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Air Passenger Duty Reduction - Economic Impact Note 

1 Background 

The note has been prepared by Edinburgh Airport and verified by BiGGAR Economics to inform the 
consultation response from Edinburgh Airport, in particular quantifying the potential economic 
and exchequer impacts that could result from a reduction in APD in Scotland.  

The key findings of our independently ratified analysis shows a 50% cut to APD in one move 
will mean an additional 18 million passengers using Scotland’s airports by 2021.  This will 
create nearly 10,000 new jobs in Scotland, add more than £300 million Gross Value Added per 
year to the Scottish economy and generate a range of tax revenues that will comfortably 
exceed the cost of the cut. 
 

2       Air Passenger Duty (APD) – background and historical reports  
 
2.1       Even though Scotland is an island nation on the western periphery of Europe, our Air 
Passenger Duty is the highest air tax in the world.   
 
2.2       APD being high in Scotland means airlines invest in other European countries and 
Scotland misses out with fewer routes and less choice - and fewer people in Europe have the 
opportunity to visit Scotland.  Importantly, this means Scotland misses out on economic activity 
it could benefit from. 
 
2.3       A report compiled by York Aviation in 2015 estimated that the reduction of 50% would 
help create around 3,800 new jobs by 2020, and boost Scotland’s international connectivity. 
The report concluded this would generate economic activity worth £200 million per year.  
 
2.4          The York Aviation findings are further backed up by PwC, who in their 2015 update on 
the economic impact of air passenger duty demonstrated how abolition of APD across the UK 
could raise more than a net £500 million in extra tax receipts, crucially showing that the initial 
fiscal costs of APD abolition would be fully offset.  
 
3.0       Air Passenger Duty (APD) – the opportunity  
   
3.1          Edinburgh Airport supports the abolition of APD.  It has campaigned for many years to 
bring parity to UK aviation and backs the Scottish Government’s plans to reduce APD by 50% 
and to abolish the tax it as soon as resources allow.  
 
3.2          The most up to date calculations are based on modelling from Biggar Economics’ 
recent Economic Impact study of Edinburgh Airport show that confirmation of a 50 % cut in one 
move in April 2016 will mean an additional 18 million passengers using Scotland’s airports 
between the cut being confirmed and the end of 2021.  
 
3.3         This translates to the creation of nearly 10,000 new jobs in tourism and gives rise for 
new opportunities via an increase in direct routes enabling the opportunity to promote our 
country and its competitiveness on the international stage. 
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3.4          A 50 % cut in April 2018 will also deliver a net increase in Scottish Government income 
– through more passengers paying APD and wider tax receipts arising from new jobs and 
increased economic activity. 
 
3.5          The suggested plan to spread the 50% cut over the course of the next parliament will 
not deliver the gains that a 50 % cut in one move will. 
 
3.6         This ‘salami slicing’ will not attract the airlines to invest in more direct routes and will 
therefore not deliver more passengers beyond otherwise expected growth. Crucially – it will 
not see the revenues generated that a bolder cut of 50% would. 
 
3.7        The airlines have confirmed this. EasyJet is planning to dramatically increase the 
number of flights to Scotland – but only if a 50 % cut is made in one move - increasing 
passenger numbers from 5.5 million to 7 million a year. Ryanair has made similar commitments 
– and other airlines are watching with great interest.  
 

4 Scenarios 

In 2016 BiGGAR Economics was commissioned to undertake an economic impact study of Edinburgh 
Airport and consider the implications of the future growth in passenger numbers.  This study 
included four passenger mix scenarios for this future growth, which generated a range of potential 
economic impacts over the next five years.   

We are using this report as it is the most up to date and relevant economic impact analysis of 
aviation in Scotland.  

This analysis of the impact of changes to APD on the economy has built of this analysis and models 
two different passenger mixes:  

 Scenario A - the growth in passenger numbers associated with changes to APD reflects the 
current passenger breakdown at Edinburgh Airport; 

 Scenario B - the growth in passenger numbers associated with changes to APD is split equally 
between inbound and outbound passengers.   

5         Sources of Impact 

The impacts that have been considered in this note cover the implications for the both the economy 
and the exchequer, based on the evidence from the Edinburgh Airport economic impact study.   

A reduction in APD would lead to a decrease in APD tax revenues, if there was no change to 
passenger numbers. The income to the Scottish Government from APD is approximately £240 
million, equivalent to an average of £16 per passenger.  A reduction of this by 50% would therefore 
imply an initial decrease in government revenues of £120 million. 

Discussions between Edinburgh Airport and airlines have suggested that there would be significant 
demand increases in the event of a sharp reduction in APD.  A 50% decrease in APD by 2018 is 
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expected to result in 4.6 million additional passengers per year passing through Scottish Airports by 
2021. 

Edinburgh Airport currently accounts for just under 40% of passengers at all Scottish airports.  This 
analysis models the economic impact of passenger growth at Edinburgh Airport, based on a 40% 
share of the projected growth, as well as for all Scottish airports. 

While the analysis is based on a 50% reduction in APD in 2018, some impacts would also be expected 
in 2017, as airlines respond to the announcement of the changes.      

Table 1 - Additional Passengers at Scottish Airports due to 50% reduction in APD from 2018 

Additional Passengers (m) 2017 2018 2019 2020 2021 

All Scottish Airports (m) 1.50 4.00 4.20 4.40 4.60 

Edinburgh Airport (m) 0.60 1.60 1.68 1.76 1.84 

Source: Edinburgh Airport Forecasts  

Increases in passenger numbers passing through Scottish Airports would lead to increased economic 
activity in the tourism sector and beyond.  The increased economic activity would in turn, increase 
the revenues paid to the exchequer through other taxes and could reduce the number of individuals 
who require assistance through the benefits system.   

The increased economic activity stimulated by the additional passengers would be expected to result 
in increases in exchequer revenues through: 

 APD - while there would be a direct reduction in APD associated with the baseline number of 
passengers, there would be APD revenues from the additional passengers; 

 Value Added Tax (VAT) - VAT is applied to most goods and services traded in the UK economy at 
20%.  A study by Oxford Economics1 found that of a foreign visitor spend of £18.3 billion, £3.0 
billion was captured through VAT, equivalent to 16.4% of all spend; 

 Corporation Tax - companies involved in the tourism sector and its supply chain will contribute a 
proportion of their profits to the exchequer through Corporation Tax and increases in turnover 
associated with new passengers will create new opportunities for profits within these 
companies.  A study by Oxford Economics2 found that £300 million was paid in Corporation Tax 
by tourism sector companies from a total expenditure of £18.3 billion, equivalent to 1.6% of all 
tourism spend; and 

 Employment taxes - increases in employment and hours worked by employees will also have 
positive impacts for the exchequer as these jobs would increase the income from employment 
taxes.  A study by Oxford Economics3 found that the 1.7 million employees in the generated 
£900 million in revenues from Income Tax and £1.3 billion in Revenues from National Insurance.  
This is equivalent to £1,294 per job. 

                                                           
1
 Oxford Economics & Delloite (Nov 2013), Tourism: Jobs and Growth - The economic contribution of the 

tourism economy in the UK 
2
 ibid 

3
 ibid 
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The exchequer would also benefit from reduced costs associated with unemployment in addition to 
these direct benefits associated with increased tax revenues from greater economic activity.  
Increased economic activity and the jobs associated with increases in tourism expenditure will 
reduce the number of people who are unemployed and claiming associated benefits.  These benefits 
will include: 

 Jobseekers Allowance (JSA) - this analysis considered the implications of bringing people into 
employment who had previously claimed JSA (a benefit paid while an individual is actively 
looking for employment); 

 Housing Benefit - this is paid to the unemployed and those on low salaries in order to support 
their housing costs.  Not all individuals who gain employment will be able to stop claiming 
housing benefit and therefore some newly employed people considered in this analysis will still 
claim Housing Benefit; and 

 Council Tax Benefit - this is a benefit paid to decrease the council tax liability on the unemployed 
and those on low salaries.  

Some of the employment created by the additional tourism expenditure will not result in those 
currently in claiming benefits moving into employment.  The industries in which tourists spend their 
money, such as in hospitality and retail, have a significant proportion of part time employment.  
Therefore a proportion of the employment impact will result in part time employees becoming full 
time.  In addition to this, not all of the employment needs will be met through domestic channels 
and there are likely to be individuals who move to Scotland in order to work in these newly created 
opportunities.  Studies have found that 11.1% of the employment in industries of tourism 
expenditure is comprised of recent migrants.  These individuals are unlikely to have otherwise been 
claiming benefits and therefor have been excluded from this section of the analysis.  As a result of 
these assumptions, this implies that approximately two thirds of all employment created will result 
in a decrease in welfare expenditure.   

Table 2 – Benefits and Unemployment Assumptions 

Assumption Value Source 

Proportion of employment from recent migrants 11.1% Migration Observatory
4
 

Proportion of employment from expanded hours 25.0% BiGGAR Economics 

Average Weekly JSA Claimant £62.55 

Office for Budget 

Responsibility
5
 

Average Weekly Housing Benefit £93.99 

Average Weekly Council Tax benefit £19.27 

Proportion of housing benefits paid to those in employment  18.0% 

 

                                                           
4
 Migration Observatory (2015) Migrants in the UK Labour Market: An Overview 2015 

5
 Office for Budget Responsibility (2104) Welfare Trends Report: October 2014 
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5 Economic Impact by Scenario (All Scottish Airports) 

The economic impacts associated with the reduction in APD have been calculated based on the 
outputs of the BiGGAR Economics Edinburgh Airport economic impact study.  The economic impacts 
have been based on the spending of different types of visitors and the associated gross value added 
(GVA) and employment impacts of this spending.  These impacts are net additional impacts to the 
Scottish economy.   

The exchequer impacts have been calculated based on the assumptions set out in the previous 
section of this note. 

Scenario A: Growth Based on Existing Edinburgh Airport Passenger Mix 

In Scenario A the growth in passenger numbers associated with changes to APD reflects the current 
passenger breakdown at Edinburgh Airport, with each additional passenger spending an average of 
£77 in Scotland and generating an additional GVA impact of £46.   

This would result in an additional £197.4 million GVA and 5,932 jobs created by 2021 and a net 
additional benefit to the exchequer of £2.8 million, for all Scottish airports (Table 3). 

The Edinburgh Airport share of this would be a GVA benefit of £79.0 million and 2,373 jobs created 
by 2021 and a net additional benefit to the exchequer of £1.1 million (Table 4). 

Table 3 -  Scenario A (All Scottish Airports): Existing Edinburgh Airport Passenger Mix  

 2017 2018 2019 2020 2021 

Additional Passengers 

Additional Passengers (m) 1.50 4.00 4.20 4.40 4.60 

Economic Impact 

Additional spend (£m)  115.1   307.0   322.3   337.7   353.0  

GVA (£m)  64.4   171.6   180.2   188.8   197.4  

Jobs  1,934   5,158   5,416   5,674   5,932  

 

APD Revenue Lost (£m) 0.0 -120.0 -126.0 -132.0 -138.0 

APD Revenue Gained (£m) 24.0 32.0 33.6 35.2 36.8 

VAT Receipts (£m)  18.9   50.3   52.8   55.4   57.9  

Employment Taxes (£m)  2.5   6.7   7.0   7.3   7.7  

Corporation Tax (£m)  1.9   5.0   5.3   5.5   5.8  

Benefits saved (£m)  10.7   28.4   29.8   31.3   32.7  

Net Exchequer Impact (£m)  57.9   2.4   2.6   2.7   2.8  

Source: BiGGAR Economics 
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Table 4 -  Scenario A (Edinburgh Airport): Existing Edinburgh Airport Passenger Mix  

 2017 2018 2019 2020 2021 

Additional Passengers 

Additional Passengers (m) 0.60 1.60 1.68 1.76 1.84 

Economic Impact 

Additional spend (£m)  46.0   122.8   128.9   135.1   141.2  

GVA (£m)  25.7   68.7   72.1   75.5   79.0  

Jobs  774   2,063   2,166   2,269   2,373  

Exchequer Impact 

APD Revenue Lost (£m) 0.0  -48.0   -50.4   -52.8   -55.2  

APD Revenue Gained (£m)  9.6   12.8   13.4   14.1   14.7  

VAT Receipts (£m)  7.5   20.1   21.1   22.1   23.1  

Employment Taxes (£m)  1.0   2.7   2.8   2.9   3.1  

Corporation Tax (£m)  0.8   2.0   2.1   2.2   2.3  

Benefits saved (£m)  4.3   11.4   11.9   12.5   13.1  

Net Exchequer Impact (£m)  23.2   1.0   1.0   1.1   1.1  

Source: BiGGAR Economics 

 

 

Scenario B: Growth Based on Equal Split of Inbound and Outbound Passengers 

The growth in passenger numbers at Scottish airports is unlikely to reflect the current passenger mix.  
Indeed, recent trends at Edinburgh airport have seen a disproportionate growth in international 
passenger numbers relative to domestic passengers.  For example, in April 2016, international 
passenger numbers increased by 18.4% compared with a year earlier while domestic passenger 
numbers decreased by 2.2%.  In March 2016 international passenger numbers increased by 37.6% 
compared with a 0.2% increase in domestic passengers. And in February 2016 international 
passenger numbers increased by 30.4% compared with a 0.7% increase in domestic passengers   

The Edinburgh Airport economic impact study found that international flights tended to be 
associated with higher numbers of high impact passengers and so growth in such flights will have a 
disproportionately large impact on the economy. 

Scenario B therefore considers a change in the passenger mix, with the growth in passenger 
numbers associated with changes to APD coming from an equal split of inbound and outbound 
passengers, with each additional passenger spending an average of £115 in Scotland and generating 
an additional GVA impact of £66.   

This would result in an additional £305.4 million GVA and 9,484 jobs created by 2021 and a net 
additional benefit to the exchequer of £58.6 million, for all Scottish airports (Table 5). 
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The Edinburgh Airport share of this would be a GVA benefit of £122.1 million and 3,794 jobs created 
by 2021 and a net additional benefit to the exchequer of £23.4 million (Table 6).  

Table 5 - Scenario B (All Scottish Airports): Equal Split of Inbound & Outbound Passengers 

 2017 2018 2019 2020 2021 

Additional Passengers 

Additional Passengers (m) 1.50 4.00 4.20 4.40 4.60 

Economic Impact 

Additional spend (£m)  172.2   459.3   482.3   505.2   528.2  

GVA (£m)  99.6   265.5   278.8   292.1   305.4  

Jobs  3,093   8,247   8,659   9,072   9,484  

Exchequer Impact 

APD Revenue Lost (£m) 0.0 -120.0 -126.0 -132.0 -138.0 

APD Revenue Gained (£m) 24.0 32.0 33.6 35.2 36.8 

VAT Receipts (£m)  28.2   75.3   79.1   82.8   86.6  

Employment Taxes (£m)  4.0   10.7   11.2   11.7   12.3  

Corporation Tax (£m)  2.8   7.5   7.9   8.3   8.7  

Benefits saved (£m)  17.0   45.4   47.7   50.0   52.2  

Net Exchequer Impact (£m)  76.1   50.9   53.5   56.0   58.6  

Source: BiGGAR Economics  
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Table 6 - Scenario B (Edinburgh Airport): Equal Split of Inbound & Outbound Passengers 

 2017 2018 2019 2020 2021 

Additional Passengers 

Additional Passengers (m) 0.60 1.60 1.68 1.76 1.84 

Economic Impact 

Additional spend (£m)  68.9   183.7   192.9   202.1   211.3  

GVA (£m)  39.8   106.2   111.5   116.8   122.1  

Jobs  1,237   3,299   3,464   3,629   3,794  

Exchequer Impact 

APD Revenue Lost (£m) 0.0  -48.0   -50.4   -52.8   -55.2  

APD Revenue Gained (£m)  9.6   12.8   13.4   14.1   14.7  

VAT Receipts (£m)  11.3   30.1   31.6   33.1   34.6  

Employment Taxes (£m)  1.6   4.3   4.5   4.7   4.9  

Corporation Tax (£m)  1.1   3.0   3.2   3.3   3.5  

Benefits saved (£m)  6.8   18.2   19.1   20.0   20.9  

Net Exchequer Impact (£m)  30.4   20.4   21.4   22.4   23.4  

Source: BiGGAR Economics 

6 Summary and Conclusions 

Drawing on the evidence from the BiGGAR Economics report on the economic impact of Edinburgh 
airport, the economic impacts from an increase in passenger numbers associated with a reduction in 
APD will be positive, as increased expenditure will create jobs and GVA in the tourism economy.  The 
magnitude of this impact will be dependent on the breakdown of additional passengers associated 
with this tax decrease.   

While a reduction in APD would have the effect of decreasing revenues from APD, the growth in 
passenger numbers and the associated economic impacts would be expected to result in an increase 
in revenues from a number of other taxes, including VAT, employment taxes (income tax and 
National Insurance) and corporation tax and savings from benefits that would no longer have to be 
paid.  

Even based on conservative assumption that the passenger mix associated with the growth would 
be similar to the existing passenger mix at Edinburgh airport, the economic impact associated with 
an additional 4.6 million passengers by 2021 could be an extra £197.4 million annual GVA in the 
Scottish economy and 5,932 jobs created and a net additional benefit to the exchequer of £2.8 
million. 

Recent trends at Edinburgh Airport and expectations based on discussions with airlines, suggest that 
the passenger mix is likely to change, with a disproportionate increase in international flights, which 
tend to be associated with higher impact passengers. 
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If the growth in passenger numbers comes from an equal split of inbound and outbound passengers, 
the economic impact for the Scottish economy could be £305.4 million annual GVA by 2021 with 
9,484 jobs created and a net additional benefit to the exchequer of £58.6 million.   

Approximately 40% of this benefit is expected to be associated with Edinburgh Airport.   

 
7.0       Air Passenger Duty (APD) –  case studies 
 
7.1      IRELAND  

The Irish Government abolished APD in April 2014, and as a direct result sparked a major boost 
in passenger numbers at all Irish airports in 2015, which was a year of record growth for Irish 
tourism, with traffic rising by 3.3m to 29.8m annual customers.  

The Irish government’s removal of traffic tax in April 2014 triggered traffic growth at the 
country’s airports and an 8% increase in tourism last year while the number of Northern Ireland 
residents flying from Dublin increased by 52% in the first year. 
 
7.2      NETHERLANDS  
 
In 2008, as a measure designed to 'green' the tax system, the Government of the Netherlands 
implemented an air passenger tax for passengers departing from Dutch airports.  

Much the present UK tax the Netherlands had two rates: for destinations in EU member 
countries, and other destinations located a maximum of 2,500 flight kilometres from the 
Netherlands, the tax rate was €11.25; for all other destinations the tax rate was €45.00.  

Reports from airports across the border in Germany and in Belgium showed that the number of 
Dutch residents taking flights from those two countries had risen dramatically – giving no net 
green benefit whatsoever.  

A Government study estimated that the tax had cost the Dutch economy some €1.3 billion in 
lost revenue. The tax was abolished on 1 January 2010 and growth to the tourism industry in 
the Netherlands has returned. 

7.3       NORWAY 
 
Ryanair has just this week confirmed that it will reduce its Norwegian traffic by 50% following 
confirmation from the Norwegian Government that the 80NOK tax will be introduced on all 
departing passengers.  
 
Ryanair’s Chief Commercial Officer, David O’Brien said: “This tax will severely damage 
Norwegian tourism, particularly around regional airports. The Norwegian Government has 
instantly made Norway uncompetitive and less attractive to airlines and tourists.”  
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