
Economic and regulatory uncertainty
After ending 2015 on a high note thanks to record passenger 
demand and low fuel prices, the UK's aviation industry is now 
facing a number of challenges following the EU referendum 
vote in June 2016. Aviation, together with the Housing and 
Financial sectors, are likely to be the most affected if the UK 
loses its unrestricted access to the EU single market.

Several European operators issued profit warnings in their 
half-year results, including IAG (owner of British Airways), 
EasyJet and Lufthansa, citing recent terror attacks in Europe, 
economic uncertainty and air traffic control strikes as the main 
drivers of underperformance.

The International Air Transport Association estimates that the 
uncertainty resulting from the referendum vote could reduce 
British air-passenger numbers by 3-5% over the next 4 years. 

Depending on the outcome of negotiations, it is likely that 
pan-European carriers in particular would have less 
operational flexibility and higher costs, which is likely to lead 
to higher airfares and potentially fewer flights.

Weaker pound: boon or curse?
The weaker pound following the referendum vote is likely to 
see fewer Britons travelling abroad, which would only be 
partially offset by more foreign visitors: the UK is a net 
exporter of aviation, ie more outbound than inbound. UK-
based airlines' profitability will be negatively impacted overall 
by the weaker pound, as they have a large proportion of dollar 
costs in the form of fuel and aircraft leases.

Revised growth plans
Following the referendum vote, a number of operators revised 
their growth plans to take into account anticipated slowdown 
in passenger demand and lower revenue. Lufthansa, which 
owns a series of European airlines, including Swiss and 
Austrian Airlines, has reduced its planned growth from 6% 
to 5.4% for the coming winter. The group is planning to press 
ahead with cost-reduction initiatives.

IAG is cutting back planned capacity expansion for the second 
half of the 2016. British Airways will halve its business-only 
flights from London City airport to JFK from two daily 
transatlantic flights to one. While EasyJet is particularly 
exposed to uncertainty over the UK’s future role in the EU, it 
is still planning to increase capacity in 2016.

Bucking the trend, Ryanairmaintained its forecast for post-
tax profits for the year to rise c.12%. The company's ability to 
push down costs means its first quarter operating margins rose 
even as it reduced fares further in the pursuit of market share.

Pressure on profit margins
Excess capacity in the sector, together with a price war led by 
the low cost carriers, is putting pressure on profit margins 
across the sector. Market analysts point out that ticket prices 
are falling partly because airlines such as Ryanair and EasyJet
are pressing ahead with plans for new aircraft and routes, even 
as demand grows more slowly than expected. 

This will have a greater impact on larger carriers, as they have a 
higher cost base compared to low-cost carriers. They are likely 
to respond to the problem by further rounds of cost-cutting.
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The UK aviation sector is facing a number of challenges, including continuing
pressure on profit margins and growth plans being revised in the wake of the UK's
referendum vote to leave the EU. Pension schemes in the sector are having to adjust
to even lower returns and, in some cases, a potentially weaker employer covenant.

Implications for pension schemes 
On-going uncertainty around the UK economic and regulatory environment means the strength of the employer covenant can 
change over a relatively short period of time. Trustees should take a closer look at the strength of the sponsor to ensure risks
are identified and managed, with particular focus on achievability of forecasts and contingency plans in case access to the EU 
single market is curtailed.

Deficits for many schemes will have widened due to record low return rates, compounding the risks faced in the sector. The 
larger carriers have been grappling with deteriorating pension deficits for years, unlike low-cost carriers who are relatively 
young and unhampered by legacy pension schemes. While scheme trustees are right to be concerned, requests for additional 
contributions or security should assessed in the current context of employers themselves facing financial uncertainty.

The Grant Thornton view 
"The aviation sector is facing a number of  unprecedented challenges, and Trustees are seeking 
reassurance from employers regarding their strategy for future growth in a post-Brexit world."
Darren Mason, Head of Pensions Advisory
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For more information:
If you would like to discuss the issues raised in this paper and its impacts on your business or your pension scheme, 
please contact your usual Grant Thornton adviser or any of our specialists below. 


