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FOREWORD

AN IMPRESSIVE DEBUT FOR AN UNCERTAIN FUTURE

The current scenario in Europe points towards sustained growth amid a volatile
political and economic environment in the first trimester of the year. Tourism
demand from both intra-regional and overseas markets follow an upward trend
resulting from the unrelenting efforts of European destinations to increase off-
season international visitors. Despite positive results before the summer period,
safety and security concerns following terror attacks in the region are clouding
the future of the sector and complicating any attempt to forecast tourism
performance.

Based on latest data available, 29 reporting destinations saw a bumper
increase in arrivals with 1 in 2 recording double-digit growth compared to the
same period last year. Iceland (+35%), continues to enjoy robust results aided
by transatlantic routes encouraging visitors to spend some time exploring the
country. Slovakia (+24%) and Cyprus (+21%) also saw an outstanding
performance, the latter benefiting from the shift of traffic flows from Russia to
Turkey — now displaced to Cyprus.
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Strong growth early this year was also driven by Ireland (+17%), Romania
(+16%) and Serbia (+15%). Notable is the performance of traditional
Mediterranean summer destinations like Portugal (+14%) and Spain (+13%), as
both are hitting records outside peak seasons. Strong growth across the region
is, however, not indicative for 2016 full year performance.

Arrivals to Turkey continue to slump (-16%) affected by the continuous wane
from the Russian market amid security concerns. The recent terror attack in the
country’s busiest airport, Atatlirk and the travel alert issued by the US
Department of State' warning US citizens about risks of travel to Turkey are

1 . .
Turkey Travel warning U.S. Department of State. June 27, 2016 https://travel.state.gov/content/passports/en/alertswarnings/turkey-travel-
warning.html
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expected to impact the country’s tourism industry in the coming months.
Meanwhile, a strong Swiss franc continues to restrain growth in arrivals to
Switzerland, recording a -1% fall the first early this year.

Long-haul source market summary

Destinations reporting growth in arrivals or night by origin
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Source: TourMIS, Tourism Economics

European air traffic grew in Europe, however at a slower rate compared to last
year based on year-to-date data (RPK was up 4.5%). Growth is supported by
lower fares and increased travel flows between Europe and the Americas,
particularly from the US, helped by the relative strength of the dollar and
favourable macroeconomic conditions in the US. European airline capacity
remains strong the first quarter of 2016 recording an average growth rate of 4%
in Q2 to date.

European Airline Passenger Traffic: Americas
RPK, 4 week moving average, % change year ago
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BREXIT: WALKING UNDER THE CLOUDS OF UNCERTAINTY

Outbound flows from the UK — one of the largest European source markets
together with Germany, France and Italy — have contributed significantly to the
resilience of the European tourism sector over the past decades. After UK
citizens voted for Brexit on June 23", there are few assumptions that can be
made on the impact it will have on UK visitor flows. However, uncertainty is
expected to affect the country’s economy (with the British pound plunging to a
30-year low), domestic demand, and investment and employment decisions in
the short-term. Brexit inevitably sparks tourism fears and raises questions
concerning air fares and the future of border travel. While airlines are still
assessing how exactly the Brexit will impact their industry, for the moment, the
weaker pound has immediately made outbound trips for UK inhabitants more
expensive’. Britons will certainly continue to travel, but, it still remains to be
seen whether key tourism destinations for this market (Spain, France, Italy or
Greece) will feel the pinch of the Brexit in the short-term.

With the pound at its weakest in a very long time and a still fragile euro against
the dollar, travel to Europe has become even more appealing for US citizens
with the peak travel season about to begin. Moreover, Brexit will also have an
impact on airfares and accommodation as prices are expected to go down.

Relations between Russia and Turkey seem to be normalising after Moscow
imposed a ban on charter flights to Turkey following the downing of a Russian
jet last year. As this market is slowly coming out from recession, 13 out of 27
reporting destinations saw an increase in arrivals rebounding from the falls
experienced the same period last year. The European destinations that saw a
significant rebound in arrivals from Russia are Cyprus (53%) and Malta (28%).

Eastwards in China, the debt mountain in the second largest economy keeps
growing fast (30% annually over the past three years3) increasing uncertainty
around the future impact of the slowing economy on outbound travel.
Nevertheless, tourist arrivals to Europe from China are estimated to have
increased by +8% when compared to same period last year. Although at a
moderate pace, this market is showing signs of growth with many destinations
reporting double digit-growth in arrivals so far this year.

A UNIFIED TOURISM COMMUNITY, KEY TO SUPPORT THE SECTOR IN
CHALLENGING TIMES

Europe is still one of the world’s most vibrant and appealing destinations for
travellers around the world with 608 million international tourist arrivals in 2015,
accounting for more than 50% of the tourism market share globally*. What's
more, the region is experiencing continued growth driven by improving
economic conditions in the EU area and sustained growth in domestic demand.
“Tourism in Europe still remains the region’s main driver of economic growth,
social development and a powerful tool for job creation. Tourism authorities
should continue working together to safeguard Europe’s leading position as the

2 ) L .
IATA http://www.iata.org/whatwedo/Documents/economics/impact of brexit.pdf

% The Economist. May 7"-13" 2016 issue

4
UNWorld Tourism Barometer


http://www.iata.org/whatwedo/Documents/economics/impact_of_brexit.pdf
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#1 tourist destination worldwide” said Eduardo Santander, Executive Director
European Travel Commission.

Considering the latest positive results in the sector, Europe is proving resilient
to uneven economic challenges and uncertain political times. Recent atrocities
in Paris, Brussels and Turkey are not only a knock to Europe’s tourism sector,
but also to the international tourism community as a whole. Only by joining
forces and working collaboratively can the tourism community effectively put an
end to this threat and encourage travel to Europe to discover the myriad of
offerings waiting to be discovered.

Jennifer Iduh (ETC Executive Unit)
With the contribution of the ETC Market Intelligence Committee
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1. TOURISM PERFORMANCE
SUMMARY 2016

All but two reporting destinations enjoyed a greater number of visitors in early
2016 compared to 2015, using data available for at least the first quarter of the
year for the overwhelming majority of countries and for the year to May in some
cases. As expected, most of the growth rates reported by destinations have
moderated from those reported for the first months of the year, and more
subdued growth rates are likely for the peak summer months, but the current
performance is still a clear indication of continued growth for 2016.

As has been the case for the past number of years, Iceland has remained the
leading European growth destination according to arrivals data for the first five
months of 2016, receiving increasing numbers of visitors from both short-haul
and long-haul markets. Ongoing growth in air capacity on transatlantic routes

using Iceland as a hub continues to benefit the destination.
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Slovakia also recorded a very positive start to the year with arrivals and nights

The number of 24.4% and 21.5% higher than in the same period last year based on data to
European destinations March. This growth builds on momentum gained during last year’s rebound
reporting growth in 2016 to from a poor 2014, and some slowdown is still likely later in 2016. Arrivals from
date every reported source market were higher than in the same period of 2015 and
the only source markets from which arrivals did not grow by double digit terms
28 destinations have were India, Norway, and Sweden.

reported on tourism

performance in 2016 Serbia and Romania also continued to make strong gains in terms of new

arrivals and overnights. Growth builds on the strong performance in previous
years and was from a wide range of source markets. These are relatively lower
cost markets and reflects some continued bargain-hunting in the market. This
also confirms the importance of appealing to a selection of source markets.

Strong arrivals performance as also been evident in Ireland, which is one of the
more expensive destinations, but also demonstrates the benefit of drawing from
a range of markets. Ireland has a relatively high dependence on the UK market,
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16.5%

Drop in tourist arrivals in
Turkey in the first four
months of 2016.

Arrivals in Turkey fell 1.6% in
2015 as a whole and a larger
drop is likely this year.

which provided a large proportion of growth. But the fastest growing markets
were the US and Germany.

Visits to Cyprus grew by 20.5% based on data to May and Cyprus may be
gaining some market share at the expense of Turkey and possibly to a greater
extent than other Mediterranean destinations. A notable contributor to this
growth was Russia, while Russian travel to Turkey is in free-fall.

The continued strength of the Swiss franc has weighed on Switzerland’s
performance in 2016 to date. Both arrivals and nights to Switzerland have fallen
by 0.8% and 3.2% respectively in the first four months of the year,
compounding similar falls in the same period in 2015. However, this latest data
is an improvement on earlier 2016 data and as the impact of the exchange rate
shock fades further, Switzerland should begin to see some growth as the year
progresses. Growth is already evident for some long haul markets such as the
US and India, as well as for the UK.

Following the UK’s referendum vote to leave the EU the near-term growth
prospects have been downgraded amid significant uncertainty. UK outbound
travel demand expectations have been downgraded due to the weaker growth
outlook for the UK economy, coupled with a fall in the value of the pound
against most, if not all, major currencies. But the fall in the value of the pound
means the UK is now a more price-attractive destination and inbound travel
should continue to thrive. This will mostly be supported by leisure travel growth,
while domestic UK travel should also benefit due to these pricing effects.

Turkey has seen lower arrivals from all monitored source markets according to
data for the first four months of the year compared to 2015. The industry is
being hit by a combination of political unrest, weakened relations with the large
source market of Russia, and the threat of terrorism. Attacks in Turkeys have
followed threats (by the same group which claimed responsibility for attacks
carried out in tourist resorts in Tunisia and Egypt) and in excess of 100 people
have been killed in terrorist attacks across Turkey in 2016 alone. This will only
continue to discourage some tourists from visiting Turkey and the prospects for
the year are not good. Travel to Turkey for 2016 as a whole is likely to fall
further following a more modest drop in 2015. Russia’s ban on travel to Turkey
following the shooting down of a Russian bomber has had a large impact given
that Russia typically accounts for over 10% of arrivals to Turkey. Russian
arrivals accounted for around 75% of the fall in European travel to Turkey in
2015, with larger falls seen in 2016 to date.

A similar threat feeds into another key issue facing Europe’s prospects in 2016,
as the future of the Schengen Area is at risk, reportedly due to the increased
threat of terrorism as well as the refugee crisis. A reversal of Schengen Area
freedoms and the imposition of checks at all borders would have a large
detrimental impact on travel in the region. Long-haul travel from North America
is also at risk from the possibility that visa free travel could be ended due to a
perceived lack of reciprocity towards some EU member states. Such a move
would have a significant impact on arrivals from the large US and Canada
markets.
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Tourism Performance, 2016 Year-to-Date

_ International Arrivals International Nights
%ytd %ytd

Austria 6.6 Jan-May 6.3 Jan-May
Bulgaria 5.4 Jan-Mar

Croatia 6.9 Jan-Apr 7.0 Jan-Apr
Cyprus 20.5 Jan-May 0.7 Jan-Mar
Czech Rep 13.9 Jan-Mar 12.1

Denmark 8.0 Jan-Apr
Estonia 7.4 Jan-Apr 4.6 Jan-Apr
Finland 7.4 Jan-Apr 6.2 Jan-Apr
Germany 6.3 Jan-Apr 6.6 Jan-Apr
Hungary 7.2 Jan-Apr 5.9 Jan-Apr
Iceland 35.2 Jan-May

Ireland Rep 16.6 Jan-Mar

Latvia 25 Jan-Mar 7.6 Jan-Mar
Luxembourg 4.1 Jan-Apr
Malta 111 Jan-Apr 9.3 Jan-Apr
Monaco 2.7 Jan-Apr
Montenegro 11.3 Jan-Apr 13.2 Jan-Apr
Norw ay 9.0 Jan-May
Poland 11.9 Jan-Feb 13.2 Jan-Feb
Portugal 14.3 Jan-Apr 134 Jan-Apr
Romania 15.7 Jan-Apr

Serbia 12.1 Jan-May 154 Jan-May
Slovakia 24.4 Jan-Mar 215 Jan-Mar
Slovenia 12.4 Jan-Apr 10.1 Jan-Apr
Spain 13.0 Jan-Apr 11.9 Jan-Apr
Sw eden 9.4 Jan-May
Switzerland -0.8 Jan-Apr -3.2 Jan-Apr
Turkey -16.5 Jan-Apr

UK 3.0 Jan-Apr

Source: TourMIS, http://ww w .tourmis.info; available data as of 4.7.16
Measures used for nights and arrivals vary by country
See TourMIS for further data including absolute values
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2. GLOBAL TOURISM FORECAST
SUMMARY

Tourism Economics’ global travel forecasts are shown
following table. These are the results of the Tourism Decision Metrics (TDM) model, which is updated
in detail three times per year. Forecasts are consi st

outlook according to estimated relationships between tourism and the wider economy. Full origin-
destination country detail is available online to subscribers.

TDM Visitor Growth Forecasts, % change year

_ | 2014 | 2015
IEE I I O S N B

data/estimate/forecast ***

World 4.1% 4.4% 39% 42% 46% 32% 46% 41% 42% 4.8%
Americas 85% 49% 40% 41% 40% 7.0% 50% 40% 45% 3.8%
North America 9.7% 32% 44% 39% 42% 84% 56% 52% 51% 4.1%
Caribbean 52% 76% 15% 52% 41% 94% 66% 35% 44% 4.7%

Central & South America 6.8% 89% 43% 41% 36% 18% 28% -06% 19% 2.6%

Europe 20% 44% 3.0% 32% 42% -02% 33% 31% 3.0% 4.4%
ETC+4 44% 49% 28% 2.7% 4.0% 25% 49% 3.7% 2.7% 4.3%
EU 44% 54% 37% 28% 38% 22% 47% 38% 26% 4.4%
Non-EU 6.1% 05% 06% 51% 6.0% -86% -24% 05% 43% 4.6%
Northern 52% 63% 46% 38% 41% 51% 7.7% 32% -0.6% 4.8%
Western 22% 36% 25% 23% 32% -1.1% 22% 35% 38% 4.3%
Southern/Mediterranean  7.1% 47% 2.0% 21% 44% 56% 63% 35% 35% 3.9%
Central/Eastern 79% 40% 44% 6.1% 54% -45% -02% 22% 54% 4.9%
- Central & Baltic 19% 85% 39% 48% 43% 74% 81% 64% 53% 4.1%

Asia & the Pacific 57% 54% 68% 58% 54% 74% 7.6% 6.6% 6.1% 6.0%
North East 73% 43% 64% 59% 62% 78% 102% 6.9% 6.2% 6.3%
South East 28% 65% 71% 59% 45% 55% 17% 62% 57% 54%
South 98% 63% 7.6% 48% 54% 139% 41% 74% 81% 7.6%
Oceania 6.1% 72% 78% 51% 44% 39% 39% 36% 41% 3.7%

Africa 11% -1.7% -04% 51% 49% 32% -01% 1.7% 3.6% 35%

Mid East 82% 41% 44% 57% 67% 88% 73% 34% 63% 7.6%

* Inbound is based on the sum of the country overnight tourist arrivals and includes intra-regional flows

** Qutbound is based on the sum of visits to all destinations

The geographies of Europe are defined as follows:
Northern Europe is Denmark, Finland, Iceland, Ireland, Norway, Sweden, and the UK;
Western Europe is Austria, Belgium, France, Germany, Luxembourg, Netherlands, and Switzerland;
Southern/Mediterranean Europe is Albania, Bosnia-Herzegovina, Croatia, Cyprus, FYR Macedonia, Greece,
Italy, Malta, Montenegro, Portugal, Serbia, Slovenia, Spain, and Turkey;
Central/Eastern Europe is Armenia, Azerbaijan, Bulgaria, Czech Republic, Estonia, Hungary, Kazakhstan,
Kyrgyzstan, Latvia, Lithuania, Poland, Romania, Russian Federation, Slovakia, and Ukraine;
Central & Baltic Europe is Bulgaria, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania,
and Slovakia;
ETC+4 is all ETC members plus France, the Netherlands, Sweden, and the United Kingdom

Source: Tourism Economics
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3. RECENT INDUSTRY PERFORMANCE

INDUSTRY PERFORMANCE IS ROBUST

1 Passenger growth in 2016 to date has continued in line with the strong expansion
seen in 2015 worldwide.

1 European passenger growth has been maintained and the deterrent of further terror
attacks in Europe appears to have been short-lived.

1 A strong dollar helps bring travel growth from the Americas to Europe.

1 European hotel industry is exercising pricing power but tourists remain price
conscious.

3.1 AIR TRANSPORT

Based on data to April, Global Revenue Passenger Kilometres (RPKSs)
continued to grow at similar strong rates to those experienced in 2015. Growth
in 2016 to April was 6.4% compared to 6.5% observed in 2015, as low fares
continue to stimulate additional demand. Air passenger demand in Europe and
Latin America both grew but at a slower rate than last year. Fears of slowing
economic growth in China have eased in recent months, with indicators from
the services side of the economy indicating that it is still expanding strongly.
The upward trend in passenger traffic remains strong, aided by strong

6 . 4% frequency growth, as well as lower fares, offering greater choice for
passengers.

The rate of World RPK

growth in 2016 to date Annual International Air Passenger Growth 22014
YTD growth based on data %Jear' RPK = 2015
to April 2016 ytd
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.|
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Africa  Asia/Pacific Europe Latin Mid. East N. America World
America

Source: IATA

Recessions in Venezuela and Argentina, coupled with the particular deep
recession in Brazil mean that any demand growth in the Latin America region
will remain sluggish in 2016. Both business and leisure-related travel are

12
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suffering and RPK growth is unlikely to surpass that of 2015 at any point this
year. In the case of Brazil, this summer’s Olympic Games in Rio de Janeiro are
only expected to provide temporary respite, while recoveries in Venezuela and
Argentina are currently a distant prospect.

Monthly International Air Passenger Growth

mJan-16
% year, RPK = Feb-16
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Source: IATA

In Europe, passenger demand has grown in all months of 2016 for which data
were available. Growth in April, however, was somewhat more subdued than
the rest of 2016, up only 1.9% compared to April of 2015. The earlier Easter
holiday period, which moved into March in 2016, had some impact. Disruption
related to the Brussels terrorist attacks in March were also a possible reason.
February was a particularly strong growth month for most regions, but was
partly due to 2016 being a leap year, including an extra day in that month.

International Air Passenger Traffic Growth Total
% year, RPK
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Source: IATA

Data from the Association of European Airlines (AEA) showed that strong
growth in European airline capacity continued throughout the first quarter of
2016. Growth averaged 6.3% in 2016 compared to 2.2% in 2015, but has
slipped to a more modest average rate of 4% growth in Q2 to date. This

13
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remains in line with the trend in recent years and is supportive of continued
demand growth.

European Airlines Capacity — 2014
ASK, 4 week moving average, % change year ago
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Airline load factors remain high despite the recent capacity growth and lower air
fares are continuing to stimulate demand. Despite some recent increases in oil
prices, fares are continuing to fall in 2016; hedging means that changes in input
costs take time to pass through into prices paid by passengers, and with less
drastic swings. Average load factor in Q2 of 2016 to date is only marginally
lower than for the same period in previous years, despite the rising.

European Airlines Passenger Load Factor —2014

Weekly load factor, %
90 - 2015

88 - 2016
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Source: AEA

Peak of European airline

passenger load factor in

In 2016 total European airline passenger growth began to outpace European-
2016 to date

Asian airline passenger growth. This may be related to fears regarding recent
terrorist attacks but is also consistent with some slowdown in demand from
China and other emerging markets as well as continued modest growth from
Japan. Passenger demand growth for Asian routes has diverged from total
European passenger demand to an unprecedented extent in 2016: the average
percentage point (pp) difference has widened to 2.8pp in Q2 2016. This follows
a period in 2014 and 2015 when travel between Europe and Asia increased at

Based on data to Q2
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a faster rate than total European airline passenger growth, before the current
slowdown began in late 2015.

European Airline Passenger Traffic: Asia
RPK, 4 week moving average, % change year ago
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Source: AEA

Air passenger flows between Europe and the Americas continued to grow at a
faster rate than total scheduled travel to and from Europe in 2016. The two
flows have also diverged to an unprecedented degree. The average pp
difference between them was 5.1pp for 2016 to date. This is a substantial
premium compared to the average difference in 2015 of 1.7pp. The greatest pp
9 . 7 p p difference observed in 2016 was 9.7. United States outbound travel to Europe
has been particularly strong due to the relative strength of the dollar against

The gap between Europe- key European currencies, (most notably the euro) as well as favourable
Americas and total European economic conditions in the United States. Even with some slightly softer US
airline passenger growth in demand implied by this data in recent months it will remain an important long-
2016 haul growth market in 2016, especially with some weakening demand from
—————————— Asia.
This is the biggest observed
pp difference in 2016 European Airline Passenger Traffic: Americas = Americas
RPK, 4 week moving average, % change year ago
20 - e Total
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1.0%

The rate of occupancy
growth in Europe in 2016

Based on 2016 year-to-date
data to May

3.2 ACCOMMODATION

Global accommodation sector performance was mixed in the first five months
of 2016. The worst performing region was the Middle East & Africa; all three
measures of Occupancy, ADR and RevPAR showed a downturn compared to
the first five months of 2015. Meanwhile all other regions boasted at least one
positive performance measure.

In Asia/Pacific occupancy was up 1.3% compared to the first five months of
2015. However, this growth was likely aided by lower average daily rates (ADR)
in the region which fell 4.9% in euro terms over the same period. As a result,
revenue per available room (RevPAR) also fell. This modest demand and price
cutting is consistent with some weakening economies and softer travel demand
from Asian markets.

In the Americas, room rates continued to rise in US$ terms (1.6%) but this was
entirely buoyed by North American performance; ADR in all other regions of the
Americas fell during the same period. North American hotel occupancy was
unchanged from 2015 levels, allowing hotels to continue to exercise pricing
power and raise rates and indicating a degree of optimism regarding future
growth. In the Americas as a whole, however, occupancy rates were down due
to falls in the Caribbean and South America. South America’s accommodation
sector in particular will have felt the pinch of the recessions, and notably in
Argentina, Brazil, and Venezuela.

In Europe as a whole, accommodation sector performance was lacklustre, with
occupancy growing by just 1.0% along with a 0.7% reduction in ADR over the
same period. This led to RevPAR growth of 0.3%. However, the regional
growth trend includes ADR priced in euros while in local currency terms a
majority of destinations were able to raise room rates. Notably, the UK and
Russia have been able to raise rates in local currency terms, but because of
weaker currencies in 2016 to date, ADR is lower than a year ago expressed in
euros.

Global Hotel Performance mOce

= ADR (€)
RevPAR (€)

Jan-May year to date, % change year ago
4 -

2 -

O ]

Asia/Pacific Americas Europe Middle East/Africa

Source: STR Global
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4. KEY SOURCE MARKET
PERFORMANCE

STRONG START TO 2016

91 European travel demand continues to grow across the majority of markets.

91 Intra-European travel remains crucial for future growth, while US travel demand
continues to grow helped by a strong dollar.

1 Economic slowdown and a weaker pound in the UK as a result of the Brexit
referendum is a concern for outbound travel demand, but UK inbound will benefit.

Trends discussed in this section in some cases relate to the first five months of the year although
actual coverage varies by destination. For the majority of countries March or April will be the latest
available data point.

Further detailed monthly data for origin and destination, including absolute values, can be obtained
from TourMIS, http://tourmis.info.

4.1 KEY INTRA-EUROPEAN MARKETS

German tourists have continued to travel to Iceland in ever increasing numbers
and Germany remains the largest source market for Iceland. Slovenia, Slovakia
and Czech Republic each reported arrivals growth from Germany of close to
20% in 2016 to date. German tourists comprise around 10% of arrivals in both
Slovenia and Slovakia and over 20% of Czech arrivals, hence growth of this
magnitude represents a substantial number of new arrivals. At the other end of
the scale, the large destinations of Switzerland and Croatia have reported
falling demand from Germany and the outlook is not overwhelmingly positive.

German visits and overnights to select destinations
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Source: TourMIS  *date varies (Jan-May) by destination
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French travel behaviour has
seemingly ‘normalised’

following the disruption
earlier in the year related to
terror attacks.

Bulgaria has enjoyed very large flows of Dutch visitors in 2016 to date,
although the growth has moderated considerably from the 254% growth
recorded in January and February. By contrast with Germans, Dutch tourists
are increasingly looking to visit Croatia in 2016 with particularly strong growth in
overnights of around 45%. The strong Swiss franc continues to deter Dutch
travel, although the falls in arrivals and overnights for the year to April are much
milder than the falls at the start of the year. If this trend continues, full year data
may yield some growth helped by more stable currencies.

Dutch visits and overnights to select destinations
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Source: TourMIS  *date varies (Jan-May) by destination

The majority of destinations now report growth in arrivals and overnights from
France and some of the caution that existed within France at the beginning of
the year appears to have dissipated with a return to more normal trends. Earlier
in the year a relatively large number of destination markets had reported falling
arrivals from France, likely related to the Paris terror attacks of late-2015.
Slovakia reported the largest rise in French visitors, with arrivals up 26.4% and
overnights up 34.3% based on data to March. All but five countries reported
some growth in demand from France.

French visits and overnights to select destinations
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Slovenia and Slovakia proved to be the best performing destinations in terms of
Italian tourists based on early-2016 data. Slovenia reported arrivals growth of
25.4% and overnights growth of 27.6%, while Slovakia reported arrivals growth
of 18.5% and overnights growth of 21.2% based on data to March. The number
of nights spent in both Luxembourg and Denmark also increased dramatically
according to data to April, up 21.1% and 20.4% respectively. All but four
countries reported some form of growth from lItaly.

Italian visits and overnights to select destinations m Arrivals
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Source: TourMIS  *date varies (Jan-May) by destination

Sixteen reporting destinations enjoyed double-digit arrivals growth from the UK
in early-2016, six of them enjoying growth in excess of 20%. Amongst these
were Montenegro and Croatia, Iceland, Slovenia, and Slovakia. Despite the
wealth of European destination markets, however, Spain and Portugal continue
to hold their own, even outside of the main summer holiday period. According
to data to April, UK arrivals to Spain grew by 19.4%, while nights grew by
19.7% compared to the same four months of 2015. Since arrivals from the UK
equate to around 25% of total arrivals to Spain, growth of such magnitude is
substantial in absolute terms. Similarly, in Portugal, where arrivals from the UK
account for close to 16% of total arrivals, arrivals growth of 19.2% and
overnights growth of 18.2% in the first four months of 2016 is significant in
absolute terms.

Following the UK’s referendum vote to leave the EU the near-term growth
prospects have been downgraded amid significant uncertainty. UK outbound
travel demand expectations have been downgraded due to the weaker growth
outlook for the UK economy, coupled with a fall in the value of the pound
against most, if not all, major currencies. Notably, the pound is expected to be
in excess of 10% weaker against the euro in 2016. And whilst Britons will
certainly continue to travel, it remains to be seen which tourism destinations will
feel the pinch of the Brexit in the short-term. Ireland and Spain are amongst the
most exposed given their high share of British arrivals.
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15

out of 27 destinations

reported falling arrivals or
overnights from Russia and
the most sizeable falls were
observed in Turkey.

UK visits and overnights to select destinations
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Source: TourMIS  *date varies (Jan-May) by destination

The number of destinations reporting growth from Russia versus the number
reporting falls was fairly balanced. Turkey suffered the greatest losses, down
67.7% in the first four months of the year compared to 2015. Relations between
the two have been fragile since the Turkish Air Force shot down a Russian
fighter jet on the Syrian-Turkey border in November 2015. Russia has since (at
the end of June) lifted travel restrictions on Russian tourists visiting Turkey and
some improvement in tourism performance is therefore expected as the year
progresses, although Russians will still share the same safety concerns of
other European markets regarding travel to Turkey.

Cyprus and Malta were the fastest growing destinations for Russian arrivals,
growing 52.6% and 27.6% respectively. This includes some rebound from
weaker growth in 2014 and potentially some substitution from travel which
would ordinarily have been to Turkey. As the Russian economy continues to
improve, more destinations are expected to report growth. Many countries
continuing to report falls are large winter destinations for Russian travel and
they will not benefit from any improvement later in the year to the same extent
as the summer destinations.

Russian visits and overnights to select destinations m Arrivals
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A

out of 28 destinations

reported arrivals growth from
the US and strong air
passenger growth suggests
this will continue

4.2 NON-EUROPEAN MARKETS

All but three reporting destinations enjoyed growth from the US in the first
months of 2016 in either arrivals or overnights and air passenger data points to
continued growth to the region. Iceland was the most popular US growth
destination, up 67.5% according to data for the first five months of the year,
followed by Slovakia and Norway. Growth in Iceland is helped by its growing
importance as a hub for trans-Atlantic travel. Both Europeans and North
Americans have been increasingly breaking their trips with some nights in
Iceland. Continued growth in scheduled seats on flights between Iceland and
the US, and also to European destinations will allow continued growth. Turkey
has seen notably lower arrivals from the US, down 17.6%, likely due to a
combination of political unrest and the threat of terrorism. This will only
continue to discourage US tourists from visiting Turkey.

The US government has issued a travel alert to US citizens regarding the risk
of potential terrorist attacks throughout Europe. Perceived high-risk
destinations include France due to Euro 2016, Poland, which will host World
Youth Day (expected to attract up to 2.5 million visitors) and Turkey. This travel

alert expires at the end of August 2016.

US visits and overnights to select destinations m Arrivals
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Japan’s economy has been in and out of recession over the past few years and
this has been evident in reported outbound tourism performance, while the
weaker yen has hit affordability for international travel. Arrivals growth was
reported in less than half of reporting European destinations, although Japan
remains a large source market for many destinations despite this relative
stagnation. Growth was notable in Montenegro and Poland where arrivals from
Japan more than doubled. Turkey and Cyprus were amongst the least popular
destination markets for Japanese arrivals, particularly Turkey were arrivals from
Japan were down 53.2% in the first four months of 2016 compared to 2015.
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Japanese visits and overnights to select destinations
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Source: TourMIS  *date varies (Jan-May) by destination

China continues to be a source of huge arrivals growth for many European
destinations, albeit from some lower volumes than for more established
markets Slovakia was the most popular growth destination for Chinese arrivals
which grew by 73.4% in the first three months of the year. Hungary, Slovenia,
Iceland, and Finland also enjoyed sizeable growth from China. In many cases
overnights grew faster than arrivals indicating increases in average length of a
stay. This may be linked to concerns regarding the closure of some EU borders
at the beginning of the year as Chinese visitors would be impelled to visit fewer
European destinations in a single trip, spending longer in each place.

Chinese visits and overnights to select destinations
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All but two reporting destinations enjoyed arrivals growth from India. Turkey
was one such destination which saw Indian arrivals and overnights fall based
on data for the first four months of the year compared to 2015. Croatia was the
most popular growth destination amongst Indians, with arrivals up 61.4% in the
first four months on 2016 compared to 2015. This growth has surely been aided
by the strong economic backdrop that exists in India and it will increasingly
become more important as a source market for European destinations.
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Indian visits and overnights to select destinations
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Source: TourMIS  *date varies (Jan-May) by destination

Many destinations reported sizeable arrivals and overnights growth from
Canada in the first few months of 2016. Canadian growth to Finland in the
months to April was particularly strong, but this was driven primarily by some
extraordinary flows in January when Finland hosted the Ice Hockey World
Junior Championships and reported arrivals growth of 175% and overnights
growth of 701% compared to January 2015. Growth has since abated to more
typical rates. Cyprus has also reported some very strong growth in arrivals in
2016, including some rebound from falls in 2015 following concerns relating to
the banking crisis.

Canadian visits and overnights to select destinations

m Arrivals
-tO- * 0,
2016 year-to-date*, % change year ago = Nights
70 -
60 - Finland, 152% (N)
Serbia, -22.4% (N)
50 Turkey, -27.1% (A)
40 -
30 -
20
10 -
0_
248 @TLgIELE 2oL QT ETE z .
W' § 5893938523 §8c8e8g3cs 5=
.EGBWESC%cEcggho&’gE%gBE
LOes &8~-~2ag2g8azC= 2785
<} L")' =
= ]

Source: TourMIS  *date varies (Jan-May) by destination

23



European Tourism in 2016: Trends & Prospects (Q2/2016)

5. ORIGIN MARKET SHARE ANALYSIS

METHODOLOGY

Based on the Tourism Decision Metrics (TDM) model, the following charts and analysis show
Europe’s evolving market position — in absolute and percentage terms — for selected source
markets. 2015 values are, in most cases, year-to-date estimates based on the latest available
data and are not final reported numbers.

Data in these charts and tables relate to reported arrivals in all destinations as a comparable
measure of outbound travel for calculation of market share.

For example, US outbound figures featured in the analysis are larger than reported departures
in national statistics as long haul trips often involve travel to multiple destinations. In 2014 US
data reporting shows 11.9m departures to Europe while the sum of European arrivals from the
US was 23.4m. Thus each US trip to Europe involved a visit to two destinations on average.

The geographies of Europe are defined as follows:
Northern Europe is Denmark, Finland, Iceland, Ireland, Norway, Sweden, and the UK;

Western Europe is Austria, Belgium, France, Germany, Luxembourg, Netherlands, and
Switzerland;

Southern/Mediterranean Europe is Albania, Bosnia-Herzegovina, Croatia, Cyprus, FYR
Macedonia, Greece, Italy, Malta, Montenegro, Portugal, Serbia, Slovenia, Spain, and Turkey;

Central/Eastern Europe is Armenia, Azerbaijan, Bulgaria, Czech Republic, Estonia, Hungary,
Kazakhstan, Kyrgyzstan, Latvia, Lithuania, Poland, Romania, Russian Federation, Slovakia,
and Ukraine.
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5.1 UNITED STATES

US Market Share Summary
2016 Growth (2016-21) Growth (2011-16)

Level Share** AlDEL CUIOLERE are 2021+ | CUMUlative g0 0 5090
average growth* growth*

Total outbound travel (000s) 104,450 4.7% 25.7% 35.5%
Long haul (000s) 62,150 59.5% 5.3% 29.5% 61.3% 32.2% 61.0%
Short haul (000s) 42,300 40.5% 3.8% 20.2% 38.7% 40.7% 39.0%

Travel to Europe (000s) 27,525 26.4% 5.2% 29.0% 27.0% 33.3% 26.8%
Northern Europe (000s) 6,572 6.3% 5.6% 31.5% 6.6% 33.3% 6.4%
Western Europe (000s) 9,622 9.2% 3.9% 21.0% 8.9% 22.8% 10.2%
Southern Europe (000s) 7,662 7.3% 5.3% 29.5% 7.6% 42.4% 7.0%
Central/Eastern Europe (000¢ 3,669 3.5% 7.7% 44.7% 4.0% 46.7% 3.2%

*Shows cumulative change over the relevant time period indicated
**Shares are expressed as % of total outbound travel
Source: Tourism Economics

US Long Haul* Outbound Travel
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Europe's Share of US Market
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5.2 CANADA
Canada Market Share Summary
Growth (2016-21) Growth (2011-16)
Annual Cumulative Cumulative
Level " amuiaive 1 share 2021+ am e 011+
average growth* growth*
Total outbound travel (000s) 33,761 4.0% 21.6% 2.8%
Long haul (000s) 12,480 37.0% 3.6% 19.6% 36.4% 16.1% 32.7%
Short haul (000s) 21,281 63.0% 4.2% 22.7% 63.6% -3.7% 67.3%
Travel to Europe (000s) 4,820 14.3% 2.4% 12.7% 13.2% 16.4% 12.6%
Northern Europe (000s) 1,134 3.4% 5.5% 30.7% 3.6% 12.6% 3.1%
Western Europe (000s) 1,743 5.2% 1.8% 9.4% 4.6% 13.6% 4.7%
Southern Europe (000s) 1,661 4.9% 1.0% 5.2% 4.3% 23.1% 4.1%
Central/Eastern Europe (000s) 282 0.8% 0.9% 4.5% 0.7% 11.9% 0.8%

*Show s cumulative change over the relevant time period indicated
**Shares are expressed as % of total outbound travel
Source: Tourism Economics

Canada Long Haul* Outbound Travel
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*Long haul defined as tourist arrivals to destinations outside North America
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Europe's Share of Canadian Market
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26



European Tourism in 2016: Trends & Prospects (Q2/2016)

5.3 MEXICO
Mexico Market Share Summary
Growth (2016-21) Growth (2011-16)
Annual Cumulative Cumulative
Level " amuiaive 1 share 2021+ am e 011+
average growth* growth*
Total outbound travel (000s) 21,684 3.7% 19.9% 37.9%
Long haul (000s) 3,005 13.9% 4.0% 21.4% 14.0% 50.4% 12.7%
Short haul (000s) 18,679 86.1% 3.6% 19.6% 86.0% 36.0% 87.3%
Travel to Europe (000s) 1,539 7.1% 3.2% 16.9% 6.9% 29.9% 7.5%
Northern Europe (000s) 113 0.5% 3.0% 16.0% 0.5% 37.3% 0.5%
Western Europe (000s) 637 2.9% 4.7% 25.7% 3.1% 3.1% 3.9%
Southern Europe (000s) 627 2.9% 1.7% 8.6% 2.6% 61.2% 2.5%
Central/Eastern Europe (000s) 162 0.7% 2.8% 15.1% 0.7% 68.9% 0.6%

*Show s cumulative change over the relevant time period indicated
**Shares are expressed as % of total outbound travel
Source: Tourism Economics

Mexico Long Haul* Outbound Travel
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Europe's Share of Mexican Market
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5.4 ARGENTINA

Argentina Market Share Summ ary

e e

average growth* growth*

Total outbound travel (000s) 8,370 2.4% 12.7% 21.4%
Long haul (000s) 2,463 29.4% 2.9% 15.6% 30.2% 28.4% 27.8%
Short haul (000s) 5,906 70.6% 2.2% 11.5% 69.8% 18.7% 72.2%
Travel to Europe (000s) 961 11.5% 3.2% 16.8% 11.9% 46.8% 9.5%
Northern Europe (000s) 127 1.5% 5.6% 31.4% 1.8% 66.3% 1.1%
Western Europe (000s) a7 0.6% 2.8% 14.9% 0.6% 26.2% 0.5%
Southern Europe (000s) 681 8.1% 2.0% 10.6% 8.0% 45.4% 6.8%
Central/Eastern Europe (000s) 106 1.3% 6.9% 39.6% 1.6% 45.3% 1.1%

*Show s cumulative change over the relevant time period indicated
**Shares are expressed as % of total outbound travel
Source: Tourism Economics
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Europe's Share of Argentinian Market
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5.5 BRAZIL
Brazil Market Share Summary
Growth (2016-21) Growth (2011-16)
Annual Cumulative Cumulative
Level " amuiaive 1 share 2021+ am e 011+
average growth* growth*
Total outbound travel (000s) 8,736 3.4% 18.2% 6.0%
Long haul (000s) 6,156 70.5% 3.7% 19.9% 71.5% 8.1% 69.1%
Short haul (000s) 2,580 29.5% 2.6% 14.0% 28.5% 1.4% 30.9%
Travel to Europe (000s) 2,924 33.5% 1.3% 6.7% 30.2% -6.2% 37.8%
Northern Europe (000s) 289 3.3% 4.9% 27.1% 3.6% 4.9% 3.3%
Western Europe (000s) 1,306 14.9% 1.5% 8.0% 13.7% -5.2% 16.7%
Southern Europe (000s) 1,067 12.2% -0.7% -3.6% 10.0% -10.8% 14.5%
Central/Eastern Europe (000s) 262 3.0% 3.7% 19.8% 3.0% -2.0% 3.2%

*Show s cumulative change over the relevant time period indicated
**Shares are expressed as % of total outbound travel
Source: Tourism Economics
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Europe's Share of Brazilian Market
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5.6 INDIA
India Market Share Summary
e e
average growth* growth*
Total outbound travel (000s) 14,884 8.3% 49.2% 42.9%
Long haul (000s) 14,197 95.4% 8.4% 49.4% 95.5% 43.9% 94.7%
Short haul (000s) 687 4.6% 7.6% 44.5% 4.5% 25.3% 5.3%
Travel to Europe (000s) 2,415 16.2% 7.9% 46.2% 15.9% 43.6% 16.2%
Northern Europe (000s) 470 3.2% 6.5% 37.2% 2.9% 24.3% 3.6%
Western Europe (000s) 860 5.8% 7.0% 40.3% 5.4% 39.7% 5.9%
Southern Europe (000s) 331 2.2% 8.7% 51.8% 2.3% 30.3% 2.4%
Central/Eastern Europe (000s) 754 5.1% 9.3% 56.1% 5.3% 73.4% 4.2%

*Show s cumulative change over the relevant time period indicated
**Shares are expressed as % of total outbound travel
Source: Tourism Economics
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Europe's Share of Indian Market
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5.7 CHINA
China Market Share Sum mary
e e
average growth* growth*
Total outbound travel (000s) 85,215 6.4% 36.5% 109.4%
Long haul (000s) 38,801 45.5% 7.4% 43.1% 47.7% 172.3% 35.0%
Short haul (000s) 46,414 54.5% 5.6% 31.1% 52.3% 75.5% 65.0%
Travel to Europe (000s) 10,723 12.6% 9.0% 53.6% 14.2% 112.9% 12.4%
Northern Europe (000s) 845 1.0% 9.2% 55.1% 1.1% 117.8% 1.0%
Western Europe (000s) 5,584 6.6% 9.3% 56.0% 7.5% 123.4% 6.1%
Southern Europe (000s) 788 0.9% 8.0% 46.8% 1.0% 118.6% 0.9%
Central/Eastern Europe (000s) 3,506 4.1% 8.6% 50.8% 4.5% 95.9% 4.4%

*Show s cumulative change over the relevant time period indicated
**Shares are expressed as % of total outbound travel
Source: Tourism Economics
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Europe's Share of Chinese Market
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5.8 JAPAN
Japan Market Share Summary
e e
average growth* growth*
Total outbound travel (000s) 22,207 5.7% 31.8% 0.8%
Long haul (000s) 14,745 66.4% 5.9% 32.9% 67.0% 17.6% 56.9%
Short haul (000s) 7,462 33.6% 5.3% 29.5% 33.0% -21.4% 43.1%
Travel to Europe (000s) 4,744 21.4% 5.3% 29.5% 21.0% 15.1% 18.7%
Northern Europe (000s) 555 2.5% 3.5% 18.5% 2.2% 9.1% 2.3%
Western Europe (000s) 2,225 10.0% 5.4% 30.1% 9.9% 13.0% 8.9%
Southern Europe (000s) 1,357 6.1% 5.4% 30.4% 6.0% 23.8% 5.0%
Central/Eastern Europe (000s) 607 2.7% 6.3% 35.4% 2.8% 10.7% 2.5%

*Show s cumulative change over the relevant time period indicated
**Shares are expressed as % of total outbound travel
Source: Tourism Economics
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Europe's Share of Japanese Market
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5.9 UNITED ARAB EMIRATES

United Arab Emirates Market Share Summary
2016 Growth (2016-21) Growth (2011-16)

Annual Cumulative Cumulative
Level Share** Share 2021* Share 2011**
average growth* growth*

Total outbound travel (000s) 3,659 5.4% 30.2% 27.5%
Long haul (000s) 1,645 44.9% 2.8% 15.1% 39.7% 41.9% 40.4%
Short haul (000s) 2,014 55.1% 7.3% 42.5% 60.3% 17.7% 59.6%

Travel to Europe (000s) 963 26.3% 2.4% 12.5% 22.8% 45.5% 23.1%
Northern Europe (000s) 348 9.5% 3.6% 19.2% 8.7% 44.9% 8.4%
Western Europe (000s) 395 10.8% 0.7% 3.5% 8.6% 39.0% 9.9%
Southern Europe (000s) 186 5.1% 2.8% 15.0% 4.5% 70.0% 3.8%
Central/Eastern Europe (000s) 35 1.0% 6.3% 35.8% 1.0% 21.5% 1.0%

*Show s cumulative change over the relevant time period indicated
**Shares are expressed as % of total outbound travel
Source: Tourism Economics
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5.10 RUSSIA

Russia Market Share Summary

Growh (2011-16)
e e
average growth* growth*
Total outbound travel (000s) 24,905 7.7% 44.8% -19.0%
Long haul (000s) 6,560 26.3% 5.9% 33.1% 24.2% 8.3% 19.7%
Short haul (000s) 18,345 73.7% 8.3% 49.0% 75.8% -25.7% 80.3%
Travel to Europe (000s) 18,345 73.7% 8.3% 49.0% 75.8% -25.7% 80.3%
Northern Europe (000s) 1,206 4.8% 8.5% 50.2% 5.0% -25.9% 5.3%
Western Europe (000s) 1,707 6.9% 5.8% 32.4% 6.3% 2.7% 5.4%
Southern Europe (000s) 6,246 25.1% 7.8% 45.7% 25.2% -6.2% 21.7%
Central/Eastern Europe (000s) 9,186 36.9% 9.0% 54.1% 39.3% -37.7% 48.0%

*Show s cumulative change over the relevant time period indicated
**Shares are expressed as % of total outbound travel
Source: Tourism Economics
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6. ECONOMIC OUTLOOK

Assessing recent tourism data and industry performance is a useful way of directly monitoring
the key trends for travel demand across Europe. This can be complemented by looking at key
trends and relationships in macroeconomic performance in Europe’s key source markets
which can provide further useful insight into likely tourism developments throughout the year.

The linkages between macro and tourism performance can be very informative. For example,
strong GDP or consumer spending growth is an indication of rising prosperity with people more
likely to avall of international travel. It is also an indication of rising business activity and
therefore stronger business travel. Movements in exchange rates against the euro can be
equally important as it can influence choice of destination. For example, if the euro appreciated
(gained value) against the US dollar, the Eurozone would become a more expensive
destination and therefore potentially less attractive for US visitors. Conversely, depreciation of
the euro against the US dollar would make the Eurozone a relatively cheaper destination and
therefore more attractive to US travellers.

6.1 OVERVIEW
FORECASTS STEADY AS DATA FLOW PROVES MIXED

Oxford Economics world growth forecasts as of June are little changed at 2.3%
for 2016 and 2.7% for 2017. The overall growth outlook remains sluggish, with
world growth well below the average pace of the last thirty years of around
2.8% per year.

Over recent months we have argued risks to our forecasts remain skewed to
the downside, especially in the wake of the fizzling out of the global equity
boom and tightening credit conditions since last year. This remains our
position, though over the last month the message from incoming data has been
quite mixed. April appears to have been a better month for global industry and
trade, but the news flow for May has been less encouraging.

World: Services jobs indicators
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A particular concern in markets has been May’s weak US payrolls figure in the
US. This likely overstates labour market weakness, but there are broader signs
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that employment growth in services in the US and other countries has slowed.
A maturing labour market will lead to smaller monthly job gains, but should be
sufficient to reduce slack and prop up wage growth. This is a threat to
continued robust growth in consumer spending.

Meanwhile, investment activity also remains subdued. Imports of machinery
and capital goods across the main economies are generally trending down.
This is not in line with the pick-up in capital spending which is needed to shift
the global economy into a higher gear.

World: Imports of machinery/capital equipment
% year, 3m average, volume*
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Recent weeks have also seen a further slide in global bond yields, which in our
view reflects continued uncertainty about global growth prospects as well as
the increased likelihood that the Fed will delay raising rates beyond June — to
July or even later.

Low bond yields mean government borrowing is cheap, and in principle make
the option of supporting growth through fiscal stimulus more attractive. Public
investment in the G7 economies has been weak over recent years, and was
stagnant in the year to Q4 2015 — adding to the investment malaise.

In our view, there is scope for more fiscal stimulus in a number of major
economies. But political resistance to this approach is strong and the recent G7
summit did little, if anything, to develop a coordinated policy approach in this
area — or indeed other areas.
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Summary of economic outlook, % change year ago*

] 2016 2017
Gt Consumer | Unemploy- | Exchange Inflation Consumer | Unemploy- | Exchange Inflation
untry expenditure ment * rate** I expenditure ment ** rate** :
UK 2.1% 2.5% -7.7% -10.3% 0.7% 1.4% 1.2% 1.4% -2.0% 1.8%
France 1.7% 1.9% -3.3% 0.0% 0.3% 1.5% 1.6% -2.3% 0.0% 1.4%
Germany 1.7% 1.8% -6.8% 0.0% 0.6% 1.8% 1.5% -1.4% 0.0% 2.1%
Netherlands 1.7% 1.4% -8.5% 0.0% 0.3% 1.7% 1.9% 1.4% 0.0% 1.6%
ltaly 1.0% 1.3% -3.5% 0.0% 0.1% 1.2% 0.9% -2.1% 0.0% 1.5%
Russia -1.0% -4.6% 5.0% -11.0% 7.5% 1.5% 0.6% 0.1% 3.8% 5.5%
us 1.9% 2.7% -8.7% 0.5% 1.5% 2.3% 2.5% -4.3% 4.3% 2.4%
Canada 1.3% 1.5% 5.7% -2.4% 1.4% 2.3% 1.5% -1.9% 5.5% 2.1%
Brazil -4.4% -4.7% 39.3% -6.8% 8.6% -0.3% -1.6% 16.4% -1.9% 5.6%
China 6.5% 7.5% 0.0% -4.4% 2.2% 6.2% 7.0% 0.2% 3.3% 2.1%
Japan 0.1% 0.0% -11.3% 11.7% -0.2% 0.3% 1.1% -2.2% -0.4% 0.2%
India 7.4% 7.0% -1.0% -4.3% 5.4% 7.2% 7.1% -0.1% 4.1% 5.2%

Source: Tourism Economics
* Unless otherw ise specified

** Percentage point change

** Exchange rates measured against the euro. A positive change indicates stronger local currency against the euro and therefore a positive impact on
outbound tourism demand. A negative change indicates w eaker local currency against the euro and therefore a negative impact on outbound tourism
demand.
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6.2 EUROZONE

The healthy start to Q1, along with the upward revision to growth in Q4, has
prompted us to nudge up our Eurozone GDP growth forecast for this year to an
above consensus 1.7%.

The GDP breakdown for Q1 confirmed that domestic demand growth expanded
at a robust pace, maintaining the revival seen in H2 last year. But the real
driver behind the pick-up was an improvement in the net trade position
following its strong drag on GDP at the end of last year.

The available data still suggest that quarterly GDP growth will weaken this
quarter, perhaps to 0.3%. But our view is that underlying growth prospects
have improved and we expect a modest re-acceleration of the recovery in the
second half of the year.

The ongoing strength of employment growth should to some extent shield real
household spending from the expected pick-up in inflation in the months ahead.
While nominal wage growth remains muted in the region as a whole, this may
partly reflect the sustained period of weak inflation tempering pay deals.
Although we certainly expect real wage growth to ease, we also expect rises in
nominal wages (particularly in Germany) to offset some of the negative inflation
effects.

Another solid rise in investment in Q1 suggests that capital spending remains
pretty resilient to external concerns. In this respect, the ongoing improvement in
credit growth to firms bodes well too. Despite world GDP growth on track to
grow at its slowest pace since 2009 this year, we expect Eurozone investment
to expand by 3.3%, the strongest annual rise since the onset of the global
financial crisis.

Eurozone: Industrial production
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In all then, while downside risks certainly remain, there are encouraging signs
that the Eurozone recovery is strengthening and broadening. Against this
backdrop we maintain our view that the ECB will not expand its unconventional
measures further.
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6.3 UNITED KINGDOM

On 23 June the UK voted by a margin of 52% to 48% in favour of leaving the
European Union. Having advocated remaining in the EU, David Cameron
indicated that he would step down as Prime Minister. The Conservative Party is
due to elect a new leader and Prime Minister on 9 September. He or she will
then decide how the UK is to negotiate its exit from the EU.

The timing of the UK’s exit and its future trading relationship with the EU is very
uncertain. Given that immigration was central to the ‘Leave’ campaign, it is
unlikely that a post-Brexit UK government would be willing to continue with the
free movement of labour from EU countries. However, the trade-off is likely to
be that the UK loses unfettered access to the single market. In terms of the
timing of the UK’s exit, the remaining EU members have suggested that they
will not begin negotiating until the UK has triggered article 50 of the Lisbon
Treaty. For the purposes of the forecast we assume that this occurs at the end
of this year and the UK leaves the EU at the end of 2018.

The initial market reaction to the referendum result was severe; equities
plunged sharply, while at one point on 24 June sterling was down 15% against
the dollar compared with its level of the previous night. The situation has
stabilised to some extent since then, but sterling ended Q2 down 7% on its
end-QL1 level against the dollar and 4% lower against the euro. And we expect
it to slip further during Q3 given the degree of uncertainty surrounding the
outlook.
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Corporate confidence is likely to be negatively affected by the heightened
uncertainty. The weaker pound will drive up inflation and squeeze household
spending power, although there should be some offset from stronger exports.
Mark Carney has suggested that the MPC is likely to loosen monetary policy,
with our forecast assuming that Bank Rate is cut to zero in August. The
Chancellor has accepted that he will not achieve a budget surplus by 2019-20,
opening up the possibility of looser fiscal policy. Our GDP forecast for this year
is unchanged at 1.8% but in 2017 we expect 1.1% (from 2.3%).
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6.4 UNITED STATES

Real GDP growth advanced a meager 0.8% in Q1 2016 with final sales up
1.0% and inventories subtracting 0.2pp from growth. Upward revisions to
inventories, residential investment and net trade were partially offset by weaker
business investment.

The US economy added only 38,000 jobs in May — its worst performance in
more than five years — pushing the 3-month average to just 116,000. The
unemployment rate fell to 4.7%, but only because of lower labor force
participation down to 62.6%. Wage growth steadied at 2.5% y/y. Though
disappointing, we believe this jobs report overstates the weakness in labor
markets.

Personal outlays meanwhile surged 1.0% in April — the strongest advance in
seven years — while income rose 0.4%. Real outlays are growing at a 3.0% yly
pace, and we see spending averaging 2.7% in 2016.

Residential investment surged 17% in Q1 adding 0.6pp to growth. We foresee
the sector adding 0.3pp to GDP growth in 2016, but expect activity will likely be
constrained by tight inventory and high prices, especially in the new homes
segment. Business investment remains constrained by weak global growth, a
strong dollar, depressed oil and gas activity, somewhat tighter credit and rising
election uncertainty. A weak start to the year will likely imply a mild contraction
in 2016.

Feeble exports are likely to translate into a 0.1pp net export drag as imports
remain constrained by well-stocked inventories. Headline and core CPI and
PCE inflation measures will approach the Fed’s 2% target by year-end,
surprising on the upside on stronger energy prices and firm consumer demand.

US: Consumer prices
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In light of an upwardly revised Q1 GDP growth figure and modestly stronger
consumer spending momentum, we revised our 2016 GDP growth forecast up
0.1pp to 1.9%; 2017 remains at 2.3%.

The Fed had been riding a wave of better economic data to signal a summer
rate hike intent. We anticipate a July decision since the May jobs report turned
that wave into a ripple. We see another rate hike in December, followed by two
more in 2017.
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6.5 JAPAN

On 1st June Prime Minister Abe finally confirmed the inevitable delay to the
proposed consumption tax increase from 8% to 10%. This is now scheduled to
take place in October 2019 instead of April next year. “To go ahead next year
would be a significant risk to domestic demand” was Mr Abe’s justification. Last
month we changed our forecast to anticipate a delay to 2019. So this month our
forecasts are essentially unchanged, although growth this year is nudged up to

0.2% from 0.1% to reflect Q1 GDP. Our 2017 GDP forecast is unchanged at
0.5%.

Real GDP increased at an annualised rate of 1.9% in Q1 (0.5% g/q). But a
large proportion of this is due to an extra working day because of the leap year.
The underlying pace of growth remains rather soft — over the last four quarters
real GDP growth is negligible. The Q1 GDP breakdown shows some recovery
in consumer spending, up 0.6% g/q, while net exports added 0.2 percentage
points to GDP. Business investment was the main negative, down 0.7% on the
quarter.

The outlook for business investment is highly uncertain as yen strength bears
down on profits — the Q1 MoF survey reported a quarterly dip in operating
profits. Yen strength is also bearing down on inflation with headline CPI at -
0.3% in April and core (excluding fresh food and energy) falling below 1% for
the first time since last August.

Japan: GDP growth
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Itis increasingly likely that the Bank of Japan will ease policy further in the next
few months. Falling core inflation, a strong yen and a sluggish economy all
suggest further action. We expect the BoJ to wait until the 29th July to
announce additional measures. For some time we have expected the BoJ to
increase its annual asset purchases by ¥20tn to ¥100tn in July this year. Extra
buying is likely to be concentrated on corporate bonds or ETFs rather than
JGBs where the BoJ now owns one-third of the outstanding stock. We still
expect further interest rate cuts on marginal reserves, to a low of -0.3% from -
0.1% at present.
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6.6 EMERGING MARKETS

CHINA RELIANT ON STIMULUS TO MEET GDP TARGET

Economic momentum in China moderated again in April, following the earlier
pick-up triggered by stimulus and a turnaround in real estate construction.
Growth of value added in industry fell back again, to 6.0% year-on-year from
6.8% in March, mostly due to slower growth in mining and infrastructure.
Meanwhile, the expansion of manufacturing value added eased only slightly to
6.9%, although steel production lost momentum again. Real estate investment
remained buoyant, as housing starts were up 25% compared to last year amid
a 46% surge in sales, and infrastructure investment also remained solid.

Rising import volumes suggest that domestic demand momentum held up in
May. But corporate investment continues to slow. Manufacturing FAI growth
weakened to 5.3% in April and the May Caixin manufacturing PMI fell back to
49.2. The weakness in the corporate sector reflects excess supply in heavy
industry, squeezed profit margins, and exporters struggling amid weak global
demand. Indeed, export volume growth was subdued again in May, both in
sequential, month-on-month, terms and compared to a year ago while the JP
Morgan global manufacturing PMI fell back to the neutral level of 50.
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With drivers of growth such as exports and corporate investment staying
subdued and the real estate construction recovery likely to peter out,
policymakers are relying on continued stimulus to achieve their overly
ambitious growth targets. Recent news articles indicate that reforms and
concerns about rising leverage remain on policymakers’ radar screens. But as
of now we do not think that the articles herald a significant adjustment in the
policy stance. Hence we continue to think that GDP growth will average 6.5%
this year, although a change in policy at some point remains possible.

CREDIBILITY HIGHER IN BRAZIL BUT NOT ACTIVITY YET

In Brazil, a new cabinet is now in place after the Senate voted to impeach
president Dilma. While we expect the new administration to restore policy
credibility and put the debt trajectory on a sustainable path, we don’t believe
that credibility on its own will be enough to generate a return to growth. Even
though we expect rate cuts in the next year, Brazil will have to raise taxes and
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cut spending before the 2018 elections. The deleveraging process in the
private sector will also weigh on the recovery. As such, we see GDP
contracting by 4.3% this year and by 0.5% in 2017.

In Mexico GDP rose by 0.8% on the quarter in Q1, remarkably strong
considering the external headwinds the economy is facing. Domestic demand
continues to drive growth while tourism also picked up. A solid labour market,
together with strong US remittances will continue to support consumer
spending. We see Banxico following the Fed and raising interest rates twice in
2016.

OIL BOOST FOR RUSSIA BUT BUDGET STILL A RISK

We have upgraded our forecast for Russia in light of an improved outlook for oil
prices and now expect around a 1% contraction this year, from 1.5% before. In
addition, ‘flash’ estimates show that the economy performed better than
expected in Q1. Some signs are emerging that the worst of the recession is
over, but we still expect a ‘U-shaped’ recovery. The oil price rise has
strengthened the rouble, helping CPI slow more forcefully and paving the way
for the Central Bank to reduce interest rates by 50bp to 10.5% this month, the
first cut in 10 months.
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TURKEY Q1 GDP SURPRISINGLY FIRM, BUT NARROW

Turkey beat expectations again, growing by 4.8% on the year in Q1. Growth
was almost all driven by consumer spending and public spending both growing
at multi-year highs; private investment and net exports actually fell on the
quarter. Indeed we are not convinced that the strong headline constituted
“healthy” growth. We have repeatedly warned that the government’s strategy of
achieving high growth through boosting spending is unsustainable. Despite
falling oil prices, the external imbalances have not narrowed enough to stop
being a source of vulnerability. We expect a rise of political risk in Turkey this
year and an increased likelihood of early elections, which, along with weak
external demand, will dampen growth to 3.3% this year from 4% in 2015.
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Turkey: Contributions to GDP
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Q1 GDP STRONG IN INDIA BUT OUTLOOK CAUTIOUS

More than a year after major changes to the national accounts, India’s GDP
data remains riddled with controversies. The latest figures peg India’s growth at
7.6% in FY2015/16, cementing its position as one of the brighter spots in EMs.
However, a look at the breakdown reveals a large portion of growth is due to
“discrepancies” — the residual component on the expenditure side. This is
particularly true for Q1 2016, where discrepancies accounted for half of
headline growth. Overall, the data did little to alter our cautious outlook.
Disappointing investment growth justifies the RBI's accommodative stance, but
with inflation rising and monsoon-related risks lurking, we see the RBI on hold
but stressing efforts to improve monetary policy transmission.

India : Contributions to GDP
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/. APPENDIX 1

GLOSSARY OF COMMONLY USED TERMS AND ABBREVIATIONS
Airline industry indicators
ASK — Available Seat Kilometers. Indicator of airline supply, available seats x kilometers flown;

PLF — Passenger Load Factor. Indicator of airline capacity. Equal to revenue passenger
kilometers (RPK) / available seat kilometers (ASK);

RPK — Revenue Passenger Kilometers. Indicator of airline demand, paying passenger x
kilometers flown;

3mth mav — Three month moving average.

Hotel industry indicators

ADR — Average Daily Rate. Indicator of hotel room pricing, equal to hotel room revenue /
rooms sold in a given period;

Occ — Occupancy Rate. Indicator of hotel performance, equal to the number of hotel rooms
sold / room supply;

RevPAR — Revenue per Available Room. Indicator of hotel performance, equal to hotel room
revenue / rooms available in a given period.

Central Banks

BoE — Bank of England;

MPC — Monetary Policy Committee of BoE;
BoJ — Bank of Japan;

ECB — European Central Bank;

Fed — Federal Reserve (US);

RBI — Reserve Bank of India;

OBR - Office for Budget Responsibility;

PBoC — People’s Bank of China.

Economic indicators and terms
BP — Basis Point. A unit equal to one hundredth of a percentage point;

Broad money — Key indicator of money supply and liquidity including currency holdings as
well as bank deposits that can easily be converted to cash;
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CPI — Consumer Price Index. Measure of price inflation for consumer goods;

FDI — Foreign Direct Investment. Investment form one country into another, usually by
companies rather than governments;

GDP — Gross Domestic Product. The value of goods and services produced in a given
economy;

LCU - Local Currency Unit. The national unit of currency of a given country, e.g., pound, euro,
etc.;

PMI — Purchasing Managers’ Index. Indicator of producers’ sentiment and the direction of the
economy;

PPI — Purchase Price Index. Measure of inflation of input prices to producers of goods and
services;

PPP — Purchasing Power Parity. An implicit exchange rate which equalises the price of
identical goods and services in different countries so they can be expressed with a common
price;

QE — Quantitative Easing. Expansionary monetary policy pursued by central banks involving
asset purchases to reduce bond yields and increase liquidity in capital markets;

G7 — Group of seven industrialised countries comprising the United States, the United
Kingdom, France, Germany, Italy, Canada, and Japan.
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8. APPENDIX 2

ETC MEMBER ORGANISATIONS

Austria — Austrian National Tourist Office (ANTO)
Belgium: Flanders — Tourism Flanders

Wallonia — Wallonie-Bruxelles Tourisme (WBT)
Bulgaria — Bulgarian Ministry of Tourism
Croatia — Croatian National Tourist Board (CNTB)
Cyprus — Cyprus Tourism Organisation (CTO)
Czech Republic — CzechTourism
Denmark — VisitDenmark
Estonia — Estonian Tourist Board - Enterprise Estonia
Finland — Visit Finland — Finpro ry
Germany — German National Tourist Board (GNTB)
Greece — Greek National Tourism Organisation (GNTO)
Hungary — Hungarian Tourism Agency
Iceland — Icelandic Tourist Board
Ireland — Failte Ireland and Tourism Ireland Ltd.
Italy — Italian Government Tourist Board
Latvia — Latvian Tourism Development Agency (TAVA)
Lithuania — Lithuanian State Department of Tourism
Luxembourg — Luxembourg for Tourism (LFT)
Malta — Malta Tourism Authority (MTA)

Monaco — Monaco Government Tourist and Convention Office (DTC)

Montenegro — National Tourism Organisation of Montenegro

Norway — Innovation Norway

Poland — Polish Tourist Organisation (PTO)

Portugal — Turismo de Portugal, I.P.

Romania — Romanian National Authority for Tourism

San Marino — State Office for Tourism

Serbia — National Tourism Organisation of Serbia (NTOS)
Slovakia — Slovak Tourist Board

Slovenia — Slovenian Tourist Board

Spain — Turespafa - Instituto de Turismo de Espafa
Switzerland — Switzerland Tourism

Turkey — Ministry of Culture and Tourism
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