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Welcome to the 14th issue of the Oriel VIP Report 
in which we are looking at the prospects for 2016. 

Year of the Fire Monkey or damp squib? 

Most New Year’s begin with the proverbial bang but 
2016 seems to have begun with the gentle hissing of a 
deflating bubble!  The Dublin conference week which in 
2014 and 2015 took place against a backdrop of posi-
tivity was a rather more muted affair in 2016.  

In the days leading up to Dublin, economic news espe-
cially from China was downbeat and the global stock 
markets were heading south into a bear market condi-
tion.  Oil prices and commodities took a pounding, while 
the former is good news for airlines this trend must be 
tempered by the damage it does to local and national 
economies reliant on oil.  Similarly caution should apply 
to mineral related economies.  The strength of the US 
Dollar has also played havoc for those countries whose 
currencies are relatively weak and where two major 
cost items, fuel and aircraft ownership or leasing, are 
dollar denominated.  

So while there is no doubt that the US economy is per-
forming well and the US airline sector is a shining bea-
con of success, for the rest of the world the economic 
and airline performance is very diverse with particular 
concerns in South America, Russia, and SE Asia with 
signs of overcapacity and deferral  of orders.   

Unfortunately we also have to acknowledge that politi-
cal/security issues will continue to overhang the com-
mercial aviation industry with many North African coun-
tries reliant on tourism seeing a total collapse of this 
sector.  There are fears that migrant crisis in the east-
ern Mediterranean will also have detrimental effect on 
localised demand and capacity.  Though given the ine-
lasticity of much of this inbound demand other destina-
tions such as Spain may benefit so some capacity will 
no doubt be switched. 

We think it is a fair statement to acknowledge that a 
global economic slowdown has become more probable 
though interest rate rises now appear less likely.  This 
arguably is and will be good news for commercial air-
craft finance and leasing sector.  

The last few years the liquidity in the market has 
fuelled the encumbered aircraft trading and contributed 
to the generally agreed frothiness, overheating in air-
craft values, followed by the inevitable question - “are 
we at the top of the cycle?”  To address this we believe 
it is important to touch upon value definitions and their 
interpretation. 

Appraisers tend to present current market values or 
spot prices to the definition which can be summarised 
as naked aircraft and these deals do still happen.  The 
beauty of the market value definition is in its simplicity 
with little room for ambiguity.  We would acknowledge 
deals with a lease in place such has sale lease backs or 
trades between third part owners are more prevalent.  
However the many constituent parts of such deals 
make it impossible to opine on values in a straightfor-
ward manner be it online or in a book. 

This cycle can in our opinion be characterised by a 
growing gap between market values, lease rates and 
encumbered values, a point seemingly acknowledged in 
the following statement made by China Development 
Bank deputy director Long Fei: "In recent deals we see 
aircraft transaction prices are high, and lease rate fac-
tors have gone down visibly. Also, terms have got a lot 
harsher for lessors, that is a big change" (South China 
Morning Post, 01-Oct-2015).  

In our opinion the market lease rate is the best meas-
ure for the spot demand for an aircraft and looking at 
the A320 chart below, the most liquid of assets has not 

witnessed a significant change.  Indeed, the rates are 
some way from the previous peak and support the ob-
servation on declining lease rate factors.   Arguably this 
disconnect is one of the more worrying long term con-
sequences of the frothy market as we wonder if residual 
value expectations are becoming unrealistic. 

The Value Cycle  

In the heat chart below, which portrays the Oriel view 
on the Market/Base Value ratio for all commercial air-
craft types entering production post the 737 classic, the 
value cycle has certainly peaked.  In 2015 there was 
only one aircraft which moved positively, the 717, the 
rest the periodic market value adjustments made dur-
ing the 12 months were all negative, ranging from typi-
cal depreciation to significant and probably permanent 
changes for some middle-aged wide-bodies.  Trends 
which have been well discussed in previous articles and 
VIP reports www.oriel.aero/what-we-say/  

The Year Ahead 

As discussed the year ahead is even less clear-cut from 
a lease rate and values perspective.  Much is hinging on 
the ability of carriers in areas of the world under stress 
being able to ride out the choppy economic seas, man-
aging capacity against lack lustre demand.  

The twin-aisle sector has been under significant pres-
sure and we have recorded significant declines in values 
and lease rates for the middle-aged technology.  The 
good news as might be expected is that aircraft are 
now finding homes.  Unfortunately, looking forward to 
the anticipated increases in availability of used 777-
300ERs, the market clearing price for this asset may be 
much lower than expected.  

British Airways became the world’s favourite airline 
(amongst lessors) with the announcement in Dublin 
that it may be interested in used versions.  However at 
what price, what vintage, what term and what lessor 
contribution be to the interior reconfiguration (this will 
be double figures), will all need to be played out.  Our 
guess is something in the $500/$700k per month for 10
-year terms.  Will carrying values support this level is 
literally the $64m question? 

The A330-300 has had a difficult year absorbing the 
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redundant Skymark fleet and the young SIA aircraft 
returned at lease end.  However we would hope that 
the placement of these aircraft may stabilise the market 
values and lease rates.  One observation we would 
make on the A330-300, and something we had bought 
into, was that the natural home for used aircraft was in 
Asia.  The vast majority of used aircraft in the last 2 
years found homes outside Asia.  This maybe sympto-
matic of current weakness in the region or are these 
airlines addicted to new equipment?  

The bright spots in the twin-aisle sector are the new 
technology types the 787 and A350.  We have no con-
cerns on the demand for these aircraft even with the 
low fuel.  It is important in this sector what these air-
craft bring to passenger experience particularly at the 
business end. 

The single aisle sector has seen the A320neo enter the 
market, though the issues with the PW GTF powerplant 
appear to be a little more problematic than it seemed 
initially judging by comments made by some of the ear-
ly customers who are making plans for substitute lift.  

A more telling issue maybe the price of oil and it is very 
noticeable that OEMs are now promoting other benefits 
of the neo  and MAX rather than the fuel saving.  Nev-
ertheless we would expect that in the current and antic-
ipated fuel price environment premiums on value and 
lease rates will have diminished, perhaps closer to 
$1.0/$1.5m and $15/$20K respectively for the two 
measures.  

The core of this sector is the 737-800 and the A320-
200 and a trend that is becoming apparent is the nar-
rowing of the difference in lease rates for these two 
types.  For many years, the former defied gravity but it 
is now come back to the pack and the latter’s recovery, 
no doubt helped by changes in exit limits.  

A trend we have noted with leased assets is lease rate 
compression, the degree is debatable but in our opinion 
rates for younger vintages are impaired by the older 
aircraft.  On a normalised basis when leasing for say 5 
years the lower rate of a 10 year old aircraft is more 
compelling for an operator than a say 6 year old air-
craft.  The chart below shows the monthly rate differ-
ence between a 5 and 15-year old A320-200. Quite 
possibly this is a function of the older equipment being 

as reliable as more youthful examples.  The corollary 
will be an impact on the value retention of the younger 
aircraft. 

The 737-700 and A319 market has been characterised 
by strong demand albeit at rates that remain stubborn-
ly in a rut.  The good news is that lessees such as 
Southwest and United are signing up to long-term com-
mitments. We anticipate more of the same during 
2016.  

The CSeries continues to live up to the “C=Conundrum” 
comment which we gave it many moons ago.  Hopefully 
a smooth entry into service will be a fillip to a weaken-
ing sales campaign.  The aggressive competition it has 
faced from Airbus and Boeing for recent orders has 
clearly left the program vulnerable.  

The A321-200 market is, we believe, emitting mixed 
messages: seemingly strong demand as witnessed by 
lease rates but with an overhang of new and nearly new 
availability which is keeping values pegged in the high 
$40m range.  The 737-900ER continues to rely upon 
the concentration of carriers who keep the aircraft for 
extend times.  If aircraft to become available and early 
examples to start hitting the market it may struggle to 
gain a premium over the 737-800. 

“Small Single Aisles” is a term that perhaps better de-
scribes the EJets and Bombardier product line.  The 
sector has performed reasonable well and we see no 
reason why this should not remain so during 2016.  The 
E175 and CRJ900 clearly are the aircraft of choice at 
the moment being ideally sized for the US Domestic 
market which is absorbing large orders into its feeder 
airlines’ fleets.  This also means that despite oil being 
at the record-low levels 50-seater RJs are exiting re-
gional airlines’ fleets en masse.   Values and lease rates 
reflect the bifurcation in the market: while the larger 
RJs are relatively stable and enjoying relaxed scope 
clauses, smaller RJs are at scrap levels.   

The turboprop sector has weakened in 2015 although 
the values are a long way from being depressed; the 
heat in the market has dissipated.  Although the entire 
ALC’s fleet has been acquired by the specialist lessor 
NAC ATR backlog remains dominated by lessor.  Recent 
softness in the new 70-seater lease rates will be diffi-
cult to correct as lessors will have to overcome the now 
established opinion among the operators.  Older out-of-
production examples replaced by the 600s are facing 
headwinds. 

There is a maxim which goes along the lines ‘if you can-
not say anything good, say nothing’. Hence I should not 
comment much upon the widebody freight market.  The 
long heralded recovery is still to materialise and we 
suspect that 2016 will unfold much like 2015.  The sup-
ply side is being helped by the permanent withdrawal of 
747-400SFs and MD11Fs but competition from sea and 
belly-hold blights demand for dedicated freighters. 

The bright spots are narrowbody and the 767-300ER 
freighters with values for the latter buoyed by shortage 
of conversion slots.  The Amazon interest in this type is 
good news though their demand is not additional and 
could impact other carriers.  
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