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Executive Summary 
The outlook for travel to Britain is dependent on many factors, many of which are 
outside of policy makers’ control. Overall international travel demand is largely 
dependent on economic fundamentals in key origin markets. These relationships 
are modelled by Tourism Economics in existing forecast models.  

Destinations such as Britain are able to gain share of international demand through 
both destination marketing and a favourable policy environment. Alternative 
scenarios of UK inbound travel are described here under different marketing and 
policy assumptions. 

Promotion and marketing activities are widely recognized to increase brand 
awareness, enhance perceptions of travel destinations, and ultimately lead to 
increased demand. Under scenarios of favourable marketing it is assumed that 
funding at the level of the GREAT Britain campaign would be maintained throughout 
the forecast period, rather than ebbing away.  

Different policy assumptions were also considered including the effects of visa 
liberalisation, the removal of the APD tax and a more favourable airport capacity. 
The UK visitor visa regime has been singled out as a major factor inhibiting Britain’s 
competitiveness as a destination for international tourism while the continued 
imposition of APD has been estimated to deter foreign visitors. Improved air 
capacity including new runway construction will be necessary to fully realise the 
benefits of other policies.  

The four scenarios considered are summarised below including results for 2030:  

 A1: Best case scenario (Good marketing strategy, improved policy) 

 A2: Status quo extended scenario (Good marketing strategy, current policy)  

 B1: Mixed scenario (Bad marketing strategy, improved policy)  

 B2: Worst case scenario (Bad marketing strategy, current policy)  
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1 Assumptions 

1.1 Scenario descriptions 

The outlook for travel to Britain is dependent on many factors—some outside of 
policy makers’ control and some that can be influenced. In particular, the funding of 
destination marketing has proven to be a positive influence while certain policies 
(notably aviation capacity constraints, visa application challenges, and the Air 
Passenger Duty) have had a negative effect on inbound travel.  

With this understanding, Tourism Economics has prepared four separate forecast 
scenarios for inbound British tourism based on the following assumptions: 

Scenario A1: Best case scenario (Good marketing strategy, improved policy) 

As our best case scenario, scenario A1 incorporates sustained funding for 
marketing within an improved policy environment. As a result of maintaining the 
level of VisitBritain after Comprehensive Spending Review period, additional visits 
per year are generated. In addition, policy reforms are implemented to boost 
transport capacity, reduce taxation, and increase visa liberalisation. 

Scenario A2: Status quo extended scenario (Good marketing strategy, current 
policy)  

Scenario A2 describes the current marketing level and policy backgrounds. Within 
this scenario, VisitBritain marketing funding is sustained which generates additional 
visits per year. Meanwhile, policies remain unreformed in terms of transport 
capacity, taxation, and visa issuance. 

Scenario B1: Mixed scenario (Bad marketing strategy, improved policy)  

In Scenario B1, VisitBritain marketing funding ebbs away towards the end of the 5-
year Comprehensive Spending Review period, resulting in the loss of an identified 
number of incremental visits per year. However, policies reforms are implemented in 
terms of transport capacity, taxation, and visa issuance. 

Scenario B2: Worst case scenario (Bad marketing strategy, current policy)  

As our worst case scenario, scenario B2 incorporates a gradual end to marketing 
within a suboptimal policy environment. VisitBritain marketing funding ebbs away 
over time, resulting in the loss of an identified number of incremental visits per year.  
Meanwhile, policies remain unreformed in terms of transport capacity, taxation, and 
visa issuance. 

Visitor spending 

As tourist spend varies by origin country, total tourist revenue (international tourism 
receipts) is calculated as the sum of regional tourist receipts. Regional receipts were 
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North America Europe Other
Share of regional vistors 0% 2.0% 56.0%

International visitors requiring visas

calculated by applying average spending per tourist to the arrivals results. Average 
spending forecasts are estimated to be consistent with consumer price inflation.  

1.2 Visa facilitation 

The UK visitor visa regime has been singled out as a major factor inhibiting Britain’s 
competitiveness as a destination for international tourism. The visa application 
process dissuades tour operators from selling holiday packages to Europe which 
include the UK. When putting together packages to Europe, they need only apply for 
one visa to visit the 26 member countries in the Schengen area. But, as the UK is a 
non-member, a separate visa is needed which adds an extra level of complexity.  

Furthermore, the documents required to complete a UK visa application outweighs 
that of its competitors. In addition to the standard required documents showing 
evidence on financial status and travel plans, the UK also requires evidence of 
permission to be in the country of application, evidence of marital status, 
immigration status of sponsor if the individual is visiting a friend or relative. Also, all 
these documents must be originals.  

The UK is already seen as an aspirational holiday destination and visa facilitation 
would come at a time when rapid rises in urban incomes in emerging economies 
has already expanded the middle classes. This trend is set to continue. Over the 
next 10 years alone, Tourism Economics estimate that outbound travel from BRIC 
countries is set to grow by 80% (almost 120mn extra trips). Meanwhile, the BRIC 
share of international tourism demand is expected to rise from 13% to 16%. The 
relaxation of visa requirements would enable the UK to attract more visitors. 

Dependent on the country of origin, international tourists are required to obtain a 
paper visa in order to visit Britain. Looking at visa requirements by country, North 
America tourists are able to travel to Britain without a paper visa. Meanwhile, a 
small number of visitors from Europe (2%) need to attain a visa. More than half 
(56%) of visitors from outside of Europe and North America require a visa to enter 
Britain. 

 

 

 

 

To better understand the potential that visa liberalisation policies may yield, we drew 
on the results of the May 2012 UNWTO/WTTC study carried out by Tourism 
Economics. Within this report, multiple case studies where a significant change in 
visa policy occurred (both facilitative and restrictive) were identified and analysed. 
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Analysis of the case studies yielded a range of impacts of visa policy on 
international tourist arrivals, i.e. the ‘policy effect’. 

For each case study, the effect of a policy change on international tourist arrivals 
was estimated based on arrivals trends while controlling for political and economic 
movements. In the case studies it was observed that it typically takes three years for 
the full impact of visa liberalisation to materialise. The resulting data on policy 
effects from these case studies were then analysed to provide a range of low and 
high impact policy changes on tourism demand. 

From the case studies a set of visa facilitation policy opportunities emerged. These 
were: 

 Improve delivery of information 

This covers increased information sharing among (and within) governments as well 
as improved customer service and communication. Furthermore, this includes 
opportunities for the internet and websites to deliver more information on visa and 
border entry procedures. 

 Facilitate the process to obtain visas 

Reducing documentation and interview requirements would lessen some of the 
barriers for the applicant. Furthermore, increasing visa processing capacity would 
lessen the wait times for potential travellers. Improving the speed of visa processing 
and issuance by increasing the use of technology and other support measures 
would also stimulate demand. Other policies such as the issuance of visas on arrival 
and visa waiver programmes would also reduce the cost of obtaining a visa for 
travellers. 

 Differentiate treatment to facilitate tourist travel 

Countries could allow certain nationalities to cross their borders without obtaining a 
visa. Also, increasing the validity period of visas and allowing for multiple entries 
would reduce the number of applications being processed. Also, we could extend 
visa facilitation for certain groups of visitors such as cruise passengers. 

 Institute eVisa programmes 

eVisas have the potential to exceed the function of a paper visa as there is no label 
or stamp needed in the passport or a physical presence required to obtain them. 

 Establish regional agreements 

These regional agreements would allow travellers to move freely within Member 
States after having already entered the borders of one of the Member States. 

 

The policy effect for each case study ranged from 1% to 90% in terms of impact on 
arrivals. The observed policy effects clustered around two distinct areas, as seen, in 
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the chart below. Each bar represents the policy effect growth rates of the origin-
destination market pairs examined in each case study. The areas shaded in red 
represents the “low impact” observations and the areas shaded in green represents 
“high impact” observations. Outliers (observations greater than 40%, the point at 
which the distance between successive observations increased) were removed from 
the calculation. This provides a more conservative estimate of the policy effect by 
discounting some of the weight of the stronger responses.  

These estimated policy effects include examples of most of the above identified 
policy opportunities but effects have not been isolated by type of action. In 
considering scenarios of the impact of visa facilitation no specific assumptions have 
been made about the exact type of policy change.  

 

 

 

 

 

 

 

 

 

 

 

The average policy effect amongst the low impact group was 5.4% and this average 
policy effect rises to 24.8% amongst high impact observations. The average of 
these two calculations (15.1%) is taken as the potential impact on tourist arrivals of 
visa liberalisation. 

The impacts of visa liberalisation are assumed to occur over a three-year period 
from 2014-2016 to allow for stabilisation in the policy effects consistent with 
observed case studies. This is based on the implied assumption that policy change 
occurs in 2013 to take effect at the beginning of 2014. As visa liberalisation will only 
affect the proportion of visitors subject to visa requirements, we applied the average 
uplift of 15.1% only to visitors requiring visas i.e. this policy will only benefit 2% of 
European visitors.  Visa facilitation will be more important in delivering tourists from 
some key emerging destinations and 56% of the ‘other region’ visitors will benefit 
from improved policy. 
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1.3 APD 

As a result of above inflation rises in Air Passenger Duty (APD) and discussion of 
resetting the rate bands numerous studies have recently been undertaken to assess 
the impact of this tariff on the economy and tourism. Consistent with the bulk of this 
body of literature, Oxford Economics calculated the tourism and economic impact of 
this tax on behalf of WTTC. This research is summarised here.  

The removal of APD is expected to boost foreign visitor numbers as more 
international tourists are attracted to Britain by the cheaper air fares. The removal of 
APD is also expected to have additional consumer spending effects. Thanks to the 
lower air fares, inbound passengers will likely spend some part of this extra 
disposable income in Britain. A benefit for UK consumer spending by residents 
arising from additional disposable income was also quantified but is not included in 
these scenarios. 

To calculate the long run impact on air travel demand of APD abolition, the price 
effect of APD on fares was multiplied by the price elasticity of demand in the 
different markets.  

The price elasticities applied were taken from published Department of Transport 
(DfT)1 and Intervistas2 reports. There was some disagreement between these 
sources and a range of impacts was estimated therefore as well as a central 
estimate. Here we present the central estimate taken as the average of the DfT and 
Intervistas’ inbound demand elasticities of air passengers with respect to fares. The 
two sources agreed that price elasticity varied by region and short-haul travel from 
Europe was more responsive. This is partly because alternative modes of transport 
are available.  

To estimate the price effect of a removal of APD, the different fare bands involved in 
a flight to the UK by origin were considered as well as the mix of standard relative to 
business class flights. The price effect for long haul flights was found to be the 
largest as APD accounts for a higher proportion of current ticket prices. 

The table below shows the long run demand effects. For example in North America, 
the removal of APD would prompt a 7.7% fall in fares, which multiplied by the long 
run demand elasticity (-0.61) will result in 4.7% rise in long run demand. 

 

 

 

                                                      

1 UK Aviation Forecasts, Department of Transport, August 2011 

2 Estimating Air Travel Demand Elasticities, prepared by Intervistas for IATA, 28 December 2007 

North America Europe Other
Price effect -7.70% -4.70% -8.80%
Price elasticity of demand -0.61 -0.99 -0.49
Long run demand effect 4.7% 4.6% 4.3%

International air passenger demand

Sarah Charlton
Placed Image




International tourism demand for Britain 
September 2012 

 
 
 

9 

The impact of the removal of APD is not likely to be immediate and we applied ‘an 
adjustment’ factor which meant that the full impact of the policy is realised after 3-4 
years. This is consistent with the DfT and Intervistas elasticities used as they 
describe long run effects. Adjustment factors were derived from the DfT modelling 
which imply that approximately 65% of the long run impact is felt in the first year of 
the policy. The exact factor differs by the region of origin and North American 
travellers seemingly react more quickly to price changes than European travellers.  

1.4 Air access 

The Department of Transport (DfT) report on aviation forecasts initially look at air 
passenger demand to produce an unconstrained outlook. This includes 
considerable detail on the expected types of passenger including demand from UK 
residents on both international and domestic flights; international demand for UK 
inbound travel; and international demand for lay-overs. The forecasts for 
international inbound are broadly consistent with Tourism Economics’ baseline 
forecasts for UK inbound and air access capacity assumptions derived from this 
report can be applied to these scenarios.  

DfT also measure capacity for all UK airports, with the assumption of no significant 
new development. It is assumed that: 

“no new runways are built in the UK but, where there is no explicit planning 
prohibition, most airports develop as necessary in the medium term to utilise 
their current potential runway capacity” 

Airport capacity can be translated into binding constraints on travel. By considering 
passenger demand by airport and by type of passenger this allows calculation of 
upper limits on passenger flows and importantly constraints on inbound travel can 
be derived.  

The capacity assumptions imply that even without any of the other policy reforms air 
contraints will negatively impact inbound air travel by the early 2020s. This would 
even constrain the full return on marketing were the current levels of marketing 
activty to continue throughout the forecast period under scenario  
A2. However a small proportion of the travellers that are unable to arrive by air are 
still likely to travel to the UK by ferry or tunnel as capacity remains by the alternative 
modes. Potential substitution by mode is higher for short-haul European origin 
markets. 

Interestingly, DfT suggest that capacity constraints will affect UK outbound travel to 
a greater extent than inbound travel. By 2030, DfT suggest that inbound travel is 
5.5% lower than potential unconstrained demand while UK outbound forecasts are 
17% lower than potential unconstrained demand.  
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Under scenarios of favourable policies, looser constraints are applied as airport 
expansion is assumed to be more encouraged by government. There is some 
uncertainty in the DfT constraints related in part to uncertainty in the policy 
environment and potential airport development. Airport choice by travellers adds 
further uncertainty and DfT publish high and low air capacity constraints. This higher 
constraint is applied under the improved policy scenarios in the short-run.  

By 2024 all constraints are removed under favourable policy assumptions as it is 
assumed that additional runway capacity is constructed and comes online in 2023, 
and is fully operational by 2024. This is the earliest date that a new runway can 
realistically be planned and built. No explicit assumptions are made about where the 
runway capacity is added but it will likely be in South-East England where airports 
are under greatest pressure running at higher utilisation rates. 

1.5 Marketing impacts 

Destination promotion and marketing activities are widely recognized to increase 
brand awareness, enhance perceptions of travel destinations, and ultimately lead to 
increased visitation and visitor spending.  

Marketing return on investment 
(MROI) is often tracked and 
measured as a key indicator of 
DMO effectiveness.  Conversion 
studies by various destinations 
worldwide indicate a wide range of 
MROI multipliers. Variation is due to 
differences in destination and origin 
market characteristics, marketing 
activity and also how measurement 
is carried out. Published measures 
in the table to the left are for a 
broad measure of return and in 

some cases may include some revenue that would have otherwise occurred. 
However, all studies point to a clear return on marketing activity. Case studies of 
reduced (or even eliminated) marketing activity show a clear loss of market share.  

In a good marketing environment, funding of the GREAT Britain campaign would be 
maintained throughout the forecast period. However, under a bad marketing 
assumption, it is estimated that there would be a long run loss of 1.9m tourists per 
year. This implied loss of marketing return is consistent with the positive returns on 
marketing reported in the table. The removal of the campaign would have an initial 
impact in 2016 and would take 5 years for the total number of visitors to be reduced 
by 1.9m. The fall in tourists was also weighted by their share of total inbound visitors, 
with the greatest fall being recorded European arrivals.  

Country Marketing 
Investment

Return on 
Investment

US 37% $30:$1
UK 14% $36:$1
France 10% $42:$1
Germany 10% $30:$1
Australia 4% $43:$1
Japan 2% $36:$1
South Korea 4% $107:$1
China 9% $29:$1
India 3% $36:$1
Mexico 4% $95:$1
Brazil 3% $21:1
Weighted Average 100% $38:$1
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2 Economic Background   

2.1 TDM Summary 

Tourism Economics’ global travel forecasts are shown on an inbound and outbound 
basis in the following table. These are the results of the Tourism Decision Metrics 
(TDM) model, which is updated in detail three times per year.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

EU: Austria, Belgium, Bulgaria, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Greece, Germany, Hungary, 

Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, Netherlands, Poland, Portugal, Romania, Slovakia, Slovenia, Spain, 

Sweden, UK 

Non-EU Europe is all European countries (listed below) outside EU 

Northern Europe: Denmark, Finland, Iceland, Ireland, Norway, Sweden, UK   

Western Europe: Austria, Belgium, France, Germany, Luxembourg, Netherlands, Switzerland   

Southern/Mediterranean Europe: Albania, Bosnia-Herzegovina, Croatia, Cyprus, FYR Macedonia, Greece, Italy, Malta, 

Montenegro, Portugal, Serbia, Slovenia, Spain, Turkey 

Central/Eastern Europe: Armenia, Azerbaijan, Bulgaria, Czech Republic, Estonia, Hungary, Kazakhstan, Kyrgyzstan, Latvia, 

Lithuania, Poland, Romania, Russian Federation, Slovakia, Ukraine, of which  

Central Europe & Baltic countries: Bulgaria, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia

   

2010 2011 2012 2013 2014 2015 2010 2011 2012 2013 2014 2015

World 6.4% 4.5% 1.7% 3.1% 4.6% 4.7% 6.5% 4.8% 1.9% 3.4% 4.8% 5.0%

Americas 6.5% 3.9% 3.2% 4.1% 5.1% 4.2% 5.7% 4.3% 3.7% 4.1% 5.2% 4.6%
North America 6.5% 2.8% 2.8% 4.6% 5.2% 4.2% 5.8% 3.7% 2.7% 3.8% 4.5% 4.0%
Caribbean 2.9% 3.6% 2.9% 3.2% 3.8% 3.9% 2.6% -1.2% 6.4% 4.3% 3.5% 3.7%
Central & South America 8.7% 7.4% 4.4% 3.2% 5.3% 4.4% 6.1% 8.0% 6.8% 5.1% 8.1% 6.8%

Europe 2.9% 6.2% -0.7% 0.9% 3.5% 4.2% 2.2% 4.8% -0.7% 1.2% 4.0% 4.6%
EU 2.4% 5.8% -1.0% 0.2% 2.7% 3.5% 0.4% 4.2% -1.1% 0.7% 3.3% 4.0%
Non-EU 4.5% 7.7% 0.2% 3.4% 6.1% 6.4% 9.4% 7.0% 0.7% 2.7% 6.0% 6.5%

Northern 0.7% 5.7% 1.7% 0.3% 3.8% 3.1% -1.4% 6.3% -0.8% 1.3% 3.8% 4.2%
Western 3.6% 3.5% -0.1% -0.3% 1.8% 2.8% 0.3% 3.4% -1.3% 0.8% 2.3% 3.0%
Southern/Mediterranean 2.8% 7.6% -2.5% 1.4% 3.4% 4.6% 3.0% 1.7% -1.8% -0.5% 2.6% 4.0%
Central/Eastern 3.1% 8.3% 0.1% 2.2% 5.9% 6.0% 6.9% 7.6% 0.9% 2.6% 6.7% 6.9%
 - Central & Baltic 3.9% 9.0% 0.3% 0.8% 4.9% 5.3% 1.6% 5.8% 1.5% 2.4% 7.6% 7.4%

Asia & the Pacific 13.1% 6.3% 5.2% 6.2% 6.2% 5.9% 13.0% 6.8% 6.3% 6.5% 6.4% 6.0%
North East 13.8% 3.8% 7.2% 6.8% 6.7% 6.0% 11.2% 4.6% 7.3% 6.8% 6.5% 6.1%
South East 13.2% 10.3% 2.7% 5.5% 6.0% 6.3% 20.4% 9.9% 4.1% 6.2% 6.2% 5.7%
South 15.5% 11.5% 4.9% 5.2% 4.6% 5.2% 8.0% 17.0% 6.5% 7.9% 8.2% 7.5%
Oceania 4.4% 2.7% 2.0% 5.5% 4.1% 3.9% 10.1% 7.9% 2.7% 0.9% 2.1% 2.9%

Africa 9.0% -8.0% 7.0% 5.2% 5.2% 4.7% 5.9% 1.5% 4.1% 4.1% 5.3% 5.5%

Mid East 13.5% -0.7% 1.6% 5.7% 5.5% 5.7% 12.0% 0.7% -2.5% 2.3% 2.7% 4.3%

* Inbound is based on the sum of the country overnight tourist arrivals and includes intra-regional flows
** Outbound is based on the sum of visits to all destinations

Inbound*

TDM Visitor Growth Forecasts, % change
Outbound**
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The basic flow of the TDM model is shown below. 

 Tourism Demand for each market is derived from macroeconomic trends and 
forecasts from the Oxford Economics global forecasting model.   

 Each destination’s share of the total global outbound demand is calculated 
according to both price and non-price competitiveness factors. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 Oxford Economics Macroeconomic Model (180 Countries)
Real GDP 

           For each origin market  Consumer Spending 
Exchange rates (bi-lateral) 

Outbound Spending by Market (180) 
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Inbound Spending by Market (180) 
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Global 
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Origin-Destination Travel Flows (180 Countries) 
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Destination 
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Policy  
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Inbound Visits by Market (180) 
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2.2 Economic Outlook 

Four forces shaping the global economy 

 Austerity: governments continue to tighten budgets which is weighing on 
economic growth 

 Loose monetary policy: global central banks move to lower interest rates and 
inject funds in a bid to support growth  

 Slowdown: leading indicators suggest a widespread moderation with 
manufacturing contracting in most major economies  

 Uncertain US recovery: as a major source of export demand for other large 
developed and developing economies, recent weak US jobs growth and a 
decline in manufacturing raises questions about the durability of a recovery in 
export demand 
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2011 2012 2013 2014 2015 2016
Real GDP
      North America
           United States 1.8 2.2 2.3 2.8 3.0 3.0
           Canada 2.4 2.0 2.2 2.6 2.7 2.5
      Europe
           Eurozone 1.5 -0.5 0.1 1.1 1.3 1.4
              Germany 3.1 0.8 1.0 1.7 1.7 1.6
              France 1.7 0.0 0.5 1.2 1.2 1.3
              Italy 0.5 -2.3 -0.5 0.5 0.8 1.0
           UK 0.8 -0.3 1.2 2.3 2.4 2.5
           EU27 1.5 -0.3 0.4 1.5 1.7 1.8

      Asia
           Japan -0.7 2.0 1.3 2.6 1.6 1.2
           China 9.2 7.2 8.1 9.1 8.7 8.1
           India 7.5 5.6 6.6 7.7 8.0 8.0

      G7 1.4 1.3 1.6 2.3 2.3 2.2
      World 2.9 2.3 2.6 3.5 3.6 3.5
      World 2005 PPPs 3.8 3.1 3.4 4.3 4.5 4.3
      World trade 6.6 2.5 5.1 7.0 6.8 6.4
Inflation (CPI)
      North America
           United States 3.1 1.9 2.2 2.2 2.4 2.3
           Canada 2.9 1.4 1.6 2.4 2.2 2.2

      Europe
           Eurozone 2.7 2.3 1.7 1.4 1.3 1.3
              Germany 2.3 1.9 1.4 1.4 1.4 1.5
              France 2.1 2.0 1.6 1.6 1.4 1.3
              Italy 2.8 3.1 2.6 1.8 1.1 1.2
          UK 4.5 2.7 2.0 1.7 1.5 1.6
          EU27 3.1 2.5 1.8 1.6 1.4 1.5
      Asia
          Japan -0.3 0.0 0.1 1.3 1.1 1.0
          Emerging Asia, excl Japan 6.6 5.0 4.8 4.6 4.5 4.4
              China 5.4 2.6 2.6 2.9 3.0 3.0
              India 8.9 9.3 6.2 4.4 4.1 3.9

      World 4.4 3.2 2.1 2.1 2.0 2.0
Exchange Rates
         US$ Effective 70.9 73.8 76.6 80.3 82.7 83.3
         $/€ 1.39 1.27 1.23 1.17 1.12 1.13
         ¥/$ 79.7 79.8 87.2 93.7 95.7 97.4
Commodity Prices
         Brent Oil ($/bl) 111.3 110.8 101.3 106.4 112.4 117.0

Summary of International Forecasts
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2.2.1 UK Economy  

The third release of Q2 GDP data saw the outturn revised up from -0.5% to -0.4%. 
Recently, high frequency data have generally surprised on the upside. Industrial 
production rebounded strongly in July, with monthly growth of 2.9% more than 
reversing the decline caused by the extra bank holiday in June. Retail sales were 
thought to be one of the few indicators likely to achieve better results in June 
because of the extra holiday, but sales rose again in July.  

Meanwhile the manufacturing and services PMIs both recorded higher activity 
balances in August, with services activity expanding at its strongest rate since 
March. This reinforces our belief that we will see a firm rebound in GDP in Q3, as 
the bank holiday effects unwind and the Olympic Games provides a further modest 
boost. However, our forecast of quarterly growth of 0.7% is relatively cautious and 
takes account of the fact that recent outturns have disappointed expectations. 

Inflation surprised on the upside in July, with the CPI measure edging up from 2.4% 
to 2.6%. This was largely a function of two unusual seasonal factors: clothing 
retailers discounted more aggressively in June, rather than in July; and the normal 
summer increase in air fares came earlier this year. These effects should unwind 
over the next few months. 

Though the ECB’s bond purchase programme has quelled the most immediate 
pressures, the Eurozone crisis remains a very live threat. We have made some 
substantial downward revisions to our medium-term forecasts for Eurozone GDP 
growth, with the region facing something of a lost decade. Alongside this we also 
expect the euro to weaken further, leading sterling to gain around 7% on a trade-
weighted basis over the next three to four years.  

With the UK exporting around 50% of its goods to the Eurozone, the prospect of a 
combination of weaker demand and reduced competitiveness have led us to revise 
down our expectations for UK export growth and, therefore, GDP growth.  

Our forecast shows GDP falling by 0.3% this year, before growing just 1.2% in 
2013. Over the period from 2014-16, we expect growth to average 2.4% a year, 
down from 2.7% in our August forecast. Furthermore, the risks remain skewed to 
the downside, with the threat of a Eurozone breakup still very much a possibility. 

Having authorised a further £50bn of asset purchases in July and implemented the 
Funding for Lending Scheme (FLS) in August, the Monetary Policy Committee 
(MPC) appears to be content to sit back and judge the effectiveness of these 
instruments before committing to any further policy changes. We are cautiously 
optimistic about the likely effects of the FLS, which should help cut the cost of 
credit. However, it seems unlikely that this alone will be sufficient and we expect the 
MPC to make another round of asset purchases in November. 
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Further QE plus a weak growth outlook will keep gilt yields at very low levels. A 
large output gap should also push inflation down over the medium-term, giving the 
Bank of England plenty of scope to keep monetary policy very loose for a prolonged 
period. We expect Bank Rate to remain at 0.5% until at least 2016. 
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2.2.2 Eurozone Economy 

The outturn for Q2 GDP was broadly in line with expectations, down 0.2% in the 
quarter. We think that further declines in activity will follow in the second half of this 
year, leading to a 0.5% contraction for 2012 as a whole. Most countries are 
expected to fall back into recession, or at best to stagnate.  

With both governments and the private sector attempting to reduce debt while 
incomes are dampened by weak activity, any significant upturn in growth is unlikely 
next year. We expect the economy to stagnate in 2013.  

The ECB did not disappoint in its decision to start a large scale bond purchase 
programme. This move towards a more activist role for the ECB is necessary to 
preserve the euro in its current form. 

ECB action alone is not sufficient to kick-start growth, however. But we expect that 
other measures, such as progress towards banking and fiscal union, will progress 
in a piecemeal and slow fashion.  

The most likely outlook for the Eurozone is a ‘lost decade’ for growth. Slow policy 
progress and a protracted dampening effect on activity from deleveraging has led 
us to revise down our medium-term forecast. We now expect GDP growth to 
remain below 1.5% until 2017-18, having previously expected it to pick up to around 
2%. This means that unemployment will continue to rise until at least 2014.  

With such a large social cost for keeping the Eurozone together, there is a high risk 
of a breakup at some point in the next five years. 
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2.2.3 US Economy 

The slow pace of growth is not enough to reduce the negative output gap, which we 
estimate to be 4.5% of GDP. We expect the gap to remain at this level until 2013 
Q3, when it will eventually begin to decline. Deflation has so far been avoided 
because nominal wages have held up, oil prices have not fallen and food prices 
have been rising. As a result, our outlook for the consumer price index (CPI) is to 
average 2.1% over 2012-2014. 

Our GDP forecast remains at 2.2% for 2012, but we now expect GDP to grow by 
2.3% in 2013, up 0.2% from last month, mainly because of the impact of the drought 
on farm inventories. Exports and business investment will continue to slow 
throughout this year, but we expect a gradual improvement in 2013. 

Unemployment is forecast to average 8.2% this year, although monthly data are 
affected by changing demographic and labor force flows. Risks are generally tilted 
to the downside given foreign and domestic political uncertainty. 

We expect the Federal Reserve to push back its first rate hike until 2015 Q4. More 
asset purchases are on the table, but are likely to be implemented at a later meeting 
to provide time for consensus. 
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2.2.4 Global Economy 

Recent weeks have seen something of a disconnection between news on global 
growth and the performance of financial markets. GDP figures for Q2 for most of the 
major economies showed weak activity, and indicators for Q3 have shown few signs 
of improvement. Output is set to contract in the Eurozone and Japan, while growth 
remains well below trend in the US.  

And in the emerging markets, incoming data from China has scotched hopes that 
the slowdown would bottom out in Q3, with Chinese weakness having a negative 
knock-on effect on its neighbours. We now expect Chinese growth at 7.2% this year 
and 8.1% next (versus 7.5% and 8.4% last month), with Japan’s growth for 2013 
down to 1.3% (from 1.7%) and India’s growth for 2013 to 6.6% (from 7.6%).  

Despite these gloomy trends, global stock markets have rallied around 6% from 
their July averages, financial stress measures have eased and some cyclical 
commodity prices have also gained. This seems to be mostly linked to expectations 
of central bank action to boost growth. This is most obviously the case in the 
Eurozone, where the announcement of a bond purchase plan by the ECB has seen 
a considerable easing in financial stress measures. 

However, while this move is welcome, it is no panacea. Indeed, this month we are 
revising down significantly our medium-term growth forecasts for the Eurozone. We 
expect a long and painful period of deleveraging which policy will be unable to fully 
offset, leading to something akin to a ‘lost decade’. 

Markets also appear to be pricing in considerable further action by the US Fed. But 
such action, if it materialises, may only be enough to keep US growth at its current 
tepid pace – especially if it is triggered by serious weakness elsewhere in the world 
economy.  
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3 Scenarios 
3.3 Scenario A1: Best case scenario 

Within the best case scenario: 

• The current level of VisitBritain marketing is maintained 

• Policy reforms are implemented to boost transport capacity, reduce taxation, 
and increase visa liberalisation 

An improved policy mix alongside good marketing should take the total number of 
international visitors to over 60mn by 2030. And these international tourists are 
estimated to generate almost £80bn. Between 2012 and 2030, the expected 
average growth rate of international visitors is 3.7% while the comparable rate for 
revenue is 8.1% (real is 6.1%). The jump in the growth rate in 2023 and 2024 
represents the extra capacity from a runway coming online and eased constraints. 
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3.4 Scenario A2: Status quo extended scenario 

Within the status quo extended scenario: 

• The current level of VisitBritain marketing is maintained throughout the period 

• Transport, tax and visa policies remain unreformed 

An unreformed policy mix alongside good marketing should raise the total number of 
international visitors to almost 50mn by 2030. And these international tourists are 
estimated to generate over £60bn. Between 2012 and 2030, the average growth 
rate of international visitors is an expected 2.4%, while the comparable rate for 
revenue is 6.6%. The expected number of visitors in 2030 is 17m higher than in 
2012. 
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3.5 Scenario B1: Mixed scenario 

Within the mixed scenario: 

• The current level of VisitBritain marketing ebbs away towards the end of the 
5-year Comprehensive Spending Review 

• Policy reforms are implemented to boost transport capacity, reduce taxation, 
and increase visa liberalisation 

An improved policy mix alongside a weaker marketing strategy would take the total 
number of international visitors to 60mn by 2030. And these international tourists 
are estimated to generate over £75bn. These arrivals and revenue values are 21% 
and 25% more than under scenario A2 assumptions, but both are 3% lower than in 
scenario A1.  
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3.6 Scenario B2: Worst case scenario 

Within the worst case scenario: 

• The current level of VisitBritain marketing ebbs away towards the end of the 
5-year Comprehensive Spending Review 

• Transport, tax and visa policies remain unreformed 

An unreformed policy mix alongside a weaker marketing strategy takes the total 
number of international visitors to 48.0mn in 2030. And these international tourists 
are estimated to generate less than £60bn.  

Between 2012 and 2030, the average growth rate of international visitors is an 
estimated 2.2% while the comparable rate for revenue is 6.4%. Although growth in 
inbound tourists is much lower under these assumptions, the number of visitors in 
2030 is expected to be 16m higher than in 2012. Arrivals and revenue is 3% and 3% 
lower than their comparable indicators in scenario A2. Meanwhile international 
visitors and total spend 22% and 25% lower than in scenario A1.  
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3.7 Scenario Comparison 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2011 2012 2015 2020 2025 2030
Visitors ('000) 30628.6 32480.8 35197.3 42091.0 51576.9 61932.6
 - annual ave % growth 6.0% 1.6% 3.6% 4.1% 3.7%
Total spend (£mn) 18091.7 19073.8 22555.9 33563.3 51820.6 78102.3
 - annual ave % growth 5.4% 3.4% 8.3% 9.1% 8.6%
Real spend (£mn, 2012 price) 18591.6 19073.8 21442.2 29120.4 40722.4 55589.4
 - annual ave % growth 2.6% 2.4% 6.3% 6.9% 6.4%

A1 - Best case scenario 
(good marketing, improved policy)

2011 2012 2015 2020 2025 2030
Visitors ('000) 30628.6 32480.8 35197.3 40191.0 49676.9 60032.6
 - annual ave % growth 6.0% 1.6% 2.7% 4.3% 3.9%
Total spend (£mn) 18091.7 19073.8 22555.9 32061.4 49933.5 75739.0
 - annual ave % growth 5.4% 3.4% 7.3% 9.3% 8.7%
Real spend (£mn, 2012 price) 18591.6 19073.8 21442.2 27817.3 39239.4 53907.3
 - annual ave % growth 2.6% 2.4% 5.3% 7.1% 6.6%

B1 - Mixed scenario 
(bad marketing, improved policy)

2011 2012 2015 2020 2025 2030
Visitors ('000) 30628.6 32480.8 33752.3 37932.1 42773.6 48048.1
 - annual ave % growth 6.0% 0.8% 2.4% 2.4% 2.4%
Total spend (£mn) 18091.7 19073.8 21477.3 29984.4 41915.8 58316.5
 - annual ave % growth 5.4% 2.4% 6.9% 6.9% 6.8%
Real spend (£mn, 2012 price) 18591.6 19073.8 20416.8 26015.2 32938.8 41506.8
 - annual ave % growth 2.6% 1.4% 5.0% 4.8% 4.7%

B2 - Worst case scenario 
(bad marketing, current policy)

2011 2012 2015 2020 2025 2030
Visitors ('000) 30628.6 32480.8 33752.3 39832.1 44540.7 49713.2
 - annual ave % growth 6.0% 0.8% 3.4% 2.3% 2.2%
Total spend (£mn) 18091.7 19073.8 21477.3 31486.3 43670.8 60387.5
 - annual ave % growth 5.4% 2.4% 8.0% 6.8% 6.7%
Real spend (£mn, 2012 price) 18591.6 19073.8 20416.8 27318.3 34318.0 42980.9
 - annual ave % growth 2.6% 1.4% 6.0% 4.7% 4.6%

A2 - Status quo extended scenario  
(good marketing, current policy)
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