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Lightning Round 2 - 1 

Public Private Partnership: Creating the Right 2 

Marketplaces 3 

 4 

  MS. COGSWELL:  Hello, everyone.  We are ready 5 

to start the next session.  We are going to be talking 6 

to you today about public private partnerships.  So, 7 

first off some quick introductions.  I am Patty 8 

Cogswell.  And I will just note that I first became 9 

quite interested in public private partnerships when I 10 

was serving on the National Security Council, and 11 

leading what was then the effort in 2012 to look at the 12 

U.S. National Strategy for the Arctic.  That's also one 13 

of the first time Jon and I worked together.  But it's 14 

something that stuck with me across the rest of my 15 

career, and it was an area that I talked a lot about in 16 

my last role as deputy administrator at TSA.  With 17 

that, I will say, we've seen where they work really 18 

well.  And we've seen places where they have not.  And 19 

that's what we're going to talk to you about today. 20 

  MR. SPANER:  Great.  Well, good afternoon, 21 

everybody.  I'm Jon Spaner with McKinsey.  Before I was 22 
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at McKinsey, I worked extensively in the government 1 

with Patty and a lot of colleagues here in the room.  I 2 

was a coast guard pilot, built a little bit of an 3 

expertise side of the Arctic and on public private 4 

partnerships from both sides.  And I'm glad that Patty 5 

and I have been able to work on them together. 6 

  But for my introduction, just briefly, I 7 

thought I would share how my son introduced me the 8 

other day.  Does anybody here have a 17-year-old son or 9 

have had one in the house?  These are really 10 

interesting, interesting people.  He was going to 11 

interview for a new job that he -- it would involve 12 

service to the community, which is very good.  And he 13 

went through my bio because when I was in the military 14 

for the -- all those years, 22 years, I guess, he 15 

didn't always realize what I was doing.  And he said, 16 

you know, dad, you know, I've taken stock in what you 17 

did, and you really are -- you are a model officer.  18 

And I said, well, thank you, Teddy.  That means a whole 19 

lot to me.  He said, yeah, do you ever look up the word 20 

model in the dictionary?  And I said, no, I've never 21 

actually looked it up.  He said, it means small replica 22 
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of the real thing. 1 

  So, I know it's after lunch.  I thought I'd 2 

start off with that.  But (inaudible) is the best -- 3 

sorry, the best way to understand public private.  Hey, 4 

you got to give us some good credit, right?  The best 5 

way to understand public private partnerships maybe is 6 

what they're not.  I know that Claire and Kevin or 7 

others were talking about some innovative arrangements 8 

before OTA authority, these types of things.  PPVs, P3s 9 

you'll hear them called, they're even deeper on the 10 

spectrum of being innovative because they're not your 11 

standard government contract.  They're not a situation 12 

where the government is procuring a product or service.  13 

And, in return, some vendor go ahead and pays it off.  14 

What they are is a shared burden, right?  There's 15 

common metrics.  There could be shared ownership, 16 

obviously requires unique legislation.  There can be 17 

shared property rights, shared revenue streams, those 18 

types of things. 19 

  So, you can imagine in those types of 20 

scenarios, you need some real important critical 21 

success factors, including first and foremost 22 
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complementary objectives in a culture of innovation, 1 

clear responsibilities, and concrete milestones of 2 

where you're trying to drive this.  I know it seems 3 

quite abstract, so maybe I'll give you a few examples.  4 

They take different forms.  Some are joint ventures.  5 

You can imagine a joint venture is one where the 6 

government might invest in a company, say a venture 7 

capital firm of some sort, in hopes of fostering and 8 

incubating a new technology.  You might think of one 9 

where there's mutually beneficial arrangements where a 10 

public sector entity like a surface transportation 11 

station needs more money for new tech to increase 12 

security, but they don't really have more money, but 13 

they do have a lot of space on their roof of their 14 

facility, so they can give that to a broadband provider 15 

and take money and get into an arrangement to buy their 16 

security in that way. 17 

  You also think of facility development.  I 18 

know, these are more standard, where a private sector 19 

company takes on all the risk and builds a facility, 20 

say for the maintenance of aircraft, right?  And at 21 

some point, when the risk is mitigated low enough, the 22 
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government will take that over and will operate that 1 

situation.  So, that's kind of the -- what you want to 2 

think about with P3s is do you have a very clear 3 

revenue models or revenue stream?  And is there a clear 4 

operating model?  And if those things exist, usually by 5 

working with a partner, you can go ahead and set up an 6 

arrangement that makes sense in those cases. 7 

  MS. COGSWELL:  Which leads us perfectly to the 8 

discussion about when do they not work.  So, we all 9 

have our personal favorite examples.  But most 10 

importantly, I think, our -- from my perspective, three 11 

things.  The first one is, especially in the security 12 

context, when there's not agreement about the risk 13 

calculation, right?  We've all heard the story.  Risk 14 

is a function of threat, vulnerability, and 15 

consequence.  If the various public and private sector 16 

actors don't make the calculation the same way or see 17 

the same potential risk, they're unlikely to want to 18 

mitigate it at the same level.  Similarly, they may not 19 

look at that return on investment the same way.  What 20 

do I need to see as a return on my investment of 21 

mitigating it to make it worthwhile to me?  Is that a 22 
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revenue stream?  Is it a protection against something 1 

bad happening?  And a lot of that really goes into that 2 

discussion of risk. 3 

  So, one of the great examples I saw while I 4 

was at TSA was unmanned aerial systems around Gatwick 5 

Airport.  Before all that time, when we all talked in 6 

the community about unmanned aerial systems, the focus 7 

was on, are they going to try to blow something up?  We 8 

didn't, I think fully appreciate that you could cost 9 

the airport millions just by shutting them down.  That 10 

calculation fundamentally alters whether or not a 11 

private sector entity will make an investment.  And 12 

then the third piece, as Jon noted, was timely access 13 

to funds.  We have all seen wonderful contexts where 14 

everybody agrees on the risk, everyone sees the payoff, 15 

but they don't have access to money to get them over 16 

the initial hump, or to scale and then maintain.  And 17 

now talk a little bit about trends. 18 

  MR. SPANER:  Yeah, let me -- and just on 19 

Patty's point, let me give an example of one.  I have 20 

to sanitize it regrettably.  But I want to give you an 21 

example of a P3 that didn't work.  Because the real 22 
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advantage of these is that you don't need -- as a 1 

public sector leader, you don't need much money to get 2 

them started.  The private sector will figure out a 3 

revenue bottle with you, that makes sense.  But in this 4 

case, it was a major U.S. city and a bike share 5 

company.  And the bike share, they had mutually 6 

agreeable objectives.  The bike share company wanted to 7 

increase its market penetration in the city and the 8 

city really wanted to ease congestion.  So, they 9 

reached an agreement where they would identify six 10 

different locations through the city, and make all the 11 

city cared about was easing congestion, and give free 12 

locations to the bike share company, so that people 13 

would be more apt to use the bikes.  And it worked.  It 14 

worked very well at first.  They drove down congestion.  15 

There was great market penetration for the company that 16 

came up with the idea. 17 

  Everything was okay until about 4 to 5 months 18 

in, and then the program fell apart.  Any guesses why 19 

it might have fallen apart?  That's really interesting.  20 

And I don't think they got that far and that's probably 21 

what might have happened.  But it was actually theft of 22 
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the bicycles.  Theft of the bicycles actually shut down 1 

the whole program.  So, now those things have been 2 

mitigated a bit now, but they can fail.  In terms of 3 

trends, what we see globally, in terms of just raw 4 

volume of P3s, Latin America and the Caribbean lead the 5 

world.  And by the way, they're increasing everywhere, 6 

followed maybe by Asia, the Middle East, and then North 7 

America kind of lags behind.  But it's still growing a 8 

bit, I would say in just the volume of in size of these 9 

P3s.  Traditionally, when you think of P3s, you think 10 

of what, like a bridge or a toll road, a toll highway, 11 

something like that.  When you're driving, there's a 12 

fee, and you might get a fine if you don't follow all 13 

the rules. 14 

  But we're seeing them applied in many other 15 

areas now too, including health care and education and 16 

waste and water.  Those are all -- those all makes 17 

sense more than they have in the past.  And I think in 18 

the U.S. public sector, you're seeing greater interest, 19 

especially among the federal government of how do you 20 

put these things into practice.  So, I think the big 21 

trends are, you know, Latin America.  And they're 22 
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growing everywhere.  They're diversifying.  And they 1 

have great promise.  I think the most promise 2 

personally exists here in North America.  Okay. 3 

  MS. COGSWELL:  So with that, we thought we'd 4 

leave you with a couple of thoughts on how to 5 

potentially consider incentivizing further and wider 6 

adoption.  So the first one, weirdly enough is 7 

authorizing legislation.  For someone who spent much of 8 

my career in federal government now being on the 9 

private sector, on the consulting side, I have seen the 10 

power of instructing a federal agency to convene, 11 

right?  Even if they are not the ones in the end buying 12 

something, their ability to bring people together to 13 

produce a report standards, something that helps set a 14 

framework for the environment can be quite powerful. 15 

  The second one, procurement and acquisition.  16 

And I love what Claire Grady said in the last one.  17 

There's opportunity here both to look at what are the 18 

current environment is and can we make better use of 19 

what is already there.  And what else might be needed?  20 

And particularly to focus on known problems such as 21 

vendor lock, and incentivizing greater ongoing 22 
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collaboration between public private sector industry.  1 

Third one, investing in federal structures, processes 2 

and the workforce.  I will just reiterate again 3 

Claire's point where she said, the people who said my 4 

job is to keep you out of jail.  I would love it, if 5 

instead, we had a cadre of folks who said, my job is to 6 

help you get to your goal.  And I have a lot of 7 

different ideas.  And I know how to do them because I 8 

have been trained on how to use these effectively.  we 9 

really could use that benefit of that change in mindset 10 

and focus. 11 

  Fourth is that access to funding and along 12 

with it, the idea around where are their structures for 13 

joint public private shared investment models.  This is 14 

something that has not always been easy to see or easy 15 

to find examples that are willing to be accepted.  I 16 

know Jon will maybe mention.  In-Q-Tel is one example 17 

where we have seen it occur.  But it's an area where if 18 

we can get that funding model, that idea to show that 19 

both entities have that skin in the game, that interest 20 

in going forward, that can do a lot to move forward, 21 

especially in very crowded spaces where you have 22 
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multiple entities all trying to impact in the same 1 

arena. 2 

  With that, I think the thing we wanted to do 3 

for our last note is just highlight where we are, you 4 

know, 20 years past 9/11.  If you look at once upon a 5 

time, the idea of failure of imagination, and the 6 

failure to bring enough ideas to a problem set.  We've 7 

seen wonderful examples in the innovation space of 8 

taking on very high problems.  The question is going 9 

beyond incentivizing a lot of those great small ideas 10 

and moving them to scale broadly and making it widely 11 

accessible.  So, the question is, how do we best 12 

position ourselves for that going forward?  With that, 13 

shall we open for questions? 14 

  MR. SPANER:  Open for questions.  Yeah, thank 15 

you.  We have about 3 minutes.  This is a TED talk 16 

style. 17 

  MS. COGSWELL:  This is our waiting room. 18 

  MR. SPANER:  So, we'd love to take questions 19 

if you have any for us. 20 

  MS. COGSWELL:  We wowed you into -- 21 

  MR. SPANER:  Great.  And if -- oh, yeah, go 22 
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ahead.  Yeah? 1 

  UNIDENTIFIED SPEAKER:  How do you think about 2 

operational models?  But I think in my experience in 3 

government and private sector is -- yeah, sorry.  Juan 4 

Zarate, I'm about to moderate the next panel.  So, 5 

sorry for hogging the mic here.  But how do you think 6 

about operational models for PPP?  Because I really 7 

think that's where the U.S. government and given our 8 

public private divide get stuck, right?  And we talk 9 

about cyber threats.  We're going to talk about 10 

ransomware in just a second.  How do you think about 11 

the oper -- how to operationalize the PPPs? 12 

  MR. SPANER:  Yeah, so it's a great question.  13 

And to drive down risk, I would -- Juan, it's a great 14 

question.  I would -- and an important question.  Just 15 

having done these for the U.S. government a bit, I 16 

think the most important thing in the operating model 17 

is starting with a very rapid but thorough due 18 

diligence against -- I talked about some of the 19 

criteria, the objectives, innovation culture.  But that 20 

really needs to be tested before you enter into one of 21 

these things.  And you really want to start with like a 22 
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4 to 5 week due diligence to be sure that the use case 1 

you're considering -- in any number of use cases we 2 

work does have that viability.  Independently, somebody 3 

tells you it's safe.  Then after that, it's really 4 

identifying the revenue stream, and whatever the 5 

mission impact is you're trying to achieve. 6 

  The private sector will figure out how to 7 

extract revenue from any system, right, and apply it to 8 

the mission.  All of that should be sorted out in a -- 9 

in like a really thorough due diligence.  You shouldn't 10 

try this.  It's almost like you always hear in business 11 

school -- for those of you went, don't ever try to do 12 

advertising on your own.  Because there's a lot of 13 

firms who specialize it and you'll just -- you'll mess 14 

it up.  Don't try to do pricing on your own, right, 15 

none of those things.  All that is true.  This is the 16 

same thing.  Bring in people that know what they're 17 

doing and let them do an assessment for a few weeks. 18 

  MS. COGSWELL:  I would also add to that.  I 19 

think people have jumped to the conclusion that one 20 

size fits all that, right?  Exactly the same 21 

incentives, thought processes, revenue models work in 22 
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and they're just cookie cutter, and they're not, right?  1 

Each entity will have different drivers that makes the 2 

balance of the decisions.  Some of it depends on how 3 

crowded that market is.  Some of it is what is the 4 

payback look like.  Those all matter. 5 

  MR. SPANER:  And I would even full stop 6 

(phonetic) one thing there.  If you have a big 7 

requirement, and you don't have money in your budget 8 

today, and it's going to be a 2 year process to get 9 

money for whatever you're trying to do, there is a 10 

chance that a PPV arrangement will make sense to at 11 

least get you up and running, and maybe drive into 12 

perpetuity.  So P3s are a great model to consider if 13 

there's not something in the budget, but you got a 14 

mission requirement right now.  Other questions?  I 15 

think we have 45 seconds.  All right.  Well, thank you 16 

very much.  Thanks, Patty.  Great. 17 

  MR. COGSWELL:  Yeah, thank you. 18 

*  *  *  *  * 19 


