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Domestic demand to drive Malaysia'5
air travel recovery in 2020

BY KANG SIEW LI

emand for domestic air travel in

Malaysia will recover faster from

the fallout of the Covid-19 pan-

demic than international flights,

industry executives say. However,
the recovery rate is unlikely to be signif-
icant until the Movement Control Order
is lifted and people feel confident about
travelling again.

Brendan Sobie,an aviation consultant at
Sobie Aviation, says a recovery in domestic
air travel will begin this year, although it
will be “a very slow one until the [partial]
lockdown comes to an end and confidence
in travel returns”.

He cites China’s domestic air travel,
which showed the first signs of recovery
in March after a 10-week coronavirus
lockdown. However, domestic passenger
numbers are still down 70% from pre-
Covid-19 levels.

Sobie is optimistic that domestic air
travel in Malaysia could see growth in 2021
above 2019 levels, if proper promotions are
put in place to encourage people to fly.

“In the short term, I don’t think this is
going to happen because people will re-
main cautious about the virus and there
are many attractive places within Penin-
sular Malaysia that you can go to by car.
But once you get past that phase and you
want to venture a bit further to Sabah and
Sarawak, for example, there is a great op-
portunity for the two states to promote
themselves to help fill the void and get
airlines back in the air,” he says, adding
that Malaysia is in the fortunate position
of having a domestic market.

Edward Clayton, managing partner at
PwC Strategy& (M) Sdn Bhd, notes that
domestic passenger traffic could return to
75% to 80% of 2019 levels by the end of the
year.The forecast is based on the assump-
tion that the majority of Malaysians move
to green zones and that the government
shifts the MCO from being implemented
across the country to that in specific areas
that are declared as infectious.

The three major airlines in Malaysia,
namely Malaysia Airlines Bhd (MAS), AirA-
sia Group Bhd and Malindo Airways Sdn
Bhd, have resumed domestic flight oper-
ations from last month after grounding
most of their planes following the MCO
in March.

But the international passenger mar-
ket’s recovery is forecast to take longer.

While the international sector is ex-
pected to pick up pace next year, the lost
ground will not be fully regained until at
least 2022 or 2023, Sobie said at a recent
webinar entitled “The impact of Covid-19
on the Malaysian air transportation in-
dustry” and hosted by the EU-Malaysia
Chamber of Commerce and Industry.

Clayton, also a speaker at the event, con-
curs, saying he does not see people making
quick trips abroad anytime soon as long
as the compulsory two-week quarantine
and possible isolation when travellers
arrive in a country are in place.

“A 2015 US study shows that the average
length of stay in a trip is 6.6 days.Only 10%
of international passengers travel more
than two weeks and 2% more than one
month. But if you have to undergo a 14-
day quarantine upon arrival in acountry
and another 14 days upon returning home,

that is already a month. Never mind what

2019 passenger traffic

AIRPORTS IN MALAYSIA

DOMESTIC

INTERNATIONAL
(MIL) (MIL)

KLIA 17.397 44928 62.326
MAHBairports (eckangkLs) 34505 8337 42842
Gropielf-siated 3625 0645 427
FTOTA e s 55527 5391 109438

2019 passengers
transported by

Malaysian carriers

AirAsia 35
‘Malaysia Airlines 14
‘Malindo Air 7

AirAsia X 6.1
Firefly 11
'MASwings 0.9
Total* 64.1

* The 64 million included 27.8 million domestic
Malaysia and 36 million international to/from
Malaysia.
The balance (a few hundred thousand) were

| carried on fifth freedom routes.

MAHB AND SENAI AIRPORT

you really wanted to do on the ground.

“Until then, the only people who are
going to travel are those repatriated back
to their home countries, foreign workers
and students. Tourists will not travel and
business people will carry on their meet-
ings through video conferencing.”

What does this mean for Malaysia Air-
ports Holdings Bhd (MAHB)? Its cross-sub-
sidisation model of costs between inter-
national and domestic passengers is now
broken, says Clayton.

Essentially, MAHB will mostly rely on
passenger service charges from domestic
passengers between now and year-end,and
this could create major cash flow issues
for the airport operator because the PSC
rates for domestic flights are lower than
those for international flights, he adds.

He also does not see any investor want-
ing to invest in MAHB's airports at this
pointin time, as part of the government’s
move to liberalise the local airport sector.

“No investor would want to come up
with a strong valuation of MAHB's airports
in the next six to nine months because
they just don’t know what the airport
passenger traffic is going to look like. I
was actually in the process of [negotiat-
ing| buying Sydney Airport when the 9/11
terrorist attacks happened and the whole
transaction went on hold for six months
because it was impossible to value an air-
port in a situation like that.

“So, if anybody were to come in now,
they would be seeking to invest at fire-
sale prices and that would not be in the
interest of current [MAHB| shareholders
at all.I would suggest waiting until traf-
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fic stabilises if the govgmment dpes want
to proceed with bringing mors investors
[into the local airport sector].

Right time to put in the work ;
The time is now to prepare for the uptick
in international travel demand, Sobie says,
adding that the inbound tourism market
is something Malaysia can pursue given
a more coordinated federal strategy, like
making sure tourism operators and hotels
can survive this period.

“The airlines have to be ready and the
right policies would need to be put in place
to make sure that Malaysia is at the fore-
front when international travel returns.”

still, competition will be stiff for the
tourist dollar.

“Some airlines will fail in this current
operating environment, which would
put some countries at a disadvantage in
terms of air connectivity.That's why it is
important [for Malaysia] to maintain its
status as a hub and connectivity so that
it can attract inbound tourists as well as
those in transit when that market re-
turns,” he says.

If done right, Sobie says the inbound
market could make up 40% to 50% (from
33% in 2019) of total international passen-
ger traffic,which grew 3% year on year to
53.27 million passengers last year.

“We are also in the right region (Asia),
which will remain the fastest-growing
part of the world. Outbound China is still
going to grow over the long term and that
will also benefit markets like Malaysia.
So,Idon’t think prospects [for Malaysia]
are all that gloomy.

Who will be the winner post-
pandemic?

Sobie believes both the full-service and
low-cost carriers (LCCs) will still have a
role to play in the long term.

While LCCs are better positioned to take
adva_ntage of a price-sensitive post-pan-
den}xc market than their full-service com-
petitors, he notes that social distancing
rules would restrict the load factor on
planes.

“The LCC model can only work on 80% to
90% load factors. Higher airfares (to com-
ply with social distancing rules) would kill
the budget model. In Malaysia, MAS'’ fares
have also been extremely competitive in
the last several years and thus, there’s not
as much difference to LCCs.

: ".1 also don’t think [the strength of an
airline] is about its financia] Pposition, but
the support it receives from the gov,em-
ment during these challenging times.That
is the key differentiator among airlines,”
says Sobie. 2

“You have some ai
been weak financially
but they would beco

rlines that may have
going into this crisis,
me one of the stronger

ones if they get government g
sically, any airline — even th
stronger ones — that don't gel
ernment support may not be
vive, especially in a prolong
crisis,” he adds.

Sobie says Malaysia was already at ,
critical juncture even before the crisjg
struck and was in need of a reset, 5] six
Malaysia-based airlines were unprofitable
in 2019 and the market was suffering from
overcapacity and irrational competition

“In the interim, the airlines are bleeq.
ing badly, so they need as much support
from the government as possible, The
competition is also very fierce between
hubs in this region. We have seen Singa-
pore and Thailand ready to back a rescye
package for their flag carriers. So, if Ma-
laysia doesn’t compete in terms of pro-
viding support for its airlines, it can Jose
out in the long run and that is a concern”

still, consolidation in Malaysia’s airline
industry is unlikely in the near term as
all players are focused on their own is-
sues, says Sobie.

“A lot of the consolidation will be trig-
gered by what Khazanah Nasional Bhd
does — how it deals with the eventual
sale of MAS. When it is ready to restart
that, it has to look at who is still inter-
ested because the market has obviously
changed.As such,I don’t thinkit (to finda
strategic partner) will restart very quick-
ly. It has to relook at all the optionsina
bigger picture.”

Clayton believes that it is not just MAS
but airlines around the world that may not
survive without state aid. “One question
the governments need to ask themselves
is do they see airlines as a utility or a luxu-
ry? If it is utility, then it is important that
they be maintained in a way which allows
them to continue to operate moving for-
ward. I would argue that to a large extent
in Southeast Asia, airlines are actually
utilities. We can’t survive without them.

“But one of the key challenges is how
do you provide support without creating a
perverse incentive. You don’t want to over-
subsidise to the point where the airline
is making more money than they would
have done in the real world. So, making
sure that the aviation industry is incen-
tivised to innovate is also very important
when support structures are developed.”

Separately, Tunku Iskandar Tunku Ab-
dullah, group executive chairman of Mgl&
war Group, tells The Edge that cash funding
to airlines should be in the form of a quid
Pro quo, for example, advance purchase of
heavily discounted airline seats that the
government can utilise in future for both
Covid-19 and non-Covid-19 purposes such
as humanitarian or repatriation travel, or
for promotional purposes such as invit-
ing travel agents from overseas and also
from the domestic market. .

“In this way, it helps the airline with
its cash flow but provides tangible value
to the government in return for its cash
funding,” he says. i

He adds that MAS, AirAsia and Mal.m'
do Air,which are all flying the Malaysian
flag and have been playing key roles in
providing access for tourists from all over
the world to visit Malaysia, deserve to b
supported in this unprecedented crisis-
“Airlines are crucial for bringing tourists
in and all the three airline groups aré
needed for this to happen.” o
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