
As October begins, a key 

political development has 
moved squarely into the lime-
light and could affect capital 
markets and volatility for a 
few weeks. For investors, the 
key question is whether it 
merits (i) zero attention, (ii) a 
little attention, or (iii) a heck 
of lot of attention. 

To a certain extent, the 
level of attention depends on 
whether this development is 
important only temporarily or 
has a sizable long-term im-
pact. And naturally, determin-
ing this can be quite difficult. 

I am referring to the politi-
cal feud in Congress be-
tween Republicans and 
Democrats that has resulted 
in a budget impasse. This 
feud is actually about 
healthcare reform, officially 
called the 2010 Affordable 
Care Act, but often nick-
named ‘Obamacare’.  

Aside from the rhetoric and 
finger-pointing, the immedi-
ate impact of not passing the 
2014 Fiscal Budget is a shut-
down of government ser-
vices. This means non-
essential federal government 
employees are furloughed 
without pay. This affects 
about a million workers in 
national parks, museums, 
medical research, etc.. 

The last time the US expe-
rienced a government shut-
down was 17 years ago dur-
ing the Clinton administra-
tion. What was the issue 
back then? Funding of Medi-

care, education, the environ-
ment and public health.  

So what sort of economic 
impact does a shutdown 
have? Clearly, it cannot be 
positive. First, let’s ignore 
any media hype around this 
event and pose a question; is 
the shutdown (a) unprece-
dented, and (b) permanent? 
No in both cases. The US 
has had 17 shutdowns since 
1976 (spanning Ford, Carter,  
Reagan, Bush and Clinton 
administrations) and all con-
tinued until politicians got 
clarity on whether they are 

winning or losing. That’s 
when compromises start.  
Past shutdowns have had a 
small or temporary impact. 

While non-essential gov-
ernment workers (the first  
group to be furloughed) won’t 
be paid but most will continue 
spending by dipping into their 
savings accounts or lines of 
credit. For some, it’s pur-
chases of big ticket discre-
tionary items that will get 
pushed back to a later date. 

So in essence, any nega-
tive consumer spending im-
pact in the short-term will be 
offset by an upward bump in 

spending after the impasse 
ends. So in my analysis, the 
net impact is neutral or just 
slightly negative. 

However, if the shutdown 
were to last a few weeks, it 
could have a negative psy-
chological impact that could 
ripple through the economy 
with cascading effects. But 
even then, the impact would 
be offset over time. 

What really scares people 
is a potential US debt default 
if the debt ceiling isn’t raised 
by the Oct 17th deadline. 
This would have a huge neg-
ative impact on US financial 
credibility and their capital 
markets. But most do not 
believe such an event will 
occur. They feel even hard-
core Tea Party members 
understand the risks and 
won’t let America default. 

More importantly, there is 
broad-based support for ac-
cess to affordable healthcare 
in the US. The current Re-
publican position on this is-
sue could cause a backlash 
in future elections. Plus, the 
public is starting to blame 
Republicans for the current 
government shutdown. 

If politics rests on self-
interest, compromise and a 
dash of sanity, then this cri-
sis should end once every-
one is clear on what they 
might lose. While we will 
watch this unfold with fasci-
nation, the attention it de-
serves is low since it’s im-
pact is likely short–lived.  
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ASI — What we do: 

 

Alternativ Solution Inc. offers 

advice on capital market relat-

ed issues for institutional cli-

ents (pensions, endowments, 

etc.) on an assortment of 

topics from investment strate-

gy, risk management, asset 

allocation and manager review. 

The firm also provides advice 

to Trustees and Boards.   

ASI is focused on the asset 

side of the ledger to assist in 

achieving better investment 

results while seeking to con-

tain risk.  

Mr. Klar is an advisor to a 

Board committee at York 

University’s $1.6 billion pen-

sion plan. 

....Cheers, GMK 
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