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= The latest airline financial results indicate that the industry-wide EBIT profit margin was a robust 8.6% of revenues
in Q4 2017 — broadly unchanged compared to the same period in 2016.

= Having fallen broadly in line with global equities during the market sell-off in early-February, global airline shares
rebounded to a greater extent over the second part of the month, driven by gains in the Asia Pacific index.

= Industry-wide passenger yields are currently trending broadly sideways. We continue to forecast passenger yields
to rise moderately in 2018 alongside a robust global economic backdrop and increases in key input costs.

» Oil prices fell back from recent highs in February, alongside wider volatility in financial markets and rising levels of
oil production in the US. That said, the Brent crude oil price remains around 16% higher than it was a year ago.

= Temporary factors including Lunar New Year contributed to year-on-year growth in passenger volumes slowing in
January. However, the bigger picture is that both passenger and freight traffic carried momentum into 2018.

= In 2017, the premium cabin accounted for 5.3% of total international origin-destination passenger traffic, but 27.2%
of revenues, up from 25.9% in 2016. Premium-class demand has been supported by stronger global trade activity.

Financial indicators

Global airline shares fell in February, but still outperformed the wider equity market

Airline Share Prices » Airline share prices were not immune to the broader
Index % change on _ ; ; ; _
USS indices (Jan 2014=100) Feb 28th ~ one month one year startof year sell-off seen in gIOb‘?I_ equity ma_rket_s in early
World airlines 155.1 1.8% +22.6% +1.0% February. The global airline share price index fell by
Asia Pacific airlines 140.0 +1.0% +34.1% +7.3% 8% relative to its end-Jan level during the first seven
European airlines 145.9 -4.2% +57.7% +0.9% trading days of the month, but recovered to end
North American airlines 176.6 -2:9% 0.0% “4.5%  February 1.8% lower than where it started it.
FTSE All World $ 132.8 -4.3% +16.6% +1.0%

= By comparison, while the global equity index fell by a

'{‘é’c‘?x Han 2014=100) similar extent in early-Feb trading, a more limited

129 recovery meant it ended the month down by 4.3%.
130
%%8 = The quicker rebound in airlines shares was driven by
100 the Asia Pacific index, which rose for the 5
90 I T T T T . .
consecutive month, helped by ongoing robust cargo
2014 2015 2016 2017 2018

FTSE All World $  —World airlines $ performance. By contrast, the Europe and North

Source: Thomson Reuters Datastream America indices fell by 4.2% and 2.9% respectively.

EBIT margin in our airline sample was broadly unchanged in year-on-year terms in Q4 2017

= The latest releases of airline financial data from Q4

Airline Financial Results ) ) ,
2017 continue to show that the industry-wide EBIT

Q42016 Q42017 .
Number of margin was broadly unchanged compared to the
irlines i i EBIT Net post- EBIT Net post- o
airlinesin  Regions b Netpost P NetPost same period in 2016, at a robust 8.6%.
sample margin tax profit margin tax profit
14 North America 10.7% 1,968 10.3% 5,353 = This has reaffirmed signs that industry profitability
17 Asia-Pacific 9.3% 1,608 9.4% 1,843 stabilized in the second half of 2017 from the
0, 0, | . .
8 Europe 4.6% 1,071 3.8% 601 weakness seen earlier in the year.
2 Latin America 8.5% 109 10.1% 125
3 Others 4T% 0 1.8% / % The industry-wide results masked a modest decline
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in operating margins for North American and
Note: Includes half-year results of Qantas, Air New Zealand and Virgin Australia European carrers, Offset by an increase In Latln
Sources: The Airline Analyst, IATA America and a marginal improvement in Asia Pacific.
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Industry-wide free cash flow improved in Q4 2017, driven by a pick-up in net cash flows

= Industry-wide free cash flows (FCF) in our sample

Airline Cash Flow* . : ,
of airlines increased to -3.3% of revenues in Q4

Q4 2016 Q42017

Number of 2017, up from -5.9% in Q4 2016. (Note that
airlinesin Regions Net cash Freecash  Netcash Free cash

sample fow?  CP aow fow? S 0w seasonal effects mean that free cash flow tends to
13 North America 86%  13.5%  -4.9% 103%  132%  -2.9% be negative during the final quarter of each year.)

10 Asia-Pacific 17.7%  26.4%  -8.7% 243%  255%  -1.1% . . . .

6 Europe 6.1%  12.9%  -6.8% 38% 113% 75% > This was driven largely by an increase in net cash
! Laﬂ“AmEVica 101%  17.0%  -6.9% 183%  83%  10.0% flow from operations (to 11.3% of revenues, from
2 Others 6.2% 24.5% -18.3% 28.7% 13.3% 15.5% . .

32 sample total 95%  154%  -5.9% 113% 14.6%  -3.3% 9.5%), but helped by a modest decline in capex too.
ofrevenes from operating activies % As always, there was a range in performance at a

Note: Includes half-year results of Qantas and Air New Zealand

Sources: The Airline Analyst, IATA regional level. Airlines in Asia Pacific saw a
particularly large increase in net cash flows and
also continued to invest the most of all regions.
Europe was the only region to see a year-on-year
decline in FCF, reflecting a fall in net cash flow.

Fuel costs
Brent oil prices fell back in February but are still around 16% higher than a year ago
US$/bbl Index (Jan 12 = 100, inverted) = Oil prices fell back in February, alongside wider
160 1 o0 volatility in financial markets and rising levels of oil
140 95 production in the US. Brent crude ended the month
et fuel (LH5) IWeakerusdoua,, L 100 around 5% lower than where it started.
120 A higher oil prices . i i i
L 105 » That said, having been driven higher by OPEC-led
100 4 | 110 production cuts and a weaker US dollar in the
recent past, oil prices remain at levels last seen in
80 r1s late-2014 and around 16% higher than a year ago.
60 | 120 - As we have noted before, the net impact of OPEC-
US dollor trede. F 125 led production cuts and increasing supply from US
40 4 weighted index (RHS) L 130 tight-oil producers will be one of the key drivers of
" . oil prices in the coming years. The futures market
5012 5013 014 5015 5016 5017 . remains consistent with a moderate decline in oil
Sources: Platts, Thomson Reuters Datastream prices from their current levels, to around

US$58/bbl in early-2020.

Yields and premium revenues
Upward pressure on key input costs is expected to see pax yields rise modestly in 2018

';;)‘éex_“a“ 2011=100), seasonally adjusted % The long-standing downward trend in passenger
yields started to level off during the middle of
100 4 ) 2016. Passenger vyields have broadly trended
Global average yield, US$ constant ) ) . ;
exchange rate (Jan 2011) sideways in seasonally adjusted terms since.
%1 » The change in the trend in the yield series has
90 | come alongside a strengthening in the global
Global average yield economy, as well as upward pressure on some
g5 - (s terms) key input costs, including oil and labor.
50 ~» With the backdrop of robust global economic
activity and higher input costs expected to persist,
75 | we forecast industry-wide passenger yields to rise
modestly during 2018, albeit broadly in line with
70 ; , , , , , the price of other goods and services.
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Sources: IATA Economics, IATA Travel Intelligence, Thomson Reuters Datastream
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Pick-up in economic and trade conditions supported premium-class demand in 2017
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Demand
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= The share of international O-D passengers flying
in the premium-class cabin increased to 5.3% in
2017 as a whole, up slightly from 5.2% in 2016.
However, with premium-class fares generally
holding up better than those in economy, the
premium cabin’'s share of total international
revenues increased to 27.2%, up from 25.9%.

= Premium-class demand in 2017 was supported by
the broad-based pick-up in economic and trade
conditions, particularly on key markets to, from
and within Asia. That said, premium demand has
lagged behind in a number of cases, notably
between Europe and the Middle East, where
impacts from travel bans and tighter government
budgets in the Gulf region have taken a toll.

Passenger and freight volumes have both carried momentum into 2018

Air Passenger and Air Freight Volumes
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= Year-on-year growth in industry-wide revenue
passenger kilometres (RPKs) slowed to a
46-month low of 4.6% in January, although this
was distorted by temporary factors including the
later timing of Lunar New Year this year.

= The bigger picture is that global passenger traffic
is carrying solid momentum into 2018, helped by
buoyant global economic conditions.

= Meanwhile, although the upward trend in
seasonally adjusted freight tonne kilometres
(FTKs) has slowed over the past six months or
so, carryover effects helped year-on-year FTK
growth to make a robust start to 2018 (8.0%).

Capacity is currently rising broadly in line with demand

Air Passenger and Air Freight Capacity
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= Industry-wide available seat kilometres (ASKSs)
increased by 5.3% year-on-year in January 2018.
This was the first time in 15 months in which
ASKs grew faster than RPKs in year-on-year
terms. (This mainly reflects the fact that aircraft
schedules are generally fixed in advance for the
season and are therefore usually less prone to
the type of fluctuation seen in RPKs in January.)

= Meanwhile, available freight tonne kilometres
(AFTKs) grew by 4.2% year-on-year in January
2018 — just over half the pace of demand. AFTKs
and FTKs are trending upwards at a broadly
similar pace in SA terms.
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Aircraft deliveries saw the usual seasonal drop-off in January 2018

Airline Fleet Development = The number of available seats in the global airline
Change in operating fleet (a/c per month) fleet increased by 0.3% month-on-month in
250 r 1.0%

January, and by 5.4% compared to the same

200 month in 2017.

150
0-5% % As expected, we saw a pronounced drop-off in
aircraft deliveries in January following the usual
end-year spike seen in December. 73 aircraft

were delivered in the month, six fewer than were

100
50
0.0%

-50

100 made in January 2017.

-150 0% = Net storage activity made another modest

200 negative contribution to the size of the fleet, with

250 | L 1.0% 127 aircraft being put into storage, and 103
2015 2016 2017 2018 returning into service.

M Storage activity M Deliveries mOther factors —% change in seats m-o-m
Source: Ascend

Passenger load factor remains near a record high; freight loads rise in January

Load Factors - Passenger and Freight % The passenger load factor fell by 0.5 percentage

% of ASKs % of AFTKs . . .

83% 47% points in year-on-year terms in January.
Nonetheless, the SA load factor remains close to

82% 46% a record high, which is helping to support airline

financial performance.
81% 45%

= Meanwhile, the industry-wide freight load factor
80% 44% rose by 1.5 percentage points in January 2018
compared to the same month last year. The SA

79% 3% load factor has been broadly steady within a
28% 1% relatively narrow range over the past nine months
or so.
77% : : : : : — 41%
2012 2013 2014 2015 2016 2017 2018
—Passenger load factor, seasonally adjusted —Freight load factor, seasonally adjusted
Source: IATA Monthly Statistics
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Get the data 20-year passenger forecasts IATA Economics Consulting
Access data related to this briefing through To find out more about our long-term To find out more about our tailored
IATA’s Monthly Statistics publication: passenger forecasts, and to sign up, visit: economic consulting solutions, visit:
www.iata.org/monthly-traffic-statistics www.iata.org/pax-forecast www.iata.org/consulting

Terms and Conditions for the use of this IATA Economics Report and its contents can be found here: www.iata.org/economics-terms
By using this IATA Economics Report and its contents in any manner, you agree that the IATA Economics Report Terms and Conditions
apply to you and agree to abide by them. If you do not accept these Terms and Conditions, do not use this report.
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