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Balance Sheet Management
• Stowe, Watson and Robertson (1980) noted that unlike 

the behavior suggested by the traditional financial 
literature, one would expect to observe 
interdependencies between the two sides of the balance 
sheet.  Several of these postulated interdependencies 
are relevant for airlines.  
– Firms may utilize hedging by which they seek to match the 

maturity of their assets and liabilities.
– Some assets might be used as loan collateral. 
– Finally, firms that have become high-risk businesses might seek 

to manage risk by using less leverage (higher equity) and by 
maintaining larger liquidity balances.

– Additionally, commodity-producing firms may finance inventories 
with accounts payable, while service firms have little of either
inventories or accounts payable. 



Crum, Lund and Van Auken (1987)

• Investigated the balance sheet structures of U.S. 
airlines for the period 1973-1980 to capture 1978 
changes due to deregulation.
– They found that as early as 1975, U.S. airlines began 

to finance more long-term assets with equity.
– A strategy of more balance in the use of equity and 

long-term debt continued after deregulation as a 
means to reduce exposure to financial risk.

– Additionally, in each year except 1973, there was a 
short-term matching of assets and liabilities -
accounts receivables and inventory with accounts 
payable and other current liabilities.

– Similarly, in each year except 1973, a hedging 
strategy of matching long-term accounts was used.



Corsi and Scheraga (1989) 
• Examined pre- and post-deregulation balance sheet 

strategies in the motor carrier industry for the years 1977, 
1985, and 1986.

• The particular industry segments examined were less-than-
truckload general freight, truckload general freight, building 
materials, petroleum products, and refrigerated products. 
– Their results indicated a general trend for carriers to move to or 

maintain risk reduction strategies with regard to financial leverage, 
liquidity, and maturity matching of assets and liabilities.

– An additional contribution of this study was the use of canonical 
scores to group individual motor carriers in each industry segment 
into financial strategy categories.  This application of canonical 
scores was suggested by Corsi and Harvey, 1975.  The strategy 
categories were then compared on the basis of financial 
performance measures.  They found evidence to suggest that 
particular financial strategies were associated with better financial 
performance. 

















Unexpected Relationships

• Some airlines were financing current 
assets with long-term debt.  It would 
appear that these airlines cannot access 
more traditional financing sources such as 
retained earnings, and have pursued this 
mismatching strategy at the cost of 
increasing financial leverage. 



Unexpected Relationships

• Another balance sheet mismatching was 
the financing of flight equipment and 
operating property with current liabilities.  
In this case, airlines seem to be increasing 
solvency risk. 



Unexpected Relationships

• It was observed that some airlines had 
financed flight equipment and operating 
property with other non-current liabilities.  
While this does not necessarily represent 
a mismatching of assets and liabilities, it is 
atypical behavior that may increase 
leverage risk if non-current liabilities have 
shorter maturities than long-term debt. 



Unexpected Relationships

• Finally, some airlines have used 
stockholder equity to finance other non-
current assets.  Again, this does not 
necessarily represent a mismatching of 
assets and liabilities, but it does represent 
the use of permanent equity capital to 
finance shorter-term maturity assets, as 
opposed to debt with matching maturities.




