Air Passenger Market Analysis May 2020
Domestic air travel demand shows early signs of recovery

¢ Industry-wide revenue passenger-kilometres (RPKs) contracted by 91% year-on-year in May, compared to the 94%
annual decline observed in the last month.

e The slight improvement from the low point in April was driven by developments in domestic markets. International
RPKs fell by close to 100% year-on-year for the second consecutive month.

o Despite widespread aircraft grounding and flight cancellations, global passenger demand fell faster than capacity.
As a result, the industry-wide load factor declined by 31ppts vs a year ago, to 50.7%.

Pressure on passenger volumes eased modestly or had strict quarantine measures in place that
Although air travel demand lingered around its discouraged potential passengers from taking a flight.
historical minimum amidst COVID-19, the annual As was the case in April, the Asia Pacific region posted
contraction was marginally smaller than that recorded the least worse outcome, with RPKs down 83% year-
last month. Revenue passenger-kilometres (RPKs) fell on-year. A more significant uptick in demand is
by 91% year-on-year in May vs. a 94% decline in April. expected in June as many countries — notably in
Seasonally adjusted RPKs lifted by ~1% (Chart 1). Europe - ease their lockdowns and airlines partly
Chart 1 - Air passenger volumes restore some of their seat capacity.
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Air passenger market overview - May 2020
World May 2020 (% year-on-year) % year-to-date
share! RPK ASK  PLF (%-pt)>  PLF (level)® RPK ASK  PLF (%-pt)>  PLF (level)®
TOTAL MARKET 100.0% -91.3% -86.0% -31.0% 50.7% -52.2% -44.8% -11.0% 70.5%
International 63.8% -98.3% -95.3% -51.9% 28.6% -54.5% -49.6% -7.8% 72.9%
Domestic 36.2% -79.2% -69.2% -27.2% 56.9% -48.3% -36.2% -15.7% 67.1%
9% of industry RPKs in 2019 2y ear-on-year change in load factor 3Load factor level
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Demand drivers were unsupportive in May

The main drivers of air travel demand were
unsupportive of RPK developments in May amid the
adverse impacts of the COVID-19 crisis.

Despite a moderate rebound from the April low,
operating conditions in the manufacturing and service
sectors remained challenging and pointed to a further
deterioration in GDP growth in the second quarter
across advanced and emerging markets (Chart 3).
Moreover, unemployment rates have spiked around
the globe, weighing on the available income of
potential travelers.

Chart 3: Economic conditions (monthly data from
composite PMIs, selected markets)
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Passenger sentiment remains subdued. According to
the latest survey conducted in June, travelers have
become more cautious about air travel than three
months ago. A total of 45% of respondents stated that
they were intending to fly within two months from the
time the pandemic is contained, down from the 64%
share recorded in April's survey. The majority now
anticipates a return to air travel no sooner than in six
months (Chart 4).

Chart 4 — Survey data for air traveler confidence
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Based on our latest estimates, air travel demand will
startits gradual recovery in Q3 and Q4, butreach 2019
levels only in 2023. Restoring consumer confidence
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about flying will be one of the crucial elements for this
recovery.

Domestic markets to recover first

Domestic markets are expected to lead the industry
recovery from the crisis. Some of the key domestic
routes that we regularly track have already shown
signs of improvement in May and June (Chart 5).

The number of flights has been increasing slowly but
surely on the US and Japan domestic routes in June.
The Russian market has shown one of the fastest
rebounds so far, with flights down ~40% year-on-year
in the second half of June, compared to an 80%
decline in April. China has been registering demand
improvement since mid-February, providing some
guidance for the possible path of recovery in the rest
of the industry. However, that gradual improvement
has been more recently interrupted by flight
cancellations to and from Beijing amidst an increase in
the number of new infections.

Chart 5: Flights in selected domestic markets

Flights on domestic markets
% change yly

40% -
20%

0% t t + + +

Japan
-20% - domestic

-40% - \ China
domestic
us

domestic

-60% -

-80% -

-100% -
Jan-20  Feb-20 Mar-20 Apr-20 May-20 Jun-20

Source: IATA Economics analysis based on data provided under license by FlightRadar 24. All rights reserved.

International demand will take more time to recover.
The rebound will depend on reducing the risk of virus
transmission from one country to the other as well as
on the strictness of quarantine and other restrictive
measures after passenger arrival.

Load factors reach record lows for another month

Industry-wide available seat-kilometers (ASKs)
contracted by 86% year-on-year in May — a decline
broadly unchanged from the previous month (-87%).

Despite widespread aircraft grounding and flight
cancellations, passenger demand fell five percentage
points faster than capacity over the past year. As a
result, the industry-wide load factor dropped by
31ppts on a year ago (vs. 47ppts in April), reaching a
new record-low for the month, at 50.7% (Chart 6).

The sharp falls in load factors were broad-based with
airlines in four of the six regions marking new record
lows this month. The largest PLF declines were
recorded by African carriers (down more than 60ppts



yoy), reflecting both a larger decline in demand and a
smaller capacity adjustment than the industry
average. Asia Pacific and Latin America were the only
regions to deliver a load factor above 60% this month;
a decline of around 20ppts compared with a year ago.

Looking ahead, capacity planning in the near-term will
be especially challenging for airlines. There are
indications that passengers have changed their
booking behavior amidst the COVID crisis, buying
their tickets much closer to the date of departure than
was the case previously. This change in the timing of
ticket purchases has reduced airlines’ visibility on
future demand in an already highly uncertain
environment.

Chart 6 — Passenger load factors by region
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Int'l demand remained down amidst border closures

International RPKs declined by 98.3% year-on-year in
May - essentially unchanged from -98.4% in the
previous month.

The annual fall of close to 100% was broad-based
across all regions (Chart 7) and key international
routes.

Chart 7 - International RPK growth, yearly (airline
region of registration basis)
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That said, seasonally adjusted passenger volumes
lifted slightly in the Asia Pacific region since China and
South Korea restored some of its international flight
connections in May. The gradual opening of borders
and, for some countries, the creation of travel
‘bubbles’ or ‘corridors’ should result in further gradual
improvement in international RPKs over coming
months.

Domestic RPKs showed signs of recovery

The latest data show that domestic markets
performed comparatively better than international
routes this month.

Domestic RPKs contracted by 79% year-on-year in
May, compared to an 86% annual fall in April
Seasonally adjusted RPKs also moved higher, up 34%
month-on-month.

China was one of the key markets contributing to the
overallimprovement, with the RPK contraction slowing
by 15ppts to -50%yoy. Its domestic load factor also
fared comparatively better than in other key domestic
markets (at 69%).

Chart 8 - Domestic RPK growth by market
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The US domestic market also showed a smaller annual
decline in May, with RPKs down 90% year-on-year
compared to 96% contraction in April.

The remaining key domestic routes recorded broadly
unchanged annual falls from the previous month. In
fact, the rate of decline accelerated modestly in
domestic Japan (-90.7%yoy) and Australia (-96.6%).

Domestic Brazil was the only market where the annual
fall in capacity broadly matched the contraction in
demand. Its load factor was the highest amongst the
key domestic routes (71.2%) and also fell less
dramatically than in the other main domestic markets
(down 11ppts).
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World May 2020 (% year-on-year) % year-to-date

share’ RPK ASK  PLF (%-pt)>  PLF (level)® RPK ASK  PLF (%-pt)>  PLF (level)®

TOTAL MARKET 100.0% -91.3% -86.0% -31.0% 50.7% -52.2% -44.8% -11.0% 70.5%
Africa 2.1% -97.9% -79.9% -60.6% 7.1% -48.5% -39.2% -10.9% 60.2%
Asia Pacific 34.6% -82.7% -77.6% -18.4% 62.0% -55.1% -47.0% -12.5% 69.1%
Europe 26.8% -97.7% -95.5% -41.0% 42.7% -53.7% -49.9% -6.3% 76.6%
Latin America 51% -95.4% -93.8% -21.0% 62.3% -445% -41.2% -45% 77.6%
Middle East 9.1% -97.9% -939% -47.6% 25.5% -47.7% -43.7% -5.4% 69.5%
North America 22.3% -925% -83.1% -48.0% 38.1% -50.0% -37.2% -16.9% 66.6%
International 63.8% -98.3% -95.3% -51.9% 28.6% -54.5% -49.6% -7.8% 72.9%
Africa 1.8% -98.2% -77.8% -61.8% 5.3% -48.6% -38.7% -11.4% 59.0%
Asia Pacific 19.1% -98.0% -95.1% -46.6% 32.1% -58.7% -52.3% -10.7% 70.0%
Europe 24.0% -98.7% -97.5% -41.7% 42.4% -54.9% -51.9% -5.3% 78.3%
Latin America 2.7% -98.1% -96.6% -38.1% 459% -485% -45.2% -5.0% 77.4%
Middle East 8.7% -98.0% -939% -49.1% 239% -47.8% -43.7% -55% 69.4%
North America 7.5% -98.2% -94.5% -56.7% 27.2% -53.5% -47.6% -9.3% 72.7%
Domestic 36.2% -79.2% -69.2% -27.2% 56.9% -48.3% -36.2% -15.7% 67.1%
Dom. Australia® 08% -96.6% -91.8% -44.3% 31.8% -47.8% -42.4% -7.3% 712%
Domestic Brazil* 1.1% -91.1% -89.8% -105% 712% -39.2% -37.6% -2.0% 80.2%
Dom.ChinaPR.* 9.8% -49.9% -38.8% -152% 68.8% -55.0% -43.8% -16.9% 67.9%
Domestic Japan* 17.1% -90.7% -75.1% -45.8% 27.3% -47.8% -27.5% -20.0% 51.3%
Dom.Russian Fed. 1.5% -82.7% -67.1% -37.9% 42.0% -37.4% -23.8% -14.1% 64.6%
Domestic US* 74.0% -89.5% -76.7% -47.9% 39.5% -48.0% -31.4% -20.4% 63.9%

% of industry RPKs in 2019 2y ear-on-year change in load factor 3Load factor level

“Note: the six domestic passenger markets for w hich broken-dow n data are available accounted for 28% of global total RPKs and approximately 78% of total domestic RPKs in 2019

Note: The total industry and regional grow th rates are based on a constant sample of airlines combining reported data and estimates for missing observations. Airline traffic is allocated
according to the region in w hich the carrier is registrated; it should not be considered as regional traffic.
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