Rebuttal of Oxford Economic Forecasting Report 

1 The aviation industry directly contributed £11.4 billion to UK GDP in 2004 and employed 186,000 people.

a. “Contributed” is misleading. All it means is that aviation is PART of the economy and part of the UK’s total number of jobs. It does NOT mean that it makes GDP bigger and it does not mean that overall employment is higher. So the figures are largely irrelevant. (For further explanation see notes.)
2. Over 520,000 jobs in the UK in total depend on the aviation industry.

a. This is irrelevant. As noted in 1, the number of (direct) jobs carries no implication for total UK employment.  (For further explanation see notes.) 
b. OEF add in ‘indirect’ and ‘induced’. Indirect employment has some relevance but induced has none. Induced jobs are dependent on the spending of aviation employees eg supermarket checkout assistant in Inverness where easyJet pilots buy chocolate bars!  Every industry can play that game and if you add up all the jobs it comes to many more than the total in the UK.  
c. The ‘multiplier effect’ is only useful if there are resources and labour lying idle. For aviation it will, in any case, tend to be low because aviation is a very non-local economic activity.              

3. Visitors arriving by air contribute over £12 billion a year to the UK tourism industry, generating a further 170,000 jobs.
a. Similar arguments to 1 and 2 apply. All this says is that inbound tourism is part of the economy and part of UK employment. It does not imply that the economy or employment would be greater with more tourism. 
b. Even less does it imply that the economy or employment would be greater with more aviation, since most aviation is used for things other than inbound tourism.

c. Tourism takes out about twice as much money out of the country as it brings in. If         flying in the tourists is good for the economy, flying more out must be very bad.

4.  55% by value of the UK’s manufactured exports to countries outside the EU are transported by air.

a. This partly because there is no tax on aviation fuel. This encourages more air freight than is justified and thereby distorts the economy.

b. There is little mention of the air freight imports, which are greater than exports. Imports can hinder British companies trying to sell in the UK, just as it can help them trying to sell abroad. The fastest growing imports by air are fruit, vegetables and flowers – hardly vital for the economy, but harming British farmers.         

5.  Air services are particularly important for UK trade with fast-growing emerging economies, such as China, and for trade in high value goods and services.  

a. Obviously air services are will be used more for trade with bigger and more rapidly growing economies. So will sea and all other services. 
b. Long distance flights to places such as China cause the most climate change damage and impose the highest costs on society.

6. 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.
a. No-one is suggesting that such industries do not use and will not continue to use air travel. But there is already an extensive world-wide network. The key issue is if and why the businesses should want more and more air travel - for which no evidence is given.

b. If business flying is economically justified, business will able to afford and should pay for the full economic, social and environmental cost. 

c. The great majority of flying is for leisure, not business. So the massive expansion that is being lobbied for is not for business. 

7. Air services help to improve the competitiveness of almost all aspects of companies’ operations, including sales, logistics and inventory management, production and customer support.

See 6a, 6b and 6c.

8. By expanding the market in which firms operate, air services also act as a spur to innovation, increased sales and profits, and improved efficiency.

a. The same could be said of road transport, but no-one suggests it should not pay fuel tax or VAT.
b. See 6a, 6b, 6c  

9. A quarter of companies report that access to air services is important in determining where they locate their operations in the UK. 

a. This is misleading. Under 3% of companies contacted by OEF responded and the sample responding is probably biased strongly in favour of companies with a special concern about air travel.

b. There is an extensive network of airports and routes already and no evidence is presented as to why we need a three-fold increase in air travel.

c. See 6a, 6b, 6c  

10. Implementing the proposals in the government’s airports White Paper would generate substantial wider economic benefits from improvements in productivity throughout the economy that would result from increased business use of air services. 

a. The main impact of restricting airport expansion will fall on leisure flights.  Business use of air services has a lower ‘elasticity of demand’ business people will continue to be able take the flights they need and the prices will be closer to the correct economic value.

b. Benefits to companies and knock-on effects in the rest of the economy are normally captured by the market which, in this case, includes the supply, demand and pricing of air travel. Invoking ‘wider economic benefits’ is tantamout to double counting. Suppliers of all goods and services can similarly claim wider economic benefits.

11. 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. 

a. OEF have done a large amount of research and statistical analysis and present many facts and figures. However, all this does not demonstrate benefits from more air travel to business efficiency or productivity. 

b. The correlations produced by OEF between air travel and business performance are very weak. Furthermore it seems that there is a ‘law of diminshing returns’ here. For example, in Chart 8.10 there is no clear correlation at levels above a low threshold of air travel or economic performance.

c. OEF have committed the most blatant statistical error. This work all aims to show to show a correlation between economic performance and air travel. But correlation is no evidence of causality. (The classic study was by a statistician who showed there was a high correlation between the amount of alcohol consumed in US cities and the number of baptist ministers!)

d. Far more likely than air travel generating economic growth is that economic growth generates air travel. This latter relationship is accepted by industry, government and commentators alike. Indeed, the government forecasts of demand are based primarily on the size of the economy (and on an assumed price of air travel).

e. When considering the effect of constraining supply, the government said that 

mainly leisure demand would be suppressed or diverted and that business travellers who place a higher value on being able to travel where and when they want would be less affected. This seems entirely reasonable. OEF have rejected this idea on the flimsiest of reasons - “.. seems unnecessarily restrictive .. does not always reflect airport or airline expectations.” If business travellers are not displaced or other significantly impacted, the economic benefits claimed by OEF are invalidated.

f. These are gross, not net, benefits. The figures do not include the £9 billion subsidy or external costs.  The re-run of the DfT computer model in 2003 showed that if air travel paid the same rate of tax as car travel the economic benefits of new runways would be negative.
12. Congestion costs have been rising over the past decade as passenger numbers have grown more rapidly than the capacity of the air transport system to handle them. Costs to airlines and passengers from congestion are estimated to have been £1.7 billion in 2005, and could exceed £5 billion a year in today’s prices by 2015 if current trends continue.  

a.  Congestion is due to excess demand which is due to the tax subsidy and to travellers not paying the external costs. If road pricing is acceptable to cut congestion, why not air pricing? This would also have the benefit of bringing prices closer to the level where the external costs and tax dues were met. 
b. The costs of delay produced by OEF look excessive. Their cost of an average delay of 18 minutes for business passenger is £408m pa, which implies a value of time of £110,000 pa for the users.  If this principle were extended to cost the whole of the current 2 hour check-in time, the apparent economic cost would be nearly £ 3 bn pa. So just business passengers just at Heathrow having to check in early costs the entire UK economy over 2% of GDP!             
13. The economic benefits of the White Paper runway proposals remain substantial even after allowance is made for the climate change costs of additional emissions.
a. The economic benefits are totally flawed – see 11.

b. The climate figures are out-of-date and probably far too low.  The Stern report shows much higher values.
c. There is virtually no allowance made for all the external costs other than climate change.
Other comment - not allocated to OEF key points

The study was commissioned by the industry and obviously they will only pay consultants such as OEF if they come up with the ‘right’ answers to support their lobbying for more airports, no increase of taxes, etc.  No matter how much economic ‘evidence’ the aviation industry sponsors, the genuinely independent statistics published by the ONS and other official sources paint a different picture.

Notes 

A slightly longer formulation:

“Contribution” is misleading in that is does NOT mean that it makes GDP bigger. All it means is that aviation is PART of the economy, just as are sanitary ware, electricity generation or prisons. It does not mean that aviation makes us rich or more aviation makes us richer, any more than more sanitory ware, electricity generation and prisons make us richer. It does not imply that we need more aviation for economic reasons, any more than the ‘contributions’ of sanitory ware, electricity generation and prisons mean that we need more of these for economic reasons. (This issue is not to be confused with the OEF argument, which is that aviation increases productivity generally and thus the size of the rest of the economy.)
Another version:

This type of argument was used by Berkley Hanover in their rebuttal for SASIG of the first OEF report:  Just because industry x represents y% of the UK economy and employs z% of the UK workforce, this does not mean the UK economy would be y% smaller or employment z% less. The reason being that if people didn't spend money on air travel, they would spend it something else. So their spending would generate some other economic activity instead of aviation. Whatever that something else was would generate employment instead of aviation generating it.

OEF themselves say (buried away in Annex A on page 89):      
“In the long run the overall level of employment is not determined so much by the level of demand from particular industries as by the supply of workers looking for a job. If an expanding industry increases the demand for labour sufficiently, this will, over time, put upward pressure on wages as firms compete for the available pool of workers. The resulting inflationary pressure will lead to higher interest rates, which will eventually choke off the extra demand for labour at a whole economy level. ..  So, in the long run, employment does not give a reliable indication of the contribution aviation makes to the UK economy.”

The issue of the size of the aviation sector itself is not to be confused with the OEF argument, which is that aviation increases productivity generally and thus the size of the economy. Half their report tries to show that.  Nowhere did I see them explicitly make the claim I am rebutting, but readers are clearly intended to make the inference and lobbyist certainly imply it.
Nic Ferriday 20 Dec 06, for Airport Watch        
