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Previous inflation cycles have benefitted some and hurt others, and this one will be no 

different. ABL Aviation believes that rising inflation will have a negative impact on many 

asset classes, but as aviation is a real asset, there is potential to benefit.

Financial assets, such as bonds and stocks, tend to fare less well against inflation. 

However, for real assets like aircraft, not only can inflation help offset the decreased re-

sale value of aircraft over time but owning an aircraft can also generate rental income.

Therefore, investors familiar with this asset class or those that already have exposure 

should consider increasing it quickly to maximise potential benefits. Those with no 

aviation exposure should familiarise themselves with the asset class quickly to take 

advantage of the current market conditions. 

Aviation investments have the potential

to benefit rising inflation 

ABL Aviation Insights September 2021 2



01

Introduction

Brief introduction to the 

biggest surge of 

inflation in more than a 

decade.

02

How inflation 

impacts aviation 

finance 

The reasons why real-

assets like aircraft are 

likely to be hit less hard 

by inflation.

03

Is inflation here 

for the long-term?

A look at previous 

cycles to have a better 

understanding of how 

long high inflation 

levels will last.

04

Aviation versus 

infrastructure and 

real estate

Aircraft as an asset 

class compared with 

other real assets such 

as infrastructure and 

real estate.

In this 

report

ABL Aviation Insights September 2021 3



Figure 1. One-month percent change in CPI for All Urban Consumers (CPI-U), seasonally adjusted, July 2020 - July 2021. Source: 

Bureau of Labor Statistics, U.S. Department of Labour, Consumer Price Index July 2021.

Prices rising quicker than projections

Introduction
This is all part of a $3.5 trillion infrastructure 

investment package that was agreed by the 

Democrats on July 13th, which was approved by 

The House of Representatives on August 24th. 

Across the Atlantic, the UK’s inflation hit 2.5 

percent in June, the highest level in almost 

three years, as the country’s economy re-

opened as it recovers from the COVID-19 

pandemic. Britain has seen its inflation rising 

sharply since March, when the government 

started lifting coronavirus restrictions. The 

effects of rising inflation have been widespread, 

with the UK’s Office for National Statistics 

reporting that price hikes were observed across 

the board, from food and hotel prices, to petrol 

and second-hand cars (2). Although inflation in 

the Eurozone cooled slightly in June, similar 

highs were observed earlier this year.

Demand has quickly outpaced supply — there 

has been more spending but not a concomitant 

rise in production. Rising inflation is a global 

trend, as the world recovers from the COVID-19 

pandemic and demand for goods increase. As 

well as inflation dampening consumer spending 

power, which could impact demand for air 

travel, these price increases will have a major 

impact on how investors view real assets, 

including aircraft.

Prices have been rising faster than many 

economists and policymakers had projected. 

The United States saw its biggest surge of 

inflation in more than a decade in June this 

year, according to government data (1). The 

U.S. consumer price index (CPI) spiked 5.4 

percent in the 12 months ending in June, above 

market expectations and marked the largest 

gain since August 2008, during the Global 

Financial Crisis. The latest rise challenges the 

White House and Federal Reserve narrative 

that inflation will be short-term. 

The last time the U.S. inflation rate exceeded 

five percent was more than three decades ago. 

While low interest rates continue to be set by 

the U.S. Federal Reserve, several rounds of 

stimulus checks have been offered to both 

American people and businesses, along with 

pent-up consumer demand that is being 

released as the country re-opens. 

Other stimulus packages are also being mooted 

— including one for the U.S. aviation sector, 

which would provide $14 billion to airlines for 

additional payroll aid, plus $8 billion to U.S. 

airports, and $1 billion for airline contractors. 
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Inflation can cause dramatic distortions in 

financial statements, future earnings, and the 

overall performance of securities in global 

markets. On a consumer level, aviation will be 

impacted by passengers facing rising prices for 

airline fares. This may dampen demand and 

temper the recovery of the sector from the 

pandemic.

As far as investors are concerned, portfolios will 

be impacted, with less tangible assets, such as 

bonds and stocks being most affected. 

However, real-assets like aircraft are likely to be 

hit less hard by inflation. Aircraft offers exposure 

to long-term, physical assets that provide yield 

and income over time, which may prove 

invaluable to an investor’s portfolio. Investing in 

aviation can help investors reach long-term 

objectives in spite of short-term market events, 

such as inflation. 

Not all investors have the patience for real 

assets such as aircraft or they may not have the 

expertise to know how to optimise their value. 

However, those who invest their time into 

aircraft and become immersed in the market can 

generate attractive return premiums. 

Lease rates generally decline for an aircraft over 

time, as the asset gets older, while real estate -

another real asset - increases in value. Aviation 

depreciation can mean that it does not provide 

as much of a hedge against inflation as property 

and infrastructure assets. However, inflation 

also leads to prices rising, including the value of 

the aircraft over time, which may help offset the 

depreciation with age. Aircraft maintenance 

costs can also increase as a result of inflation.

For investors who own aircraft, inflation can be 

beneficial. In the past, it has led to a rise over 

time in lease rentals and it may also increase 

the residual value of the aircraft. At worst, it will 

lead to an aircraft’s value depreciating more 

slowly than with no inflation and at best, it can 

lead to being able to sell the aircraft for a higher 

value down the line than it was originally 

purchased.

How inflation impacts 

aviation finance

Figure 2. U.S. Inflation rate for the last 25 years. Source: Tradingeconomics.com, Bureau of Labor Statistics, U.S. Department of 

Labour, Consumer Price Index July 2021.
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help investors reach long-
term objectives in spite of 
short-term market events, 
such as inflation. 

U.S. Inflation rate for the last 25 years
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For example, there were times in previous 

inflation cycles, like when operating leasing 

began in the late 1970s and early 1980s, where 

aircraft were a huge inflation hedge. There have 

been times where because of inflation, aircraft 

were sold at the end of their 10-year leases for 

more than they were bought for new (3). 

Aviation being seen as an inflation hedge 

contributed to the rapid rise of aircraft lessors, 

with investors queuing up to enter the market, or 

increase their exposure to those assets.

But times are very different today. Lessors now 

own nearly half of all aircraft on the market (4). 

As the world continues to battle a pandemic and 

the travel industry faces further difficulty, airlines 

are more likely to come to lessors bargaining for 

lower rents, so this may offset some of this 

benefits brought to aircraft investors from 

inflation. But, as the market recovers and 

airlines fly more frequently, lessors will start to 

regain their power to negotiate when it comes to 

aircraft leases and the effects of inflation will be 

amplified. 

Andy Carlisle, Senior Technical Advisor at ABL 

Aviation, warns that parked aircraft can lose 

value quickly, so investors must be smart to 

invest in aircraft that is most likely to be well-

used.

“The core narrowbodies have the least chance 

of being parked, especially if they are new or in 

the first six to eight years of life. These are the 

most efficient aircraft and will be kept 

operational whilst others are parked or off 

lease,” Carlisle says, adding that widebodies 

and niche aircraft are not as good long-term 

investments or hedges against inflation.

“Nothing in an inflationary environment changes 

the basics of value retention, the most liquid 

aircraft with the most liquid engines will retain 

their value best and will continue to produce 

revenue through the shocks and recessions to 

come. The 737 and A320/321 family are at the 

core and will be a reliable hedge -everything 

else is riskier and demands a higher premium, 

or shorter life, to offset that risk”, he adds.

Michael Weiss, ABL Aviation’s Chief 

Commercial Officer says: “We have seen the 

increased supply of money chasing fewer deals 

and in search of yield which has artificially 

raised the price of aircraft, making deals more 

competitive.”

“Real assets have historically done very well in 

high inflationary environments. They are in 

some senses a safe haven. So, as inflation 

goes up, so do real asset prices, and are 

therefore a good hedge”, Weiss adds.

Figure 3. Lease rates (new aircraft) over time against interest rates. Source: InsightIQ.
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Carlisle says that if long-term inflation returns, 

which has not been seen for two decades now, 

it will have “a profound effect” on the market.

“Over the last 20 years the real price of new 

aircraft has increased below the level of 

inflation, at around one percent per year, so 

aircraft have become cheap,” he says.

“Lease rates per seat are now lower in actual 

dollar terms, than they were 30 years ago - i.e. 

probably halved in real terms. This has 

coincided with a stability of technology where 

there were few improvements to operational 

efficiencies over a period of 20 years until the 

introduction of the Neo/Max into the narrow 

body field,” he said, pointing out that this means 

that the older generation of aircraft had a 

predictable value curve with some small 

variation around a “base value” caused by 

market volatility. 

“If we now get inflation that boosts raw material 

and component prices along with wages, the 

OEMs probably have little room to absorb these 

through efficiencies, especially in the lower 

production environment post-COVID and with 

the accumulated losses of the last two years. 

Allied to this, there will be huge requirements for 

technological investment, for the next 

generation of aircraft that will be required to 

reduce carbon emissions to net zero in many 

parts of the world. New aircraft prices must rise 

and will probably increase faster than inflation 

which may serve to partially preserve the values 

of young used aircraft.”

“High inflation will also bring increasing interest 

rates, both to control inflation and give return to 

capital. This will mitigate against the purchase 

of new aircraft in favour of continuing to use 

older cheaper aircraft”, Carlisle says.

He adds that there will be a period of inflation 

that works well for the asset finance and 

management sector.

“There will be a period where inflation works in 

their favour, where assets can be bought on 

fixed financing and where the residual values 

will remain stable or rise for a period, enhancing 

returns, particularly for new and young assets in 

the first ten years of life. These will be the last to 

suffer from a fall in demand or oversupply 

situation but will require constant expert 

management to time the market insofar as is 

possible.”

Figure 4. Lease rates (10-year-old aircraft) over time against interest rates. Source: InsightIQ.
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Invest in inflation. 

It is the only 
thing going up.

Will Rogers, an American actor and newspaper 

columnist, once said “Invest in inflation. It is the 

only thing going up.” Rogers was referring to the 

Great Depression of the late 1920s and 1930s, but 

the mantra still applies today – inflation has arrived 

but it is not necessarily something investors should 

feel deflated about. Over the years, there have 

been winners and losers in terms of inflation, but 

shrewd investors spend time learning how best to 

adapt to it.
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While it is impossible to say for sure how long 

high inflation levels will last, especially in the era 

of COVID-19, we can learn a lot from previous 

cycles. In the 1970s, the stock market was in 

tatters, losing nearly half of its value over a 20-

month period. Economic growth was sluggish 

and unemployment eventually reached double 

digit levels (5). In response, the American 

central bank tried to stimulate the economy, 

allowing cash to build up in the banking system. 

Although this was intended to reduce 

unemployment, instead it led to hyperinflation. 

The bank eventually had to reverse its policies 

to curb this, and infamously raised interest rates 

to 20 percent, leaving thousands unable to 

afford new homes. The difficult period began in 

1972 and did not end until the early 1980s. 

More recently in 2008, the year of the Global 

Financial Crisis, the average inflation rate was 

nearly double the Fed’s target at 3.8 percent for 

several months, with some months being as 

high as 5.6 and 5.4 percent, the highest rates in 

17 years (6). The period of high inflation 

suddenly came to end, when the numbers 

dipped to a negative rate at the end of the 

2000s.

The question that will be on the minds of 

economists, as well as investors, is how long 

will this latest phase of inflation last for? Jerome 

Powell, Chair of the Federal Reserve, conceded 

to lawmakers on July 19th that the economy was 

experiencing a bigger increase in inflation than 

he initially expected and he was prepared to 

take measures to prevent it continuing long-term 

(7).

“We are experiencing a big uptick in inflation, 

bigger than many expected, bigger certainly 

than I expected, and we are trying to understand 

whether it is something that will pass through 

fairly quickly or whether, in fact, we need to act”, 

Powell said.

The Fed chair believes that inflation has risen to 

uncomfortable levels, but he does not want to 

prematurely cut off recovery while millions of

people remain unemployed as a result of the 

pandemic. On July 19th, U.S. President Joe 

Biden made it clear to Powell that the central 

bank should take any steps deemed necessary 

to combat rising inflation. In the past, we have 

seen governments adopt many methods to 

control inflation, including increasing interest 

rates, and applying wage and price controls.

Avitas’s Senior Vice President Adam Pilarski

indicated in his monthly Airfinance Journal 

column published in July that inflation may be 

here to stay for a while. He cited increased 

expenses that come with addressing climate 

change, and pushing for a carbon-free 

environment. Pilarski also noted that some 

economists believe the reason why we have 

had many years of low inflation was because 

China was developing as an economic giant, 

and was able to provide low-cost labour spurred 

on by globalisation. 

He argued that China is now experiencing a 

shortage of cheap labour, meaning that 

production costs are higher and inflation 

therefore is likely to rise. Economists that ABL 

Aviation have consulted believe that while 

inflation is here, the high inflation rates of the 

1970s and 1980s are not likely to return.

Carlisle notes that even if flight ticket prices rise 

considerably in the next 12 months due to this, 

there probably will not be a fall in demand as 

pent up savings over the pandemic can be used 

for foreign trips. However, he stressed that this 

would only be “a short-term bounce”.

“If real costs go up by only a few percent then 

millions of Indian people will go back to the 

trains and Ryanair passengers will not take one 

of their three holidays. Suddenly there is a 

serious surplus of capacity that has been 

planned around a 5-year stability horizon”, he 

says, highlighting how sensitive propensity to 

travel can be to even small price rises.

Is inflation here for the long term?
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Aviation versus

infrastructure & real estate

Advantages Description

Predictable long-

term values

The long-term value of aircraft is quite easy to predict compared to 

other assets (8), and therefore we can learn a lot from previous 

cycles as to who will be the winners and the losers of high inflation. 

But the downside is that aviation investments tend to be more 

sensitive to economic cycles compared to infrastructure and real 

estate assets.

Attractive and stable 

cashflows

Investing in aircraft can bring attractive, risk-adjusted returns. Lease 

rentals are most often paid monthly, providing regular and stable 

cashflows during tough times.

Diversification It is easy to diversify within the asset class, with different aircraft 

types for different markets, as well as airlines in different parts of the 

world, including in emerging markets. For those not willing to invest 

directly in airlines, they are also able to invest in lessors, banks that 

work in aviation and other asset managers.

Generally higher 

returns 

Aviation investing provides higher returns than property and 

infrastructure (8) due to increased risk.

More liquid Infrastructure and real estate investment values tend to appreciate 

over time, providing a better inflation hedge than aviation. But, due to 

the scale of the asset and heavy regulation around such 

infrastructure investments, it can take longer to sell the assets. Real 

estate is relatively illiquid, too, as it is linked to the strength of the 

local economy, and that can cause delays in selling assets. A unique 

property about transport such as aircraft is that the assets can easily 

be moved around to other countries and jurisdictions, making it more 

liquid that fixed property. 

Aviation can be a sound long-term investment during difficult times. For those who are not familiar 

with the pros and cons of investing in the asset class compared with other real assets such as 

infrastructure and real estate, here are some points of comparison:
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