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T
here seems to be little about
which Americans agree these
days, whether it’s healthcare,
guns, free trade, or immigra-
t ion . But  one  t h ing  mos t

Americans of  any given political stripe
agree on is that our shrinking produc-
tivity is a bad thing. During the second
quarter of  2016, U.S. worker productiv-
ity declined at a 0.6 percent seasonally
adjusted annual  rate. On a year-over-
year basis, productivity is down 0.4 per-
cent , w hich  me a ns  t hat  t he  aver age
American worker is less productive now
than they were a year ago.1

The slowdow n in U.S. produc t iv it y
grow th is w idely considered one of  the
major factors behind America’s shock-
i ng ly  mo de s t  re cove r y. Pro du c t iv i t y,
measured in terms of  output per hours
worked, has been sluggish for more than

a  de c ade . As  e a r ly  a s  t he  m id - 2 0 0 0 s , 
statisticians began noting productivity’s
flattening.2 Given declining U.S. birthrates
and the uncer tain immigrat ion future,
productiv it y needs to r ise. If  it  doesn’t,
wage grow th will remain stagnant, Amer-
ica w il l  suffer enormous difficult y pay-
ing  back i t s  debts , and Medicare  and
Social  Securit y are sure to dissolve into
insolvency.

Most Americans also seem to agree
that the systematic lack of  infrastruc-
ture investment in the United States is
on e  of  t h e  m aj or  f a c tor s  b e h i n d  ou r
d e c l i n i n g  p ro du c t i v i t y. Fo r  a nyo n e
inclined toward metaphors, it  would be
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easy to see the connection between the
nation’s infrastructure and the human
body’s circulator y system.

T he  n at ion’s  ro ad s , h i g hw ay s , a nd
bridges carr y America’s people and mer-
chandise, the lifeblood of  the economy.
The nation’s water systems provide life-
su s t a i n i ng  f lu id s , w h i le  t he  n at ion’s
telecommunications and electricity infra-
structure transmit ideas and energy, allow-
ing the U.S. economy to continue to move
forward along various dimensions.

T h e  n o t i o n  t h at  A m e r i c a’s  i n f r a -
structure deficits are growing is nothing
new. For years, engineers of  various types
have spotlighted America’s lagging invest-
ment in broadband speeds, leak-proof
water  systems, roads, and br idges. As
indic ated  by  The Huf f ing ton  Post , most
analysts don’t even rank America’s wire-
line or wireless broadband speeds among
the top 20 in the world. 3

As the inventors of  much of  the world’s
infor mat ion technolog y, Amer ica  was
predicted to enjoy a phenomenal fiber-
optic future. But OpenSignal has ranked

the United States 55th in the world
i n  w i re le s s  LT E  s p e e d s  ( Ne w
Zealand is first, followed by Sin-
gapore, Romania, South Korea,
and Denmark) and ZDNet indi-
cates that America is 41st in aver-
age broadband speed (Lithuania is
first, followed by Sweden, Portu-

gal, Latv ia, and Finland). 4 In terms of
average broadband speed, America ranks
behind nations like Moldova, Ukraine,
and Greece.

Natural ly, construct ion firm execu-
tives and the professionals who advise them
are less likely to be focused on broadband
speeds and more likely to be focused on
water systems and other forms of  large-
scale infrastructure. The American Soci-
ety of  Civil Engineers (ASCE) frequently
del ivers  a  repor t  card on the  nat ion’s
infrastructure, the most recent version
of which concludes that inadequate infra-
structure costs ever y American nearly
$3,400 a year in disposable income. The
study identifies 10-year needs across 10
infrastructure categories. 5

According to a  repor t  released this
year, Amer ica’s  inf rast r uc ture  invest-
ment  gap tota led $1.44 t r i l l ion. Con-

tractors will not be surprised to learn that
a significant portion of that total pertained
to a lack of  adequate investment in the
nation’s surface transportation network,
which includes roads, bridges, and mass
transit. The level of  underinvestment in
ele c t r ic i t y  inf r as t r uc t ure  appro aches
$200 bil l ion, while the level of  neglect
in the water and wastewater infrastruc-
ture categor y exceeds $100 bil l ion. Air-
p o r t s  re q u i re  a b ou t  $ 4 2  b i l l i o n  i n
add it ion a l  i nve s t me nt  to  me e t  ne e d s
while America’s  inland water ways and
por ts require an addit ional $15 bil l ion.
Ongoing under invest ment has  ear ned
U.S. infrastructure a grade of  D+ from
the ASCE. 6

Public–private 
partnerships (P3s) to the rescue
America’s lack of  infrastructure invest-
ment is  not simply a function of  stale-
mated polit ics, a lack of  w il l , and/or an
absence of  foresight. The fact of  the mat-
ter is that government doesn’t have much
money to spend. The federal government
is sitt ing on a $19 tr i l l ion nat ional debt
and faces even larger future funding gaps
in entitlement programs like Social Secu-
r i t y  a n d  Me d i c a re . Ma ny  s t at e s  a re
w rest l ing w ith under f unded pensions
and s oar ing Medicaid costs . A recent
study indicated that pensions in states
like Kentucky, I l l inois, and New Jersey
are  severely  under f unded. 7 There  are
many other priorities ranging from edu-
cat ion and public safet y to parks.

At the same t ime, America’s  pr ivate
sector, including companies operat ing
abroad, are sitt ing on bil l ions of  dollars
of excess capital. According to Bloomberg,
by early 2015, U.S. companies were sit-
t ing on more than $2 tr i l l ion in stock-
piled offshore profits.8 During the current
economic expansion, CEOs have often
deployed surplus capital  by raising div-
idends, purchasing company stock, or
acquiring competitors and/or suppliers.
Bu t  s u c h  a c t i o n s  d o  n o t  n e c e s s a r i l y
increase productivity, although they may
temporari ly boost investor interest and
expand earnings per share.

This capital could arguably be deployed
by  i n c re a s i n g  p ro du c t i v i t y  i n  i n f r a -
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structure projects through the fashion-
ing of  P3s. A recent Har vard Kennedy
School of  Government review helps to
define P3s, in par t by cit ing a definit ion
that comes from PPP Canada, an inde-
p endent  comp onent  of  t he  C a nad i a n
government. Under that definit ion, a P3
i s  a  “ l o n g - t e r m , p e r fo r m a n c e - b a s e d
a ppro a c h  to  pro c u r i n g  p u b l i c  i n f r a -
structure where the private sector assumes
a major share of  the r isks in terms of
financing and construct ion and ensur-
ing effect ive performance.” 9

While the performance and risk-spread-
ing functions are important, ultimately the
most important element of  P3s is financ-
ing. While many speak of P3s as an impor-
tant aspect of  our collective future, the
fact is that the impact of  P3s has already
been felt. As indicated by Kennedy School
researchers, since the catalyzing $1.8-bil-
lion Chicago Skyway lease that was com-
pleted roughly a decade ago, the U.S. P3
market has developed rapidly. 10

B e t w e e n  2 0 0 5  a n d  2 0 1 4 , 4 8  i n f r a -
structure P3 transactions with an aggre-
gate value exceeding $60 bil lion reached
a formal announcement phase. Of  these
48  t r ansac t ions , 40  were  success f u l ly
closed. According to the Harvard report,
2012 saw the largest number (nine) of  P3
transact ions reach a financial  close. 11

Financia l  profess iona ls  are  cr it ica l
about the complet ion of  P3s. Ty pical ly,
negot iat ions take place between busi-
nesspeople and politicians. Politicians are
r i g ht  t o  b e  w a r y  g i ve n  t h e  f i n a n c i a l
s ophist icat ion s it t ing  at  the  opposite
s ide  of  the  t able  and the  fac t  that  P3
agreements tend to be very long in nature,
f re q u e nt l y  i nv o l v i n g  l e a s e s  t h at  l a s t
decades.

It  is  therefore impor tant for financial
professionals to help both parties under-
stand the nature of  the obligat ions into
w h i c h  t h e y  w i l l  e nt e r, i n c lu d i n g  t h e
respective levels of  risk and implications
for tax pay ments. If  policy makers can
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be educated and made to feel more com-
for table regarding these arrangements,
America w il l  see more P3s, faster infra-
structure bui ld-out, r is ing product iv-
ity, and higher shared standards of  living.

Bottom line
Here’s the point — the only conceivable
f inancia l  s olut ion to  Amer ica’s  inf ra-
structure deficits takes the form of  pub-
l ic – pr iv ate  p a r t ne rs h ip s . D oz e ns  of
successful P3s have already been forged.
The bulk of  these agreements pertain to
roads, although P3s have also been used
to improve airports, seaports, water sys-
tems, and supply parking. P3s appear to
be particularly popular on the East Coast,
in Texas, California, Illinois, Indiana, and
Colorado. More states and municipali-
ties must participate if  America is to bol-
ster productivity and regain its competitive
edge. Thankf ul ly, there  are  a  g row ing
number of  role-model communities that
have paved the way ahead. n
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