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Executive summary 
Privatisation: Whose flame has burnt the 
brightest? 
 

► Much of the UK’s privatisation programme took place between the early 1980s 
and the mid-1990s: subsequent sales have been few. Undoubtedly, 
privatisation attracted many private investors to the market, many for the first 
time. 

► Following the 50.2% sale of British Telecom (BT) shares in 1984, which was the 
first mass privatisation, other utility stocks were sold off, notably British Gas 
(BG), the English and Welsh water companies and virtually all the electricity 
supply sector. 

► The transport sector saw several sales, notably in aviation with British Airways 
(BA) and British Airports Authority (BAA), along with various railway, ports and 
bus companies.  

► Many privatisation stocks have materially outperformed the FTSE-100 since their 
flotation ‒ the 12 Regional Electricity Companies (RECs), all of which were bought 
out during the bidding frenzy in the late 1990s, being examples. In addition, 
quoted water companies, such as Pennon, the owner of South West, and Severn 
Trent have seen share price rises of between 10x and 15x. 

► National Grid, which was privatised via the RECs, is now valued at a formidable 
£36.5bn; it is one of the EU’s most valuable utilities. The various components of 
the dismembered British Gas have generally prospered, despite Centrica’s recent 
plunge. Among the transport stocks, BAA has been the star performer; it was 
taken over for £10.3bn in 2006.  

► However, there have been serial underperformers. Railtrack, most controversially, 
was re-nationalised with compensation at ca.15% of its peak value. British Energy 
became a virtual dotcom stock and collapsed when power prices fell sharply. 
Welsh Water’s owner, Hyder, also failed, despite the very favourable financial 
settlement put in place for its core business at flotation.  

► Furthermore, BT – the originator of widespread privatisation – has seen its share 
price perform dreadfully. The current price is little changed from its fully paid 
flotation price in 1984. More recently, shares in Royal Mail, privatised in 2013, 
have plunged as letter volumes decline.  
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During the period of Conservative Government in the 1980s and early 1990s, an 
extensive privatisation programme was undertaken, with a raft of publicly owned 
companies being sold to the private sector.  

Many of these companies prospered; there was also considerable takeover activity, 
especially in the energy sector, while a few privatised companies failed.  

A key driver of the privatisation programme was to deliver greater efficiencies – and 
to reduce prices, especially for utility customers.  

Funding large investment programmes was also regarded as a priority since, under 
state ownership, securing capital expenditure funding had always been a challenge. 
The Water Authorities and British Rail, Railtrack’s predecessor, had been particularly 
affected by serious levels of under-investment.  

Allied to these financial factors was the political determination to create a share-
owning democracy – on a similar basis to the property-owning democracy of 
previous years.  

Part privatisation of British Telcom (BT) in 1984 and, subsequently, of other utilities 
attracted the interest of millions of new investors – the innovative ‘tell Sid’ campaign 
devised to sell shares in British Gas (BG) was peculiarly effective.  

In recent years, various spectacular failings, especially of much of the banking sector 
in 2008/09, have driven away many private investors from the market, but they may 
return. This issue was discussed in two previous leading articles for the Hardman 
and Co Monthly in January and February 2020. 

 

1980s and early 1990s were prime years 

for privatisation  

Investment was the driver  

The quest for a share-owning democracy  

Millions of new shareholders attracted  

https://www.hardmanandco.com/share-ownership-for-the-many-not-the-few/
https://www.hardmanandco.com/share-ownership-for-the-many-not-the-few-the-sequel/
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Major privatisations 
Prior to the part sale of BT shares in 1984, there were various low-profile disposals 
of government-owned stakes predominantly to institutional shareholders; they 
included shares in Cable and Wireless and the now BAE Systems, inter alia.  

In subsequent years, the sale of stakes in BP and Enterprise Oil – the latter was 
eventually acquired by Shell – also took place.  

The table below lists the largest privatisations – all of which were directed towards 
private investors.  

 

Major privatisations 
Company Year of flotation 
British Telecom  1984  
British Gas  1986 
British Airports Authority  1986 
British Airways 1987 
British Steel  1988 
10 English/Welsh water companies  1989 
12 English/Welsh regional electricity companies  1990 
2 English/Welsh electricity generators 1991 
2 Scottish electricity companies  1991 
Northern Ireland Electricity  1993 
British Energy  1996 
Railtrack  1996 
Royal Mail  2013 

 

Source: Hardman & Co Research 

The unprecedented 50.2% initial sale of BT in 1984 set trends in several respects 
that were copied by many overseas governments. First, private investors were 
heavily incentivised to apply for shares. Secondly, a price regulation system was 
imposed on BT, to prevent its customers being exploited. At that time, BT was an 
effective monopolist (outside Hull, which had its own network), despite the 
participation at the fringes of Cable and Wireless’ Mercury subsidiary, while mobile 
telephony was still in its infancy.  

In 1986, it was BG that was privatised – on the back of a very high-profile advertising 
campaign. Controversially, BG remained a gas monopoly for many years, thereby 
requiring a complex – and much debated – price regulatory system revolving around 
its Transco subsidiary.  

Thereafter, the privatisation focus moved to the transport sector, with British 
Airports Authority (BAA), the owner of the UK’s key airports, being floated, followed 
by its major customer, British Airways (BA), in 1987.  

Following the re-election of the Conservative Government in 1987, the water sector 
in England and Wales was next to be sold, led by Thames. It was the first regionally 
based privatisation and it proved very popular. 

The complex disaggregation of the electricity supply industry enabled its almost total 
privatisation from 1990 onwards, led by the 12 Regional Electricity Companies 
(RECs). The £5.2bn sector valuation figure was widely seen as being desperately 
generous to investors ‒ and so it proved. And, like water investors, they applied in 
very large numbers.  

The BT part sale in 1984 launched mass 

privatisation 

Then came British Gas – sold like soap 

powder 

Then transport  

In 1989, water…    

… followed by electricity  
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Subsequently, the first tranche of shares in both leading generators, National Power 
and PowerGen, were sold; this process was followed by the two integrated Scottish 
companies, ScottishPower and Scottish Hydro-Electric. North Ireland Electricity’s 
privatisation followed in 1993.  

Significantly, the three major privatisations since 1993 have all been far less 
successful. British Energy collapsed on the back of low electricity prices; it was 
essentially – and dangerously – a price-taker. Railtrack was controversially re-
nationalised in 2001, while the share price of Royal Mail is currently languishing at 
almost 50% below its 2013 flotation price. 

Looking forward, the privatisation cupboard is quite bare. Network Rail, with net 
debt of over £54bn, is a possible – if somewhat theoretical – candidate, along with 
NATS, the air traffic control business. Scottish Water and Northern Ireland Water, 
too, could be floated, despite political opposition locally. 

The three post-1993 privatisations were 

less successful  

Bar Network Rail and NATs, the cupboard 

looks bare 
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Privatisation winners 
Virtually all the utilities privatised in the 1980s and in the early 1990s have delivered 
decent returns – and, in some cases, mightily impressive ones. 

The four stand-out investments are two of the quoted water companies, namely 
Pennon and Severn Trent, National Grid and British Gas; all have delivered quite 
remarkable value for many for their investors.  

Leaving aside Hyder, the holding company of Welsh Water, which failed in 1997, 
the remaining nine privatised water companies have delivered good shareholder 
returns. However, of the nine, only three remain publicly quoted.  

Pennon, with its successful – if volatile – Viridor waste business has truly prospered, 
with a current share price, after adjustment for a 3/1 scrip issue in 2006, of ca.£35, 
compared with the 240p flotation price in 1989; this is equivalent to a staggering 
ca.14.5x increase since 1989.  

Pennon’s very impressive share price graph, based on the post-scrip issue price, is 
reproduced below.  

 

Pennon – share price performance since flotation 

 
 

Source: Hardman & Co Research 

Severn Trent, which – apart from the integration of Dee Valley and Hafren Dyfrdwy, 
two small water companies – effectively remains the same business as at flotation. 
Its share price at £26 is now more than 10x its 1989 flotation price, once some 
minor adjustments are made.   

The share price of United Utilities, the third quoted water company, has also risen 
appreciably over the same period.  

Daily PNN.L 28/06/1989 - 17/06/2021 (LON)
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National Grid was indirectly privatised through the flotation of the 12 RECs in 1990, 
each of whom held a share in the business, as listed below. An implicit value has also 
been ascribed to each stake, based on National Grid’s current £36.5bn market value; 
it should be noted that National Grid has undertaken various fundraising initiatives, 
in part to finance its burgeoning US investments, since it was demerged in 1995. 

 

REC National Grid shareholdings 
REC NG share (1990) NG value (£bn) (2/2020)  
Eastern  12.5% 4.6 
East Midlands 8.4% 3.1 
London  10.5% 3.8 
Manweb 5.5% 2.0 
Midlands 9.2% 3.4 
Northern 6.5% 2.4 
Norweb 8.2% 3.0 
Seeboard 7.3% 2.7 
Southern  11.0% 4.1 
South Western 6.3% 2.3 
Swalec 5.4% 2.0 
Yorkshire 9.2% 3.4 

 

Source: Hardman & Co Research 

From comparatively modest beginnings, National Grid, with its £36.5bn 
capitalisation, is now one of the most valuable utilities in the EU after Italy’s ENEL 
(£69bn) and Spain’s Iberdrola (£61bn). Its current £62bn Enterprise Value (EV) figure 
should be compared with the £5.2bn value placed initially on the REC sector in 
1990. Even if a 20% National Grid value were accorded to the latter figure, this 
would amount to an imputed flotation value of just £1.04bn. 

Significantly, too, National Grid’s share price has rallied of late, as the graph below 
shows, following the decisive General Election result last December, which removed 
any real threat of some form of re-nationalisation undertaken by an incoming Labour 
Government.  

National Grid – share price performance since flotation 

 
 

Source: Hardman & Co Research 

Daily [.FTSE List 61 of 102] NG.L 11/12/1995 - 24/05/2021 (LON)
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National Grid’s shareholder returns have 

been impressive  

Now one of the EU’s biggest utility beasts  



Privatisation: Whose flame has burnt the brightest?  
 

  

March 2020 9 
 

Since its privatisation in 1986, British Gas has been demerged into three major 
entities. The key E and P division was sold to Shell in 2016 for ca.£47bn – at a time 
when oil and gas prices were high. 

To that figure, the value of the gas transportation business should be added; after 
demerger, it became the core business of Lattice, which merged with National Grid 
in 2002. The assets of the struggling Centrica, whose very poor share price 
performance in recent years is illustrated below, should also be included.  

 

Centrica – 5-year share price performance 

 
 

Source: Hardman & Co Research 

The 12 RECs, all of whom were taken over during a frenzy of corporate activity in 
the mid/late 1990s, also provided highly impressive returns for most investors. All 
the take-out prices were far in excess of the very modest £5.2bn value ‒ including 
the National Grid shareholdings ‒ placed on the sector at flotation. 

Elsewhere in the electricity sector, shareholder returns from the two UK generators, 
National Power and PowerGen, were also impressive, although they were less than 
those of most RECs. 

While Drax Group remains quoted, encompassing the eponymous – and legendary 
– 3,960MW coal-fired/biomass plant acquired indirectly from National Power, it is 
Scotland’s integrated SSE that provides a more valid comparison. 

Having acquired Southern Electric in 1998, SSE has continued to invest in renewable 
energy – an undoubted boost to its share price rating, as the graph below shows.  
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SSE – 10-year share price performance 

 
 

Source: Hardman & Co Research 

The issue of SSE’s renewable generation valuation, along with those of other 
renewable energy infrastructure funds (REIFs), was addressed in Hardman and Co’s 
recent sector publication, UK Renewable Energy Infrastructure Funds – A 20/20 Vision.  

On the privatised transport front, there have been some obvious winners led by the 
BAA, which has been disaggregated in recent years; Heathrow and Gatwick airports 
are now in different ownership.  

Nonetheless, starting out in 1987 with a flotation value of £1.3bn, BAA was bought 
in 2006 by a consortium led by Spain’s Ferrovial for £10.3bn.  

Its major client, BA, was privatised in 1987 at 125p per share; it has performed well 
– until the recent coronavirus concerns. Its share price, now quoted within 
International Airlines Group, is robust currently: volatile oil prices have been a key 
factor in recent years as they have a heavy impact on the annual fuel bill and, 
consequently, on the share price rating. 

Reproduced below is a 5-year graph for IAG, which also incorporates leading 
Spanish airlines, including both Iberia and Vuelig. It does not include the very adverse 
risks implied by the spread of coronavirus. 
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https://www.hardmanandco.com/research/corporate-research/uk-renewable-energy-infrastructure-funds-a-20-20-vision/
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IAG – 5-year share price performance 

 
 

Source: Hardman & Co Research 

There have been other transport privatisations that have materially benefited 
shareholders, especially where acquisitions have been involved, such as the 
privatised Associated British Ports, which was sold for £2.8bn to a Goldman Sachs-
led consortium in 2006. 

In assessing any degree of share price outperformance, it is necessary to recognise 
that the market has performed strongly – despite the 2008/09 banking crisis ‒ since 
the early 1990s as the FTSE-100 data in the table below, dating back to 1985, 
illustrates.  

 

5-year FTSE-100 performances 
Year Value 
1985 1,232 
1990 2,423 
1995 3,066 
2000 6,930 
2005 4,814 
2010 5,413 
2015 6,556 
2020 7,542 

 

Source: Hardman & Co Research 

Any outperformance of the market, therefore, needs to have seen at least a trebling 
of the underlying share price, after any material adjustments, from the late 
1980s/early 1990s period.  

Daily [.FTSE List 41 of 102] ICAG.L 20/02/2015 - 26/05/2020 (LON)
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Privatisation losers  
Within the privatised portfolio, it is perhaps inevitable that there would be some 
failures. Ironically, it was the performance of the first major privatisation stock, BT, 
which has been particularly dire.  

For more than 20 years, its underlying annual EBITDA ‒ once a raft of adjustments 
has been made, especially for the £12.5bn EE mobile telecoms acquisition ‒ has 
been becalmed at ca.£6bn.  

Furthermore, BT’s current share price – more than 35 years after its market debut 
– is almost identical to its fully paid flotation price back in 1984. The surge in its 
share price around the turn of the century – driven by the TMT (Telecoms, Media, 
Technology) bubble ‒ proved to be illusory; indeed, in 2001, it launched a massive 
£5.9bn rights issue. 

The graph below, which goes back to 1985 – shortly after the first tranche of BT 
shares was floated – illustrates this very poor performance, during a period when 
the FTSE-100 has more than trebled.  

 

BT – share price performance since 1985  

 
 

Source: Hardman & Co Research 

Prior to the first BT share offering in 1984, the Government sold a minority stake in 
Cable and Wireless, which had flourished under the banner of the British Empire. Having 
sold its pivotal Hong Kong Telecom business, Cable and Wireless’ demise was rapid. As 
a result of some dreadfully ill-advised – and extremely expensive ‒ acquisitions, it was 
finally split up, with much of its UK fixed line network going to Vodafone.  

The British Steel story is also depressing. Having been privatised in 1988, it was 
eventually bought – under Corus, its new name – by India’s Tata conglomerate in 
2007. Subsequently, it has been progressively wound down.  
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Welsh Water and British Energy are two privatised utilities that failed to prosper: 
eventually, both effectively folded and many shareholders lost out. The collapse of the 
Hyder-owned Welsh Water took place within a decade of the latter being privatised 
with a large and guaranteed customer base, a real 6.5% annual price increase for its 
first five years in the private sector and a healthy cash balance at flotation. 

British Energy, which owned all the major UK nuclear plants, including the 
Pressurised Water Reactor (PWR) at Sizewell, was always very vulnerable to low 
power prices. When they did indeed plunge, British Energy was caught short – 
leaving many shareholders nursing heavy losses.  

Another high-profile casualty was Railtrack, which was suddenly nationalised in 
2001, ostensibly due to a massive capital expenditure liability. Eventually, after 
prolonged legal hearings, shareholders received compensation of ca.260p per share 
– Railtrack’s share price had peaked at over £17. 

Another loser, to date at least, has been Royal Mail. It was privatised in 2013 and, after 
initial enthusiasm, has struggled. Letter volumes are falling fast, industrial unrest 
remains a real risk and issues related to its pension fund liabilities endure. The graph 
of Royal Mail’s sorry share price performance below reflects these serious challenges.  

Royal Mail – 5-year share price performance 

 
 

Source: Hardman & Co Research 

Conclusion  
Clearly, stock selection of privatised companies has been key. Some companies were 
very severely under-priced at flotation and their share prices boomed subsequently; 
others have stumbled badly. 

The energy sector provides a good comparison. Both National Grid and British Energy 
were privatised in the early 1990s; the former is now one of the EU’s most valuable 
utilities, while the latter collapsed within a few years of being brought to market.  

Caveat emptor.   

Daily RMG.L 20/02/2015 - 26/05/2020 (LON)
Line, RMG.L, Trade Price(Last), 19/02/2020, 172.70, -6.70, (-3.74%) Price

GBp

Auto

200

240

280

320

360

400

440

480

520

560

600

172.70

Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2
2015 2016 2017 2018 2019 2020

Two utility casualties  

British Energy – dotcom stock  

Railtrack also went down 

Nor is Royal Mail too clever  

National Grid vs. British Energy – which 

prevailed for investors?  

 



Privatisation: Whose flame has burnt the brightest?  
 

  

March 2020 14 
 

About the author 

Nigel Hawkins is the Utilities sector analyst at Hardman & Co. 

Nigel is responsible for analysing the UK Utility companies, including those privatised in 
the 1980s and 1990s, as well as newer arrivals in the sector. He has been involved in the 
Utilities sector since the late 1980s, as a feature writer at Utility Week magazine and as 
an analyst at Libertas Capital. Prior to that, he was the Telecoms analyst at Williams de 
Broë. Between 1989 and 1995, he worked at Hoare Govett as the Water and Electricity 
analyst. 

Between 1984 and 1987, Nigel was the Political Correspondence Secretary to Lady 
Thatcher at 10 Downing Street. 

Nigel joined Hardman & Co in February 2016. He holds a BA (Hons) in Law, Economics 
and Politics from the University of Buckingham. He is an associate of the Institute of 
Chartered Secretaries and Administration and a senior fellow of the Adam Smith Institute. 

 



Privatisation: Which sales most benefited shareholders?  
 

  

March 2020 15 
 

Disclaimer 
Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly 
available sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to the 
accuracy, adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results obtained 
from use of such information. Neither Hardman & Co, nor any affiliates, officers, directors or employees accept any liability or responsibility in respect of the 
information which is subject to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence, fraud or 
wilful misconduct. In no event will Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages 
or any other damages of any kind even if Hardman & Co has been advised of the possibility thereof.    

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy 
or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute 
investment advice.  However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made available. A full 
list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at http://www.hardmanandco.com/legals/research-
disclosures. Hardman may provide other investment banking services to the companies or legal entities mentioned in this report. 

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal entities 
which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or legal 
entities covered by this document in any capacity other than through Hardman & Co.  

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may provide 
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past 
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of 
possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has no 
scheduled commitment and may cease to follow these securities, companies and legal entities without notice. 

The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or 
use would be contrary to law or regulation or which would subject Hardman & Co or its affiliates to any registration requirement within such jurisdiction or country. 

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative 
and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may 
be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate 
for all investors. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances and may be 
subject to future change. Each investor’s particular needs, investment objectives and financial situation were not taken into account in the preparation of this 
document and the material contained herein. Each investor must make his or her own independent decisions and obtain their own independent advice regarding 
any information, projects, securities, tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this 
document various information constitutes neither a recommendation to enter into a particular transaction nor a representation that any financial instrument is 
suitable or appropriate for you. Each investor should consider whether an investment strategy of the purchase or sale of any product or security is appropriate for 
them in the light of their investment needs, objectives and financial circumstances.  

This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and 
accordingly has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).  

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or 
otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice. 
This notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of 
Capital Markets Strategy Ltd and is authorised and regulated by the FCA under registration number 600843. Hardman Research Ltd is registered at Companies 
House with number 8256259. 

(Disclaimer Version 8 – Effective from August 2018) 

Status of Hardman & Co’s research under MiFID II 
Some professional investors, who are subject to the new MiFID II rules from 3rd January, may be unclear about the status of Hardman & Co research and, 
specifically, whether it can be accepted without a commercial arrangement. Hardman & Co’s research is paid for by the companies, legal entities and issuers about 
which we write and, as such, falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive II. 

In particular, Article 12(3) of the Directive states: ‘The following benefits shall qualify as acceptable minor non-monetary benefits only if they are: (b) ‘written 
material from a third party that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the 
third party firm is contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in 
the material and that the material is made available at the same time to any investment firms wishing to receive it or to the general public…’ 

The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available. 

The full detail is on page 26 of the full directive, which can be accessed here: http://ec.europa.eu/finance/docs/level-2-measures/mifid-delegated-regulation-
2016-2031.pdf 

In addition, it should be noted that MiFID II’s main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and eliminate 
what is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman & Co is not inducing the 
reader of our research to trade through us, since we do not deal in any security or legal entity.  
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