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Highlights

* Policy shifts in Washington appear to be taking a toll on the U.S. travel industry. The industry enjoyed rapid
growth during the post-pandemic recovery, but will face significant headwinds this year with both interna-
tional and domestic travel showing signs of strain.

* International arrivals were down across the board in March, as trade tensions and stricter border policies
prompted travelers to cancel or postpone travel to the U.S. A drop in international arrivals will be felt in
states most popular with overseas visitors, such as New York, Florida, California, Nevada and Texas.

* Domestic tourism is also under pressure amid rising economic uncertainty. Business and government travel
have also declined due to cost-cutting and increased uncertainty.

* The tourism sector may offer limited economic support in the near term. The ripple effects of reduced travel
will be far-reaching threatening jobs across hospitality, retail, air travel, and education sectors (due to fewer
international students), but also weighing on hotel and government revenues.

The dramatic policy shifts by the new adminsitration in Washington appear to be having a notable impact on travel.
Both domestic and international travel are showing signs of strain. Evolving U.S. policies and stricter border security
have prompted travelers to cancel or delay their trips, with overseas arrivals to the U.S. were down by about 12%
year-over-yedr in March, with reductions observed across most regions (Charts 1-2).
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Chart 2: International Arrivals Tumble
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international visitors spent $286 billion in the U.S.—
about the same amount as Americans spent on used
cars. International travel is classified as a services
export, and travel services exports comprise 19% of to-
tal U.S. services exports, the second-largest category.
Historically, travel has run a large trade surplus, with
foreign visitors spending more in the U.S. than Ameri-
cans spent abroad, providing a meaningful boost to
the national trade balance (Chart 3).

Lasting Pandemic Scars and Geopolitics Re-
shape U.S. Travel Flows

One reason the U.S. travel trade surplus remains be-
low pre-pandemic levels is that inbound international
travel - travel exports - has yet to fully recover. Despite
notable gains, total international arrivals in 2024 were
still about 9% below 2019 levels.

Excluding Canada, arrivals from the three other ma-
jor regions—Western Europe, Asia, and Mexico—also
remained below their pre-pandemic benchmarks. The
recovery in visitors from Asia, who typically account
for about 13% of all international visits to the U.S.,
has lagged significantly, with arrivals still roughly
25% below 2019 levels (Chart 4). The Covid-19 pan-
demic severely disrupted flights between the two
countries, compounded by limited flight availability.
The ongoing war in Ukraine has complicated trans-
pacific routes, as China’s use of Russian airspace
for U.S.-bound flights has been a contentious issue.
While flight availability will improve this year, with

Department of Transportation increasing the weekly
flights from China to 50 from 35 previously, deteriora-
tion in the U.S.-China relationship will likely weight on
inbound travel from the region.

While travel exports have yet to recover, travel imports
recovered strongly from the pandemic, with Ameri-
cans increasingly willing to travel abroad, and boost-
ed by a strong U.S. dollar. At the beginning of the year,
departures of U.S. citizens to international destinations
were running more than 20% above 2019 levels (Chart
5). Although Americans began to scale back interna-
tional travel in February and March amid rising trade
tensions and economic uncertainty, the decline in in-
bound travel has been considerably sharper. As a re-
sult, after trending lower in both January and February,
the travel trade surplus is likely to narrow further in the
coming months.

Tariffs Cast a Shadow on Tourism

Even prior to the recent escalation in trade tensions,
growth in international arrivals to the U.S. had slowed
rapidly last year. This slowdown reflected a broader
stabilization in global travel demand following the
initial post-pandemic surge, and late cycle dynamics
marked by slower economic growth and a strong U.S.
dollar. That said, prior to the latest policy develop-
ments, year-over-yeadr growth remained positive, and
the sector appeared to be on a trajectory to recover
and potentially surpass its pre-pandemic levels—an

Chart 3: Travel Services Still in Surplus, But It
Has Diminished
Travel Services Trade, $ Billion.
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expectation echoed by tourism operators and airline
executives' (Chart 2).

However, intensifying trade and policy frictions be-
tween the U.S. and other global partners have disrupt-
ed that recovery. Negative sentiment among potential
travelers has risen, prompting boycotts and broader
hesitancy to visit the U.S. These dynamics have damp-
ened previously optimistic projections for 2025. Height-
ened border security measures and scrutiny have add-
ed to traveler concerns. In March, overseas arrivals
were down by about 12% year-over-year, with reduc-
tions observed across most regions (Chart 1). A drop in
international arrivals will be felt in states most popular
with overseas visitors: New York, Florida, California,
Nevada and Texas.

In percentage terms, air arrivals from the Caribbean
and Central American countries led the declines, fol-
lowed by Mexico, Western Europe, and Canada. Arriv-
als from Asia were less affected as of March, but flight
cancellations intensified in April alongside rising trade
tensions® The most significant declines were from visi-
tors from Western Europe, which account for about
18% of all international visitors to the U.S., with arrivals
down by 190,000 visitors relative to the same period
last year. Western Europe is the main source of over-
seas visitors for New York state.

Cross-Border Chill
Canada and Mexico remain critical sources of inbound
travel, together accounting for approximately 50% of

Chart 4: International Arrivals Remain Below
their Pre-Pandemic Level, Especially From Asia
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Chart 5: US Citizens' Departures To International
Regions Are Well Above their Pre-Pandemic Level
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total international arrivals. However, both markets saw
steep declines in March (Chart 1). Airport arrivals from
Canada - the largest source of international travellers
to the U.S. - were down 13.5% (a reduction of 112,000
visits). Arrivals from Mexico declined by approximately
69,000. Return trips by car from the U.S. to both coun-
tries declined even more dramatically—down by 32%
(or 700,000) for trips from Canada and by 870,000
from Mexico. The drop in Canadian tourists will be
felt acutely in states that are most frequently visited
by Canadians by car - Florida, New York, Washington,
California and Michigan. Looking ahead, a quick turn-
around in Canadian arrivals in time for the summer
travel season is unlikely. Future flight bookings from
Canada have collapsed, declining by 70% for every
month through September.

Cross-border travel is down broadly. Although the drop
is more pronounced for inbound trips, outbound car
travel by U.S. residents has also declined although to
a lesser extent. In March, car trips by U.S. citizens into
Canada were down 10.6% year-over-year, although air
arrivals posted a modest 1.2% gain. This contraction
in cross-border travel by vehicle represents a notable
headwind for border communities, which rely heavily
on economic activity generated by such flows.

International Visits Matter, but Domestic
Travel Is King

While international travel plays a vital role in support-
ing the U.S. services sector and sustaining jobs across
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Chart 6: U.S. Consumers Account for A Bulk of
Tourism-Related Spending
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transportation, retail, and hospitality, domestic travel
remains the foundation of the tourism sector. Non-resi-
dents account for about 10% of tourism-related spend-
ing, while U.S. households make up roughly two-thirds
(Chart 6). The remainder is composed of business and
government-related travel.

On that front, recent developments have not been re-
assuring. Even as the labor market and incomes have
so far held up, rising economic uncertainty, and in-
creased financial market volatility have rattled con-
sumer confidence. As a result, households have scaled
back their vacation plans, including plans for domestic
travel (Chart 7). Internal spending data from Bank of
America is already showing a decline in travel-related
expenditures —particularly lodging, attractions, and
airline spending. The pullback is seen across all income
groups, although less so for the high-income consum-
ers, signaling a broader softening in discretionary tour-
ism demand?®. Some substitution between goods and
services may also be taking place. The threat of tariff-
driven price hikes on goods like vehicles is leading
households to prioritize those goods purchases, with
vehicle sales surging in both March and April. With
more income going toward spending on large-ticket
items, like electronics and cars, spending on expensive
experiences, like travel, may be pushed to the wayside.

Business and government travel has also weakened re-
cently. Airlines have reported about 50% drop in govern-
ment travel due to DOGE cuts and non-essential travel

restrictions, with cost cutting also impacting govern-
ment contractors, while business travel has been scaled
back due to tariff-related economic uncertainty?. All in
all, while domestic travel may not be down as much as
international, it has not escaped unscathed.

Bottom Line

Absent a meaningful rebound in international arriv-
als or a pickup in domestic travel momentum, the
tourism sector may offer limited economic support
in the near term. The ripple effects of reduced travel
are far-reaching. Fewer international visitors impact
not only the trade balance and economic growth but
also threaten jobs across hospitality, retail, air travel,
and education (due to fewer international students). It
also weighs on government revenues via sales taxes
and commercial real estate—such as hotels and short-
term rentals bookings. Already in the first quarter of

Chart 7: Fewer Americans Plan to Travel,
Including Domestically
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Chart 8: Contribution to Job Growth by Leisure
and Hospitality Industry Declines
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this year, the leisure and hospitality sector’s contribu-
tion to overall job growth was the smallest since the
post-pandemic recovery began (Chart 8), indicating a
diminished role in job creation going forward. Forward
looking indicators point to weakness ahead. Hotel
bookings have fallen 7.8% relative to a year ago, with a
13% decline in New York City?®.

The same trend applies to the sector’s impact on the
trade balance and broader economic growth. So far,
the decline in U.S.-bound international travel has been
steeper than the drop in outbound travel by American
households, suggesting a smaller travel services trade
surplus than last year, and less support to the overall
services surplus (Chart 3).

Nevertheless, domestic travelers remain vital to the
health of the tourism sector. While travel spending
has moderated, it hasn’'t collapsed, supported by on-
going job growth and rising household incomes. Al-
though consumer confidence has weakened due to
concerns about the future, the present situation com-
ponent—which is more closely linked to spending—
has remained more stable. This suggests that while
Americans are more pessimistic about future travel
plans, they continue to spend, even if at a slower pace.
Should trade tensions ease, international travel may
rebound somewhat. However, much like the lingering
effects of the pandemic, the scars from the trade war
may take time to heal.
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Disclaimer
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to be reliable, but is not guaranteed to be accurate or complete. This report contains economic analysis and views, including about future economic and financial
markets performance. These are based on certain assumptions and other factors, and are subject to inherent risks and uncertainties. The actual outcome may be
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