Can international tourism ever
recover?
We look at what might reignite demand for overseas travel and whether the
downturn could profoundly change some countries' economies.

Travel restrictions are slowly being lifted, but most people are more likely to be jumping into their
cars to go on holiday than onto an aircraft.
So, can international tourism ever recover? And might the slump force some countries to reorder
their economic priorities?

Lessons from previous crises
The UNWTO (United Nations World Tourism Organization) has looked at three periods which
weighed on international travel over recent years: SARS, the Global Financial Crisis (GFC) and 9/11.
The subsequent recoveries are shown in the chart below.
The current coronavirus crisis appears to be a rather potent cocktail of all three of these events: a
viral epidemic more widespread than SARS, an economic downturn sharper than the GFC, and a fear
of flying comparable to the aftermath of 9/11.
This points to a trough far greater than the 45% downturn in international travel seen nine months
into the GFC. Indeed, data from the International Air Transport Association (IATA) showed global
demand in April, measured in revenue passenger kilometres or ‘RPKs’, as having plunged 94.3%.
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Chart: Previous recoveries in air travel

Source: UNWTO. Month 0 is set to September 2001 for September 2011 attacks, March 2003 for SARS, and January 2009 for the
Global Financial Crisis.

The length of the recovery is likely to come down to which of the three factors – the virus, the
economic recession or the fear of flying – lasts longest. The limited evidence above suggests that an
improvement in economic conditions will be what reignites demand for travel.
Are ‘staycations’ here for the long haul?
In many ways it seems intuitive for there to be a sustained increase in demand for domestic
holidays. A wariness of squeezing into planes and an increase in red-tape at airports adds to existing
concerns around the environmental impact of overseas holidays.
The move towards “staycations” might also be encouraged by a long-term rise in air travel costs. In
the near term, prices are forecast to remain low. The International Air Transport Association (IATA)
said it expects “significant discounting…to stimulate demand". However, prices may rise in the long
term because of the heavy hit to supply.
Data from travel analytics firm ForwardKeys shows airline seat capacity down 77% year-on-year
globally at the start of April. This is largely down to a number of airlines having gone bankrupt, and
others retiring large swathes of their fleet. At least some of this hit will be permanent. This may
result in a greater degree of monopoly power for those remaining airlines, particular along lesstravelled routes.
The reduction in planes flying is compounded by a decline in seats per plane. If airlines are forced to
keep the middle seat empty for social distancing purposes, capacity would fall to around 67%
(though this figure will vary depending on the seat configuration).
Given that the IATA forecasts breakeven capacity rate to be 73% in 2020, it seems likely that airlines
will need to raise prices for those passengers who do get a seat.
That said, the path for air fares remains highly uncertain. It is also doubtful whether domestic
tourism is a particularly strong substitute for international tourism over the longer-term. Few
nations can boast the range of climates and experiences available to international travellers;
Blackpool - despite its charms - is no Barbados.
In addition, this is more than just a viral pandemic - the sharp recession and resulting
unemployment will almost certainly induce a rise in precautionary savings that will weigh on tourism
of any type. As outlined previously, these economic effects will likely linger longer than the fear of
travelling itself.
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Consequently, faith in domestic tourism providing anything more than a gentle buffer through this
crisis seems optimistic.
Could Covid-19 cure ‘Dutch Disease’?
One other consequence of the crisis may be a move to diversify economies which have an unhealthy
reliance on the tourism sector. The coronavirus crisis has been described by many as a reallocation
shock, and it would be no surprise to see some economies move to reduce their dependence on
tourism.
With growth in tourism outstripping GDP for each of the past nine years on a global level, many
governments have been content to ignore this underlying fragility. They may now be regretting this.
The alternatives to tourism may not be obvious, but opportunity might knock as nations free
themselves from a form of tourism-induced ‘Dutch disease’ (which is when the rapid development of
one sector of the economy precipitates a decline in other sectors).
A fall in international arrivals would ease upwards pressure on local currencies, enabling struggling
producers to better compete on the international stage.
With the number of jobs in the labour-intensive tourism sector dwindling, these same producers
may also see wage burdens ease as the pool of available workers swells.
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