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In the first half of 2008, the Ger-
man leasing market achieved 
growth of more than 10 percent. 
Today, however, following inten-
sification of the international 
financial crisis, leasing companies 
are largely cautious and it has 
become an established fact that 
the crisis has affected even Ger-
man lessors.

As such, the federal state banks 
that previously refinanced leasing 
businesses are increasingly 
retreating from this market.

Large institutional leasing com-
panies can use corporate refi-
nancing as an alternative because 
they mostly have a suitable bank-
ing background. 

However, many small lessors 
have considerable refinancing 
problems and in some cases are 
no longer able to support their 
customers with new business. 
Even large captives have signifi-
cantly fewer corporate resources 
for their leasing business.

Significant market consolida-
tion is looming. Various institu-
tional leasing companies that 
were previously successful on the 
market are now up for sale. On 
the other hand, the general rise in 
the cost of credit has, of course, 
also made it easier for lessors to 
enforce considerably higher mar-
gins in new business.

At Expo-Real in Munich last 
month, it was reported that banks 
would be setting completely new 
conditions in the area of property 
financing. 

Whereas, until recently, inves-
tors required equity capital of 
only 15 to 20 percent, many cap-
ital market banks are now 
demanding that borrowers have 
50 percent of the equity capital 
for commercial property financ-
ing before a lending commitment 
is made.

Naturally, this also affects 
many classic property leasing 
objects in Germany because – due 
to the good solvency of the leas-
ing customers – the mortgage and 

capital market banks have, in the 
past, mostly taken on 100 percent 
financing on a nonrecourse 
basis.

It remains to be seen whether 
the recapitalisation shield of €80 
billion, offered to the banks by 
the Federal Republic of Germany, 
will be sufficiently exploited to 
maintain the borrowing power of 
the banks and avoid a credit 
crunch.

If this happened, it would have 
a massive impact on the leasing 
business, which is predominantly 
refinanced by credit.

In addition to this is the severe 
decline in economic growth, 
which will result in a correspond-
ing decline in investment financ-
ing and, therefore, more limited 
leasing business.

The industry is rightly wonder-
ing how its customers will survive 
the impending recession.

The author, now retired, is on the 
board of Germany's Association 
of Chief Financial Officers y
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I had a dream, 
or was it a 
nightmare?

Derren Sanders

The credit squeeze is a diverse and 
complex matter. What is clear is 
that it is having a significant impact 
on the global leasing sector, with 
the word squeeze already being 
replaced with “global recession” 
by many commentators. But in the 
leasing environment this doesn’t 
necessarily have to translate into 
doom and gloom.

The credit crunch has caused the 
flow of funds in the wholesale 
money markets to dramatically dry 
up. Money is scarce, and banks are 
now considering the best options 
for utilising their scarce capital. 
Despite the recent capital injections 
by governments globally, the short-
age of funds is pushing up money 
market wholesale rates.

LIBOR, in normal markets, is 

about 20 basis points (bps) above 
the Bank of England’s base rate. 
Since the sub-prime crisis broke, 
the gap has widened markedly and 
it is now nearly 200 bps above 
base.

The effect of the credit crunch is 
notable in the changing structure 
of the leasing industry:
•	 Capital is scarce – in larger 

organisations decisions have to 
be taken as to the best route for 
deploying capital. Better returns 
may be found elsewhere in other 
banking products. The result 
may be consolidation in the 
industry or reduced competi-
tion.

•	 Liquidity has decreased, with 
costs of funds notably increasing 
– especially if based on LIBOR. 
There is now a clear market 
advantage to those institutions 

able to price a variable rate 
transaction on base rate. 

•	 The market rate for leasing 
transactions has increased as, 
coupled with an impending 
recession, the risk-reward profile 
has altered significantly.

•	 Many borrowers may look to 
tax-based leasing to obtain indi-
rect route to capital allowances. 
However, the tax shelter of some 
financial institutions has dimin-
ished significantly.

•	 There will be a concentration 
towards relatively better quality 
covenants and asset categories.
Despite the evident market 

restructure, there are opportunities 
for all, should the lessor be posi-
tioned to capitalise upon them.

The author is managing director of 
HSBC Equipment Finance y

Bank-owned lessor

Better positioning is now needed

Sam Geneen

The Icelandic banks had col-
lapsed owing depositors, chari-
ties and local authorities bil-
lions of pounds. 

RBS, Lloyds and HBOS were 
partly taken over by UK plc. 
Rescue packages were put 
together for Fortis, Hypo Real 
Estate, Bradford & Bingley and 
Alliance & Leicester.

Meanwhile, the UK govern-
ment was risking £500 billion 
(of taxpayers’ money) to sup-
port its banking system in addi-
tion to £119 billion for North-
ern Rock. 

Fortunately, I woke up before 
discovering what was happen-
ing in the Americas and Asia 
Pacific – it couldn’t be any 
worse.

Back to reality, there is recent 
evidence of falling new business 
levels, although the Finance & 
Leasing Association reports a 
stable position to July 2008. 
Margins are increasing and 
competition is evaporating. 

A significant downturn is 
expected in what is  now 
referred to as the ‘real’ econo-
my.

As some of our businesses are 
counter-cyclical, I am expecting 
an increase in activities at LPM 
outsourcing, the portfolio man-
agement business. 

Also, Specialist Fleet Services, 
which provides contract hire 
for refuse vehicles to local 
authori t ies ,  cont inues  to 
expand. 

Asset values are, in general, 
reducing, which will make it 
challenging for State Securities 
as the economy deteriorates. 

But profits for the first six 
months are in line with the pre-
vious year. So it must have been 
a nightmare.

The author is managing direc-
tor of Five Arrows Leasing 
Group y
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