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Market Insights for Week Ending September 8, 2017 
 

Debt Ceiling “Can” Kicked Down the Road 
 
It was Hurricane Harvey that spurred politicians into action last week. The debt ceiling 
and funding plan was packaged with provisions that provide hurricane relief to those 
suffering from the storm’s devastation. This came just as Florida was bracing for the 
impact of Hurricane Irma. A government shutdown, the likely outcome of failure to pass 
a 2018 budget, would have been a serious problem at a time when states are looking to 

the federal government for much-needed support. And, while Washington averted an imminent fiscal 
crisis, the result could be a steep fiscal cliff in December or early 2018. 
 
HCM believes this will increase political uncertainty toward year-end as Congress must again consider 
increasing the federal borrowing limit and funding the government. We could see this delay and/or a 
reduction in the scope of any potential tax reform and/or infrastructure plans.  Either could create a 
challenge for the markets. 
 

Interest rates around debt-ceiling deadlines, 2017 

 
Sources: Thomson Reuters, September 2017. 
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The chart above shows the difference in yields between U.S. Treasury bills maturing before and after 
two deadlines for the U.S. Congress to lift the debt ceiling. The September maturities line in green is 
calculated by subtracting the yield of T-bills maturing on Sept. 21 from that of T-bills maturing on Oct. 
5. The December maturities line in blue is calculated by subtracting the yield of T-bills maturing on 
Nov. 30 from that of T-bills maturing on Dec. 28. 
 
Last week’s deal raises the statutory debt ceiling and funds the government through Dec. 15, taking 
the risk of a technical default off the table for now.  
 
Why do we care? 
 
HCM sees short-term U.S. Treasury debt as a key barometer of technical default risk. As the chart 
shows, yields on Treasury bills maturing soon after the original late-September deadline fell as these 
T-bills were no longer seen as most vulnerable to default, while rates on T-bills maturing after the new 
December deadline rose, suggesting more risk. 
 
The upshot is a likely fiscal cliff toward year-end as lawmakers again confront the debt limit and 
government funding – without the face-saving element of disaster relief. They also face a range of 
other thorny issues, including addressing residency rights for children who entered the country illegally 
and the controversial funding of a wall on the border with Mexico. Adding to the political storm, 
President Donald Trump sided with Democrats last week on the debt deal despite Republican calls for 
a much longer extension of the debt ceiling and budget (the Swamp is a confusing place). This could 
make the fiscal debate more difficult to resolve the next time around. It could also complicate and 
delay tax cuts or reform, already a potential casualty of a busy legislative calendar. 
 
Political risk has diminished for the moment as we kicked the can down the road a few months.  As a 
result, we expect higher uncertainty as the next deadline approaches in mid-December. 
 
While interest rates remain low and the global economy continues to show strength, HCM continues to 
be fully invested in equities.  While we are long overdue for a 5% - 10% correction, we would look at 
such an event as a chance to increase equity exposure to an overweight allocation. 
 
Weekly Focus – Think About It  
 
"The pessimist complains about the wind. The optimist expects it to change. The leader adjusts the 
sails." - John Maxwell 
 
Market Activity 
 
Performance last week for the four major asset classes were: 
 
 U.S. Stocks – Russell 3000 (IWV) – Loss of 0.67% 
 Developed Foreign Markets (EFA) – Gain of 0.84% 
 Emerging Markets (EEM) – Loss of 0.02% 
 Fixed Income (AGG) – Gain of 0.45% 

 
 (Note: performance is based on the change in net asset value.) 
 
Last Week’s Headlines 
 
The Bureau of Economic Analysis releases a monthly report on the trade deficit for goods, as well as a 
more comprehensive report on the deficit for both goods and services. For July, the goods and 



      September 12, 2017 
       

                                                                                                                                                                                                 

 
Hengehold Capital Management LLC | 513‐598‐5120 | Hengeholdcapital.com 

 

services deficit was $43.7 billion, up $0.1 billion from June. July exports were $194.4 billion, $0.6 
billion less than June exports. July imports were $238.1 billion, $0.4 billion less than June imports. 
Year-to-date, the goods and services deficit increased $27.9 billion, or 9.6%, from the same period in 
2016. Examining the trade balance provides an indication of a country's relative standing in the world 
economy, and affords a comparison of the prices of domestically produced goods and services to 
those produced in other countries. 
 
A survey of the nation's purchasing and supply executives in the latest Non-Manufacturing ISM® 
Report On Business® shows economic activity in the non-manufacturing sector expanded in August 
over July. Business activity, new orders, employment, and prices all increased in August, according to 
the survey. 
 
In the week ended September 2, the advance figure for initial claims for unemployment insurance was 
298,000, an increase of 62,000 from the previous week's revised level. This is the highest level for 
initial claims since April 18, 2015, when it was also 298,000. The advance insured unemployment rate 
remained at 1.4%. The advance number of those receiving unemployment insurance during the week 
ended August 26 was 1,940,000, a decrease of 5,000 from the previous week's revised level. 
 
Eye on the Week Ahead 
 
Hurricane season is certainly upon us, and the financial effects of both hurricanes Harvey and Irma 
have been widespread. Inflation has been running cold and is not likely to pick up significantly. The 
latest inflationary gauges for consumer prices are out next week with reports on the Consumer Price 
Index, the Producer Price Index, and retail sales for August available. 
 
 
Disclaimer 
 
Any tax or other advice contained in this document, including any attachments, is not intended and 
cannot be used for the purpose of avoiding penalties under Internal Revenue Code. No action should 
be taken on any information contained in this message without first consulting with your tax/legal 
advisors regarding the tax/legal consequences for your particular circumstances. 
 
Additional Notes: 
 

 The Standard & Poor’s 500 (S&P 500) is an unmanaged group of securities considered to be 
representative of the stock market in general. 

 Opinions expressed are subject to change without notice and are not intended as investment 
advice or to predict future performance. 

 Past performance does not guarantee future results. 
 You cannot invest directly in an index. 
 Consult your financial professional before making any investment decisions. 
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