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s the industry cycle about to end...and does it matter?
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The economic cycle is critical for air travel
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But how important is the cycle (now) for airline financial performance?

Airline industry EBIT margin and global GDP growth
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What could go wrong — geopolitics?

“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



Protectionism is one issue that has already gone wrong

Share of goods trade (exports+imports) in global GDP
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Damage to cargo obscured by restocking cycle

Year-on-year change in level
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Brexit is also symptomatic

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



What (else) could go wrong — debt?

Outstanding debt held by non-financial private sector, % GDP
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Asset prices near all time highs — bubbles about to burst?

Asset prices, indexed to 2000

1.8
FTSE all World
Global house prices, inflation .a. or
. equity index
adjusted
1.6
SN~
5‘,1.4
o
o
S US 7-year T bond
1.2 | -year Treasury bon
— index
T;; /
o 1 =
L
x
(]
©
£0.8
0.6
0.4
2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

Source: IATA Economics using data from Datastream, IMF



Central banks only just starting to unwind QE/ their asset mountains

Central bank assets
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What could go wrong — an inflation shock from the US?

GDP and potential GDP in the US
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Rising costs are the biggest immediate challenge for airlines

Jet fuel price and growth in unit costs
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Industry profitability squeezed but now stabilizing
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Investor returns falling but above cost of capital for a 4t year

Return on capital invested in airlines and their cost of capital
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From value destruction to value creation...to a ‘normal’ industry

Difference between investing in airlines and investing in similar assets elsewhere
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Successfully sweating assets as well as improving margins

Components of return on capital
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Signs of improvement being structural rather than transitory

Breakeven and achieved weight load factors
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But not all regions are equally good performers

16% EBIT margin by airline region of registration
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Strong balance sheets are key to resisting the next downturn

Adjusted net debt/EBITDAR
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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
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