
25Fall 2017   LIFT WA MAGAZINE

As most readers know, the Federal Reserve (Fed) finally began 
raising interest rates over the last 18 months. As a banker 
with extensive experience in the aerospace sector, I thought it 
might be beneficial to discuss what the impact of interest rates 
could be on our economy and specifically on Washington’s 
aerospace industry.

It’s prudent to begin any writing about the impact of interest 
rates by starting with the basics as to why the Fed raises and 
lowers interest rates, and what it means.  

It might not be a perfect analogy, but it helps to think of the Fed 
as the security guard of the economy, keeping it in balance. 
Most often, this is done through raising and lowering rates. 
And as we all know, since the economy significantly stumbled 
back in 2008, the Fed rapidly and consistently lowered rates 
to historic levels. The reason it did this was to provide more 
borrowing ability for consumers, which in turn helps propel 
growth and an improved economic picture.

When consumers buy more, the economy grows. As the 
economy grows, the demand for goods often outstrips the 
supply and prices go up, creating inflation. And despite its 
bad reputation, inflation in and of itself is not necessarily a bad 
thing, as it is the by-product of a growing economy. If the Fed 
decides that the economy is growing so fast that demand will 
greatly outpace supply, then it can raise rates, which slows the 
amount of cash entering the economy. This helps ensure the 
truly bad side of inflation is controlled. 

So now, finally, the Federal Reserve is slowly increasing interest 
rates, which brings us to the more pressing question. How 
might this affect you and your aerospace-related business? 

The answer is kind of a good news/bad news situation, 
although I think the good news outweighs the bad. In terms 
of good news, rising rates are a signal that the economy is 
growing and the high demand for air travel will be sustained. 
This increasing air travel is driving high production rates and a 
backlog of aircraft orders. So, as long as the Fed does not raise 
rates too rapidly or too high creating an economic slowdown, 
the aerospace industry should benefit. However, the cost of 
borrowing money is going to increase, so business owners in 
the industry are going to have to take that into account. But to 
my way of thinking, most businesses, if they had to choose, 
would choose more orders for aerospace-related products 
than slightly better loan terms. The other good news/bad news 
for the aerospace industry is that with higher rates and mild 
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inflation, costs (wages and supplies for production) and prices to customers will likely 
increase over time. The higher costs are generally pushed down throughout the supply 
chain which can squeeze margins. The supply chain will need to continue to look for 
efficiencies in order to sustain profit margins.

The key in all of this is patience and taking the long view. It took years for interest rates to 
get to where they are today and we are now seeing a methodical correcting through small 
rate increases. At the end of the day, we have lived with unusually low rates for years and 
a return to a “normal” rate environment is inevitable. The question is really only about the 
increments the Fed will use to get us to that environment. 

All told, the rate environment is changing and the aerospace industry, like the rest of the 
economy, will be affected. But, it is important to note that amidst this period of change, 
Washington remains home to a robust intellectual infrastructure and tenured workforce.   
These valued employees and the businesses they serve will be more in-demand than ever 
as manufacturing rates continue to rise and the demand for moving goods around the 
globe continues to grow.  
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