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Tours Cancelled as Coronavirus
Demand Risk Increases

The cancellation of group tours (including those travelling internationally)
by the Chinese Government as it attempts to contain the Wuhan
coronavirus outbreak, poses a near term demand risk to both Auckland
Airport (AlA) and Air New Zealand (AIR). There are now more than 2,000
confirmed cases of the disease, which has spread to 12 other countries
and resulted in 56 deaths. While Chinese group tours to New Zealand have
been in relative decline in recent years they still represent ~45% of
Chinese arrivals. It is not clear whether the restrictions will impact free
independent travellers that often book trips as scheduled tours through
Chinese travel agencies. The dynamic nature of the spread of the
coronavirus and measures being undertaken to contain it means at this
stage it is very difficult to forecast the financial impact on companies
under our coverage. AIA (UNDERPERFORM) and AIR (NEUTRAL) are both
at risk from a decline in passengers travelling to and from China, and
potentially other Asian countries.

Coronavirus in numbers

At the time of publishing there have been 2,116 confirmed cases of the
coronavirus. While the majority of these (2,062) are in China, it has now spread
to 12 other countries including the US, Japan, France and Australia. So far 56
deaths have been reported, all in China and the majority in Wuhan.

Containment challenges

The Chinese Government has launched unprecedented measures to contain its
spread. These include the cancellation of all group tours both domestically and
internationally. This will have a dramatic impact on air travel within China and
internationally. While the fatality rate is significantly lower than that of SARS in
2002—-2003 (9.6% of cases resulted in death), the increased mobility of the
Chinese population and the apparent infectious nature of the virus during its
incubation period may mean it becomes more difficult to contain.

Travel markets will recover

While the near term impact of reduced travel can be material, the SARS
pandemic showed that once contained these events have no lasting impact on
travel markets. We expect traveller numbers to recover to pre-event levels
within a few months of containment.

Implications for companies

Auckland Airport (AIA) and Air New Zealand (AIR) are both at risk from reduced
near term passenger demand from China (and potentially other Asian countries)
as a result of the coronavirus. Given the heightened risk of exposure to the virus
when travelling by air (confined space for an extended period) we expect many
travellers will defer or cancel their travel plans, if not already forced to do so by
Government action.

B AlA: Chinese passengers (pax) currently represent just ~6.6% of AlA’s
total international pax. However, group earnings are more leveraged to
Chinese pax than other nationalities given they spend substantially more in
duty free and other airport retail on a per pax basis.

B AIR: China (Shanghai) and Hong Kong represent ~13% of AIR’s current
total international capacity on an available seat km (ASK) basis. While,
AIR’s exposure to the Chinese group tour sector is lower than its
competitors, lower Chinese demand overall will have a yield impact on all
carriers.
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The coronavirus risk

Figure 1. The coronavirus has spread through many parts of China and a number of other countries via air travel
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Source: John Hopkins University, Forsyth Barr analysis

Figure 2. The SARS virus had a significant short term impact on air passenger travel in 2003
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Figure 3. AlA share price during SARS Figure 4. AIR share price during SARS
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Not personalised financial advice: The recommendations and opinions in this publication do not take into account your personal financial situation or
investment goals. The financial products referred to in this publication may not be suitable for you. If you wish to receive personalised financial advice,
please contact your Forsyth Barr Investment Adviser. The value of financial products may go up and down and investors may not get back the full (or any)
amount invested. Past performance is not necessarily indicative of future performance. Disclosure statements for Forsyth Barr Investment Advisers are
available on request and free of charge. Disclosure: Forsyth Barr Limited and its related companies (and their respective directors, officers, agents and
employees) (“Forsyth Barr”) may have long or short positions or otherwise have interests in the financial products referred to in this publication, and may
be directors or officers of, and/or provide (or be intending to provide) investment banking or other services to, the issuer of those financial products (and
may receive fees for so acting). Forsyth Barr is not a registered bank within the meaning of the Reserve Bank of New Zealand Act 1989. Forsyth Barr may
buy or sell financial products as principal or agent, and in doing so may undertake transactions that are not consistent with any recommendations contained
in this publication. Forsyth Barr confirms no inducement has been accepted from the researched entity, whether pecuniary or otherwise, in connection with
making any recommendation contained in this publication. Analyst Disclosure Statement: In preparing this publication the analyst(s) may or may not
have a threshold interest in the financial products referred to in this publication. For these purposes a threshold interest is defined as being a holder of more
than $50,000 in value or 1% of the financial products on issue, whichever is the lesser. In preparing this publication, non-financial assistance (for example,
access to staff or information) may have been provided by the entity being researched. Disclaimer: This publication has been prepared in good faith based
on information obtained from sources believed to be reliable and accurate. However, that information has not been independently verified or investigated by
Forsyth Barr. Forsyth Barr does not make any representation or warranty (express or implied) that the information in this publication is accurate or
complete, and, to the maximum extent permitted by law, excludes and disclaims any liability (including in negligence) for any loss which may be incurred by
any person acting or relying upon any information, analysis, opinion or recommendation in this publication. Forsyth Barr does not undertake to keep
current this publication; any opinions or recommendations may change without notice. Any analyses or valuations will typically be based on numerous
assumptions; different assumptions may yield materially different results. Nothing in this publication should be construed as a solicitation to buy or sell any
financial product, or to engage in or refrain from doing so, or to engage in any other transaction. Other Forsyth Barr business units may hold views different
from those in this publication; any such views will generally not be brought to your attention. This publication is not intended to be distributed or made
available to any person in any jurisdiction where doing so would constitute a breach of any applicable laws or regulations or would subject Forsyth Barr to
any registration or licensing requirement within such jurisdiction. Terms of use: Copyright Forsyth Barr Limited. You may not redistribute, copy, revise,
amend, create a derivative work from, extract data from, or otherwise commercially exploit this publication in any way. By accessing this publication via an
electronic platform, you agree that the platform provider may provide Forsyth Barr with information on your readership of the publications available through
that platform.
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