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Now may not be the right time to forecast the future
Producing a credible travel pricing forecast in the currentenvironment is incredibly difficult.

The world we live in right now presents additional challenges forforecasters:

The near-term Volatility has There's vast
travel outlook is never been so variation in
more uncertain high and seems market

than ever. likely to persist. performance

and outlook

Under these conditions, it's unlikely that any pricing forecast will produce reliable results.

With uncertainty so high, it's more important to inform and update ourselves on the latest market
developments and trends, so that suitable responses and plans can be developed.
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The near-term travel outlook is more uncertain than ever
A tipping point in the recovery may lie ahead, but it's unclear when and how this will happen.

The demand side so far this year

Consumers built up massive levels of excess savings during the
pandemic, which gives them significant spending power as economies
reopen and travel resumes.

After nearly three years of restrictions, people have a huge desire to
travel and are prepared to do so almost at any price.

This is good news for airlines and hotel companies, whichwant to
generate the maximum revenue they can, in orderto repair their balance
sheets. Many prices are already above 2019 levels.

The supply response

Airlines were initially reluctant to fully restore their flight schedules. The
rebound in demand was uncertain. Andin previous “recoveries”, airlines
had restored capacity, only to see restrictions reimposed with little orno
notice, leaving tEem overstaffed and flying empty aircraft.

The sudden easing of restrictions released a surge in demand with which
travel suppliers couldnt cope. The supply response was further
constrained by staff shortages.

Together with higher energy prices, staff shortages pushed up costs at
airlines and hotels.

The combination of strong demand, constrained supply and increased
costs has resulted in airfares and hotel rates far above what had been
forecastfor 2022.

How the rest of the year could play out

The leisure travel demand bubble could burst or simply deflate. There
are only so many trips people can take, and as inflationary pressures
build, household incomes will be diverted away from discretionary
spending, such as travel, to mitigate the erosion of real incomes.

As winterapproaches in the northern hemisphere, energy supply and
pricing issues will be broughtinto sharperfocus, and this may damage
confidence. Recessionis possible and may have already started in some
economies.

While travel demand need not decrease, its rate of growth may slow.

The supply response
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As demand loses momentum, there’s a risk of travel over-supply, with
airlines losing their leverage to cover risin? staff and energy costs. What
this means for pricing will depend on local market conditions.
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Multiple risks must be factored into any outlook
An outlook must take account of both downside and upside risks.

Downside risks Upside risks

Top risks citied by survey respondents Top risks cited by survey respondents

Trade tensions grow US fiscal support

Cyber attacks

Other geopolitical tensions HSChinzraceical

China lockdowns continue Productivity improves

Supply chain disruption

Inflation expectations stay high Gonsumsr.spending boom

Higher inflation Learn to live with pandemic
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Rapid central bank tightening

Ukraine conflict

An added layer of complexity when creating a credible forecast is the need to factor in multiple risks to the outlook. As the charts above show, these may be
upside or downside risks, which could boost or weigh down on the outlook. Not only do these risks need to be accommodated in any forecast, but their
probability of occurrence needs to be decided upon too. With more assumptions integrated into the forecast, the scope for error inevitably increases.

In the current environment, this means deciding what will happen to oil prices and how the conflict in Ukraine will develop, with interdependencies existing
between the two issues. Risk evaluationis complex and it's easy to make the wrong assumptions, with clearimplications for the validity of any resulting price
forecasts.

Source: Oxford Economics, Global Risk Survey, August2022 B CBO
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Forecasting used to be a low-risk activity
In the past, a stable environment made it possible to forecast price inflation with confidence.

Forecasting was less risky during stable times Little variation in Advito/BCD forecasts
Consumer price index (CPI) inflation Average ticket price forecasts 2015-2020
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In most of the 2010s, the business environmentwas fairly stable. It was much The global airfare forecasts produced by Advito and subsequently BCD
easierto create, what appeared to be, robust forecasts. Travel reflected the stable inflationary environment, with very little variation
Global inflation demonstrates this point. Formuch of 2012-19, it stayed in a over the years.
2.6%-3.8%range. This meant you could propose a 3% forecast, with little As can be seen from the chart above, airfares were typically forecast torise
fear of beingtoo far wrong. Not so from 2021, as volatility took hold. by 1%, almostirrespective of year or travel segment.

Stability made forecasts look far more reliable than the assumptionsand
models on which they were based.

Source: Oxford Economics, August 2022 BCBO
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It’s currently hard to create a credible price forecast
CWT/GBTA's forecast shows how hard it is to make reliable pricing predictions.
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CWT/GBTA originally predicted global airfares would rise by 3.3%in 2022.

Its Nov. 2021 report was published before Omicron and the Ukraine conflict.

In the first half of 2022, U.S. domestic airfares increased by 35%; a tenfold
error in CWT's outlook. With four months of 2022 remaining, and with airfare
pricinglosing momentum, CWT has revised up its 2022 forecast to 48.5%,
which seems excessive.

CWT now expects businessfares in North America to surpass pre-pandemic
levels by the end of 2022. But fares are already 18% above them in the U.S.

Source: ARC, CWT/GBTA, STR

Hotel rates - first half 2022 year-over-year

Revised forecast

Original forecast

Middle East & Africa 29.4%

Europe 31.0%
Asia Pacific
Americas 29.7%
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Having originally predicted a 13.1% year-over-yearrise in global hotel rates
for 2022, CWT has now revised this figure up to 18.5%.

So far in 2022, global rates have increased by approximately 24%. On this
basis, CWT must anticipate a slowdown in average daily rate inflation in the
second half of 2022. Data for the month of June supports this view, with
global rates rising 15% year-over-year. But Asia Pacific has a lot of ground
still to make up on otherregions. The prospects fora Chinese recovery
remain an important unknown at this stage.
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Outlook: cost of living inflation in the Americas

Inflationary pressures are more intense in South American countries.

Cost of living year-over-year %

Consumer price index (CPI) inflation
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Source: Oxford Economics, August 2022
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Among the countries in North and Central America, Mexico faces the strongest inflation. By
2023, its cost of living is forecast to be almost one-quarter higherthan in 2019.

Inflationary pressures are generally more intense in South America. In 2023, most countries can
expect pricesto be 20-30% above 2019 levels.

Argentina is an extreme case. High inflation is set to persistinto 2023, when the cost of living is
predicted to be 479% higherthanin 2019.
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Outlook: cost of living inflation in Asia Pacific
Inflation is generally low, and this points to little material change in 2023.

Cost of living year-over-year %

Consumer price index (CPI) inflation
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Inflationary pressures are generally weakest among countries in Northeast Asia. Japan'’s cost of
living in 2023 is expected to be just 3% above 2019, Hong Kong's 7% and China's 8%.
Expectations for 2023 for countries in Southeast Asia and Southwest Pacific lieina 7-17%
range, with Australia and New Zealand at the top end.

Inflationary expectations are strongest for Pakistan, where consumer prices in 2023 may be
42% above what they were in 2019.
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Outlook: cost of living inflation in Europe
After rising fast in 2022, the pace of inflation should slow rapidly in 2023 in most countries.

Cost of living year-over-year % Accumulation of inflation since 2019
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Market update: global hotel costs

The rise in average daily rates compared to 2019 varies significantly by region.

Year-to-date
Hotel rates: year-to-date 2022 v YTD 2019

Latest month
Hotel rates: June 2022 v June 2019
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During the first six months of 2022, global hotel rates advanced to 1%
above their pre-pandemic levels. But this low figure is the result of rate
weakness persisting in Asia Pacific, where ADRs are still 16% below
their2019 levels.

In other regions, rates are much stronger, averaging 15% above 2019
in the Middle East & Africa and 10% higher in the Americas.

Source: STR, based on average daily rates in local currency

June’s performance is quite different to the year-to-date average.

Globally, rates were 3% higher than in June 2019. Rate improvement
has strengthened in the Americas, while a comparison to the year-to-
data average suggests a loss of momentum in the Middle East & Africa.
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Market update: hotel costs in Asia Pacific

Rates in June were above 2019 in most countries but remain lower in some major markets.

Average daily rates

June 2022 v June 2019

Australia 28.7%
China -20.2%
Hong Kong -7.2%
India 8.9%
Indonesia -27.2%
Japan -21.1%
Malaysia 4.8%
Myanmar 17.0%

New Zealand
Philippines
Singapore
South Korea
Taiwan
Thailand

Vietnam

Source: STR, based on average daily rates in local currency
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Market update: hotel costs in Europe

Rates in June were above 2019 in most countries, exceptin those close to Ukraine or Russia

Average daily rates Variation in rate performance

June 2022 v June 2019 June 2022 v June 2019

Austria 6.0% Latvia 13.2% szz o
Belgium 6.0% Lithuania 5.2% - 10%; 0%
Bulgaria 1.0% Malta 11.8% I 0% to <10%
Croatia 16.8% Netherlands 7.4% -10%t0 <0%
Czech Rep. 22% Poland 9.29% - <-10%

Estonia -24.9% Portugal 16.6%
Finland -4.3% Romania -4.1%
France 19.2% Slovakia 7.0%
Germany 9.3% Spain 9.4%
Greece 38.2% Switzerland 2.1%
Hungary 33.3% Turkey 288.6%
Ireland 17.8% United Kingdom 15.6%
Italy 29.2%

Source: STR, based on average daily rates in local currency BCB.
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Market update: hotel costs in North America

Rates are above 2019 in all three countries; few cities are below pre-pandemic levels.

Average daily rates Variation in rate performance

June 2022 v June 2019 June 2022 v June 2019
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Source: STR, based on average daily rates in local currency BC-B.
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