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SUMMARY

e COVID-19 has severely restricted air travel—both domestic and international as well as business and leisure—
forcing many airlines to park the bulk of their passenger fleets and send workers home. Industry consolidation
is likely as this sector will be one of the hardest hit due to the ongoing global recession.

e Demand for urgent air cargo transport has increased due to a decline in alternative shipping activities, however,
the volume increase is minor compared with the loss in passenger traffic.

e Airlines and leasing companies are a vital demand driver for commercial aircraft manufacturing. As a result,
commerecial aircraft manufacturers and parts suppliers have been forced to idle capacity due to COVID-19 work
stoppages, and activity remains depressed as airlines and leasing companies delay deliveries or cancel orders.
Defence contracts and government support may offer partial relief.

e Therecovery in air travel requires a re-opening of international borders, which to a large degree, rests on the
global containment of the coronavirus. Airlines are likely to experience a two to three-year recovery phase, and
are expected to put parked aircraft back in the skies first, before placing orders for new aircraft.

e Asaresult, the recovery for commercial aircraft manufacturing and parts suppliers will likely take even longer than
for air travel. Some analysts expect it will be up to five years until demand in the aircraft manufacturing sector
returns to 2019 levels of activity.

The COVID-19 pandemic has created a global economic crisis. Necessary containment measures to prevent
the viral spread are severely limiting economic activity, and have rapidly pushed the global economy into the
sharpest and most synchronized downturn since the Great Depression.

A key feature of COVID-19 containment measures has been closing borders and restricting international and
domestic travel. Business and leisure travellers alike have cancelled trips and are staying in their homes, while
social distancing measures are in place, and non-essential businesses are shut down. In response to the massive
drop in activity, governments in advanced economies are providing wage and support packages, which in turn
has allowed some carriers to furlough workers, but this isn’t the case in emerging markets.

Carriers have parked most of their fleet and drastically reduced flight frequency. To stop COVID-19’s spread,
government measures have also required many aircraft manufacturers to halt production. Orders booked with
commercial aircraft manufacturers and associated aircraft parts manufacturers have plunged, as the carriers and
leasing companies delay or cancel orders for new aircraft in response to the fall in passenger activity. Airbus and
Boeing reported combined 229 plane order cancellations in March due to COVID-19.
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Global airlines have been hard hit by the loss of travel due to COVID-19. The International Air Transport
Association (IATA) estimates that by early April 2020 global flights were down nearly 80% on a year-over-year
basis. According to the Centre for Aviation’s website, it’s projected that by the end of May most carriers could
be bankrupt on a global scale in the absence of government support. Ultimately airline industry consolidation
is likely in such an environment. The IATA estimates that globally airlines will lose US$314 billion in revenues in
2020, which represents a drop of 55%. Of this, North American airlines are expected to suffer a US$64 billion
drop in 2020 revenues. In America, a US$25 billion payroll support program has recently been announced.

Canada’s largest carriers are Air Canada, Westlet, and Porter. On March 30, Air Canada announced 16,500

job cuts, and is now seeking financial support for its employees following the announcement of the “Canada
Emergency Wage Subsidy” program. Porter has suspended all operations until June. While cargo traffic is up
for some carriers, the association has urged governments to provide liquidity assistance to airlines to cope with
the steep decline in core revenue. The IATA currently estimates that it will be 2021 before passenger activity
recovers to levels seen in 2019.

Commercial aircraft manufacturers have also been forced to shut-down as they are a non-essential activity, but
they will face a fall-off in orders when they eventually return to work. In mid-April CERIUM, an industry source,
indicated that commercial aircraft manufacturers reported firm orders and optional orders for 10,670 and 2,400
planes, respectively. However, the same source indicated that the in-service planes stood at 36% of the entire
global commercial aircraft fleet. Since the end of February, Boeing reported 313 total aircraft orders were
removed with Max-737 jet cancellations totalling 150. Combined scheduled deliveries for Boeing and Airbus
totalled 2,700 aircraft for 2020-2021. Bombardier is reported to have halted production on March 24.

The rebound in activity for aircraft manufacturers and parts suppliers will be delayed. Many factors will impact
the recovery flight path including:

e containment measure to control the spread of COVID-19 (and their ultimate effectiveness),
e the re-opening of international borders and the rebound in demand for travel (business and leisure); and

e the cost of jet fuel and decisions by carriers to reactivate parked aircraft or take newer fuel-efficient planes.

Given these variables, commercial aircraft manufacturers and parts suppliers are unlikely to see a rebound in

activity until 2025 and depending on the overall pace of global economic recovery this date could be pushed
off further.

GROSS DOMESTIC PRODUCT EMPLOYMENT NUMBER OF
SECTOR SUB-SECTORS (Dec 2019) (2019) COMPANIES
AEROSPACE Aerospace products Total: 1,061
AND AIRLINES and parts manufacturing $8.5 bn 51,349 SMEs: 1,042
(NAICS 3364) Large: 19
Air transportation Total: 300
(NAICS 481) $10.5 bn 74,660 SMEs: 281
Large: 19
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DAILY ACTIVE COMMERCIAL FLIGHTS, WEEKLY AVERAGE
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Source: Flight Radar 24

COVID-19 WORLDWIDE TRAVEL RESTRICTIONS
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*Restrictions as of April 14, 2020
Sources: IATA, U.S. Dept. of State, Bloomberg
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