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The economic importance of aviation

This paper is designed to provide an evidence-based response to the following questions in the Scoping Document:

5.1   How does the aviation sector as a whole benefit the UK? Please consider the whole range of aviation activities including, for example, air freight, General Aviation and aerospace. 
5.2   What do you consider to be the aviation sector’s most important contributions to economic growth and social well-being? 

1. The importance of aviation is a concept much favoured by the industry’s protagonists.   Yet the size of an industry is irrelevant to most policy decisions.   There is no reason to tax, or regulate, a big industry more or less than a small industry.  

2. Aviation does, undoubtedly, provide useful economic and social benefits for the UK, but its size tends to be exaggerated by its protagonists (and their enthusiasm is sometimes shared by the DfT).  This paper is designed to put some of the claims in perspective.

3. As the Scoping Document states, “The air transport ... sector in 2009 directly generated around £9 billion of economic output.” 
    Basic economics teaches us that the benefit provided by an industry is normally equal to the amount of money people spend on its products.  So £9 billion is probably a good starting point for measuring the economic benefit of aviation to the UK.  


4. The figure of £9 billion is derived from the Office of National Statistics Annual Business Survey for 2009.   It refers to gross value added (GVA) at basic prices,  that is before taxation.  GVA is the difference between the value of goods and services produced (output) and the cost of raw materials and other inputs which are used up in production.  This is calculated gross of any deductions for depreciation or consumption of fixed capital.  

5. Aviation is an industry with a fairly high rate of depreciation as it uses costly capital equipment.  CAA statistics show that the total provision for depreciation by UK airlines in both 2008 and 2009 was £8.2 billion.
   This excludes smaller airlines, general aviation, business aviation, and airports  (BAA alone reported £0.6bn depreciation in 2009).   So the total depreciation may well be around £9 billion a year.   We do not have the expert knowledge of statistics to know how this figure needs to be adjusted to put it on a comparable basis to the £9 billion gross value added, but it does indicate that the net value added by the aviation industry is very much lower than the gross value.  That is confirmed by the fact that all airlines struggle to make a long term return for investors.

6. We request that the new Aviation White Paper should contain an estimate of the NET value added by the aviation industry.
Comparative size
7. Some relevant figures on the size of the industry, based on the gross value added, are summarised  in the table below .   It will be seen that the gross value added for air transport, airports and air traffic control is £8.7 billion.   The figure of £9 billion in the Scoping Document is presumably a rounding up.  

8. The table shows that aviation is actually a medium sized industry, only 6% of the size of UK manufacturing industry, and only 15% of the whole transport industry (which includes road and rail);  about the same size as hotels and bed-and-breakfasts;   slightly smaller than shops such as Marks and Spencer and other retail clothes stores;  and considerably smaller than water, sewerage and waste.

Comparative size of various UK industries.  2009

Gross value added at basic prices

	Standard industrial

classification
	Gross value added

£ billion

	Manufacturing
	133.2

	Water supply, sewerage

and waste management
	15.3

	Hotels and short stay accommodation
	9.3

	Retail sale of clothing in specialised stores
	9.7

	Transport and storage
	56.2

	Air transport
	5.1

	          Airports and 

          air traffic control    
	3.6


9. The £9 billion excludes aerospace.   In our view, that is correct.  Manufacture of aircraft is an entirely separate industry.  It has a world-wide market and does not depend on the UK air transport sector for its sales; conversely the UK air transport industry does not depend on the UK aerospace industry.  The British Airways fleet, for example, consists of 147 Boeing aircraft as against 87 Airbus aircraft – and the Airbus is only partly made in the UK.  Government policy on the use of a product should not be linked to its impact on the manufacture of that product.   Policy on smoking is not, or should not be, linked to the fortunes of UK tobacco manufacturers.
Benefit after tax
10. It is a statistical quirk that the figure of £9 billion output quoted in the Scoping Document is the same as the frequently quoted figure of  £9 billion tax benefit that the air travel derives from its favourable tax treatment compared to car travel.  As is well known, aviation pays no fuel tax and no VAT, a benefit to the industry of about £12 billion a year, only partially off-set by the £3 billion brought in by air passenger duty.
11.  If the Exchequer has to contribute £9 billion to keep afloat an industry with a gross output of under £9 billion, and a net output much lower than that, it might be concluded that the benefit to the national economy is less than zero.   
Climate change adjustment
12. The Climate Change Committee has suggested that aviation should have a target of keeping CO2 emissions by 2050 no higher than in 2005.  That is a much less strict target than that applied to the rest of industry.   UK industry is expected to reduce emissions by 80% but, on account of the less strict target set for aviation, is now required to reduce them by 85%.   [These figures may need to be revised after the Government statement the CCC recommendations].
13. That will impose a substantial cost on the rest of industry, particularly as the difficulty of making emission reductions is bound to increase the nearer companies get to zero emissions.   In order to allow air travel to increase by 60%, the cost of other products including electricity, gas, will have to rise.   Everyone will be worse off as a result of the continuing expansion of aviation.  This will be unfair as it is mainly the better off who travel by air while it is the poor who will suffer from higher fuel prices.  We know of no estimate that has been made of this cost.  It is however, a cost that should be included any assessment of the future economic value of the aviation industry.  
External costs
14. In assessing the benefit to the UK it is also necessary to take into account the damage, or dis-benefit, that the industry causes.  The main external costs imposed by air transport are noise, pollution and climate change damage.
15. The Aviation Emissions Cost Assessment published by the DfT in July 2008 concluded that in 2006 aviation emissions ‘cost’ the UK between £1.8 billion and £2.8 billion.    That was based on a carbon price of £70/tCO2, which is now generally considered too low.  The central Government forecasts show the price rising to £200t/CO2 in 2050. 

16. There have been various academic attempts to assess the external costs of UK aviation.  The INFRAS research institute in Zurich produced a figure of £13.8 billion (around £17 billion at current prices).   That figure, however, needs to be treated with caution, since INFRAS is funded by the European railway companies – in just the same way that all figures produced by consultants employed by the UK aviation industry should be (but not always have been)  treated with caution.   


17.  Probably the best that can be said is that the external cost of aviation exceeds the economic benefit.  Although it might sound facetious, if true this would mean that the UK would be better off without aviation!

The real economic benefit  
18.  We request that the new White Paper should contain an estimate of the net economic value of the aviation industry after taking into account depreciation and tax benefit.   The future cost caused to the rest of industry by the lenient climate target for aviation should also be assessed.
Indirect benefits
19. The Scoping Document suggests that in “in addition to its direct economic impacts, aviation has a bigger role in our economy, for example by facilitating inward investment and exports, and in our society for example by enabling UK residents to visit friends and family across the world.”
   It is easy to draw up a similar list of indirect benefits, and social benefits, for any other industry.  Indeed it would be hard to find an industry which does not have indirect and social benefits.  Just to give a few examples  -  
Road transport expands horizons, helps exports, enables business people to travel, encourages inward investment, promotes tourism, and brings families together.  
The computer industry expands knowledge, enables business people to communicate, encourages investment, provides entertainment, and enables families and friends across the world to communicate in ways undreamt of by earlier generations.  
The hotel and bed-and-breakfast industry assists tourism, enables families to visit each other, and assists business by providing conference facilities, and accommodation for commercial travellers.  
Water and sewerage are essential to good health, and thus have perhaps the biggest social benefit of any industry.

Tourism
20.  The Scoping Document refers to the fact that: “Aviation plays an important part in inward tourism to the UK ... “  but surprisingly makes no mention of outward tourism.  It is difficult to understand this myopic approach.    Gatwick is a good case in point.  85%  of Gatwick passengers are travelling for leisure.  Four out five of the leisure passengers are Britons going abroad.  Spending their money abroad creates jobs there instead of in the UK.  Thus roughly four jobs are created abroad for every one job created in the UK by inbound tourists.
21. There is nothing inherently wrong in people wishing to holiday abroad, just as there is nothing wrong if people prefer to eat foreign grown bananas instead of English apples.   With a floating exchange rate the only effect is a slight change in the exchange rate.  What is incorrect in our view is the emphasis given in the Scoping Document to the role of air travel in assisting inward tourism – with the implication that the growth in air travel should be promoted - with no recognition that an increase in the number of flights is likely to harm the UK tourist industry.  The impact of low cost flights on the degeneration of so many English seaside resorts speaks for itself.

22.  In 2010 the aviation tourist deficit – the amount spent abroad by tourists who travel by air, less the amount spent in the UK by tourists who arrive here by air – cost the UK about 400,000 jobs.
    A policy of promoting the expansion of aviation would tend to aggravate, rather the alleviate, the problem. 


23.   We request that the new White Paper should contain a balanced section on the tourist situation, with a calculation of the number of jobs created abroad as well as in the UK, and an assessment of whether the forecast growth in air travel will create more jobs in the UK or abroad.
An engine for growth ?
24. Because aviation achieved rapid growth in the fifty years between 1950 and 2007 it is often assumed that future growth will provide, in the opening words of the Scoping Document, “an engine for growth.”
   

25. Yet the recent experience of aviation shows that this engine can go into reverse.   The number of passengers passing through Gatwick has fallen from a peak of 35 million in 2007 to 32 million in 2010-11, and similar reductions have been seen at most other airports.  We note that the DfT have reduced the figure for the economic benefit of the aviation industry from £11 billion in the 2003 White Paper to £9 billion in the Scoping Document.

Employment
26. The Scoping Document states that the aviation industry “provides about 150,000 jobs in the UK and supports many more indirectly.”  It is significant that the figure of 200,000 in the 2003 Air Transport White Paper has been revised downwards, perhaps as a result of the critique published by the Aviation Environment Federation.
  


27.  As a result of a query from our colleagues at Stansted, the DfT have now made a further revision, bringing the figure for 2009 down to 120,000.
    A decline from 200,000 to 120,000 in six years does not look like a huge success story or a dynamic ‘engine for growth’.

28.  Jobs in aviation may be mixed blessing.  If it is accepted that aviation receives a tax advantage through not paying fuel tax or VAT of around £9 billion a year, then it can be argued that each job in aviation is subsidised by the general taxpayer at a rate of £60,000 a year.  

29. The claim about supporting many more jobs indirectly is spurious.  Every industry in the world supports many jobs indirectly.  
Conclusion
30.   Aviation is a medium sized industry, of less economic importance than water and sewage.  If the costs of replacing old aircraft and tax reliefs are taken into account the economic benefit is small.  If the damage that the industry does to the environment is also taken into account, the net benefit to the British people is perhaps negative.  

31. Attempts to bolster the importance of the aviation industry by listing its indirect and social benefits are disingenuous.  Many other industries have similar indirect and social benefits.  Counting indirect employment is poor statistical practice.  Conversely, by encouraging people to holiday abroad, the aviation industry – with its substantial tax reliefs – damages the UK tourist industry and exports jobs.   


32.  The new White Paper should refrain from reproducing uncritically the claims made by the aviation industry about its exceptional importance.
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