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Civil aviation & the economy after the pandemic – some reflections 

Dr Roelof Botha, Board member of CAASA & economic advisor to the Optimum Investment Group 

 

 

Disruption on an unimaginable scale 

For people whose livelihoods depend on civil aviation, it is difficult to escape a sense of 

despondency over the abrupt and steep contraction of activity in this industry. 

 

Together with the hospitality industry and activities related to the congregation of people, few 

other sectors of the economy have been affected as badly as aviation in the wake of the pandemic 

caused by the Covid-19 virus. 

 

According to research published by Statista, airline capacity in Europe declined by almost 90% 

during March. During the first week of May, the number of scheduled flights worldwide decreased 

by 70%. 

 

When virtually every country in the world closes its borders and limits or prohibits air travel for 

weeks on end, it is nigh impossible for businesses in civil aviation to survive within their current 

business models.  

 

As economies around the globe gradually start to ease lockdown regulations, aviation, like many 

other sectors, will have to adapt to the reality of structural changes in consumer behaviour. Fear of 

contracting the coronavirus will linger on for some time to come and significant costs and 

marketing efforts will be required to convince passengers that it is safe to fly. 

 

It is trite, however, to spend too much time on analysing the depth of the contraction in economic 

activity when there is certainty in the fact that emergency restrictions on travel that have been 

imposed by governments will gradually be lifted within the next couple of weeks. 

 

In these very dark days of an unprecedented universal upheaval affecting every aspect of human 

life, it is also worth remembering that the extraordinary disruption caused by the pandemic is likely 

to soon start tapering off.  

 

Although the Covid-19 virus will probably be around for many years, the same holds for dozens of 

other life-threatening viruses, including influenza, pneumonia, HIV, Ebola, Dengue and severe acute 

respiratory syndrome (SARS). 

 

Humankind has been battling against viral infections ever since the origin of our species. For a 

number of viral diseases medicines, treatment and vaccines have been developed that have 

prevented infections from spreading widely, but others remain a serious threat in certain regions of 

the world, especially Dengue and Ebola.  
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Microbiologists and medical experts are working around the clock to develop a vaccine or other 

treatments that can reduce the severity and fatality rate of the coronavirus. With the aid of data 

availability and brand new technologies for dissemination, research and trials, it is just a matter of 

time before the scourge of this disease will be able to diminish. 

 

Aviation – a truly strategic industry 

In the context of the development of economic activity through the ages, civil aviation is a relative 

infant. The basic rules for civil aviation were only signed by Franklin Roosevelt and his peers 75 

years ago during the Chicago Convention. In contrast, many primary and secondary sectors of 

economic activity have been around for millennia.  

 

By virtue of benefiting from the exponential nature of technological development after the end of 

the Second World War, few other industries have grown as rapidly as aviation. Today, aviation 

represents the only rapid worldwide transportation network, which remains essential for many 

fundamental aspects of global business operations. It generates economic growth, creates jobs, 

and facilitates international trade and tourism. 

 

Table 1: Global economic impact of the civil aviation industry (2018) 

Indicator Impact 

Contribution to global GDP (direct & indirect) $ 2.7 trillion 

Percentage of global GDP 4% 

Number of airlines 1,300 

Total airline fleet 32,000 

Airports 3,759 

Air navigation service providers 170 

Worldwide routes 48,500 

Passengers carried by airlines 4.3 billion 

Freight carried by airlines 58 million tonnes 

Revenue dependency on air transport of all firms 25% 

Number of jobs that are supported 65.5 million 

Number of tourists transported per annum 1.3 billion 

E-commerce parcel delivery share 87% 

Source: International Civil Aviation Organisation 

 

In dealing objectively with the enormity of threats facing civil aviation at this point in time, it is 

useful to reflect on the global economic impact of this strategic industry.  

 

In addition to the data supplied in table 1, the following key characteristics of the industry’s 

pervasive role in the global economy serves as motivation for the view that a full recovery will 

eventually materialize, even if this takes more than a year. 
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 Significant benefits to developing countries by unlocking their potential for trade and 

tourism 

 Key role in facilitating wealth creation in the developed world 

 Support of the expansion of businesses in all countries to access foreign supplies and 

markets 

 Facilitating unique and invaluable opportunities for cultural and social exchange 

 Fundamental enhancement of emergency and humanitarian response capabilities during 

crises and public health emergencies 

 The only regular mode of passenger and cargo transport that is covered by a global de-

carbonization goal 

Forecast for some recovery by December 

According to an economic impact analysis of the effects of Covid-19 on civil aviation, published by 

the International Civil Aviation Organisation (ICAO), a dramatic and unprecedented decline in the 

world’s air passenger traffic will occur in 2020. 

 

The bad news is the prospect of an overall reduction of seats offered by airlines ranging from 32% 

to 59% and a loss of gross operating revenues of airlines ranging from approximately $236 billion 

to $419 billion. 

 

According to ICAO, the ultimate impacts will depend on a number of key variables, including the 

duration and magnitude of the coronavirus outbreak, the effectiveness of containment measures, 

the degree of consumer confidence in air travel and economic conditions in general. 

 

 

 

The good news is that the impact analysis also contains different scenarios for recovery during the 

remainder of 2020. These scenarios are not forecasts of what is most likely to happen, but are 
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merely indicative of possible paths or consequential outcomes out of many, depending on the key 

variables referred to above. Figure 1 illustrates two different paths for each of two different 

recovery scenarios for global domestic passenger traffic that have been developed by the ICAO 

study. The scenarios for international civil aviation are marginally less optimistic, especially for 

scenario 2b. 

 

Although any future scenario analysis is fraught with uncertainty over the duration of the pandemic 

and the regulations that have been implemented to mitigate its impact, there is at least certainty 

over the fact that, by the third quarter of 2020, many restrictions on air travel would have been 

lifted and most countries would have opened their borders again. 

 

The virtual collapse of passenger air travel had very little to do with a demand deficiency. It was 

caused by temporary statutory restrictions on civil aviation activity. 

 

The state of the economy 

A global economic recession cannot be avoided when all of the advanced economies and largest 

emerging markets experience complete shutdowns of key sectors of the economy, most notably 

mining, manufacturing, retail trade and transport. 

 

It is rather disingenuous to spend valuable time on attempting to determine the extent of 

economic contraction. By now, everyone realises that the world economy is heading for one of its 

worst recessions on record.  

 

Now that a growing number of countries are starting to relax their lockdown regulations, including 

South Africa, it is necessary to shift the debate from quantifying the depth of the imminent 

recession to the drivers of recovery. 

 

An emphasis on the temporary nature of the pandemic is crucial in the quest to re-orientate the 

debate on the economic impact of the Covid-19 pandemic. In most countries, extreme lockdown 

regulations would have lasted for less than a quarter. In a couple of months from now, the worst 

effects of the pandemic could be over and businesses will be in the process of playing catch-up. 

 

Significant drop in interest rates  

The focus should be on the potential drivers of economic recovery. Several of them have already 

come to the fore, especially in the economic policy domain. 

 

First and foremost in South Africa’s case is the welcome change of heart at the Reserve Bank, 

which, for no apparent reason, had been following a restrictive monetary policy stance for the past 

five years. Now that the Monetary Policy Committee (MPC) seems to have woken up to the 

realisation of the powerful impact that lending rates exert on demand, it is inevitable that 

household consumption expenditure will receive a boost in coming months. 
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Millions of indebted South Africans will benefit from the decision by the Reserve Bank to depart 

from its fixation on reducing inflation via high interest rates. Since the beginning of the year, the 

official bank rate (the so-called repo rate) has been lowered by 225 basis points, resulting in a 

current prime overdraft lending rate of 7.75%. This will lower the cost of working capital and of 

credit.   

 

 

 

With the country’s inflation rate at a 14-year low, substantial scope still exists for further interest 

rate reductions and another cut in the repo rate of as much as 100 basis points may be in the 

offing later in May.  

 

Total private sector credit in South Africa recently surpassed the level of R4-trillion, which means 

that the rate reductions thus far have the potential to stimulate demand over the next 12 months 

to the tune of more than R90-billion. Another cut of 100 basis points will increase this demand 

stimulus to R130 billion. 

 

Secondly, fiscal policy has assumed a distinct Keynesian look, which is exactly what the economy 

needs. National Treasury should be lauded for introducing a basic income grant as an interim 

measure for alleviating the plight of unemployed people. Recipients of the new temporary social 

grant extensions will spend the money forthright – mainly on food and other non-durables.  

 

The economy has been suffering from a demand deficiency for several years and any measure 

aimed at enhancing household consumption expenditure and capital formation is most welcome. 
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National Treasury has also been quite innovative in the design of the funding required for the relief 

package announced in April. Importantly, an IMF facility at near-zero debt servicing costs is also 

being considered. 

 

Stock market bounces back  

Thirdly, in line with most major stock markets, the majority of companies on the JSE have recovered 

well form the dramatic declines that occurred during the first quarter of the year.  

 

Since a larger degree of sophistication was acquired by the global financial system in 1976, with 

the introduction of floating exchange rates, there have been ten major stock market crashes in the 

US, most of which have exerted a spill-over effect on other equity markets, including the JSE. 

Several of these have exerted a negative effect on the civil aviation industry, as listed in table 2. 

 

Table 2: Worst US stock market crashes post World War 2 that were accompanied by 

or caused by events impacting negatively on civil aviation -   

Dow Jones Industrial Index 

Event/stock market crash  Peak-to-trough Duration % GDP  

 Decline % Months decline 

Global financial crisis (2007) -54 17 -5 

1973 oil crisis -45 17 -3 

Covid-19 pandemic (2020) -37 1.5 Est: -5 

Russian debt default (1998) -19 1 None 

Iraq's invasion of Kuwait (1990) -18 2 -1 

9/11 terrorist attacks in New York (2001) -14 2 None 

Iran-Iraq War (1980) -11 3 None 

Sources: Statista; Forbes; Financial Times; Pacific Investment Management Co 

Note: Ranked by % decline in equity market capitalisation     

 

It is clear from the data in the table that most stock market crashes have been fast and furious, with 

the majority of them lasting two months or less. There is no need, therefore, to panic when equities 

start declining at double-digit rates – they always recover. 

 

The JSE all share index (Alsi) lost 36% of its value between 17 January and 19 March, prompted by 

panic selling as investors switched mainly to US bonds and cash (despite clear indications that 

short-term interest rates have started a declining trend). The decline in the JSE Alsi was virtually 

identical to that of the benchmark Dow Jones index in the US. 

 

Between 19 March and 15 May the JSA Alsi bounced back by more than 24%, resulting in 

significant short-term capital gains for investors that had grasped the opportunity to buy at or 

close to the date of the trough. A degree of volatility may still lie ahead, however, depending on 
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the duration of economic lockdowns that have been implemented in virtually every country and 

their impact on the profits of listed companies. 

 

 

 

Rand should recover further  

The rand has also started to recover from its lowest level in history, more or less in tandem with the 

recovery of the JSE Alsi. Between 11 March and 6 April, the rand lost more than 16% of its value 

against the US dollar, but regained 6% of its value up to 13 April.  It has since lost a bit of ground 

again, but remains below R19 to the US dollar.  
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Three reasons exist for the likelihood of a swift recovery of the rand:  

 

 Firstly, South Africa enjoys a healthy trade balance, which has been in surplus territory for 

several years. Due to the end of the economic lockdown in China, exports of minerals and 

metals to the world’s second largest economy should serve to further strengthen the trade 

balance. 

 Secondly, the highly attractive bond yields on offer on South Africa’s sovereign debt 

presents a mouth-watering investment opportunity for fund managers with wider discretion 

than the quite narrow guidelines of ratings agencies. Bond yield spreads between high-

income countries and emerging markets have hit record highs in recent weeks. With 

negative real bond yields in the US, Japan, Canada and the European Union, it is inevitable 

that fund managers will seek to increase their investment exposure in emerging markets 

that tick the crucial boxes relating to the size and diversification of the economy, and the 

quality of financial markets. South Africa is one of them. 

 In the third place, the currencies of virtually every emerging market are grossly undervalued 

against the US dollar, mainly due to panic selling of equities and bonds that do not enjoy 

top-notch investment ratings. As soon as a critical mass of the world’s largest economies 

have progressed with the gradual opening up of their economies, this undervaluation will 

start to correct itself. 

 

Oil price at record low 

One of the very few advantages of the global economic slowdown is the structural decline in the oil 

price. During the third week of April, Brent crude oil futures tumbled to their lowest levels in 21 years 

to trade at $16 dollars per barrel. 
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In a bizarre set of circumstances related to a lack of storage space amidst rapidly declining demand, 

West Texas Intermediate oil prices for delivery in May recently turned negative. Although the OPEC+ 

coalition (led by Saudi Arabia and Russia) decided earlier in April to cut production by around ten 

million barrels per day, this will only become effective in May and is not regarded as sufficient to 

cancel out the evaporation of demand, estimated at 30 million barrels per day. 

 

Further cuts by the OPEC+ coalition may stabilise the oil price in coming months, but global demand 

will remain subdued for the rest of the year, especially due to the predicament faced by commercial 

aviation and the semi-permanent switch to telecommuting, induced by the pandemic. 

 

Last, but not least, is the welcome news on the Chinese composite Purchasing Managers’ Index 

(PMI), which surged back to a level of 53 in March from a record low of below 30 in February, much 

stronger than expected by economists. Crucially, this lifts the PMI in the world’s second-largest 

economy above the 50-point mark that separates monthly growth from contraction. 

 

 

 

The saga surrounding the pandemic is now at a crucial juncture in South Africa, namely the first stages 

of relaxation of the lockdown regulations. Many businesses are up and running again and many 

people are back at their workplaces.  

 

As the restrictions are gradually lifted, a combination of specific measures aimed at post-pandemic 

assistance to the business fraternity at large; the gradual implementation of National Treasury’s 

new growth plan; and a low interest rate environment should serve to stimulate household 

consumption expenditure and capital formation during the second half of the year. 

 

 


