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US Government Shutdown:
Is There Signal in the Noise”

A strong feeling of déja vu permeated markets in late September as lawmakers
in Washington stared down the barrel of yet another deadline of their
own devising.

Unlike the debt-ceiling standoff earlier this year, however, a government shutdown is neither unprecedented nor
likely to have catastrophic impact on the economy or markets. That said, it bears the same stain of dysfunction
and raises similar troubling questions about the country’s fiscal trajectory and political polarization. Moreover,
these factors suggest the risk of a negative reaction to the shutdown may be greater than it has been in the past.

Current Circumstances Aren’t That Unusual

Prior to the October 1 start of each fiscal year, Congress is required to pass 12 appropriations bills to fund
various federal agencies and discretionary spending programs for the coming year.! These appropriations,
which are intended to reflect the terms of a previously agreed-to budget resolution, support a wide range of
government services, from the National Parks Service to the Securities and Exchange Commission to the Centers
for Disease Control.

As federal agencies generally are prohibited by law from spending yet-to-be-appropriated funds, those who

do not receive an appropriation by October 1 must shut down. Each agency has its own shutdown procedures,
but essentially all activities considered noncritical to national security or the protection of lives or property are
discontinued. Employees deemed inessential are furloughed (and the services they provide curtailed accord-
ingly), while those considered essential work without pay until funding resumes.?

The appropriation timeline historically has proven more aspirational than practical; Congress has completed the
process before the start of the fiscal year only three times since fiscal 1977, most recently for fiscal 1997.% To
avoid annual shutdowns and disruptions to government function, Congress often passes temporary spending
bills known as “continuing resolutions” that provide agencies with interim budget authority in lieu of regular

1. Source: Brookings Institution ; data as of September 17,2023.

2.Source: Government Accountability Office; data as of September 26, 2023.
3. Source: Government Accountability Office; data as of November 3, 2022.




appropriation. Since fiscal 1977, Congress has enacted one or more continuing resolutions in all but three fiscal
years, including every one since 1998.% These stopgap measures vary in duration and may be extended through
subsequent continuing resolutions as regular appropriation bills continue to be hammered out. They also may

expire without an appropriation bill in place, resulting
in a shutdown. . .
It seems quite likely the federal

As of September 29, the country appears poised to govemment will 80 into a par“tial

ring in fiscal year 2024 without any appropriations
bills enacted into law or any continuing resolutions or perhaps full shutdown on
adopted. While this is a rapidly evolving situation, it Sunday, October 1.

seems quite likely the federal government will go into a

partial or perhaps full shutdown on Sunday, October 1.

(It's important to note that a government shutdown does not impact mandatory spending that falls outside the
appropriations process, including entitlements like Social Security, Medicare and Medicaid, and sovereign debt
service—i.e., about 80% of annual federal outlays.)®

The Shutdown May Have Limited Near-Term Impact on Markets and the Economy...

Non-defense discretionary outlays by the federal government have averaged about 3.6% of GDP over the past 20
years, and not all of these expenditures would be effected by a shutdown.® A shutdown decreases government
spending for its duration and thus weighs on economic output for that time period. The impact historically has
been relatively small, however, and since shutdowns merely delay government spending as opposed to canceling
it, the catchup in spending occurs soon after the shutdown ends. The Congressional Budget Office estimates
that the most recent (and longest) government shutdown—a partial closure that ran from December 22, 2018,
through January 25, 2019—cost the US economy $11 billion, of which $3 billion (or 0.02% of GDP) was not
expected to be recovered.”

Similarly, the shutdown may result in a temporary spike in unemployment data, depending on its timing and
duration. Furloughed government employees are classified as “unemployed, on temporary layoff” if they are not
working during the upcoming reference period of the employment survey, which in 2023 is October 8-14.8 Once
the shutdown ends and these employees go back to work, jobs data normalize.

Shutdowns may also have indirect effects on economic activity. Federal workers going unpaid may decrease
spending while between paychecks, though this impact may be muted by their expectation of retroactive pay
after the shutdown ends. A lengthy shutdown could weigh on consumer and investor sentiment more broadly
and serve as a headwind to private consumption and investment. Closed federal offices may also disrupt the
provision of permits, licenses and loans, potentially impacting the operations of private businesses. The delayed
production and/or distortion of certain government economic data could complicate the decision-making
processes of private actors or even the Federal Reserve.®

Equity, bond and currency markets have been relatively stable in the weeks leading up to the current deadline,
perhaps not surprising given the muted historical impact of past shutdowns. Though past performance is no
guarantee of future results and every investment environment has its own nuances to consider, Exhibit 1 depicts
the trajectory of the S&P 500 Index over the past 30 years and its behavior during the five shutdowns that occurred
over that period. The bidirectional nature of the stock market across these shutdowns suggests other factors likely
were driving performance. Interestingly, the longest shutdown on record, in late 2018, coincided with a very strong
rally in US equities. Movements in Treasury yields during these same shutdowns—which ranged from a decline of 9
basis points to a rise of 19 basis points—point to similar blasé reactions by bond markets.

4. "The Congressional Budget Process Timeline,” Congressional Research Service (July 27,2023)..

5,6."The 2023 Long-Term Budget Outlook,” Congressional Budget Office (June 2023).

7."The Effects of the Partial Shutdown Ending in January 2019,” Congressional Budget Office (January 2019).
8,9. “Economic Effects of Government Shutdowns,” Congressional Research Service (September 22, 2023).
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Exhibit 1. Past Shutdowns Haven’t Disrupted the Trajectory of the Equity Market
S&P 500 Index Level: January 1, 1994, through September 26, 2023

6000 December 22, 2018-
January 25, 2019
5000 November 13, 1995- January 19, 2018- 10.43%
Novem:zro::./S, 1995 February 9, 2018
. ° -6.27%
4000 6
December 15, 1995~ October 1,2013-
3000 January 6, 1996 October 17,2013 —
0.06% 3.17%
2000
1000 W
“/.
0
1994 1997 2000 2003 2007 2010 2013 2017 2020 2023

Source: FactSet; data as of September 25, 2023.

...But It Highlights the Country’s Unsustainable Long-Term Fiscal Path

All of the above is not to say that there is no meaning to be found in the shutdown sideshow nor that the asso-
ciated are risks inconsequential. In our late-May paper about the potential impact of US sovereign default, we
noted that “it's hard not to see parallels between today’s crisis and the circumstances that prompted Standard
& Poor’s to issue its downgrade of the US in 2011.1°

We weren't the only ones to notice these parallels; two

months after lawmakers broke their impasse over We've fPeq uently voiced our
the debt ceiling, Fitch Ratings cut its long-term credit
rating on US sovereign issuance from AAA to AA+.1? ] ) ] ]
Perhaps not coincidentally, Moody’s—the only major Its ||ke|y tr‘aJeCtor‘y given the

ratings agency to maintain a top-tier rating on US apparent the lack of political
debt—recently warned that a government shutdown

combined with a continued lack of a cohesive fiscal
policy response to troubling debt trends “could lead measures necessary torein it in.
to a negative outlook, potentially a downgrade at

some point.*2

concerns about the US debt and

will to enact the spectrum of

We've frequently voiced our concerns about the US debt and its likely trajectory given the apparent the lack of
political will to enact the spectrum of measures necessary—including tax hikes, entitlement reforms and cuts

to discretionary spending, as well as supply-side reforms to promote productivity growth—to rein it in. Fiscal
consolidation requires bipartisan work, and continued dysfunction in a US political system marked by an abhor-
rence of compromise suggests repeated party-line standoffs may be far more prevalent than concrete progress
on this front.

Though public debt outstanding has improved by a few ticks since its 2020 peak as spending related to pandemic
relief waned and economic growth resumed, the Congressional Budget Office (CBO) forecasts debt to GDP to
eclipse its historical peak by 2029 and get even worse from there, as shown in Exhibit 2.1% While the current
appropriations battle is being waged over non-defense discretionary spending levels, it is growth in mandatory

10. Please see our paper “Will Debt-Ceiling Drama Turn into a Debt-Ceiling Debacle?” from May 25, 2023.
11.Source: Fitch Ratings; data as of August 1, 2023.

12.Source: Reuters; data as of September 25, 2023.

13. Source: Congressional Budget Office; data as of June 28, 2023.
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spending and net outlays for interest on government debt that the CBO expects to drive persistent deficits and
expanding debt balances in the future.!* Mandatory spending—which is dictated by existing laws and includes
major entitlement programs like Medicare and Social Security—is projected to increase over the next few
decades due to rising healthcare costs and the aging of the US population. Net outlays for interest are projected
to increase on the back of higher interest rates and expanding debt; while this cost has averaged 2% of GDP over
the last 50 years, the CBO forecasts it to reach 3.6% over the next decade.*® Notably, the CBO's forecasts assume
the December 2025 expiration of the individual income tax cuts and some business tax cuts from the 2017 Tax
Cuts and Job Act, as written under current law. Extending these tax cuts would add another S3 trillion to the
deficit over the 2024-33 period, excluding debt-service costs; this represents roughly 1% of GDP annually and is
likely to be a focus of legislators after the 2024 elections.*®

Exhibit 2. With Outlays Far Outpacing Revenues, US Debt Is Forecast to Increase
As a Percentage of GDP, 2008 through 20563
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Note: Average reflects 1973 through 2022. Data for 2023-2053 are projections.
Source: Congressional Budget Office; data as of June 28, 2023.

To us, the swell of public debt outstanding in the US
combined with a general lack of fiscal discipline has
made Treasuries an increasingly shaky proposition— rates and shrinking glObal
even as the lack of term premia suggest markets |iquidity has exacerbated our
may not agree.!” More broadly, the regime change
in interest rates and shrinking global liquidity has
exacerbated our concerns about sovereign credibility cr‘edibility across major

across major economies and highlights what we economies inoluding the US
believe are pronounced vulnerabilities in today’s ’ '

The regime change in interest

concerns about sovereign

financial system.

14,15."The 2023 Long-Term Budget Outlook,” Congressional Budget Office (June 2023).
16."Budgetary Outcomes Under Alternative Assumptions About Spending and Revenues,” Congressional Budget Office (May 2023).
17.Source: Federal Reserve Bank of New York; data as of September 28, 2023.
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The opinions expressed are not necessarily those of the firm. These materials are provided for informational purposes only. These opinions are not intended to be a
forecast of future events, a guarantee of future results or investment advice. Any statistics contained herein have been obtained from sources believed to be reliable,
but the accuracy of this information cannot be guaranteed. The views expressed herein may change at any time subsequent to the date of issue hereof. The information
provided is not to be construed as a recommendation to buy, hold or sell or the solicitation or an offer to buy or sell any fund or security.

Past performance is not indicative of future results.

A credit rating as represented here is an assessment provided by a nationally recognized statistical rating organization (NRSRO) of credit worthiness of an issuer with
respect to debt obligations, including specific securities, money market instruments, or other bonds. Ratings are measured on a scale that generally ranges from AAA
(highest) to D (lowest); ratings are subject to change without notice. Not Rated (NR) indicates that the debtor was not rated and should not be interpreted as indicating low
quality.

Gross domestic product (GDP) is a measure of the total monetary or market value of all the goods and services produced within a country over a specific time period.
Risk Disclosures

All investments involve the risk of loss of principal.

One cannot invest directly in an index. Indexes do not incur management fees or other operating expenses.

S&P 500 Index is a widely recognized unmanaged index including a representative sample of 500 leading companies in leading sectors of the US economy. Although the
S&P 500 Index focuses on the large cap segment of the market, with approximately 80% coverage of US equities, it is also considered a proxy for the total market.

Important Information for Non-US Residents

This material and the information contained herein is provided for informational purposes only, does not constitute and is not intended to constitute an offer of securities,
and accordingly should not be construed as such. Any funds or other products or services referenced in this material may not be licensed in all jurisdictions and unless
otherwise indicated, no regulator or government authority has reviewed this document or the merits of the products and services referenced herein. This material and
the information contained herein has been made available in accordance with the restrictions and/or limitations implemented by any applicable laws and regulations. This
material is directed at and intended for institutional investors (as such term is defined in any applicable jurisdiction). This material is provided on a confidential basis for
informational purposes only and may not be reproduced in any form. This material is for general information only and is not intended as investment advice or any other
specific recommendation as to any particular course of action or inaction. The information in this material does not take into account the specific investment objectives,
financial situation, tax situation or particular needs of the recipient. Before acting on any information in this material, prospective investors should inform themselves of
and observe all applicable laws, rules and regulations of any relevant jurisdictions and obtain independent advice if required. This material is for the use of the named
addressee only and should not be given, forwarded or shown to any other person (other than employees, agents or consultants in connection with the addressee’s consid-
eration thereof).

Important Information for Residents of Australia

This communication is exclusively directed and intended for wholesale clients only. The information contained herein is provided for informational purposes only and
should not be considered a solicitation or offering of investment services, nor a solicitation to sell or buy any shares of any securities (nor shall any such securities be
offered or sold to any person) in any jurisdiction where such solicitation or offering would be unlawful under the applicable laws of such jurisdiction. Unless otherwise
indicated, no regulator or government authority has reviewed this e-mail or the merits of the products and services referenced herein. This document and the information
contained herein has been made available in accordance with the restrictions and/or limitations implemented by any applicable laws and regulations. This document is
provided on a confidential basis for informational purposes only and may not be reproduced in any form. Before acting on any information in this document, prospective
investors should inform themselves of and observe all applicable laws, rules and regulations of any relevant jurisdictions and obtain independent advice if required.

This document should not be relied upon as investment advice and is not a recommendation to adopt any investment strategy. This document is for the use of the named
addressee only and should not be given, forwarded or shown to any other person (other than employees, agents or consultants in connection with the addressee’s consid-
eration thereof). First Eagle Investment Management, LLC is exempt from the requirement to hold an Australian financial services licence under the Corporations Act
2001 (Cth) in respect of the financial services it provides to wholesale clients in Australia and is regulated by the US Securities and Exchange Commission under US laws,
which differ from Australian laws.

Notice to Residents of Brazil

First Eagle Investment Management, LLC and its subsidiary investment advisers are not accredited with the Brazilian Securities Commission - CVM to perform investment
management services. The investment management services may not be publicly offered or sold to the public in Brazil. Documents relating to the investment management
services as well as the information contained therein may not be supplied to the public in Brazil.

Notice to Residents of Canada

This document does not constitute investment advice or an offer or solicitation to sell or a solicitation of an offer to buy any product or service or any securities (nor

shall any product or service or any securities be offered or sold to any person until such time as such offer and sale is permitted under applicable securities laws.) Any
products or services or any securities referenced in this document may not be licensed in all jurisdictions, and unless otherwise indicated, no securities commission or
similar authority in Canada has reviewed this document or the merits of the products and services referenced herein. If you receive a copy of this document, you should
note that there may be restrictions or limitations to whom these materials may be made available. This document is directed at and intended for institutional investors

and is only being provided to “permitted clients” as defined under the Canadian Securities Administrators’ National Instrument 31-103 - Registration Requirements,
Exemptions and Ongoing Registrant Obligations. This document is provided on a confidential basis for informational purposes only. Before acting on any information in this
document, prospective clients should inform themselves of and observe all applicable laws and regulations of Canada. Prospective clients should inform themselves as to
the legal requirements and tax consequences within the countries of their citizenship, residence, domicile and place of business with respect to the acquisition, holding or
disposal of shares or the ongoing provision of services, and any foreign exchange restrictions that may be relevant thereto.

Important Information for Residents of Dubai International Financial Centre

This presentation is intended for distribution only to Professional Clients. It must not be delivered to, or relied on by, any other person. The Dubai Financial Services
Authority has no responsibility for reviewing or verifying any documents in connection with the advisory services. The Dubai Financial Services Authority has not
approved this document nor taken steps to verify the information set out in it, and has no responsibility for it. If you do not understand the contents of this document you
should consult an authorized financial adviser.

Important Information for Residents of the State of Qatar

Any funds, products or services referenced in this document may not be licensed in all jurisdictions, including the State of Qatar (“Qatar”), and unless otherwise indicated,
no regulator or government authority, including the Qatar Financial Markets Authority (QFMA), has reviewed this document or the merits of the products and services
referenced herein. If you receive a copy of this document, you may not treat this as constituting an offer, and you should note that there may be restrictions or limitations
as to whom these materials may be made available. This document is directed at and intended for a limited number of “qualified” investors (as such term is defined

under the laws of Qatar). This document is provided on a confidential basis for informational purposes only and may not be reproduced in any form. Before acting on any
information in this document, prospective clients should inform themselves of and observe all applicable laws and regulations of any relevant jurisdictions, including any
laws of Qatar. This document is for the use of the named addressee only and should not be given, forwarded or shown to any other person (other than employees, agents
or consultants in connection with the addressee’s consideration thereof). Any entity responsible for forwarding this material to other parties takes responsibility for
ensuring compliance with applicable securities laws.

Important Information for Residents of Taiwan

The Manager is not licensed to engage in an investment management or investment advisory business in Taiwan and the services described herein are not permitted to be
provided in Taiwan. However, such services may be provided outside Taiwan to Taiwan resident clients.
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Important Information for Residents of United Arab Emirates

The offering of the products and/or services described herein have not been approved or licensed by the UAE Central Bank, the UAE Securities and Commodities
Authority (SCA), the Dubai Financial Services Authority (DFSA) or any other relevant licensing authorities in the UAE, and accordingly does not constitute a public offer in
the UAE in accordance with the commercial companies law, Federal Law No. 2 of 2015 (as amended), SCA Board of Directors’ Decision No. (13/Chairman) of 2021 on the
Regulations Manual of the Financial Activities and Status Regularization Mechanisms or otherwise. Accordingly, the presentation is not offered to the public in the UAE
(including the Dubai International Financial Centre (DIFC)).

This presentation is strictly private and confidential and is being issued to a limited number of institutional and individual clients:

a. who meet the criteria of a Professional Investor as defined in SCA Board of Directors’ Decision No. (13/Chairman) of 2021 on the Regulations Manual of the Financial
Activities and Status Regularization Mechanisms or who otherwise qualify as sophisticated clients;

o

.upon their request and confirmation that they understand that the products and/or services described in this presentation have not been approved or licensed by or
registered with the UAE Central Bank, the SCA, DFSA or any other relevant licensing authorities or governmental agencies in the UAE;

c. must not be provided to any person other than the original recipient and may not be reproduced or used for any other purpose.
Important Information for Residents of United Kingdom

This document is issued by First Eagle Investment Management, LLC and is lawfully distributed in the United Kingdom by First Eagle Investment Management, Ltd. First
Eagle Investment Management, Ltd is authorised and regulated by the Financial Conduct Authority (FRN: 798029) in the United Kingdom. This document is directed only
at persons in the United Kingdom who qualify as “professional investors. This document is not directed at any persons in the United Kingdom who would qualify as “retail
investors” within the meaning of the UK Alternative Investment Fund Managers Regulations 2013 (S.I. 2013/1773) or the EU Packaged Retail and Insurance-based
Investment Products Regulation (No 1286,/2014), the UK PRIIPs Regulation, and such persons may not act or rely on the information in this document.

FEF Distributors, LLC (“FEFD") (SIPC), a limited purpose broker-dealer, distributes certain First Eagle products. FEFD does not provide services to any investor, but rather
provides services to its First Eagle affiliates. As such, when FEFD presents a fund, strategy or other product to a prospective investor, FEFD and its representatives do not
determine whether an investment in the fund, strategy or other product is in the best interests of, or is otherwise beneficial or suitable for, the investor. No statement by
FEFD should be construed as a recommendation. Investors should exercise their own judgment and/or consult with a financial professional to determine whether it is
advisable for the investor to invest in any First Eagle fund, strategy or product.

First Eagle Investments is the brand name for First Eagle Investment Management, LLC and its subsidiary investment advisers.
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