
lending to large and middle-market com-
panies (with annual sales of more than 
$50 million) over the past three months 
as those who reported easing terms in 
the same period. According to the sur-
vey, nearly all who reported having eased 
standards or terms on C&I loans cited 
more aggressive competition from other 
banks or non-bank lenders (such as other 
financial intermediaries or the capital 
markets) as a major reason. 

Also illustrating uncertainty, the 
Equipment Leasing and Finance Associ-
ation, in its October report, noted a slight 
improvement in its monthly confidence 
index from 56.9 in September to 58.8 even 
though all the respondents in its industry 
leadership survey characterized the cur-
rent state of the economy as poor or fair. 

While in past years the perceived value 
of the aircraft was one of the key factors 
driving the deal, today it has been eclipsed 
by the creditworthiness of the customer, 

a reversal that is limiting the number of 
financing deals. “Market liquidity has 
returned but with greater focus by inves-
tors on the credit strength of the borrower/
lessee,” said Amalfitano. “Most investors 
are interested in investment-grade compa-
nies or ultra-high-net-worth individuals.”  

Although the lenders claim they are 
willing and in some instances eager to 
provide financing to the “right custom-
ers,” they are now digging deeper than 
ever before into their potential client’s 
finances, and rendering some formerly 
qualified buyers as undesirable risk. 

Said Kirsten Bartok, Hawker Beech-
craft’s v-p for structured finance and cor-
porate development, “We are really seeing 
the precaution being taken in doing a 
thorough credit analysis. Now the intelli-
gent guys who work in the financing busi-
ness are saying, ‘OK, we realize where we 
got burned. Now we need to focus on the 
balance sheets, understanding when [the 
borrower’s] obligations are up, and when 
they roll over because those are the places 
we are going to get hurt.’” 

That increased due diligence has also 
extended the time to complete a sale. 
While some may look back fondly at the 
“boom time” days when an aircraft loan 
was processed in a week, now that time 
frame has expanded to six or eight weeks. 

“I’d say the standards are much higher 
now for a quick closing,” said Sean Lan-
caster, v-p of Washington, D.C.-based bro-
kerage and consultancy Bristol Associates. 
“We find that a lot of banks can’t work to a 
three- to six-week closing period.”  

Cash Is King
Although the lenders might be will-

ing to provide financing under the right 
conditions, more customers than ever are 
going ahead with their purchases without 
borrowing money. Industry sales experts 
have observed a preponderance of cash 
deals, with cash transactions widely 
 considered to account for 75 percent of 
current transactions.  

“Back in the ‘good old days,’ a vast 
majority of our deals were sold and 
financed at the time of purchase. Now 
it’s such a minority I would have to dig 
through my memory banks to tell you 
when the last one was done,” said Joseph 
Carfagna Jr., president of New Jersey-
based aviation services provider Leading 
Edge Aviation Solutions.

“As companies pared expenses and 
conserved cash, we find ourselves compet-
ing against a cash purchase in many cases, 
rather than against another financing 
proposal,” said RBS’ Synborski. While 
the motivation for completing a cash pur-
chase varies from buyer to buyer, brokers 
and dealers identify several themes. 

“A lot of these companies were sit-
ting there with money and they finally 
decided these airplanes are such a good 
price they’re putting their cash in an air-
plane that they need for their business,” 
said Jack Prewitt, founder of Bedford, 
Texas-based aircraft sales brokerage 
Jack Prewitt & Associates. His firm sold 
nearly $300 million worth of business 
jets over the past year, and the 35-year 
aircraft sales veteran reported the fre-
quency of cash transactions was “higher 
than I’ve ever seen it in my life.” Pre-
witt noted that many of those sales were 
to entrepreneurs who were not worry-
ing about financing. “They felt pretty 
safe and I think they are pretty safe. It’s 
pretty hard to make a mistake buying an 
airplane right now. What used to be $17 
or $18 million is now maybe an $8 mil-
lion airplane,” he said.  

Some on the sales side speculate that 
the buyers will refinance the aircraft after 
the purchase based on discussions with 
their customers. “I think many of those 
buyers don’t finance it at the time of the 
purchase [because] the approvals just have 
taken too long or buyers believe that get-
ting any sort of approval for financing is 
going to slow a deal down or perhaps kill 
it at the last minute,” Carfagna told AIN. 

Yet, according to many in the financial 
industry, those post-purchase financing 
instances still make up a small percent-
age of the lending transactions they are 
currently conducting. “Clients who pay 
cash tend to remain, until a future event 
may cause them to relook at their deci-
sion at a time when they may need that 
cash for alternative investments in their 
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Lenders ‘reset’ expectations 
for a predicted slow recovery
by Curt Epstein

While the business aviation indus-
try looks toward clearer skies, buoyed by 
recently reported increases in flight hours 
and predictions of future aircraft pur-
chases, the current economic climate for 
the industry remains challenging after two 
years of downturn, and this is reflected in 
the current state of aviation finance. 

Fewer lenders now are willing to offer 
financing to the business aviation mar-
ket than before the economic meltdown 
began in 2008. The recession–the worst 
economic reversal in America since World 
War II–lasted 18 months, according to a 
recent report from the National Bureau 
of Economic Research (NBER) that iden-
tified June last year as the bottom of the 
trough. The NBER in its report cautioned 
that “economic activity is typically below 
normal in the early phases of an expan-
sion, and it sometimes remains so, well 
into the expansion.” That certainly seems 
to be the case more than a year later.

“The earnings reports suggest the 
recession has ended, but it is a jobless 
recovery, which fuels lack of confidence,” 
said Donald Synborski, managing direc-
tor of RBS Asset Finance. In mid-October 
he told AIN, “In the last two-and-a-half  
months we have seen significant pick-
up in our activity level, but I can’t state 
with conviction that the activity level is 
sufficient to jump-start 2011. Until con-
fidence returns–which I believe will be a 
function of job creation–I suspect growth 
will remain at lower levels.”

Department of Labor statistics found 

the national unemployment rate for 
October to have topped 9.5 percent for 
the 14th consecutive month–the longest 
such stretch since the Great Depression–
while the most recent outlook from the 
National Association of Business Eco-
nomics revised its prediction of 2010 
gross domestic product growth down 
from 3.2 percent in May to 2.6 percent 
and forecast the same rate of advance for 
next year. “Confidence in the expansion’s 
durability is intact, but recent economic 
weakness has prompted many panelists 
to scale back expectations for the year 
ahead,” said Richard Wobbekind, the 
association’s president-elect. 

Against this backdrop, industry fore-
casters expect this year’s tally of new 
business aircraft deliveries to be the low-
est since 2004. Engine and avionics man-
ufacturer Honeywell, in its 19th annual 
business aviation forecast (released at 
October’s NBAA Convention) predicts 
deliveries of between 675 and 700 new 
business jets this year–approximately 
half of 2008’s peak output–followed by 
another year of fewer than 700 deliver-
ies in 2011 before output climbs in 2012. 

“The cycle in the business aviation 
market lags the general economy by six to 
12 months in a strong recovery cycle, but 
it’s 12 to 18 months in a weak cycle like 
we have now,” said Michael Amalfitano, 
managing director and executive head 
of corporate aircraft finance at Bank 
of America. “One sign we have seen is 
that inventories of aircraft for sale have 
started to come down from an all-time 
high in the fourth quarter of 2008.” 

The available inventory of more than 
4,000 used turbine aircraft represents 
approximately 14 percent of the jets and 
turboprops in operation, according to 
industry data provider JetNet. “We’ve seen 

used inventory drop slightly [recently], but 
it’s at a painfully slow rate, so there is a sig-
nificant number of aircraft out there,” said 
Rob Wilson, president of Honeywell’s 
business and general aviation division and 
current chairman of the General Aviation 
Manufacturers Association. 

That bloated inventory, particularly 
among older aircraft, has served to lower 
values. According to a recent J.P. Mor-
gan report, used jet prices are at levels 
not seen since 1997. That decline of val-
ues is one of the key factors influencing 
the availability of aircraft financing, par-
ticularly among older equipment. (See 
the pre-owned aircraft report on page 40.)

the ‘Good old Days’
For the corporate aircraft finance 

industry, that recent volatility in the 
 market has led to a much more conser-
vative approach than was seen during the 
market’s frothy heyday in 2007-2008, when 
“if you had a phone, you got a loan.” 

“At the height of the market it was 
almost like a feeding frenzy,” said Mary 
Schwartz, Citibank’s global head of air-
craft finance and president of the National 
Aircraft Finance Association. “The banks 
could not get enough of this product. 
They were dying to [provide financing] 
and just about any big bank would do it; 
even the regional banks were in there.”

That eagerness led some financial 
institutions to stray from their conser-
vative lending practices, fueled by the 
seemingly unassailable values the aircraft 
offered. “Basically, the amount of capi-
tal chasing that individual deal was just 
off the charts,” said David Labrozzi, pres-
ident of GE Commercial Finance’s cor-
porate aircraft division. “We had entrants 
come into this industry in the last several 
years to ride the waves, because the values 
would never drop, and clearly I think the 
industry learned a lesson.”

When aircraft values plunged, in some 
cases by more than 70 percent, many 
buyers who had borrowed 100 percent 
(or more) of the purchase price of the 
aircraft found themselves underwater. 
Numerous customers found themselves 
unable to maintain their payments or 
even properly maintain their aircraft. 

Some owners simply parked their air-
craft and walked away. According to 

JetNet, between 2008 and 2009, the num-
ber of aircraft repossessions leaped from 
62 jets and 11 turboprops in 2008 to 114 
jets and 39 turboprops last year, and 
some lenders suddenly found their port-
folios clogged with overvalued aircraft. 

“That caused everyone to step back and 
say ‘What should this market really look 
like?’” said Labrozzi, speaking at the Cor-
porate Aircraft Transactions seminar in 
New York City this past summer. “What is 
the cost of capital? What is prudent from a 
typical lender-client relationship?” 

In the aftermath, many of the institu-
tions that had plunged so boldly into the 
fray retreated from the aircraft finance 
market, in many cases licking their finan-
cial wounds. “It seems to be that a lot 
of banks were even doing some foolish 
deals,” noted Schwartz. “They were going 
out there and if the client wanted money, 
the client was dictating the terms and the 
banks would just sign up and do it. That 
really hurt the banks.” 

the new normal
Lenders that remain active in the mar-

ket are using the term “reset” to define 
their return to business models that occa-
sionally became distorted during the 
boom times of 2007 and 2008. “I believe 
the last two years have caused everyone 
in the industry to look carefully at what 
has occurred to determine how best to 
manage their businesses in the future,” 
said Synborski of RBS. “Valuations were 
reset to levels seen years ago, new busi-
ness activity slowed considerably, causing 
lenders and lessors to reset their volume 
goals, and many reset their procedures, 
credit expectations and structural com-
ponents of their business.” 

For buyers, that “reset” has meant sig-
nificant changes in how and if financing 
is approved by the dozen or so remaining 
lenders, in addition to those banks that 
will still occasionally provide “relation-
ship-based” aircraft financing to their 
own customers. 

A mid-year report by the Federal 
Reserve Bank showed that uncertainty 
remains in the lending market. In a  survey 
of senior bank loan officers, nearly as 
many of the 57 U.S. banks responding 
said they had somewhat tightened terms 
of commercial and industrial (C&I) 
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Exlm Picking Up Steam

With the trend of international sales of 
business aircraft increasing,  governmental 
export credit agencies (ECAs) from air-
craft-producing nations are a growing 
source of financing. France has Coface, the 
 Compagnie Française d’Assurance pour le 
Commerce Exterieur, Brazil’s is known as 
BNDES, and Canada has the EDC or Ex-
port Development Canada. These agen-
cies, along with the U.S. Export-Import 
Bank (ExIm), last year provided funding for  
billions of dollars in commercial and gener-
al aviation aircraft purchases. 

According to an ExIm spokesper-
son, the agency’s mission as the official 
 export-credit agency of the U.S. is “to help 
increase export sales that create and sustain 
jobs at U.S. companies, including those in 
the aviation industry.” While ExIm has tradi-
tionally been involved in commercial aircraft 
transactions, it became involved in business 
aviation during the recent downturn when 
traditional business aviation financing be-
came difficult to secure. 

Last year the agency financed approxi-
mately $800 million in business aircarft sales 
for U.S. airframers, or approximately 5 percent 
of the total export-credit aircraft transactions. 

According to Jens Hennig, v-p of oper-
ations at the General Aviation Manufactur-
ers Association, the agency has taken steps 
to expand its relationship with the business 
aviation manufacturers. Early this year, the 
ExIm designated individuals within the of-
fice to specifically handle transactions from 
Cessna, Hawker Beechcraft, Gulfstream and 
Learjet. “What ExIm has identified for each 
one of the manufacturers is an entry point 
into the bank, so they have someone on 
staff within U.S. ExIm who knows how to 
work with [the OEMs] and understands the 
system,” Hennig told AIN. 

In another sign of increased interest, 
ExIm’s chairman and president, Fred Ho-
chberg, made a trip to Wichita in August. 
During his visit, Hochberg met with the 
Wichita airframers to discuss their  specific 
issues and the opportunities for ExIm to 
work more directly with them. “It will take 
time for ExIm to get as familiar with busi-
ness aircraft as it is with commercial aircraft 
but it is committed, [and is] doing a great 
job,” said Kirsten Bartok, Hawker Beech-
craft’s vice president for structured finance 
and corporate development.  

The ECAs operate under the Aircraft Sec-
tor Understanding (ASU), a framework cre-
ated by the multinational Organization for 
Economic Cooperation and Development. 
The ASU aims to enhance the predictability 
and transparency of official support measures 
among aircraft-producing nations and “foster 
competition among exporters based on quali-
ty and the price of goods and services, rather 
than on the official support involved, thereby 
avoiding a  ‘subsidy race’ among the govern-
ment-supported export credit agencies.” The 
ASU is currently being renegotiated and talks 
are expected to conclude by year-end.   –C.E.

	 Continues on next page u 
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The Cost of Financing (2001-2010) 
Fluctuations in interest rates influence aircraft finance rates, 
although not necessarily in a direct one-to-one relationship.

Note 1: Lenders base aviation loan and lease rates on a number of indices. The prime rate, which has been unchanged since Dec. 16, 2008, is often 
the basis for relatively simple domestic loans and one of the several London Interbank Offered Rates (Libor) for the more complex domestic and 
international loans. Variable-rate loans are often indexed to the prime rate or a Libor rate, while fixed-rate loans are often based on the five- or 
10-year U.S. Treasury note rates or the Libor swap rate. The “spread” is the difference in the index rate and the rate charged the client and varies 
with the lender’s estimated risk of the loan.

Note 2: Rates plotted are for the first day of each quarter.
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business,” said Amalfitano.   “That said, 
we are seeing some select [wealthy] indi-
vidual clients simply pay cash by using 
their liquidity margin account to close 
the deal short term and then use more 
time to determine whether it makes sense 
to monetize the asset long term.”

old Airplanes never Die, they Just Fade Away
Even for well qualified customers, the 

choice of aircraft can mean the differ-
ence between receiving financing or not. 
Lenders in many cases are now avoid-
ing transactions on older aircraft, where 
the values have declined significantly and 
their rebound is uncertain at best. 

“There is a huge strata effect to the 
lenders’ appetite change with respect 
to aging aircraft, and it will be interest-
ing to see [how prices] of older airplanes 
recover as a result of the lack of appetite 
for loaning money on a 20-year-old or 
older airplane,” said Jay Mesinger, CEO 
of Colorado-based J. Mesinger Corpo-
rate Jet Sales. His firm recently handled 
the sale of a Challenger 601-3A with 
6,000 flight hours and recent engine over-
hauls. Despite inquiries from several qual-
ified buyers, no lenders were interested in 
financing the 21-year-old aircraft, which 
finally sold in October in a cash transac-
tion to an international buyer. 

While most prudent lenders had rules 
about the ages of aircraft they would 
consider financing before the downturn, 
some have modified them further in light 
of the recent drop in used aircraft val-
ues. “A general rule of thumb we use 
has been the Rule of 25, which has now 
become the Rule of 20, meaning we gen-
erally will not offer financing if  the sum 
of the age of the aircraft plus the term 
of the financing is greater than 20,” Bank 
of America’s Amalfitano told AIN. “In 
general it is harder to find financing for 
older models, which I believe is because 
of the high inventory and resulting lower 
asking prices on newer models. Older 
aircraft have been slower to recover in 

pricing than in previous recoveries, while 
aircraft less than 10 years old have recov-
ered at a higher level.” 

While those depressed older aircraft 
prices may present an attractive opportu-
nity for some buyers in the current finan-
cial climate, many lenders cast a jaundiced 
eye on those who are seeking financing 
for them. “In my opinion, the larger the 
revenue base, the stronger the balance 
sheet; those individuals tend to buy big-
ger, longer-range, newer airplanes,” said 
GE’s Labrozzi, who believes that smaller, 
older airplanes tend to be the purview of 
smaller companies with less capital. 

Those “more attractive” companies 
and individuals are also finding them-
selves in a position to take advantage of 
the depressed market values to  perhaps 
“up their sights” in terms of aircraft 
purchases. “The people who were buy-
ing GIVs are now buying GIV-SPs, the 
GIV-SP buyers are now buying GVs and 
the GV buyers are now buying new,” 
explained Michael Mikolay, executive 
vice president of Connecticut-based bro-
kerage Guardian Jet. “The market really 
switched where you can get more bang 
for your buck, so to speak, and people 
are shying away from the older stuff.” As 
for the older aircraft segment, “I really 
don’t see that as being even a market, it’s 
really something that is just stagnant,” 
he said. For most lenders the current 
apparent aircraft age cut-off for financ-
ing  consideration is around 15 years, and 
though some lenders say they will still 
finance an aircraft 20 years or older for 
the “right customer,” those terms have 
changed with a higher down payment 
and shorter loan maturity. 

the new terms
Some lenders that are reporting 

increased business dispute the general 
perception that there is still little financ-
ing liquidity in the market. “The lend-
ers all say that publicly,” industry analyst 
Brian Foley told AIN, “yet at the same 
time when you go to a broker meeting or 

conference, [attendees] are standing up 
giving stories of their clients not being 
able to get financing.”

“They’re both right, and the truth is 
somewhere in between,” he continued. 
“There is financing out there, but it’s only 
for good credits buying approved air-
planes.” Indeed, for those customers who 
want financing, and who pass muster, it is 
a good time to be looking.  

“If  you are willing to go through the 
process, there’s money, and it’s at good 
rates,” said Mesinger. “If  you can qual-
ify both from a credit standpoint and 
from an equipment-worthiness stand-
point, you are going to find some great 
borrowing opportunities.”  

Some lenders have noted a tightening in 
the spreads as lenders compete for limited 
deal activity. “For better credits we’re see-
ing rates tracking closely to those for other 
secured debt, plus or minus a few basis 
points,” noted Michael Swartz, managing 
director for lease advisory and syndication 
at Key National Finance. “Pricing is fairly 
aggressive on this end of the market.”  

In addition to the quality of the bor-
rowers lenders are accepting, the market 
has also become more conservative about 
the terms it is offering. “Most lenders 
have realized the imprudence of 20-year 
amortizations combined with little to 
nothing down for an average borrower,” 
said Allen Qualey, president of 1st Source 
Bank’s specialty financing group. “Ten to 
fifteen years with 20 percent down has 
become more widely accepted today.” 
Some see the required increase in down 
payment or requirement for customers to 
put some “skin in the game” as a hurdle 
the industry will have to face before it can 
return to its peak years of 2007 and 2008. 
“Those were the days of zero percent 
down and 115-percent loan to value at 
very low interest rates, and today and in 
the foreseeable future that’s not going to 
be the case any more,” said Foley. “Tak-
ing that away, we lose a whole layer of 
potential customers who can’t afford to 
get in by putting 15 percent down.”  

With aircraft sales currently predicted 
to begin climbing toward the end of next 
year and beyond, many in the industry 
believe that the availability of financ-
ing will be a key factor in sustaining any 
industry growth. Given the present status 
of credit availability, some fear this could 
be a drag on the industry’s recovery. 

“The lenders are right when they say 
[responsibility for] this problem–and 
solving this problem–isn’t just theirs,” 
said Mesinger, who is also a member of 
NBAA’s board of directors. “The borrow-
ers have to create some new habits and 
expectations that are reasonable as well. 
They can’t expect to borrow 100 percent 
of what they paid; they need to borrow a 
reasonable amount based on evaluations 
set by a couple of different valuation com-
panies. They need to expect that the terms 
around non-recourse debt are going to be 
more stringent. They need to accept that 
the percentage they are going to put down 
might be greater. This is not just the lend-
ers’ problem to solve; the borrowers have 
to forget those recent habits too.”  o
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A Glance into the Crystal Ball

When the business aviation market will 
recover is the key question in the indus-
try right now. Prompted by the sluggish 
and  erratic pace of anything resembling an 
 economic recovery, several prognosticators 
recently have revised their forecasts further 
to the right.  Leaders of the finance industry 
believe several factors will need to be satis-
fied before aircraft sales can approach pre-
downturn levels:

David Labrozzi, GE Finance: “The 
business jet market is improving but still 
has a long way to go. The market is  cyclical 
and highly correlated to corporate profits, 
which are improving, albeit slowly. Used 
 aircraft supply is trending down in part 
due to demand picking up. However, new 
 aircraft orders and deliveries are substan-
tially off their peak and the market recovery 
will likely be slow and gradual.”

Michael Amalfitano, Bank of Ameri-
ca: “We view 2010 as a stabilizing year after 
the market contraction of 2008 and 2009. 
Our best estimate of when we can  expect 
the recovery in the business jet market to 
gain momentum is the second half of 2011, 
based on the assumption that the recovery 
has not stalled and that economic growth 
will gain momentum and increase in 2011. 
It is important to note that the recovery of 
the business jet market will be  bifurcated 
between pre-owned inventory sales and 
new aircraft orders. Current pre-owned 
 inventory levels of 15 percent equate to a 
two-year-plus supply. We cannot expect 
new sales to recover to 2008 levels until 
pre-owned  inventories decline to approxi-
mately 10 percent. If this decline commenc-
es in 2011, we project new sales to recover 
to 2008 levels by 2013-2014.”

Mary Schwartz, Citibank: “The econ-
omy needs to improve before we see any 
 substantial improvement in the market. 
Once we see things turning around, the new-
er  pre-owned airplanes will sell before the old 
ones. That will probably take some time.”

Allen Qualey, 1st Source Bank: “We 
don’t see much increase in the sale of new 
aircraft for at least two years, given both the 
political uncertainty and the lack of confi-
dence in the economy. We expect to see a 
rebound first in the sale of used aircraft, and 
when the supply decreases sufficiently that 
will be followed by an uptick in new orders.”

Donald Synborski, RBS Asset Fi-
nance: “With respect to trends, I don’t believe 
we will see valuations return to pre-2008 lev-
els for current inventory, but inventory has 
slowly dropped. The speed of recovery to 
more normal inventory levels will hinge on 
economic growth. If we see slow growth in 
2011, I suspect volume will look similar to 
2010 from our perspective and inventory lev-
els will remain elevated above normal. Inter-
est rates must remain low and I believe they 
will for growth to accelerate.” 

Robert Kent, Scope Aircraft Finance: “I 
believe transaction volume will increase as the 
economy picks up.  There will be a bulge at the 
end of this year due to bonus depreciation.” n

Is the Recession Really over?
For one take on the answer, R. Randall Padfield interviewed Dr. James West,  
a professor and chairman of the Department of Economics and Business at  
Moravian College in Bethlehem, Pa. Dr. West is a long-time student of the role  
of financial markets in national and international economic development and  
issues in international management.

by R. Randall Padfield

Is the recession really over?
The recession, according to the 

National Bureau of Economic 
Research, lasted from December 2007 
to June 2009. However, we have not seen 
the level of growth we usually see in a 
recovery. The banks are holding back 
lending. Large corporations are holding 
back investments. Business confidence is 
just not there.

With short-term interest rates near 
zero, the fear today is deflation. We may 
be in a situation that Keynes called a 
“liquidity trap.” The Federal Reserve, 
with a massive security-buying initiative 
known as Quantitative Easing, is now 
deliberately trying to create inflation, 
with the goal of getting consumers and 
investors to buy and invest now before 
prices go up.

What is a liquidity trap?
It’s what ensnares the economy when 

the Federal Reserve’s main monetary 
weapon–increasing the money supply 
to drive down interest rates–is no   longer 
effective because the demand for money 
is horizontal or perfectly elastic. This 
hoarding of cash means that further 
injections of money into the  economy 
will not further reduce interest rates. It is 
hoped that creating inflation will effec-
tively bring real interest rates  
below zero.

Despite the concerns of a  liquidity 
trap the Fed is buying government 
 securities, inserting some $600 billion 
into the financial system and trying to 
spur banks to finance more domestic 
loans and  refinance mortgages. 

This “easy money” policy, combined 
with record fiscal deficits, is creating a 
weak dollar internationally and giving 
rise to fears of  longer-term unchecked 
inflation as well as a perception of 
a “competitive devaluation” policy, 
where we seek an export advantage 
over our global competitors. This  
could lead to currency or trade wars 
and the prospect that big creditors, 
such as China, would dump some of 
the nearly $900 billion in U.S. Treasury 
assets that it holds.

Did the Troubled Asset  
Relief Program (Tarp) and  
company bailouts work as expected?

The Tarp had several phases,  
and I believe the initial funds saved  
the  financial sector when our  
monetary  system was threatened with 
a meltdown. The federal government 
has a  constitutional responsibility  
to  maintain the currency system of  

the  country. I think it was perfectly  
legitimate for the government to  
step in with Tarp and provide  capital 
and liquidity to save the financial 
 sector. Most of  that first Tarp money 
has been repaid with some profit to  
the government.

The bailout money for the automo-
bile  manufacturers and other non-bank 
businesses is more problematic. Bailouts 
of that sort create a “moral hazard”  
in that the government sets a  
precedent that it will bail out big 
 business. Interestingly, 
Ford Motors, a  
non-recipient of  bailout 
funds, just posted a $1.2 
billion profit while GM 
and Chrysler, which 
received funds, are 
still struggling at the 
 taxpayers’ expense. If  
Ford could do it, why 
couldn’t the others? 

How well did the  
$834 million stimulus 
package work?

The stimulus money 
was used for a wide  
variety of  programs, 
including tax rebates, to 
support unemployment 
insurance, for Medicaid and so on.  
The money was not necessarily 
wasted, but unlike the Tarp money  
it’s not being paid back. It has not  
created as many “shovel-ready jobs” 
as President Obama said he expected 
it would. And the 99-week unemploy-
ment compensation may have even 
set up some disincentive to reducing 
unemployment.

Some people argue that the  
stimulus worked well, others say  
“not so much.” Economists are split. 
This is a  “counter-factual argument,”  
in which you can’t know the facts  
about something that you didn’t do. 
What would have happened if  there  
had not been a stimulus package?  
We can’t really say. It did give  
 immediate relief  to a lot of people,  
but the long-term effects of the  
deficit, the moral  hazards and the 
employment  disincentive are also real 
problems to be faced. 

However, the $834 million  
 stimulus package is “spilt milk.”  
The question now is, should the 
 government launch another stimulus? 
The recent congressional election seems 
to signal a clear “no” in the minds of 
the majority of voters.

Speaking of the election…  
Unemployment was certainly the  
big issue. What does create jobs?

Economic theory tells us clearly that 
entrepreneurs create jobs and  profitable 
businesses sustain jobs. Government 
spending can shift jobs from the  private 
sector to the public sector, but in the 
long run cannot sustain these jobs, 
 without taxes, and therefore create new 
employment in the country. While there 
are many important things government 
must do, creating an environment for 
 private job creation, rather than direct 
job  creation, is the economic task of  
the government.

What about President Franklin 
 Roosevelt’s New Deal? Didn’t that  
work to bring the country out of  
the Great Depression?

The New Deal  policies created new 
jobs and immediate relief for a lot of 
people. But at that time there was no 
unemployment insurance, no Social 

Security, no FDIC [Fed-
eral Deposit Insurance 
Corporation] protect-
ing bank savings, no wel-
fare net at all in those 
days.  Society is a lot differ-
ent now. While we should 
learn lessons from the past, 
present  circumstances are 
unique, our knowledge 
is greater, and  applying 
the same controversial 
 remedies is not likely to be 
the answer. Even with the 
New Deal, it took World 
War II to  provide the ulti-
mate spending increase 
that brought the U.S. econ-
omy out of the Great 
Depression. No one would 

hope for something like that now. 
Famed  economist Milton Friedman 

made a  convincing case that monetary 
 deflation in the 1930s was the leading 
cause of the Depression. Today again, 
deflation is the likely culprit, and while 
the Fed can create the initial reserves for 
 monetary  expansion, it is business bor-
rowing and investment,  
not consumption, that must lead  
the way out. Creating a positive  
environment for business investment is 
the key today, and may well have been 
the key in the 1930s, although again that 
is another counter-factual argument. 
That’s not what happened then.

What other economic  
factors are different now? 

The efficacy of fiscal policies today is 
also a different story in that we already 
have a gross debt of $13  trillion and a 
budget deficit of $1.3  trillion or more. 
A fiscal stimulus would come either 
from raising taxes or deficit  spending. 
The first has drawbacks  during a 
 recessionary period, while the second 
would  further weaken the dollar and 
the potential for setting up inflationary 
pressures. Even if  these fiscal  policies 
could work, we don’t have quite the 

 latitude we had with deficit spending 
during the Great Depression years. 

Likewise, extending unemploy-
ment compensation can have a negative 
impact on job skills. Two years out of 
the job market is a long time in  
today’s rapidly changing technology 
environment. Also, stimulus money that 
is used to support above-market wages 
stipulated in union contracts makes 
it difficult for companies to remake 
their business models to cope with 
globalization. 

What needs to happen to get the  
U.S. genuinely out of the recession?

Movement by the business sector.  
This requires confidence and financing. 
Businesses have to be willing to invest and 
expand. They need to be able to get financ-
ing and be confident their high-value  
capital expenditures, such as in buildings, 
equipment and, yes, aircraft, will be  
justified. Also, strength needs to return to 
the housing market, where credit-worthy 
borrowers have long-term confidence in  
the job market.

Is there any hope?
There’s always hope. I’m  optimistic 

looking globally and locally. A lot of 
U.S.  companies are keeping or tak-
ing their  dollars overseas. The high 
 regulatory  environment and tax rates 
are sending them there. Capital is very 
mobile. Companies can  easily move 
money, and while we should not shun 
globalization realities, like outsourc-
ing, the right sort of policies will bring 
a lot of money, manufacturing and jobs 
back to the U.S. This country is still one 
of the best, if  not the best, places in the 
world to live, work and do business. 

With interest rates so low, a lot of 
people have been able to refinance their 
houses, giving them more  disposable 
income. They have also paid down 
debt and increased savings. Eventually, 
strength will return to the housing and 
consumer goods markets. 

Current increase in the GDP [gross 
domestic product] is about 1 to 1.5 
 percent, but next year it could be about  
3 percent.

What should Joe the  
Plumber do with his 401K?

The stock market has seen some  
good rallies this year. Pessimism after  
the 2008 crash was overdone. There’s 
a lot of  interest in dividend-pay-
ing stocks. If  interest rates rise due to 
 inflation there will likely be some pain 
in the bond  market. Commodity prices 
have gone up. Some people say gold 
could go as high as $3,000 an ounce, 
but if  we move toward a recovery that 
will moderate. 

As always, Joe the Plumber should try 
to buy low and sell high. That’s the most 
specific my advice gets. The wisdom  
of the ages is for Joe to make sound 
investments based on fundamental  
analysis and sit tight. I believe over the 
next two to five years we’ll see a good 
appreciation in stock values.  o

uContinued from preceding page

Professor James West explains 
that available financing holds the 
key to a true recovery.

The crude oil price in dollars per barrel (green plot line) is the WTI Cushing price of West Texas Intermediate crude oil delivered to Cushing, Okla.  
Source: Energy Information Administration
The jet-A fuel price in dollars per gallon (red plot line) is the average of the spot prices of jet-A delivered from the three largest refineries in the U.S. 
(New York Harbor, U.S. Gulf Coast and Los Angeles). Prices at the pump will vary by transportation costs, FBO mark-up and other factors.  
Source: AML Global

The Cost of Crude Oil and Jet-A Fuel (2001-2010)
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