
What a difference a year makes.
In AIN’s annual report on aviation

finance last year (October 2006, page 38),
lenders expected 2007 to be reasonably
solid or even stronger than 2006. The
Federal funds target rate continued to
climb from its historic low of 1 percent in
2003 and 2004. The housing market slump
was making hardly more than a ripple. Oil
prices were coasting back down from $60 
a barrel. The bulls ruled the stock market.
The value of the dollar was lower than in
the past but holding.

As it looks now, the “stronger than 2006”
prognosticators were right. Business aircraft
manufacturers report increasing sales and
bigger backlogs, and deliveries of business
jets this year are expected to top 1,000. But
these positive statistics are seemingly in
defiance of several predicted bugaboos that
reared their ugly heads this year. 

The housing market downturn turned
nasty in August, spreading to unexpected
corners of the finance industry. The Fed cut
the Federal funds target rate by half a
percent in September and then by another

quarter in late October, to 4.5 percent, in
hopes of balancing the risks of slower
growth, or even recession, with the threat
of inflation. Oil prices nudged close to $100
a barrel in late October, stoking rising
prices at the pump. The stock market hit
new highs and then promptly retreated, then
did it again and again. The dollar sank to
record lows against other major currencies.

Through all this, however, business air-
craft, both new and used, continued to sell
like tickets to a Blue Man Group perform-
ance. A clue to why is in the acronym
“BRIC” or “BRICK,” which bizav finance
people began batting about nonchalantly
earlier this year, as if they’d used it all their
lives. It defines the latest hot markets for
business jets: Brazil, Russia, India and
China–with a few people adding the “K”
for Korea (South, not North). And, “Oh
yeah,” they add matter-of-factly, “Europe’s
not doing badly either.”

“Over the past few years, we’ve seen the
business jet market evolve into a more
global rather than U.S.-dominated market,
and we see that trend continuing,” said

Michael Amalfitano Sr., senior vice presi-
dent, Banc of America Leasing, Corporate
Aircraft Finance. “This has helped fuel the
growth of the business jet market despite
the recent U.S. economic concerns.”

This international demand is turning
OEMs’ order books upside down. Whereas
before the ratio of U.S. to rest-of-the-world
sales was along the order of 80/20, it is
now 50/50 or, for some OEMs, even 40/60.
This, say some people, represents a new
paradigm, in which international sales
smooth the historically cyclical dips in the
U.S. business aviation market.

Well, maybe. Another time we heard
talk about paradigm-shifting economics
was right before the dot-com bubble burst
on March 10, 2000. While business avia-
tion certainly has little in common with
the dot-coms, it is not yet immune to fluc-
tuations of U.S. corporate profits. “The
aviation market has always lagged the
economy by eight to ten months,” said Joe
Dini, senior vice president of Sovereign
Bank, Manchester, N.H. “So even if we hit
a recession during the first quarter of next
year, my experience has shown that it will
be a record year. Of course, that means
that it will lag coming out, too.”

Tipping the Scales
When Honeywell Aerospace released its

annual market forecast in September, one
surprising statistic stood out. Of all 
the regions surveyed, only North America
suffered a decrease in fleet-acquisition
expectations from the previous year, while
most of the remainder of the world antici-
pated vigorous growth. Despite this anomaly,
the industry is still experiencing boom times,
because, explained Amalfitano, it does not
mean that fewer aircraft are being sold in
the U.S. On the contrary, the overall market
is larger; the U.S. market is simply increas-
ing at a slower pace than the global market.

Thus, for the first time, airframers are
reporting more international orders than
domestic ones, spurring confidence in the
industry, despite the financial turbulence from
the U.S. (See “Weathering the Sub-prime
Credit Crunch,” page 36). “Overall, today we
see about fifty percent of the deliveries from
the current OEMs occurring outside North
America,” said Rob Wilson, Honeywell Aero-
space’s president for business and general
aviation. “This is kind of a reversal of, say,
maybe ten years ago when the deliveries were
roughly eighty percent North American.”

Among the major lending institutions, the

change has had a significant impact as evi-
denced by the location of their customers.
“Probably a third of everything we do is
outside the U.S. and growing. It’s increased
significantly for us,” said Dave Labrozzi,
president of GE Capital’s corporate aircraft
finance division. This change in client de-
mographics has come on suddenly, accord-
ing to Citicorp’s Aircraft financing group.
Two years ago, less than 5 percent of its cus-
tomers came from outside the U.S. Today
that number stands at nearly 40 percent.

“I think that’s a contributing factor to why
the effect of the U.S. economy is not neces-
sarily scaring the marketplace right now,”
said Amalfitano. “If all of the OEMs have
50 percent or more of their production
going internationally, then the market is
much more dependent on the world econ-
omy than it is on just the U.S. economy.” 

Based on the evidence, some experts
feel this could portend a major shift in well
established financial attitudes. “I see a lot
of belief in the press and [elsewhere] that
suggests the U.S. economy is not the center
of the world market anymore, and that as
the global economies become stronger
[there is] less reliance on the U.S.,” said
Labrozzi. “I think that trend will continue
for the foreseeable future.” (See Welcome
to Globalization, page 34.)

Competition Among Lenders
Over the past few years, the demand for

business aircraft has attracted many lenders
new to aviation finance into the finance
market. “Smaller and midsize financial in-
stitutions entered the market as they looked
for ways to deploy excess capital,” ex-
plained Doug Reinarz, senior vice president
of Chase Equipment Leasing. “Meanwhile,
the ‘large ticket’ leasing/financing market
came under immense pressure from regula-
tory and taxing authorities, so some of
those personnel were redeployed into the
single-investor, ‘medium ticket’ market and
its largest sub-component: business aircraft.
With more financiers came lower pricing
and ultimately looser structures.”

These looser loan structures, while not as
volatile as the sub-prime loans that sent the
housing industry into a spin, involve greater
risk than experienced aviation lenders are
willing to accept. “I’ve seen some competi-
tion provide 100-percent financing on old
aircraft, creating loans that were underwater
from day one,” said one lender, who wished
to remain anonymous. 
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Lenders expect long backlogs to sustain
industry through potential downcycle
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“They also did interest-only struc-
tures for older or less desirable aircraft,
which depreciate quickly, again causing
the loan to be higher than the value of the

asset. If the market deteriorates, the own-
ers of the older, smaller airplanes are the

ones who are most likely to get rid of them. That will cause
aircraft values to go down, and conceivably that could
cause ‘troubled loans’–those that people will walk away
from because they owe more than the value of the asset.”

Bob Kent, president of Scope Aircraft Finance, said
buyers need to consider the expected resale value when
buying an aircraft and provided some examples. “Say you
buy new a high-demand light jet for $7.9 million. You
finance 90 percent and amortize the loan over 20 years. If
you sell the airplane after three years, your loan balance
will be $6.6 million. That three-year-old model is worth $7
million [disregarding inflation], so you’ll get $400,000

cash back from the sale proceeds after paying off the loan.
Everything is rosy.

“Or say you buy a well known turboprop for $5.1 million,
but finance 85 percent over 15 years. The loan balance in
three years will be $3.8 million, which is right on the sale
price. But if you buy that same airplane, finance 90 percent
and amortize the loan over 20 years, your loan balance will
be $4.3 million after three years. Since that three-year-old
airplane would be worth $3.8 million, you’d have to fork
over an additional $500,000 to pay off the loan.”

Kent cautioned that these figures represent up-market
activity. “In a flat or down market,” he said, “there would
be very few owners who would be in a cash-positive posi-
tion on sale, even with the higher down payment and
shorter amortization.”

In finance terms, the “spread” is the difference between
the interest rate a borrower pays for the loan and what the
money costs the financial organization. If the spread is too
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rate. The “spread” is the difference in the index rate and the rate charged the client and varies with the lender’s 
estimated risk of the loan.
Source: Federal Reserve Board, British Bankers Association
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Welcome to Globalization
Four forces are driving globalization,

said Dr. James West, professor of eco-
nomics and business at Moravian College
in Bethlehem, Pa. These are immigration
of people from low-wage countries to
high-wage countries; foreign trade, in
which countries tend to import lower-
priced products; foreign investment,
in that there is increasing invest-
ment in developing countries
by U.S.-based manufacturers 
to outsource production costs;
and technological change, which
has the effect of lowering produc-
tion costs and the prices of products. 

“Increasing globalization is an after-
effect of the Cold War,” West said.
“Countries that traditionally held onto
the socialist mentality, such as China,
have adopted the idea that open mar-
kets work. Suddenly they have large
influxes of workers into the workplace
and are able to make more and better
products very inexpensively.” 

One of the results of globalization is
that it is driving prices and wages together
around the world. “We’re seeing falling
wages and prices in the U.S. and rising
wages and prices in
other countries,” he said.
Because workers are not usually willing
to take pay cuts, nominal wages in the
U.S. remain level or even rise. “We’re
taking a pay cut as a country, by seeing
the dollar fall internationally,” West said. 

The effect of the lower value of the

dollar makes the prices of foreign-made
goods rise. Although sellers of imported
goods try to hold their prices low
enough to compete with U.S.-made
goods, “eventually things will
get more expensive,” he said.

Americans’ thirst for imported
goods over many years has re-

sulted in foreign countries amass-
ing a huge amount of dollars,
which many have used to buy
U.S. securities. For example,

China, West said, has some $1
trillion in securities, direct equity

and other investments in the U.S. “This
is one of the worries. If the point comes
where there are too many dollars out-
side the U.S., then this reduces the value
of the dollar internationally.” In addi-
tion, falling interest rates in the U.S. can
further lead to the desire to hold fewer
dollars. “This will put further downward
pressure on the dollar, which is what
we’ve been seeing in recent months,”
he said. (See graph “What It Costs in
Dollars To Buy One Euro,” page 36).

In the short term, a weakening dollar
makes U.S. products more at-

tractive overseas, which stim-
ulates U.S. exports, a fact

that has not gone unnoticed by U.S.-
based aircraft manufacturers. This has a
positive effect on the U.S. trade deficit. 

It also affects the price of oil. Since
the oil is priced in dollars, the rise in 
the price of oil is due, in large part, to

the decreasing value of the dollar. If oil
were priced in euros, the recent in-
creases would not have appeared as
great, although gas prices in the U.S.
would go just as high. In the long term,

however, the weaken-
ing dollar could lead

to inflation and increas-
ing prices, a situation the Fed is trying
to avoid by making careful adjustments
to the Federal funds target rate.

West does not think that wages and
prices in developing countries will ever
reach parity with those in the U.S. and
other more developed countries, at least
in the short run, because of institu-
tional, political and infrastructure obsta-
cles in the developing countries. “The
high productivity of the American worker
is helped enormously by our open
economy, technology, transportation
and communication systems and invest-
ment community,” he said. 

But he does see the process of
“falling wages and prices in the U.S.
and rising wages and prices in other
countries” continuing, in the long run
to the betterment of us all. “Ten years
ago two billion people were living on
less than one dollar a day, the defini-
tion of absolute poverty,” West said.
“Today there are one billion people liv-
ing in absolute poverty, and the world’s
population has increased. There’s obvi-
ously a long way to go, but the world is
making progress.” –R.R.P.

The Cost of Financing
Fluctuations in interest rates influence aircraft finance rates, 
although not necessarily in a direct one-to-one relationship.
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The VLJ Market Evolves
So far, the Cessna Citation Mustang and the Eclipse 500

are the only FAA-certified very light jets. Adam projects that its
A700 will be certified early next year, and Embraer expects
its Phenom 100 to be in service by the middle of next year. 

Last year we asked the providers of aircraft loans what
concerns they had about financing VLJs, and insurance was
chief among them. When this report was written last year,
most of the companies that finance aircraft loans pointed out
that they would have a better idea about VLJ financing once
a number of the type had been delivered. This year we asked
how lenders are treating this market now that VLJs are being
delivered. This is what they said.
• Michael Amalfitano, Banc of America Leasing: “It is difficult

not to get wrapped up in all of the market hype for this
robust, emerging market. However, with the VLJs being so
new, forecasting residual values is much more challenging
than on established models. But lenders have been closely
monitoring the progress of these manufacturers all along
the way, so the market should be ready to finance VLJs.
That being said, there are many open issues regarding the
true size of the market, the air-taxi phenomenon, insurance
coverage requirements and the needed aircraft utilization,
so the forecast demand remains suspect.”

• Joe Dini, Sovereign Bank: “There are only one or two
lenders who have expressed an interest in financing the
air-taxi participants and those that have are requiring a
super-security position. The rest of the financial market is
treating the owner-flown VLJ customer as it would any
other aircraft customer.”

• Bob Kent, Scope Aircraft Finance: “We have had no appli-
cations for VLJ finance, other than the odd request to
finance a position down payment. That being said, we
would have no problem financing delivered units for qual-
ified borrowers.”

• Dave Labrozzi, GE Capital Solutions: “While we have fi-
nanced some VLJs, limited interest in financing has been
displayed by operators within this sector of the market.”

• Doug Reinarz, Chase Equipment Leasing: “Lenders are
proceeding cautiously. While it looks like an exciting new
market poised for explosive growth, there are new risks. To
price and structure correctly, lenders must try to assess fu-
ture aircraft values, as they represent the value of the
lender’s collateral. Factors affecting this assessment in-
clude: OEM product support; niche that the aircraft fills;
pace of development/change for new aircraft that may im-
pinge on the mission characteristics of existing aircraft;
technology; and market acceptance.
“Since VLJs are new, it is difficult to predict how the

above named factors will look, and thus how the assessment
will turn out. One additional uncertainty is the newness of
some of the VLJ manufacturers. Even so, VLJs represent an
exciting and new market opportunity for lenders. I expect
that the VLJ financing market will mature to look much like
the non-VLJ financing market.”
• Mary Schwartz, Citicorp: “Some lenders are going 

after the market full force. Others are taking a wait-and-
see attitude.” –R.R.P.

Inventory of Pre-owned Jets Compared with 
Annual New Business Jet Shipments

New Business Aircraft Billings
(1994-2006)



small, or “compressed,” it
makes more economic
sense for lenders to in-
vest their money else-

where. For the last few
years, the spread has been

quite compressed, primarily due to
increased competition. Though this is gen-
erally good for borrowers, it gives lenders
nightmares. But if the spread becomes too
small, lenders simply stop providing loans.

“The added capital has compressed
margins as the market continued to grow,”
said Amalfitano. “However, with the yield
curve beginning to normalize as longer-
term rate spreads widen, we will see if

these latecomers who jumped on the band-
wagon may be the first to retreat, while the
more established players are positioned for
the long run. Those lenders who simply
chase deals at low debt margins will not be
able to sustain any cyclical changes in the
business. Those lenders who understand
the asset–the aircraft–and have a tax-lease
product will continue to prosper despite
market fluctuations.”

Reinarz said that the influx of lenders is
probably temporary and will ease once the
lenders experience losses or get bored with
the business. “The long-term players will
ride through the ups and the downs. So,
over a couple of years, spreads will begin

to widen and structures will revert to pre-
boom levels…for now, however, spreads
remain tight.”

Looking Forward to Next Year
All lenders contacted held similar views

about the business aviation market for 
next year. Mary Schwartz, global head 
of aircraft finance at Citi Global Wealth
Management in New York, said, “If the
economy remains strong, the market will
continue to grow. The global nature of
business has proved beneficial to the indus-
try, as there is a real need for travel. This
has made private jets more acceptable and
often necessary for companies and individ-
uals. Hence the rise in the international
market, which should be sustained for 
another few years.”

Kent of Scope Aircraft Finance said, “I
expect sales to remain strong, in line with
current levels. Any factors affecting overall
economic activity also affect jet sales.”

“The manufacturers still have a one- to
three-year backlog of new orders, depend-
ing upon the model, so manufacturers
should enjoy another record production
year in 2008,” said Amalfitano of Banc of
America. “Largely as a result of this back-
log, used jets are in high demand and this
should continue in 2008 as well. If the
economic volatility of the global debt
markets persists longer-term, we could ex-
perience some lessening of demand for
business jets. However, we believe the
economy will be strong enough for that
not to become a concern. With a growing
GDP at 3.1 percent, strong corporate prof-
its and continued growth of individual

wealth, business aviation forecasts show
more boom years ahead.”

Reinarz of Chase Equipment Leasing,
said, “If there is no substantial change in
corporate profits, global equity markets,
the credit markets or the current geopoliti-
cal situation, then I foresee continued
strength, though perhaps it could slow
slightly from its red-hot pace. Other influ-
encers in the longer term are the pace of
change in the non-U.S. civil aviation oper-
ational and regulatory sense, such as
opening of airspace and the construction
of more infrastructure.”

“The market should see a slight in-
crease in activity next year based on the
projected increase in new aircraft deliver-
ies,” said Labrozzi of GE Capital Solu-
tions. “As most new aircraft buyers are
existing aircraft owners who will, in turn,
sell their existing aircraft, an increase in
aircraft supply is likely. The increase in
supply might lead to a slight softening of
aircraft prices, although ongoing strong
demand for large-cabin, recent production
aircraft is unlikely to affect pricing sub-
stantively for this class.”

Reinarz of Chase Equipment Leasing
said, “When the market experiences a
turndown, the first affected will be older
aircraft. If I were looking for an indicator
of softening, I would watch the availabil-
ity, transactional flow and pricing level of
older aircraft, as older aircraft are always
more volatile than newer aircraft, and
would feel the first and most profound
effects if the market softens.” o

Curt Epstein contributed to this report.
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Weathering the Sub-prime Credit Crunch
Despite the gloom-and-doom reports of

major lending institutions suffering tremen-
dous third-quarter losses from the sub-prime
mortgage crisis, the shock waves have not
yet begun to reach the aircraft financing
market, according to many industry insid-
ers. Indeed, to paraphrase one analyst, the
current mindset still seems to be, “If you are
interested in buying a business jet, the
money will find you.” 

“The market is actually as
strong and robust as ever,”

said Michael Amalfitano, sen-
ior v-p of Banc of America’s
corporate aircraft finance divi-

sion. “It tends to lag [behind] events that
happen economically, so right now there
has been no ill effect from events that had
taken place during the late summer.” 

“From my perspective, I haven’t seen any
impact at all,” agreed Richard Ramsden, a
vice president with Wells Fargo. “My busi-
ness is still very, very active and people are
still buying airplanes and trading airplanes.” 

One reason for the continued optimism
(although some lending institutions heavily
involved in the mortgage market declined
to be interviewed for this article) is that
most of the current new aircraft transactions
are long-term deals because of OEM back-
logs. Many aircraft ordered today will not
be delivered for several years. 

“Aircraft financing is a little more long
term, and right now the assets are really
high quality,” said Brian Estudioso, an inde-
pendent industry analyst with the research
firm Credit Sights. “The strong demand, the
backlog that the OEMs are continuing to
really build on, these are high-quality
assets and I don’t think you will see the
same difficulty in obtaining financing as
you have seen with the shorter-term mar-
kets going on right now.” 

The tightness of the new aircraft supply
is helping keep the market buoyed and 
is also presenting the industry with an
unusual economic situation. “Right now, if
you ordered a new aircraft, you’ll actually

save money off the cost of the pre-owned of
the same model. It’s just simply because
there is such a small number of aircraft
available in the marketplace and the
demand is so high,” Amalfitano said.

Despite the length of these deals, corpo-
rate aircraft remain attractive targets for
lenders offering asset-backed loans, due to
the relatively secure credit the borrowers

offer. “People who buy a business jet can
usually afford it, and they are
not going to be affected as

much [by the current credit crunch] as
some other people,” said Mary Schwartz,
who heads Citicorp Aircraft Financing. 

But even if the financial crisis deepens,
experts who could imagine some slight
changes occurring in the market don’t fore-
see any lasting harm. “I am sure there are
companies and individuals out there think-
ing, ‘I was going to get out of my fractional
and go buy a whole airplane, values are
rising, who can go wrong?,’” said Dave
Labrozzi, president of GE Capital’s corpo-
rate aircraft finance division. “I think some
of those buyers that are on the fringe
capitalization-wise will probably rethink it
a little bit, but I don’t expect any material
effect in the market at all.” 

Despite the crunch from the sub-prime
situation, some lenders believe only a
certain segment of the business jet market
will feel any pressure. “There’s still a lot of
wealth in the market and I think if we look
at the history, we look at those folks and
companies that have operated corporate
aircraft and have the ability to do that and I
don’t think that’s going to change their
mindset,” said GE’s Labrozzi. 

For aircraft owners, Schwartz sees little
cause for belt-tightening as well. “Most
owners keep their airplanes about five years
and then they trade them in, so it might
have a short-term impact. But historically,
every ten years the industry seems to have a
little bit of a drop. Then it always comes
back, and when it does, it comes back
stronger than it was before.” –C.E.
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