IATA

Quarterly
Air Transport

Chartbook

IATA Economics
Q4 2022




RN

JATA

Table of Content

Glossary

L. The business cycle

1. Passenger and Cargo traffic

e E=T =T g o [T gl I = | & o TR
(07T e[ I -1 1 [ OOEEOOEO T TSTTSPT 12
lll.  Airline Financial Performance 16
REVENUE ...ttt s s s E e E e E AR AR 16
O o 1= TSSO 17
INAUSTIY fINANCIAI FESUIES ...ttt e e et st en 18
IV. Regional Outlook 21
Africaand the MidAIE EASE ... 21
N 1T T 1T OO TS 23
] = = (o 25
B UN OBt E R E AR E et 27

Quarterly Chartbook Q4 2022



RN

JATA

Glossary

ACTKs - Available Cargo Tonne-Kilometers
ASKs - Available Seat-Kilometers

ASPAC - Asia Pacific

ATKs - Available Tonne-Kilometers

BLF - BreakevenLoad Factor

CLF - Cargo Load Factor

CTKs - Cargo Tonne-Kilometers
FRT-Freight Tonnes

GDP - Gross Domestic Product

LF - Load Factor

MoM - Month-on-month

OPEC - Organization of the Petroleum Exporting Countries

Passenger Traffic O-D — Passenger Traffic Origin-Destination

PAX-Revenue Passengers

PLF - Passenger Load Factor

RPKs - Revenue Passenger-Kilometers
RTKs —-Revenue Tonne-Kilometers

SA - Seasonally adjusted

USD - United States Dollar

WLF - Weight Load Factor

YoY -Year-on-year
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l. The Business Cycle

=  Weenter 2023 inastatethatis characterized by the ramifications of the COVID-19-induced economic
crisis. Thiswas the deepesteconomic recession the world has suffered since the Great Depression, and it
came on the heels of the 2008 Global Financial Crisis —itself thenthe most severerecession since the
Great Depression.

= Deep economic crises are disruptive, not only ineconomic terms but also intheir effects on beliefs,
attitudes,and perceptions. Today, as intheinterwar period,democracy is under pressure and
globalizationis inretreat. Attentionis turninginwards and the geopolitical system grapples withwarin
Europe and nationalist ambitions. Technological innovationis extending the realm of possibilities, but
politics define the extent to whichthis canbeleveragedupon —a crucial issue inthe face of climate
change. At the current junction, these evolutionsare likely tohave a dampening effect on economic
growth.

= Several, evenas many as a third of the world's countries, could suffer recessionsin 2023.It is much more
unlikely that we will experience yet another global recession. However, global GDP growth slowed sharply
fromthe strong rebound of 6%in2021to closeto 3.5%in2022and is likely todip below 3%in2023.
Such a sharp slowdown undoubtedly feels recessionary to many people. China PR arguably holds the key
to the outcome for theworld economyin 2023. If China PR's end to its zero-COVID policyand related
lockdowns canovercome theresultingadverse healthimplicationsand lead to increased economic
activity, it couldcompensate for much of the economic deceleration anticipated elsewhere.

= Exceptionallabormarketstrengthis a major factorintermsofreducing the risk of severerecessions.
Many countries have record-low unemployment rates, notablyinadvanced economies. The US created
517,000 in January 2023, following a stunning average monthly gain of 401,000 in 2022, and the
unemployment rate edged downto 3.4%, the lowest since 1969. It is difficult to imagine arecessioninthe
USunless monthly job creationfalls below 100°000.

= Inflation, onthe other hand, is athreat to the business cycle. Withthe decades'highinflationseenin2022,
the general pricelevel has increased, evenif the pace of further priceincreases is set to slowin2023.
Purchasing power will be curtailed, dampening consumptionand globaltrade. This is further exacerbated
by currency depreciations versusthe US dollar thatrange from significantto dramatic, inturnleading to
higher imported inflationina vicious cycle. Countrieswith currencies pegged tothe US dollar willbe
constrained to conducttighter monetary policies than their economies strictly speaking might warrant,
and the scopefor fiscal stimulus is limited as the world has accumulated the highest debtlevels inhistory
across sovereigns, corporates, and households. Structural reform wouldbe the preferred action though
this requires political clout, whichis oftenabsent. Attemptsat reform might instead lead toprotests and
social unrest, and we witness, for example, the resistance to much needed pensionreformin France.

=  We provideanoverview of our assessment of therisks we will likely facein 2023 intherisk matrix below.
The knowable riskthat would have the highest impactis that the US could defaultonits debt. TheUShas a
fiscal rule whichlimits the amount of debt that the country canissue. Once that limithas beenreached, the
government canstill functionfor a period of time thanks to cash onhand and extraordinary measures.
However, when the money runs out, the governmentrisks defaulting onits debtobligations unless the
debt ceiling is lifted. While there is a degree of habitual drama around thisissue onanannual basis, it led to
important crisesin2011and 2013.The risk of another crisis in 2023 is greater than usual giventhe
sharply divided Congress. Therisk of an outright default, however, is stilllow, thoughwereit tooccur it
would have cataclysmic consequences for the US and for global financial markets.
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= Theriskwiththe highest likelihoodis that of high oil price volatility. Further oil price volatilityis to be
expectedin2023, notablyas aresult of the EU having prohibited EU vesselsfrom transporting Russian
crudeoil (from 5 December 2022) and petroleum products (from 5 February 2023) to third countries.
Moreover, limitedrefining capacity will inall likelihood mean that the historically elevated crack spread
between crude and jet fuel prices will be a feature of the market also in 2023. Nevertheless, the slowing
global economy should have a dampening effect onaverage oil prices.

= Insum, most ofthe headwinds from 2022 are likely to remainwith us alsoin 2023, thoughonthe whole
they may be unlikely to intensify. This neverthelessimpliesthat airlines willface elevated costs onvirtually
allfronts, arguably putting a floorunder ticket prices. Passenger price sensitivity has beenlow so far since
travel has againbeenpossible, thoughit canbe expectedto rise as economies slowand unemployment
rates climb again. The upside potential in our forecasts thereforelooks capped, and the balance of risks
remains tilted to the downside. The main positive surprises which could produce significant upside in
economic activity and air transportationwould be anend to the war in Ukraine, and anend to all travel
restrictions.

2023 risk matrix

Impact

Likelihood
Chart 1: % Growth rate of Gross domestic product (in constant prices) Chart 2: Inflation as Consumer Price Index (CPI), annual growth rate (%)
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Source: IMF (October 2022 update) Source: OECD
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Chart 3: Unemployment rate between 2013 and 2024 (% of Labor Force) Chart 4: Volume of world merchandise trade, 2015-2022
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Chart 5: Global debt as a percent of GDP Chart 6: How does your profitability performance in the last 3 and the next 12
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ll. Passenger and Cargo Traffic

Passenger Traffic

= Industry-wide air passengertraffic, measured inrevenue passenger-kilometers (RPKs), continued its
steady recoveryin December 2022 and for the full year. Over the course of 2022, global air passenger
travel gained momentum and recovered substantially as travel restrictions were removed and
passengers expresseda strong willingness to fly. Passenger traffic recovered from 41.7% of 2019
volumesin2021to068.5%in2022(Chart 9, Chart 10).

= Propelled by pent-up demandand thereopening of air travel markets globally, route areas between
Europeand various regions recovered swiftlyin 2022 (Chart 11). Therecoveryin Europe's air passenger
traffic was challenged early in2022 by the surge in Omicron casesand later by the start ofthewar in
Ukraine. Despite these headwinds, passenger travel between Europe and Central Americarecovered
quickly, reflecting the surgein European holidaytravelersthat responded to thelifting of restrictions in
theregion. Strong pent-up demandalso drove the increase in passengers between Europe and North
America. Onthe other hand, owing to remainingand new travelrestrictions, passenger trafficonroutes
connecting various regions to Asia have beenthe slowestto recover.

= Globally, domestic RPKs increased 10.9%in 2022 compared to the prior year, while total international
RPKs climbed 152.7%versus 2021.Despite the setbacks caused bylingeringtravel restrictions,
international traffic took off significantlyin 2022 whereverthese restrictionswere lifted. As aresult,
international RPKs surgedfrom 26.8% 0f2019levelsin2021t0 6 2.2%in 2022. For December 2022,
international RPKs tracked 24.9% under the same monthin 2019 and conserved momentum with steady
performance fromallregions (Chart 12).

= QOverthepastyear, re-openings inmany economies of the Asia Pacific region have allowedfor
passengers and airlines toreturntothe skies, greatlyaccelerating traffic growthinbothdomesticand
international markets. While international RPKs in December 2022 were 48.1% below their2019 levels for
this region’s airlines, the recent relaxations of China PR's zero-COVID policies, and the reopening of air
travel markets, supporta positive outlook for the regioninthe months to come (Chart 12,Chart 14).

= Attheindustry level, passenger demandwasmet by offered seat capacity in2022, as available seat-
kilometers (ASKs)recoveredto 71.9% of their 2019 levels (Chart 15), while maintainingindustry-wide
passenger load factors of 78.1%. Passenger loadfactors for 2022 were only 3.9 percentage points (ppts)
below the load factorsachieved before the pandemicin2019. Load factorsreached 81%in December
2022 globally, climbingnearly 10 pptsfromthe same monthinthe previousyear. The highest YoY
increases inregional load factors for the month of December were recorded inthe Asia Pacific, Middle
East, and Europe regions,increasing approximately 16, 14and 12 ppts,respectively (Chart 16).
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Chart 9: Industry RPKs (monthly) Chart 10: Global RPKs from Jan 2020 to December 2022
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Chart 11: Seasonally adjusted RPKs by Route Area Chart 12: International RPKs by region
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Chart 13: International RPKs by class type Chart 14: Seasonally adjusted domestic RPKs
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Global Origin-Destination (O-D) passenger trafficincreased to 75% of pre-pandemic levels in July 2022
(Chart 17). Although O-D passengersincreased 31.6% YoY over the course of 2022, their share of2019
traffic levels has mostly trended sideways since July.

International ticket sales gradually caught up to domestic salesin2022, owing to positive developments
in international travel demandand the easing of travel restrictions in China PR (Chart 18). It is noteworthy
thatinternationalticket sales improved alsoin July despite high energy prices, traffic disruptions, and
other economic headwinds. The latest trendsin both domestic and international ticket salespointto
sustained activity levels over thiswinterperiod.

Most air ticket salesare for travel inthe near future, as passengers still perceive some degree of
uncertainty when making travel arrangements. In2022, 88%of all tickets soldinthe last quarter were for
travel withinfour months, while 12% of ticket sales were for periodsbeyond four monthsfrom the
purchasedate (Chart 19). Theseresultsare moreinline withwhat we sawin 2019, when 90% of all tickets
soldinQ4 2019 werefor travel within four monthsand only 10% of ticket sales were for travel beyond
four months.

Globally, we expect industry-wide passenger traffic to recover to their2019 levels in 2024, and then grow
at anannual averagerate of around 3% over our forecasthorizon. However, our forecastrisks are
skewed to the downside due to variousheadwinds in the near term. These risksinclude a prolonged war

in Europe, highjet fuel prices, elevated general price levels, and slowing growth inthe global economy
(Chart 20).

Airlines faced uneven outcomes in 2022. North American carriers led theindustry recovery by achieving
close-to pre-pandemic passengertraffic levels, with total RPKs 11.3% belowtheir 2019 volumes,
followed by Latin Americanand European carriers at 14.2%and 22.2%, respectively. We also anticipate
therecovery and near-term growth of passengertraffic will varyacross regions. North America'straffic is
forecasttorecoverto2019 levelsin 2023, followed by Latin America, the Middle East and Europein
2024, and by Africa and Asia Pacificin2025 (Chart 21).

Chart 17: Passenger Traffic (O-D) and % share of 2019 Chart 18: Passenger ticket sales, 7-day moving average
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Chart 19: Ticket sales in Q4 each year for forward travel Chart 20: Global passengers, billions
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Chart 21: Passenger traffic forecast and estimated year of recovery to 2019 levels
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Global Air Connectivity

= Airtransportis vital for the moderneconomy. It provides the city -pair connections that serve as virtual
bridges supportingthe flows of goodsand people between markets. As the only rapid global
transportation network, air transport facilitates links between businesses, governments and people -
enabling world trade, investment, tourismand travel among other key economic activities. Increased
connectivity drives improved economic outcomesfor countries and communities.

= ByDecember2022,IATA's GlobalAir Connectivity Index, which measures connectivity as scheduled
passenger capacity weighed by the relative economic scale of destinations served, had recovered to 74%
of pre-pandemic levels for international connectivity and 8 7% for domestic connectivity (Chart 22).

=  Whilethe number of domestic airportpairs servedhas returned to pre-pandemic levels, only 85% of
international airport pairs have beenrestored (Chart 23)and therecovery ininternational flight frequency,
whichis particularlyimportant for business travellers, lags further behindat 77% of pre-pandemic levels.

= Travelrestrictionshavelingeredlonger in the Asia Pacific region, notablyin China PR, dampening the
recovery ininternational connectivity for thatregionto 52%of2019levels. This recovery lags significantly
behind that seenin all other regions, which ranged from 82% in Europe and 84%in North Americato
102% inLatin America & Caribbean (Chart 25).

10
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Further restoration of international air connectivitywillhelp supporttherecovery of economic benefits

associated withair transport for countries heavily affected by the pandemic. It is particularly vital for
regions that are highly dependent oninternational tourismreceipts and trade.

Chart 22: IATA Global Air Connectivity Index, Jan 2020-Dec 2022
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Chart 23: Global airport pairs, monthly Jan 2020-Dec 2022
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Chart 25: Recovery in international connectivity by region in Dec 2022
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Cargo Traffic

Global air cargo demand, measured by cargo tonne-kilometers (CTKs), continued to decline year-on-year
(YoY)in thefourth quarter of 2022, falling 15.3%YoY inDecember. This wasthe tenth YoY contractionin
arow inindustry CTKssince March2022. Overthe course 0f 2022, globalair cargodemand was 8.0%
below the outstanding performancein 2021 butstilltracked close tothe pre-COVID level in 2019, with
only a 1.6% contraction. Industry-wide international CTKs fell by 15.8% YoY in December, contracting
further fromthe previous month's 14.2%YoY decline.

In the last quarter of 2022, the air cargoindustry did not perform as well as expectedin a traditionalpeak
seasonfor cargo due to multiple headwinds inthe current global economy (Chart 26, Chart 27). Inflation
remains high, curtailing the spending capacity of households. The ongoing warin Ukraine disrupts trade
flows, and the unusual strength of the US dollar makes commodities traded in US dollars more expensive
in local currency terms.

Industry air cargo capacity, measured inavailable cargotonne-kilometers (ACTKs), also contracted by
2.2%YoY inDecember, marking the thirdmonthinarow of YoY contraction. Similarly,seasonally-
adjusted ACTKs inDecember were 2.1% lower than the same monthin2021 (Chart 28). However, for the
full year of 2022, global ACTKs were 3.0% above levelsin 2021, but 8.2% below 2019levels. Airlines
reduced air cargo capacity to respondto the supply imbalance thathas emerged as demandhas fallen
YoY since March 2022.

With the strong recovery of passengerair transport, international belly cargo capacity from passenger
carriers maintained its consecutive monthly growth since April 2021.In contrast, international cargo
capacity providedby dedicatedfreighters experienced slight YoY contractions inthe fourth quarter of
2022 (Chart 29).

Withrespect to regional cargoactivities, North Americaand Africa remained the only tworegionsthat
have achieved higher air cargo demand, bothinterms of total CTKs and international CTKs (seasonally
adjusted), compared to pre-pandemic levels (Charts 30and 32). Latin America sustained its lead inthe
YoY growth of annual total CTKs amongall regionsin 2022 (Chart 31)and achieved a2.3%YoY growthin
its international CTKsin December (Chart 33). All other regions sawnegative YoY growthininternational
air cargo activity inDecember, contrasting their outstanding performancein2021 (Chart 33).

The industry cargo loadfactor (CLF)in 2022 was 50.1%, dropping 6 percentage points (ppts) compared
withthelevelin2021 but still 3.3 ppts higher thanthe pre-COVID level in 2019. International CLF declined
by 7.8 ppts YoY in2022,falling from 63.9%to 56.1%. Europe saw the highest international CLF (SA) of
57% inDecember, while Latin America had the lowest CLF at 41% (Chart34).

Global new export orders—a component of the purchasing managers index (PMI) and a leading indicator
for air cargo shipments — remained below the critical 50 (no change) line for major economies (Chart 3 6).
Global exportorders have stayed at the samelevel since October, suggesting sustained decelerationon
average. Germany's export orders continued toimprove in December, signaling a degree of
normalization afterthe months-long impact of the war in Ukraine. Other major economiesthat showed
slightimprovementsintheir exportordersin December were the US and Japan, while South Korea and
China PR registered lower new exportorders in December compared toNovember.

12
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Chart 26: Industry CTKs (billions per month)
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Chart 30: Annual total CTKs by region
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Chart 32: Seasonally adjusted monthly international CTKs
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Chart 27: Global CTKs from Jan 2020 to Dec 2022
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Chart 29: Growth of international ACTKs by cargo type
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Chart 31: % Year-on-year growth in annual total CTKs by region
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Chart 33: International CTKs by airline region of registration
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Chart 34: International air cargo load factors (SA)
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Chart 36: Country specific PMI new exportorders
50=no change, seasonally adjusted
70 - ——— Gemany ——— Japan
65 (K)hna
60 orea
55
50
45
40
35
30
25

20

15 T
Q

fr@ ?Qg» &

Source: Markit

0

0 |
<
97
<

Chart 35: CTK growth versus global new export orders
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Chart 37: Global trade, industrial production and CTKs
Volumes, indexed to equal 100 in January 2019
1

Cross-border
trade

105 -

100 -

Global industrial
production

95 -

Global CTKs
(Seasonally-adjusted)

Source: IATA Economics using data from Netherlands CPB, IATA Monthly Statistics

= Volumes of global industrial productionand cross-bordertrade remained above their pre-COVID levels,
although cross-border trade has been declining since September 2022. In contrast, global CTKs have
decoupled fromtheir historially close connections with industrial productionand trade, marked by their
steaper declineinthe fourth quarter of 2022 (Chart 37). Boththe monthly and yearly YoY growthrates
suggest that air cargo is affected by the shrinking global trade more severelythan maritime transport,
withair cargo’srelative performance compared with maritime downto -12%in 2022 (Chart 38, Chart 39).

=  Qur Business Confidence Survey of airline Heads of Cargo shows thatthe industry's outlook remains
positive for the next twelve months, with 58% of respondents expecting animprovementincargo
operations, and only 31%expecting a decrease (Chart 40). The weighted score of business confidence
for the next three months reads 57.7 and slightly higher for the next twelve months at 63.5 (Chart41).

Chart 38: Growth inindustry CTKs and global merchandise trade, monthly
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Chart 39: Growth in global trade and industry-wide CTKs, yearly
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Chart 40: How does cargo operations in the last three months compare with Chart 41: How did your cargo operations in the last three months compare
the same period last year and how do you expect them to change over the with the same period last year and how do you expect them to change over

next twelve months? the next 12 months?
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lll. Airline Financial Performance

= Airlinefinancial performance continues to recover from the massive losses recordedin 2020 and our
latest forecast suggeststhat profitability will returntotheindustry overall thisyear. However, this
profitabilityis not likely tobe shared evenly across regions, with only North America, Europe and Middle
East carriers expectedto post a net post-taxprofitin2023.

= The broadly positive industry outlook is supported by our latest Business Confidence survey where 70%
ofrespondents indicated thatthey expectyear-ahead profitabilityto exceed currentlevels.

Revenue

= QOverthecourseof2022, the mixed performance of the passenger and cargomarkets is reflectedinthe
respective revenue performance. The declinein cargo volumesis expectedto haveresulted ina modest
declinein cargorevenuein2022, albeit fromthe COVID-driven high. This comes despite a further
increasein cargo yields overtheyear. Withthe recovery in passenger volumes—particularly the
international markets — continuing apace in 2022, passenger revenue has increased sharply, rising by an
estimated 80%. This revenue performance has been supported by higher passengeryields, although
much of the yield increase has to do withthe significant increase inairlines costs (see further below) over
theyear.

= Looking ahead, we expect passengerrevenueto increasefurtherin 2023, albeit toremain considerably
below its pre-COVID level, at around 85% versus 2019.Cargorevenue onthe other hand, is likely to
continuetoretreat fromits COVID-induced highs. Cargoyieldsarelikely to fall substantially from their
current highs, partly driven by the increasein belly capacity whichaccompanies therecoveryin
passenger volumes.Evenso, cargorevenueis currentlyforecastto bearound 50% higher thanthe level
of2019.

= Qverall, airlinerevenueis forecast torise to around93%ofits 2019 level in2023. The cargo share of total
revenue will ease further to around 20%. Having peaked at an historical high share of 40%in2021, this
moderationwillnonetheless leave the cargo share considerably above the pre-COVID share of 10-12%.
As such, air cargo is expected to continue to playanimportantroleinbolsteringairline revenue and
financial performance over the period ahead.

= |ATA'sairline business confidence survey confirms thatpassenger fareshave been rising, however, the
evolutionover the past 3 months is seento have beenmore positive than the outlook over the coming 12
months (Chart 44, 45). One the cargo side, the pictureis less optimistic. A sizeable 43% ofrespondents
expect cargo rateswill decline over the year ahead, with a further 39% expectingno change (Chart 46, 47).
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Chart 42: Breakeven and achieved cargo and passenger LF

Chart 43: Passenger and cargo yields
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Chart 44: How do your pax operations fares perform in the last 3 months and Chart 45: How do your pax operations fares perform in the last 3 months and
next 12 months compare with the same period last year? next 12 months compare with the same period last year?
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Chart 46: How do your cargo operations fares perform in the last 3 months Chart 47: How do your cargo operations fares perform in the last 3 months

and next 12 months compare with the same period last year?
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Cost

Source: IATA Business Confidence Survey (Octobert 2022)

= Airline costs haverisen substantiallyover 2022. Animportant driver of this has beenthe conflict between
Russia and Ukraine which delivered a sharplift inglobalcommodity prices. The Brent crude oil price
increased by around 40%in 2022 compared with 2021,averaging almost USD 100 per barrel. Inaddition,
a lack of refining capacity resultedina widening inthe jet crack spread (the difference b etween the crude
oiland jet fuel price). Thejet fuel priceincreased fromUSD 78in2021 to USD 139in2022-anincrease of
almost 80% (Chart 48). With fuel currently accounting for around 25-30% of airline operating costs, this
has been akey driver of theincreaseinairfares and passenger yields over the course of the year. Higher
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fuel prices, however, alsofocus airline attention onimproving fuel efficiency — both via operational
decisions and investing in fleet renewal (Chart 49).

For many airlines, the appreciation of the US dollar, reflecting safe-haven capitalflowsinresponseto the
geopoliticaluncertainty, has added toUS dollardenominated costs, including fuel. Higher interest rates

and in some markets theriseinlabor and otherinput costs representadditional headwindsfor the
industry as it strives toreturnto profitability.

Costs areexpected toremaina challenge for airlines over the year ahead. Although oil pricesand the
crack spread arelikely to ease fromtheir 2022 level, we anticipate that theywill remain elevated in2023.
This appears to beaview shared byairlines — fully 70% of respondentsto our latest Business Confidence
survey have experienced anincrease ininput costs overthe past three months and 60% expect further

increases over the year ahead (Chart 50, 51). Clearly, cost-vigilance will remain a focus for theindustry
over this period.

Chart 48: Jet Fuel & Crude Oil Price Chart 49: Fuel efficiency and the price of jet fuel
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Chart 50: How does your unit costs performin the last 3 and the next 12

Chart 51: How does your unit costs performin the last 3 and the next 12
months compare with the same period

months compare with the same period year?
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g

Industry financial results

At the globallevel, the strongindustryfinancial recovery remains underway, notwithstanding the various
challenges and headwinds. Following the massive net loss of almost USD 140 billionin 2020, the industry
loss narrowedto aroundUSD 40 billionin2021. Therecoveryhas continued in2022, withthe net losses
shrinking further to anestimated USD 7 billion.In 2023 we expectthe industry to posta net profit, albeit
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onlyjust,at USD 4.7 billion (Chart 52). Ontotal revenue of around USD 780 billion thisrepresents a slender
marginofjust 0.6%, or justone dollar per passenger (Chart 53).

= Airlines’ financial performanceis improving acrossallregionsin2022 and 2023, led by the North
Americancarriers. However,only North American airlines are estimatedto have generated a net profitin
2022.For 2023, Europeanand Middle East carriers are forecast tojointheir North American counterparts
in a net profit position (Chart 54).

= Despitethe concerns regardingthe industry'scostpressures,airlines are relatively upbeatregarding their
own profit outlooks; 60% have seenanimproved financial performance over the pastthree monthsand a
significant 70% expecttheir profitability to improve over the coming 12 months (Chart 58,59). This rather
positive outlookis expected to be drivenby the passenger segment, where optimismfor stronger
performance over the year ahead is much higher than for cargo. Theindustryrecovery over2022 has
helped to supportinvestor confidence inthe sector - although airline share prices fell by almost 12%in
2022, they have outperformed the overall global share priceindex whichby lost almost 20% (Table 1).

Chart 52: Airline industry net profits and EBIT margin Chart 53: Global airlines revenue, by type
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Chart 54: Airline region operating margin, % revenue Chart 55: EBIT margins by region
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Chart 56: Aircraft deliveries and airline industry ROIC
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Chart 58: How does your profitability in the last three months compare with

the same period last year?
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Chart 59: How does your profitability in the last three months compare with
the same period last year?
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Chart 60: IATA survey of airline CFOS and Heads of cargo Table 1: Airline Share Prices
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Table 2: Key forecasts and assumptions
EBIT Netpost- Spend on air World World
ROIC . P p Passengers RPK CTK
margin tax profits transport GDP trade
% invested - - - - -
° capital % revenue USD billion USD billion Billion Billion Billion % YoY % YoY
2019 5.8% 5.2% 26.4 876 4543 8688 254 2.5% 0.3%
2020 -19.3% -29% -137.7 394 1807 2974 229 -3.5% -5.1%
2021 -0.8% -8.9% -42 521 2185 3623 272 5.8% 9.8%
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IV. Regional Outlook
Africaand the Middle East

= Passenger traffic carried by Africanand Middle Eastern airlines increasedrapidly through the end of 2022
Withyear-on-year (YoY) RPK growthrates of 108% and 65%, respectively, the Africa and the Middle East
regions recovered their passenger volumes fasterthanall other regions of the world. As of December,
airlines inthe two regions have recovered 88% and 84% of their 2019 passenger traffic levels,
respectively (Chart 61).

= The strong trafficrecoveryintheregions canbe attributed mostly tointernational passenger travelon
African carriers, whose RPKs grew by 24% fromNovember to December,and more than doubled from
December 2021 levels (Chart 62). Airlines inthe Middle Eastregistereda 70% YoY growth ininternational
passenger traffic in December.

= Aircargo traffic carried by Africanand Middle Easternairlines led the recoveryto pre-pandemic levels at
thebeginning of 2021. The momentum slowed in 2022, and cargo traffic for the tworegion's carriers
ended at 94% and 89% of their 2019levels in December, respectively (Chart 63).

= Ticket sales inthe Middle East stabilized during the last quarter of 2022, hoveringaround 80% of pre-
pandemic levels and slightlyabove the globalaverage, partially boosted by the World Cup thatwashosted
in Qatar. Ticket sales in Africa have also caught up to the global average, closing the gap betweenthetwo
regions (Chart 64).

= InQ42022,Egyptand Nigeriaboth saw theirpassenger traffic performmore than 20%above pre-
pandemic levels. Qatar's trafficincreased nearly40%YoY overthe same period,boosted by travelers
attending thefirst World Cup hosted in the Arab world. However, passenger volumes in South Africa, Iran
and Kuwait are still more than 10% belowtheir pre-pandemic levels as of Q4 2022 (Chart 65).

= Reflecting strong growthin December, airlines in Africa and the Middle Eastrecorded the highestYoY
changein terms of passenger capacity, growing 73%and 36%, respectively, overtheir December 2021
capacity, and achieving more than 80% of their pre-pandemic capacity. Passengerload factorshave also
beenimprovingintheregions.In2022, load factors reached 77% and 80% for Africa and Middle East
airlines, respectively, up morethan 10 percentage points comparedto 2021 load factors.

= Aircraft deliveriesinthe Middle East maintained their steady growthin 2022, reflectingtheregion’s
optimism for passengerdemand recovery.In Africa, deliveries stabilized by the end 0f 2022, after
decliningin2021 (Chart 66).
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Chart 61: Growth in RPKs by region
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Chart 63: Growth in CTKs by region
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Chart 65: Passenger traffic (O-D) by country in Q4 2022
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Chart 62: Growth in international RPKs (% YoY)
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Chart 64: Ticket sales by region (7-day moving average)
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Chart 66: Aircraft deliveries in 2018-22
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Americas

= North America and Latin America continued showinga strongrecovery patternamong all regions globally.
For December 2022, RPKs inNorth Americarecoveredto 91.8% oftheir 2019 levelsand Latin America
followed shortly behind,recovering to 89.5% oftheir 2019 RPKs (Chart67).

= PassengertrafficinNorth Americaincreased by 1.8%inthelast quarterof2022, comparedwiththe
previous quarter, led by the continued traffic recovery inthe United States (US). TotalRPKs inthe US
climbed 5 percentage points in Q4 2022, reaching97%  of pre-COVID levels in November 2022. Canada’s
passenger traffic recovery has alsobeen strongsincethe Q2 2022, growing 9 percentage pointsinthe
fourth quarter and achieving nearly 96% of pre-pandemic RPKs in November 2022. Forward-looking ticket
sales also indicate continued growthin passenger numbers for December, surpassing2019 levelsfor the
same monthby around 2% (Chart 70).

= The Latin Americanmarketstoosaw passenger traffic growthroughthe end of 2022, achieving nearly

90% of their pre-pandemic RPKs. Both domestic and international marketsin the region have maintained
their passenger traffic growth. Some countries, including Colombia, Mexico, and Ecuador, have exceeded
their 2019 trafficlevels. Inthe case of Colombia, the country’s tourism policies, depreciated currency, and
limited travel restrictions have allowed this marketto outperform 2019 traffic levels in2022. Ecuador has
also seena remarkablerecovery in2022, in partthanksto the government reducingtaxes (ISD, EcoDelta
and Potencia Turistica), which supported the aviationindustry and created a more competitive market. As
a result, traffic stood 9% above 2019 levelsinQ4 2022 (Chart 71).

= Onthe other hand, thelarger aviation markets inthe region (Brazil, Chile, and Argentina) have been heavily
impacted by inflation, currency depreciation, and slow economic recovery. Nevertheless, in Argentina, for
example, inbound tourism has beenboostedby the cheaper currency, partly offsettingtheindustry’s
latest headwinds.

= Some Caribbean stateshave also seennotable recoveries of their passenger traffic. Flexible operating
conditions enabled the Dominican Republic, Colombia, Mexico, and Ecuadorto exceed their pre-
pandemic passenger trafficlevels inQ4 2022. The Dominican Republic recorded the largest increase in
passenger traffic inthe region, surpassing pre-pandemic levels by 26% inthe 4" quarter. These recovery
trends canbeattributedto the strongperformance of the Canadianand US markets, as well as the birth
and expansion of Arajet, the new airline operation from Santo Domingo mainly to Latin America.However,
passenger flows to/fromCuba are stilllaggingintherecovery (Chart 71).

= Cargo traffic transportedby the region’s carriers was less affected by the pandemic and has stayed close
tooraboveits pre-pandemiclevels. InDecember 2022, CTKs inNorthern America stood 11%above the
samemonthin2019. This outcome may be attributed tothe consolidation of the cargo processesinthe
United States for cargoflightsto the Caribbean, Central, and South America, whichwere active markets
during the pandemic (Chart 69). As the cargo business evolved during the pandemic, the possibility of
retrofittingpassenger aircraftfor cargooperations, and the highrevenue generated inthe air cargo
market, drove many airlines intheregion (LATAM Airlines, Air Canada, and Wingo) to increase their cargo
capacity, showing a strong recovery also overthe pastfew months. Asof December 2022, Latin American
airlines’ CTKs were only 3% belowtheir pre-pandemic levels.

= Aircraft deliveriesinthe Americas have beenimproving, especially for North American carrierswhich
increased their deliveries by 40% comparedto 2021 (Chart 72). Also,during 2022, Latin American carriers
saw aircraft deliveries rise by 30%versus 2021. Confidence inthis part of the industry and inthis regionis
strong, and countries such as the Dominican Republic and Colombiahave seen new airlines (e.g., Arajet
and Ultra Air) entering the market, all of which contributed tothe positive evolution of the recovery.
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Chart 67: Growth in RPKs by region

Chart 68: Growth in international RPKs (% YoY)
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Chart 69: Growth in CTKs by region Chart 70: Ticket sales by regions (7-day moving average)
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Chart 71: Passenger traffic (O-D) by country in Q4 2022 Chart 72: Aircraft deliveries in 2018-22
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Asia Pacific

= Therecoveryinpassenger traffic inthe Asia Pacific regionis significantly behind all other regions.In
December 2022, RPKs of airlines inthe regionwere down 43.5% comparedto December 2019levels
(Chart 73), mostly as a result of China PR’s remaininginternationaland domestic travel restrictions. While
the country has since opened its borders, restrictions imposedby other countries ontravelers from China
PR could delay theregion's traffic recovery further.

= International RPKs intheregion grew by more than 300%in November and December 2022, comparedto
thesamemonthsin2021 (Chart 74). However, thisrecovery is from the very low traffic base seenin2021,
and theregion's international RPKs remained far behind otherregionsin 2022, at only 51.9%0f 2019
levels.

= Cargotrafficinthe Asia Pacificregionsaw a21% YoY decrease inDecember 2022 and is now 15%below
its pre-pandemic level (Chart 75), putting the region behind other regions alsoin this respect. Airlines in
theregion continue to beimpacted by disruptions to trade, manufacturing, and supply chains dueto
pandemic-related challenges in China PR.

= Ticketsales intheregionhave beenbelow the global average since the second half of 2021, reflecting the
slower reopening of bordersintheregion(Chart 76).

= Looking at thetraffic levels by country, the Greater Chinaregionlags behind other economiesin the Asia
Pacificregionas aresult of restrictive travel policies. This is particularly the case for Hong Kong (SAR),
which has no domestic traffic of its own. Japan, thelast economy inregionto openits borders outside of
Greater China, has seen a remarkable recovery with traffic levelsin Q4 2022at 77%of 2019levels (Chart
77). We expect that passenger traffic growthin Greater China and ineconomies that are heavilyreliant on
Chinesetourists, suchas Malaysia, Singapore, South Korea, and Thailand, willimprove goingforward. The
lifting of any residual travel restrictions to/from China PR will also help the Asia Pacific region catch up with
other regionsinterms of passengertrafficrecovery.

= Therelatively lower number of aircraft expected tobe deliveredintheregionreflect the slow recovery of
theregionas awhole (Chart 78).

= Total ASKsforairlinesintheregion grew by30% YoYin 2022, reaching 60% of the pre-pandemiclevel. In
the meantime, the passenger load factor (PLF) also improved for the region’s airlines, climbing 15
percentage points,and reaching 77%by the end of December. These developments inthe total ASKand
PLF support the improving air travel demand conditions for the region.
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Chart 73: Growth in RPKs by region

Chart 74: Growth in international RPKs (% YoY)
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Chart 75: Growth in CTKs by region Chart 76: Ticket sales by regions (7-day moving average)
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Chart 77: Passenger traffic (O-D) by country in Q4 2022 Chart 78: Aircraft deliveries in 2018-22
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Europe

Air passenger traffic by European carriers has been on a path of steady recovery since the depth ofthe
pandemic. Onamonthly basis, total RPKs reached 86.5% of the pre-pandemic level as of December
2022, whichis higher thantheindustryaverage (Chart 79). Onanannual basis, Europeanairlines doubled
total RPKsin2022 from 202 1levels and recovered 78% of their 2019 RPKs.

Europe's international passenger recovery faced significant challenges earlyin 2022. Beginning with
Covid-relatedrestrictions due to the Omicronwave, the start of the Russia-Ukraine warin February led to
airspace closures and a period of rising energy prices and inflation. Despite these obstacles, Europe's
international passenger traffic has made a strong recovery through the end of the year. Growing by 46%
and 47% YoY inNovember and December, respectively, international RPKs for theregion have returned
to 85% of their pre-pandemic level (Chart 80).

AfteradropinFebruary dueto the Russia-Ukraine war, airticket sales in Europe resumed their
momentum and continued to out-perform therest of the world, reachingalmost 90% of pre-pandemic
levels by the end of December (Chart 82). Interms of Origin-Destination (O-D) passenger traffic,
Portugal'strafficrose 11% above pre-pandemic levels as of Q4 2022, one of Europe's best
performances. Greece's O-D passengersalso eclipsed 2019levels inQ4 2022. Trafficin Germany
remained 29% below theirpre-pandemic levels (Chart 83).

Onthe cargo side, following the trend in global air cargo traffic, Europeanairline CTKs also declined YoY
in December 2022, and fell 13.5%below their pre-pandemic level (Chart 8 1). However, overthe course of
thefull year 2022, total air cargo traffic flown by the region'sairlines remained at 91% of their 2019 level.

Passenger load factors for European carriersreached 83.6% in December 2022,2.5 percentage points
higher thantheindustry average, and 4 percentage pointslowerthanload factorsachieved in December
2019. Cargoload factorsimprovedslightlyduring Q4 2022 and reached 56% in December 2022, 9
percentage points higher thanthe industryaverage.

The outlookis positive for Europe. Aircraft deliveries are continuing to increase inthe region, which
should accommodate the expected growthindemand and facilitate areturnto 2019 traffic levels (Chart
84).

Chart 79: Growth in RPKs by region Chart 80: Growth in international RPKs (% YoY)
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Chart 81: Growth in CTKs by region Chart 82: Ticket sales by regions (7-day moving average)
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Chart 83: Passenger traffic (O-D) by country in Q4 2022 Chart 84: Aircraft deliveries in 2018-22
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