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                    This paper shows why State Owned Enterprises (SOEs) are sometimes preferred over the more 
 known Public-Private Partnerships (PPP) in infrastructure governance contrary to the academic 
 debate and policy focus the last two decades. The Danish case of transport infrastructure is 
 examined where a new modern SOE model is developed and used in mega projects. This paper 
 uses theories of historical institutional change focusing on path dependency and the gradual 
 change mechanisms of layering and conversion to analyze the institutionalization of the SOE 
 model and to argue how and why it excluded PPPs. The SOE model was chosen at a critical 
 point in time when the PPP model was starting to grow in other countries. The SOE model 
 combines a professional board and management with financing via state guaranteed-loans and 
 user charges. The SOE model was layered on the existing agency model for public provision of 
 transport infrastructure and became locked-in for new mega-projects. Combined with a general 
 lack of institutional support for PPPs and strong economy excluded the PPP model in Danish 
 transport infrastructure governance. The paper contributes to the renewed academic interest in 
 SOEs and the results are relevant to other countries coping with public-private mixes in 
 infrastructure governance.  



Introduction: Why Choose a State Owned Enterprise over a Public-Private  Partnership?  


This paper focuses on why State Owned Enterprises (SOEs) are sometimes preferred over the 
 more known Public-Private Partnership (PPP) model in  building and financing new 
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infrastructure. Infrastructure governance is a vital element in today’s economic growth debate 
 (OECD, 2015b). The European Union has recently launched an “Investment Plan for Europe” to 
 boost the development of European infrastructure (European Commission, 2014). Transport 
 Infrastructure is considered a main element in economic growth as it creates mobility in a 
 society  (Sclar, 2005)  is the largest sector for PPP projects in value terms in Europe in 2014 
 (European Investment Bank, 2015)  . The academic debate on infrastructure governance in the 
 transport sector has been dominated by the Public-Private partnership (PPP) model for several 
 decades  (Hodge et al., 2010, Roumboutsos, 2016)  and many transport infrastructure projects 
 have also been characterized as mega projects (Priemus and van der Wee, 2013, Flyvbjerg, 
 2014). The state owned enterprises (SOE) model has been there all along, but there is little 
 knowledge on how modern SOEs work (Florio and Fecher, 2011, Bruton et al., 2015, Grossi et 
 al., 2015), and why the modern SOE model has developed to secure its place in infrastructure 
 governance. The paper contributes to the growing literature on contemporary SOEs in public 
 governance by analyzing SOEs in relation to the PPP model in the area of transport 
 infrastructure. The research questions are: How do models for infrastructure delivery change 
 between SOEs and PPPs in the transport sector? Why has Danish transport infrastructure 
 governance preferred the SOE model over the PPP model? 


We examine the case of Denmark where the SOE model is used in for key transport 
 infrastructure megaprojects. Denmark does not seem to have  integrated the PPP model in 
 infrastructure governance compared to other European countries (Hammerschmid and Ysa, 
 2010), but in some other areas than transport the PPP model has been used (Petersen, 2010) and 
 it has been up for  political discussion over time. Denmark is regarded as one of the most 
 efficient economies which may point to why new private finance was not needed. The case of 
 Danish transport infrastructure may shed light over why SOEs persisted while the PPP model 
 stalled in infrastructure governance. To examine the research questions and analyze the Danish 
 case, this paper uses theories of institutional continuity and change in historical institutionalism 
 (Pierson, 2004, Streeck and Thelen, 2005)  and focuses on gradual change via the processes of 
 layering, conversion, displacement and drift (Streeck and Thelen, 2005, Mahoney and Thelen, 
 2010, Conran and Thelen, 2016). The paper shows that the Danish SOE model for megaprojects 
 was chosen at a critical point in time where PPPs were starting to boom in other countries,  and 


‘layered’ on the existing public provision of transport infrastructure. This new, ‘modern SOE’ 


model with a professional board, state guaranteed-loans and user charges 
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(“statsgarantimodellen”) became “locked-in” for transport infrastructure projects andt increasing 
 returns have appeared in using the modern SOE model. This development also has 
 consequences for new choices for both mega-projects and transport infrastructure provision in 
 general in Denmark where PPPs have challenged the modern SOE-model , but never succeeded 
 in becoming an alternative.   



Infrastructure Governance in the Transport Sector: State-Owned Enterprise  and Public-Private Partnership in an Institutional Change Perspective
  

There are several models of infrastructure delivery that governments can choose among in the 
 provision of infrastructure from government-ownership to the inclusion of market actors in 
 governance practices. OECD (OECD, 2015b)has recently provided a useful overview and 
 distinguishes between 1) Direct provision, 2) Traditional public procurement, 3) State-owned 
 enterprises (in full or in part), 4) Public-private partnerships and concessions, 5) Privatization 
 with regulation (OECD, 2015b, p.2). Infrastructure governance is here defined the following 
 way: “By the governance of infrastructure is meant the processes, tools, and norms of 
 interaction, decision-making and monitoring used by governmental organizations and their 
 counterparts with respect to making infrastructure services available to the public and the public 
 sector. It thus relates to the interaction between government institutions internally, as well as 
 their interaction with private sector, users and citizens. It covers the entire life cycle of the asset, 
 but the most resource intensive activities will typically be the planning and decision-making 
 phase for most assets. More specifically it refers to the delivery modality and the public and 
 private sectors (…)” (OECD, 2015b, p.2). For the purpose of this paper, the focus is mostly on 
 the SOE model and the PPP model, but in the presentation of the Danish case we do mention 
 some of the other options as well.  


State-owned Enterprises (SOE)  has through history been used by states in situations with a 
 lack of market or for strategic reasons (Wettenhall, 1998, Farazmand, 2013).  Milward (2011) 
 adds concerns for social and political unification and national defence as reasons for why state 
 ownership chosen historically. SOEs can be seen as a policy instrument to obtain both social and 
 economic goals (Thynne, 1994). The governance form had its peak in Europe from the 1940’s 
 till 1980’s especially in the network industries (Parker, 2003, Milward, 2011). There is a variety 
 of forms of SOEs from purely state-owned with statutory status to mixed ownership forms and 
 public limited companies and efforts have been made to create sound typologies (Wettenhall, 
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2003, Van Thiel, 2012). The development, organization and reasoning for using SOE differ and 
 often follow national trajectories (Greve et al., 1999, Van Thiel, 2012). In network industries, 
 state ownership of infrastructure has been seen as the prominent governance model to secure a 
 sufficient level of maintenance and equal access (Baldwin et al., 2012). A report by OECD 
 (2014) shows that half of all SOEs are in the network industries. However, state ownership has 
 at the same time been criticized for a lack of efficiency and on this background many SOE were 
 privatized (Parker, 2003) or corporatized especially in the Anglo-Saxon countries  (Wettenhall, 
 2001) as a part of broader public management reforms (Pollitt and Bouckaert, 2011) where new 
 policy instruments based on private sector or third part involvement were explored (Salamon, 
 2002).  


Public-Private Partnerships (PPP) became a policy option for governments in the early 1990s 
 in earnest. PPPs are “long term contractual arrangements between a government and a private 
 partner whereby the latter delivers and funds public services using a capital asset, sharing the 
 associated risk” (OECD, 2012).Most reports date the beginning of modern day PPP in 
 infrastructure projects to the British government’s Private Finance Initiative under John Major 
 in 1992-1993. The British government wanted to encourage more infrastructure projects in order 
 to modernize a run-down UK public sector. The government wanted to let private finance come 
 to the fore to avoid having to use the public sector borrowing requirement.  The UK made an 
 updated policy on PPPs (PF2) and a recent review of the UK experience of PPPs has been made 
 by the OECD (2015a). A PPP is organized as a design-finance-build-own-operate-transfer 
 (DFBOOT) or variants thereof (Duffield, 2010). The public sector and the private sector enter 
 into long-term contracts, share risks and aim to achieve mutually acceptable objectives. Since 
 the 1990’s, the policy for PPPs has spread to many areas of the world, including USA, the rest 
 of Europe, Latin America and most recently to India and China  (Hodge eds, 2010,OECD, 2008, 
 OECD, 2011). PPPs have come to the forefront of the policy agenda in Europe after a decline in 
 the aftermath of the global financial crises where private capital dried out. 82 PPP deals in 
 infrastructure projects were signed in 2014 (European Investment Bank, 2015).  However, PPP 
 as a policy instrument has had different trajectories in the EU (Hammerschmid and Ysa, 2010) 
 and reservations remain among the member states.  


The institutionalist literature is centering on the question of institutional continuity and change. 


In a recent  article about how to distinguish different institutional approaches Koning (2015) 
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encourages scholars to distinguish between endogenous or exogenous change and to explore a 
 sequential approach to its full potential. This paper follows this sequential approach and 
 examines what Koning terms exogenous change mechanisms in an historical institutional 
 perspective. The paper  combines to strand of historical institutional explanation namely a focus 
 on path dependency that emphasizes stability (Pierson, 2004)  and gradual transformation that 
 highlights change (Streeck and Thelen, 2005, Mahoney and Thelen, 2010).  


The focus on path dependency (Campbell, 2004, Pierson, 2004) look for critical junctures and 
 path dependencies. From the path dependency viewpoint, once a policy instrument emerges 
 from a critical juncture when many options were open, further developments are “locked in” and 
 set on a certain institutional pathway and create institutional stability. Pierson (2004) famously 
 focused on four types of policy feedback types that lead to increasing returns. They are (1) large 
 set-up costs, (2) learning effects, (3) coordination effects, and (4) adaptive expectations. Actors 
 get used to a certain institutional path once they acknowledge the initial costs in setting up a 
 program which is the subsequently difficult to alter; they learn from practicing the 
 institutionalized way of handling matters; they minimize costs because coordination departs 
 from well-known principles; and most of the actors involved in the field will adapt their practice 
 to the expected institutional structure. This is called the “lock-in” argument where vested 
 interests and power is at play. There are interests who will have a stake in keeping the 
 institutional arrangement going and  will defend the model against other models.  Several 
 interests may protect that specific policy instrument and work against new policy instruments 
 that challenge the existing order. 


The path dependency approach has been supplemented by later contributions in on historical 
 institutionalism. While regarding path dependency as one way institutional change occur as 
 abrupt change, most prominently Streeck and Thelen (2005)  have focused on more gradual 
 change mechanisms such as displacement, layering, drift, conversion and exhaustion (Streeck 
 and Thelen, 2005, Mahoney and Thelen, 2010). The perspective suggests that a path is not 
 completely sealed off, but can be subject to gradual change processes over time that is driven by  
 ongoing interpretations and meaning making processes of the formal institution by influential 
 actors that potentially can lead to major change. The change mechanism layering is when new 
 institutional elements are ‘layered’ on the existing institutions because the institution cannot 
 been changed. Drift is when an institution keeps is formal integrity, but is ‘drifting’ away from 
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the original intentions. Layering and drift are likely to occur when strong veto players are at 
 stake as the old institution is not changed (Mahoney and Thelen, 2010). Displacement is when 
 institutions are tired out from inside by strategic actors that endogenously tries to replace old 
 institutions with new ones. Conversion  is when a formal institution is redirected towards new 
 goals. Exhaustion  is when an institution is breaking down gradually due to time as a changer 
 (Streeck and Thelen, 2005).  When we examine the infrastructure development in the Danish 
 transport sector we thus study the different infrastructure governance models as institutions. We 
 both focus on critical junctures and the subsequent path where one of the models, but when  
 analyzing the subsequent path we not only expect stability, but we pay attention to the different 
 mechanisms of gradual change by studying how the models  evolve over time.   



Methodology 


This section focuses on how the empirical investigation of the Danish case has taken place. 


Guided by the theoretical framework and its insistence on documenting institutional features of 
 infrastructure governance, we set out to map the institutional elements of the Danish transport 
 sector in order to provide an overview not found anywhere else in the literature.  The paper first 
 describes the overall political and administrative organization of each infrastructure area. Then 
 we describe the models of infrastructure delivery understood as the main financial and 
 organizational model that is used to provide infrastructure  (OECD, 2015b)  that are in play 
 within the five main areas of transport infrastructure in Denmark; roads, bridges and tunnels, 
 rail, airports and ports .  In the case of the Copenhagen metro both infrastructure and service 
 provision will be described as they are to some extent integrated in the contracts. In the 
 discussion section we then discuss  and analyze focus, how and why the SOE-model for 
 megaprojects and PPP are been institutionalized differently in a process of path dependency and 
 layering.  


To conduct this analysis we examined the websites under the Danish Ministry of Transport both 
 for  the historical and current overall organization of Danish Infrastructure and for each 
 infrastructure area how transport projects are organized. Most of the relevant data was available 
 on the internet. Where this was not the case, we supplemented the database with data from 
 annual reports and formal strategies and government reports on the organizations in question.  


When possible we also used reports from the National Auditor Office to identify discussions and 
 background on the selection of policy instruments both regarding choosing and the rejection of 
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new policy instruments in an area. Based on this database we then analyzed the sequence in 
 which the transport infrastructure projects occurred in line with the suggestion from the 
 institutional change literature by constructing both detailed organizational charts for overview 
 and relations and time lines for each area to follow the potential process of institutional change. 


Next to this we followed the general debate on PPPs in Denmark the last 10 years and attended 
 meetings, conferences, conducted interviews and other research activities that provided us with 
 insights into key actors like the Ministry of Finance position on the question of PPPs in general. 


In the following overview of the Danish case we show how the main infrastructure in Denmark 
is delivered via state agencies that contract out the construction work, but finance it over state 
appropriations. Next to this, a new SOE model with state guaranteed loans for mega projects 
became institutionalized early on and “crowded out” the possibility for PPP model for in 
transport infrastructure governance. Combined with the fact that the Danish state had financial 
resources to withstand the need to choose the PPP model we show how elements of the PPP 
model has been tried  and also adapted to some extent in the new SOE model, but always based 
on public finance (through state guaranteed loans and user charges) and full control.  
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