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1. Introduction

The aim of this project is to develop an ‘Investability Score’, that ranks priority areas for additional UK
public investment. In public choice terms, this is akin to deriving a social welfare function (SWF - see
Appendix 1)* for public investment: making explicit what outcomes are deemed to matter; how they
trade off; what assumptions underlie their construction, and how they aggregate across the economy
and people over time.

To do this, the scoring explicitly assigns values and weights to decisions taken, or deferred, on UK
public investment.

The exercise is not, and cannot be, purely technical; it embeds normative judgements. Hence, to
claim objectivity would be both misleading and unethical. Assessments span incommensurable
outcomes: the value of life; the probability of catastrophic events in defence and health, as well as
more measurable outcomes such as transport infrastructure and education returns.

But, given that all investing is undertaken in anticipation of a future that is perforce uncertain,
specifying the welfare function, including quantifying it, thereby makes the valuation process
contestable. In doing so, it supports better policy decisions.

A working axiom throughout is that public investment is warranted only where the private sector will
not invest, or will underinvest relative to the social optimum. The dominant role of public capital is to
overcome market and coordination failures across complementary investments® and kickstart
commercial activity, for example, installing core infrastructure, commercialising innovation whose
returns via knowledge spillovers are social rather than private,® or bearing regulatory and policy risk
that can deter private capital. Even so, reasonable people can and do hold different priors about
which areas are most in need and how investment will affect them, and these must be represented
in identifiable and contestable weights.

Even the analytical detail cannot be wholly free of judgment. Experts may well disagree on the
likelihood of a missile attack, the long-run cost of renewable energy systems, or the true productivity
spillovers of major infrastructure. And views evolve: the majority of London's tube and rail
investment came in late and over budget, in some cases explicitly failing cost-benefit appraisal when
considered on an incremental project wish list basis, yet the Elizabeth, Jubilee, and Victoria lines are
now regarded as network components indispensable to London's economic viability.* Being
investments, their value is best understood in terms of future expected returns; the past is therefore
an imperfect guide, particularly in a world of rapid structural change.

The practicalities are challenging. And more are listed below. Nevertheless, public investment
decisions are taken all the time, so there is great value in seeking to spell out the assumptions and
identify judgements made. In his book, The Art of Uncertainty, statistician David Spiegelhalter
explained how uncertainty is a subjective relationship with the outside world and how numbers are

! A social welfare function is a mathematical tool in welfare economics used to aggregate individual utilities
(levels of satisfaction, wealth, or well-being) into a single, comprehensive measure to rank different social
states or policy outcomes. It thereby provides a rigorous framework for determining which of various scenarios
is "better" for society as a whole by formalising value judgments about equity and efficiency.

2 See Rodrik, 2004 https://papers.ssrn.com/sol3/papers.cfm?abstract id=617544

3 See Arrow, 1962 https://ideas.repec.org/h/nbr/nberch/2144.html; and Aghion et al., 2016
https://ideas.repec.org/a/ucp/jpolec/doil10.1086-684581.html

* See Helm, 2013
https://dieterhelm.co.uk/wp-content/uploads/assets/secure/documents/Terra-Firma-Q213-Infrastructure-|
nvestment-final.pdf.



https://dieterhelm.co.uk/wp-content/uploads/assets/secure/documents/Terra-Firma-Q213-Infrastructure-Investment-final.pdf
https://dieterhelm.co.uk/wp-content/uploads/assets/secure/documents/Terra-Firma-Q213-Infrastructure-Investment-final.pdf
https://ideas.repec.org/h/nbr/nberch/2144.html
https://ideas.repec.org/a/ucp/jpolec/doi10.1086-684581.html
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=617544
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better than words at communicating this. The quantification underlying the Investability Score is in
line with the reasoning that some numbers are always better than no numbers.

2. The role of investment in the UK economy

There is strong consensus that long-run productivity growth is the principal driver of wealth creation.
As Krugman observed: "productivity isn't everything, but in the long run it is almost everything."
Productivity measures the output an economy obtains from its inputs; improvements simultaneously
boost output, reduce resource use and environmental damage, and expand the fiscal base from
which public services are funded.

Productivity growth has slowed across advanced economies,® but in few economies more sharply
than the UK over the past fifteen years. A key structural cause is the UK's chronic underinvestment in
fixed capital.

= The UK's investment rate has been below the G7 average for decades.’

= Between 1993 and 2023, gross fixed capital formation averaged around 18% of GDP in the UK,
compared with 21% in the United States, and 22% in France and Germany — a gap of almost 5
percentage points annually relative to the G7 as a whole.?

» Since the Global Financial Crisis, the UK's investment rate has remained around 0.7 percentage
points lower than in the fourteen years prior.? It has also been more volatile, being a soft target
for cuts when fiscal pressures — themselves a consequence of low investment and low growth —
mount.'°

The consequences are well-documented. Sustained underinvestment has seriously constrained the
growth of capital per worker, thereby depressed the growth of productivity and living standards, and
constrained public sector revenues.!! Cross-country assessments by the Resolution Foundation
suggests an effective target for UK public investment (gross fixed capital formation by general

®>See, Krugman 1990, The Age of Diminished Expectations: U.S. Economic Policy in the 1990s

® See Coyle and Mei, 2022
https://www.productivity.ac.uk/wp-content/uploads/2022/03/WP018-Diagnosing-the-UK-productivity-slow
down-FINAL-v1- 140422 pdf ; Van Ark and Venables, 2021

Ark- Venables pdf

7 See Zenghelis et al., 2024
https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2024/01/Boosting-growth-and-productivity-

in-the-UK-through-investments-in-the-sustainable-economy.pdf ; International Monetary Fund [IMF] 2023b
World Economic Outlook Database: October 2023 Edition.
https://www.imf.org/en/Publications/WEQO/weo-database/2023/October

8 ibid

° ibid.

10 Brandily et al., 2023 https://economy2030.resolutionfoundation.org/reports/beyond-boosterism/, Zenghelis

et al., 2024

https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2024/01/Boosting-growth-and-productivity-in-t
he-UK-through-investments-in-the-sustainable-economy.pdf

" The slowdown in ‘Total Factor Productivity’ has been large in all countries. In addition, the UK has not
benefitted from an acceleration in human capital accumulation of the kind seen in France and Germany.
See also Brandily et al., 2023 and Van Reenen and Yang, 2023
https://cep.lse.ac.uk/ NEW/publications/abstract.asp?index=10566.



https://cep.lse.ac.uk/_NEW/publications/abstract.asp?index=10566
https://economy2030.resolutionfoundation.org/reports/beyond-boosterism/
https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2024/01/Boosting-growth-and-productivity-in-the-UK-through-investments-in-the-sustainable-economy.pdf
https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2024/01/Boosting-growth-and-productivity-in-the-UK-through-investments-in-the-sustainable-economy.pdf
https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2024/01/Boosting-growth-and-productivity-in-the-UK-through-investments-in-the-sustainable-economy.pdf
https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2024/01/Boosting-growth-and-productivity-in-the-UK-through-investments-in-the-sustainable-economy.pdf
https://www.imf.org/en/Publications/WEO/weo-database/2023/October
https://www.productivity.ac.uk/wp-content/uploads/2022/03/WP018-Diagnosing-the-UK-productivity-slowdown-FINAL-v1-140422.pdf
https://www.productivity.ac.uk/wp-content/uploads/2022/03/WP018-Diagnosing-the-UK-productivity-slowdown-FINAL-v1-140422.pdf
https://www.productivity.ac.uk/wp-content/uploads/2020/12/TPI-working-paper-1-A-concerted-effort-van-Ark-Venables.pdf
https://www.productivity.ac.uk/wp-content/uploads/2020/12/TPI-working-paper-1-A-concerted-effort-van-Ark-Venables.pdf
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government) of around 4.5% of GDP, > more recent work shows it had reached 3.2% by 2024, still
below the OECD average.

Infrastructure investment is a consistent driver of growth™ and cross-country evidence confirms a
positive relationship between investment and GDP growth across G7 economies,*® with growth
dividends of investment-led strategies across a broad range of countries well documented.” Had UK
private investment matched the average of France, Germany and the United States since 2008,
requiring around an additional 2% of GDP per year, UK GDP today would be nearly 4% higher,
equivalent to around £1,250 more per worker annually.™®

Closing the capital gap requires additional annual public investment of at least 1% of GDP®
(approximately £26bn at current prices),*® as part of a broader increase in total investment of at least
3% of GDP (around £77bn). The stock of underinvestment is estimated at around £2 trillion.?* By
comparison, the government's announced £113bn in additional capital spending amounts to only a
few tens of billions per year when spread across a parliament.?? While welcome, such increases fall
far short of what is required.”

12 5ee: Odamtten and Smith, 2023
https://economy2030.resolutionfoundation.org/wp-content/uploads/2023/03/Cutting_the_cuts.pdf

3 Independent Economics estimate based on OECD and ONS data for public sector gross fixed capital
formation. See for example OECD Government at-a-glance 2025:
https://www.gendersealpublicinstitutions.org/wp-content/uploads/2025/07/0OECD-2025-Government-at-a-Gla
nce-EN.pdf

14 See Resolution Foundation, 2025

13 See: Ramey, 2020 https://www.nber.org/papers/w27625 ; Calderén and Servén, 2004
https://documentsl.worldbank.org/curated/en/438751468753289185/pdf/WPS3400.pdf

6 Stern et al., 2021
https://www.lse.ac.uk/granthaminstitute/publication/fiscal-responsibility-in-advanced-economies-through-
investment-for-economic-recovery-from-the-covid-19-pandemic/

7 See: World Bank 2024
https://www.worldbank.org/en/publication/wdr2024/brief/world-development-report-2024-main-message
S.

'8 See: Brandily et al., 2023 https://economy2030.resolutionfoundation.org/reports/beyond-boosterism

19 UK public sector investment is expected to be 3.6% of GDP in 2024, but will fall to 3.1% in 2028-29 under
current plans to hold capital departmental spending flat in cash terms (OBR, 2023c). Cross-country studies
of the effectiveness of public sector capital in boosting private sector output suggest governments should
be investing around 4.5% of GDP (Odamtten and Smith, 2023

https://economy2030.resolutionfoundation.org/reports/cutting-the-cuts/).

2 Based on the Office for Budget Responsibility’s Economic and Fiscal Outlook of November 2023 where the
UK’s outturn nominal GDP for 2022-23 is estimated at £2,552 billion (OBR, 2023c). See also Brandily et al.,
2023 https://economy2030.resolutionfoundation.org/reports/beyond-boosterism/; Van Reenen and Yang,
2023 https://cep.lse.ac.uk/ NEW/publications/abstract.asp?index=10566.

% See Allas and Zenghelis, 2025.
https://www.productivity.ac.uk/research/the-uks-capital-gap-a-short-fall-in-the-trillions-of-pounds-that-will
-take-decades-to-bridge/

22 Hansard, 2025. Economic Growth - Hansard - UK Parliament

2 There is little prospect of a revival of investment on the scale required. Public sector capital expenditure
(capital departmental expenditure limits — CDEL) is expected to rise only modestly—from 9% to 10% of total
managed expenditure—over the 2025 Spending Review period.



https://hansard.parliament.uk/commons/2025-04-08/debates/1C76E3AC-50D8-42CF-8DD6-BBC21F30EADF/EconomicGrowth
https://www.productivity.ac.uk/research/the-uks-capital-gap-a-short-fall-in-the-trillions-of-pounds-that-will-take-decades-to-bridge/
https://www.productivity.ac.uk/research/the-uks-capital-gap-a-short-fall-in-the-trillions-of-pounds-that-will-take-decades-to-bridge/
https://economy2030.resolutionfoundation.org/reports/beyond-boosterism/
https://cep.lse.ac.uk/_NEW/publications/abstract.asp?index=10566
https://economy2030.resolutionfoundation.org/reports/cutting-the-cuts/
https://economy2030.resolutionfoundation.org/reports/beyond-boosterism/
https://www.worldbank.org/en/publication/wdr2024/brief/world-development-report-2024-main-messages
https://www.worldbank.org/en/publication/wdr2024/brief/world-development-report-2024-main-messages
https://www.nber.org/papers/w27625
https://documents1.worldbank.org/curated/en/438751468753289185/pdf/WPS3400.pdf
https://www.resolutionfoundation.org/app/uploads/2025/04/Capital-gains.pdf
https://www.gendersealpublicinstitutions.org/wp-content/uploads/2025/07/OECD-2025-Government-at-a-Glance-EN.pdf
https://www.gendersealpublicinstitutions.org/wp-content/uploads/2025/07/OECD-2025-Government-at-a-Glance-EN.pdf
https://economy2030.resolutionfoundation.org/wp-content/uploads/2023/03/Cutting_the_cuts.pdf
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Moreover, the composition of public capital spending matters as much as its level. Only around
one-third of capital departmental expenditure limits (CDEL) up until 2029/30 is allocated to
growth-enhancing investment; the remainder addresses essential but less immediately productive
needs. Investments in public services, such as health and social care and education, are expected to
account for about a third of CDEL, while defence and intelligence for around a fifth; and energy and
the environment for about a tenth. %

The most reliable path to debt sustainability is growth; and the most persistent drag on UK growth
has been underinvestment.”” That does not eliminate the need to reduce current borrowing as low
growth leaves the UK public sector over-extended, but the government is right to champion a
growth-first strategy anchored in productive public capital.®® The challenge is grave. The UK's
debt-to-GDP ratio remains just below 100% and, unless corrective action is taken, could approach
275% by the 2070s.”” Debt interest already absorbs over 4% of GDP, broadly twice defence spending.

The UK also suffers from one of the lowest domestic saving rates amongst the OECD economies. In
2019, net national saving was just 0.6% of GDP, less than one-tenth of the OECD median.”® Over the
period 2010 to 2023, the UK’s saving rate was lower than in almost all advanced economies.”
Financing net investment through foreign borrowing implies that the returns increasingly accrue to
non-UK residents. Expanding domestic saving, for example by raising minimum auto-enrolment
pension contributions while ensuring current public budgets remain in balance or surplus, would
better align the returns from investment with British households and limit the need for interest rates
to rise to crown out demand.*

3. Methodology

The UK needs both a larger and a more sharply targeted public investment programme to boost
productive capacity and growth. However, most empirical studies hitherto do not contain the
granularity of data necessary to distinguish between different types of public investment. Given
the purpose of this study, as summarised at the start of this document, in this report each
investment area is assessed across four dimensions:

= Economic impact. Contribution to GDP, productivity, the labour market, price level, inequality,
regional inequality, export competitiveness, and fiscal returns (direct and indirect).

% see Allas, 2026
https://www.productivity.ac.uk/wp-content/uploads/2026/01/TPI-publication-BTC-Financing-the-real-econ
omy.pdf.

For a detailed explanation of which CDEL areas have been classified into each of the categories, see Annex A of
the report.

% Zenghelis et al., 2020
https://www.bennettinstitute.cam.ac.uk/media/uploads/files/Debt Dynamics working paper.pdf

% See Valero and Zenghelis, 2024.
https://www.lse.ac.uk/granthaminstitute/news/sustainable-investment-is-good-macroeconomics-and-fiscal

ly-prudent-for-the-uk/
%7 See: OBR, 2024 https://obr.uk/public-debt-projected-to-exceed-270-per-cent-of-gdp-by-the-mid-2070s/

%8 See: Brandily et al., 2023 https://economy2030.resolutionfoundation.org/reports/beyond-boosterism/

» See Zenghelis et al., 2024



https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2024/01/Boosting-growth-and-productivity-in-the-UK-through-investments-in-the-sustainable-economy.pdf
https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2024/01/Boosting-growth-and-productivity-in-the-UK-through-investments-in-the-sustainable-economy.pdf
https://economy2030.resolutionfoundation.org/reports/beyond-boosterism/
https://obr.uk/public-debt-projected-to-exceed-270-per-cent-of-gdp-by-the-mid-2070s/
https://www.lse.ac.uk/granthaminstitute/news/sustainable-investment-is-good-macroeconomics-and-fiscally-prudent-for-the-uk/
https://www.lse.ac.uk/granthaminstitute/news/sustainable-investment-is-good-macroeconomics-and-fiscally-prudent-for-the-uk/
https://www.bennettinstitute.cam.ac.uk/media/uploads/files/Debt_Dynamics_working_paper.pdf
https://www.productivity.ac.uk/wp-content/uploads/2026/01/TPI-publication-BTC-Financing-the-real-economy.pdf
https://www.productivity.ac.uk/wp-content/uploads/2026/01/TPI-publication-BTC-Financing-the-real-economy.pdf
https://www.gov.uk/government/publications/spending-review-2025-document/spending-review-2025-html
https://www.gov.uk/government/publications/spending-review-2025-document/spending-review-2025-html
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» Social impact. Health, education and skills, subjective well-being, equality of opportunity, social
capital, safety and crime, environment and the natural world, and greenhouse gas emissions.

* Resilience. Macroeconomic and fiscal policy resilience, supply chain resilience, infrastructure and
systems resilience, health and biosecurity, environmental and climate resilience, national security,
institutional resilience, and social resilience.?*

» Deliverability. Institutional capacity, planning and regulatory constraints, credibility of policy
commitment, and speed to deployment. Easiness, riskiness,* timescales, and complementarity.

Scores are adjusted for responsiveness of returns to the underlying policy environment. Stronger
regulatory frameworks, institutional credibility, and implementation capacity all raise expected
returns. One structural implication is the value of a dedicated implementation function within
government: not a standard policy team, but one with authority to identify bottlenecks in real time
and the capacity to resolve them.

Returns are also adjusted for capability adjacency, drawing on economic complexity theory* and
directed innovation frameworks.* Investment generates higher returns when aligned with existing
domestic strengths, measured through supply-chain proximity, patent clustering, research
concentration and supply-chain density.

Adjacency also signals scale potential: the ability to generate increasing returns through
agglomeration, knowledge diffusion and clustering around universities and firms. Investment in areas
of high capability adjacency is more likely to unlock private co-investment and generate durable
competitive advantage. As well as exploiting increasing returns through agglomeration economies,
knowledge diffusion and knowledge clusters around universities, firms, and supply chains,®
concentration and speciation allow the UK to develop negotiating clout at times of geopolitical
stress, offering choke points in the supply of key outputs.*

On the face of it, adjacency (where investment is targeted at sectors which already have a
comparative advantage) may seem at odds with additionality (where investment should be targeted
at areas where capital deepening has lagged competitors in the past). Which priority should apply
depends on the precise nature of the investment. Most public investments (for example basic health,
water provision, justice, laws enforcement and nature) constitute core provisioning services for
which additionality, and correcting historic underinvestment, should be the major focus. However,

31 For example, post-Brexit exclusion from major trade blocs has heightened this exposure; resilient supply lines
may require domestic production capacity, diversity of international sources, or specialisation that gives the UK
negotiating leverage at points of geopolitical stress. At the same time, while the increasing impacts of climate
change are likely to fundamentally affect the returns on many of these public investments, particularly in the
medium- to long -term.

32 There are many risks to the success of any project, including importantly, from those related to medium to
longer term effects of climate change; project mismanagement; skills shortages; and supply chain issues etc.

3 See: Hausmann and Hidalgo, 2009 https://ideas.repec.org/p/cid/wpfacu/186.html; Hidalgo et al., 2009
https://doi.org/10.1126/science.1144581; Mealy and Teytelboym 2020
https://doi.org/10.1016/j.respol.2020.103948

3 See: Aghion et al., 2012 https://doi.org/10.1257/aer.102.1.13

* These are particularly important for R&D, digital infrastructure, energy systems, and advanced
manufacturing. Examples may include life sciences which leverage university research and NHS data
infrastructure.

3 An example is the Swiss model, where a lack of ports and mineral and fossil fuel resources make the country
highly dependent on imports of core minerals, yet the country can act as a chokepoint for key medicines
and advanced chemicals in the event of a trade dispute. The other extreme is North Korea which applies
domestic security of supply through near autarky but at a high economic cost.



https://doi.org/10.1257/aer.102.1.13
https://ideas.repec.org/p/cid/wpfacu/186.html
https://doi.org/10.1126/science.1144581
https://doi.org/10.1016/j.respol.2020.103948
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some investments (for example aspects of industrial policy, energy and transport) exhibit strong
network effects. For these sectors, adjacency can be the primary driver of investment returns. The
value of this framework is that it encourages a clear articulation of the relative drivers of returns on
public investment.

The framework scores investment across 11 core areas:

1. Health and social care

2. Education and workforce
3. Housing

4. Justice and law enforcement
5. Defence

6. Road

7. Public transport

8. Energy

9. Water

10. Nature and farming

11. Industry

This encompasses the principal investment areas in recent HMT Spending Reviews, and is flexible
enough to accommodate any new categories or announcements. The framework can therefore be
used prospectively to assess future proposals, as well as retrospectively.’’

Time horizons are considered: Investments with impacts that arrive sooner are given a higher score
due to time discounting. There is merit in sequencing growth-inducing measures first so as to deliver
political credibility and expand the economic envelope from which further investment can be
financed. Set against this, a myopic focus on short-term returns is time-inconsistent: economies that
neglect long-horizon investments in education, preventive health, and climate resilience accumulate
structural deficits that are costly to reverse.*®

Additionality is a key scoring criterion. Scores are higher where:
(i) The investment area has experienced sustained underinvestment relative to peers; and
(i) Private capital is unlikely to fill the gap without a public lead.

The assumption underlying the score is that investment is funded by borrowing.*® Given that
investment delivers returns in the future, with benefits accruing over decades, it is therefore both

3" |n order to keep the analysis tractable and prevent double-counting, the list of outcomes are designed to be
as best possible mutually exclusive and cumulatively exhaustive. However, given the overlaps, relationships and
interactions between outcomes, there will inevitably be some duplication which should be accounted for when
setting the relative weights. For example, impacts on GDP, fiscal returns, inequality and fiscal volatility have
numerous overlapping drivers which cannot be uniquely isolated within each category. Any attempt to avoid
double counting needs to be clearly explained. This is in the nature of the economic interconnections and
cannot be designed away for the purpose of the score. There will also be some investment areas that are
omitted.

% See Summers, 2014 https://ideas.repec.org/a/pal/buseco/v49y2014i2p65-73.html; Hepburn et al., 2020
https://academic.oup.com/oxrep/article/36/Supplement_1/S359/5832003

39 See Leather et al., 2025 https://www.resolutionfoundation.org/app/uploads/2025/04/Capital-gains.pdf



https://www.resolutionfoundation.org/app/uploads/2025/04/Capital-gains.pdf
https://ideas.repec.org/a/pal/buseco/v49y2014i2p65-73.html
https://academic.oup.com/oxrep/article/36/Supplement_1/S359/5832003
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economically efficient and intergenerationally fair to finance them through public and private
borrowing.*® That way, the costs are spread through time alongside the benefits.*!

Boosting private investment through tax cuts to business is not offered as an investment area,
given the extensive case for correcting historic UK public underinvestment. This reflects the strong
evidence to suggest that public investment is, in many areas, a prerequisite to crowd-in private
investment. It does not, however, undermine the case for considered tax reform to incentivise
private investment, though this falls outside the scope of this project.

Weights can be calibrated through expert elicitation or alignment with explicit policy priorities (e.g.
growth versus resilience or regional rebalancing). Transparency in weights is essential for credibility
and democratic accountability. Initial weighting in this project is alighed with an estimate of the
average preferences of UK society today. With time, the framework might be adopted within an
institutional arrangement, for example similar to the National Institute for Health and Care
Excellence, NICE.

The score can be updated periodically as datasets, evidence, and comparative advantages evolve.
Because the methodology applies consistent scoring rules, it can track emerging investment areas,
shifts in capability, and the effectiveness of previous public investment decisions. The framework
would also benefit from sensitivity analysis, for example in showing how results change under
different weightings and assumptions and how far baseline scores would need to move for overall
rankings to change materially. The framework is designed so that users can conduct their own
sensitivity analysis on weights and scores.

4. Key challenges and features

Subjectivity. Even with explicit weights, the score embeds normative choices in what to include; how
outcomes are valued; and how future returns are estimated. This is unavoidable, and is not a flaw: on
the contrary, it is a feature that forces transparency about assumptions that, in conventional
appraisals, are at best implicit.

0 See Blanchard and Summers, 2019 Evolution or Revolution? Rethinking Macroeconomic Policy after the Great
Recession (2019), edited by Olivier Blanchard and Lawrence Summers

1 This assumption affords a first approximation. In the first instance the line between investment and
consumption is conceptually fuzzy. In the core framework of the System of National Accounts (SNA 2008),
almost all spending on human capital formation is not treated as investment but is instead recorded as
current final consumption. This includes outlays such as teachers’ wages, training and private spending on
education.

Only the physical and some intangible assets are scored as investment, things like school buildings, ICT, library
books and software. The key reason for this is lack of ownership/marketability. Human capital cannot be
owned or traded in the way physical or intangible assets (like software or patents) can. Spending on doctors
and carers have similar positive impacts on human capital, but are also classed as final consumption. The
Office for National Statistics (ONS) and others (such as the OECD) do construct human capital satellite
accounts, where education spending is treated as investment and a human capital stock is estimated.
Nevertheless, this would suggest that even some current spending would be more efficiently funded by
borrowing, given its investment-like properties. Set against this, some gross investment constitutes capital
maintenance and replacement. As this simply replaces depreciated old capital and does not grow the stock
of net assets, it would most efficiently and fairly be funded through current taxation or fees and bills rather
than borrowing.
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Granularity. The framework operates at the level of broad investment categories, not individual
projects.”? Yet, within each category, returns differ enormously. Transport investment for example
ranges from negligible impact in poorly targeted schemes to multiples of cost where it relieves acute
congestion or connects dense economic hubs, as demonstrated in the Eddington Review.** The same
heterogeneity applies across all categories; the score is a guide to portfolio allocation, not project
appraisal. The scoring considers only large projects with the highest positive impacts in each area
and reflects the marginal benefit per pound in one area over another. *

Complementarities and network effects. Many investments generate returns only when
implemented in combination with others. New machinery yields little without a skilled workforce;
grid upgrades unlock clean energy at scale; higher education outcomes depend on fee structures,
student finance and visa policy.

The score must be interpreted with these complementarities in mind: it ranks areas, not isolated
interventions, but within each area there will be an array of specific projects with differing returns.
Systemic investments that change the structure of the economy (e.g. grid upgrades with storage, a
shift from gas to heat pumps) are categorically different from marginal investments, and this
distinction is reflected in the scoring. One should not read these scores as implying that one sector
matters more than another. That is not how policymaking works. A government does not ‘choose’
between health and transport in a direct way and the aggregate rankings should not become more
important than the nuance underneath. For example, if justice and law scores lower overall, this
does not mean there is no case to invest more. At some low levels of justice and law it becomes very
important not just for social outcomes but for economic ones too, in a way that can be quite
non-linear. It is a matter for debate whether the UK is reaching those thresholds and this
methodology seeks to illuminate and encourage such debates, rather than provide definitive
answers.

Returns to investment are also contingent on the policy environment. For example, net returns may
be boosted by a range of policies enabling capital and labour to move into more productive sectors.*
These include tax and benefits policies, the easing of planning restrictions, clearly understood
industrial strategies with heightened competition policy and more fluid trade relations with large
markets; coherence requires an integrated trade and industrial strategy.

Outcomes are also interdependent. Education for example enhances productivity, health, and
adaptability; housing and transport improve mobility, productivity, and regional balance. Investment
in nature provides direct amenity value and provisioning services in urban cooling, water retention,
and flood prevention. Libraries and community centres, promote civic inclusion, trust and thereby

2 Sector averages can hide huge differences between individual projects. For example, airport expansion and
rail investment are both ‘public transport’, but they can have very different impacts. The same is true in water
infrastructure depending on geography and scarcity while some regions are naturally better positioned for
energy infrastructure, with complicated regional effects.

3 Eddington Review (2006) https://commonslibrary.parliament.uk/research-briefings/sn04208

* The score is not intended to improve on the Spending Review’s ability to get these marginal social
judgements right. The intent is to frame the issue in a broader macro context, integrating fiscal decisions with
industrial strategy, providing more information on externalities that may have not been properly taken into
account.

% See Davies, Hamdan and Thwaites, 2023
https://economy2030.resolutionfoundation.org/wp-content/uploads/2023/09/Ready-for-change-report.pdf
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https://commonslibrary.parliament.uk/research-briefings/sn04208/
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economic and social engagement and wellbeing.*® The scoring for each impact subcategory considers
all impacts to that subcategory, including those that are indirect (i.e. occur via a different impact
subcategory). E.g. improvements to tax revenue from higher GDP are counted twice, once in "GDP /
productivity" and again in "fiscal returns ". However, these indirect effects are removed from the
category (e.g. “Economic”) and overall scores, so as to avoid double counting. This does not,
however, prevent a more holistic discussion of desired outcomes which address the mutual and
interrelated impacts associated with a particular investment (see for example our ‘deep dive’ on the
cost of living: Public investment: impact on ‘cost of living’).

The framework therefore recognises the systemic nature of investment outcomes. Investment
decisions cannot be framed as a simplistic ranking or ‘horse race’. The interaction across assets is
critical, and the score must be interpreted with this in mind.

* The score should not be read as saying one sector should take priority over another. Instead, it
points to a set of investment needs in a particular area which are likely to yield higher returns,
broadly defined, than those in other areas. Users can look to particular returns they value and be
guided as to which investments might generate better use of public money.

Scale and systemic spillovers. The returns to a local bypass for example differ fundamentally from
those of a national highway that restructures the spatial economy. Some investments, clean energy
in particular, can catalyse cascades across multiple sectors: electric vehicles, industrial
decarbonisation, housing retrofit, and grid infrastructure. A well-educated workforce increases the
return to all other capital. Investments with high network multipliers should score accordingly.”’

Timing. Short-run fiscal multipliers are well-documented,”® but many of the most valuable
investments — preventive health, flood defences, early years education — have payoffs that span
decades. Multipliers also vary over the cycle.”® At full employment, additional demand may crowd
out private investment such that phased investment helps avoid inflationary pressures and interest
rate increases. In downturns, multipliers are larger and speed of deployment is critical.>® Similarly,
cost-of-living impacts are more salient during supply shocks or inflationary periods than during
demand shortfalls.

Feasibility and credibility. Policy success depends heavily on implementation capacity. A
commitment that is not believed by markets will impose an immediate cost-of-capital penalty even
before a pound is spent. Relevant indicators include whether investment is 'shovel-ready', whether

% See Wealth Economy project
https://www.bennettschool.cam.ac.uk/research/research-projects/wealth-economy-social-and-natural-capi
tal/; Zenghelis et al., 2020
https://bennettschool.cam.ac.uk/wp-content/uploads/2020/12/WER layout March 2020 ONLINE FINAL
Pdf 1.pdf Agarwala et al 2020,
https://www.bennettschool.cam.ac.uk/wp-content/uploads/2020/12/WER_layout_online_July 2019 final

doubles.pdf

7 See: Aghion et al., 2021. https://www.hup.harvard.edu/books/9780674292093 ; Zenghelis et al., 2025
https://academic.oup.com/oxrep/article/41/2/591/8343628

8 See: Auerbach and Gorodnichenko, 2017 https://doi.org/10.3386/w23789; Gechert, 2018

https://doi.org/10.1111/joes.12241; Deleidi et al., 2023
h /i [ LOr m n/v27y2023i2 1-349_3.html

9 See Delong and Summers 2012.
https://www.brookings.edu/wp-content/uploads/2012/03/2012a_delong.pdf Hepburn et al., 2020
https://academic.oup.com/oxrep/article/36/Supplement_1/5359/5832003; IMF 2014
https://www.elibrary.imf.org/display/book/9781498331555/9781498331555.xml

0 (IMF, 2014 https://www.elibrary.imf.org/display/book/9781498331555/9781498331555.xml; Johnson et al.,
2025).
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https://www.brookings.edu/wp-content/uploads/2012/03/2012a_delong.pdf
https://academic.oup.com/oxrep/article/36/Supplement_1/S359/5832003
https://www.elibrary.imf.org/display/book/9781498331555/9781498331555.xml
https://doi.org/10.3386/w23789
https://doi.org/10.1111/joes.12241
https://ideas.repec.org/a/cup/macdyn/v27y2023i2p331-349_3.html
https://www.hup.harvard.edu/books/9780674292093
https://academic.oup.com/oxrep/article/41/2/591/8343628
https://www.bennettschool.cam.ac.uk/research/research-projects/wealth-economy-social-and-natural-capital/
https://www.bennettschool.cam.ac.uk/research/research-projects/wealth-economy-social-and-natural-capital/
https://bennettschool.cam.ac.uk/wp-content/uploads/2020/12/WER_layout_March_2020_ONLINE_FINAL_Pdf_1.pdf
https://bennettschool.cam.ac.uk/wp-content/uploads/2020/12/WER_layout_March_2020_ONLINE_FINAL_Pdf_1.pdf
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complementary regulatory or planning reforms are in place, and whether there is institutional
architecture including, where necessary, new public finance vehicles or development corporations to
deliver at scale.

The analytical source of investment proposals also matters for credibility. If they typically come from
self-interested, and/or poorly informed, sources, then that should be an indicator to watch out for.
Alternatively, if the process leading up to investment proposals is well-managed, and
well-intentioned, backed by reputable institutions such as the OECD, the IFS or the Resolution
Foundation, then one might put more trust in those proposals.

The UK's persistent gap between strong early-stage research and weak commercialisation and
scaling®® is a recurring constraint that the framework explicitly accounts for. One implication is the
need for dedicated implementation teams within government, tasked with identifying and resolving
constraints in real time. These need not be large: but the payoff can be large. In many areas,
procurement effectiveness matters as much as spending levels. For example, the UK defence
procurement system has a long history of delays and inefficiencies.

Wealth accounting. The returns to investment are best assessed within a comprehensive wealth
accounting framework. Measuring the stock of national wealth — physical/produced, human,
natural, knowledge and social capital, reorients policymakers from flows (GDP) to the assets that
generate future wellbeing.”* This equivalence between inclusive wealth and sustainable wellbeing
provides the conceptual foundation for the score's multi-dimensional approach.>

5. Conclusion

The Public Investability Score is not a simplistic mechanical ranking of broad investment areas. Its
value lies in noting where some of the most fruitful investment priorities reside within broad areas,
alongside the discipline it imposes in reaching that considered expert judgment within the context of
competing investment demands. This involves making the assumptions behind investment
prioritisation explicit, contestable, and updatable. It facilitates structured sensitivity analysis; for

*1 This problem, which has been recognised for decades is yet to be successfully surmounted, See Hauser, H.
(2010). The Current and Future Role of Technology and Innovation Centres in the UK. Department for Business,
Innovation and Skills
https://catapult.org.uk/wp-content/uploads/2020/12/Hauser-Report-of-Technology-and-Innovation-Centres-in

-the-UK-2010.pdf; House of Commons Science and Technology Committee (2013). Bridging the Valley of Death:
Improvmg the CommerC|aI|sat|on of Research. HC 348 Session 2012-13

research(news(, Hauser H. (2014) Review of the Catapult Network. Department for Business, Innovation and
Skills (BIS 14/1085)
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment data/file/368416/b
is-14-1085-review-of-the-catapult-network.pdf

%2 See Dasgupta, 2021
https://assets.publishing.service.gov.uk/media/602e92b2e90e07660f807b47/The Economics of Biodivers
ity The Dasgupta Review Full Report.pdf; Stiglitz et al., 2009
https://ec.europa.eu/eurostat/documents/8131721/8131772/Stiglitz-Sen-Fitoussi-Commission-report.pdf

3 See Agarwala, M., Coyle, D., Penasco, C., and D. Zenghelis (In Press), Measuring for the future, not the past. In
Measuring and Accounting for Environmental Public Goods: A National Accounts Perspective. Mary
Bohman, Eli Fenichel, and Nicholas Muller (Eds). NBER.
https://www.nber.org/books-and-chapters/measuring-and-accounting-environmental-public-goods-nationa
l-accounts-perspective/measuring-future-not-past and also
https://www.bennettschool.cam.ac.uk/publications/valuing-wealth-building-prosperity/ and
https://bennettschool.cam.ac.uk/wp-content/uploads/2020/12/WER_layout_online_July_2019 final_doub
les.pdf.
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https://ec.europa.eu/eurostat/documents/8131721/8131772/Stiglitz-Sen-Fitoussi-Commission-report.pdf
https://catapult.org.uk/wp-content/uploads/2020/12/Hauser-Report-of-Technology-and-Innovation-Centres-in-the-UK-2010.pdf
https://catapult.org.uk/wp-content/uploads/2020/12/Hauser-Report-of-Technology-and-Innovation-Centres-in-the-UK-2010.pdf
https://committees.parliament.uk/work/4548/bridging-the-valley-of-death-improving-the-commercialisation-of-research/news/
https://committees.parliament.uk/work/4548/bridging-the-valley-of-death-improving-the-commercialisation-of-research/news/
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/368416/bis-14-1085-review-of-the-catapult-network.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/368416/bis-14-1085-review-of-the-catapult-network.pdf

B Independent
June 2026 | Economics

example, how sensitive are rankings to small changes in the weight placed on defence, resilience, or
distributional equity? It thereby illuminates the nature of the trade-offs involved rather than
concealing them behind a single number.

The UK faces a capital gap measured in trillions, not billions. Closing it requires not only more, but
also better-targeted, public investment. The purpose of this score is to support that targeting,
providing a principled, transparent basis for allocation across the investment areas most likely to
generate strong and sustainable returns to the public, to the economy, and to future generations.
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Appendix 1. Deriving a Social Welfare Function for public investment

In public choice theory, prioritising public investment requires deriving a social welfare function
(SWF) for public investment. This involves making explicit three things that are often left implicit:

= What outcomes matter;
* How they trade off, and
* How they are aggregated across people and time.

The derivation cannot be purely technical, and must contain normative choices. Nevertheless, it can
be structured rigorously in a way that has practical application.

Starting with the valuation of outcomes that matter. In most formal treatments, the SWF is defined
over individual utilities, so it is necessary to specify what enters utility: consumption, health, leisure,
environmental quality, security, etc. In applied public investment analysis, this often becomes a
vector of measurable outcomes (income, mortality risk, emissions, educational attainment).

A mapping is then required from these outcomes to individual well-being. Basic assumptions such as
the diminishing marginal utility of income are introduced here.

Next, it is necessary to define the aggregation across individuals such that:

w =ZwiUl,

L
where Ul,is individual i’s utility and u)l,is the social weight. The critical step is specifying those weights.

Two approaches are common:

= Utilitarian: equal weights, implying a focus on total utility, noting that the utility of money to poor
people will in general be assumed higher than to rich, even before subjective weights are applied.
This is done via a concave utility of income (often parameterised with an inequality aversion
parameter).

» Explicit distributional weights: policymakers assign higher weights to specific groups (e.g.
low-income households, future generations, regions) above and beyond the variance accruing
from individuals’ utility.

Finally, there is a need to incorporate time. Public investment generates intertemporal returns, so
the SWF becomes:

[o¢]
W=3DYoU,

t=0 i ’
where D is the pure time utility discount factor, which helps derive the social discount rate. Choosing
D is effectively choosing how much less future welfare counts relative to present welfare, a form of
discrimination across generations. This is one of the most consequential parameters in climate,
infrastructure, and R&D investment decisions. The Ramsey formulation combines the pure rate of
time preference with concave preferences to yield the discount rate.>® Under standard assumptions
(Constant Relative Risk Aversion (CRRA) utility, growth, certainty), the discount rate emerges from
the SWF, and is written as

%4 See Stern, 2006
https://assets.cambridge.org/97805217/00801/frontmatter/9780521700801 frontmatter.pdf
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p=298+ng,

where:

1
1+D

® §&: pure time preference: § =

e 1) elasticity of marginal utility of consumption (inequality aversion)
e g:growth rate of per capita consumption

The discount rate is endogenous (because future incomes will be endogenous) and normative
(because time preference and inequality/risk aversion parameters are subjective).

There is also a need to capture uncertainty and risk. This can be handled up to a point by taking
expectations over uncertain outcomes (expected utility), but the structure of risk aversion matters:
investments that reduce tail risks (e.g. catastrophic climate outcomes) can — and should — rank
disproportionately highly, even if their expected returns are modest. Again, such judgements are
normative.

Once the SWF is specified, it is possible to derive decision rules. In practice, this means evaluating
projects by their shadow value, that is, the change in social welfare per unit of public resource.

This leads to:

* Dynamic cost-benefit analysis with distributional weights and risk adjustments, recognising the
endogeneity and path-dependence of key structural outcomes.

» Shadow pricing of non-market goods (e.g. carbon via a social cost of carbon consistent with the
SWF).

* Ranking projects by their marginal contribution to W, subject to budget constraints.
A key step is ensuring consistency between the SWF and empirical implementation. For example:

» If diminishing marginal utility is assumed, £1 should not be treated equally across income groups
in appraisal.

» |If future generations are valued highly (low pure time preference rate), long-term investments
(climate mitigation, R&D) should rank higher.

» If environmental limits are included, it may be necessary to move beyond additive utility to allow
for thresholds or constraints (e.g. non-substitutable natural capital) and risk opportunity
analysis.”

Finally, there is the question of derivation vs. elicitation. In theory, an SWF can be derived from
axioms (e.g. completeness, transitivity, Pareto efficiency. In practice, governments often calibrate an
SWF indirectly:

» Using observed policy choices (revealed preferences — often inconsistent!);
* Embedding parameters in guidance (e.g. discount rates, equity weights); and

* Supplementing with deliberative or political processes (citizen assemblies, parliamentary
decisions)

Examples of how inconsistent revealed preferences can be are legion. Two serve to make the point:

%5 See Mercure et al., 2021
https://www.inet.ox.ac.uk/publications/risk-opportunity-analysis-for-transformative-policy-design-and-appr

aisal ; Grubb et al., 2023 https://eeist.co.uk/wp-content/uploads/EEIST-Synthesis-Report-202311B094.pdf;
Zenghelis et al., 2025 https://academic.oup.com/oxrep/article/41/2/591/8343628
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https://eeist.co.uk/wp-content/uploads/EEIST-Synthesis-Report-2023IIB094.pdf
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» A Swedish study calculated implied life values for 9 different categories of lifesaving: medicine;
radiation; road safety; life-style risks; fire protection; electrical safety; accidents, environmental

pollutants; and crime. The implicit cost per life differed from 0.06 m Swedish Krona to 565 for
electrical safety. *°

= A World Bank study cites a program to detect and treat breast cancer as costing less than $15K
per life-year saved, whereas the cost per life year saved of a regulation to reduce airborne
exposure to benzene was approximately $5 Million.>

So the “derivation” is less about discovering a single correct function and more about making
normative commitments explicit, parameterising them transparently, and applying them consistently
in investment appraisal.

% Joakim et al., 1996

https://www.semanticscholar.org/paper/The-Cost%E2%80%90Effectiveness-of-Lifesaving-Interventions-Ra
msberg-Sj%C3%B6berg/ba8fbcfb0013074ba7d5859caad47db6f8e73a50

> Maureen Cropper and Uma Subramanian, 1999
https://papers.ssrn.com/sol3/papers.cfm?abstract id=620632
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https://www.semanticscholar.org/paper/The-Cost%E2%80%90Effectiveness-of-Lifesaving-Interventions-Ramsberg-Sj%C3%B6berg/ba8fbcfb0013074ba7d5859caad47db6f8e73a50
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