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Alexander’s Ragtime Band* 
A critique of the Department for Transport’s reliance

 on economic research sponsored by the aviation industry.

by Brendon Sewill
Douglas Alexander, Secretary of State for Transport, presented to Parliament on 14 December 2006 a Progress Report on the Air Transport White Paper.  It confirmed the government’s determination to press ahead with the rapid expansion of UK airport capacity despite widespread concern that air travel is a serious, and growing, contributor to climate change.  The expansion programme was partly justified on an assessment of the economic benefits, which in turn relied heavily on a report by consultants paid by the aviation industry.  Since such research is unlikely to be entirely impartial, it is important that it should be subject to rigorous examination. 
Oxford Economic Forecasting
The firm of consultants, Oxford Economic Forecasting Ltd (OEF), is based in Oxford but is not part of the University.  In November 1999 they published a study:  The Contribution of the Aviation Industry to the UK Economy.  Many of the conclusions were repeated almost verbatim in the Air Transport White Paper of December 2003.
That study was commissioned, and mainly paid for, by the aviation industry.  The Department for Transport (DfT) contributed 10% of the cost.  The link to the aviation industry was not concealed – the foreword was signed jointly by the chairman of the Airport Operators Association and the chairman of the British Air Transport Association.
In 2006 OEF produced a further report:  The Economic Contribution of the Aviation Industry in the UK.  It was commissioned by the Airport Operators Association, the British Air Transport Association, the Society of British Aerospace Companies, Visit Britain, BAA, British Airways, Manchester Airports Group, and Virgin Atlantic Airways. The Department for Transport and the CBI were also involved although it has not been revealed whether they made a financial contribution.
 

*The title of this note Alexander’s ragtime band refers to a tune written in 1911.  A recording made at that time can be heard at http://www.encyclopedia-titanica.org/item/4799/  (go to ‘Listen to the 1911 recording.’).   In relation to Douglas Alexander’s plans for aviation growth it may seem an appropriate title – it was the tune being played by the band as the Titanic sank.

The report was published on 4 December 2006, with a press briefing by the chief executives of BA and BAA (which seemed to indicate ownership by the industry, rather than a neutral academic study).
Curiously the report was dated October 2006.  The fact that it was not made public until December implied a reluctance to expose the conclusions of the study to public scrutiny before their acceptance by the government.  The DfT Progress Report quotes the OEF study at length, showing that the Department had private access to the final version several months before it was published.  This suggests a somewhat too cosy relationship between the aviation industry and the DfT.
As it happens, another study of the aviation industry, Predict and Decide, was published in September 2006.  Commissioned by the Environmental Change Institute (which is part of Oxford University), it had been circulated for consultation to a wide range of government and EU departments, academics and representatives of the aviation industry.   The conclusions reached were very different from those of the OEF, and did not support the rapid expansion of air travel.   Predict and Decide was not mentioned in the DfT Progress Report.  
-----------------------------------------------------------------------------------------------------------

Critique of the Report

This critique is not intended as a full response to the Oxford Economic Forecasting (OEF) report but merely to demonstrate that the DfT have used it without proper civil service caution.  Extracts from the 2006 OEF report are shown in red and the corresponding (often almost identical) passage from the DfT Progress Report are shown in blue, followed by some critical comments.
Importance of aviation
OEF.  The aviation industry generated £11.4 billion value-added in 2004 – in other words, it contributed £11.4 billion to GDP, 1.1% of the overall economy.

DfT.  The industry also contributes around £11 billion directly to the economy (approximately 1 per cent of UK economic activity).

No one would deny that aviation is a medium sized industry but there is an economic fallacy in suggesting that its size has any relevance to whether rapid expansion should be encouraged.
Moreover a fundamental flaw in the OEF analysis is that it makes no reference to the £9 billion tax concessions (no fuel tax, no VAT and duty-free sales less air passenger duty) enjoyed by the aviation industry.
  Since during the past three years this issue has been the main criticism of the Air Transport White Paper, any impartial economic study would have assessed it.
Employment

OEF.  It [the aviation industry] directly employed 186,000 people (full-time equivalents) in 2004. And it helped to support over 520,000 jobs in total including those employed in its supply chain and in travel agents, and the jobs dependent on the spending of its employees.

DfT.  The aviation industry makes a significant contribution to employment and investment in the UK economy. It is itself a substantial employer, providing around 200,000 jobs directly and many more indirectly.

The figure of 186,000 is accurate
 but again there is an economic fallacy in suggesting that the level of employment has any relevance to whether expansion should be encouraged or not.

The concept of indirect employment is open to question.  Although the DfT Progress Report does not use the figure of 520,000 extra jobs, the Air Transport White Paper suggested a figure of around 600,000 based on the 1999 OEF report.
 

OEF state that their figure of 520,000 includes “the jobs in the energy sector that are dependent upon airline purchases of fuel; construction workers building additional facilities at airports; the workers required to produce the meals served on airlines; or those who produce the goods sold at airport retail outlets.”
   So it includes, for example, the workers in tobacco factories or distilleries who make the cigarettes and whisky sold in airport duty-free shops.
OEF state that it also includes “the employment created by employees in the aviation sector and those indirectly supported by the aviation industry using their income to purchase goods and services for their own consumption.”   Thus it includes, for example, workers in the local supermarket where airline or airport workers (or tobacco or distillery workers) spend their money.  Thus the OEF report – and the DfT - greatly exaggerates the importance of the aviation industry.  
Tourism
OEF.  During 2005, there were 30 million visits to the UK by overseas residents. These visitors spent £14.3 billion. … Of the 30 million visitors to the UK in 2005, 73.5% arrived by air.

DfT.  Around 30 million overseas visitors came to Britain in 2005, over two-thirds of them arriving by air and spending some £14 billion here.

OEF recognises that the flow of UK citizens in the other direction is even more substantial: “In the 2005 there were 66.5 million visits abroad by UK residents.… tourism spending abroad is now more than twice foreign spending in the UK, with the difference equivalent to around 1.5% of GDP (about £18 billion a year).”
   They make a reasonable case for justifying this on the grounds of widening consumer choice.

The DfT Progress Report, however, makes no reference to the tourist deficit.
Influence on business location
OEF.  A quarter of companies report that access to air services is an important factor in

influencing where they locate their operations within the UK.

DFT.  According to the latest research by Oxford Economic Forecasting (OEF), access to air services is an important factor for 25 per cent of companies across the whole economy in influencing where they locate their operations within the UK.
OEF. Nearly one in ten companies report that the absence of good air transport links has

affected their organisation’s decisions to invest in the UK. 
DfT.  Access to these services also affects the decisions by 10 per cent of companies as to whether to invest in the UK at all. 
As the two pairs of quotes above show, the DfT accepted the results of a survey undertaken by OEF without question.  The survey was undertaken by OEF, not by a recognised polling organisation.
According to the OEF report, “Questionnaires were sent out by OEF to around 6,000 companies and 165 replies were received.”
   Any respectable polling organisation would regard this 2.75% rate of response as an exceptionally low, and wide open to bias. The poor response means that where OEF and DfT refer to 10% of companies, they are relying on the forms returned by a mere 16 companies out of 6,000.
The letter sent out to the 6,000 firms explained that:  “Oxford Economic Forecasting is conducting this survey on behalf of the CBI, the Department for Transport, a consortium of airlines and airports, and VisitBritain in order to assess the contribution of air services to the UK economy and the competitiveness of UK business. The results of the survey will be presented to the Government to inform the 2006 Progress Report on its White Paper on airports policy.”  
With that powerful introduction it is extremely significant that 5,835 companies did not bother to reply.   The conclusion could well be the opposite to that drawn by OEF and the DfT – that over 97% of companies do not consider that air services are sufficiently important to spend ten minutes filling up a questionnaire.
If the DfT had wished to quote impartial research they could have used the results published by OMIS, a leading independent consultancy specialising in business location and corporate relocation, which has for over a decade conducted a biennial survey of CEOs and senior executives of major companies located in the biggest cities across the country.  The latest survey of over 5,000 business leaders was carried out between August and November 2005 and the results released in March 2006.  It showed little correlation between major cities’ air services and their attractiveness to business.  Manchester, Glasgow and Leeds were all put higher than London.  The previous survey, in 2003, put Leeds (with only a small airport) as the most attractive location for business.
 
Important for growth sectors
OEF.  Air services are also very important for the growth sectors on which the UK’s future economic success will depend, such as high-tech companies and financial & business services.

DfT.   There is also evidence that aviation is particularly important for service industries and other key growth sectors of the economy. The hi-tech knowledge-based sectors are heavily reliant on aviation to develop and maintain an international client base. In the south-east of England, for example, 90 per cent of companies surveyed by the OEF regard Heathrow as either vital or very important to their organisations.

Yet again the DfT parrot the OEF report almost verbatim.  
It is obvious that the availability of air services is important for some types of business.  In fact, however, there is little correlation between the growth rate of a particular industry and its use of air travel.  A table in the OEF 2006 report shows that the fastest growing industry 1994-2004 was computer activities but this ranked fourteenth in the scale of spend per employee on air transport.  Only one of the top six fastest growing industries ranked higher than eleventh.  The industry shown with the highest spend on air travel per employee was insurance which ranked nineteenth in the scale of growth.

The UK is already well supplied with air services.  According to the Airport Operators Association: ‘The major cities in the UK all have significant connectivity at their disposal that is enabling businesses to operate effectively in international markets.’
  BAA has recently pointed out that that London is the centre of the world’s airline operations, with a record 126m passengers passing through its gateway airports in 2006 – considerably more than New York or Tokyo.
What the OEF and DfT fail to explain is why businesses need more and more air travel.  If air travel is forecast to more than double in the next 25 years, but with no significant increase in the number of business travellers, will every businessman or woman spend twice as much time flying?  Should not the high-tech industries lead the way in the use of video-conferencing?
It is also worth noting that, out of 6000 letters, the OEF only received replies from 17 high-tech manufacturing companies. 

Economic benefit
OEF.  We estimate that the wider economic benefits of full implementation of the White Paper runway proposals would generate additional GDP of over £13 billion a year in today’s prices by 2030, with a Net Present Value of £81 billion – equivalent to over £1,300 per head of the population.  
DfT.  Sir Rod Eddington ….  notes that an additional two runways in the South East would deliver net economic benefits of £17 billion.
In this case the DfT have not used the OEF figures, which rely on an unproven assumption that more air travel causes a faster growth in productivity.  Instead they quote Sir Rod Eddington who, as the former chief executive of BA, is unlikely to be any more impartial than OEF.   
It should be noted that the DfT figure for economic benefits is a cumulative total over a period of 30 years.  It does not include the cost of construction of new runways, nor the disadvantage of creating an even larger tourist deficit.  It is based on an assumption that the value that people put on their time will roughly double:  if instead it is assumed that the value of time will remain constant, the DfT computer model shows that the economic benefits are halved.

Yet all these figures are meaningless because they are based on the assumption that there will be no change in the taxation of air travel between now and 2030. That is obviously unrealistic.  Air passenger duty has already been increased.  The government has stated that the absence of tax on aviation fuel is an anomaly.
  The European Parliament has voted by 430 to 74 in favour of taxing aviation fuel.
   The figures of economic benefit also assume that if aviation is brought into the EU emissions trading scheme there will be no impact on the level of air fares or on the demand for air travel.  

Yet neither the OEF nor the DfT make any mention of this issue.
When a service is subsidised, or given an unfair tax advantage, it has the effect of making the apparent economic benefit larger.   In 2003 a number of environmental organisations asked the DfT to re-run their computer model on the alternative assumption that by 2030  air travel would be paying the same rate of tax as car travel.  The DfT computer showed that the economic benefits of any new runway would be nil.
  Worse than nil, negative.   This was not mentioned in the Air Transport White Paper, nor in the DfT Progress Report.

Conclusion
The examples given above demonstrate that:

1. The OEF 2006 report was strongly biased in favour of the aviation industry. The same was true of the 1999 OEF report.  That was not surprising since the aviation industry paid for both reports.

.
2. The Department for Transport connived in the production of both reports, and did not insist on proper impartial academic standards.
3. The DfT Progress Report regurgitated the OEF report uncritically and in almost the same words.
4. There is an unhealthily close relationship between the DfT and the aviation industry – not dissimilar that that between President Bush and the oil industry.


5. Since the Progress Report is shown to be based, at least in part, on flawed and biased research, it cannot stand as a sound basis for future policy. 
[image: image1.png]















References





�  Airport Operators Association. Press release 4 December 2006.  Details of the financing of the OEF study have not been revealed.


� The source is given as the 2006 OEF report


�  Sewill. The Hidden Cost of Flying. AEF. 2003.  The figure of £9 billion was confirmed by BAA consultants, Volterra, in November 2003.  Since then, inflation and the increased number of passengers raised the figure to £10 billion but it was brought back to £9 billion by the rise in air passenger duty on 1 February 2007.


�  It includes airports, airport retailing and airport hotels


�  Air Transport White Paper 2003.  Paragraph 2.5. 


�  OEF 2006. page 15


�  The source is given as the ONS, but the wording is almost identical to the OEF report.


�  OEF 2006 page 27


�  OEF 2006 page 87


�  OMIS, 2006. Britain’s Best Cities 2005-2006. 


�  OEF 2006.  Page 93.


� AOA, 2005. The economic and social impact of airports. Section 2.34. 


�  Sewill.  Fly Now, Grieve Later.  AEF.  2005. Page 17.


�  Air Transport White Paper, 2003.  Paragraph 3.38


�  2005/2249(INI)  June 2006


�  Sewill.  The Hidden Cost of Flying.  AEF.. 2003.  Pages 19-20





This report was written by Brendon Sewill CBE for AirportWatch.  It is the first in a series of reports on aviation and economics which AirportWatch will be producing.  Brendon Sewill is a former Treasury civil servant and a former member of the Council of the National Trust.  He is chairman of the Gatwick Area Conservation Campaign.  AirportWatch can be contacted at � HYPERLINK "mailto:info@airportwatch.org.uk" ��info@airportwatch.org.uk�, tel 0207 248 2223
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