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ABSTRACT

This paper sets out the analysis behind our estimate that the future growth in air travel, on the scale that the Department for Transport (‘DfT’) plans to provide for1, would have a £302bn impact in net present value (NPV) terms on the UK Balance of Payments.  This arises in the following three areas:

· Inward and outward tourism

· Imports and exports of air transport services

· Imports and exports of civil aerospace products

In addition to the three areas above, it is arguable that there is also a Balance of Payments impact in relation to oil used for aviation fuel and a further impact on the Balance of Payments capital account.   We comment on each of these points in this paper but, because of difficulties with reliable quantification, they are excluded from our calculation of the £302bn impact.  
In calculating the NPV for the UK Balance of Payments impact we have used the same discounting methodology as was used by the DfT in its calculation of the net economic benefit to the UK economy of the growth in air travel, i.e. a 6% discount rate applied over a period of sixty years from a year 2000 start point.  

Using this basis the DfT estimated £20bn2 in net economic benefits to the UK.    However, the DfT quantification of economic benefits is derived simply from the avoidance of fare premia and additional travelling time3 to alternative airports – which would otherwise arise if capacity was constrained.  This is an incomplete and highly theoretical basis for analysis which excludes, for example, the environmental costs and compensation costs associated with the building of new runways.
  

The published DfT assessment also excludes the wider impacts on the UK economy and a key omission here is the impact of unconstrained expansion of air travel upon the UK Balance of Payments.  We believe that the Balance of Payments impact is a highly relevant issue in the context of assisting Government Ministers to make informed policy decisions about the future development of air transport in the United Kingdom and decisions about future taxation policy towards aviation.    

1.
Tourism

‘Tourism’ is used as shorthand in this paper to refer to all overseas travel to and from the UK whether for business or leisure purposes. About one sixth of all outward air travel is business related and about one third of all inward air travel is business related.

1.1
For every two overseas visitors to the UK, five UK residents travel out on visits abroad (Table 1.1 below).  However, the DfT asserts that overseas visitors to the UK spend 20% more per person than UK residents spend on visits abroad and predicts that: ‘over time the higher number of foreign tourists coupled with their higher average expenditure could bring expenditure levels into line’4
1.2
This DfT prediction for a trade balance in tourism appears highly optimistic even if the prediction was only intended to apply to the South East, where overseas tourism to the UK is so heavily focused.  Over the past ten years the trade deficit in tourism has grown dramatically from £3.4bn to £15.2bn5 (at current prices); income from inward tourism has been static while expenditure by UK residents on visits overseas has been growing at 8.5% per annum.

‘The UK is a net ‘exporter’ of visitors - compared to the 56.8 million visits abroad made by UK residents in 2000, 25.2 million overseas residents visited the UK. Although this latter figure increased markedly since 1981, it levelled off at around 25 million visits a year from the mid 1990s. The numbers of UK citizens visiting abroad, however, continued to increase year on year. Air travel provided the major impetus for growth throughout the period. The number of visitors abroad carried by air increased by over 260 per cent from 1981 to 2000’ 6
   Table 1.1:  UK tourism (all transport modes): inward v outward visits and spend 

	Year
	Total visits to UK by overseas residents 
	Total visits overseas 
by UK residents 
	Tourism trade balance 

	
	Visits (m) 
	Spend (£bn)
	Visits 

(m)
	Spend 

(£bn)
	Visits (m)
	Spend 

(£bn)

	1998
	25.7
	12.7
	50.9
	19.5
	-25.1
	 -6.8

	1999
	25.4
	12.5
	53.9
	22.0
	-28.5
	 -9.5

	2000
	25.2
	12.8
	56.8
	24.3
	-31.6
	-11.4

	2001
	22.8
	11.3
	58.3
	25.3
	-35.5
	-14.0

	2002
	24.2
	11.7
	59.4
	27.0
	-35.2
	-15.3


   Source: ‘Overseas Travel and Tourism’ , Office of National Statistics, MQ6 Time Series Data.  (Current prices.) 
1.3  Taking air tourism alone (see Table 1.2 below), again the income from inward tourism has been static whereas expenditure by UK residents on visits overseas by air has been growing at an average rate of 11.5% per annum.  The DfT assumes that for the period 1998-2020 inward visits will increase by 5.2% a year while outward visits will increase by 4.3% a year.  DfT do not explain their reasons for assuming such a dramatic reversal of the trend and we are unable to find any macroeconomic or other basis to indicate that future international travel trends will work so significantly towards increasing the number of overseas visitors to the UK, and/or  tempering the growth in outward tourism from the UK, over the forecast period.         

   Table 1.2:  UK tourism (by air): inward v outward visits and spend

	Year
	Total visits to UK by overseas residents 
	Total visits overseas 
by UK residents 
	Air tourism 

trade balance 

	
	Visits (m) 
	Spend (£bn)
	Visits 

(m)
	Spend 

(£bn)
	Visits (m)
	Spend 

(£bn)

	1998
	17.5
	8.6
	34.3
	13.1
	-16.8
	 -4.5

	1999
	17.3
	8.5
	37.2
	15.2
	-20.1
	  -7.0

	2000
	17.8
	9.1
	41.3
	17.6
	-23.6
	  -8.6

	2001
	16.1
	8.0
	43.0
	18.7
	-27.0
	-10.8

	2002
	17.3
	8.6
	44.5
	20.3
	-27.2
	-11.8


   Source: ‘Overseas Travel and Tourism’ , Office of National Statistics, MQ6 Time Series Data.  (Current prices.)

1.4
In addition to the relentless growth in the number of outward UK tourists and the static position with regard to inward tourists, the gap between outward spend per person and inward spend per person is narrowing.  DfT used 1999 data to calculate its quoted 20% higher spend (£492) by inward tourists compared to average spend (£409) by outward tourists.  However, by 2002 the gap had narrowed to 7% and the data for Q1 2003 shows that the gap was actually reversed (£435 versus £484).7  

   Table 1.3:  Tourist spend per visitor: 1998-2002

	Year
	Inward spend: 

£ per person
	Outward spend:
£ per person
	Spending

gap (£)
	Spending 

gap (%)

	1998
	492
	383
	109
	28%

	1999
	492
	409
	 83
	20%

	2000
	508
	427
	 81
	19%

	2001
	495
	435
	 60
	14%

	2002
	485
	454
	 31
	 7%


   Source: ‘Overseas Travel and Tourism’ , Office of National Statistics, MQ6 Time Series Data.  (Current prices.)

1.5
DfT provides a forecast to 2020 for air travel demand growth by category.  This is shown in Table 1.4 below.  It already appears, from the data presented in the three foregoing tables that this forecast overestimates the growth in inward visitors and underestimates the growth in outward visitors.

   Table 1.4:  DfT forecasts by category (mppa*) 

	Year
	UK leisure
	UK business
	Overseas leisure
	Overseas business
	Low cost
	Misc
	Dom
	Total

	1998
	 50.1
	10.9
	23.6
	12.6
	  6.9
	21.2
	33.6
	158.9

	2005
	 71.6
	14.6
	35.4
	18.1
	18.7
	28.1
	42.2
	228.7

	2010
	 84.1
	19.4
	44.3
	22.9
	21.5
	32.8
	50.2
	275.2

	2015
	 98.1
	25.7
	54.9
	31.2
	24.6
	38.7
	59.8
	333.0

	2020
	114.1
	34.0
	67.2
	40.6
	28.2
	45.7
	71.0
	400.8

	CAGR**
	3.8%
	5.3%
	4.9%
	5.4%
	6.6%
	3.5%
	3.5%
	4.3%


Source: ‘Air Traffic Forecast for the United Kingdom, 2000’, DTLR, Annex 3 - mid-point forecasts 

*mppa = million passengers per annum; **CAGR = compound annual growth rate
1.6
Table 1.4 can be simplified for the purposes of examining the overall trend in inward and outward visitors by combining business and leisure air travel and by allocating low cost between inward and outward.  We have used the profile for Stansted Airport passenger traffic8 as a proxy for allocating the low cost category between inward and outward.  57% of low cost traffic is taken to be UK residents visiting overseas, 28% overseas residents visiting the UK and the remaining 15% domestic.  The ‘Domestic’ and ‘Miscellaneous’ categories have been ignored.  The latter consists of North Sea oil rig traffic; airside inter-liners and non-tourist traffic, which includes military and airline personnel and diplomats. 

1.7
In Table 1.5 below all mppa numbers have been halved (because each trip registers twice in the calculation of mppa) so as to enable a closer comparison with the ONS statistics.  

Table 1.5:  Simplified DfT forecasts by category (million visits) 
	Year
	Outward visits (m)
	Inward visits (m)
	Total visits 

(m)
	Deficit

(m)

	1998
	32.5
	19.1
	  51.6
	13.4

	2005
	48.4
	29.4
	  77.8
	19.0

	2010
	57.9
	36.6
	  94.5
	21.3

	2015
	68.9
	46.5
	115.4
	22.4

	2020
	82.1
	57.9
	139.9
	24.2

	CAGR
	4.3%
	5.2%
	4.6%
	


Source: SSE analysis of ‘Air Traffic Forecasts for the United Kingdom 2000’, DTLR

1.8
The 1998 baseline in Table 1.5 above shows numbers that are different from the 1998 ONS statistics in Table 1.2. This baseline, derived from the DfT forecasts, overstates inward visits by 9% and understates outward visits by 5%.  In Table 1.6 below, the 1998 base year has been adjusted to correct this discrepancy and the DfT growth rates have then been re-applied.  Projections for 2025 and 2030 have been added and these are derived from the DfT forecasts for 2025 and 2030 included in the Consultation Document.9  The DfT forecasts for 2025 and 2030 do not categorise by sector and so this has been estimated from the earlier category growth trends and adjusted downwards in line with the DfT forecast of a slowing down in demand growth during the period 2021-2030 compared to the period 1998-2020. 

   Table 1.6:  Projected air tourism deficit derived from the application of the DfT  
   forecast of CAGR to corrected 1998 data.

	Year
	Visits (m)
	Expenditure (£bn)

	
	Outward
	Inward
	Total
	Deficit
	Outward
	Inward
	Deficit

	1998
	  34.3
	17.5
	  51.8
	-16.8
	13.1
	  8.6
	  -4.5

	2005   
	  51.1
	26.9
	  78.0
	-24.2
	23.3
	13.3
	-10.0

	2010
	  61.1
	33.5
	  94.6
	-27.6
	27.9
	16.6
	-11.3

	2015
	  72.7
	42.6
	115.3
	-30.1
	33.2
	21.1
	-12.1

	2020
	  86.6
	53.0
	139.6
	-33.6
	39.6
	26.3
	-13.3

	2025
	  98.4
	61.0
	159.4
	-37.4
	45.0
	30.2
	-14.7

	2030
	109.4
	68.5
	177.9
	-40.9
	50.0
	33.9
	-16.1

	CAGR
	3.7%
	4.4%
	3.9%
	
	
	
	
	


    Source: SSE analysis of DTLR/DfT forecast using ONS data for 2002 inward and outward spend per visit. 

Actual ONS tourism data for 1998.

1.11
From the above table it can be seen that even allowing for The DfT assumption that inward tourism will grow faster than outward tourism (4.4% versus 3.7%) the tourism deficit arising from air travel would be £10bn by 2005 and would treble to £13.3bn by 2020.  We believe however that the tourist deficit will grow by more than this.  The deficit has already reached £11.8bn (2002).10  
1.12
We have assumed that (a) inward and outward tourism will both grow in line with the overall growth in air travel over the forecast period - i.e. 3.6% per annum, and (b) spend per visit will remain constant, in real terms, at the 2002 level - i.e. £495 inward and £457 outward.  Thus we have assumed that overall spend will grow at 3.6% per annum (real) for both inward and outward tourism.  Historically, inward spend has been static since the mid 1990s while outward spend has been growing at 8.5% p.a.   By assuming a 3.6% growth rate (2002-2030) in each case we believe this is conservative basis for projecting the future air tourism deficit and our projection on this basis, using actual 2002 data as the base year, is as follows:

   Table 1.7:  Projected air tourism deficit based on inward and outward visits
   growing in line with the DfT forecast of overall CAGR (2002-2030)

	Year
	Visits (m)
	Expenditure (£bn)

	
	Outward
	Inward
	Total
	Deficit
	Outward
	Inward
	Deficit

	1998
	  34.3
	17.5
	  51.8
	-16.8
	13.1
	  8.6
	  -4.5

	2002
	  44.5
	17.3
	  61.8
	-27.2
	20.3
	  8.6
	-11.8

	2005   
	  54.7
	21.3
	  76.0
	-33.4
	25.0
	10.5
	-14.5

	2010
	  65.9
	25.6
	  91.5
	-40.3
	30.1
	12.7
	-17.4

	2015
	  79.6
	30.9
	110.5
	-48.7
	36.4
	15.3
	-21.0

	2020
	  95.5
	37.1
	132.6
	-58.4
	46.6
	18.4
	-25.2

	2025
	107.9
	41.9
	149.8
	-66.0
	49.3
	20.8
	-28.5

	2030
	119.1
	46.3
	165.4
	-72.8
	54.4
	22.9
	-31.5

	CAGR
	3.6%
	3.6%
	3.6%
	
	
	
	
	


   Source: SSE analysis on DTLR/DfT forecast using ONS data for 2002.  Note: CAGR calculated from 2002 actuals;
   pro rata overall growth rate of air travel is applied equally to inward and outward visits.

1.13
On the basis of Table 1.7, the air tourism deficit would grow faster than is derived from the DTLR/DfT forecasts and would reach £14.5bn by 2005 and £25.2bn by 2020.  The latest ONS data10 showing the deficit at £11.8bn in 2002 appears to support our 2005 projection of £14.5bn (Table 1.7) rather than the (corrected) DfT projection of £10.0bn for 2005 (Table 1.6). 

1.14
In conclusion, the DfT prediction of a reversal of the tourism trend does not appear to have any solid foundation.  We have assumed a pro rata increase in inward and outward tourism, in line with the total DfT forecast to 2030 and we believe this is a more realistic assumption to use in our NPV model.  On the basis of the trend since the mid 1990s it is an optimistic assumption (with the danger that the bad news is understated) because it requires a very substantial reduction in the growth rate in outward tourism and it requires the static state of inward tourism since the mid 1990s to be transformed into 3.6% annual growth.

2.
Air transport services

2.1
Another Balance of Payments impact arising from the growth in air travel is in relation to air transport services.  Exports in this area arise from the purchase of air tickets and freight services from UK airlines by overseas residents and imports arise when UK residents purchase air tickets and freight services from overseas airlines.  Income from overseas airlines in respect of UK airport charges and payments by UK airlines in respect of overseas airport charges are also included in this trade in services classification.   

2.2
‘The UK has recorded a deficit in air transport services every year since the mid-1980s. The deficit decreased slightly in 2001, from £2.5 bn in 2000 to £2.3 bn.”11  The 2002 data (not yet available in detail) shows a deficit of £2.4bn.  

Table 2.1:  Trade balance on air transport services (£ million)

	Year
	Imports
	Exports
	Trade balance

	1998
	8,152
	6,631
	-1,521

	1999
	8,671
	6,841
	-1,830

	2000
	9,883
	7,415
	-2,468

	2001
	9,350
	7,045
	-2,305

	2002
	9,298
	6,881
	-2,417


Source: ONS: ‘UK Trade in Services’, ONS, February 2003 for 1998 - 2001 data.  2002 data obtained 

direct from ONS in response to specific inquiry.

2.3
The growth trends derived from the above table are 3% a year import growth and 1% a year export growth.  For the purposes of projecting the deficit through to 2030 it has been assumed that imports and exports will each grow in line with the growth in air travel i.e. at an average rate of 3.6% per annum from 2002 to 2030.  This assumption is conservative in view of the historic trend.

3.
Civil aerospace products

3.1
Almost all aircraft used by UK airlines are imported, mainly from the US (Boeing) and from Europe (Airbus).  Offset against these imports are exports of aircraft parts (notably Airbus wings), aero engines (notably Rolls Royce) and aircraft spare parts and components including avionics.  Aircraft spare parts, components, avionics and aero engines are, of course, also imported.  The overall trade balance on civil aerospace products is shown in Table 3.1. 

   Table 3.1:  Trade balance on civil aerospace products (£ million)  

	Year
	Imports (£m)
	Exports (£m)
	Surplus/deficit (£m)

	1998
	4,008
	2,434
	-1,574

	1999
	3,823
	3,723
	  -100

	2000
	4,418
	4,637
	    219

	2001
	5,867
	4,811
	-1,056

	2002
	7,268
	4,308
	-2,960


Source: Hansard  25 March 2003, Column 128W.  HMT response to written parliamentary question.
3.2
Clearly the expansion of UK air travel from 181 mppa in 2000 to 501 mppa in 2030 can be expected to result in increased imports of aerospace products assuming that UK airlines maintain their share of the world market.  On the other hand, global expansion of air travel is forecast to expand slightly faster than the demand for air travel in the UK and this should increase UK exports.  

3.3
The trend growth rates over the period shows a slightly higher growth rate for exports  than for imports which is consistent with global air travel growing slightly faster than UK air 

travel.  For the purposes of our projection, we have therefore assumed a 5% (real) annual increase in exports of civil aerospace products and a 4% (real) annual increase in imports. 

4.0
Aviation fuel    

4.1 
The UK aviation industry used an estimated 10.2 million tonnes of aviation fuel in 2002.12  This equates to some 12.9bn. litres (81m. barrels) which would have an import value of about  £1.3bn.13  If UK air travel grows to 501 mppa by 2030, as projected, the import bill for aviation fuel would be about £3.5bn at today's prices.  

4.2
As we do not have any official figures for aviation fuel imports, in our quantification of the Balance of Payment impact of the growth in air travel, we have taken no account of oil imports.  We understand that most aviation fuel is already imported and by 2010 the UK will be a net oil importer.14   If a conservative assumption was made that the impact on the Balance of Payments would commence only in 2010, then we calculate that a further c.£45bn would be added to our assessment of the Net Present Value.  
5.0
Capital outflows

5.1
Our assessment has been based purely upon the impact on the Balance of Payments current account but the expansion of low cost air travel could also result in an increasing deficit on the capital account.  Anecdotal evidence suggests there is already a considerable transfer of private capital overseas by UK individuals buying second homes in France, Spain and elsewhere with the availability of low cost flights to and from the UK being a significant factor behind this growing trend.  For example, we are aware of individuals who purchase multiple airline tickets at opportunistic times so as to be able to travel to and from their second home on the Continent throughout the year at favourable prices.15 

5.2
There was further anecdotal evidence when, upon the acquisition by Ryanair of Buzz, and the route closures which followed shortly afterwards, a number of UK residents who had purchased second homes in France in the vicinity of destinations previously served by Buzz complained bitterly to the media that they had been left ‘high and dry’ by the Ryanair decision to close these routes.

5.3
It is known that Ryanair have opened new routes to ‘off the track’ European destinations and been able to secure subsidies from local governments in the vicinity of the destination airports in the expectation that the new routes will bring not only tourists from the UK but also second home buyers and that both categories of UK residents will contribute to the local economies.

5.4
It has been estimated that UK residents own half a million second homes in France alone and, if this is correct, the total number of overseas homes may be close to one million.  We have been unable to obtain official statistics on this and it appears from the answer to a written parliamentary question that the Treasury does not collect statistics in this area:


Mark Prisk [24 March 2003]  ‘To ask the Chancellor of the Exchequer what estimate his 
Department has made of (a) the capital investment made by UK residents in second homes overseas and (b) the number of UK residents who have purchased second homes overseas’. 

Ruth Kelly: [Financial Secretary to the Treasury]  ‘These figures are not available.’16
5.5
If it is the case that UK residents already own about 1 million second homes overseas, this represents a significant capital outflow from the UK and there will also be significant current account outflows associated with the upkeep, maintenance and enjoyment of these homes.  As low cost air travel increases, the impact on the UK Balance of Payments is also likely to increase but, in the absence of hard statistics, we have excluded this whole area from our quantification.     

6.
Methodology

6.1
Traffic projections are based on the DfT forecasts for air travel from 2005 onwards. 


6.2
The base year is taken as year 2000 but for 2000, 2001 and 2002 actual data has been
substituted (where known) in place of forecasts/projections.  All prices are year 2002.


6.3
The NPV of £302bn is derived using the same (6%) discount rate as used by the DfT in its projections and over a sixty year period – again following the DfT methodology.  We understand that H M Treasury sets down this methodology for all government departments.

6.4
We would emphasise that the £302bn NPV relates only to the incremental impact upon
the UK Balance of Payments arising from the growth in air travel, using 2000 as the base year.  

6.5
H M Treasury has recently advised of a reduction in the discount rate from 6.0% to 3.5% and we understand that DfT intends to revise its assessment of the net economic benefit in accordance with this.  We expect that this will result in the net economic benefits of the expansion of air travel increasing from £20bn to around £45bn 

6.6
If we recalculate the Balance of Payments impact using a 3.5% discount rate the NPV is £661bn.

1 ’The Future of Air Transport in the United Kingdom, South East’ , DfT, Feb 03 (Rev. Ed.), Chapter 5.  Note: This publication is referred to below as the ‘Consultation Document’. 


2 £18bn of the £20bn is in respect of new runways in the South East (ref Consultation Document, para 3.4), £1.1bn is in respect of a new runway in the Midlands (ref. Midlands Consultation Document, Table 7.10).  Other, very much smaller, economic benefits are identified in the Consultation Documents for the remaining regions of the UK.  


3 DfT has applied a time value of £7 per hour (rising to £13 in 2030) for a leisure traveller and £42 per hour (rising to £80 in 2030) for a business traveller. Source:  Advice from  DfT on the workings of the ‘SPASM’ computer model.
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10 ‘Overseas Travel and Tourism’ , Office of National Statistics, MQ6 Time Series Data.
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12 Under-Secretary of State for Transport: reply to written parliamentary question 1 April 03, Hansard Column 611W
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