
This week brought dozens of economic releases, but political headlines commanded 
the market’s attention and muffled any impact the data might have otherwise had. 
Yesterday, a government shutdown was averted when Congress passed a continuing 
resolution to provide funding through December 3rd. Although the resolution was 
made just hours before the midnight deadline, few actually expected a shutdown on 
top of an increasingly contentious debt ceiling battle that is fast approaching high 
noon.

On Tuesday, Treasury Secretary Janet Yellen warned lawmakers that the Treasury will 
run out of money on October 18th and will be unable to pay its bills, including bond 
payments, social security and government pensions unless Congress either suspends 
or raises the debt ceiling. Later in the week, Yellen told members of Congress that any 
default on U.S. debt would cause irreparable harm and usher in massive job loss and 
possible recession. She described the potential fallout as “catastrophic,” and called 
for an end to the debt ceiling, which has been increased or extended 78 times since 
1960. Yellen’s high drama is deliberate, and intended to shock Congress into action 
before they inadvertently stumble into crisis. 

A $1.2 trillion infrastructure bill that passed the Senate in August did not get a 
vote in the House yesterday, while opposition to a proposed $3.5 trillion budget 
reconciliation bill is growing on both sides of the aisle. At this point, the Democrats 
have little choice but to raise the debt ceiling themselves and face the political 
consequences in the 2022 midterms, or put the U.S. Treasury in the unthinkable 
position of defaulting on its debt obligations.

The House voted 217 to 212 on Wednesday, in a largely symbolic measure, to raise 
the debt ceiling. However, at this point, Senate Democrats don’t appear to have the 
50 votes needed to pass the bill along party lines through the reconciliation process. 
West Virginia Senator Joe Manchin has said he’d support a significantly smaller $1.5 
trillion package, while it’s unclear what changes New York Arizona Senator Krysten 
Sinema seeks. The Biden Administration is hesitant to decouple the second phase of 
its ambitious infrastructure spending plan from the budget, believing the U.S. is at 
the crossroads of a once-in-a-generation opportunity to “build back better.” 

The next 17 days could be particularly unnerving, even by recent ramped-up 
standards. Political rhetoric is already at a fever pitch, which muddles rational 
thought, and opens a wide door for miscalculation. 

This morning, the ISM Manufacturing Index for September climbed from 59.9 to 61.1, 
topping forecasts and suggesting improvement in the factory sector. Historically, any 
number above 60 in the ISM survey is consistent with exceptional strength, although 
in 2021 the headline index has topped the 60 mark six times. From the standpoint 
of U.S. purchasing managers, demand is very strong, but continues to be restrained 
by severe supply chain disruptions. The current production index slipped from 60 to 
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59.4, while the new orders index held at a robust 66.7. The supplier delivery index 
rose from 69.5 to 73.4, reflecting increased supply bottlenecks, while the orders 
backlog index dipped from 68.2 to 64.8 …still uncomfortably high. The continued 
supply shortage pushed the prices paid index up from 79.4 to 81.2, indicating that 
inflationary pressures aren’t retreating as the Fed has long predicted. 

Also this morning, the core Personal Consumption Expenditures (PCE) index, the 
Fed’s preferred inflation measure, climbed to a fresh three-decade high with a 3.62% 
annual increase in August. 

Oddly enough, signs of rising inflation, supply bottlenecks and the growing 
possibility of government default along with an accompanying downgrade of the 
U.S. sovereign debt rating hasn’t prevented the bond market from staging a small 
rally to end the week. At the same time, stocks have recovered from the worst 
monthly performance since March 2020, with the DOW up nearly 500 points. Making 
sense of the financial markets has long been a fool’s errand, but the task has been 
further complicated by massive liquidity and a severe lack of alternative investment 
options.

Market Indications as of 3:18 P.M. Central Time 
DOW Up 483 to 34,326 (HIGH: 35,625) 

NASDAQ Up 118 to 14,567 (HIGH: 15,374) 

S&P 500 Up 50 to 4,357 (HIGH: 4,537) 

1-Yr T-bill current yield 0.07%; opening yield 0.07%

2-Yr T-note current yield 0.27%; opening yield 0.28%

3-Yr T-note current yield 0.49%; opening yield 0.51%

5-Yr T-note current yield 0.93%; opening yield 0.98%

10-Yr T-note current yield 1.47%; opening yield 1.50%

30-Yr T-bond current yield 2.04%; opening yield 2.06%
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