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Abstract

During the past couple of decades, we have witnessed the increasing emergence of public-private partnerships
(PPP). According to research in this area, the primary reason beyond the popularity of PPPs has been their ability
to combine specific qualities of public and private sectors to the benefit of all. Even though it is not entirely clear
that the expected benefits are achieved via PPPs, little of attention has been given to the alternative ways of
achieving similar ends. In this paper we build on literatures on PPPs and on co-operatives in order to open
discussion on the potential of consumer co-operatives as an alternative to PPPs in service provision. A few words
on future research and policy issues are also offered.
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1. Introduction

During the past couple of decades, public and private organizations have initiated collaborations, leading to
increasing number of partnerships (Scharle, 2002). Growing academic attention has followed (e.g., Kapucu, 2006;
Domberger & Fernandez, 1999) and produced a loose definition according to which public-private partnerships
(PPP) refer to formal collaboration arrangements between public and private sector organizations, which aim to
satisfy public goals (Waring & Currie, 2013). Since the introduction of the model, PPPs have been studied in
various fields such as management (e.g., Domberger & Fernandez, 1999), political science (e.g., Flinders, 2005),
public administration (e.g., Hodge, 2004), health care research (e.g., Field & Peck, 2003) and economics (e.g.,
Quiggin, 2005). The focus of this accumulating research has been for instance in the analysis of the underlying
motives for PPPs as well as the potential costs, benefits, and risks.

According to Hodge and Greve (2007), the primary reason for the establishment of PPPs is the pursuit of creating
mutual benefits for the public and private sectors. In other words, PPPs are expected to create synergistic dynamics
drawing on the strengths and weaknesses of the partners. According to Vaillancourt-Rosenau (1999), however,
evidence suggests that this is not always the case. Even though partnering may decrease costs in the short run, in
many cases it does not deliver the expected superior performance in terms of equity, access, or democracy and
rather than decrease the need for regulation, it appears to increase it. One likely reason behind this are the
conflicting interests of the actors of the public and private sectors (Vaillancourt-Rosenau, 1999, Reijniers, 1994);
whereas private rent-seeking companies are by definition mainly oriented towards profit, the interests of public
sector actors may vary from legislation to issues such as favorable political opinion, minimization of risk and the
realization of social goals. In the worst case both parties strive towards their own goals and the actual needs of the
service users are more or less ignored.

Given the many challenges associated with PPP arrangements as it comes to reaching their ultimate goals (more
efficient, but community controlled service provision), in our view, alternative solutions deserve more academic
attention. In this paper, we theoretically investigate the potential of consumer co-operatives as a substitute to PPP
arrangements in societies’ strategies to organize service provision. The definition of co-operatives by MacPherson
(1995) indicate that co-operatives can be regarded as participatory autonomous organizations, in which
individuals have decided to voluntarily come together in order to fulfill their common economic and social needs
by establishing a mutually owned, democratically-controlled and jointly used enterprise. Even though experiences
of co-operative enterprises operating in the interface of private and public have been encouraging (Borgaza, 1996),
to our knowledge academics interested in PPPs have not given much attention to co-operatives as a way of
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combining qualities of the private and the public. What makes this even more surprising is that co-operatives are
typically referred to as the “third way” (e.g., Birchall, 1996) and the potential of consumer ownership of traditional
public utilities, such as water utilities (Mori, 2013; Birchall, 2002; Morse, 2000), have been discussed in extant
co-operative literature. With our work, we wish to take this thought further in the context of PPPs. To be more
precise, the purpose of our work is to raise ideas and questions for future research, while also serving public debate
on strategies of service provision.

We start with a discussion on the nature of PPPs and consumers’ co-operative arrangements, highlighting the idea
that in a broad sense, they aim at similar ends — combining the qualities of the private and the public in the
provision of services. Analyzing the interests and orientations of public and private sector actors and their
implication to service provision as well as the control mechanisms needed in smooth collaboration between the
partners, we discuss the problems often associated with PPPs and introduce the potential of the consumer
co-operative —model (to be seen) as a viable alternative to PPPs. Finally, after summarizing our work, we discuss
its utility to future research and practice.

2. Public-Private Partnerships and Co-Operatives

Hodge & Greve (2007) maintain that “PPPs are hailed as the main alternative to contracting out and privatization,
and thus they are seen as a qualitative jump ahead in the effort to combine the strong sides of the public sector and
the private sector.” (p. 545). At best, the public sector in general draws attention to considerations of public interest,
stewardship and solidarity and is therefore better in issues such as ensuring equity, continuity and stability of
services (Vaillancourt-Rosenau, 1999). However, it is often considered that governments do not have in-house
knowledge on how to deliver many types of public goods and services in the most cost-effective way and when this
is the case, they need to engage partners who have the necessary expertise, knowhow and managerial adeptness
(Forrer, Kee, Newcomer & Boyer, 2010). It is expected that private sector actors are more creative, innovative,
dynamic (adapt more easily and faster to the changes and abandon unsuccessfull activities) and efficient and,
therefore, outperform public sector actors when it comes to executing economic tasks (Vaillancourt-Rosenau,
1999). That is, both the public and private sectors have specific qualities and if these are combined, the end result
should be better for both parties.

The combination of private and public qualities, however, sets requirements on the partners. It is maintained that
participants from each sector should internalize, adopt the principles and different view points defined by their
counterparts (Linder, 1999,). That means government actors thinking and behaving like entrepreneurs and
business actors embracing public interest considerations as well as expecting greater public accountability (Linder,
1999). This is not easily accomplished given the differences typically existing in the intellectual framings and
motivations between the two sectors.

A review of co-operative literature (e.g., Pestoff, 1991, 1992; Spear, 2004) indicates that co-operatives offer the
same quality that PPPs are hailed for. What this means in respect to combining the qualities of the private and the
public is that while the business is run efficiently based on the (technological) needs and demands of the market,
public (social) accountability is secured through democratic governance. Further, it seems that in consumer
co-operatives the business and community systems (and identities) co-exists and interact quite naturally as they are
both an outgrowth of the consumers’ needs and aspirations. In the following we will discuss these features of
consumer co-operation in relation to the identified challenges of PPP arrangements in more detail.

2.1 Whose Interests Are Being Served?

Public-private partnerships have emerged, since they are seen as offering substantial benefits as compared to
entirely public service provision (Bloomfield, 2006). It is believed that moving the provision of services towards
the private sector will result (via market mechanisms) in improved service quality and cost savings. From the
government perspective PPPs have therefore been a means to avoid up-front capital expenditure and harness
private sector efficiencies (Barlow, Roehrich, & Wright, 2013). From the private business point of view PPPs have
been a way to strengthen the overall role of private business in the society and to access new markets (e.g., Quiggin,
2005) with the expectancy of returns on investments in those markets (Barlow et al., 2013).

Considering the features of the private sector, it is argued that market forces may not always enhance the necessary
and needed production of goods and services (Defeuilley, 1999). That is, private sector companies have
obligations to investors (the proprietors) taking precedence over the desires of customers (Vaillancourt-Rosenau,
1999). As an example, Birchall (2002) reports a case from the UK, where private monopolies of water supply made
excessive profits, while consumers at the same time were suffering companies’ inability to reach the performance
targets, in one case culminating on a disastrous supply failure due to the failure to repair and maintain the
infrastructure. This example illustrates the need to secure adequate service provision with regulation, when the
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public sector actors are partnering with private firms. We will return to this issue later on.

A serious problem hindering the adequate service provision via PPP is also the so called cream skimming.
Vaillancourt-Rosenau (1999) uses the examples of health insurers and mail delivery at rural areas; in the first case
the incentives to avoid the sickest are significant and in the latter the taxpayers end up subsidizing the cost of
regular mail service to these areas, which typically cannot be served at a profit and are therefore neglected by the
private sector. Thus, shifting costs of serving the less profitable markets to public sector partner is an effective way
to reduce risk for the private firm and in some cases the partnership largely consists of the governments payments
to private operators for the market in which profits are unlikely (Sparer, 1999), increasing both the private
partner’s profits and the fiscal responsibility of the public sector (Vaillancourt-Rosenau, 1999). Thus, it is highly
questionable whether this kind of operation results in any savings or improvements of service to their users.

However, public partners are not immune to pressures that may cause compromising service either; for example,
they are under pressure to reduce costs for a variety of reasons. Vaillancourt-Rosenau (1999) maintains that “if
partnerships emphasize cost reduction or profit maximization at the price of significant quality compromises,
vulnerable populations may not be able to respond appropriately and aggressively” (16-17), residents of a nursing
home being an example.

In addition to the questions regarding the quality and availability of services to certain communities, also their
permanence is important. Even if private companies often seek long-term contracts with public actors, profit
seeking companies do have and are willing to use the option of leaving and concentrating their resources to more
favorable markets (Obermann, 1999). The same challenge may arise also when PPPs are concerned. That is, profit
maximizing entities are unlikely to have the continuous service of public interest as their priority. From the
perspective of a local community similar risks may also be associated with the behavior of the government (as a
party to PPPs). In their search for cost cuts governments may leave local communities without access to nearby
services. This is a serious threat to consumers (citizens) whose interest to services arises, as Mori (2013) put it,
from being an inhabitant of a certain community.

As compared to PPPs, co-operatives could be a viable solution to the proponents of public services. According to
Pestoff (1992), they argue that social services need to be produced by the state or municipalities or municipal
actors and thus, should not be opened to rent-seeking interests of business enterprises. On the other hand,
co-operatives could be a viable solution to the proponents of private services as well, who believe, according to
Pestoff (1992), that governmental monopoly means (without exception) inefficiency in operation. In the economic
sense, co-operatives are private, specialized units acting on the market. Thereby, they may rise above public
service provision in their efficiency and quality. On the other hand, co-operatives are not for-profit organizations
in the sense of shareholder capitalism (Michelsen, 1994). Instead, they aim at creating benefits for their members
through co-operation. In many markets, consumer co-operatives have been known for their customer-centric
innovativeness and drive for service improvements (Uski, Jussila, & Saksa, 2007). After all, one of their primary
tasks is to be providers of best quality in the market (Borgen, 2004). Although a co-operative has to be profitable in
order to survive, it does not have to pay returns to investors (Mills, 2008). That is, co-operatives may operate in
those fields and markets where their presence is needed and where social goals are equally important to economic
goals. They also may remain in the business as long as they can cover the costs of operation (Fulton &
Hammond-Ketilson, 1992). In other words, with consumer co-operatives the community faces less risk of the
service provider withdrawing. As put by Morse (2000), present and future consumers are likely to be better
attended by their own co-operative seeking to maximize service than by an investor-owned utility aiming to
maximize profits.

2.2 Control Mechanisms Needed to Secure Adequate Service Provision

From the community perspective PPPs are typically seen as safe way to provide services, since in these
arrangements the public maintains its ability to control those markets through their representatives in public
administration (Field & Peck, 2003). In other words, PPPs are not privatized business models in which there
occurs transformation of ownership from public to private sector. Instead, as Gerrard (2001) argues, PPPs are
based on a business relationship that is constrained contractually rather than by market forces or the intervention of
a statutory regulator. However, as discussed above, it is widely accepted that PPPs do not come without challenges
that may in the long-run undermine the expected benefits (Bloomfield, 2006). It is argued that in order to receive
the theoretical benefits of PPPs, many local governments will need expertise to protect public interests as
aggressively as their counterparts in the private sector are working to protect the interests of companies seeking
contracts from local government (Bloomfield, 2006). There is a lot of contracting and much of it begins from very
different points of departure. Further, for example difficulties in effectively monitoring decisions regarding patient
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care in the private sector can actually increase costs even as compared to public service provision. On the other
hand, Domberger and Fernandez (1999) argue that PPPs may be difficult to sustain also for private firms because
they must allow some additional costs of doing business with government (e.g., costs of managing the
relationship).

Given the challenges presented above, accountability in PPPs becomes an important question, requiring “the
creation of proper safeguards to ensure that public services are not compromised for the sake of private profits”
(Forrer etal., 2010: 477). The idea is that a proper design of a PPP and the incentives guiding the partners will then
provide mutuality to the partnership. However, Vaillancourt-Rosenau (1999) reminds us that abuse is possible
from both public and private providers and, therefore, issues such as equity of treatment and fair access to services
are never certain. Thus, even if tangible economic benefits would accrue to both the public and private partners,
there is no guarantee that the public interest is well served and “partnering cannot be defined as a success if it
results in lower quality of public policy services, the need for more government oversight, and the need for
expensive monitoring, even if it appears to reduce costs” (Vaillancourt-Rosenau, 1999, p. 18).

In our view, many of the above mentioned challenges could be overcome by using a consumer co-operative instead
of a PPP. Already the starting point of consumer co-operation (member needs instead of shareholder value or the
varying interests of public actors) to great extent speaks to equity of treatment and fair access to services without
public control. As Spear (2000) maintains, co-operatives clearly exist mainly to serve their members. In more
detail, this purpose of co-operatives is implemented through co-operative values and principles which can decrease
the inequalities and disadvantages amongst members (Spear, 2000). It is simply not conceivable that the members
of a co-operative would exploit themselves through monopoly pricing. This is because the consumers themselves
control the service providers; the managers and the personnel of the co-operative. If the co-operative runs a profit,
the consumers will share that profit or invest it in order to create future member benefits. (Morse, 2000)
Noteworthy, user control may be very efficient — even more efficient than the control of investors over their
corporation. This is because agency costs of user-ownership (i.e., that involves an intimate patronage relationship)
may be significantly lower than those of investor-ownership (Peterson & Anderson, 1996).

Noteworthy, the nature of co-operatives as non-governmental organizations (Normark, 1996) may make
co-operatives more attractive to the proponents of private services, as compared to a partly government controlled
PPP. One of the core principles of co-operation is to gain and maintain independence from the government. What
this means is that the community organizes and controls the service provision itself (Tuominen, Jussila, & Kojonen,
2009), without much need to active participation of public actors. While in a PPP a private organization takes
responsibility for service provision for a given project being accountable to the community’s representatives in a
public organization (e.g., Reijniers, 1994), in the co-operative context the co-operative organization (managers and
personnel) is responsible for service provision being accountable to governing bodies of the co-operative; the
board and potential representative bodies consisting of service users themselves. In this way, co-operatives are
capable of providing individuals more influence and control over the services — which other organization forms
might not provide (Pestoff, 1999).

What should make co-operatives more attractive to the proponents of public services, as compared to an
arrangement where the private partner is an investor-owned company, is that in co-operatives the focus is in
actually delivering the services they are established for. Thereby, the public actors can consider that part of the
environment as being taken care of — and will be of their concern merely in terms of infrastructure requirements.

3. Discussion

Consumer co-operatives have the potential to be considered as viable alternatives to public-private partnership
(PPP) in the provision of a variety of services, since they can combine the qualities of the private and the public in
a way that PPPs cannot. First, consumer co-operatives are actors of market economy that follow the traditional
purpose of business in market economies: efficient (competitive) provision of services to the people in need. In
other words, consumer co-operatives are less likely to suffer from the inefficiencies associated with public service
provision. In fact, the participation of the owners themselves in service provision (as users and beneficiaries) is
supposed to promote efficiency. Second, the strategies of consumer co-operatives will not be based on the quest for
maximum profit and, thereby, there is no cream skimming. Following the principle of solidarity, co-operatives are
in fact aimed at fixing inequalities of the market. In other words, using the power of co-operation, they attempt to
secure the provision of and access to services in areas where both the private and public sector actors and their
partnerships might lack interest in doing so.

Governance is another aspect speaking for the viability of consumer co-operatives as alternatives. As the interests
of the partners in PPPs are typically in conflict, there is a lot of contracting. The idea is that private actors are made
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accountable to the government or municipal officials. Besides this, there is always the obligation that the service
providers have for their shareholders. In other words, there are in fact three parties that may have very different
interests in the company. In consumer co-operatives, such a conflict of interest does not exist. This is because the
user, owner, and controller are the same. That is, it is the members of the service using community who control the
services as consumers of those services and as the owners and administrators of the service provider. The
following figufe (Figure 1) attempts to capture the main points above.

Politicians &officials Investor-owners

Service provider Service provider

Users Users-gwners-controllers

Figure 1. Governance differences between PPPs and consumer co-operatives

Consumer co-operatives are of course not without their own challenges. Some members may, for instance, be
passive users or passive owners. Overall, the membership is not homogeneous. Thereby, the goals and control
criteria of the co-operative is unlikely to be straight in line with the expectations of the entire membership.
Nevertheless, as the co-operative is formed around somewhat similar service needs, this does not seem to be a
dramatic challenge as compared to that of PPPs attempting to compromise between the interest of the service users,
investor-owners, and the public actors monitoring the operation.

As it comes to future research, the potential of co-operatives as alternatives for PPP should be investigated using a
variety of methods. Inductive qualitative research might serve to fine-grain our understanding of both PPPs and
consumer co-operatives in comparative contexts and, thereby, generate also additional understanding on the
potential strength and weaknesses of both models in different settings. Empirical comparative work could also be
conducted quantitatively even if it will be difficult to find measures that could show one model being better than
the other considering all the economic and social (also ethical and psychological) variables involved. Further, it
should be interesting to find out if particular fields or societal contexts are favorable for one model or other.

Finally, let us offer a word on policy implications. The consumer co-operative can only be considered as a serious
alternative to PPPs if the selection of the model is made based on what is the best alternative for the community,
the people that are in need of and use the services. The motivations for the establishment of PPPs have not
necessarily been in line with this idea. In fact, as put forward above, partnerships have been more or less motivated
by private actors desire for growth and profit, while also public actors’ primary interests may have been somewhat
distorted as compared to those of the community. When such motivations are at play, the consumer co-operative is
likely to remain as an under-utilized model.
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