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The longest-ever US government shutdown has finally ended—at least temporarily—while negotiations continue
over funding of a US-Mexico border wall. While the government will be reopened at least until February 15, the
economic implications of the shutdown and the potential for more disruption ahead has become a source of
concern to many global investors. Stephen Dover, Head of Equities for Franklin Templeton, outlines some
considerations investors should keep in mind.

The US government’s most recent shutdown ended after 35 days, but was still longer than any previous
shutdown in history. We know the reasons why it occurred—President Donald Trump wants $5.7 billion in funds
for a US-Mexico border wall, but Congressional Democrats are loath to grant that sum for this purpose. While the
government has been reopened and furloughed workers will receive back pay, the border issue remains at an
impasse.

The overall impact of the latest shutdown is not as big as the one in 2013, due to differences in its breadth; in
2013, the shutdown covered the entire federal government and affected more services.2

This time around, the shutdown seemed to be managed in a way that minimized the overall impact. One example
of the containment is the Internal Revenue Service (IRS). A large part of the IRS was closed in 2013, but this time,
Congress had directed the payment of tax refunds through a permanent appropriation. In addition, national parks
remained open during the shutdown, whereas they were closed during the 2013 shutdown.

Data Distortion

One area we have seen some near-term impact is with government agencies that regularly release a number of
economic reports. Many statistics that feed investment or financing models have been on hold. For example,
high-frequency economic indicators on gross domestic product, business investment, trade, and housing and
construction from the Bureau of Economic Analysis and the Census Bureau haven’t been available as regularly as
they usually are. That means we could have some data distortion going on even though the shutdown has ended,
which could influence the way economic health is being reported.

We could see some distortion in employment readings, for example, particularly if the shutdown resumes in
February. The 2013 shutdown began October 1 and was resolved by October 17, but the data calendar was
impacted all the way through December. We would be concerned this could lead many to anticipate a recession
is building sooner than the most recent economic data would indicate.

Over the long term, these data disconnects should reconcile, but near term, we could see more uncertainty about
where the US economy stands until a firm spending deal is reached. The markets don’t typically respond
favorably to uncertainty. That being the case, we could see heightened market volatility.


http://us.beyondbullsandbears.com/pdf.php?p=10973#_ftn1

Ripple Effect

Congress had passed a bill to reimburse federal exempt employees for lost wages once the shutdown ends, but
some contractors may not receive back pay at all (meaning there will be a permanent loss to them). Some may
receive their paychecks as normal, depending on their contract. For people living paycheck-to-paycheck, a
shutdown can severely impact their spending ability.

The shutdown has impacted general consumer confidence as well. One confidence survey, the University of
Michigan Consumer Sentiment index, dipped to 90.7 in the January (preliminary reading) from 98.3 in December.

The shutdown raises concerns about the ability of the federal government to function, and it distracts the
government from important issues. The amount of time and effort put into the shutdown and all the negotiations
on this one issue have taken time away from other important issues that potentially impact markets, such as
trade negotiations with China.

Investment Implications

The shutdown has added uncertainty and therefore risk to the markets that is hard to predict. Uncertainty
reduces investor and consumer confidence, and investors should require a greater return to take on that
additional risk—so we could see some risk aversion should this uncertainty linger.

That said, US economic fundamentals remain strong in our view, so we don’t anticipate a US recession this year.
However, another shutdown increases the risk and probability of a near-term recession. A prolonged shutdown
could also increase costs for companies dealing with the impacts which could lower their corporate earnings,
particularly for small businesses who depend on government financing or government workers who consume
their goods and services. The Chairman of the Council of Economic Advisers Kevin Hassett has stated first-quarter
economic growth could amount to zero if the stalemate were to continue.

We think investors should keep in mind that political uncertainty, while impacting consumer confidence, usually
fades away without really impacting structural spending in the longer term. If the previous shutdown in 2013 is
any indication, one can expect the economy to bounce back once government employees receive back pay and
government operations return to normal. However, the longer a shutdown drags on the greater the uncertainty.
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Final Date of Budget Authority Full Day(s) of Gaps Date Gap Terminated
September 30, 1982 1 October 2, 1982

December 17, 1982 3 December 21, 1982

November 10, 1983 3 Movember 14, 1983

September 30, 1984 2 October 3, 1984

October 3, 1984 1 October 5, 1984

October 16, 1986 1 October 18, 1986

December 18, 1987 1 December 20, 1987

October 5, 1990 3 October 9, 1990

November 13, 1995 5 Movember 19,1995
December 15, 1995 21 January 6, 1996

September 30, 2013 16 October 17, 2213

January 20, 2018 3 January 22, 2018 £
February 8, 2018 1 February 9, 2018 IS y
December 22, 2018 35 January 25, 2019 -

Sources: Congressional Funding Service, *Federal Funding Gaps: A Brief Overview,” September 13, 2017; Washington Fost.

Final date is when budget authority expired at the end of date indicated. Full days are counted as beginning after the final day on which
budget authonty was available and ending the day before the gap terminated. Date gap terminated reflects enactment of a continuing
resolution or one or more regular appropriations acts. Some funding gaps did not result in a complete shutdown of government operations
due to both a funding gap’s short duration and an expectation that appropniations would soon be enacted.

The comments, opinions and analyses expressed herein are for informational purposes only and should not be

considered individual investment advice or recommendations to invest in any security or to adopt any investment

strategy. Because market and economic conditions are subject to rapid change, comments, opinions and
analyses are rendered as of the date of the posting and may change without notice. The material is not intended
as a complete analysis of every material fact regarding any country, region, market, industry, investment or

strategy.

This information is intended for US residents only.

CFA® and Chartered Financial Analyst® are trademarks owned by CFA Institute.

To get insights from Franklin Templeton Investments delivered to your inbox, subscribe to the Beyond Bulls &

Bears blog.

For timely investing tidbits, follow us on Twitter @FTI_US and on LinkedIn.

What Are the Risks?

All investments involve risks, including possible loss of principal. Stock prices fluctuate, sometimes
rapidly and dramatically, due to factors affecting individual companies, particular industries or sectors, or general

market conditions.
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1. Source: Committee for a Responsible Federal Budget, “Q&A: Everything You Should Know About Government
Shutdowns,” January 2019.
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