
We asked Tommy Zhang, CFA, Senior Analyst at Pacific Asset 
Management, sub-advisor to Pacific Funds fixed-income 
funds, to analyze the airlines sector amid the economic 
rebound. 

Prior to COVID, the airline industry had successfully 
navigated through SARS, Bird Flu, Ebola and 9/11. While 
these events were certainly alarming at the time, the 
industry managed to work through them. As such, when 
COVID first broke out, alarm bells weren’t exactly 
ringing, as expectations were for the virus to be largely 
confined to Asia with the financial impact being 
relatively muted. 

However, this quickly turned out to be wishful thinking. 
At the height of the pandemic in April 2020, passenger 
air traffic was down about 95% year-over-year. This 
decline dwarfed all prior downturns. For example, U.S. 
air traffic was down just over 30% in the months 
immediately following 9/11. 

Given the unprecedented level of decline, the airlines 
immediately entered survival mode in order to stem 
cash outflows (in April, American Airlines’ daily cash 
burn was nearly $100 million, wiping out the carrier’s 
2019 earnings in a matter of weeks). During this time, 
there was considerable uncertainty as to whether the 
airlines would be able to avoid bankruptcy, as the loss in 
revenue coupled with customer refunds placed a great 
deal of strain on credit metrics. But ultimately, through a 
combination of government aid and 
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successful debt issuances, the airlines were able to 
raise billions in additional liquidity, keeping them afloat 
through the downturn.

As we entered 2021, most of the major U.S. airlines had 
sufficient liquidity, but were still cash-flow negative, as 
air traffic remained down about 60-65% year-over-year. 
But traffic trends began to improve as vaccine 
distribution took off. This trend accelerated in the last 
few weeks, with U.S. air traffic returning to 70-80% of 
2019 levels (down 20-30%). This recent surge allowed 
the industry to achieve a meaningful milestone; cash 
flow finally turned positive. 

Looking ahead, there are several reasons to be 
optimistic about the prospects of the aviation industry. 
Notably, while the recovery has recently accelerated, 
most of it continues to remain driven by domestic 
leisure travel as corporate and international travel 
remain muted. This is encouraging since cash-flow 
profiles have returned to a sustainable level on the 
back of leisure strength alone. With border restrictions 
being lifted and employees returning to the office, 
there is hope that profitability can return to even more 
normalized levels, even if some business travel is 
permanently impaired. This should allow the airlines to 
gradually transition away from survival into recovery.
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