, in
which the private sector participates in governmen-
tal projects providing the skills, technical assis-
tance, funds, and risk absorption or any other ele-
ment needed for the completion of the project.

The private sector assumes substantial finan-
cial, technical, and operational risks in the project
and plays a great role in the maintenance of public
facilities or service delivery.

According literature review and Lebanese ac-
tivities in PPP field we can summarize information
and describe models of attracting investment in
Lebanese economy (Table 2).

In model 1 described the past conditions for
investment in Lebanon before 17 of August 2017
when PPP law was accepted. Model 1 is much ex-
pensive for investor because of the rate of a cor-
ruption. The level of it is traditionally a quarter of
a value of project in Lebanon.

A model 2 are real conditions for investment,
we can see that acception the PPP law is not enough
in fighting with a corruption and it influence on the
total level of investment by increasing costs.

Table 1
Characteristics of alternative forms of PPP
Operation Capital Commercial Duration
Type of PPP and P . Ownership
. Investment risk of contract
Maintenance

Direct Administration Public Public Public Public No contract
Outsourcing Public/Private Public Public Public 1 to 2 years
Management of a Contract Private Public Public Public 3 to 5 years
Leasing Private Public/Private | Public/Private Public 8 to 15 years
Concession Private Private Private Public 20 years +
BOT Private Private Private Private/Public 20 years +
Full Privatization Private Private Private Private Unlimited

Remark. Source: Gruber (2003) and OECD Secretariat.
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The model 3 describes the results of the Paris
Conference 4 or “CEDRE” (economic conference
for development, reform and enterprise). It was
held on 6 April in Paris, was achieved about 11.06
billion dollars in the table stage of pledges from
the international community to Lebanon.

Most of these loans are very soft loans with in-
terest of 1.5% maximum with a grace period of
seven to ten years and a maturity period that ex-
ceeds 25 years. These loans will only be used for
infrastructure projects that Lebanon is in dire need
of and without these soft loans Lebanon would be
forced to take loans with 7% interest.

Model 3 is the government’s vision. The level
of corruption will reduce but it is still exists.

The pledges are aimed mainly at financing in-
frastructure projects provided by the Government of
Lebanon in its capital investment program (CIP).

In addition, the Government of Lebanon pre-
sented a “vision” aimed at reducing public invest-
ment and adopting the principle of public-private
partnership in implementing projects, maintaining
economic and financial stability, implementing
reforms across all sectors, and developing a strate-
gy to strengthen and diversify sectors productivity
and exports. The structural challenges faced by
Lebanon, namely the large fiscal deficit and the
high level of public debt, have impeded capital
spending to less than 1 per cent of gross domestic
product annually, while economic growth re-
mained weak during the few years in addition, the
conflict significant repercussions on Lebanon, in-
cluding the influx of large numbers of refugees
who have reduced the efficiency of the country’s
infrastructure and social services.

In model 4 we can see that the problem of a cor-
ruption will solve by change the CIP controller —
The World Bank (WB) and Government to the con-
trol of the project in which private and public inves-
tors from Lebanon manage the projects with each
other. Investors will involve into project’s control on
equal with Government. This situation excludes a
corruption. That is why the total cost of investment
is the lower that in others models (from 1 to 3).

Conclusion. The research shows us that a pub-
lic-private partnership exists when public sector
agencies have the willing to join with private sec-
tor entities, “which can include for-profit and non-
profit organizations”, enter into a business rela-
tionship to attain a commonly shared goal that also
achieves objectives of the individual partners.

Partnerships can take many forms, depending
upon the exact allocation of risks and responsibili-
ties, commercial control over assets.

PPP schemes can also play a further role in
promoting economic diversification and foreign
direct investment (especially models 3 and 4). The
stability of revenue and long-term nature of PPP
agreements with a sovereign Government, or Gov-
ermnment body, is very appealing to the private sec-
tor. Well-structured PPP projects can attract interest
and investment from firms around the world. They
also create private sector jobs, root foreign firms
into the domestic economy and provide them with a
platform to seek further contracts and expansion.
This can create a mutually beneficial platform
where the public sector gets a service provided to it
by an efficient and experienced international opera-
tor, which in turn gets a long-term and stable source
of revenue that can act as a base for expansion.
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