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Do Rising Rates Spell Trouble for Equipment Spending Ahead?

The recent climb in borrowing rates, in isolation, presents a headwind to capital investment. Equipment
spending, however, should remain strong in light of solid sales, rising profits and elevated spending plans.
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the total return on investment, which is influenced by final demand. Real 2°7 110
final sales are expected to pick up over the coming quarters as household ol
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Financial conditions also remain supportive of business spending. The Fed’s 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18
Senior Loan Officer Opinion Survey shows banks on net easing business
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the Fed began normalization in 2015. Moreover, even as rates have been
rising, spreads have been falling—at least until recently (bottom chart).
Equipment Spending to Slow, but Not Just Because of Rates
While we do not expect rising rates to crush equipment spending, a
slowdown nevertheless appears in store. Higher interest rates will hurt at the
margin, and the initial rebound in commodity-related investment following
the partial recovery in prices is beginning to fade. At the same time, capital
spending plans have wobbled in April as the initial euphoria regarding the
tax plan has faded and trade-war concerns have grown. We anticipate the
tailwinds to win out over the headwinds, but for equipment spending to 0 U
moderate to around a six percent pace later this year. 385 97 89 01 0305 07 08 13 IS W

Source: U.S. Department of Commerce, Federal Reserve System, Moody’s Analytics and Wells Fargo Securities
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