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The news hasn’t been able to say enough about the 

“government shutdown.”  It has been the headline story 

in many papers and the lead story on many evening 

newscasts. To say that the government was shut down  

is something of a misnomer.  It was actually a quarter of 

the government, consisting of about 800,000 employees. 

The federal government, in large part, gets funded 

through appropriations determined by the Congress.  

Not all agencies of the government are funded for  

the current fiscal year; some are operating under 

temporary extensions. Those under temporary  

funding were impacted. 

Those federal employees who were affected fell into two 

groups; those who continued to work with deferred pay 

and those who were actually furloughed. This includes 

approximately 380,000 federal workers who were placed 

on temporary leave without receiving pay.  

The remaining 420,000 workers are considered 

“essential” and were required to report to work,  

even if their paychecks were deferred. 

The shutdown affected nine of the 15 cabinet-level 

federal departments, including Homeland Security, 

Justice, Transportation, Interior, Agriculture and State. 

What level of national security?

At the core of the stand-off, between the president some 

members of Congress, was contention over national 

security and a border wall.  

In 2016, more than 63,000 Americans died from opiate 

overdoses. More than 90 percent of cocaine and heroin 

comes into the U.S. across the U.S./Mexico border. 

The deaths of many American citizens have been at the 

hands of illegal aliens.  A recent example was the murder  

of Stanislaus County, California police officer Ronil Singh, 

who was gunned down by an illegal alien who had been 

using three different aliases. That man, Paulo Virgen 

Mendoza, was aided by seven other illegal aliens in an 

attempt to evade capture and return to Mexico. 

Government shutdown; what  
was it and how might it impact  
the economy?
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A president’s first duty is to protect the American people. 

A wall is the only security measure that acts as an 

impediment and not just a source of notification that 

someone has crossed into the country.  The president 

wants a wall and Congressional Democrats and some 

Republicans would prefer that funds are spent on 

sensors, cameras and high-tech alert systems, but 

not a wall.  

The president is asking for $5 billion to initiate the project 

and Democrats in the House are offering $1.5 billion that 

cannot be used for a wall.

For the time being, the “shutdown” is over. The president 

effectively ended it, giving Congress time to work out 

a deal that satisfies both him and the Democrats.  As 

was the case with federal worker’s pay, the stand-off 

has been deferred for now; the can has effectively been 

kicked down the road. 

If you require Dramamine before boarding a cruise ship 

or climbing aboard a roller coaster, then you might have 

needed something similar to calm your nerves as an 

investor over the past month. 

Even those with a fairly aggressive risk-tolerance profile 

may have needed to find a handrail to grasp ahold of. 

The stock market exhibited some intra-day swings that 

caused a white-knuckle ride. 

The Market Rollercoaster

The Congressional Budget Office (CBO) estimates that 

the shut-down will have a minor impact on the economy 

for 2019. According to the CBO’s estimate, “the partial 

shutdown delayed $18 billion in federal spending and 

suspended some federal services, thus lowering the 

projected level of real GDP in the first quarter of 2019  

by $8 billion (in 2019 dollars), or 0.2 percent.” 

The office further estimates that the shutdown 

impacted the fourth quarter GDP of 2018 by 0.1  

percent.  They report that the GDP for the full year  

2019 is “expected to be 0.02 percent smaller than it 

would have been otherwise.”

The government shutdown was not the first and will  

most likely not be the last. It does point out the 

importance of maintaining an emergency fund and 

having a contingency plan in place for periods without 

income.  Many federal workers were relying on social 

service organizations for help.

While the fundamentals of the market may still look 

reasonably good, the psychology of big market swings 

takes its toll on the smooth-and-steady crowd. This 

psychology reveals itself in the Chicago Board Options 

Exchange (CBOE) Volatility Index (VIX); a measure of 

fear among investors. This volatility index operates in 

real time and represents the market’s expectation for 

volatility looking forward over the coming 30-day period.

Congressional Budget Office, “The Effects of the Partial Shutdown Ending in January 2019,” (2019, January 28), https://www.cbo.gov/publication/54937

Julia Jacobo, “Man suspected of killing California police officer Ronil Singh charged with murder,” (2019, January 2), ABC News, U.S.

Erin Durkin, “US government shutdown: what is it, will it happen and who’s to blame?,” (2018, December 20), The Guardian, U.S. politics 

U.S. Department of Justice, Drug Enforcement Administration, “2018 National Drug Threat Assessment,” (2018, October), DEA-DCT-DIR-032-18
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The index gets its data from S&P 500 index options  

and measures investor sentiment. It provides a sense  

of investor’s stress or fear levels.

Volatility considers the magnitude of price swings 

in financial instruments. Measuring volatility can be 

historic — looking at a stock’s historic price swings — or 

forward looking, which is based on the historic patterns 

the stock has displayed. The VIX is the first CBOE index 

to attempt to gauge an expectation of what the market 

might do. 

Since it was developed in 1993, the VIX has measured 

the confidence or uneasiness that investors feel about 

the market’s near-term stability or direction. 

Values greater than 30 reflect uncertainty and investor 

fear and values below 20 reflect feelings of stability. The 

VIX recently has been around 19, but on Christmas eve 

2018, it hit 36.07 and on February 5, 2018, it also peaked 

at 37.32. Those were both peaks for the year, with lows 

around 11, so investor sentiment went from calm to fear 

during the year.  

During the financial crisis in 2007 through 2011, the VIX 

remained elevated for months.‘

Today’s Market

Presently, concerns about China’s economy and future 

decisions by the Federal Reserve have contributed 

to the uneasiness and selling activity. China is the 

world’s second largest economy, and although their 

growth rate remains ahead of the U.S., they have seen a 

marked decline in economic growth. There are still some 
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concerns about trade agreements. There has also been 

some uncertainty because of Brexit.

The Fed was forecasting a more hawkish tone up until 

recently.  They may be more satisfied with the data they 

are seeing. 

Some analysts say that this is simply a sign of a market in 

a “maturing cycle.” Returns become a little less exciting 

and there is more volatility inherent in the market.  The 

market in 2018 ended up with the worst return since 2008.

Since late-December, the mood has softened though 

and there is some returned focus to good earnings, 

consumer sentiment, stable inflation and healthy 

employment. While volatility will likely continue, the  

best approach may be to think about the great ride 

up the mountain over the past 10 years and hold on  

to something for the remainder of the trip.

Crystal Kim, “If Everything Is Right With the Stock Market Again, Why Is Volatility So Stubbornly High?,” (2019, January 25), Barron’s, Markets

Chris Sheldon/Lars Schuster, “Market volatility: Your questions answered,” (2019, January 24), Fidelity Investments, Fidelity Viewpoints, Market Analysis

Liz Ann Sonders/Jeffrey Kleintop/Brad Sorensen, “Schwab Market Perspective: Rally Return or Continued Caution?,” (2019, January 18), Market Commentary 

Barron’s CBOE Volatility Index (VIX), https://www.barrons.com/quote/index/vix
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Disclaimer: Investment Advisory Services offered through Retirement

Wealth Advisors, (RWA) a Registered Investment Advisor. Austin

Wealth Solutions and RWA are not affiliated. Investing involves risk

including the potential loss of principal. No investment strategy can

guarantee a profit or protect against loss in periods of declining values.

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. Consult your financial

professional before making any investment decision. This information is

designed to provide general information on the subjects covered. It is

not, however, intended to provide specific legal or tax advice and

cannot be used to avoid tax penalties or to promote, market, or

recommend any tax plan or arrangement. Please note that Austin

Wealth Solutions and its affiliates do not give legal or tax advice. You

are encouraged to consult your tax advisor or attorney.
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