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A lot is being discussed about the possible U.S.
government shutdown and debt ceiling, and the
talk will only increase and become especially
heated in late September and likely into early
October. Here is my point of view on the
likelihood of these events occurring:
DEBT CEILING/TECHNICAL DEFAULT ON U.S. TREASURIES
LIKELIHOOD: less

than 10%

MARKET RISK ASSESSMENT: Severe

	This has never happened before. Market risk will likely be
short lived and, if it occurred, would only be a technical
default and not a default on a coupon or principal debt
payment. Note also that there is no cross-default for U.S.
Treasuries (i.e. a delayed coupon or principal payment on
one bond does not mean ALL Treasuries (a.k.a. the issuer,
the U.S. Treasury) go into default).
GOVERNMENT SHUTDOWN
LIKELIHOOD: 35%

likely. The probability has been reduced
from over 50% a few weeks ago because a supplemental funding
bill for Hurricane Harvey might get wrapped together with an
increase in the debt ceiling and a continuing resolution to fund
the government.
MARKET RISK ASSESSMENT: Minimal
	This is just politicians being politicians. Think of the 2013
shutdown over Obamacare funding versus Trump and The
Wall; both very partisan and highly divisive issues. Shutdowns
have happened before, and are not unprecedented. They have
historically always been resolved quickly.
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When assessing market risk, it is
important not to conflate a government
shutdown with the debt ceiling.

Key Information

Definitions

History

It would take a 2/3 vote in each house of
Congress to override a Presidential veto of
such legislation.

A shutdown would occur if Congress fails
to pass legislation to authorize government
spending to cover all or part of fiscal year
2018 before it begins on October 1. That
legislation needs the president’s signature.

The spending authorization bill is
technically separate from the legislated
increase in the debt limit that will be
required at some point to allow the
U.S. Treasury to continue fulfilling its
obligations.

Treasury has used a variety of what it
calls “extraordinary measures” to avoid
exceeding the debt limit, but the U.S.
Treasury has indicated that it will exhaust
its ability to use those measures near the
end of September.

The debt limit is the maximum amount
that the U.S. Treasury is allowed to
borrow and Congressional authorization
is needed to change it. It was suspended
by Congress from November 2015 until
March 16, 2017 and then was reinstated
at a higher level. Since that time, the U.S.

For more information on the debt limit, you
can visit the below which I consider a useful
description of the debt limit.1

As you may recall, the federal government
experienced a shutdown in the first
two weeks of October 2013 due to the
failure of Congress at that point to pass
a spending authorization bill, over a
dispute between House Republicans and
the Obama administration regarding
whether to discontinue funding for the
Affordable Care Act.

The shutdown subsequently ended in
mid-October when Congress passed
legislation that contained both a spending
authorization provision and a measure
to effectively raise the debt limit. That
increase was needed to avert a default that
would have occurred around that point if
debt limit legislation did not pass.2

https://bipartisanpolicy.org/wp-content/
uploads/2017/08/2017-Daily-Debt-LimitAnalysis.pdf

The website is provided for informational purposes only. We have not verified the information on the site, and we make no representations whatsoever
as to its accuracy or completeness.
1
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We acknowledge Ed Kean from the Observatory Group for his helpful insights and facts.
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IMPORTANT DISCLOSURES
This material is for use of Professional Clients only, except in the U.S.
where the material may be redistributed or used with the general public.
The views, opinions, forecasts and estimates expressed are those of the
portfolio manager as of date presented and are subject to change at any
time due to market, economic or other conditions, and may not necessarily
come to pass. Furthermore, the views will not be updated or otherwise
revised to reflect information that subsequently becomes available or
circumstances existing, or changes occurring, after the date of publication.
The views expressed do not reflect the opinions of all portfolio managers
at Morgan Stanley Investment Management (MSIM) or the views of the
firm as a whole, and may not be reflected in all the strategies and products
that the firm offers.
Forecasts and/or estimates provided herein are subject to change and may
not actually come to pass. Information regarding expected market returns
and market outlooks is based on the research, analysis and opinions of the
authors. These conclusions are speculative in nature, may not come to pass
and are not intended to predict the future performance of any specific
Morgan Stanley Investment Management product.
Certain information herein is based on data obtained from third party sources
believed to be reliable. However, we have not verified this information, and
we make no representations whatsoever as to its accuracy or completeness.
The information herein is a general communications which is not impartial
and has been prepared solely for information and educational purposes
and does not constitute an offer or a recommendation to buy or sell any
particular security or to adopt any specific investment strategy. The material
contained herein has not been based on a consideration of any individual client
circumstances and is not investment advice, nor should it be construed in
any way as tax, accounting, legal or regulatory advice. To that end, investors
should seek independent legal and financial advice, including advice as to
tax consequences, before making any investment decision.
This communication is not a product of Morgan Stanley’s Research department
and should not be regarded as a research recommendation. The information
contained herein has not been prepared in accordance with legal requirements
designed to promote the independence of investment research and is
not subject to any prohibition on dealing ahead of the dissemination of
investment research.
This communication is only intended for, and will be only distributed to,
persons resident in jurisdictions where such distribution or availability
would not be contrary to local laws or regulations.
EMEA:
This communication was issued and approved in the United Kingdom by
Morgan Stanley Investment Management Limited, 25 Cabot Square, Canary
Wharf, London E14 4QA, authorized and regulated by the Financial Conduct
Authority, for distribution to Professional Clients only and must not be relied
upon or acted upon by Retail Clients (each as defined in the U.K. Financial
Conduct Authority’s rules).
Financial intermediaries are required to satisfy themselves that the
information in this document is suitable for any person to whom they provide
this document in view of that person’s circumstances and purpose. MSIM
shall not be liable for, and accepts no liability for, the use or misuse of this
document by any such financial intermediary. If such a person considers an
investment, she/he should always ensure that she/he has satisfied herself/
himself that she/he has been properly advised by that financial intermediary
about the suitability of an investment.

U.S.:
A separately managed account may not be suitable for all investors. Separate
accounts managed according to the strategy include a number of securities
and will not necessarily track the performance of any index. Please consider
the investment objectives, risks and fees of the strategy carefully before
investing. A minimum asset level is required. For important information about
the investment manager, please refer to Form ADV Part 2.

Please consider the investment objective, risks, charges and expenses
of the fund carefully before investing. The prospectus contains
this and other information about the fund. To obtain a prospectus,
download one at morganstanley.com/im or call 1-800-548-7786.
Please read the prospectus carefully before investing.
Morgan Stanley Distribution, Inc. serves as the distributor for Morgan Stanley funds.
NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY LOSE VALUE |
NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY | NOT A DEPOSIT
Hong Kong:
This document has been issued by Morgan Stanley Asia Limited for use in
Hong Kong and shall only be made available to “professional investors” as
defined under the Securities and Futures Ordinance of Hong Kong (Cap 571).
The contents of this document have not been reviewed nor approved by any
regulatory authority including the Securities and Futures Commission in Hong
Kong. Accordingly, save where an exemption is available under the relevant
law, this document shall not be issued, circulated, distributed, directed at, or
made available to, the public in Hong Kong.
Singapore:
This document should not be considered to be the subject of an invitation for
subscription or purchase, whether directly or indirectly, to the public or any
member of the public in Singapore other than (i) to an institutional investor
under section 304 of the Securities and Futures Act, Chapter 289 of Singapore
(“SFA”), (ii) to a “relevant person” (which includes an accredited investor) pursuant
to section 305 of the SFA, and such distribution is in accordance with the
conditions specified in section 305 of the SFA; or (iii) otherwise pursuant to,
and in accordance with the conditions of, any other applicable provision of the
SFA. In particular, for investment funds that are not authorized or recognized by
the MAS, units in such funds are not allowed to be offered to the retail public;
any written material issued to persons as aforementioned in connection with an
offer is not a prospectus as defined in the SFA and, accordingly, statutory liability
under the SFA in relation to the content of prospectuses does not apply, and
investors should consider carefully whether the investment is suitable for them.
Australia:
This publication is disseminated in Australia by Morgan Stanley Investment
Management (Australia) Pty Limited ACN: 122040037, AFSL No. 314182,
which accepts responsibility for its contents. This publication, and any
access to it, is intended only for “wholesale clients” within the meaning of
the Australian Corporations Act.
Morgan Stanley Investment Management is the asset management division
of Morgan Stanley.
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