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We believe in the old saying: a picture is worth a thousand words.  

Here, we aim to recap recent market action and provide some  

perspective to investors.  
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EXAMINING THE MARKET AND ECONOMIC IMPACT OF A GOVERNMENT SHUTDOWN 

Though the stock market has held up fairly well in the face of weak Fall seasonality and other headwinds, it looks increasingly 
likely that a government shutdown will be added to the wall of worry in the coming weeks. As our partners at Strategas wrote 
earlier this month: “Though a deal to avoid breaching the debt ceiling this year was ultimately agreed upon, it did little to 
alleviate broader fiscal concerns in the US… we are setting up for a budget fight when Congress returns from recess in 
September and there is an increasing likelihood that we will see a government shutdown on October 1.” 

Levels of government spending relative to the size of the national debt are at the heart of the issue, just as they were for the 
debt ceiling debate earlier this year (though items like Ukraine aid and border control spending are adding to tensions). The 
economic impact of a shutdown is likely to be far less severe, however (one reason shutdowns are used more frequently as 
political tools). Goldman Sachs writes that while a failure to raise the debt limit would have left the government with authority 
to spend but insufficient funds to do so (forcing the Treasury to eliminate the budget deficit and almost surely cause a 
recession), “under a shutdown, the government would have the funds but no authority to spend them. Since the rules for 
spending under a shutdown are clear, the economic hit is more predictable.” 

More predictable, and also more limited in scope. Strategas notes that 
while shutdowns are uncomfortable for policymakers and cause a 
large inconvenience to federal workers, “shutdowns are timing 
differences and have little impact on GDP. In fact, each of the last 
six shutdowns occurred in quarters with positive GDP. At most, 
we could see a 0.2% of GDP change in Oct., which is mostly recouped 
in Nov. and Dec. as retroactive pay is implemented.” And while the 
most recent shutdown was historically long, the average duration of a 
shutdown/funding gap going back to 1977 is just 8 days – not enough 
time to do too much damage. Similarly, shutdowns are non-events for 
the stock market. For all six major shutdowns since 1990, the S&P 
500 was higher six months f rom the onset every single time, 
averaging a ~14% return over the period.  

Shutdowns may not be particularly important to economic growth or stock performance, but timing could be an interesting 
wrinkle as it relates to interest rates and monetary policy. The Federal Reserve depends on economic data collected by 
government agencies to make monetary policy decisions. If the government is shuttered, that data won’t be collected or 
reported at a critical policymaking juncture for the (vocally data-driven) Fed. This is where the length of the shutdown 
will matter. Shut down for a few days, and nothing really changes. Shut down for 3-4 weeks, and some critical data could go 
uncollected. Ultimately, we believe this would increase the odds that rates wouldn’t be raised in November – despite the Fed 
explicitly signaling that they want to hike one f inal time in 2023. The stakes would simply be too high to f ly blind.  

While a shutdown is not guaranteed (we’ve only had 6 in the last 33 years, with several avoided at the last minute), elements 
for one are all present – fiscal spending disagreements compounded by a testy debt ceiling debate, a desperately thin House 
majority, and additional hot-button issues like border spending. Luckily, shutdowns have not been drivers of economic 
slowdown or stock market weakness in the past, and therefore should not be a factor in long-term financial planning. 
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https://www.bairdwealth.com/insights/wealth-management-perspectives/2023/08/government-shutdown-in-october-possible-given-budget-fights/
https://www.bairdwealth.com/insights/wealth-management-perspectives/2023/08/government-shutdown-in-october-possible-given-budget-fights/
https://www.federalreserve.gov/mediacenter/files/FOMCpresconf20230920.pdf
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Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here ref lect our judgment at this date and are subject to change. The information has been obtained f rom sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.  

This report does not take into account the specific investment objectives, financial situation, or need of any particular client 

and may not be suitable for all types of investors. Recipients should not consider the contents of this report as a single 

factor in making an investment decision. Additional fundamental and other analyses would be required to make an 

investment decision about any individual security identif ied in this report.  

 
For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the 

investments carry material differences in how they are structured and how they are valued.  Both carry unique risks that the 
other may not. 

 

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 

investments carry some level of risk, including loss of  principal. An investment cannot be made directly in an index.  

 
Copyright 2023 Robert W. Baird & Co. Incorporated.  

 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which Robert 

W. Baird Limited holds an ISD passport. 

 
This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 
classif ied as objective.   

 

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   
 


