
AVIATION FINANCE
growing demand 

for capital and 
key market players

continuing low-yield 
environment for invest-
ments and increasing 
regulatory requirements 

have placed considerable pres-
sure on investors over the last 
few years to look beyond the 
“traditional” asset classes like 
equity, bonds or real estate and 
search for alternative opportuni-
ties with a higher risk-adjusted 
return profile. 
Aviation financing is one of 
those opportunities and offers 
potential investors absolute re-
turns backed by tangible assets 
in an internationally regulated 
environment. It refers to the 
provision of capital in the form 
of debt or equity to airlines and 
leasing companies for purposes 
of acquisition and refinancing of 
commercial aircraft.

Despite geopolitical uncertainty 
and economic volatility, the avi-
ation industry shows healthy le-
vel of resilience, demonstrating 
the potential and the value of 
air travel. For the last eight con-
secutive years, passenger traffic 
growth has been above-trend 
with historically high load factors 
and aircraft utilization rates. 
These developments drive the 
demand for new aircraft not 
only to feed the future growth 
but also to replace aged, less ef-
ficient ones. As illustrated below, 
the number of aircraft is expec-
ted to more than double over 
the next 20 years.
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In 2017 alone, the aircraft manu-
facturers delivered a combined 
total aircraft value of USD 122bn 
and this amount is expected to 

rise to USD 189bn by 2022, im-
plying a CAGR (Compound An-
nual Growth Rate) of more than 
9%.
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Historically, the majority of the-
se financing needs has been 
covered by airlines and banks. 
However, over the last 40 years 
leasing companies have emer-
ged as a sustainable source of 
finance and have built up a sig-
nificant presence over that time. 
Nowadays, the leasing compa-
nies represent more than 40% 
of the market and are a prefer-
red partner not only for investors 
and lenders due to their better 
risk-reward proposition, but also 
for the airlines, providing access 
to modern technology aircraft 
while allowing for better opera-
tional flexibility of their fleet.

Faced with the challenge of 
consistently growing financial 
needs, airlines and lessors are 
benefiting from a diverse fun-
ding landscape with capital 
primarily provided by banks, 
through export credit agenci-
es (ECAs) or by capital market 
products sourced from institu-
tional investors.

While the relative share of cash 
as a financing source has re-
mained rather constant over 
time, bank debt and particular-
ly funds raised from the capital
markets have gained signifi-
cance over the last seven years
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(see the chart below).  The de-
velopment of innovative capital 
market products, such as asset 
backed securities (ABS) and En-
hanced Equipment Trust Certi-
ficates (EETCs), have further at-
tracted new investors.

The debt raised through the ca-
pital market, such as ABS and 
EETCs, is usually segmented in 
layers (tranches) with different 
levels of collateralization, offe-
ring investors a spectrum of va-

rious risk-return profiles. Those 
tranches aim to achieve credit 
enhancement for those inves-
tors who are not willing to ac-
cept a higher level of risk, while 
offering other investors more 
return in exchange for less cre-
dit quality. Further capital sour-
ces, such as export credits, have 
been very popular in the after-
math of the financial crisis in 
2008 but then became less im-
portant following the introduc-
tion of new regulations in 2013.

Source: Boeing, Current Aircraft Finance Market Outlook 2018
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