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Appendix A:  Alternative Forecast Scenarios

Uncertainty exists in all industries, but espe-
cially in the commercial air travel industry.  
As volatility in the global environment has in-
creased, the importance of scenarios for 
planning purposes has increased.  In order 
to help stakeholders better prepare for the fu-
ture, the FAA provides alternative scenarios 
to our baseline forecasts of airline traffic and 
capacity. 
 
To create the baseline domestic forecast, 
economic assumptions from IHS Markit’s 10-
year and 30-year U.S. Macro Baselines were 
used.  To develop the alternative scenarios, 
assumptions from IHS Markit’s 30-year opti-
mistic and pessimistic forecasts from their 
August 2019 US Economy: The 30-Year Fo-
cus were utilized.  Inputs from these alterna-
tive scenarios were used to create a “high” 
and “low” traffic, capacity, and yield forecast. 
 
International passengers and traffic are pri-
marily driven by country specific Gross Do-
mestic Product (GDP) forecasts provided by 
IHS Markit. Thus, the alternative scenarios 
use inputs based on ratios derived from IHS 
Markit’s Major Trading Partner and Other Im-
portant Trading Partners optimistic and pes-
simistic forecasts in order to create high and 
low cases.  

Scenario Assumptions 

The FAA’s domestic baseline forecast as-
sumes that economic growth remains slightly 

                                                
 

 

above trend in the near term, supported pri-
marily by consumer spending.  Recent tax 
cuts and favorable financial conditions con-
tribute to that spending but after 2020, slower 
federal government spending and trade act 
as headwinds to GDP growth.  Oil prices re-
main moderate by historic standards and 
there are no external shocks. 

The FAA’s high case forecast uses IHS Mar-
kit’s optimistic forecast.  The optimistic fore-
cast sees stronger overall growth driven 
mainly by an increase in productivity in a low 
inflation environment.  This results in 
stronger real wage growth and an improved 
employment outlook, leading to increased 
consumer spending and housing and busi-
ness investment.  Confidence is high and the 
stock market sees strong gains while the un-
employment rate remains slightly lower than 
in the baseline scenario.  Technological im-
provements lower the production costs of oil 
and, despite increased demand, the price of 
oil is largely below that of the baseline.   

In this scenario, real personal consumption 
expenditure (PCE) per capita growth aver-
ages 0.3 percentage points faster per year 
than the baseline forecast and unemploy-
ment averages 0.2 points lower on a fiscal 
year basis than the baseline.29   

Conversely, FAA’s low case forecast uses 
IHS Markit’s pessimistic scenario. In this 
forecast, a broad loss in confidence and 

29 Real PCE per capita and unemployment are 
used as input variables to the FAA’s base, high 
and low forecast of enplanements. 
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growing aversion to risk leads to declines in 
a wide range of investment and consumer 
spending categories.  The economy slows 
with GDP growth below one percent, but still 
positive, for four years.  GDP growth aver-
ages 0.6 percentage points lower than in the 
baseline over the forecast horizon. 

In addition to slower GDP growth in this sce-
nario, productivity, the labor force and capital 
investments also grow more slowly than in 
the baseline.  Personal income growth is 
pressured leading to depressed consumer 
confidence and spending, with durable 
goods consumption, particularly of housing 
and motor vehicles, impacted the most.  Fi-
nancial conditions are tight and the higher in-

terest rates reflect concerns about the infla-
tionary outlook, given the Fed’s accommoda-
tive monetary policy and accelerating infla-
tion.  Inflation is fanned by higher commodity 
prices and rising energy prices, wages, and 
import prices combine to push consumer 
price inflation above the baseline. 

Oil prices rise faster than the baseline 
throughout the forecast and are $60 per bar-
rel higher by 2040.  Real PCE per capita in 
this scenario grows 0.5 percentage points 
slower per year than in the baseline; and un-
employment, on average, is 0.6 points higher 
on an annual basis than in the baseline. 
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The price of energy is one of the drivers in 
the growth of consumer prices over the fore-
cast period.  In the optimistic case, slow 
growth of energy prices and import prices 
counteracts faster growth of other consumer 

goods prices causing the optimistic CPI to 
rise somewhat slower than the baseline.  In 
the pessimistic case, energy prices, wages 
and import prices all rise more rapidly com-
pared to the baseline.   
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Alternative Forecasts 

Enplanements 

In the baseline forecast, system enplane-
ments are forecast to grow at an average an-
nual rate of 2.1 percent a year over the fore-
cast horizon of 2020-2040 (with domestic 
and international passengers increasing at 
rates of 2.0 and 3.1 percent, respectively). 

In the optimistic case, enplanements grow at 
a quicker pace, averaging 2.5 percent per 
year (up 2.4 percent domestically and 3.6 
percent internationally).  This scenario is 
marked by a more favorable business envi-
ronment and lower fuel prices which make 
the price of flying more affordable to busi-
ness and leisure travelers.  By the end of the 
forecast period in 2040, system passengers 
in the optimistic case are 9.8 percent above 

the baseline, totaling 1.6 billion, 144 million 
greater than in the baseline. 

The pessimistic case is characterized by a 
period of weakened personal income growth 
and consumer confidence combined with a 
contraction in financial asset markets, lead-
ing to higher interest rates, and curtailed in-
vestment and consumer spending.  In this 
scenario, enplanements grow an average of 
1.6 percent per year (domestic up 1.4 per-
cent and international up 2.8 percent).  In the 
pessimistic case, system passengers in 
2040 are 12.6 percent below the baseline 
case, totaling 1.3 billion, or 186 million fewer 
than in the baseline. 
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Revenue Passenger Miles

In the baseline forecast, system RPMs grow 
at an average annual rate of 2.5 percent a 
year over the forecast horizon (2020-2040), 
with domestic RPMs increasing 2.3 percent 
annually and international RPMs growing 3.0 
percent annually. 

In the optimistic case, the faster growing 
economy coupled with lower energy prices 
drives RPMs higher than the baseline, with 

growth averaging 2.9 percent per year (do-
mestic and international RPMs up 2.7 and 
3.5 percent, respectively). 

In the pessimistic case, the combination of a 
slower growing economy and higher energy 
prices result in RPM growth averaging 2.0 
percent annually with domestic markets 
growing 1.6 percent a year while interna-
tional traffic grows 2.7 percent annually. 
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Available Seat Miles 

In the base case, system capacity is forecast 
to increase an average of 2.4 percent annu-
ally over the forecast horizon with growth av-
eraging 2.2 percent annually in domestic 
markets and 3.0 percent a year in interna-
tional markets. 

In the optimistic case, capacity grows at a 
faster clip than in the baseline forecast, aver-
aging 2.8 percent annually system-wide (2.6 
and 3.5 percent for domestic and interna-
tional markets, respectively).  Carriers in-
crease capacity compared to the baseline 
forecast to accommodate increased travel 
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demand brought about by a more favorable 
economic environment. 

In the pessimistic case, demand for air travel 
is lower than in the baseline, thus system ca-
pacity grows at a slower pace of 1.9 percent 

annually (domestic growth of 1.6 percent an-
nually and international up 2.7 percent annu-
ally).
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Load Factor 

System load factors over the 20-year fore-
cast period are similar for all three forecast 
scenarios.  System load factor rises from 
84.6 percent in 2020 to 85.6 (optimistic), 85.5 
(pessimistic), and 85.6 (baseline) percent in 
2040. 

In all three scenarios it is assumed that car-
riers will keep load factors on the high side 
by actively managing capacity (seats) to 
more precisely meet demand (passengers). 

The domestic load factor increases over the 
forecast horizon from 85.3 percent to 86.8 

percent in the baseline and pessimistic sce-
narios, and from 85.3 percent to 86.9 percent 
in the optimistic one. 

The international load factor is forecast to 
hold steady near 82.9 throughout the period 
in the optimistic scenario and rise slightly to 
83.0 percent in the baseline and pessimistic 
scenarios.  This reflects in part the relative 
growth in demand and capacity in the three 
(Atlantic, Latin, and Pacific) international re-
gions under each scenario. 
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Yield 

In the baseline forecast, nominal system 
yield increases 1.7 percent annually, rising 
from 13.81 cents in 2020 to 19.33 cents in 
2040.  In domestic markets, yield in the base-
line forecast rises from 13.89 cents in 2020 
to 19.60 cents in 2040.  International yield 
rises from 13.61 cents in 2020 to 18.71 cents 
in 2040. 

System yield rises in the optimistic case at a 
slower rate than in the baseline, up 1.3 per-
cent annually to 17.85 cents by 2040.  Do-
mestic yield increases to 17.80 cents while 
international yield increases to 17.96 cents.  
The modest growth in yield in both cases is 

due to advancements in technology, gains in 
productivity, and relatively favorable fuel 
prices. 

In the pessimistic case, nominal yields rise 
more rapidly than in the baseline, growing an 
average of 2.9 percent annually, reaching 
24.70 cents by 2040 (26.16 cents domesti-
cally and 21.67 cents internationally).  This 
scenario reflects higher general domestic in-
flation and higher energy prices than in the 
baseline, forcing carriers to increase fares in 
order to cover the higher costs of fuel, labor, 
and capital. 
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