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The Federal Deficit...a Widening Gap November 2020

OVERVIEW

- The US government’s fiscal response to the pandemic-induced recession has led to levels of spending not seen since WWII.

- The federal budget deficit reached 18% of GDP for fiscal year 2020 - nearly twice its level during the Global Financial Crisis.

= The significant debt accumulation has reignited concerns regarding the level of US debt - namely how much is too much?

Background

The US Treasury categorizes all government spending into
three groups: mandatory, discretionary, and interest on debt.
The difference between annual government spending and
revenue, which comes primarily from taxes, results in either a
budget surplus or deficit — depending upon whether revenues
exceed spending, or vice versa. If a deficit arises, the
government must then borrow money to maoke up the
difference. Looking back over the past three decades reveals
only a brief four-year period spanning the turn of the century
during which our federal government ran a surplus.

How Much is the Tab?

The national debt is the accumulation of federal deficits over
fime. With annual deficits continuing to pile up, this number
had become quite large, even pre-COVID. For the fiscal year
ending September 2019, the federal deficit of $984 bilion
contributed to a total debt of $22.8 trilion. When considered
as a percentage of the goods and services produced by the
US economy, the federal debt amounted to 79% of the gross
domestic product (GDP) last fiscal year.

The recession resulting from the shuttering of the US economy
in response to the global pandemic, combined with the
corresponding increase in government spending via fiscal
stimulus efforts, has increased this year's federal deficit by a
staggering margin. The deficit for fiscal year 2020 was $3.1
frilion, with the total level of national debt quickly
approaching 100% of GDP. This is the highest level since World
War Il, when the national debt had climbed to 106% of GDP.
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Now that the election is (mostly) in the rearview mirror,
investors are focused on the new administration’s initiatives —
particularly regarding the next fiscal stimulus proposal — and
the degree to which additional spending will further expand
the government’s balance sheet.

Is the Credit Card Maxed Out?

Some worry that sustained excessive government debt can
impact economic stability across various factors: growth,
dollar strength, employment, and ultimately, the country’s
global economic and political power. Modern monetary
theorists, on the other hand, believe the national debt is
manageable and should not be a focus.

In fruth, there's no standard rule of thumb regarding how
much debt is “too much.” The main determinant is the credit
worthiness of the borrower. But there’s no evidence that
investors are presently concerned about default risk, as
indicated by near-historic low interest rates at which the
government can borrow. This is partially driven by the US
dollar’s status as the world's reserve currency, providing
consistent demand for Treasury securities used to finance the
debt; if a viable alternative to the US dollar arises in the future,
however, this could reduce demand and increase yields.

From a structural standpoint, the cenfral bank’s
independence from the US government remains integral to its
credibility as an institution. This ensures that the bank will not
be pressured by the government to print money to pay its
debt, which would essentially lead to a “soft default” through
currency devaluation.

An ancillary concern has been that the burgeoning debt
issued by the US Treasury may crowd out private sector
borrowing. This does not appear to be an issue currently;
despite the significant increase, Treasury bonds sfill only
represent about one-quarter of total outstanding debt
issuance. And the significant amount of savings on the
sidelines across the globe indicates that there is more than
enough money available to finance additional investment.

ACG's Position

It is too early to gauge the near-term impact for investors
given that we don’'t yet know what policies will be
implemented by the new administration or the path of
recovery from the COVID-related recession. If the significant
fiscal and monetary support this year accomplishes the
infended effect of bolstering the economy, inflationary
pressures could arise as early as 2021. Conversely if economic
growth does not improve, investors’ concern regarding the
government’s ability to repay its debt could lead to higher
interest rates and potential US dollar weakness.

Longer-term, a key concern for US-based investors is the tax
implications of the debt scenario. Whether or not it's an issue
today, this level of spending is not sustainable indefinitely.
Eventually the government will have to repay what it has
borrowed, and this is likely to come in the form of higher taxes.
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Disclosures and Legal Notice

The views expressed herein are those of Asset Consulting Group (ACG). They are subject to change at any time. These views do not necessarily reflect the opinions
of any other firm.

This report was prepared by ACG for you at your request. Although the information presented herein has been obtained from and is based upon sources ACG
believes to be reliable, no representation or warranty, express or implied, is made as to the accuracy or completeness of that information. Accordingly, ACG does
not itself endorse or guarantee, and does not itself assume liability whatsoever for, the accuracy or reliability of any third party data or the financial information
contained herein.

Certain information herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will”, “expect”’, “anticipate”,
“project”, “estimate”, or any variations thereof. As a result of various uncertainties and actual events, including those discussed herein, actual results or
performance of a particular investment strategy may differ materially from those reflected or contemplated in such forward-looking statements. As a result, you
should not rely on such forward-looking statements in making investment decisions. ACG has no duty to update or amend such forward-looking statements.

The information presented herein is for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase a security.

Please be aware that there are inherent limitations to all financial models, including Monte Carlo Simulations. Monte Carlo Simulations are a tool used to analyze a
range of possible outcomes and assist in making educated asset allocation decisions. Monte Carlo Simulations cannot predict the future or eliminate investment
risk. The output of the Monte Carlo Simulation is based on ACG'’s capital market assumptions that are derived from proprietary models based upon well-recognized
financial principles and reasonable estimates about relevant future market conditions. Capital market assumptions based on other models or different estimates
may yield different results. ACG expressly disclaims any responsibility for (i) the accuracy of the simulated probability distributions or the assumptions used in
deriving the probability distributions, (ii) any errors or omissions in computing or disseminating the probability distributions and (iii) and any reliance on or uses to
which the probability distributions are put.

The projections or other information generated by ACG regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual
investment results and are not guarantees of future results. Judgments and approximations are a necessary and integral part of constructing projected returns. Any
estimate of what could have been an investment sirategy’s performance is likely to differ from what the strategy would actually have yielded had it been in
existence during the relevant period. The source and use of data and the arithmetic operations used for calculating projected returns may be incorrect,
inappropriate, flawed or otherwise deficient.

Past performance is not indicative of future results. Given the inherent volatility of the securities markets, you should not assume that your investments will
experience returns comparable to those shown in the analysis contained in this report. For example, market and economic conditions may change in the future
producing materially different results than those shown included in the analysis contained in this report. Any comparison to an index is for comparative purposes
only. An investment cannot be made directly into an index. Indices are unmanaged and do not reflect the deduction of advisory fees.

This report is distributed with the understanding that it is not rendering accounting, legal or tax advice. Please consult your legal or tax advisor concerning such
matters. No assurance can be given that the investment objectives described herein will be achieved and investment results may vary substantially on a quarterly,
annual or other periodic basis. There is no representation or warranty as to the current accuracy of, nor liability for, decisions based on such information.

© 2020 Asset Consulting Group. All Rights Reserved. Asset Consulting Group is the sole owner of all rights, title, and interest to the materials, methodologies,
techniques, and processes set forth herein, including any and all intellectual property rights. No part of this document may be reproduced, stored, or transmitted
by any means without the express written consent of Asset Consulting Group.
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