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16 October 2015 
 
Philip Rutnam 
Permanent Secretary 
Department for Transport 
Great Minster House 
33 Horseferry Road 
London 
SW1P 4DR 
 
 
 
Dear Philip 
 
Airports Commission – Economic Assessment of the Airport Expansion Schemes 
 
As you know, a key theme supporting the Airports Commission’s recommendation is that the 
economic benefits of the Heathrow NWR scheme are sufficient to outweigh the environmental 
impacts from that scheme.  I am writing now to make you aware of the results of work we have had 
completed in reviewing the Commission’s economic analysis. 
 
Gatwick commissioned Deloitte and Oxera to examine the economic analysis prepared by the 
Airports Commission.  As agreed during our meeting on 10 September with the Secretary of State 
and Lucy Chadwick, we have shared the emerging conclusions of this work with officials of your 
Department. I am now able to provide copies of the completed reports ahead of publication.  Given 
the significance of this work - which goes to the very heart of the Airports Commission’s 
conclusions - I have taken the step of sending these reports directly to you. 
 
The reports focus on the economic analysis prepared by the Commission, including both the 
Economic Case, based on DfT WebTAG methodology, and the economic modelling prepared by 
PwC to estimate the wider economic benefits of airport expansion. The reports identify a number of 
critical issues, of which I would highlight the following: 
 
In setting out the Economic Case, the Airports Commission has failed to properly apply the 
DfT WebTAG methodology: 
 

• The Commission has focused almost entirely on economic benefits and suggests that 
scheme costs are not relevant to the analysis. Yet these capital costs are a financial 
burden to the UK economy which will, over time, be borne by airport/surface access 
users or taxpayers.  How the scheme is funded - by the public or private sector, UK or 
foreign investors - is a separate consideration. 
 

• The Commission includes in its assessment of gross economic benefits (and therefore 
net present value also) those consumer benefits that accrue to international-to-
international passengers.  These are not benefits to the UK economy and, in line with 
WebTAG guidance, should be excluded from an analysis that is designed to estimate 
net benefits to the UK.  



 

 
• Again, contrary to WebTAG guidance, the Airports Commission has not conducted a 

risk assessment and reflected this in its economic analysis.  Nor has the Commission 
assessed the impact on the Economic Case of the conditions it has placed on the 
development of Heathrow, some of which have far reaching economic and financial 
implications. 
 

Our conclusion:  The Department cannot rely on the Airports Commission analysis in the 
Economic Case and must correct the Commission’s assessment in the light of these 
issues. When calculated correctly, the Net Present Value of Gatwick expansion is greater 
than that of Heathrow. Based on DfT guidelines, Gatwick would be classed as “high value 
for money” and Heathrow as only “low value for money”. 
 

The PwC analysis of wider economic benefits is unreliable as a basis for assessing either 
the absolute or relative economic benefits of the schemes.  The PwC analysis suggests that 
there is a £58bn difference in the economic value of the schemes (£147bn Heathrow; £89bn 
Gatwick).  However, our analysis demonstrates: 

 
• Such a difference is inconsistent with the Commission’s own traffic forecasts which 

show almost identical levels and mix of UK-level Origin-Destination (“O-D”) traffic under 
each scheme.  The choice of this measure of traffic is relevant since, as PwC 
recognise, transfer traffic (greater in the case of Heathrow) or O-D market share gain at 
the expense of Regional or other London airports (greater in the case of Heathrow) 
have no bearing on the key drivers of incremental economic benefits of the schemes to 
the UK. 
 

• The largest single driver of the difference in economic value of the scheme is the 
assumed mix of incremental inbound/outbound passengers facilitated by each scheme.  
PwC - on advice from the Commission - have adopted an assumption that contradicts 
the Commission’s own published traffic forecasts (based on the DfT model).  Correcting 
this assumption eliminates the difference in economic values.  This is a clear and 
unexplained failure of the Commission’s analytical process.   

 
• PwC estimate productivity impacts using an untested approach. This leads to a 

relationship between passenger numbers and productivity that is over ten times larger 
than have found by other studies, and between two and five times higher for Heathrow 
compared to Gatwick for similar traffic.  This aspect of the model has drawn most 
criticism from the Commission’s independent advisors.  This element of the model is 
unreliable. 

 
Our conclusion:  The Commission has already concluded that the PwC analysis is not 
suitable for inclusion in its Economic Case.  It is clear from Deloitte’s detailed review of the 
work that given the inconsistencies, uncertainties and modelling limitations of the PwC 
analysis, this work is not fit-for-purpose for either an economic or strategic assessment of 
the schemes.  Accordingly, the DfT must set this work aside.  
 

 



 

Undue prominence has been afforded to the results of the PwC analysis by the 
Commission:   
 

• The Commission’s own advisers counselled “caution in attaching significant weight 
either to the absolute or relative results” of this work and how it should be interpreted. 
 

• Yet, whilst the Commission removed the PwC analysis from its Economic Case, it 
nevertheless chose to include that analysis in its Strategic Case. In the Executive 
Summary of the Final Report, the headline results of the PwC analysis are given 
prominence, whilst only partial results of the WebTAG analysis are provided. Even 
more tellingly, on the day of publication of the Final Report, the only economic benefits 
figures quoted in the Commission press release were from the PwC report. This was 
also the case in subsequent briefings by Commission staff. 

 
• In none of these instances was prominence given to the cautionary advice of the 

Commission’s experts who not only flagged the weaknesses of the PwC analysis but 
also warned of the potential for “media exaggeration” of such figures. 

 
Our conclusion: because of the prominence afforded to the results of the PwC analysis by 
the Commission, it is being represented widely by others as a definitive economic 
assessment. It is incumbent on the DfT, throughout its decision making process and in 
public commentary, to take steps to ensure that the PwC analysis is not given any 
significant weight.   
 

For the reasons summarised here, and set out in detail in the reviews by Deloitte and Oxera, we 
believe that these issues raise very serious questions about the robustness of the Airports 
Commission’s conclusions as they relate to economic impacts.  We are sure that you, as the 
Department’s Accounting Officer, will wish to ensure that such questions are considered very 
thoroughly. 
 
Yours sincerely 

 

Sir Roy McNulty 
Chairman 
 
 
cc:  Lucy Chadwick, Department of Transport  
 
Attachments 
Deloitte report: Review of PwC analysis conducted for the Airports Commission, October 2015 
Oxera report: Concerns with the Airport Commission’s economic appraisal, October 2015 


