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What Does a Government Shutdown Mean for the

Stock Market?

As investors, it can be unsettling when headlines
warn of a looming government shutdown. The mere
threat of dysfunction in Washington tends to stir up
anxiety across the markets. After all, no one wants
political gridlock to derail steady economic progress
or upend strong market momentum. Yet history tells
us something surprising: federal government
shutdowns have not been especially damaging for
stocks. In fact, in many cases, the market has come
through shutdown periods stronger than before.

Markets Fear the Threat More than the Event

The important distinction for investors to remember is
that markets dislike the threat of a shutdown much
more than the actual event. The uncertainty that
comes with last-minute negotiations in Congress can
heighten volatility, particularly when valuations are
already elevated or the economic backdrop feels
fragile. However, when we look at the data, the stock
market’s performance during past shutdowns has
often been remarkably resilient.

Since 1976, there have been 22 government
shutdowns, but most of them were so brief—Ilasting
only a day or two—that they had little practical impact.
Only four were long enough to be considered “true”
shutdowns, including the most recent and longest one
in late 2018 through early 2019.

Despite the noise, the S&P 500 actually advanced
10.3% during that 35-day shutdown, something many
investors might not realize. Similarly, during October
2013, when the government was shut down for 16
days, the S&P rose more than 3% over that period.

Historical Performance During Shutdowns

The numbers help put this into perspective. Research
from Carson Group shows that during past
shutdowns, the S&P 500 has risen 55% of the time,
with an average gain of 0.3%. That return may sound
modest, but it underscores the fact that markets have
weathered shutdowns well. More importantly, looking
12 months beyond the shutdown, the S&P 500 has
been higher 86% of the time, with an average return
of 12.7%.

It feels counterintuitive, but shutdowns have rarely
derailed longer-term gains. For instance, following the
2018-2019 shutdown, the market went on to deliver
nearly 24% over the next year. This pattern highlights
a key lesson: while headlines often amplify fear,
longer-term market trends have continued to be
driven by fundamentals such as corporate earnings,
interest rates, and overall economic growth—not the
temporary halt of government operations.
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The Current Backdrop

That doesn’t mean shutdowns occur in a vacuum.
The current market context always matters. As
investors, we need to view Washington’s fiscal
standoffs through the broader economic lens.

Right now, markets are navigating an environment of
elevated valuations, ongoing inflation pressure, and a
softer labor market. Complicating matters further,
global trade tensions and the persistence of tariffs are
weighing on sentiment. Yet despite all this, the market
has remained remarkably resilient. September—
traditionally the weakest month for stocks—has defied
expectations with broad gains on the back of a 33%
rally off the spring lows. The Federal Reserve’s recent
rate cuts, combined with expectations of additional
easing into 2026, are adding fuel to the ongoing bull
market. Optimism around upcoming earnings season
is also bolstering investor confidence.

When viewed in this setting, the prospect of a
government shutdown feels less like a decisive
turning point and more like an unwelcome distraction.
Investors are understandably wary of anything that
might upset the market’s balance, but shutdowns
themselves have not historically been the factor that
shifts long-term trajectories.

What Shut Down Means for the Economy vs.
the Market

It is also worth noting that while the stock market has
historically been resilient, shutdowns do carry real
economic consequences. Federal workers without
paychecks, delayed government services, and
postponed economic data releases can create ripple
effects. Certain sectors—such as defense contractors
or companies reliant on government contracts—may
face temporary disruptions.

However, for the broader equity markets, these
impacts tend to be limited and short-lived. Investors
are generally forward-looking, and once shutdown
threats pass, the focus quickly returns to earnings
trends, GDP growth, and monetary policy—all of
which exert far greater influence on long-term stock
performance.

Lessons for Investors

What should individual investors take away from all of
this?

¢ Keep perspective. A shutdown may dominate
news cycles but usually does not equate to a
crisis for your portfolio.

o Expect volatility, not disaster. Markets may
experience swings leading up to or during a
shutdown, but declines have historically been
short and contained.

e Focus on fundamentals. Corporate earnings,
interest rates, and economic growth are the real
long-term market drivers.

e Stay disciplined. Trying to trade around political
events is notoriously difficult and can lead to poor
timing decisions. Investors who stayed invested
during past shutdowns often fared better,
especially over a 12-month horizon.

The Bigger Picture

Looking back, shutdowns are a recurring feature of
the U.S. political landscape. They grab headlines and
can test investor patience, but the historical record
should reassure long-term investors. Far from
derailing the market, past shutdown episodes have
often coincided with periods of modest gains. And
over the year following the resolution of those
shutdowns, stock performance has been
overwhelmingly positive.

For investors, the key is not to confuse political
theater with investment fundamentals. If history is any
guide, the resilience of the market during and after
shutdowns reflects the underlying strength of
corporate America and the forward-looking nature of
investors themselves.

Final Thoughts

As your financial partner, my guidance is this: don'’t let
the noise of short-term political disruptions cloud your
long-term strategy. Shutdowns can create temporary
volatility and add to market jitters, but they have not
historically altered the investment landscape in a
material way.
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With proper diversification, patience, and a disciplined
approach, your portfolio may continue to weather
political turbulence just as it has in the past.

In times like these, it's helpful to remember that while
Washington debates short-term funding measures,
the market’s gaze remains fixed further ahead. Your
financial goals are built for the long run, and history
suggests that even in the face of shutdown drama,
those goals remain well within reach.

Disclosures

This material is published and distributed by Financial Media Exchange for informational and educational purposes only. It
is not intended as investment advice or a recommendation to buy or sell any security. Investing involves risk, including the
potential loss of principal. Past performance does not guarantee future results. Investment returns and principal value will
fluctuate, and you may experience gains or losses when you sell your investment. Current performance may be higher or
lower than the performance data quoted. The information presented is believed to be reliable but is not guaranteed. You
should consult your own financial professional before making any investment decisions. This content complies with SEC
and FINRA guidelines for educational communications and does not promote any specific products or strategies.
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