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Macro matters

Source: IATA Economics using data from ICAO, IATA Statistics, IMF and our own forecasts
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Peak-to-peak cycles lasted 8-11 years; but are downturns predictable?

Source: IATA Economics using data from ICAO, IATA Statistics and our own forecast
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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

Source: UK DfT, UK Aviation Forecasts, October 2017



What can be done?

• 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
• IATA/TE 20-year country-pair passenger forecast service



Source: Tina Fordham, Chief Political Strategist, Citi

What are the known unknowns? 1. Geopolitical risk is at a 25 year high



Donald Trump Vows to Rip Up 

Trade Deals and Confront China
The New York Times

28 June 2016

But political shocks of 2016 did not end the cycle



In fact confidence rose to new highs

Source: IATA Economics using data from Datastream, Markit
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Liquidity helps; central banks have not yet started to unwind QE

Source: Datastream
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Asset prices near all time highs – bubbles about to burst?

Source: IATA Economics using data from Datastream, IMF
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If so, high debt ratios could be the source of a downward shock

Source: Datastream
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But asset prices don’t look exceptionally high compared to nominal GDP

Source: IATA Economics using data from Datastream
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‘Normal’ bond yields should be closer to trend growth in nominal GDP

Source: Datastream
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The interest rate cycle is finally turning up

Source: Datastream
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So far there is no sign yet of an inflation problem

Source: Datastream
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But an inflation shock may come from the US, now out of spare capacity

Source: Datastream
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Hard Brexit looking more likely – damaging not disastrous

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

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



Airlines have been using strong cash flows to reduce debt

Source: IATA Economics using data from The Airline Analyst
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Focus remains on sweating assets as well as protecting margins

Source: IATA Economics using data from ICAO, McKinsey, The Airline Analyst, IATA forecasts
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The evolving trend for 2018 points to a 4th year of good returns

Source: IATA Economics using data from McKinsey, The Airlines Analyst, IATA forecasts
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