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Macro matters
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Peak-to-peak cycles lasted 8-11 years; but are downturns predictable?

Global passenger kilometers flown (RPKs)
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T used to be an economic forecaster
but it was all so hit and miss’

Source: http://www.telegraph.co.uk/news/matt/



Macro-economic forecasts fail just when you need them

Actual and forecast US GDP growth - Fair Model
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The same is true in forecasting air travel

UK DfT forecasts of terminal passengers at UK airports
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What can be done?

e Turning points can’t be forecast consistently

Too many unknown unknowns

We don’t even try

We focus on how the trend is evolving
...but listen to Adam

Consider the known unknowns
Stress-test with scenarios

Build flexible, robust, business models

* Long-term trends may be predictable for some aviation variables

|ATA/TE 20-year country-pair passenger forecast service

FPassenger
Forecast service

The new joint venture between
IATA and Tourism Economics
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What are the known unknowns? 1. Geopolitical risk is at a 25 year high

“Old” Geopolitics “New"” Socio-Economics

- State to state conflict - Vox PopuliRisk
- Military build-up - Support for non-mainstream
- Nuclear proliferation parties/mass protests
- Proxy wars - “Flash mob” mass protests
- Digputes over borders + territory - Declining trustin elites
- Weak + failing states - Income inequality concerns
- Referenda, constitutional crises

Weak global governance
Shifting alliances
Isolationism

Developed
market Terrorism Refugee crisis
political risk

Source: Tina Fordham, Chief Political Strategist, Citi



But political shocks of 2016 did not end the cycle

Donald Trump Vows to Rip Up
Trade Deals and Confront China

The New York Times
28 June 2016
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partie on the rjse

Clamour for trade  25May 2016
protectionism on rise:
Arun Jaitley

CNBC
13 October 2016




In fact confidence rose to new highs

Business and consumer confidence

Global PMI manufacturing + services confidence
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Liquidity helps; central banks have not yet started to unwind QE
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Asset prices near all time highs — bubbles about to burst?

Asset prices, indexed to 2000
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If so, high debt ratios could be the source of a downward shock

Outstanding debt held by non-financial private sector, % GDP
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But asset prices don’t look exceptionally high compared to nominal GDP

A broader P/E ratio: equity prices as a ratio of nominal GDP
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‘Normal” bond yields should be closer to trend growth in nominal GDP

US 10-year Treasury bond yield and growth in US nominal GDP
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The interest rate cycle is finally turning up

US interest rates

US 10-year treasury bond yield

1A Federal funds rate
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So far there is no sign yet of an inflation problem

Core consumer price inflation
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But an inflation shock may come from the US, now out of spare capacity

GDP and potential GDP in the US
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Hard Brexit looking more likely — damaging not disastrous

The Treasury View: 3-4 years worth of GDP growth lost

Table 3.D: Annual impact of leaving the EU on the UK (difference from being in the EU after 15 years)

EEA Negotiated bilateral agreement WTO
GDP (%) — central -3.8 -6.2 7.5
GDP (%) -3.4 10 -4.3 -4 610 -7.8 -5.4 10 -9.5
GDF per capita® — central -£1,100 -£1,800 -£2,100
GDP per capita® -£1,000 to -£1,200 -£1,300 to -£2,200 -£1,500 to -£2,700
GDF per household® — central -£2,600 -£4,300 -£5,200
GDP per household® -£2,400 to -£2,900 -£3,200 to -£5,400 -£3,700 to -£6,600

* Expressed in terms of 2015 GDP in 2015 prices, rounded to the nearest £100.

Source: UK Treasury ‘The Long Term Impact of EU Membership and the Alternatives



Airlines have been using strong cash flows to reduce debt

Debt adjusted for operating

leases/EBITDAR
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Focus remains on sweating assets as well as protecting margins

EBIT margin, % revenue

Source:
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The evolving trend for 2018 points to a 4t year of good returns

Return on capital invested in airlines and their cost of capital
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LOOKING FOR INSIGHTS
INTO AIR TRANSPORT
MARKETS AND ISSUES?

Download the new
|ATA Economics Research App

NEW IATA ECONOMICS RESEARCH APP

Keep up to date with IATA Economics' latest analysis on
key aviation issues and market trends.

Receive personalised notifications when new research is available, share
content through social media and email, and read your favourite content
off-line, perfect for people on the go!

Access industry-leading
economic analysis on key
aviation issues and market
trends through:

=~ Reports
- Charts

=~ Presentations

=~ Videos and more.

TIATA



