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Congress announced deal to avert a shutdown

Continuing resolution still the mostly likely scenario, but does not extinguish the threat
Impact on GDP dependent on length of shut down; expect less than 0.5ppts cut to GDP
Flight to safety should support short-term demand for Treasuries, gold and the USD

Background Figure 1: Equities fell as fear over
government shutdown dampened market

The Congress has announced a deal on the top-line spending level for 2024, an risk appetite

important step to avert a government shutdown on January 19t. After two stop gap

measures in recent months, a continuing resolution is the mostly likely scenario but S&P 500

the threat of a shutdown is not extinguished yet. Congress still needs to allocate the 3400

money, write the bills as well as pass them, and lawmakers are facing hiccups to pass 3200

the international aid packages and border security measures. House Speaker Mike 3000

Johnson is facing continued infighting amongst GOP officials and an election-year will 2800

raise the odds that Congress may stumble into a shutdown as the Republicans will 2600

pander their main electorate support base. As such, this article will shed some lights 400

on the potential impact of a government shutdown, on the economy and financial 220

markets, however unlikely. M @ @ = 2k g a5 & o
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A shutdown wouldn’t be unprecedented. According to the United States of House of Source: Bloomberg

Representatives, there were at least 20 funding gaps from 1977, with the longest ) ) ) )
government shutdown running for 34 days. This occurred from 22 December 2018 to Figure 2: Risk-off sentiments spurred flight
25 January 2019, and was due to President Donald Trump demanding that any to safety in UST leading to lower yields
spending bills to include funding for a border wall leading to failure of an agreement. 10Y UST Yield (%)

Impact 30

The impact of a shutdown, if it happens, on monetary policy and financial markets is
mostly centred on the dampening effect it has on economic activity and will largely 20
depend on the length of a shutdown. In our opinion and using history as a guide:

1) Impact on the economy will be two-fold. Dent in consumer and business 10
sentiment could delay spending. First, it increases uncertainty which makes
companies less willing to invest in new plants, equipment and hiring. Secondly,
consumers, especially federal workers may postpone spending until they get
more clarity about what’s going to happen. Thirdly, other disruptions to
permitting, licensing, and verifications could lead to delays in lending and trade
activity.
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Figure 3: Muted gains in DXY
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2) The Federal government spending accounts for approximately 7% of GDP
calculation but the direct effect on GDP will be smaller given that shutdowns
primarily affect discretionary spending (about 27% of total federal spending) and %
not mandatory spending. In fact, during the shutdown in 2018-2019, the Bureau 94
of Economic Analysis (BEA) estimated the shutdown only shaved 0.1ppts of GDP %
in 4Q of 2018 and 0.3ppts in 1Q of 2019. In reality, the timing of a shutdown
matters for its effect on output. In the absence of any policy changes, the
shutdown itself simply delays, as opposed to cancelling, government spending.
If a shutdown is brief, then the subsequent catch-up in government spending
could occur in the same quarter that spending was delayed.
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Figure 4: Gold prices rallied on haven bids

Price of gold ($/0z)
3)  Roughly 340k employees of the federal agencies will be furloughed and 460,000 1600
employees will be excepted, that is they were required to work even though they
could not be paid until funding was restored.
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4) Shutdowns is a waste of federal funds. A 2019 Senate report found that the three 1300
government shutdowns in 2013, 2018, and 2019 cost taxpayers nearly $4bn. 1200
Most of the cost was a result of Congress granting back pay to federal employees 1100

who did not work during the closure, but some of it came from the financial toll
of winding down operations and ramping them up again, as well as extra costs
from paying workers to develop contingency plans.
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Knee jerk reactions expected Source: Bloomberg

In the financial markets, threats of government shutdown would put a scare in the
markets and push investors to safe-haven assets. Key losers will be risky assets like oil
and equities. During the 2018-2019 shutdown, the S&P 500 slid 2.7% d/d on 24th
December after losing an average of more than 1.0% d/d the week prior to that. Key
winners, on the other hand, includes US Treasuries, DXY and gold. The yield on
benchmark 10Y UST yield fell 5bps on 24th December 2018, DXY rallied 0.5% two days
post shutdown while price of gold which shot up 1.1% d/d on 24th December and
were generally on an uptrend subsequent to that.

1995/96 2013 2018/19

Days of shutdown 21 16 34
S&P 500 (% change)

D-Day/Day after -0.2 0.6 -2.7

1 week after 09 0.9 2.9
10Y UST yields {Change in bps)

D-Day/Day after -4 -1 -5

1 week after -17 Inerease less than 1 -7
DXY (% change)

D-Day/Day after (% change) -0.1 0.1 0.4

1 week after Fell less than 0.1 0.4 0.2
Gold

D-Day/Day after -0.1 0.9 1.1

1 week after 01 -1 23
https://history.house.gov/Institution/Shutdown/Government-Shutdowns/, BEA, Bloomberg,
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DISCLAIMER

This report is for information purposes only and does not take into account the investment objectives, financial situation or particular needs of any
particular recipient. The information contained herein does not constitute the provision of investment advice and is not intended as an offer or solicitation
with respect to the purchase or sale of any of the financial instruments mentioned in this report and will not form the basis or a part of any contract or
commitment whatsoever.

The information contained in this publication is derived from data obtained from sources believed by Hong Leong Bank Berhad (“HLBB”) to be reliable
and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to the accuracy, completeness or suitability of the
data. Any opinions expressed reflect the current judgment of the authors of the report and do not necessarily represent the opinion of HLBB or any of
the companies within the Hong Leong Bank Group (“HLB Group”). The opinions reflected herein may change without notice and the opinions do not
necessarily correspond to the opinions of HLBB. HLBB does not have an obligation to amend, modify or update this report or to otherwise notify a reader
or recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently
becomes inaccurate.

HLB Group, their directors, employees and representatives do not have any responsibility or liability to any person or recipient (whether by reason of
negligence, negligent misstatement or otherwise) arising from any statement, opinion or information, expressed or implied, arising out of, contained in
or derived from or omission from the reports or matter.

Potential and actual conflict of interest may arise from the activities of HLB Group. HLB Group constitute a diversified financial services group. These
entities engage in a wide range of commercial and investment banking, brokerage, funds management, hedging transactions and other activities for their
own account or the account of others. In the ordinary course of their business, HLB Group may effect transactions for their own account or for the
account of their customers and hold long or short positions in the financial instruments. HLB Group, in connection with its business activities, may possess
or acquire material information about the financial instruments. Such activities and information may involve or have an effect on the financial
instruments. HLB Group have no obligation to disclose such information about the financial instruments or their activities.

The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that statements of facts made in
this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgments contained in this report are based
on assumptions considered to be reasonable as of the date of the document in which they are contained and must not be construed as a representation
that the matters referred to therein will occur. Any projections or forecasts mentioned in this report may not be achieved due to multiple risk factors
including without limitation market volatility, sector volatility, corporate actions, the unavailability of complete and accurate information. No assurance
can be given that any opinion described herein would yield favorable investment results. Recipients who are not market professional or institutional
investor customer of HLBB should seek the advice of their independent financial advisor prior to taking any investment decision based on the
recommendations in this report.

HLBB may provide hyperlinks to websites of entities mentioned in this report, however the inclusion of a link does not imply that HLBB endorses,
recommends or approves any material on the linked page or accessible from it. Such linked websites are accessed entirely at your own risk. HLBB does
not accept responsibility whatsoever for any such material, nor for consequences of its use.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any state, country
or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for the use of the
addressees only and may not be redistributed, reproduced or passed on to any other person or published, in part or in whole, for any purpose, without
the prior, written consent of HLBB. The manner of distributing this report may be restricted by law or regulation in certain countries. Persons into whose
possession this report may come are required to inform themselves about and to observe such restrictions. By accepting this report, a recipient hereof
agrees to be bound by the foregoing limitations.
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