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Key points

* The latest financial results from the industry for Q1 2019 show that net post-tax profits of airlines weakened in Q1 2019
compared to the same quarter a year ago. The outcome is mixed at the regional level; while there is an improvement in Asia-
Pacific and North America regions, Europe and Latin America in aggregate posted negative bottom-line results.

* Global airline share prices fell sharply in May, which indicates that forward-looking equity investors expect tougher financial
conditions ahead. The performance of airline index has been diverging from global equity markets since the beginning of this
year due to the concerns regarding airline profitability stemming from rising risks such as Brexit and US-China trade war.

* Qiland jet fuel prices declined sharply at the end of May driven by concerns over slowing global growth. At the time of writing
this note, the Jet fuel price is hovering around $76bbl (11% lower compared to a month ago).

*  While global base fare passenger yields continued to decline in March, on the positive side premium cabin yields edged up.
Nevertheless, expectations of slower economic growth would create a barrier for passenger yields to improve.

* Annual growth in industry-wide revenue passenger kilometres (RPKs) recovered to 4.3% in April, up from 3.1% in March. On the
other hand, freight volumes were lower, falling by 4.7% compared to a year ago.

Financial indicators
Airline share prices declined sharply in May

Airline Share Prices
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Industry-wide decline in profitability in Q1 2019, driven by European airlines

Airline Financial Results +  While financial markets are pricing the expectations of
Number of Q12018 Q12019 future industry performance, the latest financial results
airlines in Regions EBIT Net post-tax EBIT Net post-tax for Q1 2019 confirm the squeeze in profitability as well.
sample margin' profit* margin' profit? Industry-wide net post-tax profits for Q1 2019 in our

14 North America 6.4% 1,381 6.5% 2,090

sample was lower compared to Q1 2018, representing

22 Asia-Pacific 3.4% 879 5.7% 1113
. . o o
14 Europe 18% 158 2% 1019 an average EBIT margin of 2.3%, down from 4.2% in Q1
6 Latin America 4.9% 66 0.7% -210 2018.
3 Others 3.2% 174 1.1% 37 . .
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Sources: The Airline Analyst, IATA wide profit level was driven by Europe and Latin America
regions, North America and Asia-Pacific regions
recorded increase in net post-tax profits. EBIT margin
improved remarkably to 5.7% in Asia-Pacific region and
North America recorded strongest EBIT margin (6.5%)
among all regions.
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Industry-wide cash flows higher compared to a year ago

Airline Cash Flow'

Number of Q12018 Q12019
airlinesin Regions Net cash Free cash Net cash Free cash
Capex Capex
sample flow? flow flow? flow

14 North America 19.2% 12.4% 6.7% 22.8% 14.2% 8.6%
18 Asia-Pacific 10.2% 10.7% -0.5% 17.9% 10.1% 7.8%
12 Europe 22.4% 16.0% 6.3% 21.0% 17.5% 3.5%
5 Latin America 6.8% 7.2% -0.4% 7.9% 6.0% 1.9%
3 Others 13.9% 10.7% 3.2% 10.3% 13.8% -3.4%
52 Sample total 17.6% 12.8% 4.9% 19.9% 14.0% 5.9%
"% of revenues 2From operating activities

Sources: The Airline Analyst, IATA

Fuel costs

Oil'and jet fuel prices ended their upward move
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Yields and premium revenues
Premium passenger yields edged up in March
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The latest Q1 2019 sample of airlines indicates slight
improvement in industry-wide free cash flow compared
to the same period a year ago (1.0 percentage points up,
from 4.9% to 5.9%). Decline in FCF outcomes in Europe
and Middle East is balanced with the increase in the
remaining regions.

Net cash flow from operations rose from 17.6% to
19.9% of revenues in the industry. Capex spending has
also increased by more than 1.0 percentage points.

At the regional level, capital spending fell modestly in
Asia-Pacific and Latin America, while carriers based in
North America and Europe increased their capital
spending compared to a year ago.

Brent crude oil and jet fuel prices lost their strong
upward momentum at the end of May driven by worries
over slowing global oil demand reinforced by an
escalated China-US trade war.

At the time of writing this report, the price of Brent crude
oil hovers around US$62/bbl and the jet fuel price is
around US$75/bbl. For more data on oil price
developments, check out our weekly Jet Fuel Price
Monitor.

The futures market now indicates oil prices to be around
US$ 60/bblin December 2019, ~US$10 lower than the
pricing at the beginning of May, which partially eases the
heightened concerns a month ago on the cost side for
airlines.

Downward pressure on global base fare passenger
yields (i.e. excluding surcharges and the revenue that
airlines generate from ancillary services) persisted in
March, which is consistent with the observed squeeze in
profit margins. While economy cabin yields remained
under pressure by declining 0.6%, yields in the less price
sensitive premium cabin rose by 1.2% compared to the
prior month, which is the biggest increase since
February 2018.

Overall global average passenger yields in US$ terms
were 6.0% lower compared to a year ago in March as
airlines were not able to pass through cost increases
through higher base fares to customers. As global
economy growth forecasts are being revised down,
industry-wide passenger yields are expected to remain
under pressure.
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Improvement in premium revenue share remains in place
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Demand

Passenger demand continues at a slower pace, freight demand remains weak

Air Passenger and Air Freight Volumes Annual growth in industry-wide revenue passenger

Billions per month Billions per month . . .
750 23 kilometres (RPKs) recovered to 4.3% in April, up from
3.1% in March. The later timing of the Easter holiday this
700 22 year had impacted the industry in March and April
21 results. Nevertheless, in seasonally adjusted (SA) terms,
650 2 the level of passenger volumes has flattened in recent
months indicating a slow-down in the underlying trend.
o0 " * Industry-wide freight tonne kilometres (FTKs) for April
550 18 fell by 4.7% compared to a year ago. FTKs in SA levels
17 posted an increase for a second consecutive month
500 16 (0.6% higher than a month ago). However, they remain
close to their levels in the mid-2017 and are still 2.5%
450 i ' ' ' ' ' ' i 15 lower compared to a year ago. Hence, taking into an
202RP§2,1s3easo$g|1|;adju§?;§ Q%FTKg?;gasoniﬂ;gdjusfgg ° account ongoing US-China trade dispute, it is early to

Source: IATA Monthly Statistics infer from this month’'s modest uptick that it represents
a change in the recent downward trend.

Capacity
Passenger and freight capacity trends differed in April

Air Passenger and Air Freight Capacity * Industry-wide available seat kilometres (ASKs) grew by

gilglons permenth Bilions per monTS 3.6% year-on-year in April, which is 0.7 percentage
points below the growth in revenue passenger

850 46 kilometres (RPKs). In seasonally adjusted terms both

800 44 ASKs and RPKs eased modestly this month.

750 42 * Industry-wide freight capacity, measured by available

40 freight tonne kilometres (AFTKs), increased by a

700 38 moderate 2.6% year-on-year in April. In seasonally

650 a6 adjusted terms, AFTKs increased this month. However,
the rate of capacity growth has slowed down in

600 34 response to weaker freight demand this year. Indeed,

550 : : : : : : : 32 Annualized pace of capacity growth over the past six

2012 2013 2014 2015 2016 2017 2018 2019 months is down to 2.3%, compared to 3.5% at the end
—ASKSs, seasonally adjusted —AFTKs, seasonally adjusted of 2018.

Source: IATA Monthly Statistics
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Net storage activity made the highest contribution to fleet growth since 2016

Airline Fleet Development

Change in operating fleet (a/c per month) * The number of available seats in the global airline fleet

350 1.5% increased by 1.3% in month-on-month terms in May.
This was the highest increase since the beginning of
250 1.0% 2016 following the decline stemming from 737 Max

grounding. In year-on-year terms, growth remains

0.5% moderate at 3.6% compared to ~5.7% in 2018.

150

50 0.0% * 119 aircraft were delivered in the month compared to

135 delivered in the same period a year ago.

-50 -0.5% Altogether, the number of aircraft delivered in the first
150 1.0% five months of 2019 was lower than that seen in the
same period last year (590 vs. 522). Note that on
250 -433 -1.5% average 596 aircrafts delivered in the first five months
2016 2017 2018 2019 of the years between 2013-2018.

B Storage activity mmm Deliveries Other factors «===9% change in seats m-o-m

Source: Ascend * 210 aircraft returned to the fleet from storage while 37

aircraft left the fleet. Hence, net storage activity made
a positive contribution to fleet growth.

Passenger load factors recovering to previous high

[0) [0)
/o oT ASKs %o of AFTKs * The industry-wide passenger seasonally adjusted load
83% 53% factor for April stays high at 82.0%. Seasonally adjusted
data point to airlines responding to the demand
82% 51% slowdown by reducing capacity growth sufficiently and
boosting asset utilization.
81% 49%
* Freight load factor (FLF) for the industry is currently at
80% 47% 46.3%, which is 3.5 percentage points lower than the
level of a year ago. Following a modest rise in March,
79% 45% seasonally adjusted FLF confirms the downward trend,
which has been observed since mid-2017, remains in
78% —Passenger load factor, seasonally adjusted 43% place.
—~Freight load factor, seasonally adjusted
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Get the data 20-year passenger forecasts IATA Economics Mobile App
Access data related to this briefing through To find out more about our long-term passenger 100% free access to our analysis & briefing for
IATA's Monthly Statistics publication: forecasts, and to sign up, visit: iOS & Android devices. For more details or to
www.iata.org/monthly-traffic-statistics www.iata.org/pax-forecast download, see here:

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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