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Key points
| Global growth continued to perforroelowits potentialcd Yy Sé Y SR A 2 Dol the mewWdafityi K

1 Growth in FTKs hagositive momentum sinc2H2015 and into January of 206t subdued expectations cexport orders
and poor performance of sertonductor shipmentgoint to downward pressure foair cargo growthin the short term.

1 In themedium term strong consumer confidence afaged impact of lower oil pricésaveroom for cautious optimism.

9 Lower oil prices have brought freighter capacity out of storage, which cafugber downward pressure on yields.

Economic Outlook & Traffic Performance 1. Forecast for GDP growth

% change over year
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Global economic growth softened towards the end of

2015 andpreliminary data sugges$trther waningin 2016 ¢

(1). Air cargo performance in 2015 waweak (2). 5

December levelpoint to yearon-year growthof just 1.4% )

in FTKs.Compared to 2014, volumgearto-Dec FTK

growth was 22%.These small gains in volumes ovtiee ’ l . . [
year are explained by the surge in activity in Q1 because ° S o & P o b e
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2. Freight traffic growth
Advanced economies continued éxpandbut the rate of o chanae cervesr
growth has slowed. Thdrop in USgrowthisin large part
due to a sharp fallin investmens in the energy sector,
weather events and weaker expgperformanceon the
back ofanappreciatingJSDCrucially underlyingdemand

drivers look positivewith unemploymentcontinuing to Pegsggecccroseonzzene
fall. The slow pick uim wage growthis not an immediate E3858:2353:%8383828:25
concern and is explained by lowieflationary pressures vty kit S

and retirement of baby boomer@). Broad based growth 5. US unemployment and wage growth

has continued in theurozone aided by lower oil prices, Unemployment rate, %

but weaker exports create headwindsEmerging e [
ecoromiescontinue to growwell below their potential. "

The slowdown and rebalancing in China has put e
commodity exporters under severe pressuré.he o ’
Brazilan economyis expected teshrinkby 3.2%in 2016, o ?
while India, a net commodity importeris set tobe the 20 e *

best performingmajor emerging economy

Our forecastfor 2016 points to acceleration imir cargo
growth-FT and FTK growtti 2.7% and 3.0%&spectively Ady ccon infiton
Risks to our foreast are tilted to the downsideGlobal e
growth continues to stay mediocre whilee combination .
of heightenedfinancial market volatility and threat of
deflationary pressuré4) add torisksto the forecast and

the global recovery However, action by policy makers,
through coordinated accommodative monetary policy

and where appropriate fiscal expansiomlong with

structural reforms canmitigate adverse impacts ® 2000 2001 2002 2003 2004 2005 2008 2007 2008 2009 2010 2011 2012 2013 2016 2015

Source: IMF
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Demand Environment and Drivers

Global trade growth has beenweak in 2015 December
levels wereup just 0.86from a year agpgrowing slower
than air cargoTrade growth failed to regain momentum at
the end of the year with monton-month growth rates in
November declining by 0.3% and staying flat in December
This is explained by weakperformance in trade of bulk
commodities/heavy industry Air cargo benefited from
increasing share ajlobal growth originatedn advanced
economiesin 2015(5). Even if growth in air cargo in 2016
outperformsworld trade, the weak economic recovery will
subdue growth potential.

Global PMI for export ordersdipped into contractionary
territory in February.This suggests that in the short term
downward pressure on air cargo growtlanbe expected

(6).

The increase in business inventories to sales ratiters
another explanation on thaveakness observed in FTKs.
The continuing build-up of USinventories suggests that
evenif a higher than expected acceleration in economic
activity was to materialize it may neignificantly stimulate
air cargo volumes as inventory overhang threatens to
subdueair cargogrowth prospectg7).

The decrease in semnbnductor shipmentss yet another
indicatorthat points toweakerdemand drivers in the short
term (8). Consumerconfidencehasbeen strong despite
some minor dips in latest datéd). However, consumer
spending inthe UShassupported stronger growth in the
services sector or has been moderated due to a higher shift
to savings,limiting the upside impacts for air c¢go
demand. Nevertheless the continued strength in
consumer confidence, falling unemploymentadvanced
economiesand prospects for favorabligged impact of
lower oil pricesare factors that in the medium term can be
a source of optimism.

9. Consumer confidence
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5. World trade in goods and air FTKs
Billion FTKs
(seasonally adjusted)
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6. Global export orders and air freight

PMI year-on-year
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7. Total business inventories to sales ratio & FTKs

Inventories to sales ratio
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8. Semi-conductor shipments & air freight

% growth, Semi-conductor shipments % growth
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Capacity and Competition

In-service payload capacity for widebody freighters
increased for thdourth consecutive quarter. The increase
is explained bya reduction of instorage capacity and
delivery of new aircraftin-storage capacity remains at
levels comparale to historical highs but hasduced as
aircraft havecome out of storageThepace of retirement
of older aircraft has contured to slow, with retirements of
only two aircraft in 2015Q4 and one aircraft so far in
2016Q1(10).

Thecombination of these factors has meant thatsarvice
widebody freigher payload capacity in 2015Q4 grew by
1.6% comparedto Q3 and 3.9% compared t2014Q4

While capacity in storage in 2015Q4 fell by 2.2% compared

to Q3 and 9.5% compared to 2014Q4)(1

The capacity challenge is further exacerbated by the strong

growth in demand in the passenger busines?)(1
Deliveries of widdody passenger aircraft have led to the
addition of significant levels of hull capacity)10n some
trade lanes this has hadsggnificant impact on dynamics in
the air cargo market.

Increasing aircraft utilization translates to higher
availability of capacity With aircraft utilizationhovering
near al-time highs this points to another means through
which capacity has beenobsted in the current market
environment(14).

14. Freight load factor & freighter aircraft utilization

Average daily hours flown
(seasonally adjusted)

% Available freight tonne capacity
(seasonally adjusted)
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10. Widebody freighter payload capacity
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11. In service and in storage capacity

Payload in storage, Payload in service.
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12. Air passenger and air cargo traffic growth
Index (Jan 2008 =100)
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13. Widebody payload capacity added - belly and freighter
Payload capacity, kg
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Revenues, costs and profits

At an industry levehir cargoyields have largely stayed flat
in 4 although a gradual downward slide in yields
continueswhen including othecharge15).

Jet fuel pricesn Q4 were on average 9% lower compared
to Q3. They ended the year at a third of the price compared
to the February 2013 higll6). The yearon yearyield
comparison at an industry levelshows that the falls in
yields donot exceedwhat can beexpectedfrom theimpact

of lower oil price.

However, a increasein widebody freighter payload
capacity (see above and continued deliveries of belly
capacity will put downward pressure on yieltSTA survey
of heads of cargoconfirms the concerns over yield
performance for the year ahegd?).
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15. Air freight yield (US$ per kilo)
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16. Jet fuel and crude oil price (US$/barrel)
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