
 

 

UK Roads: Turning heads for private sector investment 

Ashley Blows, Natixis 

The UK government currently spends around £9 billion on roads each year yet that figure 

looks inadequate given the need for significant maintenance and improvement works to an 

ageing and poor quality network, as well as for the development of new road infrastructure. 

At the same time, we all appreciate that current economic difficulties make increasing public 

financing for the roads sector challenging. Added to this is the realisation by the government 

that its motoring-related tax take is shrinking as new cars become increasingly fuel efficient 

and the amount of vehicle mileage is not increasing. 

Not surprisingly, the government has turned to the private sector as both a potential source of 

investment as well as to manage the road network. There will clearly be appetite in principle 

among pension funds, insurers, infrastructure funds, contractors and sovereign wealth funds 

to invest in, manage and develop sections of the UK road network, however, the success in 

attracting the levels of investment required will depend on choosing the right structures and 

economic incentives. 

But while it is easy to conclude that the involvement of the private sector in financing, 

developing and managing the roads network is a good thing; deciding on the form this 

involvement should take is far from straightforward. Indeed, there are various structures the 

private sector can adopt – including PPP projects for the construction of individual roads, 

through to various models for privatising regional road operating companies or even the full-

scale privatisation of the Highways Agency itself. 

And within these, there are also various forms of revenue structures including availability 

payments through shadow tolls or congestion/ performance-based payments made by the 

public sector, as well as tolls or other forms of road pricing. Clearly, however, some form of 

tolling or road pricing will be inevitable if the government is to stretch the roads budget 

further than it is currently able. 

Meanwhile, the nature of the link between public and private sectors might be long-term 

contractual arrangements as seen in PPP projects or more flexible structures such as the 

Regulatory Asset Base (RAB) regulatory model seen in other infrastructure sectors from 

airports to gas or electricity distribution systems to water and sewerage networks. 

  



There are, in my view, a number of key structural features that must be in place in order to 

deliver a road network that: 

 maximises private sector investment whilst keeping its cost of capital to a minimum; 

 minimises the on-going cost to the public purse; 

 maximises the efficiency of use of the existing network through de-bottlenecking 

where appropriate, but also delivers new schemes when required; 

 delivers a high-quality road service to its users; 

 protects the interests of motorists from potential exploitation as a result of the inherent 

monopoly nature of privatised roads or networks 

The first observation in this respect is that a series of PPP projects alone is unlikely to 

achieve all of these objectives, although it could be part of a structure enabling the delivery of 

new schemes; whereas full privatisation of the trunk road network could. In particular, it 

could enable (and incentivise) operators to maximise the efficiency of the existing network; 

while, if tolls were to play a major part in the operator’s revenue, financing new roads (or the 

enhancement of existing ones) would be much more straightforward if raised on the back of a 

solid revenue stream from an established network. As we are seeing in various projects, it is 

not easy nowadays to raise senior debt for new greenfield toll roads and even more difficult 

in densely populated countries like the UK where there are so many different routes from A 

to B, and thus options to avoid paying tolls.  

Privatising the network in a series of regional companies seems to make more sense than 

doing so as a single entity. The network is already managed on a regional basis for one thing, 

while the existence of several road operating companies enables comparisons to be made 

between them in order to identify and incentivise best practice more easily. Clearly what is 

being described has many features in common with the regulatory regime put in place for the 

water and energy privatisations of the late eighties. 

The RAB structure has a number of advantages, with perhaps the most important being: it is a 

proven model for securing operational efficiencies, targeting capital expenditure and 

facilitating the raising of significant amounts of private sector capital. Meanwhile, it is also 

understood by, and a source of comfort to, investors (both debt and equity) and other key 

stakeholders such as rating agencies. Certainly, selecting such a proven regulatory model 

would assist in ticking the important boxes: maximising the amount of private sector capital 

that can be raised and minimising the cost of capital. As is the case with the regulation of the 

privatised utilities, the key statutory duties of the roads regulator would be to protect the 

interests of roads users, while also ensuring that the operating companies are able to finance 

their on-going obligations as efficiently as possible.  

It is when we consider the revenue streams that the privatised road operating companies 

might generate that politics intervenes. Many commentators have observed that a 

sophisticated form of road pricing could be implemented in such a way that access to heavily 

congested roads is charged at a higher rate than those with more surplus capacity, and charges 

could be adjusted according to the time of day. This clearly makes sense, and is a target that 

all involved should aim for. In the meantime, however, current political sensitivities make 

this likely to prove unacceptable; so revenue streams of privatised road operating companies 

would probably consist initially of performance-based operational payments from the 

government together with any toll revenues that can be raised. Meanwhile, this may also 

require a share of motoring tax income to cover any short-fall. Although rejecting road 



pricing limits the amount of new money that can be levered into the roads system and 

prolongs reliance on public funding; it is understandable that the government should wish to 

progress "one step at a time" rather than in a “Big Bang”. It should not be overlooked that 

each of the utilities privatised in the eighties already enjoyed revenue streams from user-

charges and thus the change experienced by the public was minimal.  

The government and road-users are most likely to achieve their objectives if the trunk road 

and motorway networks are privatised via a series of regional operating companies in similar 

fashion to the utilities sector in the late eighties – with a regulatory regime to match. Yet, in 

the short term, revenues would likely come from government sources. That said, there should 

be a long-term strategy for switching to a road pricing regime since this is the best way to 

maximise “new” funds into the roads sector and incentivise the efficient use of the existing 

network. Indeed, regional companies that enjoy the “solid investment grade” profile of most 

existing utilities companies would also enjoy access to the capital markets as a means to fund 

the continued development of our island’s congested road network. 

 


