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1. 
The UK is bottom of the G7 
investment league 
 
The UK’s investment performance is still worse than every other G7 country, new data 
shows. The latest OECD investment data for 2022, which is the most recent year for which 
a full G7 comparison is possible, shows that the UK still has the lowest business 
investment in the G7 (figure 1.1) ranking a lowly 28th among 31 OECD countries. Only 
Greece, Luxembourg, and Poland have lower levels than the UK. Countries like Mexico, 
Slovenia, Latvia, and Hungary all attract higher levels of private sector capital investment 
as a per cent of GDP.1 

Figure 1.1: The UK has had the lowest business investment in the G7 for three  
years running 
Gross fixed capital formation by corporations for the UK and the G7 

 

Source: Authors analysis of OECD 2024 

 
1 For the purposes of this analysis, by investment, we mean gross fixed capital formation (GFCF) by 
sector as reported in the OECD National Accounts.  
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Compared to Japan, the USA, Germany, France, Italy and Canada, the UK languished in last 
place in 2022, a spot we have now held for three years in a row. It should however be 
noted that incomplete data for 2023 (figure A1 in appendix) shows that Canadian private 
investment fell below the UK last year ending our last-place streak. The different 
trajectories of France (second highest in the G7) and the UK show that our poor 
performance was far from inevitable. In 2005 the two countries had the same level of 
business investment (about 11.35 per cent of GDP). In the most recent data (2022) France 
has increased its level by 3.4 percentage points, whilst the UK’s now stands almost 1 
percentage point lower. 

The government has accepted this issue as a problem and has put in place policies to 
increase investments, such as ‘full expensing’ which allows capital investment to be 
deducted from corporation tax. While UK business investment did tick up in response 
(ONS 2023) this has not led to the UK catching up with the rest of the G7, as Figure 1.1 
shows. Figure A1 shows that a much larger increase would be needed to significantly raise 
the UK’s G7 ranking. 

Figure 1.2 shows total investment across the whole economy (ie the rates of investment 
across government, corporations, households and others) the picture is no better. On 
total investment the UK is not just bottom of the G7 (with investment at 18.3 per cent of 
GDP), we are significantly behind our nearest competitor (the USA at 21.2 per cent). The UK 
has had the lowest level of investment in the G7 for 24 of the last 30 years.2 

Figure 1.2: The UK has had the lowest level of total investment in the G7 for 24 of the last 
30 years 
Gross fixed capital formation (total economy) for the UK and G7 

Source: Authors’ analysis of OECD 2024 

2 Figure A2 in the appendix includes incomplete 2023 data showing the UK maintaining its 
poor performance. 
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Investment, or to be more specific capital formation, matters because it’s the expenditure 
on new facilities, factories, buildings, equipment, innovation, and productivity 
improvements that fuel economic production and, consequently, economic activity, 
wages, and household incomes. If the economy is an engine, then investment is its fuel. 
The UK’s dire productivity performance since the great financial crisis of 2008 is, to a large 
extent, the single biggest driver of our dire living standards. Without resources flowing 
into new investment, it’s hard to see how UK economic performance can improve. 

The last time the UK was ‘average’ in the G7 for total investment was in 1990. The 
difference between the median and the UK’s position has waxed and waned over that 
time, but on average the UK has fallen 3.2 per cent of GDP behind the median over the last 
32 years. But over time that gap adds up. In terms of total investment, the UK has 
underinvested over the past 32 years (1990-2022) by £1.9 trillion in real terms relative to 
the counterfactual in which the UK maintained its median position over that period. This 
is foregone investment could have boosted productivity, advanced the green transition, 
and brought about better, cheaper products and services. 

Figure 1.3: Public investment in the UK has risen but never been above average in  
the OECD 
Public investment in the UK, G7 and OECD 

 
Source: Authors’ analysis of OECD 2024 
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Besides business investment, the other major part of the capital picture in the UK is 
investment by the government, shown in figure 1.3.3 This includes building new schools, 
buying new NHS equipment, procuring software for more efficient use of the police force, 
and spending on building new roads and railways. Compared to other economies, the UK 
remains below average within the G7 and the OECD but not at such low levels as business 
and gross investment. That said, within the dataset that we studied, the UK has never 
been at or above the G7 median for public investment. Not only is our government 
investment low, it is also volatile and short-termist (Odamtten and Smith 2023). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
3 Here we use gross fixed capital formation by general government (GFCF-GG) as a measure of 
public investment which differs from the frequently used measure of public sector net investment. 
The latter measure is net of depreciation and capital transfers, which can be confused by inclusion 
of non-investment policy decisions such as student loans (OBR 2020). GFCF-GG is the best measure 
for international comparison given it is part of standard national accounting reporting. 
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2. 

The consensus on investment is 
shifting – public investment can 
crowd in business investment 
Well-designed, high-quality public investment can crowd in private sector investment and act as 
a foundation for equitable growth (IMF, 2020). There is a large body of literature highlighting 
that public investment can boost economic potential of the economy (see Ramey 2020 for an 
overview), by making the private sector more productive and by crowding in private investment. 
Moreover, public investment can act as a coordinating device and unlock network effects – 
for instance, when helping an electric vehicle charging network take off (Li et al 2017). 

This is echoed in the views of practitioners. The Financial Times recently asked 85 
economists in its annual survey (Romei and Strauss 2024) the question: ‘Which single 
policy change after the next election would do most to boost the UK’s long-term growth?’. 
Of those 85 economists, 52 (two-thirds) recommended increasing investment overall, with 
35 infrastructure investment, climate investment, or education and healthcare investment. 

Stephen Millard, deputy director for macroeconomic modelling and forecasting at the 
National Institute of Economic and Social Research, said “a marked increase in public 
investment would be the key policy change that could do most to boost long-run UK 
growth” whilst Jumana Saleheen, chief economist and head of investment strategy, Europe 
at Vanguard Asset Management said: “A consensus has built in recent years that the way 
to boost UK productivity is through public and private sector investment ... bouts of 
famine and feast into public sector projects and services, create uncertainty about the 
future. That uncertainty deters the private sector from their own investment.” 

Yet despite the wide ranging acceptance of its economic benefits, and notwithstanding the 
UK’s position at the bottom of the G7 league table, both Conservative and Labour parties 
plan to further reduce public investment over the next parliamentary term.  

Current OBR forecasts based on the government’s plans, last updated at the March 2024 
budget, see public investment falling, not increasing, after the election. The Labour party 
has pledged to invest a further £4.74 billion per annum (raised through tax changes and 
borrowing) (Labour 2024) as part of its revised Green Prosperity Plan4 but the forthcoming 
cuts pencilled in by the government are so severe that even if Labour’s plans are added 
on, public investment would still be declining over the next parliament. 

 
4 For the purposes of this analysis, we have assumed that Labour will serve a five-year term, with 
the £23.7 billion of green investment all added directly into general government public investment 
and spread evenly over the term with £4.74 billion of investment per annum. We have not 
considered the effects of this increased investment upon GDP.  
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3. 

Both major parties plan to cut 
public investment putting future 
growth at risk 
 
Figure 3.1 puts the UK’s levels of public investment into a longer-term perspective.5 The 
significant fall in government investment following the 1973 oil crisis and recession of 
1973-75 which has never been reversed has led some commentators to state that all the 
UK’s economic performance today is built on an increasingly crumbling foundation of 
1960s and 70s capital investment.  

Levels of public investment have increased significantly since their post-second world war 
nadir in 2000, after the period during which the incoming New Labour administration 
pledged to stick to John Major’s spending plans. As the UK goes to the polls in 2024, public 
investment will be roughly where it was during the 2010 election, having been cut sharply 
during austerity and then increased since roughly 2015. Figure 3.2 shows the difference in 
levels between the beginning and end of different prime ministerial terms (a positive 
number showing a government finishing its term investing more than when they started as 
a per cent of GDP). Considering these figures together yields two interesting observations. 
First, no administration has increased investment as much as ‘New Labour’ between 1997 
and 2010, despite them investing on average almost as little as the Thatcher/Major 
administration they succeeded. 

 

 

 

 

 

 

 
5 The data presented in both figure 1.3 and figure 3.1 is gross fixed capital formation by general 
government. Figure 1.3 shows the internationally comparable OECD dataset, whilst Figure 3.1 is 
analysis of an Office for National Statistics time series that extends pre-1995 to allow a longer 
historical comparison. 
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Figure 3.1: A Starmer-led government would oversee the highest average public 
investment of any administration for half a century 
Public investment as a per cent of GDP since 1950 with projections of future investment 
(line) and average public investment for each government administration (bars) 

 
Source: Authors’ analysis of ONS 2024, OBR 2024, Wikipedia 2024, and Labour 2024 

Figure 3.2: Comparing the beginning and end of the term, a Starmer-led government 
would cut public investment more than the 2010-24 Conservative administration  
Rise or fall in public investment over post-WW2 prime ministerial terms 

 
Source: Authors’ analysis of ONS 2024, OBR 2024, Wikipedia 2024, and Labour 2024 
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Figure 3.1 also shows the post-election plans of both the Conservative government and 
Labour opposition.6 Labour plans take their proposals of an additional £23.7 billion of 
investment in a flat investment profile on top of existing government capital investment 
plans as announced at the ‘24 spring budget. The blue dashed lines show the average 
investment over the period 2010-2029, assuming another five-year parliament, whereas 
the red dashed line shows the average investment of a single five-year-term Labour 
government. This shows that a Starmer-led government would be, on average, the highest 
investing administration since Ted Heath’s government of 1970-74. That said, a Starmer-
led government would end its first term having cut investment more than the entire 
Conservative 2010-24 administration, and about half as much as the Thatcher/Major 
governments of 1979-97. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
6 Conservative spending plans are taken from the March 2024 OBR forecasts. We have not identified 
any new, clearly costed policies that would add to forecasts of general government GFCF used here 
in the Conservative or Labour manifestos, beyond Labour’s Green Prosperity Plan. 
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4. 
What can we do about it? 
 
What can be done to turn this ship around? The causes of the UK’s long-term 
underinvestment across public and private sectors are numerous and it is beyond the 
scope of this paper to set out a detailed programme to address these challenges here. 
However, we identify the policy areas that we believe parties should adopt in government 
to aim to raise levels of economy-wide investment. 

Government priorities for private investment 

1. Commit to an industrial strategy. To significantly increase private investment 
government must commit to a comprehensive, wide-ranging industrial strategy 
(Alvis et al 2023) that seeks to remove barriers to growth, creates business and 
regulatory certainty, and solves coordination problems across the economy. Such 
an approach should seek to improve investment both at the technological frontier 
and also in lower-productivity sectors (Jacobs et al 2017), such as care (Jung and 
Srinivasa Desikan 2024). Tools to achieve this range from planning regulations to 
skills policies to direct fiscal incentives. These should be put to use supporting the 
sectors and technologies the UK is best placed to specialise in (IPPR’s 
recommendations are set out in Narayanan et al 2024). 

2. Adopt a whole-government, mission-oriented approach to growth. The UK should 
take inspiration from the Biden administration’s efforts and set out a 'whole-
government' approach to industrial strategy. It is not just the role of economy-wide 
tax policy and the Treasury to support growth, it will require the right policies to be 
in place across different policy areas as diverse as housing, energy, transport 
infrastructure, skills policy, and childcare. In practice, this will require close 
coordination between government departments to unlock synergies between 
policy areas.  

3. Ensure investment certainty. Government should clearly define the direction of 
travel and in order to give investors more certainty. When governments do so 
through clear missions, businesses have a better idea of future growth opportunities 
(UCL IIPP 2019). Such an approach, if well-designed, can 'crowd-in' private sector 
investment with catalytic government investment and policy (Deleidi 2019). 

4. Align the tax and subsidy system with industrial strategy. The corporate tax 
system should incentivise investment and innovation and discourage unproductive 
activities. The government’s plans for ‘full expensing’ capital allowances are a step 
in the right direction. A further step would be to introduce a share buyback tax 
(Evans, Hayes and Dibb 2021) which discourages investor payouts over 
reinvestment. Another would be replacing business tax rates with a land value tax, 
which also encourages productive use of land (Roberts et al 2018). In turn, 
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conditional subsidies could be considered in order to steer investment towards 
industrial strategy objectives.  

5. End policy chop-and-change. Since 2010 the government have had 11 industrial 
strategies or plans for growth: from the coalition’s ‘eight great technologies’, or 
Sajid Javid’s austerity tenure as business secretary, to Greg Clark and Theresa 
May’s industrial strategy (Alvis et al 2023). This chop-and-change of policy and 
objectives is confusing for businesses and undermines UK economic credibility and 
stability, damaging investment (Wilkes 2022).  

Policy priorities for public investment 

6. Change the process via which the envelope of public investment is decided. Rather 
than the Treasury making decisions about the investment enveloped each financial 
year, essentially treating investment as the residual of other tax and spend decisions, 
we should consider a long-term envelope being set by parliament on a multi-year 
basis (Odamtten and Smith 2023). This would ensure that public investment is 
stable and gives both government and the private sector a basis for planning. 

7. Establish a 'public investment quality guarantee' which ensures public investment 
processes in government prioritise projects that are aligned with missions and 
undergo a strict quality control process. Alongside this, establish a public 
investment watchdog that monitors public investment quality and provides  
a high level of transparency about the types of projects that are funded.  

8. Establish public investment benchmarks, which set out how much and what kind of 
investment (public and private) is needed to achieve government’s ambitions, or 
missions. Government should put in place an institutional process for devising how 
much public investment is needed to deliver key industrial strategy targets. 
Currently, bodies like the Committee on Climate Change and the National 
Infrastructure Commission conduct assessments on how much, and what kind of, 
investment is needed to deliver key targets. But these are not integrated sufficiently 
with actual government investment decision making. Moreover, such a process 
should be broadened to include other strategic policy areas and streamlined in 
order to establish what investment needs there are. The public investment watchdog 
could then monitor investment performance against benchmarks.  

9. Review whether fiscal rules are set right for ensuring fiscal sustainability and 
future growth. With inflation receding, the key constraint on public spending, 
including capital investment, is the design of self-imposed fiscal rules (Jung and 
Roberts 2022). There have been many criticisms of fiscal rules recently. For 
instance, the Bank of England’s former chief economist Andy Haldane in 2023 
argued out that the UK’s fiscal rules "rather than exerting useful discipline (…) are 
constraining government investment." Proposals to address this range from 
tweaking anchor metrics (eg moving from net debt to GDP to net worth) to fully 
exempting investment from rules, while introducing institutional safeguards to 
mark the government’s homework. A careful review of these proposals is needed to 
ensure the UK’s fiscal framework delivers fiscal sustainability, while allowing for 
the benefits of higher public investment.   
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Appendix 
Figure A1 
Gross fixed capital formation by corporations, G7 countries 

 
Source: OECD 2024 

Figure A2 
Gross fixed capital formation, total economy, G7 countries 

 
Source: OECD 2024 
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