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GOLD, THE U.S. DOLLAR, AND FEDERAL DEBT

2021 marked 50 years since the Nixon Administration unpegged the U.S. Dollar from Gold, thus cancelling the direct
convertibility of the Dollar to Gold bullion. Overnight, the Dollar became a free-floating currency, measurable only by
comparing it to other world currencies. Three years later, The Ford Administration took this move a step further, signing a
bill that allowed Americans to freely buy and trade Gold. The combination of these two changes have had massive
economic ramifications, both positive and negative. One consequence, whose merits are up for debate, was to remove the
natural limit to how much money could be printed, which had formerly depended on the amount of Gold in the nation’s
reserves. No longer faced with this constraint, discipline regarding government spending went by the wayside, and our
federal debt has ballooned in the years since to over $31 trillion as of 12/31/22. Today, the Federal Debt, the U.S. Dollar,
and the price of Gold are all inextricably linked, and its important for investors in gold to understand these relationships
and what they may mean for a portfolio.

A Fiscal Deficit arises when a government’s annual expenditures exceed its annual revenues. The Fiscal Deficit relates to a
specific period, typically a year, whereas the Federal Debt relates to the accumulation of annual deficits. From 1971 to
2021, the U.S. government has run deficits for all but four fiscal years, meaning that the Federal Debt has grown for 46 out
of the last 50 years. In 2020 alone, the government spent a total of $6.55 trillion, and only collected about half of that in
tax revenues, thereby adding another $3+ trillion to the Federal Debt. Government spending is expected to continue
operating at an elevated level for the foreseeable future.

As Federal Debt grows, worries about inflation tend to increase, as do worries about whether the government will be able
to meet its debt payments, or if it will be forced to cut spending or increase taxes, potentially hampering economic
growth. As confidence in the economy wanes, many investors turn to Gold as a safe-haven asset that does not depend on
the strength of the economy. This positive relationship between the price of Gold and the percentage of Federal Debt
outstanding is illustrated in the chart below.

Gold vs. U.S. Federal Debt, 12/31/1970 -12/31/2022
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An increasing Federal Debt also has a two-fold effect on the strength of the U.S. Dollar. First, as described previously,
growing indebtedness shakes investor confidence in that nation’s economy, and thus its currency. Secondly, as Federal
Debt grows, the debt service, or interest and principal payments, on that debt also increases. These increasing obligations
are often met by printing more money, and when the money supply is increased, the value of every Dollar in circulation is
dampened. When consumers are losing money simply by holding it, safe-haven demand for Gold soars again. This negative
relationship between Gold and the U.S. Dollar can be seen in the following chart.

Gold vs. The U.S. Dollar - Dec. 1996 - September 2023
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Since the unpegging of the Dollar in 1971, the intertwined dynamics of government cash flow, the U.S. Dollar, and the
demand for Gold have been fascinating. There is no doubt that anyone looking to add Gold to their portfolio should keep a
close eye on these dynamics. When the government runs a large deficit and the Dollar weakens, Gold may provide a boost
to a portfolio. When the opposite is true, Gold may provide a drag on overall returns. And as a particularly volatile asset
class, these swings in the price of Gold are often swift. Thus, we feel that a tactical approach to Gold management, with
the ability to move to cash at appropriate times, is essential.
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Disclosures:

BTS Asset Management, Inc. is not a Commodity Advisor or Commodity Pool Operator/Advisor. The portfolio
does not invest in, and BTS does not, as part of this or any available strategy, recommend or provide advice
related to instruments that are principally regulated under the Commodity Exchange Act, as administered by
the Commodities Futures Trading Commission (CFTC). The portfolio does not hold, or trade instruments
classified as Commodity Pools, commodity futures contracts, or in any other instrument primarily regulated by
the Commodity Exchange Act. The portfolio only invests in exchange traded products that offer indirect
exposure to precious metal sectors and that qualify as publicly traded securities. Investments are selected
only if they disclose by prospectus that they will not hold or trade in commodity futures contracts regulated
by the Commodity Exchange Act and that they are not classified as Commodity Pools. BTS is not registered
with the CFTC and, therefore, is not subject to CFTC jurisdiction. Clients and prospective clients should note,
therefore, that investment in the BTS Gold Tactical Asset Allocation Portfolio will not receive regulatory
protections afforded to investors in products principally regulated by the CFTC.



Investments are subject to risk; loss of capital is possible. It should not be assumed that investment
decisions made in the future will be profitable or will equal past performance, as no particular strategy
or investment approach can guarantee future results or entirely protect against loss of principal. Broad-
based securities indexes are unmanaged and not subject to fees and expenses typically associated with
managed accounts or investment funds, which also are typically invested in substantially fewer
securities. The volatility of the indexes is materially different from that of the porifolios. Performance
will vary depending on the particular funds selected and there is no guarantee that funds used in the
portfolio will closely match the above indexes. Mutual funds have their own fund expenses, which
costs are borne by Client.

This material may be provided to clients and potential clients by third parties (other than current clients or
investors) which may constitute an endorsement under Rule 206(4)-1 promulgated under the Investment
Adpvisers Act of 1940. Cash compensation of 0-1.25%, as selected by solicitor, of account value may be paid
annually to such third parties who act as solicitors for BTS and its investment strategies. Payment of such
compensation presents a potential conflict of interest in that such third parties are paid only in the event an
investor becomes a client of BTS and payments are ongoing as long as client remains a client of BTS. Please
see BTS’ ADV Part 2 for more specific details.

This commentary has been prepared for informational purposes only and should not be construed as an offer to
sell or the solicitation to buy securities or adopt any investment strategy, nor shall this commentary constitute
investment advice. This commentary may contain opinions and assumptions that are forward-looking in nature. To
the extent this material constitutes an opinion or assumption, recipients should not construe it as a substitute for
the exercise of independent judgment. This material has been prepared from information believed to be reliable,
but BTS Asset Management, Inc. makes no representations as to its accuracy or reliability. The views and opinions
expressed herein are subject to change without notice.

LBMA is the London Bullion Market Association (LBMA), a London-based international trade association that
represents the wholesale over-the-counter gold and silver market in London. The LBMA Gold Price PM is set
in the London Gold Market at 15:00 GMT, in U.S. dollars, serving as a benchmark for pricing Gold. It is
widely used by producers, consumers, investors and central banks. U.S. Dollar Broad Index is the trade-
weighted US Dollar Index, also known as the broad index, is a measure of the value of the United States
Dollar relative to other world currencies using nominal exchange rates.

About BTS Asset Management

Founded in 1979, BTS Asset Management is one of the oldest risk managers, managing traditional assets with a
nontraditional approach. BTS has a multi-year track record in tactical fixed income and equity management. Our goal is
to find opportunities with the potential to take advantage of rising markets while working to manage losses during
downturns.

BTS:

e  Seeks to preserve capital
e Aims to offer downside protection and upside potential
e  Strives to reduce volatility while delivering consistent long-term returns
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