Response to the consultation on Aviation Duty

From West London Friends of the Earth

General comments

1.  Friends of the Earth is generally supportive of the change of basis to a per-plane tax which is intended to reflect more closely the environmental impact of aviation.  However it is essential that the tax continues to include a fair contribution to the Exchequer for public services, as do most other goods and service by way of, to give a few examples, petrol tax, VAT, stamp duty and excise duty.  The new tax must not be allowed to play into the hands of those who argue the new tax only has to cover environmental costs.

2.  Because important environmental impacts have not been costed and because a proper contribution to public services should be made, the total tax take should be far higher than is currently proposed.  We consider that a figure of about £10bn, using petrol tax and VAT as a proxy, is a more proper figure.  Such as tax would remove distortions in the economy due to under-taxation of aviation in comparison with other sectors and would thereby give rise to a net economic benefit (in welfare terms at least). 

3.  It is vital that all external costs are included, not just climate change.  The non-climate external costs of aviation include:

· noise 
· local air pollution 

· loss of wildlife, habitats and biodiversity 

· impacts on watercourses and groundwater 

· increased risk of flooding due to loss of natural surfaces 

· loss of countryside 

· sterilisation of land and interference with land usage 

· loss of landscape 

· harm to townscape and visual amenity 
· loss of community, eg due demolition of house and villages    
· loss of heritage, eg ancient churches, old buildings and monuments 

· third party safety (insofar as insurance/compensation not covered by the industry) 

· traffic congestion 

· bringing disease into the UK
It does not matter that some of these costs could be attributable to airports rather than aircraft.

4.  The costs of all the climate-changing emissions must be reflected in the tax.  Thus H2O and NOx must be included as well as CO2. 
Responses to the specific questions posed in the consultation follow.

The basis of the duty: aircraft measure
The Government’s preferred option for an aircraft measure is Maximum Take-Off Weight, however two other options are also considered as part of this consultation.  The Government welcomes responses to the following questions:

1. What would be the simplest and most transparent method of using maximum take-off weight: banding or straight calculation of either the constant MTOW or some function of MTOW?

There is no perfect measure, let alone one which is simple as well.  MTOW is a satisfactory basis, because it will act as good proxy for environmental impacts in that heavier planes generally produce more emissions.  Heavier planes also carry more people and/or freight which also have environmental impacts, eg airports and roads.  Aviation duty is also intended to make a contribution towards general revenue, independently of any environmental impact.  A tax which reflects the amount of passengers and/or freight carried (because this is related to MTOW) is clearly far more sensible than one that does not.

2. Are there any possible distortions/problems caused by using MTOW?

It does not reflect directly the greenhouse gas emissions (CO2 and H2O) because these are related to fuel burn and relative fuel efficiency.  Thus the tax does not provide any incentive to increase efficiency.  This is why the imposition of a fuel tax or emissions charge should be pursued, noting that it is by no means clear that a fuel tax cannot be charged without falling foul of international law.  There is certainly no legal obstacle to a fuel tax on domestic flights.   

3. What do you think the environmental benefits of using MTOW would be?
Using MTOW would encourage airlines to improve their load factors and use flights efficiently.  It would discourage wasteful luxury services in which large aircraft are flown with few passengers.

4. How well do you think that using MTOW as the basis for the duty helps the Government achieve its objectives?
Reasonably well.  In the complex real world, no measures are perfect in achieving their objectives and not having any unwanted side effects.  This tax under the basis of MTOW would be no worse than many.

5. What would be the simplest method of using NOx emissions: banding or straight calculation of either the constant NOx emissions or some function of NOx emissions? 
We do not have view on this specific question.  However, the consultation paper shows that  correlation between MTOW and NOx emissions is moderate. A tax (component) that reflects NOx emissions directly is preferable.  We are not convinced that use of a very imperfect MTOX proxy is better than a tax component based on an imperfect analysis of NOx emissions.  The key point, however, is that the environmental impacts and costs of NOx, in terms of local air pollution and climate, are fully taken account of.  Either NOx impacts must be reflected as in an increase over the tax that would applied to reflect CO2 and H2O emissions alone or a separate component of the tax must be added for NOx.

6. Are there any possible distortions/problems caused by using NOx emissions in the landing and take-off cycle as the basis for the duty?
Obviously yes.  It would not correlate very well with other impacts and would therefore not be a very good proxy for those other impacts.    

7. What would be the best source of robust data on NOx emissions in the landing and take-off cycle? 

We have not studied this subject and thus have no view.
8. What would be the simplest method of using CO2 emissions in the landing and take-off cycle: banding or straight calculation of either the constant CO2 emissions or some function of CO2 emissions?
We have not studied this subject and thus have no view.  

9. Are there any possible distortions/problems caused by using CO2 emissions in the landing and take-off cycle as the basis for the duty?
The LTO cycle is a moderately good proxy for cruise (or total) CO2 emissions, as shown in the consultation paper.  However, a concern is that use of this measure as a basis for tax might lead to legal challenge because it was deemed to be equivalent to a fuel tax.

10. What would be the best source of robust data on CO2 emissions in the landing and take-off cycle?
We have not studied this subject and thus have no view.
11. Is there another aircraft measure that would be better for aviation duty than the three options described above?
We do not know of one.
12. The Government would also welcome views on the extent to which the new aviation duty could play a role in covering other environmental costs as well as incentivise airlines to use quieter aircraft.
It is vital that ALL external costs are included.  Failing to do so would go against the ‘polluter pays’ principle, the latter still being, we believe, government policy.  It would also distort the economy where other sectors do pay all their external costs or a greater proportion of them.  For example, motoring.  There has been what is almost certainly a PR plan by the industry and its supporters to talk only about climate change in the hope that all the other environmental impacts will be forgotten. (Also to talk about CO2 in the hope that H2O and NOx will be forgotten).
The non-climate external costs of aviation include:

· noise 
· local air pollution 

· loss of wildlife, habitats and biodiversity 

· impacts on watercourses and groundwater 

· increased risk of flooding due to loss of natural surfaces 

· loss of countryside 

· sterilisation of land and interference with land usage 

· loss of landscape 
· loss of community, eg due demolition of house and villages    
· harm to townscape and visual amenity 

· loss of heritage, eg ancient churches, old buildings and monuments 

· third party safety (insofar as insurance/compensation not covered by the industry) 

· traffic congestion 

· bringing disease into the UK
Although climate costs are probably the biggest of these individual costs, it is by no means obvious that it dominates when compared with the sum of all these costs.

Some of these costs may be considered more attributable to airports than aircraft.  However, this does not matter.  If it is decided that the tax should be levied on aircraft, then all associated costs due to airports and passengers must be apportioned to aircraft.  (The alternative would be separate airport or passenger taxes.)

We recognise that this would imply a large increase in tax and would therefore expect the increase to be gradual over a period of, say, 10 years.  This would prevent disruption to the airlines.  (The environmental charges would be in addition to a component of the tax that provided a fair contribution to public finances.)

The Government recommends that the distance factor used in the calculation of aviation duty is determined by placing destinations into three geographical bands. 

13. Do you agree that banding is the most appropriate measure?

Ideally the tax would be based on the exact great circle distance but we understand the case made for banding.  
14. Do you agree with the banding system that the Government has suggested?

Given a simple system is wanted, it seems reasonable
15. How well does a banded approach to distance achieve environmental objectives, given the need to avoid a perverse incentive to fly via intermediate hubs?
There will always be some ‘perverse’ incentives, whatever system is chosen.  However, we have no reason to assume that the effect would be large.  In any case, a small loss of interchange traffic would not necessarily be a bad thing.  It would reduce local impacts, such a noise and air pollution.  Also, the economic case for air travel, which in the industry case is based on the benefits only of business flights terminating in the UK and which in the government case is based on a consumer surplus argument, would not be significantly affected by a slightly lower level of interlining.

16. What are the possible distortions/problems caused by using distance?

We have no further comment.
17. What would the advantages/disadvantages of using great circle distance be?

We have no views on this.

18. How would you combine distance with other criteria?
Since impacts are roughly proportional to MTOW and are roughly proportional to distance flown, a multiplication of MTOW (or band value) with a distance band value is appropriate.

19. Are there other alternatives for including a distance factor, not already covered?

Not that we are aware of.

General and business aviation

The Government welcomes views on the proposal that a 5.7 tonnes de minimis limit for aviation duty is applied, with all fixed wing aircraft below this level subject to fuel duty. In particular, responses would be welcome on the questions below:

20. Do you agree that a de minimis limit based on the weight of an aircraft a suitable measure?

Yes and we would support a fuel duty on all aircraft below 5.7 tonnes.  We assume that the revenue form this will be additional to the extra revenue to be generated by aviation duty.

21. Is 5.7 tonnes a suitable level at which to set a de minimis limit?

This seems a reasonable limit.

22. Is there an alternative measure that you feel is more appropriate?

In addition and not instead of, we consider general aviation should in due course be charged VAT.   Other forms of consumer expenditure such as buying and running cars are subject to VAT and it makes no social, environmental or economic sense for aircraft to be exempt.

23. Can you suggest an alternative way in which to ensure that aviation is captured either by aviation duty or fuel duty while minimising administrative burdens and complying with international law?

We are not aware of a better way which would not have a higher risk of legal challenge from the US.
24. Do you agree that all helicopters should be placed within the fuel duty regime rather than the aviation duty regime?

Yes.  
25. Do you think that there is a strong case for any of the exemptions listed above?

It would more transparent if a public service which needs special treatment were to pay its full tax and then get a grant or rebate.  This would show the full cost of special treatment, rather than hiding it in the tax bill.  In principle this should include military flights, although we appreciate they are not included in the proposal.

We do not see why training flights or flights for maintenance or re-positioning flights or aerial displays should be exempt.  They are all normal costs of doing business.

 26. Are there any other categories of flight for which there is a strong case for exemption? If so, how would those exemptions be defined and enforced?

We are not aware of any.

27. Would there be a strong environmental case against any of the possible exemptions?

The proposed exemption from fuel duty for small aircraft on international flights could lead to trips to nearby airports on the continent to refuel, causing extra climate impacts.  We do not think it is correct that Chicago Convention requires this tax exemption – it is bilateral agreements, which governments of nearby countries have power and maybe the will to change.

The Government’s intention is that aviation duty will apply to aircraft carrying freight as well as those carrying passengers. Although decisions on rates are yet to be made, in considering the impact, it is envisaged that the duty levied per flight will be of a similar magnitude to the amount of APD paid on a similarly sized aircraft. 

It is very important that freight is included.  Much of the freight is goods for personal consumption and there is no reason why leisure flights should be taxed but not ‘leisure’ goods such as exotic food and flowers.  Road transport for commercial goods is not exempted from tax so neither should air transport.

28. What economic impacts do you think there will be? You might wish to consider the Impact Assessment of freight in Annex B.

There will gains to some sectors such as British farming and British manufacturing of lightweight goods and losses to some sectors such as airport operators.  We have no reason to believe that the losses will be bigger than the gains.  Non-taxation of air fright (and passengers) distorts the economy and to this extent a net economic benefit would be expected.

29. What would be the economic impacts on freight-only flights?

We do not see why the impacts overall should be different for freight-only and mixed flights.  In the case of the latter, airlines will presumably pass on an appropriate part of the cost of the aircraft tax to their freight customers.

30. How might freight operators pass the costs through to consumers? How sensitive have consumers been in the past to a change in price?

We do not know.  Insofar as such changes remove distortions in the market, the market’s response is likely to be economically beneficial to the UK as a whole.

31. What would be the environmental impacts of applying aviation duty to freight?

To the extent that freight will be reduced (or not increased as fast) there will be a clear environmental benefit.  There will also be a benefit in that shorter flights will be encouraged.  Many freight-only aircraft are old, noisy and highly polluting so the benefits could be especially marked.

32. What would be the impact on freight hubs and modal transfers of goods from these hubs?

We do not have a view on this.

33. Do you have any other comments about the application of aviation duty to freight?

No.

 The Government is minded that aviation duty, as a per plane duty, should apply irrespective of the passengers carried.

We welcome this.  It is aircraft that cause most of the environmental impacts, rather than the passengers so it is logical to base the tax on aircraft, not on the number or type of passenger.

Transit/transfer passengers 

34. What evidence can you provide about the impact of moving to aviation duty on the provision of transfer services?

While the aviation industry will no doubt argue that there will be severe economic losses, we do not believe the UK economy will suffer.  Transfer flights bring very little economic benefit to the country - the industry case for massive expansion is based on the benefits of business flights terminating in the UK and the government case is based on a consumer surplus argument.  
35. What are the economic and environmental implications of these impacts?

There will be an environmental benefit to the UK insofar as local impacts will be reduced.  It is unclear what the global impacts will be.  The economic impact on the UK is likely to be small – whether there are losses that would offset the benefits of removing distortions (aviation favoured against other sectors) is unclear.

36. How might airlines change their business model in response to this design of the duty?

We do not know.  Unfortunately, the airlines cannot, for obvious reasons, be relied upon to give dispassionate or truthful answers.

 37. How might passenger behaviour be affected? How sensitive have consumers been in the past to a change in price?

DfT has published evidence in its passenger demand forecasts (Nov 2007) to the effect that the price elasticity of leisure travel is about – 0.4 and of business travel is close to zero.

38. What, if any, specific routes would be affected?

We have no views on this.

Adminstration of per plane duty 

We have no comments to make on the specific questions 39 - 49.  However, we would emphasise that, while minimising the administrative burden and cost is important, it is far more important to make the tax economically and environmentally effective.

