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The Hand Grenade Standoff: The Shutdown Enters Its Third Week

The U.S. government shutdown has entered its third week, tying the
2014 impasse as the third-longest in modern history — and counting.
The record 35-day paralysis of 2018-2019 still stands, but each
passing day brings the nation closer to eclipsing it.

What began as political brinkmanship has morphed into a slow-burn
test of America’s economic resilience, where the quiet hum of
halted data, frozen paychecks, and fading confidence
reverberates from Wall Street to Main Street.

Both parties now clutch a hand grenade — the question s,
who pulis the pin first?

1. The Shutdown as a “Slow-Motion Shock”

At 12:01AM ET on October 1, the United

States entered a government shutdown. 9 BIRLING

But uniike in Hollywood's dramatic Historical Government Shutdown Performance
countdowns, the markets didn't panic; they ;

whispered instead of screamed. The S B T,
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S&P 500 rose +0.34 % on Day 1—an odd

reaction to what's supposed to resemble a

political crisis. Volatility (VIX) crept up

modestly (~+0.45 %)—hardly the harbinger H
of chaos. This muted reaction suggests
markets are treating this shutdown more as = cBoc s a0Vl e (i vl 2531

a political pothole than an economic
abyss.
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2. Sector Moves: Storylines Behind the
Headlines

Sector performance on the first day of the
shutdown reflected a nuanced market reaction:

e Government Services Contractors: +2.28 % — investors anficipate a catch-up spending rally
once appropriations pass.
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Healthcare/Defensive: +3.09 % — classic flight-to-quality behavior.
Defense/Aerospace: 0.00 % — largely insulated from immediate political shocks.
Financials: -0.89 % — uncertainty weighs on credit and lending outlooks.

Small Caps: +0.22 % — limited upside due to higher exposure to federal disruptions.

Sector Impact Analysis

Sector Shutdown Impact  Sector ETF Day 1 Change Key Considerations
Healthcare Safe Haven XLV 3.09% Major flightfo quality, shutdown-insulated sector
Government Services Surging CACI 3.28% Services contractorsrally on catch-up expectations
Technology Resilient XLK 0.98% Tech buying on shutdown seen as opportunity
Utilities Defensive Bid XLU 0.96% Classic defensive rotation beginning
Small Caps Lagging IWM 0.22% Underperforming large caps, risk-off signal
Defense & Aerospace Unchanged ITA 0.00% Hardware stable, servicesrallying
Real Estate Flat XLRE 0.00% Wait-and-see approach
Financials Weak XLF -0.89% Economic uncertainty weighing on banks

The divergence between services and hardware was sharp, underscoring investor expectations of
short-term volatility followed by resolution-driven rallies.

3. Macro Pulse & Economic Costs
Historical data suggests shutdowns tend to shave 0.1%-0.2% off GDP for every few weeks of duration.
The 10-year Treasury yield fell roughly 3 bps to 4.12%, while the U.S. dollar index remained stable (-
0.04%). The bigger concern isn’t the shutdown itself, but the data blackout it creates. With key
releases from the BEA, BLS, and Census delayed, the Federal Reserve must navigate using limited
signals from regional surveys and private data sources.
e Data Blackout Leaves Markets Guessing
However, the data blackout triggered by the shutdown is now broad and consequential. Key
releases from the Bureau of Labor Statistics (BLS), Bureau of Economic Analysis (BEA), and U.S.
Census Bureau have been postponed, depriving policymakers and markets of the high-
frequency visibility required to gauge inflation, labor demand, and consumer resilience.
¢ Among the major indicators now postponed are:

o Consumer Price Index (CPI) and Core CPI (Includes Shelter, Food, and Energy
Components)

Producer Price Index (PPI) and Core PPI (YoY)

Retail and Food Services Sales (MoM)

Business Inventories (MoM) and Wholesalers Inventories (MoM)
Initial Claims for Unemployment Insurance

Job Openings and Labor Turnover Survey (JOLTS)

Housing Starts and Building Permits

New Home Sales and Existing Home Sales

Personal Income and Outlays (PCE & Core PCE Inflation)
Durable Goods Orders and Factory Orders

Advance Trade in Goods and Services Balance

O 0O O O O O O O O O©O

These data gaps force the Federal Reserve to operate with limited guidance, relying more
heavily on regional Fed surveys, private-sector nowcasts, and high-frequency consumer-
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spending trackers. In essence, economic policymaking has entered a “fog-of-war” phase —
where decisions must be guided by fragments, not full datasets.

Shutdown Stalemate Extends into Third Week

The government shutdown entered its third week — now tied with the 2014 episode as the
third-longest in history. The record 35-day partial shutdown of 2018-2019 still stands, but the risk
that this one surpasses it is growing.

Repeated Senate votes to pass short-term funding through November 21 have failed, and
the House of Representatives remains in recess. While moderate lawmakers from both parties
have begun informal talks, leadership from both sides continues to resist compromise.

A prolonged closure threatens to deepen disruptions — from delayed paychecks and
interrupted services to lost economic output — potentially shaving growth off the fourth-
quarter GDP. For now, markets remain resilient, but if the impasse persists into November,
investors could begin to price in more visible downside risk.

4. Possible Shutdown Trajectories & Market Reactions
Three potential paths could unfold over the coming weeks:

1. Quick Resolution (1-2 weeks): A relief rally, particularly in government services and
small-cap names.

2. Medium Duration (2-4 weeks): Rising investor fatigue, rotation into defensive and
rate-sensitive sectors like utilities and REITs.

3. Extended Shutdown (4+ weeks): Growing systemic risk — liquidity pressures, credit spread
widening, and potential political instability.

Historical Shutdown Performance Table

Shutdown . S&P 500 .
U. W Duration VIX Peak Post-Resolution Rally
Period Performance
Dec 22,2018 -
Jan 25, 2019 35 days 10.30% 36.2 +4.9% (30 days)
g’oc]’;be’ 1-17, 16 days 2.40% 20.3 +3.1% (30 days)
Nov 14-19, 1995 5days 0.10% 14.2 +2.3% (30 days)
Dec 16,1995 -
Jan 6, 1994 21 days 3.30% 15.8 +5.1% (30 days)
October 1, 2025
(Current) Day 1 0.34% 13.32 TBD

Historically, equities have posted positive returns roughly 55% of the time during shutdowns (average
+0.3 %), with post-resolution 12-month gains averaging +12.7 %.

5. Birling Capital’'s Playbook: What We're Watching & What to Do

Birling Capital recommends maintaining discipline and focusing on fundamentals rather than political
noise. While headlines fixate on Washington gridlock, the real economy continues to display
remarkable durability.

According to the Atlanta Federal Reserve’s GDPNow model, the third-quarter U.S. GDP growth
estimate stands at 3.9 %, underscoring the economy’s underlying momentum despite fiscal isruption.
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This resilience highlights three crucial dynamics:
¢ Consumer spending remains robust, supported by solid employment and wage trends.
¢ Manufacturing output and business investment have slowed but remain positive contributors to

growth.
¢ The service sector, especially health, travel, and 9 BIRLING GDPNow
financial services, continues to outperform .
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¢ Credible breakthroughs in funding negotiations.

¢ VIX moving beyond 20, signaling rising investor anxiety.

e Credit spreads widening in high-yield or investment-grade markets.
e Regional economic indicators replacing delayed federal data.

Portfolio Tilt Suggestions:
e Maintain core equity exposure — history rewards patience.
e Favor defensive sectors like healthcare, utilities, and consumer staples.
¢ Hold tactical exposure to government service contractors for catch-up spending.
¢ Keep liquidity ready to re-enter small-cap and growth sectors post-resolution.

6. Bottom Line: A Shutdown That's More Whimper Than Bang

Markets are signaling calm in the face of political noise. The Day 1 bounce in equities, the mild uptick
in volaftility, and selective sector rotation all point toward a contained event rather than systemic risk.
Still, Birling Capital advises caution: prolonged inaction could test investor patience. As always,
disciplined strategy, liquidity awareness, and data-driven judgment will define outperformance once
Washington reopens.

The Final Word: Who Will Pull the Pin?

As the standoff in Washington drags on, markets continue to navigate the thin line between
resilience and risk. What remains clear is that the U.S. economy’s strength is not built in the halls of
Congress but in the productivity and confidence of its people. Yet with both parties gripping the
same hand grenade of political brinkmanship, the final outcome may hinge not on policy — but on
who decides to pull the pin first.
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