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Legal disclaimer:
The situation surrounding COVID-19 is dynamic and rapidly evolving, on a daily basis.
Although we have taken great care prior to producing this presentation, it represents
Nekko Capital’s view at a particular point in time.
This presentation is not intended to:
(i)
(ii)

constitute medical or safety advice, nor be a substitute for the same; nor
be seen as a formal endorsement or recommendation of a particular response.

As such you are advised to make your own assessment as to the appropriate course of
action to take, use this presentation as guidance. Please carefully consider local laws
and guidance in your area, particularly the most recent advice issued by your local (and
national) health authorities, before making any decision.
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Macroeconomic forecast
According to Forbes, by the end of April, the impact of the coronavirus is
expected to add up to $910 billion in travel-related economic output. That’s
seven times the impact of 9/11.
Once the outbreak is over, it could take up to 10 months for the industry
to recover being Asia the one expected to be the worst affected. In this
regard, International travel could be adversely impacted by up to 25% this
year which is equivalent to a loss of three months of travel. By sector,
airlines and cruise ships were currently being more impacted than hotels.
Travel-booking platforms are seeing a drop of at least 30-50% in bookings
per market as restrictions are imposed.
In the following chart is shown the predicted employment loss in the travel
and tourism industry due to the coronavirus (COVID-19) pandemic
worldwide in 2020, by region (in millions)

Source: Statista, Reuters & World Economic Forum
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According with the last chart, the global travel and tourism market is
predicted to see a loss of 75.2 million jobs worldwide in 2020. The region
that is supposed to see the biggest loss from COVID-19 is the Asia Pacific
region, losing approximately 48.7 million jobs, while Europe is forecast to
be the second hardest hit with a forecasted employment drop of 10.1
million.
According to the Mobility Market Outlook on COVID-19, the global revenue
for the travel and tourism industry will be an estimated 568.6 billion U.S.
dollars in 2020 - a decrease of around 17% from the previous year.
Additionally, this is significantly lower than the original 2020 forecast of
around 712 billion dollars.
As we have mentioned the forecasted change in revenue, revenue figures
took into account are referred to those from cruises, hotels, package
holidays, and vacation rentals segments, from the travel and tourism
industry due to the coronavirus (COVID-19) pandemic in 2020 (in million
U.S. dollars) are shown in the following chart:

Source: Statista
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U.S. Travel Industry Warns Of $910 B Coronavirus Losses: Seven Times
9/11
In the third week of March, U.S. Travel Association which represents
approximately 150 travel-related businesses in the U.S. was estimating 4.6
million travel jobs were at risk. Only one week later, end of March, those
projections rose to 6 million job losses that could be lost by the end of April.
The economic effect of 6 million job losses could be translated in 400 billion
dollars in losses.

Tourism activity linked to the coronavirus will see spending across all
sectors – lodging, retail, restaurants, transportation and attractions –
plunge by 78% in the next two months. Whereas the forecast revenue
losses for the tourism industry as a result of the coronavirus will hit
hardest in April and May but continue to have a ripple on effect for the rest
of 2020.
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World Trade and Tourism Council projects a global loss of 75 million jobs
and $2.1 trillion in revenue.
Taking a snapshot of tourism losses is really difficult as data changes
constantly as virus spreads around the world. In 2nd of April, British Airways
was poised to suspend 36,000 staffers.
Based on travel restrictions and an expected global recession, IATA
estimates that global air transport industry revenues could fall $252 billion,
44 % below 2019’s numbers.

Source: IATA

One important factor to take into account is the cash positions of the
companies facing this crisis, in one hand we have Apple with enough cash
for next six years of expenses and, in the other hand, we have Delta and
United Airlines with less than two months of cash to cover expenses before
the coronavirus hit.
Airlines are suffering huge losses, and investors are worried, in this regard,
Warren Buffet has sold his 18% stake in Delta Airlines.
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An evolving situation
To better understand how complex is the situation and how it is evolving it
is enough to look at IATA forecasts: in only three weeks, revenue losses for
airlines increased from $113b to $250b. But not only airlines focus on
passengers, also cargo airlines, such as UPS and Fedex, will lose money,
around $87b in revenue this year, according with Airlines for America.
Not all U.S. hotels have
been affected in the
same
way.
Larger
upscale hotels, which
tend
to
hold
conventions,
were
severely hit. Hotels in
big cities and resorts
have also seen a larger
drop.
Source: National Geographic

Source: National Geographic
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The other sector that
has suffered as much as
transport is the lodging
sector, for instance,
Marriot has lost 75% in
revenue.
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Impact on TravelTech by country
In the following charts we can notice the impact of Covid-19 in countries
where tourism most contributes in billion dollars:
Tourism Contribution to GDP (in billion $)
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China: the largest outbound travel market in the world, in terms of
spending but Domestic Chinese travel will also suffer.
Currently, more than 180 M Chinese have passports, compared to about
147 M American passport holders. In 2018, Chinese tourist made 150 M
outbound trips, spending $277 billion in their travels abroad, according to
the UNWTO. If the virus lasts longer and is more severe than the 2003 SARS
crisis, it could lead to 25 M fewer outbounds trips by Chinese travelers this
year ($73 billion less spending), according to Tourism Economics, which also
forecasts $1.29 billion in losses in tourism revenue in Japan and $1.15 billion
in Thailand.
Hotels and Airlines in China have also suffered a lot. In Macao, Marriot´s
CEO has declared that occupancy plummeted to 1%. Hilton is also suffering
losses between $25 million to $50 million from the Company´s full year
earnings only due to China situation, said Hilton´s CEO. Airlines such as Air
France-KLM, warned that its earnings could fall by as much as $216 M
between February and April because of the outbreak. Australia´s Qantas
Airlines said the virus could wipe $100 M off of pretax profit from the
second half of the Company´s fiscal year (China is the largest source of
tourist to Australia). GDP of China will grow 1.2% according to the IMF.
The coronavirus outbreak hit in a very important moment for the Chinese
population, during the Lunar New Year Holiday. Chinese airlines have
suffered the hit of the coronavirus, more than 200,000 domestic flights in
China were canceled between January 23 and February 18, with companies
such as Lucky Air, China Southern and Xiamen Airlines which canceled
nearly 50% of their flights. InterContinental has closed or partially closed
160 of its 470 hotels in greater China. Airbnb is also feeling the effects,
suspending all bookings in Beijing until May, in accordance with
government guidance. Other areas, including Wuhan, suspended until
April.
Full recovery for China could take a long time, research firms forecast that
China´s outbound and domestic travel markets won´t fully recover until
about 2023.
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Japan: Tokyo Olympic Games postponed until 2021
The IOC announced that Tokyo Games will be postponed to 2021. This will
bring tremendous consequences for the Japanese economy.
When Tokyo was chosen to host the 2020 Olympic Games in 2013 was after
the massive earthquake suffered in 2011 and Japan has spent around $14b
at least. (44% the City of Tokyo, 45% the Japanese organizing committee
and 11% the Central Government).
Japan, before the coronavirus outbreak, was close to a recession, so this
has arrived at the worst possible time. Tourism in Japan was already
struggling before the coronavirus (diplomatic spat with South Korea). Japan
has seen a further fall in South Korean numbers, as well as a plunge in
travelers from China, which together accounted for nearly half the 31.9
million foreign visitors to the country in 2019. In February, the number of
foreign visitors to Japan fell 58.3% compared to a year early (a plunge of
87.9% in tourist coming from China).
GDP of Japan will shrink 5.2% according to the IMF and could be between
0.5 and 0.8%, according to Fitch and Nomura Investment Banking, with the
postponement of the Olympic Games.
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Germany: Issuing billions of debt
In 2009, Germany modified its constitution to limit structural deficits to the
very low 0.35% of GDP, but when coronavirus arrived Germany broke this
constitutional budget rule. GDP of Germany will shrink 7% according to the
IMF.
TUI, the largest leisure, travel and tourism company in the world has been
hugely impacted by the coronavirus. German financial institutions have
agreed to provide €1,800 millions to the group, in form of emergency funds,
to overcome the crisis, which increase its liquidity to €3,100 millions.
The strong lobbying by travel industry associations have been heard and
the government has favored the solution of money-back vouchers for
cancelled package holidays in order to prevent liquidity problems and job
losses throughout the sector. This means tour operators and travel agents
will not have to refund customers for holidays that were cancelled before
March 8.
Other big German companies are being impacted such as, FTI Group, the
third-largest European tour operator (€4.2b in turnover in 2019), which an
investor (33% stake in the firm) intends to take over a majority stake in the
company after the difficult situation FTI is facing.
Italy: The inception and epicenter in Europe
Confturismo, the country´s tourism association, stated that Italy already
lost 30 million tourists between March and May. A country with 4.2 million
of the population employed in the tourism sector, making up 12% of the
country´s GDP. The association is estimating a loss to exceed 200 billion
euros by the end of the year. GDP of Italy will shrink 9.1% according to the
IMF.
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Spain: a 13% GDP boosted by tourism with no tourists in the short term
Barcelona, Spain, a city with over tourism to no tourism. In the recent years,
nearly 30 million tourists annually have travelled to Barcelona where
tourist spending accounts for nearly a fifth of the revenue generated by
the city´s commercial sector.
In Spain, Easter holidays, are the starting point to the high season of tourism
but this year the virus has ruined the revenue of small and big businesses.
Indeed, the sector starts to give up the summer season with the only hope
that national tourism could palliate in some way the big losses that
Coronavirus is producing.
Mesa de Turismo is estimating losses around €90,000 millions in the sector.
A Deloitte study concludes that Spanish people will not travel abroad
normally until the end of 2020, although it will not be until 2021 when it
will recover the previous situation. GDP of Spain will shrink 8% according
to the IMF.
United Kingdom: Travel & Tourism will power the economic recovery
The UK economy is the six largest in the world in terms of the Travel &
Tourism sector´s contribution to GDP. According to the 2020 EIR, during
2019, Travel & Tourism was responsible for almost four million jobs, or 11%
of the country´s total workforce, generating nearly £200 billion GDP. GDP
of UK will shrink 6.5% according to the IMF.
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France: Tourism set to plummet by 30-40% due to Coronavirus
France is the most visited country in the world and GDP according to IMF
is expected to drop by 7.2% this year, reflecting the impact of an extended
coronavirus lockdown. Finance Minister, weeks ago, expected a drop of 6%
of GDP, but this was expecting the 1-month lockdown, however, last 13th
April, President Macron, announced an extended period that would
represent a 2-month lockdown.
Other Ministers, such as Budget Minister Gerald Darmain said that the
massive relief effort for bars, restaurants, hotels, shops and other
businesses closed during the lockdown will push France´s budget deficit up
to 9% of GDP this year.
30% of tourism contribution to GDP in France comes from international
visitors and 70% from domestic tourism spending and supports 2.9 million
jobs (10.9% of employment in the country).
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Community thoughts
Leaders insights: People will travel again, but it will not be the same
Companies like TravelPerk have seen bookings down by over 95% in a
context of Airlines have gone bankrupt, continues layoffs and hotel
converted in hospitals. We have seen in this report that the short-term
future of travel will be focus on domestic travel, but when things start to
get normal international travel will be different in different ways and
according with the TravelPerk´s CEO standpoint. What will we see?
• The queue at immigration will be longer than ever before as the
threat will come from abroad in the respective countries.
• Entrance in some countries could be refused without a certificate of
immunity.
• A regulated travel seasons due to the governments necessity to have
under control the healthcare systems which will increase prices.
• We will see different recoveries in terms of timing and strictness.
• Travel sanitizer packs will surge in order to add security to travels.
• Flexibility on add-ons when you book your trip with Covid-protection
travel optionality.
• When traveling abroad will be allowed again and a traveler in the
airport will cough will create social stigma and distancing.
• Domestic travel in the short term is a reality which indicates that
train will be preferable than a plane. In addition, train is much more
environmentally friendly and less crowded than a plane.
• Air quality will be a key feature in the future air travels.
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Main concerns
Before Covid-19, tourism sector was living its golden era with the OTAs in
the epicenter of this growth, in platforms such as eDreams, 45% of bookings
are made through phone. Also, another trend in the market is the adoption
of subscription models, eDreams having 550,000 subscribers and growing
at a pace of 150,000 new subscribers each quarter. We will see what
happens when the situation recovers.
Giants such as Booking.com are implementing a hiring freeze companywide until further notice, cutting non-essential business travel, reducing
marketing spending globally with its CEO, Glenn Fogel, positive on
coronavirus that has forego his salary during the crisis.
98% of Goldman Sachs employees are working from home and businesses
continue working. So, one question arises, and companies will consider in
the tremendous spending they do in corporate traveling will be necessary
in the future if things could be done without a physical presence.
Last November Rolf Schrömgens, former CEO of Trivago for 15 years, was
replaced by Axel Hefer due to the decrease of 97% in income ($11m a year
ago compared to $333k currently).
What will happen with this company during and after coronavirus?
They have stopped all advertisement and developers and data scientists
are working full steam on a product pipeline focused to offer the right
product to the client when this situation gets normal, obviously with no
clarity on when and different by market. Working together in one “office”
vs 1,200 offices.
There will be a time when customers will back to reality, but they haven´t
interacted with anybody for a long time. They haven´t been looking for
travel and they haven´t seen a TV commercial focused on travel. They
haven´t thought about travel at all.
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At that point in time, the clearest and most empathetic message to that
customer and the best product/need/fit will have a big advantage. One
key point in that matter to the client will be transparency and flexibility
that the company could offer to them as they will be scared.
In countries like the United States, where we have seen in our previous
report that the government has tried to palliate the negative economic
consequences of the virus launching economic insurance for workers who
have lost their job, the system to ask for helps have crashed due to high
demand not seen since 9/11.
The main concern in the industry is clear, the duration more than expected
of that crisis and the cash position of companies around the world and
everyone demands, even though with differences between markets, that
governments will have to bring much more money to the economy to avoid
a catastrophe… and some people starts to think about 2008 crisis situation.
Booking Holdings is issuing debt notes totaling $3.2 billion to more than a
dozen underwriters to pay off existing loans coming due and otherwise fund
ongoing corporate expenses.
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Market niche
New technology: touchless tech
Covid-19 has boosted touchless tech in some countries. Since we know that
the virus may live up to nine days on surfaces, the need for more touchless
tech is urgent.
In this regard, Etihad will be the first airline to trial new contactless selfservice technologies, developed by Elenium Automation. In partnership
with Amazon Web Services, Elenium has also developed ‘hands free’
technologies that enable touchless use of self-service devices through voice
recognition, thereby further minimizing the potential of any viral or
bacterial transmission.
Elenium’s airport self-service kiosk and retrofit module will now include:
• A touchless user interface using voice recognition (multiple
languages) control;
• A method to control a self-service device at an airport using head
control;
• A method to read passports by holding it open in front of a camera;
• A method to detect a passenger’s vital signs including temperature
and heart rate in a contactless way;
• Allow a person to speak to an agent in real time using telepresence
if required.
If someone tests outside of acceptable tolerance, the system will divert to
a teleconference or alert in-person staff, who can then make further
assessments and manage that passenger as appropriate.
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Startups insights
Perspectives on the sector
Covid-19 not only would restrict some business activities in the short term,
it also will change our social life and leisure time. Once the lockdown is
over, the way we spent our holidays will be different across regions around
the world.
Startups on TravelTech expect that short-term rental will end this crisis
reinforced. In particular, some of them think that clients will prefer
apartments more than hotels to enjoy their holidays because of prevention,
given that in apartments the contact with other people is less likely.
In accordance with public opinion, domestic travel would be the first one
to recover and these spaces prepared for social distancing with few
common areas would be essential.
In this regard, options such as rural / beach tourism will recover before
urban tourism.
Taking into account other aspects, data will be key, more than ever, in
order to focus on what really matters after crisis: revenue generation. Data
would represent a competitive advantage giving the right tools to
businesses to take the best decision to optimize revenue making them more
efficient.
In technology aspects, startups are clear, they are taking advantage of this
moment in order to, first develop their solutions according to the roadmap
of this year, and second, to integrate their solutions and new
functionalities with clients to be prepared for the end of the crisis and offer
its full potential at this time.
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Big and small companies have arrived to this crisis with cash flow problems
making them the most vulnerable to face the crisis and continue alive when
this end. Startups that were in the middle of a funding round have had to
decrease their expectations and reduce the amount of the round or make
a bridge round in the order to have cash to overcome the crisis at not very
attractive conditions in some cases.
Operationally, around the world, startups, especially on TravelTech, have
had to fire their employees, at least temporarily. In Spain with the “ERTE”
mechanism (in some cases affecting 90% of the payroll).
Renegotiations on the terms with suppliers is another measure very likely
in the last weeks.
We have noticed that the startup ecosystem shows its tech/online spirit
used to compete in a fast-paced environment and it has reacted very
efficiently to that difficult situation in general, giving response to the actual
needs of their clients.
In this regard, it seems that big companies with their slow pace have shown
more difficulties compared to small businesses reacting to business
problems but with a stronger cash position.
However, cash control is mandatory in these situations and in this sense,
smaller companies use to behave better.
What it´s true is that we´ll see huge losses in the sector, a new financial
figure, such as, EBITDAC could be useful to compare companies in that
period.
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During the crisis period, client support department along with technology,
will be the most important ones in order to retain clients and generate
loyalty.
Within TravelTech, the segment of business travel will be the last to
recover giving the case that companies would use other solutions to have
meetings to prevent infections. This also could represent a complete
change in the business travel context in the future, as companies are
noticing that videocalls for some meetings are equal effective as face to
face meetings, analyzing the cost that this represents for companies such
as consultants could impact in the travel policy companies will use in the
future.
Startups advocate for a concentrated market, after merges and distressed
companies, where efficiency, productivity, digitalization and security will
be the key elements in order to success in the sector.
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What’s next?
What is going to happen in the coming months?
• It’s likely that domestic corporate will be the first segment to
recover after travel restrictions ease. The domestic leisure segment
booking both via OTAs and direct channels will follow. Looking at how
the situation is currently unfolding; international business will take
the longest to recover.
• Demand around cancellation policies will change as a result of the
current situation. Travelers may have become more appreciative of
refundable rates, so hotels will have to keep a close eye on booking
behavior to see if and how it shifts.
• Innovation will be key: security systems based on Blockchain
technologies, IoT devices that allow social distance, AI to better
develop customer engagement strategies or AR applications among
others are good examples of innovation that could help the sector.
• Closer collaboration, alliances and partnerships between players in
the value chain; intermediary models more specialized and focused
to the customer needs; much more targeted and profitable
marketing spend on more specific targets.
• Crucial cooperation of public institutions with effective measures to
strengthen confidence and make tourism fit into society.
• Planning for possible future environmental crises.
• Immunity Passports: certificates to prove people are immune to
Covid-19 could ease restrictions.
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Public organizations Guidelines
UNWTO recommendations to restore confidence and stimulate demand
within the Travel and Tourism sector
• Communicate with transparency and support destinations and
companies to restore confidence among consumers to restart travel
as soon as the health emergency allows for it.
• Consider reviewing holiday schedules and, if possible, introduce
public holidays later in the year. Incentivize companies to provide
holiday vouchers to their staff to boost demand post crisis and, in
countries where government is a major employer, consider
supporting travel and tourism through employee benefits schemes.
• Invest in data and intelligence systems to monitor behavior,
anticipate trends and adjust product design and marketing
strategies.
• Identify and design special promotions for markets and segments
that tend to bounce back more quickly, such as special interest travel
or the domestic tourism market.
• Promote domestic tourism to start rebuilding national economies.
Domestic tourists are expected to be among the first to travel again
and reignite demand. Plans should be in place for marketing activities
and incentives that will facilitate domestic travel and encourage
increased length of stay. This can include more competitive prices,
special promotions or travel incentives by employers especially to
destinations that are heavily reliant on tourism.
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• Considering the impact of the crisis on the peak season of the
northern-hemisphere, efforts should be made to boost off peak
tourism products. This can include campaigns for year-round
experiences and events, preparing the sector to adapt their activities
and manage tourism flows, and encouraging connectivity within the
later months of the year.
• Harness the full potential of social media and millennials in
promoting the positive impact of travel again, particularly in
domestic markets.
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