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AIR FREIGHT MARKET ANALYSIS January 2018

Growth in air freight volumes makes a robust start to 2018

e While Chinese New Year can distort annual comparisons at the start of each year, industry-wide freight tonne
kilometres (FTKs) rose by a robust 8.0% year-on-year in January 2018.

e Demand drivers remain consistent with solid year-on-year FTK growth in H1 2018. However, as we have noted
before, the upward trend in seasonally adjusted (SA) demand has slowed since the middle of last year.

¢ International FTK growth accelerated in annual terms in all regions in January except the Middle East and Africa.
e Demand grew around 2x the pace of capacity in January, which resulted in a further annual rise in the load factor.

Chinese New Year can distort things at year-start

Industry-wide FTKs increased by 8.0% year-on-year in
January 2018, up from 5.8% in December.

to the speed of air freight to help recover some of the
lost time out of their production processes. This
certainly looks to have been a key factor behind the

S ) strong pick-up in air freight demand since mid-2016.
As always, the shifting timing of Chinese New Year can

distort annual growth rates at the start of each year.
We will have to wait until we have February data to get
a more complete picture of the strength of freight
demand during the opening months of 2018.

...but are currently consistent with solid, rather
than spectacular, year-on-year FTK growth in H1°18

That said, business surveys currently suggest that FTK
growth will be solid rather than spectacular in the
coming months. Indeed, at current levels, the new
export orders component of the global manufacturing
PMI is consistent with around 5% FTK growth during
H1 2018 — broadly in line with the five-year average
pace but around half the growth seen during 2017 as a
whole. (See Chart 2.)

Demand drivers remain supportive...

The demand drivers of air freight remain supportive,
with global manufacturers in particular still reporting
buoyant demand for their exports.

Moreover, signs of rising bottlenecks in global supply
chains should also benefit air freight over other modes
of transport. As shown in Chart 1, periods in which
global manufacturing firms have reported longer
supplier delivery times have been consistent with rising
demand for air cargo in the past as firms have turned

Moreover, reports suggest that the current bottlenecks
in the global supply chain are most acute in capital
goods — particularly steel — which may limit the
potential ongoing benefit for air freight operators.

Chart 1 — FTK growth vs. supplier delivery times Chart 2 — FTK growth vs. global new export orders
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Air freight market overview - January 2018

World January 2018 (% year-on-year) 2017 calendar year (% year-on-year)
share’ FTK AFTK  FLF (%-pt)* FLF (level)® FTK AFTK  FLF (%-pt)> FLF (level)?
TOTAL MARKET 100.0% 8.0% 4.2% 1.5% 43.3% 9.0% 3.0% 2.5% 45.5%
International 87.4% 8.6% 6.2% 1.0% 46.6% 9.9% 3.9% 2.7% 49.3%

9% of industry FTKs in 2017 ?Year-on-year change in load factor ~ 3Load factor level
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Upward trend in SA volumes has slowed

In any case, it is important to note that the robust year-
on-year FTK growth rates seen in January and late-
2017 stem mainly from the upward trend in SA
volumes seen in the first 8 months of last year; indeed,
as we have noted before, this upward trend has slowed
markedly over the past five months or so, with volumes
currently trending upwards at an annualized pace of
around 4-5%. (See Chart 3.)

Chart 3 = FTK levels
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All told, we expect industry-wide FTKs to grow by
around 4.5% in 2018 as a whole. After the very strong
growth performance seen in 2017 this would still be a
robust outcome. That said, the possibility of a global
trade war following the recent imposition of tariffs on
steel and aluminium products by the US poses obvious
downside risks to broader global trade. We will
continue to monitor developments — particularly the
implications for air freight — over the coming months.

Cargo demand grew 2x faster than capacity in Jan.

Available freight tonne kilometres (AFTKs) grew by
4.2% year-on-year in January 2018 — just over half the
corresponding pace of demand. As a result, the
industry-wide load factor rose by 1.5 percentage points
compared to January 2017.

Chart 4 — International FTK growth
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International FTK growth rose in all regions in 2017

International FTKs grew by 8.6% year-on-year in
January 2018, up from 6.7% in January 2017. (See
Chart 4.) Year-on-year growth in international FTKs
accelerated in annual terms in all regions in January
except the Middle East and Africa.

Africa tops the international growth chart again...

Despite slowing, African airlines still topped the
international FTK growth chart in January for the 16"
time in 17 months, with year-on-year growth of 12.9%.
As we have noted before, African airlines’ freight
volumes have been boosted by a strong upward trend
in traffic between Africa and Asia. FTKs flown on this
segment grew by 59% year-on-year in 2017, following
an increase in the number of direct services between
the two continents on the back of ongoing foreign
investment flows into Africa from Asia. (See Chart 5.)

Chart 5 - International FTK growth by route (% year-
to-date, calendar-year 2017)

International FTK growth by route (% year-on-year, calendar year 2017)
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...followed by airlines based in Europe

European airlines were the only other region to post
double-digit annual international FTK growth in
January (10.6% year-on-year).

The upward trend in international volumes flown by
European airlines slowed during the second half of last
year, to an annualized pace of around 2-3%. However,
freight volumes jumped by 3% in SA month-on-month
terms in January — the largest month-on-month
increase since March 2017. We will continue to monitor
whether this is a one-off or the start of a new upward
leg in demand. Certainly, manufacturers in the region
are still reporting very healthy demand for their exports,
although the new export orders component of the
regional PMI has slipped from 18-year highs in recent
months. (See Chart 6, overleaf.)

A pause in Asia Pacific SA freight volumes...

International FTKs flown by airlines based in Asia
Pacific grew by 8.5% year-on-year in January, up from
6.4% in December. Manufacturers in the key exporting



countries of China and Japan are continuing to report
strong demand for their exports, in part reflecting the
recent pick-up in economic activity and import demand
in Europe. (Again, see Chart 6.)

Chart 6 — Selected new export orders components of
manufacturing PMI indices
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That said, the current strength in the year-on-year
growth rate for Asia Pacific airlines mainly reflects
strong SA gains seen in early-2017. The upward trend
has since paused, with freight volumes currently
broadly in line with where they were in May 2017.
Given the importance of airlines based in Asia Pacific
to the overall air freight industry, we will continue to
monitor developments in the SA trend closely over the
coming months.

...and a similar picture for North American airlines

It is a broadly similar picture for North American airlines
too. While international FTKs grew by 9.2% year-on-
year in January 2018, volumes in SA terms are less
than 1% higher than where they were in August 2017.

The comparative strength of the US economy and
dollar between 2014 and 2017 helped to support
inbound air freight volumes to the US. The weakening
seen in the US dollar over the past year or so is likely
to reduce this pillar of support, although this may be
offset in part by any potential boost to activity and
demand from the recently agreed tax package.
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Robust FTK growth for Latin America carriers

Year-on-year growth in international FTKs flown by
airlines based in Latin America accelerated to a four-
month high in January (8.5%, up from 4.8% in
December). The upward trend in SA FTK volumes has
paused in recent months, although the bigger picture is
that volumes have recovered strongly over the past 18
months or so since reaching a trough in May 2016.
This turnaround has been helped by a recovery in the
continent’s largest economy, Brazil. FTKs in SA terms
are currently broadly in line with where they were in
late-2014.

Middle East carriers post slowest regional growth

Airlines based in the Middle East posted the slowest
international FTK growth rate in January for just the
third time in the past decade (4.4% year-on-year).
While freight volumes are continuing to trend upwards
in SA terms, the trend has slowed over the past four
months or so. (Recall that the share of global FTKs
flown by airlines based in the Middle East fell in 2017
for the first time in 18 years — see Chart 7.) The region
was the only one to see an annual decline in its freight
load factor in January.

Chart 7 — Breakdown of global FTKs by region
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Air freight market detail - January 2018

World January 2018 (% year-on-year) 2017 calendar year (% year-on-year)
share FTK AFTK _FLF (%-pt)>_FLF (level)? FTK AFTK _FLF (%-pt)>_FLF (level)?
TOTAL MARKET 100.0% 8.0% 4.2% 1.5% 43.3% 9.0% 3.0% 2.5% 45.5%
Africa 1.9% 12.9% 5.3% 1.7% 24.6% 24.6% 9.9% 3.0% 25.6%
Asia Pacific 37.0% 7.7% 2.2% 2.7% 52.4% 7.8% 1.4% 3.3% 56.1%
Europe 24.2% 10.5% 5.3% 2.1% 45.4% 11.9% 5.9% 2.5% 46.5%
Latin America 2.7% 8.0% 5.4% 0.7% 30.5% 5.7% 3.1% 0.8% 34.2%
Middle East 13.7% 4.4% 6.3% -0.8% 41.0% 8.1% 2.6% 2.3% 44.9%
North America 20.5% 7.5% 4.2% 1.1% 36.3% 8.0% 1.6% 2.1% 36.5%
International 87.4% 8.6% 6.2% 1.0% 46.6% 9.9% 3.9% 2.7% 49.3%
Africa 1.8% 12.9% 6.4% 1.4% 25.0% 25.0% 10.4% 3.1% 26.2%
Asia Pacific 33.1% 8.5% 6.1% 1.2% 55.8% 8.7% 3.0% 3.1% 60.2%
Europe 23.6% 10.6% 5.9% 2.0% 46.9% 11.9% 5.7% 2.7% 48.1%
Latin America 2.3% 8.5% 7.9% 0.2% 37.0% 5.8% 1.4% 1.7% 40.0%
Middle East 13.7% 4.4% 6.7% -0.9% 41.1% 8.1% 3.6% 1.9% 45.0%
North America 12.8% 9.2% 5.5% 1.4% 42.3% 10.4% 1.9% 3.3% 42.7%
196 of industry FTKs in 2017 2Year-on-year change in load factor ~ *Load factor level

Note: the total industry and regional grow th rates are based on a constant sample of airlines combining reported data and estimates for missing
observations. Airline traffic is allocated according to the region in w hich the carrier is registered; it should not be considered as regional traffic.
Historical statistics are subject to revision.

Further details about the statistics in this publication can be found here.
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