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Two years into the crisis a 
crucial moment has passed 
for many of us: boarding our 
first plane in a post-pandemic 
world. After reuniting with 
family, friends, colleagues, and 
clients our passion for flight is 
reignited. As the cycle turns, 
opportunities in aviation are 
ripe for the bold. Expect air 
travel to rise again in 2022.
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Rise Above
Aviation’s resilience was demonstrated again in 2021 as the industry positions 
itself for a living-with-COVID world. Airline operating losses halved to $54 billion in 
an uneven recovery. Manufacturers restocked their backlogs with over 1,000 net 
orders and lessors retained investment grade ratings. 

Diverging recovery flightpaths have emerged: international 
versus domestic, leisure versus business, cargo versus 
passenger, low-cost versus network carriers, developed 
world versus developing. Two years into the crisis a crucial 
moment has passed for many of us: boarding our first 
plane in a post-pandemic world. After reuniting with family, 
friends, colleagues, and clients our passion for flight is 
reignited. As the cycle turns, opportunities in aviation are 
ripe for the bold. Expect air travel to rise again in 2022.

Despite its sharpness, the recession of 2020 was one of 
the shortest on record as economies roared back in 2021 
with nearly 6% GDP growth. Governments and central 
banks have pumped $26 trillion into the financial system 
over the past two years, more than the annual GDP of the 
U.S., U.K., and India combined. Supply chain disruptions 
have led to inflation and interest rate hikes will follow just 
as the pandemic bill is coming due. Nevertheless, strong 
economic growth is expected to continue in 2022, driving 
demand for air travel when passengers are freed to do so.

A year ago vaccines had just been approved for 
emergency use and therapeutics were largely still in 
trials. Today, over 9 billion COVID vaccines have been 
administered, six times as many flu shots as are produced 
annually. Despite entering 2022 with Omicron-induced 
restrictions, inoculations and effective treatments limit 
the lethality of each new wave of the virus as it transitions 
from pandemic to endemic. Medical progress underpins 
aviation’s recovery enabling governments and passengers 
to regain the confidence required to travel again.

Renewal is a hallmark of recovery. Elections brought 
change in 2021, notably in Germany and Chile. Leadership 
of major states on every continent will be contested in 
2022 covering 30% of the global population. Similarly, 
a record number of new CEOs were appointed across 
all industries in the first half of 2021 establishing the 
basis for inflection points in corporate strategies. 
Executive transition is set to continue in 2022 enabling 
growth that spawns from new ideas whilst generating 
opportunities for increased diversity in leadership. 

The sustainable energy transition is redefining aviation 
as the globe commits to net-zero carbon emissions by 
2050. Innovation follows crises. 140 start-up airlines 
are being tracked while venture funding across all 
industries soared to a record $580 billion in 2021. Start-
up aerospace is more active than ever. With over 250 
electric, hybrid or hydrogen projects in the works and 
dozens of sustainable aviation fuel (SAF) developments 
in conception, an insurgency is underway. Over $6 billion 
of funding was raised in 2021 by advanced air mobility 
(AAM) firms, with $12 billion raised over the past five 
years. Big players have the balance sheets start-ups 
dream of. When the right solutions are identified, capital 
is crowding in, reimagining the post-pandemic world. 

Talk of aviation’s environmental challenge has shifted to 
solutions and funding. As policymakers consider banning 
combustion engine cars by 2035 the time to commit to 
aviation’s decarbonization has arrived. Policy momentum 
to both support and enforce sustainable solutions is 
building but care must be taken to craft policies that limit 
unintended consequences. The price of EU Emissions 
Trading System (ETS) credits doubled in 2022 and 
voluntary carbon offsets were in demand leading up to 
COP26. SAF is critical to aviation’s future but is reliant 
on subsidies for take-off. Operational improvements will 
continue to be deployed and aircraft designs improved, 
but there is a long journey ahead to take carbon out of 
air travel. Aviation supports 1% of world GDP directly 
and 8% indirectly by enabling connections that are 
integral to families, businesses, and cultural exchange. 
The economic and social benefits of aviation must 
not be dampened as the carbon transition unfolds. 

Strong economic growth is 
expected to continue in 2022, 
driving demand for air travel when 
passengers are freed to do so. 
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Recovery
Ten vaccines are now approved by the World Health Organization (WHO) and dozens 
of therapeutics show promise. Progress in taming the pandemic was made in 2021 
despite new variants periodically reimposing restrictions. Vaccines are the best tool to 
re-open borders. While eight million people receive their first vaccine each day, access 
remains uneven. Less developed countries are being left behind as the highest income 
countries are being vaccinated ten times faster than the lowest. 

Globally, domestic air travel roared back in 2021 to 
within 12% of 2019-levels but international recovery 
continues to lag by over 60%. North America and Latin 
America lead the recovery with around 80% of airline 
capacity flying again while Asia Pacific trails at less than 
half. Europe’s digital certificate provided a framework to 
reopen borders in time for peak summer. The trans-Atlantic 
reopening in the fourth quarter led to an immediate bump 
in passenger bookings. Singapore’s vaccinated travel 
lanes lead Asia’s reopening, providing a pathway for others 
to follow. The recovery in tourist-focused economies, 
such as Thailand, Mexico and Greece, demonstrated 
that government intent is key to aviation’s revival.

Coordinated government policies remain critical to 
air travel recovery. A COVID-resilient mindset must 
rise above COVID-free. Blanket travel bans do not 
prevent spread and quarantines for the asymptomatic 
vaccinated are an unnecessary burden. Testing 
keeps travelers with symptoms away from airplanes 
but constantly changing policies must be avoided 
to prevent confusion and needless turmoil. 

Continued gradual recovery is expected in 2022, varied 
region-by-region. Each wave of infections results in 
a smaller impact on air travel demand. As immunity 
increases, isolation periods are shrinking and cross-
border testing requirements are being reduced despite 
Omicron’s impact on case numbers. The Americas 
and Europe are poised to rebound once Omicron 
subsides. Border restrictions rather than vaccine 
supply will constrain Asia Pacific’s recovery with a 
China reopening unlocking 40% of international traffic 
in the region. Just as domestic traffic bounced back 
in 2021, international flows will reawaken in 2022. 

A structural shift in air cargo has occurred, driven by the 
pull-forward of e-commerce growth, airlines’ desire to 
diversify revenue sources, and the need to restart supply 
chains. Freight tonne kilometers (FTKs) flown are now 
9% ahead of 2019-levels with historically high yields. 
Airlines are going freight-forward. Since 2019, there 
has been a 50% increase in the number of passenger 
airlines that operate two or more dedicated freighters 
including diverse business models such as Air Canada, 
SmartLynx and SpiceJet. E-commerce revenues are 
expected to grow $2 trillion by 2025, more than 50% 
over 2021. Airlines are scrambling to collect their share.

Continued gradual recovery  
is expected in 2022, varied 
region-by-region. Each wave  
of infections results in a smaller 
impact on air travel demand. 
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Airlines
Pandemic survival has left airlines with $651 billion of debt, an increase of $220 billion 
since the crisis began. The airline industry is expected to incur over $200 billion of net 
losses in the 2020 to 2022 period, erasing profits from the prior nine years. Just as 
operating margins are beginning to recover, rent and debt moratoria are coming to an end. 
Despite a strong push to increase variable cost structures over the past two years, higher 
fixed costs threaten to delay airlines’ return to profitability.

Cash-starved airlines have developed creative financing 
structures realizing they have more collateral than 
initially thought. Over $28 billion of publicly traded 
debt is now secured by routes, slots, gates and 
loyalty programs. Active balance sheet management 
and refinancing of expensive debt stacks will be 
the priority in 2022. Continued shareholder and 
government support will be critical to airlines that 
have not yet benefited from revenue recovery.

Competitive dynamics have been reshuffled. While 
only fifteen or so airlines failed in 2021, the airline 
providing the most capacity has changed in a quarter 
of countries. More than 25% of airlines operating in the 
fourth quarter of 2021 flew more capacity than they did 
in 2019. The first two years of the pandemic were marked 
by the mergers that did not happen (e.g. Air Canada 
and Air Transat, IAG and Air Europa) and the start-ups 
that got off the ground (e.g. Breeze, SuperAir, Starlux). 
With clarity building on who are the winners and losers, 
expect to see airline consolidation pick-up in 2022.

Well positioned airlines used the pandemic as a set-up 
for the next five years. Restructured costs, renewed 
fleets and expanded networks will create competitive 
advantage as demand returns. Network carriers are 
leveraging cooperation to expand route coverage 

and reduce unprofitable flying while low-cost carriers 
are aggressively filling market gaps. American aligned 
with jetBlue, Alaska, GOL, JetSmart and IndiGo to 
complement its network while Wizz aggressively 
added 400 routes during the pandemic, seeding 
organic growth. Maintaining cost discipline will be 
critical in 2022 given the risks of increased fuel prices, 
staffing shortages and other inflationary pressures.

Corporate travel has been seriously hit by the pandemic 
but there is room for optimism. Forecasts call for a bounce-
back to around two-thirds of pre-pandemic levels by the 
end of 2022. While not enough to limit day-of-week and 
seasonal variations in demand, airlines are being nimble 
in their product offerings with yields for premium leisure 
outperforming economy classes. Rebounding conference 
attendance in the second half of 2021 and a busy 
calendar in 2022 demonstrate the strong desire to renew 
relationships and get back to doing business face-to-face.

If 2021 was about getting aircraft back in the air, 2022 
will be about getting pilots back in cockpits. Constraints 
to recovery are emerging as a global shortage of pilots is 
predicted to hit 34,000 by 2025. Staffing shortages are 
already apparent in the U.S., exacerbated by a scarcity 
of training slots, resulting in operational disruptions and 
schedule cutbacks despite returning demand. Furloughs 
during the downturn and competition for talent with other 
sectors has reduced the appeal of careers in aviation. 
Renewed effort is required to recruit and develop a new 
generation of aviation professionals in the era of the Great 
Resignation. People remain our most valuable resource.

Airlines took the carbon pledge in 2021, committing 
to net-zero by 2050. A flurry of environmental strategy 
announcements occurred as a new competitive 
front has opened. Investments are being made in 
electric aircraft, carbon capture and storage, and SAF 
in efforts to be the disruptor instead of disrupted. 
Carbon disclosures have ramped-up as airlines and 
investors attempt to stay ahead of regulations.

Corporate travel has been seriously 
hit by the pandemic but there is 
room for optimism. Forecasts call 
for a bounce-back to around two-
thirds of pre-pandemic levels by 
the end of 2022.
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Growing confidence resulted in increased orders for new aircraft as airlines took options on 
the recovery. The manufacturers relied on home advantage with Boeing winning more than 
70% of gross orders in North America and Airbus winning nearly 90% in Europe. The rest of 
the world was evenly split. Orders for factory-built freighters were the highest in a decade 
and a wave of passenger-to-freighter (P2F) conversions has commenced. Full skylines and 
a recovering market have led to increasing production ambitions. Re-booting the supply 
chain remains a major challenge for manufacturers.

Caution is still required. The market needs time to heal 
as evidenced by continued high levels of stored aircraft. 
Aircraft that are built must be gainfully employed for 
decades to generate a return for owners. While new 
aircraft reduce fuel consumption compared to the 
aircraft they replace, they emit two years’ worth of 
carbon savings in their production. The carbon case for 
early retirements is contentious. Too much production 
too soon risks recovery of the aftermarket, impacting 
engine manufacturers, suppliers, and lessors whose 
business requires aircraft to fly, not just deliver.

Domestic recovery is driving a tightening supply-demand 
dynamic for single-aisle aircraft. Airbus is leveraging 
strong product offerings against limited competition in 
both the small and large single-aisle segments to take 
a commanding market share lead. Monopolies don’t 
last. Airbus’ A321neo offers uncontested payload-
range capability but lacks cargo capacity and is not 
common to the fleets of the over 200 airlines that only 
operate Boeing. While not a trans-Atlantic route opener, 
Boeing’s 737 MAX 10 performs perfectly well trans-
continentally with 40 more seats and 300nm more range 
than the highly successful 737-800. United Airlines, 
GOL, and Lion Air are eagerly anticipating the MAX 10’s 
lower unit operating costs. Others will follow in 2022. 

Boeing’s slow-and-steady approach to the 737 MAX 
re-entry will be energized by China’s recertification. 
Ethiopia and Indonesia recently reauthorized the 
aircraft, leaving Russia as the only major airworthiness 
authority holding judgement. China represents 20% 
of single-aisle demand but has not placed orders for 
new aircraft since 2017. A successful return to service 
in China will enable Boeing to deliver its parking lot of 
built aircraft and compete head-to-head again with 
Airbus. The return of the MAX will fuel the recovery.

There are still too many widebody aircraft today, the 
hangover of over-production last decade. Nevertheless, 
the reported demise of widebodies is overdone. There 
are almost no new airports being built outside of 

China. Slot and gate constraints make larger aircraft a 
necessity. Single-aisles do not have the cargo capacity 
or range required when the world re-opens. Interestingly, 
the A330neo has attracted more net orders than any 
other passenger widebody program over the past 
three years. Condor, ITA, Air Belgium and Sunclass 
all selected the type in 2021 while Cebu Pacific took 
its first deliveries. With low fuel burn, long range, and 
high-density seating configurations at the right price 
point, the A330neo is well positioned for recovery. 

Twenty-five new freighter conversion lines were 
announced in 2021 as the A321 P2F entered service and 
737-800 conversions ramped-up. Widebody conversion 
slots are sold out through the middle of the decade as 
out-of-favour passenger aircraft are finding new life in 
cargo. With limited 767 passenger feedstock available and 
carbon standards set to obsolete today’s factory freighters 
by the end of 2027, the transition from Boeing freighter 
dominance has commenced. The A330-300 converted 
freighter is the natural medium widebody successor 
with the right capabilities for e-commerce payloads.

Airbus delivered its final A380 and final A321ceo in 2021 
completing a decade-long product line-up overhaul. 
What’s next? The A321XLR will start flight tests in 2022 
while A350 freighter development progresses. Boeing will 
continue its 737-10 and 777X certification programs but 
the business case to develop all-new large commercial 
aircraft is challenging until the zero-carbon pathway is 
chosen. Hydrogen, electric, and hybrid technologies 
require time to mature before committing. Embraer’s 
Energia concepts acknowledge regional aircraft are 
likely to be disrupted first but the timeline is still one to 
two decades out. The requirement for capital-intensive 
infrastructure investments and all-new platforms means 
technology selection must account for the entire 
ecosystem. SAF sidesteps these challenges by promising 
greatly reduced lifecycle carbon emissions while retaining 
aircraft and engine designs. Current aircraft types are 
here to stay, supporting long-term residual values.

MANUFACTURERS
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Lessors
The contrast between the airline and leasing business models has never been 
more apparent than in 2021. Since the pandemic began, the credit ratings of 
airlines have dropped on average two notches while none of the investment 
grade lessors were downgraded. With individual airlines firmly in high-yield and 
lessors firmly investment grade, the value-add of leasing has been significantly 
enhanced through the pandemic. Lessors raised $52 billion in unsecured 
issuances in 2021 at record low rates. Aircraft leasing is now a $100 billion bond 
sector but remains concentrated with the Top 6 issuers responsible for 87%. 

Lessors transitioned nearly 900 aircraft in 2021 and 
financed over 60% of new large-aircraft deliveries, 
fueling airline recovery. Total share of the single-aisle 
and widebody passenger fleet managed by lessors 
has increased to over 48%. Airlines with asset-light 
business models are more nimble, able to adjust to 
changing market conditions, while lessors are best 
positioned to redeploy aircraft in an uneven recovery. 
Key partnerships have been forged during the pandemic. 
Lessors were critical to airline survival and will be 
strategic partners to their customers as they seek to 
recover their balance sheets, re-fleet, and grow.

With increasing confidence in recovery and constraints 
to new aircraft production ramp-up, a favourable balance 
of single-aisle supply and demand is emerging. With 
lessors holding a quarter of slots, the value of orderbook 
commitments is increasing. This dynamic should not 
be misinterpreted. Lessors have restructured large 
portions of their books and been forced to re-market 
young aircraft well before their intended lease-ends. 
Without accretive new business, lessors’ ability to 
attract low-cost capital will be reduced, impacting 
manufacturers’ ability to deliver new aircraft.

The resiliency of the leasing business has led to 
increasing corporate activity. The merger of the largest 
two aircraft lessors increased the share of the fleet 
held by the Top 3, but there has been little change in 
the Top 10’s fleet concentration. Size enables a global 
platform and access to the most liquid capital markets, 
but there are diminishing returns to scale in aircraft 
leasing. Airlines and manufacturers desire relationships 
with multiple top-tier lessors to diversify their supplier 
and customer bases, creating opportunities for others.

Several private equity firms have backed new leasing 
platforms, driving trading volumes for seed portfolios. 
While hungry to deploy capital, the reduction in new 
aircraft deliveries resulted in competitive sale-leaseback 
and trading markets in 2021 that are expected to 
continue into 2022. Certainty of execution remains 
critical to buyers and sellers. With the bank market 
curtailed, access to leverage is increasingly difficult 
for early-stage, small-scale businesses. Established 
incumbents have an advantage over the insurgents.

The aircraft asset backed securities (ABS) market 
returned in 2021, albeit without equity trades. Stronger 
lessee credit profiles, greater diversification, and further 
credit mitigants have been featured in new deals. 2022 
should be a strong year for securitizations as lessee 
credit profiles firm, more deals are brought to market, and 
innovative structures are tested including bundled asset 
classes, lessor enhanced equipment trust certifications 
(EETCs), and collateralized loan obligations (CLOs).

As net-zero commitments become universal, demand 
for solutions is outstripping supply. Increasing regulation 
of sustainable finance is coming. New sustainability-
linked structures will be tested in aviation to align the 
economic and environmental interests of lenders, 
borrowers, and operators. Standardization of disclosures 
is required, starting with aircraft emissions reporting. 
Proactive players are forming partnerships to map our 
2050 carbon pathway together. By leveraging global 
networks and capital raising capabilities, lessors are 
fueling innovation in start-up aerospace, transforming 
ideas into action. Experimentation will be required to 
find the winners that accelerate decarbonization.

 



Fearless Forecasts

1.  International air traffic recovery in 
2022 will mirror domestic in 2021. 

Today global travel restrictions remain. Only a handful 
of countries permit entry to unvaccinated passengers 
without testing or quarantines while only 20% of borders 
are open to the vaccinated. Governments will increasingly 
trust vaccines and treatments to remove restrictions, 
accessing the benefits of air travel while retaining 
pandemic resilience. Strong international air traffic 
recovery will follow, rebounding to 70% of 2019-levels  
by year-end.

2.  Operational challenges, not demand 
shortage limits aviation’s growth. 

2020 was plagued by voluntary leave, furloughs, and 
layoffs as airlines, manufacturers, and suppliers were 
forced to cut costs. A talent shortage has emerged. 
Recalls and new recruits will be common in 2022 but 
pilots, flight attendants, and mechanics require training 
while incumbent manufacturers are competing with 
new upstarts in an engineering talent war. Supply chain 
limitations, delays re-activating stored aircraft and 
maintenance slot capacity will further challenge a  
return to full capacity.

3. Cargo drives airlines to profits. 

Freight accounted for more than a third of airline revenues 
the past two years, a three-fold increase to its normal 
share. Seaport congestion, supply chain recovery, 
and e-commerce growth will continue to drive strong 
demand for air cargo as large four-engine aircraft are 
retired resulting in continued capacity shortage despite 
redeployed passenger aircraft. Another strong year 
for air cargo paired with continued passenger market 
improvements may be enough to return the airline  
industry to profitability in 2022.

4.  Lessors share of large commercial 
aircraft fleet surpasses 50%. 

Lessors are filling the funding gap for new deliveries while 
enabling airlines to access equity in owned assets. Lessors 
share of the single-aisle and widebody fleet has increased 
three percentage points since 2019. With a decade of 
deleveraging and decarbonization ahead for airlines, 
leasing will enable asset-light business models. As the 
unassailable leader in aircraft finance, lessors are integral 
to the health of airlines and manufacturers.
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A new era of aerospace 
innovation is accelerating.  
A handful of electric vertical 
take-off and landing (eVTOL) 
prototypes flew in 2021 with 
more to come in 2022. 

“



5.  Full-scale prototypes of ten  
all-electric aircraft will fly. 

A new era of aerospace innovation is accelerating. 
A handful of electric vertical take-off and landing 
(eVTOL) prototypes flew in 2021 with more to come 
in 2022. Several conventional take-off and landing 
(cTOL) models will also fly. Disruptive technologies 
start small before growing to attack incumbents’ 
fortresses. Emission-free flight is possible and new 
markets with huge potential are being sowed today. 
Watch out for expanding customer bases as the 
technology is proven and performance is enhanced. 

6.  Outlook for 2030 SAF production 
quadruples as projects are funded  
in 2022. 

Demand for SAF is strong but supply is limited. Policies 
must be structured to ensure economics stack up against 
other renewable fuels. Blending mandates and production 
incentives will ensure long-term demand, enabling 
airlines to sign-up for offtake agreements. With revenues 
secured, projects will be financed, and construction 
started, growing SAF production capacity exponentially. 

7.  The price of carbon credits 
doubles again.

Net-zero targets imply emission avoidance will not be 
enough to decarbonize aviation. The global voluntary 
offset market could be worth $50 billion by the end of the 
decade, up from $300 million in 2018. The Taskforce on 
Scaling Voluntary Carbon Markets is enabling this growth 
by crafting market standards to create certainty over the 
value of carbon credits and liquidity that creates price 
transparency. The price of mandated EU carbon permits 
will continue to rise as demand increases from re-opening 
economies while supply is squeezed. Foundations for 
the world’s energy transition will solidify in 2022.
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Disclaimer
The views and forecasts set forth herein are those of the authors. They do not necessarily represent the views of any other person or Avolon. 
This document and any other materials contained in or accompanying this document (collectively, the “Materials”) are provided for general 
information purposes only. The Materials are provided without any guarantee, condition, representation or warranty (express or implied) as to 
their adequacy, correctness or completeness. Any opinions, estimates, commentary or conclusions contained in the Materials represent the 
judgement of the authors as at the date of the Materials and are subject to change without notice. The Materials are not intended to amount to 
advice on which any reliance should be placed and Avolon disclaims all liability and responsibility arising from any reliance placed on the Materials.

Jim Morrison is the Head of Portfolio Management at Avolon, responsible 
for identifying and projecting key industry trends, performing market 
analysis, monitoring aircraft values and managing aircraft appraiser 
relationships, evaluating asset risk and developing aircraft investment 
cases. Jim has over fifteen years of aviation industry experience with 
leasing, manufacturing, research, and technology organizations. 

Jim joined Avolon in 2017 having previously held airline marketing, 
aircraft evaluation, market analysis, and product strategy roles with 
CIT Aerospace and Bombardier Commercial Aircraft. Jim is an ISTAT 
Certified Appraiser and a licensed Professional Engineer in Ontario. 
He holds a Master of Science in Technology and Policy from the 
Massachusetts Institute of Technology and a Bachelor of Applied 
Science in Engineering Physics from Queen’s University, Kingston.

Rosemarie O’Leary joined Avolon in May 2016 and was appointed Head 
of Counterparty Risk in February 2021. With her team she is responsible 
for monitoring and evaluating all elements of risk for new and existing 
counterparties, across airline and OEM relationships. Prior to this Rosemarie 
held the role of Assistant Treasurer with responsibility for building out the 
Treasury team and managing the non-funding Treasury risks for the business. 

Before joining Avolon Rosemarie had more than 20 years’ experience in 
Corporate Treasury having started her career at the chemical giant DuPont 
with roles in London & Geneva. Following her return to Ireland Rosemarie 
led the Corporate Treasury team at asset manager Fidelity International. 
Rosemarie holds a BComm (Economics) from University College Cork 
and an MSc in Monetary and Financial Economics from University of East 
London. She is a member of the Association of Corporate Treasurers.

Jim Morrison
Head of Portfolio Management

Rosemarie O’Leary
Head of Counterparty Risk

Sources

– Air Transport Action Group (ATAG)
– Bloomberg
– Cargo Facts
– Cirium
– IBA
– JP Morgan
– Heidrick & Struggles
–  International Air Transport 

Association (IATA)

– International Monetary Fund (IMF)
– Ishka
– McKinsey
– Oliver Wyman
– Our World in Data
– Roland Berger
– Sherpa
– Statista

– The Economist
– The New York Times
– Time
–  Trove Research and University 

College London
– World Health Organization (WHO)
–  World Travel & Tourism Council 

(WTTC)
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