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Air fares to rise this fiscal, reversing trend with cost seen up 20%
3% rise expected, but won’t provide an adequate offset

The current declining trend in domestic air fares is likely to reverse in the third quarter of fiscal 2019 on robust
demand from consumers with low sensitivity to fares, rising operating costs, and pressure on profitability
CRISIL expects this to lead to about 3% rise in fares, but this would not offset the 20% rise in operating costs.
The third quarter is also seasonally strong, and accounted for 27% of annual revenues and 26% of annual traffic
for listed airlines last fiscal.
Operating costs have risen by a fifth over last fiscal primarily because of a 30% rise in crude oil prices and 9%
depreciation in the rupee.
Says Prasad Koparkar, Senior Director, CRISIL Research, “Operational profitability was under the pump

in the first and second quarters due to low fares. But despite any fare rise, operating margins would
likely be in the red this fiscal compared with 9-10% estimated for last fiscal”.
During the first quarter of this fiscal, domestic air fares declined 4-6% despite the rise in crude oil prices and
depreciation in rupee. For the second quarter, fares are expected to see a similar trend because of high capacity
addition and weak demand.
The introduction of customs duty means oil marketers may increase the price of aviation turbine fuel by 7-8%.
This would be over and above the already elevated crude oil prices of $75-80 per barrel in September. Crude
prices are ~35% higher compared with $55-60 per barrel average in fiscal 2018.
CRISIL Research expects average crude oil prices to be $72-77 per barrel this fiscal, pushing ATF prices up
similarly.
Says Hetal Gandhi, Director, CRISIL Research, “Apart from fuel-side pressures, the fall in the rupee-dollar

exchange rate has made matters worse for the industry. For the first half of this fiscal, the rupee has
plunged 9% on-year against the dollar, compared with the same period last year”.
All these factors are estimated to have increased the operating cost of airlines by about 20-22% this fiscal.
Consequently, for the whole of this fiscal, the industry is likely to see negative operating margins despite a
strong rise in fares.
While, the rise in fares in can provide interim relief for airlines, continuation of that in the seasonally weak fourth
will be crucial.

Annexure
Negative operating margins of Jet Airways pulled down industry aggregate
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About CRISIL Limited
CRISIL is a leading, agile and innovative global analytics company driven by its mission of making markets function better.
It is India’s foremost provider of ratings, data, research, analytics and solutions, with a strong track record of growth, culture
of innovation and global footprint.
It has delivered independent opinions, actionable insights, and efficient solutions to over 100,000 customers.
It is majority owned by S&P Global Inc, a leading provider of transparent and independent ratings, benchmarks, analytics and
data to the capital and commodity markets worldwide.
For more information, visit www.crisil.com
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About CRISIL Research
CRISIL Research is India's largest independent integrated research house. We provide insights, opinion and analysis on the
Indian economy, industry, capital markets and companies. We also conduct training programs to financial sector professionals
on a wide array of technical issues. We are India's most credible provider of economy and industry research. Our industry
research covers 86 sectors and is known for its rich insights and perspectives. Our analysis is supported by inputs from our
large network sources, including industry experts, industry associations and trade channels. We play a key role in India's fixed
income markets. We are the largest provider of valuation of fixed income securities to the mutual fund, insurance and banking
industries in the country. We are also the sole provider of debt and hybrid indices to India's mutual fund and life insurance
industries. We pioneered independent equity research in India, and are today the country's largest independent equity
research house. Our defining trait is the ability to convert information and data into expert judgments and forecasts with
complete objectivity. We leverage our deep understanding of the macro-economy and our extensive sector coverage to
provide unique insights on micro-macro and cross-sectoral linkages. Our talent pool comprises economists, sector experts,
company analysts and information management specialists.
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