US dollar rebounds as market resilience masks escalating risks of prolonged shutdown
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The US dollar reversed its recent downward trend, gaining for the first time in five sessions despite the ongoing partial shutdown of the US government. Financial markets have generally remained resilient amid the shutdown, with major US equity indices such as the Dow Jones, S&P 500, and Nasdaq reaching new record highs. The dollar's rebound followed a dip to one-week lows, reflecting cautious optimism despite the uncertainty surrounding US economic data releases. The shutdown has delayed the monthly US jobs report, a key indicator for market participants and Federal Reserve policy decisions. In the foreign exchange markets, most currencies weakened against the dollar, with the euro and British pound slipping by around 0.2-0.3%, while the yen edged up slightly.
This government shutdown, which commenced on October 1, 2025, marks the 15th since 1981 but is notably distinct in its potential economic impact. Analysts and economists warn that, unlike previous disruptions that had limited consequences, this event risks deeper economic harm. The difference lies partly in the administration’s unprecedented threat to make permanent cuts to thousands of federal jobs, rather than simply furloughing workers temporarily. Estimates suggest that a continued shutdown could reduce US GDP growth by 0.1 to 0.2 percentage points per week, with a quarter-long closure possibly slashing fourth-quarter GDP by as much as 2.4 points. This threatens to weaken consumer confidence and complicate the Federal Reserve’s policy outlook amid a fragile labor market and slower job growth.
Adding to market uncertainty is the halt of vital economic data releases, including the September employment report. This void has increased reliance on private data sources such as ADP’s private payrolls report, which recently showed a decline. The Fed is widely expected to cut interest rates by 25 basis points at its October meeting in response to these mounting headwinds. Currency markets have responded accordingly; while the dollar strengthened modestly overnight against the yen and yuan, it hit a one-week low earlier amid concerns about the shutdown’s duration. Gold prices, meanwhile, surged to a record high before settling slightly lower, as investors sought safety amid faltering economic signals.
Regionally, the Australian dollar has eased somewhat following warnings from the Reserve Bank of Australia about rising global financial risks that could exacerbate domestic vulnerabilities. Although Australia’s financial system remains resilient with strong employment and rising household incomes supporting loan stability, the central bank cautioned that major shocks abroad could have knock-on effects. The AUD/USD pair has shown downward pressure but maintains some upward momentum above key moving averages. Similarly, the New Zealand dollar has remained steady amid mixed economic conditions.
In Asia, the US government shutdown has notably impacted currency pairs tied to Singapore, with USD/SGD breaking below its 100-day moving average, signaling increased vulnerability. Market watchers are attentive to technical support levels where dollar buying might resume.
Despite the shutdown's palpable risks, global markets have exhibited a degree of buoyancy. The MSCI global stock index advanced modestly, buoyed by record highs in European equities and optimism surrounding technological partnerships in Asia, notably involving South Korean firms Samsung and SK Hynix with OpenAI. Expectations of imminent Federal Reserve rate cuts continue to underpin market sentiment, even as investors grapple with limited official economic data due to the shutdown. Oil prices, in contrast, have declined amid oversupply concerns and potential increases in OPEC+ production.
Amid these turbulent economic headwinds, the prolonged US shutdown’s broader impact also reverberates in emerging markets. Argentina’s bond market, for instance, remains jittery amid uncertainty over US financial support linked to the shutdown and domestic structural reforms. This highlights how the US political impasse extends risks globally, affecting countries reliant on stable capital flows and US economic confidence.
In summary, while the US dollar’s recent uptick and resilient equities suggest markets are not yet in panic mode, the underlying economic risks posed by the ongoing government shutdown are significant. Prolonged disruptions may weigh on growth and complicate Federal Reserve policy, potentially leading to more accommodative monetary measures. Investors remain alert to developments, including the eventual resolution of the shutdown, forthcoming employment data releases, and the Fed’s policy decisions as key determinants of market direction in the coming weeks.
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