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Despite the gradual return of some grounded fleets,
airports remain highly underutilized, and thousands
of Canadians whose jobs depend on aviation wonder

whether they'll have a job to return to when the
COVID-19 pandemic is finally over.

While vaccination programs launched

in Canada and many other countries
offer a tantalizing glimpse of a return to
more normal times, the aviation sector’s
future remains more uncertain than it
has in decades.

It may take up to four to five years for air
traffic in North America to return to its
pre-pandemic levels." But for Canada'’s
economy to fully recover and thrive,
especially the business and tourism sectors,
aviation must remain competitive and
provide quality services for reasonable
prices. This will require policymakers and
regulators to seriously consider the industry
players’ own proposed changes and pursue
an aggressive program of regulatory reforms
that support the recovery of Canada’s
aviation sector. At a minimum, its global
competitiveness must not be impeded.

The economic toll of the pandemic may
have changed the industry permanently.

In Europe and the United States,
governments chose to help their aviation
sectors through direct financial relief. Some
bailout packages were designed with large
equity positions, others primarily around
secured debt. Canada took a sector-agnostic
approach through its Large Employer
Emergency Financing Facility (LEEFF),
providing bridge liquidity until markets could
price risk. While different financial measures
have been executed, the pre-pandemic
trend of foreign carriers eroding Canadian
carriers’international market share? has
accelerated, as US airlines have been
moving in to launch new Canada-US routes?.
Reform will be required to give the aviation
sector the freedom and flexibility it needs

to overcome current challenges, reinvent
itself, and remain competitive. Meaningful
conversation among aviation stakeholders
must be followed by swift, decisive action to
put the industry—and Canada’s economy—
on course for renewed prosperity.
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An economic pillar at risk

Airlines, airports, air navigation service providers, suppliers, and partners
in manufacturing, services, tourism, and other industries—the aviation

sector is a key component of Canada’s economy.

It connects Canadian businesses to their
markets and suppliers, but our expansive
geography means that we rely on
connectivity by air more than most other
countries. And it's the only way some of
Canada’s more remote communities can
reach the rest of the continent, let alone
the rest of the world. When the aviation
sector struggles, the impact can be felt
in communities and industries in every
province and territory.

The International Air Transport Association
(IATA) has estimated that Canada’s air
transport sector is directly or indirectly
responsible for approximately 633,000 jobs
across the country. This figure includes
241,000 jobs with airlines themselves;
airports and their onsite enterprises

(e.g., retailers, restaurants, financial
services); and air traffic controllers.

Its supply chain accounts for a further
146,000 jobs, while 55,000 jobs in Canada’s
consumer goods and services sector are
indirectly supported through aviation
employees’ own spending. In addition,

the IATA estimates that foreign
tourists support a further 190,000
jobs across the country.*

These figures add up to the fact that
Canada’s aviation sector represents a
significant component of the country’s

GDP. Overall, IATA estimates that aviation,
including spending by foreign tourists,
contributes $63.6 billion—or 3.2%—to
Canada’s GDP, with $48 billion generated by
the industry and its supply chain alone.>®

The economic benefits generated by the
aviation sector, and the industry’s overall
health, are ultimately driven by business
and consumer demand, of course.

As that demand returns, it will be vital
that a competitive, robust aviation sector
is ready to meet it, with competitive
prices and service quality. However,
should the Canadian aviation sector
continue to contract—whether due

to business failures, a lack of financing,
or mergers—it may lead to fewer routes,
fewer flights, and potentially higher prices.



With fewer direct services to desired
destinations and higher fares, industries that
rely on Canada'’s aviation sector could find
themselves at a competitive disadvantage.
A diminishing industry would reduce
demand for more than just aircraft
manufacturing, parts, maintenance services,
and pilot training. It would limit career
opportunities for Canadians pursuing
education in STEM (science, technology,
engineering, and math). Tourism
organizations, event planners, travel
agencies, retailers, caterers, taxis, and other
mobility services would all feel the impact of
a less robust and less competitive aviation
sector. In addition, Canadian e-commerce
would run up against higher shipping costs
and potentially higher prices for consumers,
as airlines’ reduced capacity and smaller
footprint would mean fewer planes carrying
goods for same-day or next-day delivery.

In 2020, carriers increased their freighter
fleet sizes and daily aircraft utilization,
driving a 20.6% year-over-year increase in
available cargo tonne kilometres, yet they
were still unable to compensate for the
53.1% year-over-year drop in passenger
aircraft belly capacity.” All these potential
factors would hinder Canada’s efforts to
restart its economy post-pandemic and
compromise the collective drive to a more
prosperous future.
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The pandemic has permanently
changed aviation

The conventional aviation business models have
been thrown into disarray since early 2020.

Demand for passenger services had
collapsed in the face of ongoing and
frequently revised travel restrictions and
quarantine measures, as countries open
and close their borders depending on
trends in new cases. According to the IATA,
total demand in January 2021, measured in
revenue passenger kilometres, was down
72% compared to January 2019. North
American carriers’January 2021 traffic fell
79% compared to the same period in 2019;
seat capacity dropped by 60.5%, while the
region’s load factor fell to 42.9%.8

On the contrary and led by growing
vaccination rates and domestic market
development, demand improved to 56.0%
through August 2021.

The speed at which pandemicrelated
drivers impact air travel demand make
it difficult for airlines and airports to
efficiently organize capacity.

Looking ahead, travel restrictions may
continue to ease, but there are risks

that could lead to further sinusoidal RPK
recovery notably from slowing vaccination
rates and economic activity.?

The suspension and slow resumption of
international flights has had a particularly
adverse impact on Canadian carriers,

as the domestic market alone is not enough
to sustain their businesses in their current
form. From March to November 2020,

Air Canada was forced to cut 20,000 jobs,
more than offsetting the 10,000 jobs the

company had created over the previous
five years. The pandemic and its related
travel restrictions have reversed 10 years
of profitable network expansion by the
airline.' Similarly, Westjet has reduced staff
from 14,000 before the pandemic to less
than 5,000 by earlier this year."

In response to their experience during
the pandemic, many organizations

that transitioned to remote work and
collaboration found it worked well. If

this shift becomes permanent, business
travel is likely to remain low. Deloitte’s
own analysis suggests signs of recovery
toward 2024. Short-haul travel will lead
the recovery in passenger air travel over
the next five years, due to the demand

for leisure travel, faster easing of travel
restrictions within regions, and perceived
health concerns related to longer-distance
travel. Challenges to long-haul travel, like
slower easing of travel restrictions between
regions and the greater dependence on
business travel, are expected to remain in
the near term.”?

Rapid growth in online shopping is also
driving lasting change. According to a
Deloitte survey, 47% of consumers in
Canada said they've been shopping online
more often as the result of the pandemic.”
This surge has created a huge demand
that's not easing up: the air freight sector in
Canada is projected to reach $2.9 billion by
2025,'%" and IATA reported that air cargo
traffic returned to pre-pandemic levels in
January 2021, reaching over +8.8% and

+7.7% industry-wide cargo tonne-kilometres
(CTKs) inJuly 2021 and August 2021
respectively vs August 2019."* However, a
lack of passenger aircraft belly capacity will
hinder further growth.” This trend has
prompted airlines to convert several of their
passenger aircraft to cargo freighters as a
means to generate revenue amid the steep
drop in passenger travel.

For example, Air Canada has been operating
seven of its passenger aircraft seat-free for
cargo shipments since the spring of 2020
and subsequently unveiled plans to convert
its B767-300ER aircraft into permanent
freighters as part of its long-term strategy to
expand its dedicated freighter business.

In June 2021, the airline announced the first
routes for these new freighters, scheduled
to enter service in the fall.'”® June 2021 also
saw WestJet announce the launch of its own
dedicated cargo service, using converted
737-800s; the first of the aircraft is expected
to be in service by the second quarter of
2022.2° While moving into air freight may not
offset the collapse of scheduled passenger
traffic, it is still preferable to leaving the
aircraft parked.

The measures introduced to protect the
health and safety of aviation workers

and passengers alike are also likely to
become a permanent feature of air
transport. Redesigned health and security
protocols—and their impact on operating
costs, passenger flow, and more—are
here to stay. In October 2020, Airports
Council International and the IATA issued
ajoint call for a globally consistent
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approach to COVID-19 testing, asserting
this consistency would go a long way to
restoring passengers’ confidence in air
travel and limit the need for border closures
and quarantines—measures that impede
aviation’s ability to recover.?' Policymakers
should ensure the public health processes
and practices followed by screeners,
border management agencies, and others
across the travel supply chain are aligned
as much as possible—domestically and
internationally—so they don't disrupt air
passengers’ experiences unnecessarily.

Aviation market participants have

already invested in biometrics and other
technologies to protect people while
continuing to deliver a quality customer
and employee experience and supporting
the business itself. American Airlines

passengers at Dallas Fort Worth can use

a digital ID stored on a mobile device to
check their bags and reduce contact with
airport staff. Facial-recognition passenger
screening is expected to be in place for
Vistara and IndiGo airlines at Varanasi
Airport in India, replacing the need to
exchange physical documents from the curb
to the boarding gate.?? Lufthansa has been
rolling out biometric boarding across its
services in the United States for years and
has expanded the process to Germany.>
Singapore Airlines, Etihad Airways, Emirates,
Qatar Airways, Copa Airlines, and Air New
Zealand, to name a few, have all been testing
the IATA mobile app that allows passengers
to securely store and share COVID-19 test
and vaccination results.?* Many airports,
including London Gatwick, allow travellers
to prebook and prepay for their parking.?

Canada domestic air cargo traffic will grow 2.9% per year
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https://www.boeing.com/resources/boeingdotcom/market/assets/downloads/2020_WACF_PDF_Download.pdf

Airlines and other aviation businesses

can't rely on incremental refinements to
pre-COVID-19 commercial strategies.

They can no longer turn to run rates and
pre-pandemic passenger growth projections
for their financial planning efforts. Even
customary revenue sources, such as airport
improvement fees, are unlikely to generate
the same revenue levels as in the past.

The aviation sector finds itself in a world
that is more volatile, uncertain, complex,
and ambiguous than ever before. Players
across the industry will need to adjust their
business models and become more efficient,
responsive, and agile if they are to regain
their bearings and compete effectively.

Canada’s domestic cargo market accounts
for a small proportion of the total North
America air cargo market, but traffic grew
significantly in 2018 and 2019, at 23.7%
and 10.8%, respectively, largely driven by
e-commerce. Looking ahead, Canada’s
domestic market is projected to grow at
an average annual rate of 4.4% (vs the
US's 3.9%) during the next 10 years as
e-commerce market share grows and
providers continue to build networks and
fleets. Growth is expected to level out in
the second 10 years, for 20-year growth
of 2.9% (vs the US's 2.7%) over the period
from 2020 to 2039.
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Reforming to recover

Regulatory reform has been pivotal to the growth and success
of the Canadian aviation industry over the past 40 years.

The progressive deregulation and
commercialization of the sector, from
airfare deregulation to the privatization

of Air Canada, enabled carriers to realize
tremendous productivity gains and volume
growth. The increased competition has
given passengers access to more direct
routes and stopped airfares from rising too
drastically. The partial commercialization
of Canadian airports has led to a network
of high-quality, safe, comfortable,
well-managed, and well-capitalized
not-for-profit airports. Between 2009 and
2017, the productivity of major Canadian
carriers rose 2% per year, well above the
economy-wide labour productivity growth
rate. During the same period, passenger
volumes rose 5.9% per year and passenger
kilometres grew 7% each year.”®

The pandemic has completely upended the
sector’s future. In exchange for refunding
customers for flights cancelled due to
COVID-19, restoring most suspended
regional routes, temporarily suspending
share buybacks and dividend payments,
and capping executive compensation, the
federal government provided Air Canada
with up to $5.9 billion in financial support.?’
This was an important first step to fostering
recovery. Other Canadian carriers have
also received federal financial support,
including Air Transat ($700 million),?®

Porter Airlines ($135 million),?® and

Sunwing Airlines ($375 million);?° at the time
of writing, discussions between the federal
government and WestJet are ongoing.

The government must continue its critical

dialogue with Canadian carriers to ensure
they have a recovery plan and a timeline to
ensure they're ready to respond quickly and
nimbly as passenger demand recovers.

Any new government initiatives need to
give the aviation sector the freedom and
flexibility needed to overcome today's
challenges, reinvent itself to meet evolving
expectations as passenger demand
recovers and cargo demand continues

to grow. These actions should encourage
operational innovations. They must address
the regulatory barriers that impede
commercial operations, hamper strong
service levels, and make Canadian aviation
less price-competitive on the world stage.

Meaningful reforms must also be made

to Canada’s airport industry. In other
international markets, airports benefit from
a higher level of private sector participation.
In particular, the government needs to
revisit the recommendations outlined in the
2015 Canada Transportation Act Review
report, Pathways: Connecting Canada’s
Transportation System to the World. These
recommendations included measures

such as divesting smaller federally owned
airports in consultation with provinces,
municipalities, and Indigenous peoples.
The report also suggests more open
international air services agreements,
increasing foreign ownership limits

for air carriers, and supporting the
development of global air hubs to

position Canada’s air transport sector

to compete internationally.®’ ©
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Nav Canada, the country’s air navigation
service provider, also requires government
attention. Since its privatization more than
20 years ago, Nav Canada has improved
aviation safety and increased efficiency
and productivity while relying on a
user-pay system for virtually all its revenue.
However, the global crisis has exposed

the key weakness in its business model:
under a user-pay system, no passengers
means no revenue. As air travel recovers,
Nav Canada'’s reliance on the user-pay
model alone may not provide sufficient
revenue. Raising fees, as the organization
did in late 2020, may not be a sustainable
approach over the long term: these
increases will be passed on to passengers,
potentially impacting demand for air travel.

Engaging with the wider aviation ecosystem
could create opportunities that help mitigate
risk, control costs, and avoid further fee
increases by optimizing how services are
provisioned. For example, Nav Canada

and other aviation ecosystem players

(e.g., airports, airlines) could co-invest in

an enhanced data exchange. This could not
only resolve data-management inefficiencies
across the ecosystem, but also improve
information-sharing among participants,
which would in turn minimize the impact

of disruptions and ultimately contribute

to a better passenger experience.

Finally, consideration should be given to
how Canada's aviation network integrates
with the broader transportation network.
Could we find a better balance and
integration of services between air and

rail that the country should strive for?

For short-haul and medium-haul trips, a
renewed focus on passenger rail may be
more cost-effective and efficient while
supporting the government'’s agenda on
climate change. The French government
recently voted to suspend domestic flights
for routes that can be travelled by direct
train in under 2.5 hours,*> and KLM has
teamed up with NS Dutch Railways and
Franco-Belgian train operator Thalys to offer
a high-speed rail replacement for KLM's
popular Brussels-Schiphol airports route.*
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Action the government can take

Aviation players have clamoured for the federal government to commit to a comprehensive
recovery plan that encompasses the entire aviation industry. They know what it needs

to chart a path forward: clear direction on health protocols, border restrictions,

and quarantine rules—and, crucially, a timeline that the industry can work toward.

Federal action on such a comprehensive
recovery plan was more than welcome.
However, the federal government
shouldn't overlook opportunities to
introduce substantive, meaningful
reform to Canada’s aviation industry.
These potential reforms include:

Open investment

The government must introduce and
adapt policies and regulations in order

to attract more private investment into
Canada’s aviation sector, which is essential
to driving innovation in both technology
and business models. This means removing
barriers to foreign investment and opening
parts of the aviation sector that have been
closed to this type of investment and
commercial know-how, such as airports.

Clarify what net-zero carbon emission
means to aviation

The government'’s February 2021 launch of
the Net-Zero Advisory Committee, which
will advise on the best pathways to achieve
net-zero carbon emissions by 2050,

is an important development. The aviation
industry will require more clarity and
direction on targets, policy frameworks,
timeframes, and their application to each
segment of the sector. This will provide the
basis for quantifying the economic impact
of a commitment to net-zero emissions on
the aviation sector. The government should
seek input from all corners of the aviation
sector to identify the market-based policy
measures, innovations, and investments
needed to reduce emissions and establish

a sustainable, low-carbon future for
aviation. The UK industry body Sustainable
Aviation, for instance, has published a
roadmap to net-zero carbon emissions
building on the latest science and innovative
opportunities to decarbonize the industry.®

Re-examine the National Airports Policy
The government should consider modifying
the National Airports Policy to establish
potential business models or frameworks
that would benefit Canadian airports, small
and large. Allowing the larger Canadian
airports to use private-sector equity could
lead to an invigorated, technology-led
sector that grows and develops to meet
future travel demands while reducing the
potential market and financial risk to the
federal government and the Canadian
public at large. However, the sector is
unlikely to attract substantial private
investment until it recovers more fully.

The government may want to consider
relaxing the strict cost-recovery approach
on airports and air-navigation services

or even offering a “rent holiday” until
passenger volumes recover to a given
proportion of pre-pandemic levels. In

the medium term, this would avoid major
user-fee increases while the industry

seeks to rebuild passenger traffic. The cost
recovery approach does not need to be
abandoned, but it must be applied more
flexibly and over an appropriate timeframe.
At a minimum, the government should
consider standardizing lease agreements
across the largest Canadian airports.

Ensure timely regulatory approvals
New practices or new equipment

(e.g., for rapid COVID-19 testing) will

need to be introduced into air travel
operating environments. It is essential
that Canadian regulators be responsive
and provide timely approvals for these
changes and innovations. Speedy action
to establish US Customs and Border
Protection pre-clearance in key centres,
such as Toronto’s Billy Bishop airport,*®
would further support air travel recovery
and open new route options for Canadian
carriers, attracting new carriers as well.”
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Action the aviation sector can take

Aviation sector players must also take an active role in reinventing their industry.
They must challenge orthodoxies and capitalize on opportunities for reform and
adapt collectively to the next normal. These opportunities include actions such as:

Rethinking business and

operating models

A fundamental rethink of the aviation
business and operating models needs
to happen. Airlines, for example, may
decide that it makes strategic sense to
review and update their low-cost carrier
models to compete with new market
entrants or prioritize those markets
best suited to their remaining fleet. They
should also explore opportunities to be
innovative and stretch the boundaries
of their traditional models and value
chains—Air Canada's and WestJet's
moves into cargo are examples of this.

10

Forming relationships outside aviation
The aviation industry has had a
longstanding relationship with tourism

and hospitality. But this may be the ideal
time to explore and form new bonds with
organizations outside these more traditional
sectors, such as consumer goods and
financial services. Multimodal partnerships
could strengthen links between aviation
and other transportation systems, such

as rail and bus. This could improve overall
access to transport and service levels by
creating more diversified services, better
connectivity across distribution nodes,

and more effective distribution points.
Striking non-traditional alliances in this way
could spark new economic development
opportunities in the process.

Driving non-aeronautical revenue

Both airlines and airports should consider
harnessing both internal and external
innovation®® to identify, explore, and
embrace non-aviation sources of revenue.
US airline JetBlue has expanded into several
non-aviation areas, including vacation travel,
car rental, travel insurance, ridesharing and
other micro-mobility services, the cruise
industry, and short-term accommodation
rentals.> Such moves could allow airlines
to capitalize on their brand recognition
while replacing—to some extent—the
revenues lost to pandemicrelated changes.
Airlines and airports may be able to
transform customer data into a revenue
generator via variable rates for advertisers
or personalized recommendations for
passengers.*® Airports themselves each
have a unique portfolio of non-aeronautical
activities, and could continue to lobby
governments to permit duty-free shopping
for passenger arrivals. Finding the optimal
balance between passenger-related
activities (e.g., retail, concessions) and
commercial revenues (e.g., real estate
income, rents) will be key.*!



Embracing sustainability

The imperative to act on climate change
and sustainability is growing. In June 2021,
the federal government announced that

all Canadian car and truck sales must be
zero-emission by 2035;% action on aviation
emissions is surely to follow. Consumers,
businesses, and investors will also expect
the aviation sector to take meaningful
action on sustainability and do so quickly.

Deloitte itself is committed to achieving
net-zero greenhouse gas emissions

by 2030, including a 50% reduction in
business travel emissions;* to this end,
Deloitte has entered into sustainable
aviation fuel agreements with several

US airlines that will cut its CO2 emissions
by approximately 5,000 metric tons.*
Aviation industry participants need to form
alliances and accelerate efforts to reduce
their carbon footprint and strengthen the
sustainability value proposition for

air travel across the aviation ecosystem.

Investing in technology

Airports and their airline partners could
adopt new technologies, such as biometrics
and Internet of Things connected devices,
to improve passenger flow and reduce the
likelihood of long lineups and crowds. While
such technologies are useful in the context
of COVID-19, their utility would extend well
past the pandemic. Anything that keeps
passengers moving and contributes to a
better customer experience is bound to

be beneficial and serve as a differentiator
in the market. Better use of analytics can
monitor, predict, and respond to changing
business and network conditions. Digital
twins—virtual replicas of physical devices
that are used run simulations before actual
devices are built and deployed—can help
airlines improve flight routing, reduce
airborne delays that increase carbon
emissions,* and identify opportunities

for operational improvements.

Avoiding a tailspin | Action the aviation sector can take

Delivering a better

passenger experience

Aviation players could also take steps to
enhance the experience of passengers
throughout their journey. Airlines could
use technology to create new ways to sell
seats, building on their experience with
dynamic pricing to provide passengers
with more flexibility when booking travel.
Making ticket terms and conditions as clear
as possible—while ensuring full compliance
with Canada’s Air Passenger Protection
Regulations—would build trust and
improve consumer confidence. Airports,
airlines, and other players could also strive
to make air travel more accessible for older
passengers and people with disabilities;
this would help both grow the market and
enhance their brand.

1
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Aviation reform needs to take off

Calls for aviation reform are not new, but the need for action has never been
more urgent. The sector has weathered many disruptions in recent decades,
including 9/11, the SARS outbreak, and the global financial crisis. Each time
the industry recovered, though it has often taken five to six years to do so.*®

COVID-19 has presented challenges on an unprecedented scale. Recovery
threatens to last much longer, and largely depends on the world’s ability to
rein in the virus. Customers’ sense of financial security and their perceptions
of the risks involved in air travel, as well as how those risks are being
managed, will also be significant factors. The aviation industry and Canada'’s
economy can't afford a recovery that takes a decade or more.

Government and industry need to reimagine their partnership and
collaborate more closely than ever before. They must rally around a common
vision of an aviation ecosystem that's resilient, thriving, and committed to
achieving rapid and meaningful improvements on sustainability and carbon
emissions. And in taking action, both government and industry must be
bold: now is the time for innovative ideas and new approaches that will
enable aviation to rebound better, stronger, and more sustainable and
competitive than ever before.

13
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