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DIRECT AND INDIRECT EFFECTS OF THE SHUTDOWN 
COULD HAVE A SIGNIFICANT IMPACT ON REAL GDP 

The direct effect of the shutdown on measured real gross 
domestic product (GDP) in the United States occurs through 
the loss of pay for government workers on furlough and 
those working without pay, as well as the loss of hours 
worked for workers on furlough. (Once the shutdown ends, 
workers will get their back-pay, and if that happens before 
the end of the first quarter (Q1), then the part of the loss to 
Q1 real GDP owing to deferred pay will be reversed.) Esti-
mates suggest the direct effects on real GDP from these 
impacts on government workers run on the order of 0.1% 
per 10 days or so, which means that if the shutdown lasts 
for the entire quarter it would directly shave nearly 1% off 
real GDP.  

Then, there are the indirect effects (lost output and wages 
for private-sector government contractors, multiplier effects 
on other spending, etc.), which are much harder to calibrate, 
though they surely grow the longer the shutdown lasts. Esti-
mates here range from a low impact on real GDP of roughly 
the same order as the direct one from the government work-
ers, to as high as more than double that impact. Even using 
the more conservative (and we think, more realistic) esti-
mates would suggest the shutdown could shave another 
0.1% or more off real GDP growth every week or so, and 
these effects are likely to grow the longer it lasts. So if the 
shutdown lasts through the quarter, you could get total im-
pacts of 2% or more taken off real GDP – though the uncer-
tainty surrounding this estimate is substantial." Also, at this 
point, we have little visibility on when the shutdown will end. 
When it does, much of this lost output is expected to be 
restored (though perhaps not quite all). All told, at this point, 
we have refrained from making major changes to GDP esti-
mates for Q1 (still expect growth of about 2%). But this fig-
ure will come down if the shutdown lasts longer, and espe-
cially if it starts to look like it will last much of the quarter (in 
which case there will be little time for the losses to be re-
couped until Q2).  

 

PRIVATE-SECTOR DATA COULD ALSO BE IMPACTED 
Finally, the shutdown may impact other data. For starters, 
some data (e.g., retail sales, business inventories, housing 
starts, personal consumption expenditure (PCE) prices) are 
not being released during the shutdown, and will take time 
to be released once the government reopens, reducing visi-
bility on economic trends. Second, even some data that are 
being released (e.g., the employment report), may be dis-
torted by the shutdown. The government workers who are 
working without pay will be counted as employed in nonfarm 
payrolls in the report to be released on February 1, and the 
U.S. Bureau of Labor Statistics (BLS) just announced that 
those who are furloughed (about 380,000) will also be 
counted as employed (even if they do not receive their  
back-pay by then). Still, there could be some minor indirect 
effects on employment if private-sector government contrac-
tors and others have been laid off by January 12 (the end of 
the survey reference week). Like workers laid off in the pri-
vate sector, furloughed government workers can apply for 
jobless claims, but are not included in the total headline 
figures released each week (they are in a separate catego-
ry; also, once they get back-pay, they are required to return 
their jobless benefits). The unemployment rate could be 
boosted by as much as 0.2% if the furloughed workers are 
captured in the household survey as "unemployed, on tem-
porary layoff," which technically they are. The BLS will likely 
provide estimates of all this when the report is released. 
And we can look to surveys of consumer and business con-
fidence to see what impact the shutdown may be having on 
sentiment.   

 

MONETARY-POLICY IMPLICATIONS 

As for U.S. Federal Reserve (Fed) policymakers, the gov-
ernment shutdown, and the added uncertainty it imparts to 
an already cloudy outlook, reinforces their inclination to 
hunker down in "wait-and-see" mode. 
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GLOSSARY 

Gross domestic product (GDP)  
The gross domestic product (GDP) is the monetary value of all the 
finished goods and services produced within a country's borders in 
a specific time period.  
 
Personal consumption expenditure (PCE)  
The personal consumption expenditure (PCE) measure is the 
component statistic for consumption in gross domestic product 
(GDP) collected by the United States Bureau of Economic Analysis 
(BEA). 
 
Real  
In economics, a real value is adjusted for inflation.  
 

U.S. Bureau of Labor Statistics (BLS) 
The U.S. Bureau of Labor Statistics is part of the U.S. Department 
of Labor and is responsible for measuring labor-market activity, 
working conditions and price changes in the economy.   
 
U.S. Federal Reserve Board (the Fed)  
The U.S. Federal Reserve Board, often referred to as "the Fed", is 
the central bank of the United States.  
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HONG KONG 

The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution in 
relation to the investments contained herein. If you are in any doubt about any of the contents of this document, you should obtain inde-
pendent professional advice. This document has not been approved by the Securities and Futures Commission in Hong Kong nor has a 
copy of this document been registered by the Registrar of Companies in Hong Kong and, accordingly, (a) the investments (except for invest-
ments which are a “structured product” as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws of Hong Kong) (the 
“SFO”)) may not be offered or sold in Hong Kong by means of this document or any other document other than to “professional investors” 
within the meaning of the SFO and any rules made thereunder, or in other circumstances which do not result in the document being a 
“prospectus” as defined in the Companies (Winding Up and Miscellaneous Provisions) Ordinance (Cap. 32 of the Laws of Hong Kong) 
(“CO”) or which do not constitute an offer to the public within the meaning of the CO and (b) no person shall issue or possess for the purpos-
es of issue, whether in Hong Kong or elsewhere, any advertisement, invitation or document relating to the investments which is directed at, 
or the contents of which are likely to be accessed or read by, the public in Hong Kong (except if permitted to do so under the securities laws 
of Hong Kong) other than with respect to the investments which are or are intended to be disposed of only to persons outside Hong Kong or 
only to “professional investors” within the meaning of the SFO and any rules made thereunder. 

SINGAPORE 

Singapore Interests in the funds mentioned herein are not allowed to be made to the public or any members of the public in Singapore other 
than (i) to an institutional investor under Section 274 or 304 of the Securities and Futures Act (Cap 289) (“SFA“), as the case may be, (ii) to 
a relevant person (which includes an Accredited Investor) pursuant to Section 275 or 305 and in accordance with other conditions specified 
in Section 275 or 305 respectively of the SFA, as the case may be, or (iii) otherwise pursuant to, and in accordance with the conditions of, 
any other applicable provision of the SFA.  
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