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GOVERNNMENT SHUTDOWN
What Does It Mean?

At midnight on September 30th the government officially shutdown with non-es-
sential staff being furloughed. There has been a lot of fear mongering on both sides
of the aisle as they negotiated, in good faith and bad faith, depending on your per-
spective. In reality, the shutdown is not likely to do much damage to the economy
unless it turns out to be a protracted affair. This isn’'t the first time the government
has shutdown and it surely won’t be the last. The longest government shutdown oc-
curred between December 15, 1995 and January 6, 1996, which lasted about three
weeks. There was a five-day shutdown in November 1995. In the 1980s, government
shutdowns were more frequent but in most cases were shorter in duration.

A government shutdown has never been a disaster to the stock market or the econ-
omy. Deutsche Bank issued a report out that was posted on Zero Hedge that gave
some statistics regarding shutdowns. Deutsche Bank found that during prior seven
shutdowns from 1984 to present, the average loss in the S&P 500 was only 0.2%, the
maximum loss was only 2.4%, and 10 days after the end of the shutdown the index
rebounded 2.1%. It could be different this time, but if history is any guide it could
represent a buying opportunity, especially after the market declined a bit over the
past week.

Current estimates of the economic impact of a shutdown vary depending upon
its duration. Since the wages of federal employees are counted as nominal GDP
output, their furlough has a direct impact on growth. According to Ned Davis Re-
search (NDR), if this shutdown is anything like the 1995-1996 experience, 36%
of federal employees will lose pay during the shutdown. An estimated impact on
nominal GDP would be about $23.1 billion at an annual rate, if government offices
are closed for one week. That is equivalent to subtracting about 0.1% from nomi-
nal GDP growth in the fourth quarter. Hardly a disaster! A one-month shutdown
will reduce GDP proportionately more and would have a more meaningful impact.
However, in prior shutdowns the furloughed employees were paid back wages, and
that would be likely to happen again, offsetting a portion of the decline in GDP.

In our opinion the bigger threat to the markets and economy comes from the debt
ceiling debate that is set to begin in a couple of weeks. If it is anything like it was
in 2011, then we could see a rise in volatility and stress in the markets. The fiscal
uncertainty is a big reason why the Fed did not taper bond purchases. Risks to the
market and economy would definitely rise if the current shutdown persists into the
debt ceiling debate.
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The opinions expressed are those of the Clark Capital Management Group Investment Team. The opinions
referenced are as of the date of publication and are subject to change due to changes in the market or eco-
nomic conditions and may not necessarily come to pass. There is no guarantee of the future performance
of any Clark Capital investment portfolio. Material presented has been derived from sources considered to
be reliable, but the accuracy and completeness cannot be guaranteed. Nothing herein should be construed
as a solicitation, recommendation or an offer to buy, sell or hold any securities, other investments or to
adopt any investment strategy or strategies. For educational use only. This information is not intended to
serve as investment advice. This material is not intended to be relied upon as a forecast or research. The
investment or strategy discussed may not be suitable for all investors. Investors must make their own
decisions based on their specific investment objectives and financial circumstances. Past performance does
not guarantee future results.

Clark Capital Management Group, Inc. is an investment adviser registered with the U.S. Securities and
Exchange Commission. Registration does not imply a certain level of skill or training. More information about
Clark Capital’s advisory services can be found in its Form ADV which is available upon request.

The S&P 500 measures the performance of the 500 leading companies in leading industries of the U.S.
economy, capturing 75% of U.S. equities.

The Dow Jones Industrial Average is a stock market index that shows how 30 large publicly owned compa-
nies based in the U.S. have traded during a standard trading session in the stock market.

The NASDAQ Index is a market-weighted index of all common stocks listed on the NASDAQ exchange.

The MSCI EAFE Index is a free float-adjusted market capitalization index that is designed to measure the
equity market performers of developed markets outside the U.S. and Canada.

The MSCI World Index is a free float-adjusted market capitalization index that is designed to measure global
developed market equity performance.

The MSCI World Index ex. U.S. is a free float-adjusted market capitalization index that is designed to mea-
sure global developed market equity performance excluding the U.S.

The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to
measure equity market performance in the global emerging markets.

The MSCI All Country Europe is a free float-adjusted market capitalization index that is designed to measure
the performance of European equity markets.

The Russell 2000® Index measures the performance of the 2,000 smallest companies in the Russell
3000 Index.

The Russell 3000® Index measures the performance of the 3,000 largest U.S. companies based on total
market capitalization, which represents approximately 98% of the investable U.S. equity market.

The VIX Index is a forward looking index of market risk which shows expectation of volatility over the coming
30 days.

Barclays U.S. Government/Credit Bond Index measures the performance of U.S. dollar denominated U.S.
Treasuries and government-related and investment grade U.S. corporate securities that have a remaining
maturity of greater than one year.

The Barclays U.S. Aggregate Bond Index covers the U.S. investment-grade fixed-rate bond market, includ-
ing government and credit securities, agency mortgage pass-through securities, asset-backed securities
and commercial mortgage-based securities. To qualify for inclusion, a bond or security must have at least
one year to final maturity, and be rated investment grade Baa3 or better, dollar denominated, non-convert-
ible, fixed rate and publicly issued.

The Barclays U.S. Corporate High-Yield Index covers the dollar-denominated, non-investment grade, fixed-
rate, taxable corporate bond market. Securities are classified as high-yield if the middle rating of Moody'’s,
Fitch, and S&P is Ba1/BB+/BB+ or below.

Index returns include the reinvestment of income and dividends. The returns for these unmanaged indexes
do not include any transaction costs, management fees or other costs. It is not possible to make an invest-
ment directly in any index.
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