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TOWARDS A BETTER BALANCE OF PUBLIC AND PRIVATE INFRASTRUCTURE PROVISION

EXECUTIVE

SUMMARY

he EU and the UK need to build and upgrade

a massive amount of infrastructure following
decades marked by underinvestment. To give a
sense of the scale of investment required, European
Investment Bank (EIB) estimates suggest an annual
economic infrastructure investment shortfall of
around €366bn per year (2.9% of GDP)' for the
EU. In the UK, an estimate from consultancy EY
suggests that, under the current fiscal outlook,
there will be a funding shortfall of over £40bn a
year on average from 2024 to 2040 compared to the
total number of proposed infrastructure projects.”

While this should prompt a ramp-up of public
investment, policymakers are predominantly
placing their hopes in private finance to fill the
investment gap. Across the political spectrum,
European politicians are turning to derisking,
deregulation, and subsidies to incentivise private
actors to build infrastructure on our behalf.

Yet the last four decades of private infrastructure
provision have shown that private delivery is often
a worse option when judged on a range of factors.
There is no empirical evidence to suggest that
privately owned infrastructure is systematically
more cost-efficient. It has often performed poorly
on social and environmental outcomes, charging
high bills and distributing profits to shareholders
while underinvesting in service provision. A high
capital cost, misaligned incentives, uncompetitive
markets, and weak regulation have combined to
deliver outcomes often worse than the publicly
delivered alternative. Furthermore, the pace of
privately financed infrastructure build-out has so
far been dramatically below what is required to
meet societal and environmental needs, resulting
in decades of under-delivery.

THE PRIVATE FINANCE MYTH

The belief that private finance should be the
primary solution for delivering infrastructure is
guided by a deceptive narrative, which we term
the “private finance myth”. The private finance
myth asserts that, owing to the public sector’s
perceived fiscal constraints, the best option is for
governments to entice private actors to finance

as much infrastructure as possible (figure 1).

An uncritical adoption of this myth has led
policymakers to jettison the notion of a large state-
led infrastructure drive, believing that mobilising
private finance alone will be sufficient.

FIGURE 1: THE PRIVATE FINANCE MYTH

"Public infrastructure delivery is
impossible owing to limited fiscal space."

A

"There are huge pots of private
money waiting to be unleashed."

|%

"Governments just need to incentivise private
investors to deliver our infrastructure needs."

The problem with the private finance myth is that
it promotes the assumption that private finance
should be the default option, without considering
the comparative benefits of public and alternative
models. This evades the fact that private finance
does not come for free. Private infrastructure
investors typically demand high rates of return,
often extracted from consumer bills or government
subsidies.

Meanwhile, the private finance myth presents
all forms of public investment as a burdensome
cost on the taxpayer, erasing the fact that direct
public investment in infrastructure could bring
substantial benefits to the public finances, in
the form of direct revenues, indirect economic
multipliers, and the prevention of costly

future crises.



THE PRIVATE FINANCE MYTH

TOWARDS A BETTER BALANCE OF PUBLIC AND PRIVATE INFRASTRUCTURE PROVISION

A perceived lack of fiscal space is a key driver
trapping politicians in the private finance myth.
The EU and the UK are constrained by fiscal rules
and political discourses that fail to recognise the
long-term fiscal benefits of public infrastructure
investment and the long-term hidden costs

of private or blended alternatives. Outdated
macroeconomic frameworks lead to a disjointed
approach to inflation management that raises
government borrowing costs and undermines
private investment.

In the absence of reform to fiscal frameworks

and monetary policy regimes, policymakers will
continually be pushed into relying on private
finance for infrastructure delivery. Private finance
will be preferred even when it represents a higher
aggregate cost to society, causes social and
environmental harm, and fails to materialise at a
sufficient scale and speed to meet societal needs.

AN ALTERNATIVE APPROACHTO
DELIVER INFRASTRUCTURE IN SOCIETY’S
BEST INTERESTS

Rather than mindlessly following the assertions
of the private finance myth, governments should
apply a systematic approach to determining where
and when public or private delivery better serves
the societal interest. We propose a simple three-
step framework for designing a macroeconomic

policy agenda that can truly deliver the
infrastructure we need, under the most beneficial
ownership structures (figure 2).

FIGURE 2: AN EVIDENCE-BASED
INFRASTRUCTURE STRATEGY

What infrastructure do we need to build or upgrade?

|
Which pubilic, private or blended model will
deliver the best societal outcomes in each case?

————

How do we design coordinated macroeconomic
and sectoral policies to deliver this vision?

When assessing which infrastructure models will
deliver the best societal outcomes, policymakers
must consider the full range of pros and cons
rather than focusing singly on avoiding immediate
fiscal outflows. This includes assessing the impact
on billpayers as well as taxpayers and examining
financing costs (including any wider effect on
general government borrowing costs) alongside
delivery costs. Finally, policymakers must
transparently weigh up the full range of social,
environmental, and strategic factors that influence
which infrastructure delivery models best serve
the societal interest (figure 3).

FIGURE 3: WEIGHING UP THE PROS AND CONS OF PUBLIC OR PRIVATE INFRASTRUCTURE DELIVERY

Effect on cost
of government
borrowing

Public cost
of capital

Cost of public Effect on Social,
delivery broader environmental,
economic and strategic
activity factors
PUBLIC DELIVERY }

Private return
on capital

Cost of private Effect on Social,
delivery broader environmental,
economic and strategic
activity factors
[ PRIVATE DELIVERY
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In all, this report recommends that governments:

1. Conduct evidence-based, sector-by-sector
assessments of when and where public, private,
or blended infrastructure models better serve
the public interests, assessing the full risks and
opportunities of each.

2. Develop coherent long-term infrastructure
strategies that reflect this analysis, providing
consistency and coordination between all
infrastructure actors — and build the state
capability to implement these strategies.

3. Design confident regulation and conditionalities
to maximise the positive societal return of
infrastructure investment, rather than assuming
by default that these levers are damaging to
investor appetite.

4. Design fiscal policy to accommodate public
infrastructure investment where this is shown
to be in the long-term public interest.

5. Improve macroeconomic coordination to bring
down financing costs for both public and private
infrastructure investment, through modernising
inflation-control frameworks and empowering
state-owned financial institutions.

In the context of policymakers’ current anxiety
about the stagnation of European living standards,
an ill-informed over-reliance on private finance
and the neglect of direct public investment

will exacerbate rather than reverse economic
underperformance. Only by adopting a balanced
framework that recognises the full societal costs
and benefits of public and private delivery will
governments be able to deliver the fast and fair
green transition that represents our societies” only
path to a sustainable and prosperous future.
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1. INTRODUCTION

1.1 THE NEED FOR INFRASTRUCTURE
INVESTMENT

Infrastructure, as we use it here, refers to the
physical assets, structures, facilities, systems, and
networks that provide or support essential public
services. Infrastructure encompasses a variety

of economic and social facilities such as utilities,
transport and communications networks, and
educational, health, and community facilities.
Although non-physical infrastructure, like a
country’s legal system, is equally vital for society,
we focus on physical infrastructure because
building and upgrading it requires significant
upfront capital investment. As such, this report
contributes to the debate around who can and
should finance this expenditure.

The need for significant investment in new and
upgraded infrastructure is now widely recognised
across the political spectrum in the EU and the
UK.** Recent high-profile failures, like the 2024
collapse of the Carola Bridge in Dresden” and the

fatal train crash on the Thessaloniki-Athens line in
2023, have dramatically illustrated the fragile state
of infrastructure in Europe: a result of decades of
underinvestment.

Estimates of infrastructure spending and the
investment gap in the EU are scarce and vary
significantly, depending on the definitions and
assumptions applied. The recent Draghi report
estimates that to digitalise and decarbonise

the economy while increasing the EU’s defence
capacity, a minimum additional investment

of €750bn to €800bn is needed annually,
corresponding to 4.4—4.7% of EU gross domestic
product (GDP) in 2023.” In 2016, the European
Investment Bank (EIB) estimated annual
investment needs for four key infrastructure
sectors alone to be around 4.7% of GDP —

or €688bn - for energy (€230bn), transport
(€160bn), water and sanitation (€138bn), and
telecommunication (€160bn).° In addition, the
European Commission estimates the annual
investment need for social infrastructure, such as
healthcare, education, and affordable housing, to
be around €192bn.” However, total infrastructure
investment amounted to just 1.8% of GDP across
the EU in 2023."" This is less than half of the EIB’s
estimated needs in just the four sectors named, as
illustrated in figure 4.

FIGURE 4: TOTAL EU INFRASTRUCTURE INVESTMENT IN 2023 AND EIB ESTIMATES OF ANNUAL
INFRASTRUCTURE INVESTMENT NEEDS IN FOUR KEY SECTORS
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In the UK, the National Infrastructure
Commission estimates that current annual average
investment in transport, digital, energy, flood risk,
and waste infrastructure is around £55bn, and
states that this will need to increase to between
£70 and £80bn per year by the 2030s."” An estimate
by consultancy EY focusing on the public element
of infrastructure investment suggests that,

under the current fiscal outlook, there will be a
funding shortfall of at least £700bn from 2024 to
2040 compared to the total number of proposed
projects.”

Although the exact amount of annual
infrastructure investment required is the subject
of debate, the message is clear: massive sums of
investment will be needed, and current levels
aren’t meeting that demand.

1.2 THE CURRENT POLICY APPROACH

Caught between restrictive fiscal rules, high
interest rates, bond market pressures, and the
political difficulty of raising taxes, and burdened
with the inheritance of the privatisation era,
policymakers in the EU and the UK have
turned to mobilising private finance as their
primary hope for meeting urgent infrastructure
investment needs.

Mario Draghi’s influential report on European
competitiveness identified a lack of investment as
central to the EU’s stagnating productivity levels,
citing the eye-catching additional investment
need of €750-800bn per year for the EU to meet
its objectives.” Crucially, the report recognised

a significant role for both private and public
sector investment in meeting this gap, stating,
“The private sector will not be able to bear the
lion’s share of financing investment without
public sector support.” Yet policymakers seem to
have selectively focused on the need to increase
private investment, showing little appetite for an
accompanying ramp-up of state investment.

To some extent, the EU has demonstrated an
increased focus on the need for public sector
infrastructure investment, particularly in the
initiatives launched in response to the Covid-19
pandemic and Russia’s invasion of Ukraine. The
2021 Recovery and Resilience Facility (RRF) and
the 2022 REPowerEU plan have so far provided
over €366.71bn of grants and loans to member
states," a significant proportion of which is
being put towards infrastructure projects. Yet at
an aggregate level, the EU has not witnessed a
transformative increase in public infrastructure
investment, as illustrated in figure 5, with levels
remaining at less than half of the EIB’s estimated
requirements and below 2009 levels.

FIGURE 5: INFRASTRUCTURE FINANCE IN THE EUROPEAN UNION (% GDP), BY TYPE FROM 2005

TO 2023
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Note: The data is based on EIB calculations, applying the methodology of Wagenvoort et al."” Non-PPP: private infrastructure projects financed
through special purpose vehicles that are not structured as public-private partnerships (PPPs).

Source: EIB."*
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The proposed multiannual financial framework
(EU budget) for 2028-34 is likely to further reduce
EU spending as a proportion of gross national
income (GNI). As an analysis from the Jacques
Delors Centre shows (figure 6), when including
NextGenerationEU (NGEU) funds in the current
budget (around 0.25% of GNI), and acknowledging

that 0.11% of EU GNI is earmarked to servicing
the pandemic-era debt in the coming budget, the
overall budget will shrink from 1.51% of GNI to
1.15% of GNI." These estimates do not account for
upcoming negotiations between member states,
which will likely decrease the budget further.

FIGURE 6: COMPARISON OF THE PROPOSED (2028-34) AND CURRENT (2021-27) EU BUDGET (MFF)

IN % OF GNI (2020/2025

Apparent comparison
16

0.8

% GNI

06
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MFF 2021-27 MFF 2028-34

Adjusted comparison

MFF 2021-27 + NGEU MFF 2028-34 - NGEU

servicing costs

Note: The Multiannual Financial Framework (MFF) is the EU’s long-term budgetary plan, setting a maximum level of spending for each
expenditure category. The current (2021-27) budget was accompanied by additional grants from NextGenerationEU (NGEU), the recovery
instrument the EU set up in response to the Covid-19 pandemic. The fund will be phased out at the end of 2026, with the next MFF needing to

cover around €25bn annually in pandemic-era debt repayments.

Source: Jacques Delors Centre.”’

In the absence of a significant sustained increase
in direct public investment, the current EU
Commission’s economic strategy relies on
mobilising private finance, as illustrated in the
Competitiveness Compass strategy.”' A keystone
of the EU’s plan is the Savings and Investment
Union, a plan to harmonise and deepen the EU’s
private capital markets. However, a recent report
by Finance Watch revealed that, even with a fully
developed Savings and Investment Union, private
finance could only cover around a third of the EU’s
transition investment needs.” Alongside capital
markets reforms, the Commission is reducing
regulations in the hope that this will boost private
investment. For example, the flagship Omnibus
package includes reducing corporate sustainability
reporting requirements, exempting over 80% of
companies from the Corporate Sustainability
Reporting Directive.” These companies are no
longer required to regularly assess and report

a NEF analysis of ONS figures.

their social and environmental impact and risks.
As such, an unwillingness to increase public
investment is placing social and environmental
protections at risk. Meanwhile, the EU plans to
use a limited quantity of public funds to encourage
public-private partnerships (PPPs), such as via

the guarantees issued under the €26bn InvestEU
guarantee scheme.”

A similar policy approach is taking shape in

the UK, where plans to increase infrastructure
delivery also contain a major emphasis on private
finance. In terms of recent investment figures,

data from the Office for National Statistics (ONS)
illustrate a similar trajectory to the EU, with total
infrastructure investment in 2024 amounting to
1.8% of GDP, below mid-2010s levels, as illustrated
in figure 7.7
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FIGURE 7: UK INFRASTRUCTURE INVESTMENT OF PUBLIC AND PRIVATE SECTORS, IN % OF GDP FROM

2006 TO 2024
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While the new government’s 10-year
infrastructure strategy lays out a role for direct
public investment, total departmental capital
spending — excluding funds for blended finance —
is only set to grow at 2.6% per year in real terms
from 2023 (before the current government came

to power) to 2029.%,* While a significant increase
compared to prior policy, this does not represent

a step-change in infrastructure investment levels,
plans for which rely heavily on private investment.
To this end, the government has set an additional
£40.1bn of public funds over the 2024-29 period for
“financial transactions”, where public institutions
such as the National Wealth Fund and Great
British Energy provide blended finance for projects
to leverage private investment.” The infrastructure
strategy also emphasises increasing private
investment via encouraging large institutional
investors, such as pension funds, to invest in

UK infrastructure and reforming regulations to
improve investment conditions.””*" In general,
similarly to the EU, the UK government has
emphasised “cutting red tape”, and placed pressure
on regulators to loosen regulations across the
board, prompting criticism for increasing financial
and environmental risks.”"*

b NEF analysis of HM Treasury Spending Review data.

1.3 THE PRIVATE FINANCE MYTH
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Mainstream political-economic discourse is
dominated by the perception that limited fiscal
capacity (how much money the government can
spend) renders a major increase in direct public
infrastructure investment impossible.c This has left
politicians, even on the centre-left of the political
spectrum, beholden to an infrastructure delivery
strategy predicated largely on private finance.

A core part of what justifies this approach is a
simplistic but misleading narrative framing, which
we refer to as the “private finance myth”.

The private finance myth encourages governments
to deliver infrastructure through private financing
and ownership, or under blended finance
arrangements where public funds are used to
improve risk-adjusted returns for private investors.
Under this framing, the state is encouraged to
limit its role to removing regulatory barriers and
providing subsidies, grants, loans, and guarantees
to make sure that returns are sufficiently high

for private financiers to invest. Accordingly, the
private finance myth sees little need for the direct
public ownership of infrastructure.

¢ See the final chapter for a discussion of how current fiscal frameworks do not sufficiently account for the benefits of public
investment or the risks of underinvestment, with practical recommendations to allow for increased public investment.

8
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The problem with the private finance myth (figure
8) is not that it says private finance has a role

to play in infrastructure investment, which is
undoubtedly true. The problem is that it promotes
the assumption that private finance should be the
default option, with little need for case-by-case
scrutiny. This exaggerated narrative has come

to dominate the policy solutions put forward

by politicians, government bodies, and even
many NGOs.

FIGURE 8: THE PRIVATE FINANCEMYTH

"Public infrastructure delivery is
impossible owing to limited fiscal space."

l&

"There are huge pots of private
money waiting to be unleashed."

Ie

"Governments just need to incentivise private
investors to deliver our infrastructure needs."

Foundational to the private finance myth is the
notion that public money is a scarce resource and
shouldn’t be wasted where private finance could
do the job. The narrative asserts that direct public
financing and ownership of infrastructure will
strain the public finances and, hence, are bad for
taxpayers. This inaccurate assertion makes the
rest of the argument seem reasonable: If all public
investment is a burden on taxpayers, all private
investment might seem attractive by comparison.
Such a framing is exemplified in the EU finance
ministers’ statement on the competitiveness of the
European economy in November 2024:

"We acknowledge the significant financing

needs associated with the green and digital
transitions, new defence priorities and R&D. At a
time when public finances have been affected by
multiple crises and gradual and sustained fiscal
consolidation is needed, the necessary investment
should come primarily from private sources."*

This statement creates an unexamined link
between the fact that public finances are strained
and the conclusion that private financing will
necessarily be a better solution. The same
sentiment can be found in the arguments made by
Rhian-Mari Thomas, head of the Green Finance
Institute, a UK environmental group that fosters
collaboration between the financial sector and
government. The following extract is from an
interview with The Guardian in August 2024,
titled “The woman who told Labour it didn’t need
to spend £28bn on green investment”:

"The party should not have even considered
using that much taxpayer cash, Thomas argued.
Instead, it should engage with private investors
who were already keen to pour money into big
green projects."**

On the one hand, the private sector indeed

has large financial capacity. Certainly, there

are pension funds, insurance companies, and
foreign sovereign wealth funds” in charge of large
quantities of money, and banks with vast credit-
creation power. It would no doubt be a positive
thing if these investors played a significant role

in investing in companies and projects that help
our economies to prosper and become more
sustainable and resilient.

But the damaging part of this imagery is the
implicit assertion that, because there are large
amounts of private money out there, it will
necessarily be cheaper and better for society if
infrastructure is privately rather than publicly
financed. This is simply not true. The existence

of large pools of private savings is not in itself
sufficient to determine whether public or private
delivery of a given infrastructure project is a
better option. As we develop in chapter 2, this
question can only be answered through a detailed
comparison of project revenues, delivery costs,
financing costs, macroeconomic effects, and
broader social, environmental, and strategic factor.
The large-scale effort to increase infrastructure
investment requires both mobilising private
investment and a large-scale ramp-up in public
funding, with sector-by-sector choices guided by
a complete assessment of the costs and benefits of
each model.

d While not technically belonging to the private sector, sovereign wealth funds acting abroad have a similar profile to private
institutional investors as they operate without a specific mandate towards the citizens of other countries and often invest via the

same private sector asset managers as private institutional actors.
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1.4 SOCIALISING RISKS AND
PRIVATISING PROFITS

The private finance myth holds that the public
sector’s role in infrastructure investment should
primarily take the form of derisking. Derisking
refers to the public sector using government
policy and money, for example, via guarantees
or regulation, to adjust the risks and returns of
private investors to channel private finance into
desirable areas. Without government intervention,
many of the infrastructure projects needed by
society do not have a sufficient risk-adjusted
profitability to be attractive to private investors.

In infrastructure, a prime example of derisking

is the use of PPPs, which can render otherwise
unsuitable infrastructure projects investible

for private capital. Private investors commit to
financing public services, such as hospitals or
renewable energy plants, while the state takes on
parts of the risks associated with the project. The
state thus legally commits to compensating private

investors for risks attached to infrastructure assets.

Other examples of derisking can include contracts
for difference (CFDs), subordinated debt,’ equity
co-investments,® or providing financial insurance
against future government policy changes, such as
nationalisation or climate regulation.

In the UK, private finance initiatives (PFIs), a
type of PPP, particularly prevalent in the 1990s
and 2000s, are used for infrastructure funding.
In these projects, the private sector provides the
construction and maintenance of infrastructure,
which the public sector then repays in instalments
over a long period. Despite their comparatively
higher interest rates, PFIs are deemed attractive
as they are accounted for differently on public
balance sheets than up-front government
borrowing. In practice, however, the schemes are
widely viewed as a disaster in both the quality
of the infrastructure provided and the impact on
public finances.” For example, a 2018 report by

the National Audit Office found that taxpayers
had faced billions of pounds in additional costs
through PFIs without any clear benefit.*

Derisking instruments can sometimes be
successful in using a small amount of public
money to leverage private money for investment
in priority sectors. An example is the European
Commission’s Zero Emission Urban Bus System
programme,” which provided funds to test the
feasibility of fully electric buses, enabling their
rollout in European cities.” Similarly, the use

of CFDs to remove price-risk from renewable
energy projects has often been cited as a
successful example of climate policy (though the
disadvantage of locking consumers into paying
fixed long-term rates for renewable energy is also
becoming apparent).”*’ However, in many cases,
derisking is applied more in the private than the
public interest,*' without careful consideration of
where they are beneficial or needed. A report by
the European Court of Auditors (ECA) for example
found that nearly a third of the projects financed
under the Infrastructure and Innovation Window
by the European Fund for Strategic Investments
would have been undertaken without support.*

It is particularly wasteful to implement derisking
policies without attaching meaningful conditions
to the financial support. For example, private
partners could be required to provide high-quality
jobs or meet environmental standards. As former
Italian prime minister Enrico Letta points out

in his recent report for the EU Commission,*

such conditionalities are currently largely absent
from EU policy; public money is being used to
guarantee profits for private financiers without any
commitments being extracted in return. Derisking
can become a case of socialising the risks and
privatising the profits. If projects succeed, private
investors earn high returns; if they fail, public
guarantees absorb the losses.*

e CFDs are often used by states in promoting renewable energy projects. Here the producer is guaranteed a stable price (strike price)
for the electricity produced and compensated if the market price goes below this level. Conversely, if the market price is above the
strike price, the producer pays back the difference. CFDs have often been tied to consumer bills rather than general state spending,
in which case they should not be thought of as a subsidy, but rather a fixed-term price contract between producer and consumer,

negotiated by the state.

f  The state lends money and agrees to be repaid after other lenders. This makes the latter’s investment safer, as they have priority in

the event of default.

g The state invests alongside private investors and takes on a share of ownership. This signals the government’s confidence in the

project, helping to attract other private investment.
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BOX 1: THE CASTOR UNDERGROUND GAS STORAGE PROJECT IN SPAIN

The Castor underground gas storage plant in Spain illustrates derisking gone wrong, here

in the form of a public guarantee. Closed in 2013 after causing hundreds of earthquakes, the
project sparked protests, yet its contract guaranteed the builder compensation even in the case

of negligence. The Spanish government authorised a €1.35bn payout to the company, Escal

UGS, initially to be recovered through consumers’gas bills — a decision later struck down by

the Constitutional Court.”” Another example is Metronet, a private company responsible for
maintaining and upgrading parts of the London Underground. Although the company was
funded by the government through PPP contracts, it failed to deliver due to poor corporate
governance. As the Secretary of State had given assurances to Metronet’s lenders, the Department
for Transport had to pay them £1.7bn in grants. Additionally, the company’s failure led to an
estimated direct loss to the taxpayer of between £170m and £410m.* These cases show how
derisking can turn private investment failures into long-term public liabilities, leaving households
to shoulder environmental, social, and financial costs.

Guided by the ideology of the private finance
myth, policymakers assume private investment is
inherently the best option and turn to derisking
as a default tool. This reduces the possibility of
considering where it might be more beneficial

for the public sector to own infrastructure
outright, particularly where this could generate
valuable revenue streams. The desperation to
attract private finance often leads to failure to
apply conditionalities that secure positive social
and environmental outcomes. States thus risk
privatising infrastructure that would be better off
under public ownership or providing carrots to
the private sector without putting any meaningful
sticks in place, such as strong regulations with
penalties for non-compliance.
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2. THE COSTS AND
BENEFITS OF PUBLIC

AND PRIVATE
INFRASTRUCTURE
DELIVERY

I n this chapter, we identify some of the key blind
spots promoted by the private finance myth,
before laying out a simplified framework for
thinking through when and why public or private
delivery will really be a better financial option for
taxpayers and billpayers. After that, we consider
the broader non-financial pros and cons of public
and private delivery, including environmental,
social, and strategic considerations.

For both taxpayers and billpayers, we demonstrate
that there is no one-size-fits-all answer to the
question of whether public or private provision of
infrastructure is a better choice overall. Rather, the
balance between risks and opportunities varies
with the specificities of different projects, sectors,
and timescales, underlining the importance of
taking a holistic and evidence-based approach.

2.1 WHAT THE PRIVATE FINANCE MYTH MISSES

A major blind spot promoted by the private finance
myth is a failure to compare the financial returns
required for public or private infrastructure costs to
meet their cost of capital and profitability targets.
Given that government borrowing costs in the EU
and UK currently range between 3% and 5% for

a 30-year bond, while most private infrastructure
funds target at least 10% return on capital (and
many achieve far higher), public funding is often

a cheaper form of project equity finance than

private finance, even after adjusting for the risk

of losses.”,** Likewise, lenders who provide

debt financing for private infrastructure projects
generally charge a significant margin above the
interest rate at which the public sector could access
the same financing. This means that the consumer
bills or government subsidies and grants that
provide revenue for private infrastructure projects
pay for additional interest costs and profit margins,
even when the public sector might have delivered
the same project with lower overall financing costs.

Related to financing costs is the effect that private
infrastructure ownership can have on bills for
households and companies. In reality, allowing
private infrastructure companies to charge
higher bills is one of the main ways in which
states can make projects sufficiently profitable to
meet the private investor’s returns targets. This
can be seen in the UK government’s decision

to raise the price of electricity offered to private
companies in the auctions for renewable energy
contracts, to secure sufficient capacity to meet grid
decarbonisation targets.”’ Similarly, in Germany,
under the Renewable Energy Sources Act, above-
market prices were guaranteed to renewable
energy producers via feed-in tariffs, which were
initially added as a surcharge to consumer bills.”
In cases where direct public ownership could
deliver infrastructure at a lower cost, paying for
private infrastructure investment via consumer
bills should be an acute political worry, given

the impact of high bills on the cost of living and
industrial competitiveness. As we cover in chapter
3, evidence suggests that private delivery is often
associated with higher consumer bills.

Meanwhile, the fact that infrastructure ownership
can provide a long-term source of income for the
public is often overlooked. As is evident in the
private sector, many infrastructure projects, such
as renewable energy projects, can be profitable for
the owner. This raises questions about why the
state would incentivise private investment and
ownership (often by providing taxpayer money)
and then lose out on a long-term source of income,
while the private sector receives the benefits.

h Government bond yield data from Barrons, accessed 28 November 2025. https://www.barrons.com/market-data/bonds. “Return
on capital”used here to refer to gross IRR. Source: Auerback, A. (2017). A new arrow in the quiver: Investment-level benchmarks for
private investment performance measurement. Cambridge Associates. https://www.cambridgeassociates.com/insight/private-investment-
performance-measurement ; Bacon, L., Toczylowski, A., Benham, F. (2020). Infrastructure. Meketa Investment Group. https://meketa.

com/wp-content/uploads/2020/05/Infrastructure.pdf
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BOX 2: THE REMUNICIPALISATION OF HAMBURG'S ELECTRICITY GRID

The remunicipalisation of Hamburg’s electricity grid, which was finalised in 2020 following a 2013
referendum, shows the benefits of public infrastructure ownership. Contrary to labour union

fears, this occurred without any job losses. At the same time, despite the need for large-scale
investment to modernise the grid, the city generated an income of €1.48bn and a profit of around
€109m in 2024.”' An additional benefit is that remunicipalisation has facilitated the more effective
implementation of the energy transition, as stated by Hamburg’s environmental authority.” This
shows that public ownership can provide a long-term source of income while better accounting for

societal and environmental needs.

2.2 AFINANCIAL COMPARISON OF
DELIVERY MODELS

Infrastructure can be financed and owned either
by the public sector, private actors, or a mixture
of the two (known as blended finance).' As we
have alluded to, the ultimate financial impact

on taxpayers and billpayers depends on six
main factors:

* Project delivery costs — How much does it cost
for the public or private sector to deliver a given
project? (Also known as cost efficiency.)

* Project revenue stream — How much revenue
does the project generate? Larger revenues
benefit the project owner but could come
through charging higher bills to billpayers or
government procurers.

¢ Economic effects — What effects does the
project have on the surrounding economy as a
whole? Well-designed infrastructure projects
can raise economic activity and tax revenues,
through the “fiscal multiplier effect”) When
badly managed, they can also result in negative
social and environmental impacts, for which the
taxpayer may ultimately be liable.

¢ Financing costs — What is the cost of capital
for the project? This refers to the rate of return
owed to the lenders and investors who provide
the up-front money to pay for the project. This

consideration should also include any marginal
increase on general borrowing costs caused

by the extra borrowing (eg if extra public
borrowing marginally pushes up rates on overall
government debt).

¢ Subsidies and guarantees — What grants, tax
breaks, guarantees, and hidden costs does the
state have to provide to make projects viable?

* The cost of regulation - How much will it cost
to maintain a regulatory regime to define and
supervise the rules governing infrastruture
delivery under a given model?

The interplay of these factors determines the net
financial outcomes of a project. At the centre of
this question, public delivery costs and financing
costs must be compared against private delivery
costs and financing costs. Since private investor
returns are usually much higher than public
borrowing costs, private delivery is only cheaper
overall if private delivery costs are much lower.

If the positive financial returns of a project (profits,
multiplier effects) outweigh the costs of borrowing
(both the direct interest costs and any marginal
increase in general borrowing costs), then direct
public provision is beneficial for taxpayers.
Meanwhile, private provision is only financially
beneficial for taxpayers if the public sector could
not have delivered the same project profitably.
Even then, if public subsidies are required for a

Infrastructure can also be owned wholly or partly by non-profits, co-ops, and community groups — often with significant benefit to
local communities. However, for this financial comparison, we concentrate on governmental and private sector actors.

The effect that a specific increase in government spending (fiscal policy) can have on GDP. If, for example, the government spends
money to build a new railway line, this would employ many workers and buy goods from many firms, who would then spend

their income out into the economy around them. Moreover, the new railway line might enable more people to commute to better
jobs, further increasing economic activity in the region. Increased economic activity leads to a higher tax revenue for governments,
meaning that a high fiscal multiplier can balance out the cost of the public sector borrowing money to pay for certain projects.
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private project, these must be less than the net
costs of simply delivering the project publicly.

The best financial option for infrastructure delivery
will therefore vary by project and sector. Yet the
fact that infrastructure projects can generate
significant profitable revenues for the public sector,
or that private financing costs are generally higher
than public financing costs, is often ignored in
political discourse and decision-making.

2.3 NON-FINANCIAL CONSIDERATIONS

Besides the direct financial costs and benefits of a
given project, broader social, environmental, and
strategic factors may also contribute to the best
overall decision. Such factors can justifiably lead
policymakers to choose delivery models that are
not the cheapest in terms of immediate financial
costs, in preference for a broader understanding of
long-term economic and social benefit.

Many infrastructure sectors (such as water,
healthcare, and energy) are essential human
needs which societies may choose for political,
legal, or philosophical reasons to own publicly and
deliver free or at low cost. At NEF, we argue for a
“universal basic services” approach to providing
for society’s needs, premised on a universal

right to life’s essentials.” While a universal basic
services approach can include private providers,
these must be bound by public interest obligations,
including a minimum quality of service provision,
and deliver fair pay and conditions for service
workers. In this regard, the comparative extent

to which public or private providers can serve

the local interest and create high-quality jobs is

a vital factor to balance alongside direct financial
costs when designing an infrastructure strategy.
NEF research into extractive and socially harmful
practices in the UK’s private care sector provides
a powerful example of why it may be inherently
damaging to have certain services managed by
for-profit interests.” Moreover, as we explore in
chapter 3, privatisation has often been associated
with a decrease in the quality and number of jobs
provided.
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It is vital to consider the comparative social and
environmental outcomes of public or private
provision, particularly in areas where one sector
has a poor track record. For example, where private
water companies have a bad track record on
pollution and service delivery (see section 3.5) the
comparative environmental and social benefits of
public delivery weigh heavily in the case for public
ownership (whether under central, municipal, or
community governance). Short of this, improved
provision would require a more robust regulatory
framework that isn’t prone to capture by private
industry — which evidence suggests is difficult

to achieve.”"

The involvement of local communities in the
ownership and governance of the infrastructure
assets that affect them is also important for
boosting democratic participation and ensuring
local benefits.”” This could range from community-
owned renewable energy projects where the local
community has full ownership and control, to
simply granting local representatives board seats
on infrastructure projects, giving communities

a say in governance decisions regardless of
ownership. Governments could even provide
financial derisking support to community projects
in the form of “public-commons partnerships”,
just as they do for PPPs.” Ultimately, encouraging
community ownership and governance should be
an important factor for deciding the best financing
and delivery models for different infrastructure
sectors and projects.

Where there are strong benefits to central
coordination, there may be an argument for
public ownership that transcends the immediate
cost implications. For example, central public
ownership of the national electricity grid could
make it cheaper and faster to prioritise and
connect new renewable energy, battery storage,
and factories onto the grid.” These distributed
technologies will likely be developed by the
private sector, but the public sector is better
placed to enable the build-out and allocation of
grid capacity. Public ownership can also grant
governments greater strategic control over supply
chains and procurement policies, which can
contribute to nurturing an industrial cluster as
part of a broader industrial strategy.®’ Therefore,
a long-term coordinated industrial strategy may
well present a strong case for public ownership
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of certain assets, as a consideration that must be
weighed alongside the direct financial comparison
of private or public ownership.

Other strategic reasons to prefer having certain
infrastructure sectors in public ownership can
include national security concerns or improved
resilience against economic shocks. Consider the
UK government’s recent decision to temporarily
nationalise British Steel, which was justified
partially in terms of securing defence and
industrial supply chains to maintain strategic

autonomy and resilience, despite being projected
to run at a significant loss to the taxpayer, at least
in the short term.* > The early identification of
strategically vital industries may prevent costly
interventions like this.

Combining these non-financial factors — social,
environmental, and strategic — with the financial
considerations discussed, the simple schematic
in figure 9 provides a basic decision-making
framework for weighing up the pros and cons of
public or private infrastructure delivery.

FIGURE 9: WEIGHING UP THE PROS AND CONS OF PUBLIC OR PRIVATE INFRASTRUCTURE DELIVERY
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3. THETRACK
RECORD OF PRIVATE

INFRASTRUCTURE
DELIVERY

P olicymakers’ assumptions about the superiority
of private infrastructure delivery rely on the
conviction that this will improve public finances
and that the private sector is more efficient in the
construction and maintenance of infrastructure
projects. It is believed that competitive pressures
and the profit orientation of firms lead to increased
cost efficiency, better jobs, improved service
provision, and reduced prices for consumers."’
However, as shown in chapter 2, any efficiency
gains would need to be substantial to offset the
higher financing costs typically associated with
private delivery. The empirical record suggests that
such gains are far from guaranteed. Rather than
demonstrating structural superiority, outcomes
vary significantly across sectors and institutional
contexts. This calls for a case-by-case assessment
of ownership models, grounded in a critical
assessment of sectoral characteristics and the
application of appropriate regulatory guardrails.

3.1 FINANCIALTRACK RECORD: COST
EFFICIENCY AND CONSUMER PRICES

3.1.1 Cost efficiency

Empirical evidence does not support the claim that
private infrastructure delivery is systematically
more cost efficient. A review by the Danish
Institute AKF covering 80 studies across water,
waste, electricity, transport, and social sectors
found “no systemic difference in terms of
economic effects” between public and private
provision.** Similar findings emerge in sector-
and country-specific research.”” An academic
study analysing global evidence on waste and
water services finds no systematic relationship
between cost savings and private production.”
Likewise, an empirical analysis of all industries
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across European countries between 1980 and
2009 found no evidence of improved performance
following privatisation.”

One reason is that the cost of finance for the
private sector is often comparatively higher.”” The
private sector would thus have to operate much
more efficiently on the delivery side to compensate
for these financing costs. There is no conclusive
evidence that this is the case. On the contrary,

a global study by the International Monetary

Fund (IMF) on public-private partnerships

(PPPs) concludes that financing costs for private
borrowing are comparatively higher than
sovereign borrowing, and that it “cannot be taken
for granted that PPPs are more efficient than public
investment and government supply of services”

to offset this gap.”” Similarly, the European Court
of Auditors (ECA) found that seven out of nine
audited EU PPPs experienced significant delays,
with additional costs of €1.5bn falling to the
public.”’ The overall bad performance led it to
recommend against expanding PPPs until effective
implementation could be ensured.

3.1.2 Consumer prices

Similar results relate to consumer prices, where
there is no conclusive evidence that private
infrastructure delivery and operation lead to
relatively better prices. In some cases, prices have
fallen following liberalisation and private entry.
A European Central Bank (ECB) study of the
European telecommunication sector finds that
prices declined on average after privatisation,
which the ECB has attributed to competitive
pressures and technological advancements.”
Likewise, a recent study suggests that the entry
of the private operator Italo on the Venice—
Turin railway route led to reductions in certain
ticket categories offered by the public provider
Trenitalia. ™

However, this is far from a systematic result. In
recent years, a range of academic studies have
demonstrated that there is no consistent evidence
to support the claim that private enterprises are
inherently more efficient than the public sector.
Rather, outcomes vary greatly across different
sectors, with regulatory frameworks and the
degree of competition being just as significant as
ownership per se.””” In sectors where competition
is limited or regulation is lacking, privatisation can
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drive up prices. A study of residential electricity
prices across 15 European countries between
1978 and 2006 found that private ownership
was associated with higher residential electricity
prices.” Similarly, as can be seen in figure

10, in the UK water sector, average water and
wastewater bills rose significantly in real terms
after privatisation in 1989, peaking at 49% above
pre-privatisation levels in 2010 and remaining
substantially higher (16%) today.

FIGURE10: AVERAGE WATER AND WASTEWATER BILLS IN ENGLAND AND WALES, IN REALTERMS (2024
PRICES) USING THE RETAIL PRICE INDEX (RPI), FROM 1990 TO 2024
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3.2 NON-FINANCIAL TRACK RECORD:
EMPLOYMENT AND SERVICE PROVISION

3.2.1 Employment

Research on labour market outcomes indicates
that efficiency gains, where observed, have often
been achieved through labour cost compression
rather than improved productivity. The European-
Commission-funded PIQUE project, which
examined six public service sectors across six
European countries, concludes that privatisation
and liberalisation largely had negative effects

on labour conditions.” These included job

losses, increased precarious employment, wage
reductions, and intensified workloads. In the EU15
electricity sector, 31% of jobs were lost between
1995 and 2004 during liberalisation, contrasting
sharply with earlier Commission estimates that
nearly one million jobs would be created from the
liberalisation of the network industry.”
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Recent research further suggests that public
ownership is associated with better labour
outcomes. A 2023 IMF study finds that public-
sector workers earn, on average, around 10%

more than comparable private-sector workers.*’
This premium is even higher for women and
low-skilled workers, highlighting the importance
of public-sector employment for marginalised
groups. A study analysing 22 European countries
in 2015 confirms these findings, reporting that,
apart from a pay premium, public-sector workers
in Europe enjoy better job security and work-life
balance than their private-sector counterparts.*’
Evidence from Germany and Austria shows that
remunicipalisation has often improved labour
conditions, particularly in sectors characterised

by poor working conditions and temporary
contracts.® Public ownership is often supported by
labour unions, as reflected in initiatives such as the
Right2Water™ European Citizens’ Initiative.”
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3.2.2 Service provision

Cost reductions under privatisation have also
been associated with declining service provision,
sometimes with detrimental consequences. A
report by Corporate Europe Observatory finds
that the privatisation of the healthcare system
across Europe has led to profit-oriented “cherry-
picking” of lower-risk and higher-paying patients
over higher-risk and lower-income patients.*
Moreover, they find that the commercialisation of
the elderly care and health care sector led to worse
preparation for the Covid-19 pandemic.

Cherry-picking can also be observed in other
sectors. In telecommunications, rural areas are
generally less profitable for private companies,
as they are less densely populated, contributing
to a persistent rural-urban digital divide.

% This can exacerbate existing economic
disparities, for example, due to reduced access
to online education, telemedicine, and remote
work opportunities.

Furthermore, profits are often not reinvested or
used for the benefit of consumers or taxpayers

but are rather captured by shareholders, asset
managers, and highly paid executives. A report

by Common Wealth on the UK’s major electricity
distribution network operators (DNOs) and gas
distribution networks (GDNs) found that, amid
the cost-of-living crisis, companies were able to
exploit their natural monopolies, paying dividends
totalling £3.6bn for DNOs and £2.4bn for GDNs
from 2017 to 2021. Meanwhile, the effective

tax rates on these companies were significantly
lower than those on the average UK company.”
Similarly, a report by Reclaiming Our Regional
Economies found that private care providers in
three English regions had made profits totalling
more than £250m between 2021 and 2024. During
this period, company directors earned up to 60
times more than the average wage, while frontline
care workers were often paid below the living
wage.” This illustrates the tension between profit
maximisation and universal service objectives in
essential infrastructure sectors.
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3.3 EXPLAINING THE TRACK RECORD

The varied outcomes of private infrastructure
delivery can broadly be explained by four
structural factors.

1. The cost of capital differs substantially.
Governments borrow at lower rates, while
private operators must compensate for higher
financing costs. The empirical evidence does
not show consistent efficiency gains sufficient to
offset this premium.

2. Incentive structures differ. Private firms operate
under profit incentives, often with the need
to deliver shareholder returns, which can
encourage dividend extraction, cost cutting, and
short-term decision-making. Public authorities,
by contrast, must typically pursue broader social
objectives, such as income redistribution and
public health. These different mandates shape
investment behaviour and service outcomes.

3. Market structure matters. Many infrastructure
sectors, like water and electricity networks,
are natural monopolies, meaning that having
one single network is the cheapest or only
option. True competition is almost impossible to
achieve, making it easy for firms to exploit their
monopoly power by charging higher bills or
investing insufficiently in services.

4. Effective regulation is essential. When incentive
and market structures diverge from society’s
best interests, effective government regulation
needs to be put in place. Regulation can protect
employment and environmental standards
while ensuring good service provision through
sufficient capital investment. Particularly in
sectors where competition is limited, extremely
strong regulatory oversight is required to
prevent private operators from increasing prices
while underinvesting in services. The cost of
maintaining this regulatory capacity must
also be factored into the overall societal cost of
private infrastructure delivery.
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BOX 3: THE BRITISH RAIL SYSTEM

The British rail system illustrates these points. Since its break-up and sale in the mid-1990s, the
network has become a complex patchwork of private and public operators underpinned by large
public subsidies. In 2024, government support to the rail industry reached £12.5bn, yet service
quality and investment have lagged. As research by Common Wealth® shows, private rolling stock
companies on average distributed around one-third of their revenue to shareholders between 2022
and 2023, while simultaneously decreasing capital investment (Figure 11), and thus investment in
the provision of the service. Meanwhile, British passengers pay some of the highest fares in Europe,
over three times higher than in France. And the overall cost of privatisation (ie the system-wide
operating costs compared to a hypothetical counterfactual scenario of continued public ownership)
has been estimated at £79bn between 1997 and 2020.” Thus, far from providing better services, the
privatised rail model has channelled public money into private returns, leaving both passengers
and taxpayers paying more for less.

FIGURE 11: UK ROLLING STOCK COMPANIES’ DIVIDEND AND FINANCE PAYMENTS TO RELATED
PARTIES AND CAPITAL EXPENDITURE, AS A PROPORTION OF REVENUE, FROM 2019 TO 2023

80

70

% revenue
IN) o N 0 o)
o o o o o

—
o

2019 2020 2021 2022 2023

B Financial costs M Dividends Capital investment

o

Note: Select line items taken from three rolling stock companies: Angel Trains Limited, Eversholt Rail Leasing Limited, Porterbrook
Leasing Company Limited. Together, these three companies made up 76% of the rolling stock market in 2019.

Source: Common Wealth.”

19



THE PRIVATE FINANCE MYTH

TOWARDS A BETTER BALANCE OF PUBLIC AND PRIVATE INFRASTRUCTURE PROVISION

FIGURE 12: EUROPEAN PUBLIC-PRIVATE PARTNERSHIP MARKET BY VALUE AND NUMBER OF PROJECTS,

FROM 2010 TO 2020
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3.4 THE SCALE AND SPEED OF
INFRASTRUCTURE DELIVERY

The urgency of the green and social transitions
means that both public and private finance will

be necessary to deliver the scale of investment
required. Long-running efforts to crowd-in private
investment have failed to close Europe’s green
investment deficit,”” which was estimated to be
around €406bn (2.6% of GDP) in 2024.”* In sharp
contrast to the scale of need, PPPs in Europe in
2020 amounted to €9bn (figure 12). Despite this
astonishing mismatch, PPPs continue to be at the
centre of mainstream political discourse on how
to increase green and infrastructure investment,
as can be seen in the call for more PPPs in Enrico
Letta’s recent report.” Over-reliance on private
finance leaves time-bound climate targets exposed
to fluctuations in global investment conditions, as
illustrated by the failed UK offshore wind auction
in 2023.°

At the same time, public planning capacity alone
may be insufficient to deliver complex, capital-
intensive projects at speed. This is particularly true
in capital-intensive and technologically complex
sectors such as renewable energy and electricity
grids, where private sector know-how is necessary.
Public authorities can also be a blockage to private
finance spurring the renewable energy transition.
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For example, the Italian regions of Sardegna

and Lazio effectively put in place moratoriums

on solar and wind projects.”””* Similarly, until
recently, Poland enforced excessive distance rules
for onshore wind, which made it impossible to
build wind farms on 99.7% of Polish land.” This
also highlights the case for a consistent long-term
strategy, as we set out in chapter 4.

Ultimately, large infrastructure projects carry
large risks regardless of who delivers them.

There will always be differences in the balance of
incentives, benefits, and risks between public and
private delivery, which will vary by sector, project,
and national context. Policymakers must take a
clear-eyed approach to assessing these benefits
and risks, rather than following a predetermined
ideological framework like the private finance
myth. Once appropriate financing and delivery
mechanisms have been identified, policymakers
must then ensure the right conditions for
infrastructure projects to be a success, which we
will come to in chapter 4.

3.5 ATALE OFTWO SECTORS: CASE STUDIES
OF SUCCESS AND FAILURE

The contrasting experiences of Denmark’s wind
energy sector and England’s water system illustrate
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how governance, regulation, and ownership
structures shape the outcomes of private
infrastructure delivery. Both cases highlight the
conditions under which private investment can
support or undermine public goals.

Wind energy in Denmark: top-down
coordination with bottom-up participation

The Danish onshore wind energy sector is an
example of how private finance can be successfully
integrated into infrastructure development. Today,
wind power supplies over half of Denmark’s
electricity needs, and the country has become

a global leader in the manufacture of wind
technology."” This success was not driven by
rapid market liberalisation or privatisation, but

by a carefully sequenced approach combining
top-down planning and strong regulation with
bottom-up civic participation, as well as the
innovation and expertise of the private sector.

Top-down planning and regulation

Following the 1973 oil crisis, Denmark launched

a series of national energy plans setting clear,
measurable targets for renewable energy

capacity, emissions reduction, and technology
development.'”' The government used a mix of
carrots and sticks, such as, (1) capital grants for
early installations, gradually phased out as costs
fell; (2) guaranteed grid access and feed-in tariffs
from 1993, fixing prices relative to retail electricity
rates rather than production costs; and (3) energy
taxes, introduced in the 1980s, making renewables
competitive while funding R&D and technological
innovation."”” Crucially, Denmark combined
support measures with strict conditionalities,

such as requiring utilities to set a “fair price”

at 85% of the retail electricity rate or including
local ownership, constant policy evaluation, and
dedicated administrative capacity through the
Danish Energy Agency.'"”

Bottom-up civic participation

Policy design actively encouraged local ownership
and citizen participation. From the 1980s onward,
tax incentives and, later, the 1993 feed-in tariff
scheme, enabled communities and cooperatives
to invest in wind farms. The 2008 Co-ownership
Scheme required developers to offer at least 20% of
shares in new wind projects to residents, ensuring
financial benefits stayed in the community.'”*
Moreover, planning processes required municipal
involvement and public hearings, ensuring
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transparency and broad-based legitimacy. By
2014, over half of Denmark’s wind capacity was
community-owned, creating high levels of public
acceptance for the energy transition.'”

Water in England: lack of regulation and
foreign/ private ownership

England is the only country in Europe to have
fully privatised its water sector, with nine regional
monopolies created in 1989 under Margaret
Thatcher’s government. The promise was that
private firms would deliver efficiency, investment,
competition, and environmental improvements.'’®
Over three decades later, the evidence shows the
opposite: chronic underinvestment, rising costs
for households, environmental degradation, and
growing water poverty."”’

Weak regulation and planning

The privatisation of England’s water sector in
1989 was shaped by policies and regulations that
prioritised company profitability over long-term
public interest. The Thatcher government cleared
£4.9bn in debt, provided a £1.5bn cash injection to
improve the company’s balance sheet and make
investment more attractive, and sold the firms at
a discount. Meanwhile, Ofwat, the new regulator,
focused narrowly on price caps rather than
investment or environmental performance.'”” Its
formula compared companies against each other
but failed to prevent opaque corporate structures,
excessive dividend payouts, and shareholder loans
at inflated rates. Parliamentary reports'*” later
found Ofwat repeatedly overestimated financing
costs, handing firms windfall gains through
unnecessarily high bills, while weak enforcement
and a “revolving door”'"” between regulator and
industry further undermined oversight. Successive
governments encouraged Ofwat to keep bills low
while scaling back scrutiny, leaving companies
free to underinvest in infrastructure, pay out
large dividends, and allow sewage pollution to
rise sharply.""

Institutional investors and foreign ownership

Today, over 70% of English water companies are
owned by foreign investment funds and banks.""”
These investors treat water utilities as financial
assets, extracting revenue through dividends

and debt financing. Between 1989 and 2023,
shareholder payouts reached £77.6bn, while capital
investment stagnated, meaning higher household
bills paid for shareholder returns rather than
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physical infrastructure improvements. United
Utilities alone paid £454m in dividends in one
year, 25% of its revenue, while South East Water
spent more on dividends and debt interest than
on upgrading infrastructure during periods of
drought and rationing.'”*

The results are stark: household water bills had
risen to over 360% by 2023 since privatisation,
over twice the rate of inflation,"* while 20% of
households now experience water poverty.'” Raw
sewage discharges rose by 129% in 2023 alone,'"
and drought-related rationing hit multiple regions
due to chronic underinvestment in reservoirs

and leakage reduction."” England’s experience
shows that without strong public planning and
regulation, private monopoly ownership leads

to higher costs, more environmental harm, and
poorer service quality.

Lessons
Successtul delivery of public services by the private
sector will therefore require:

e A critical prior assessment of whether a sector’s
core features make it appropriate to be in
private hands.

e Robust public planning and oversight to set
targets, enforce standards, and prevent abuses.

¢ Clear regulation and conditionalities for private
finance, including investment requirements and
limits on shareholder payouts.

e Local ownership and participation to align
infrastructure delivery with social and
environmental needs and strengthen democratic
buy-in and self-determination

¢ Due diligence on private investors to guard
against bad actors with misaligned incentives,
who are more likely to exploit assets or pose a
security risk.

Without these elements, privatisation risks

delivering financial returns for investors while
eroding public value for citizens.
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4. DESIGNING AN
INFRASTRUCTURE

STRATEGY FOR
THE BEST SOCIETAL
OUTCOMES

a coherent approach to delivering the
infrastructure a society needs should flow
from answering the following three questions:

FIGURE13: AN EVIDENCE-BASED
INFRASTRUCTURE STRATEGY

What infrastructure do we need to build or upgrade?

———

Which pubilic, private or blended model will
deliver the best societal outcomes in each case?

———

How do we design coordinated macroeconomic
and sectoral policies to deliver this vision?

In this section, we call for policymakers to
conduct their own evidence-based assessments
of alternative financing and delivery models
and then offer recommendations for how to
develop these assessments into successful
infrastructure strategies.

4.1 EVIDENCE-BASED, SECTOR-BY-SECTOR
ASSESSMENT

After building an understanding of what new

or upgraded infrastructure is needed, the next
step any government must take is to conduct a
comprehensive assessment of when and where
public, private, or blended infrastructure models
are likely to provide the greatest benefit to society
(figure 14). The assessment should consider the
full range of direct and indirect financial risks and
rewards to both taxpayers and billpayers, as well
as the social, environmental, and strategic factors
we have discussed.

This may seem like an obvious recommendation.
Yet shockingly, many governments are following
infrastructure plans with an emphasis on private
finance without having assessed whether this is
better value for money than public provision. This
was illustrated by the UK’s Committee of Public
Accounts enquiry into the government’s use of
private finance for infrastructure. The committee
found that “there have been no assessments of

FIGURE 14: WEIGHING UP THE PROS AND CONS OF PUBLIC OR PRIVATE INFRASTRUCTURE DELIVERY

Effect on cost
of government
borrowing

Public cost
of capital

Cost of public Effect on Social,
delivery broader environmental,
economic and strategic
activity factors
PUBLIC DELIVERY
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]
Private return
on capital

Cost of private Effect on Social,
delivery broader environmental,
economic and strategic
activity factors
PRIVATE DELIVERY
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the merits of private financing models relative to
public procurement” and that the Treasury “did
not consider the cost of government borrowing to
be relevant when making financing decisions on
PFI [private finance initiative] deals”."* In other
words, to quote prime minister Keir Starmer, the
UK government has decided that “private finance
is how we rebuild our country” without having
assessed whether this is a better option than public
delivery, and ignoring that the government’s
borrowing costs are lower than the private
sector’s.”"” This is apparent in the government’s
Independent Water Commission, which, while

it made 88 recommendations to improve the
regulation of the private water system,'”’ was ex
ante instructed not to consider the possibility of
public ownership.'”

Before unconsciously following the assertions of
the private finance myth, governments should
make evidence-based assessments at a sectoral
and strategic level of which financing models best
serve the long-term societal interest. This strategic
assessment is upstream from, and fundamentally
different to, the role that routine cost-benefit
analyses currently play in infrastructure policy.
While government departments routinely conduct
cost-benefit analyses of planned projects, these
analyses typically relate to a go/no-go decision for
a given project, or compare alternative private and
blended models, rather than comparing private
against public options. Moreover, since they tend
to focus on a granular level on particular projects
or sub-sectors, routine cost-benefit exercises

are generally not able to assess or influence the
delivery strategy for a sector as a whole.

4.2 CONSISTENT LONG-TERM STRATEGY AND
STRONG STATE CAPABILITY

To maximise the benefits of public or private
provision, infrastructure investment needs to be
embedded within a clear and consistent long-term
public strategy. As NEF outlined in our report on
green industrial strategy,'*” governments must

set specific objectives and targets, with ongoing
tracking and re-evaluation. These should include
social and environmental metrics. Goals that
target the number and quality of jobs, for example,
can help negate the risk that private delivery can
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worsen employment conditions.

This public strategy must be coherent, consistent,
and credible. Investors, whether institutional
funds, small developers, or cooperatives,

commit capital based on expectations about
future policy. If the policy environment shifts
unpredictably, the risk premium rises, and
financing costs increase, potentially causing
investors to withdraw.'*’ Stability, on the other
hand, not only lowers financing costs but also
encourages the participation of smaller actors,
such as municipalities and cooperatives, which are
comparatively less able to absorb sudden shocks
than large asset managers. In the EIB Municipality
Survey, 79% of the 1,002 reporting municipalities
noted regulatory uncertainty as an obstacle to the
implementation of infrastructure investment.'”* A
well-structured and consistent strategy can also
strengthen a country’s broader industrial policy,
as illustrated by Denmark’s wind energy sector,
which helped it become a global frontrunner in the
export of wind energy technology and expertise.

Crucially, a consistent strategy with strong follow-
through requires state capacity and capability at
both the national and local levels. This means that
public bodies must acquire the resources needed
to deliver or manage an infrastructure project
(capacity), as well as the knowledge required to
deploy these resources (capability).””” Without
this, there is an increased risk of public funds
being misallocated or infrastructure projects being
mismanaged. For instance, the European Court

of Auditors (ECA) concluded that insufficient
administrative capacity had contributed to the
delayed absorption of the EU’s Recovery and
Resilience Facility funds, which are intended

to provide grants and loans to EU member

states for investments in economic resilience

and sustainability.'*

4.3 CONFIDENT REGULATION
AND CONDITIONALITIES

Strong, independent regulation is essential to
ensure that private investors align with public
goals. This requires ongoing oversight rather
than one-off checks and the establishment of
dedicated public bodies with the expertise and
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legal authority to oversee infrastructure projects.
For instance, energy regulators should not only set
technical standards, but also ensure fair pricing,
protect smaller market participants, and prevent
anti-competitive behaviour. Transparency is a
critical part of regulation. Public access to data

on ownership structures, subsidy recipients,

and performance metrics enables citizens and
civil society groups to hold companies and
governments to account. Together, regulation and
transparency ensure that public and private capital
are spent in the public interest.

Any public support, whether in the form of
subsidies, loan guarantees, or tax incentives,
should be subject to robust economic,
environmental, and social conditionalities. These
could include binding greenhouse gas reduction
targets, material efficiency requirements, and

local job creation commitments. For example,

the European Trade Union Confederation

calls for social conditions to be attached to all
public funding to promote quality jobs and

ensure sustainable industrial development.'*
Furthermore, regulators must be empowered to
penalise non-compliance, for example by imposing
fines or revoking licences for companies that fail to
meet environmental or social obligations.

Companies receiving public support must be held
to account not only for meeting agreed targets but
also for how they use their profits. Without clear
conditionalities, subsidies risk fuelling shareholder
payouts rather than productive investment.
Restrictions on dividends, stock buybacks,

and excessive executive pay during periods of
public support are essential to prevent extractive
behaviour and redirect resources into production,
innovation, and workforce development. Firms
that fail to meet such targets should have their
public support withdrawn.

4.4 WELL-DESIGNED FISCAL POLICY TO ALLOW
BENEFICIAL PUBLIC INVESTMENT

While it is wise to plan carefully for long-term
fiscal sustainability (ie healthy public finances),
our fiscal frameworks currently take insufficient
account of the benefits of public investment and
the risks of underinvestment. This creates a
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structural bias away from public infrastructure
investment and towards strategies dominated by
private finance, even when this will lead to worse
economic, social, and environmental outcomes.
Reforming fiscal policy frameworks and the
discourse surrounding them is a prerequisite for
allowing decisions to be made over infrastructure
financing and ownership that genuinely serve
society’s best interests.

Real fiscal space can be thought of as the degree
of capacity that governments have for additional
spending to be financed by borrowing, without
leading to unsustainably high interest payments
or causing inflation. On top of real fiscal space,
many governments have fiscal rules, which place
a politically determined limit on how much they
can borrow over a given period. The UK has a set
of fiscal rules decided by the chancellor (finance
minister), and countries in the EU have debt-
reduction rules set centrally by the EU, as well as
often their own domestic rules.'”'*’

First, without any changes to their fiscal rules,
European countries could already afford to carry
out more publicly owned infrastructure projects
than currently planned. For projects which
generate revenue, if the profits exceed the interest
rate on the debt, then this would actually set public
debt on a downwards trajectory after an initial
increase, which is perfectly compatible with the
UK's current fiscal rules for example. Another
crucial factor relating to fiscal rule compatibility

is to make sure that cost projections adequately
factor in the positive effects of infrastructure on
economic activity. As we described earlier, the
fiscal multiplier effects of public borrowing and
spending are crucial determinants of whether
public finance of infrastructure will be beneficial
to taxpayers. Current methods of forecasting used
by fiscal authorities systematically underestimate
the benefits of public investment in infrastructure,
meaning that the wrong decisions are being
taken in the name of fiscal responsibility.”"""" In
our Forecasting a Better Future report, we offer a
detailed critique of current methods and propose
an alternative “buckets” method that gives a more
granular and holistic estimate of the multiplier
effect of investments."”” It is also vital that
comparisons are made to the appropriate counter-
factual scenario — forecasts must also account for
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the costs of not building sufficient infrastructure."”
It might seem expensive to build flood-defence
infrastructure now, but the outcomes for taxpayers
will be much worse if we neglect to build it and
then have to pay for huge flooding damages in

the future.”*

Even after making these adjustments, poorly
designed fiscal rules will still be an obstacle

to making decisions that are in the taxpayers’
long-term interests. Fiscal rules are set to short
timescales, applying arbitrary targets to arbitrary
measures of government borrowing and debt."*>'%
For example, the UK’s fiscal rules set maximum
targets of five years or shorter. Given that many
infrastructure projects take longer than this to
build, and last for several decades, these rules are
fundamentally misaligned with infrastructure
decisions in the best long-term interests of
citizens. Another feature of poorly designed fiscal
frameworks is that they create warped incentives
for infrastructure projects to be delivered via
blended finance structures that sidestep fiscal
rules while ultimately costing taxpayers more than
direct public delivery. A typical example of this
was the UK’s disastrous PFI scheme, discussed
earlier, which encouraged local government bodies
to engage in off-balance-sheet borrowing from
private deliverers to build schools, hospitals and
roads. PFI financing came at a far higher cost to
the taxpayer than direct public delivery, while
infrastructure outcomes were extremely poor."”" "

At NEF, we recommend that fiscal rules be
replaced by a system of “fiscal referees”, wherein

a panel of experts judges whether a government’s
fiscal plans are sustainable and beneficial, with
transparency over the qualitative judgments and
differences of opinion inherent to such a complex
topic."”” Short of this, fiscal rules should at the

very least be adjusted to account for longer time
horizons, with greater justification for the benefits
of long-term investment, more accurate multiplier
estimates for infrastructure investments, and all of
this compared to scenarios in which the impacts of
underinvestment are properly estimated. Crucially,
this would create fiscal space by properly taking
taxpayer benefits into account, giving the state
more scope to make meaningful investments.
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4.5 IMPROVED MACROECONOMIC
COORDINATION TO BRING DOWN
FINANCING COSTS

The headline interest rate set by central banks

is one of the key determinants of borrowing

costs for governments and the private sector.

At NEF, we criticise the current system for
controlling inflation as being a blunt and simplistic
framework, which has not only failed in its
primary objective of keeping inflation close to
target, but is also unnecessarily damaging the
economy, preventing investment and pushing
people into unemployment.”’ Similar critiques are
emerging from a variety of academic institutions
and think tanks, which are calling for inflation-
targeting frameworks to be reformed so that
governments and central banks can coordinate to
manage inflation without unnecessarily damaging
investment levels through high interest rates.""'**
The current system reinforces states” over-reliance
on private infrastructure investment, as “monetary
dominance” (the prevailing paradigm of central
banking) effectively limits public spending and
imposes austerity."*’

A more coordinated macroeconomic framework
would enable countries to better control inflation
while having lower interest rates. This would
reduce the cost of borrowing for investing in
infrastructure, both for governments and the
private sector, meaning the green transition and
general upgrading of infrastructure would be
cheaper both for taxpayers and billpayers. Without
such a change, there is a risk that protracted high
interest rates will make infrastructure investment
much more expensive, either leading to projects
being cancelled or consumer bills being hiked to
compensate.

Second, central banks could introduce targeted
refinancing programmes to reduce interest

rates specifically for investments in green
infrastructure.**'*> Our previous research
estimates that a 2.5% decrease in interest rates for
clean energy investments in the UK could reduce
energy bills by £1.9bn per year (£24 per household)
by 2030.
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Finally, macroeconomic coordination must be used
to empower state-owned financial institutions.
Also known as “policy banks” or “national
development banks”, state-owned financial
institutions can lend and invest in projects
throughout the economy, often alongside the
private sector. As they are owned by the state,
they can be mandated to target their investment
towards specific purposes, such as supporting the
green transition or regional economic growth,

or lending with a focus on small and medium
enterprises (SMEs), agriculture, high-tech sectors,
or export companies. Examples include the EU-
wide EIB, Germany’s KfW, France’s BPIFrance,
and the UK’s National Wealth Fund. At NEF, we
argue that policy banks should not be limited

to derisking private projects, but instead should
take a proactive approach to guiding sectoral
investment (whether privately or publicly owned)
while ensuring a fair risk-reward balance and
positive social and environmental outcomes."
Overall, well-designed policy banks with the
power to borrow their own funds, and with central
bank support, are an essential part of 21st-century
macroeconomic management to achieve industrial
and environmental goals with maximum benefit to
the taxpayer."*" """
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5. CONCLUSION

he idea that private finance is necessarily the

best way to fund infrastructure investment
is a myth. It risks locking societies into costlier,
less equitable, and less sustainable development
pathways. Both theory and the historical track
record demonstrate that public finance and
ownership can often deliver greater value for
taxpayers, billpayers, and society.

Far from rehashing old arguments about the
benefits and disadvantages of public and private
infrastructure delivery, this report is an urgent
cry to policymakers and policy influencers not

to be taken in by simplistic narratives. Rather
than advocating for one model of infrastructure
financing and ownership, we call for a discerning
approach that remains steadfast to logic

and evidence when deciding what is in the

public interest.

Better decision-making requires properly
integrating long-term financial and non-financial
outcomes into political discourse and technocratic
assessment processes. Policymakers must
recognise the strengths and weaknesses of both
public and private infrastructure delivery, apply
rigorous case-by-case and economy-wide analysis,
and prioritise the long-term interests of society.
This is in sharp contrast to the current tendency
to prioritise private investment returns by default,
over taxpayers, billpayers, and delivery outcomes.
Private finance will remain an important part

of the picture. But it must be guided by a robust
public strategy, fair risk-sharing, and strong
conditionalities to ensure it serves societal goals
rather than simply extracting value from public
assets.
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A more balanced approach will only be made
possible through reform to the fiscal and monetary
frameworks, which are currently limiting states’
ability to deliver societally beneficial infrastructure.
A modernised approach to fiscal and monetary
policy is needed to untether politicians from the
misconceptions of the private finance myth and
return publicly delivered infrastructure build-out
to the table as a viable option.
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