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EXECUTIVE SUMMARY

¢ Monetary Policy: Neutral. The
Federal Reserve has kept short-
term rates high, but this has led
to declines on the long end of the
yield curve.

¢ Fiscal Policy: Inflationary. The
CBO projects federal budget defi-
cits to average 6.3 percent for
the next ten years.

¢ Economic Vital Signs: Inflationary
pressures have moderated and
markets are pricing in a Federal
Reserve rate cutting cycle.

¢ Yield Curve Watch: The yield
curve continues to be inverted.

Q3 2024: The Secret Service & Indirect Taxes
Q: Allen, why title this WMQ “The Secret Service & Indirect Taxes?”

Since the attempted assassination of Donald Trump, | have been contemplating
whether there might be any economic or market implications. In reviewing the stock
market’s reactions to political assassinations attempts, | found it to be a mixed bag of
performance. At the same time, | can easily make the case that the event will in-
crease investor demand for perceived “safe haven” assets like t-bills, short-term
bonds, and gold, as well as cryptos and other non-dollar currencies as political hedg-
es.

While on a recent walk, | was contemplating the potential safe haven trade, when |
decided to listen to the Congressional hearing and testimony of Kimberly Cheatle
(former Director of the U.S. Secret Service). The hearing consisted of strong bi-
partisan questioning and criticism of U.S. Secret Service for its perceived failures on
July 13. Rightfully, Congressional members from both sides of the aisle are sensitive
and concerned about political violence against candidates and elected officials. Giv-
en the bi-partisan pressure, Cheatle resigned her post shortly after the hearing.

While much of the hearing focused on the events of July 13, | found the discussion
regarding staffing levels at the U.S. Secret Service the most intriguing. It made me
think. If Congress thinks the U.S. Secret Service is not performing up to task, possibly
due to staffing—should investors be concerned about the Secret Service’s perfor-
mance in relation to its larger investigations mandate? | also found myself wonder-
ing whether the Congressional focus on the U.S. Secret Service tells us anything
about the investing climate.

| concluded that it does given trends in cybercrime and inflation. It then dawned on
me that our readers might not be familiar with the U.S. Secret Service’s financial
mandate.

Q: What can you share with us about the Secret Service’s financial mandate?

The Secret Service’s original mandate was counterfeit currency investigations. Due
to the financing requirements of the American Civil War, President Lincoln and Con-
gress passed the Legal Tender Act of 1862. The Act authorized the US Treasury to
issue $150 million in paper “greenbacks” which would not be redeemable in gold or
silver at a national level. The following year, Congress passed the National Currency
Act of 1863 which created the Office of the Comptroller of the Currency (OCC). Con-
gress then substantially amended the law in 1864, and it came to be known as the
National Banking Act. Together, these Acts led to the creation of a national non-
metallic currency—(aka “the greenback”) and a national banking system for the Unit-
ed States.

Major Asset Class Returns 2024 YTD

T-Bills 3.69%
Investment Grade Bonds -0.71%
Large-cap Stocks 15.29%
Mid-cap Stocks 6.17%
Small-cap Stocks -0.72%
International Stocks 5.75%
Emerging Market Stocks 7.68%

Source: Morningstar Direct, As of 6/30/2024
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The increased issuance of paper money and war bonds,
combined with the material demands of the war, naturally

Global losses from credit card fraud will top
$43 billion within five years.

led to an inflation. Consequently, greenbacks moved to a
discount relative to the more scarce gold and silver coins.

In addition to inflation, the growth in fiat currency usage
during the Civil War brought along with it an increase in

currency fraud. As a result, Congress created the Secret
Service to investigate counterfeit currency frauds.

45 $Bil

According to its website, www.secretservice.gov/about/
history, The United States Secret Service is “one of Ameri-
ca’s oldest federal law enforcement agencies, originally cre-
ated in 1865 to stamp out rampant counterfeiting in order
to stabilize America's young financial system. By the end of
the Civil War, nearly one-third of all currency in circulation
was counterfeit. As a result, the country’s financial stability
was in jeopardy. To address this concern, the Secret Service
was established in 1865 (July 5th) as a bureau in the Treas-
ury Department to suppress widespread counterfeiting.”
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Our modern day equivalent would be that credit card fraud 2021 2002 2023

has grown right alongside the increased usage of credit

cards. Merchant Cost Consulting estimates global credit

card fraud will reach $43 billion annually by 2026. Meanwhile, the
Secret Service estimates that it prevented over $6 billion in fraud Historical and Projected Deficit or Surplus as a Percentage of GDP
during the latest federal fiscal year. ™

2024 2025 2026

Source: Merchant Cost Consulting.com

Today financial investigations involve financial fraud, counterfeiting,
and cybercrime. The Protection mandate was given to the Secret
Service following the assassination of President William McKinley in 0%
1901.

2%

Q: What does this mean for investors?

According to the OCC’s website, “One of the purposes of the nation- 4%
al banking legislation introduced in December 1862 was to stimulate
bond sales and generate a rush of cash for the hard-pressed U.S.
Treasury.” Thus, one can see that legal tender laws are the mecha-
nism through which government moves from direct taxation which

constrains its spending, to indirect taxation through currency infla- 10%
tion. The initial move towards indirect taxation and inflation histori-
cally leads to a recovery or expansion because the government is 12%
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spending money it does not have. At the same time, the private

sector does not have the burden of a direct reduction in its cash- et
flows due to taxes. The initial tax, if you will, is paid for by currency

and fixed interest bond holders. Later, down the road, inflation becomes problematic because currency and bond investors grad-
ually wise up and demand either higher interest rates or they flee the currency and the country. Based on the Congressional
Budget Office (“CBO”) reports and projections, | believe the U.S. may be moving towards the problematic stage.

Municipal and Treasury Yields (%)

Revenues, Outlays, Deficits, Surpluses, and Debt Held by the Public Since 1969 and Table 1-1. CBO's Baseline Budget Projections, by Category.

Maturity Treasury AA Municipal A Municipal BBB Municipal
0, 0, 0, 0,
“If the government had to rely on direct 1Year >.118% 3.343% 3.36% 3.899%
taxes, then everyone’s taxes would need to 2 Year 4.755% 3.292% 3.313% 3.844%
be nearly 40% higher, or government 5 Year 4.377% 3.136% 3.10% 3.709%
spending would need to be 40% less.” 10 Year 4.397% 3.169% 3.062% 3.840%
30 Year 4.559% 4.235% 4.216% 4.687%
Source: Bloomberg as of 6/30/2024
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Q&A with the Research Team

Q: What do you see in the CBO reports that concern you?

One way to think today’s situation is this. In 2023, the U.S.
government brought in $4.9 trillion in revenue through direct
taxes, but it spent $6.8 trillion. Therefore, indirect taxes
equaled $1.9 trillion. If the government had to rely on direct
taxes, then everyone’s taxes would need to be nearly 40%
higher or government spending would need to be 40% less.
Furthermore, as of June 2024, the CBO projects that the gap
between direct taxes and spending is going to average 6.3%
for the next 10 years.

Our readers can see in the second chart on the previous page,
deficit spending of more than 4% of GDP is generally reserved
for severe recessionary times. The U.S. clearly has a spending
and structural budget issue that is going to have a lot impacts
for investors depending on how it is resolved.

The most direct impact we have seen recently has been high-
er interest rates. While interest rates may be moving lower
on a cyclical basis because the private sector slowed, | gener-
ally estimate interest rates will remain elevated due to the
fiscal gap over the coming decade.

A second impact, just as in 1862, is that an inflated currency
will move to a discount relative to more scarce alternatives.
Today, investors see the prices of gold, silver and cryptocur-
rencies near record highs as Congress spends increasing
amounts of money.

As previously detailed, a growing market and inflation also
brings increasing amounts of fraud, which the Secret Service
is tasked with investigating. In the 2023 Homeland Security
Budget Overview, one can easily see the accelerated growth
in the number of cybercrimes. Last year, the Secret Service
recovered over 1.5 million financial accounts. The Secret Ser-
vice has also increased its cybercrime staffing from 1,900 indi-
viduals in 2017 to 5,800 in 2023 (20% annual growth).

Q: What does the growth in cybercrime mean for investors?

At the most basic level, it means there may be an opportunity
in cybersecurity related equities and exchange traded funds.
Identify theft protection and insurance are practical necessi-
ties and purchases in this day and age. Anyone who works
with computers or in industry realizes that cybersecurity pro-
tocols and software are as fundamental as turning on your
utility power.

Meanwhile, in the area of cybercrime, one of the main uses
for blockchain technology is the improvements it brings to
fraud detection and prevention. Governments, however, still
have mixed views regarding cryptocurrencies and blockchain
solutions. The technology can enable either the most decen-
tralized solutions or the most draconian centralized solutions,
depending on how they are implemented. This is making
cryptocurrency regulation a political battleground.

Q: Government policy and political attitudes toward cryptos
seems mixed, can you comment on that?

It is mixed. Various agencies have taken actions and issued
guidance, but there has not been government wide consisten-
cy in the country’s approach to the technology. At the most

_

basic level, the IRS declared cryptocurrencies to be assets, so
they could be taxed. The commodity regulators view certain
cryptocurrency assets as currencies or commodities, however,
tax and regulatory law on commodities work differently than
securities. The SEC meanwhile has been differentiating between
true cryptocurrencies and those that meet the definitions of
securities. It has recently allowed the issuance of exchange
traded funds which hold cryptocurrencies, so this should help
expand the market. The difference is that a bitcoin has been
determined to not be a security, but a bitcoin ETF would be a
security. The Secret Service and the U.S. Marshall, meanwhile,
are tasked with investigating cyber related crimes, and due to
their efforts, the U.S. government actually holds an estimated
$14 billion in bitcoin.

At a higher economic level, | also believe government attitudes
toward cryptocurrencies are mixed as they represent a real time
example of Gresham’s law in practice. Gresham’s law states
that bad money drives out good money, as good money will be
hoarded while bad money will be spent. As a 2005 paper from
the Cleveland Federal Reserve Bank stated, “In the absence of
such market imperfections (government intervention and im-
perfect information), good and bad monies will both circulate
and be priced according to their quality.”

Q: Allen, any final thoughts for investors?

The Secret Service has a “zero fail mission” and its missions in-
clude cybersecurity and monetary integrity. Unfortunately, the
US government relies on indirect taxation and every politician
desires to spend more, so the Secret Service may have an im-
possible task. This clearly establishes that there may be oppor-
tunities in inflation fighting and cybercrime prevention invest-
ments. On the risk side, it creates the risk of higher taxes in the
future or federal budget cuts down the road.

As it relates to more taxes or less spending, investors should
probably be watching Argentina as a barometer. The country is
undergoing a significant policy change under Javier Milei. The
country has devalued its currency and reduced its government
spending to be in line with its tax receipts by cutting thousands
of government workers. At this point, the country has eliminat-
ed entire government agencies and 15,000 government jobs, as
it aims to eliminate 70,000 government positions. This is clearly
having disparate impacts at individual levels, but for investors, it
has created a rebound in private sector performance and its
stock market has been amongst the best performing in the
world.

In conclusion, since it first received its protection mandate, the
U.S. Secret Service has seen one president killed (JFK), two can-
didates shot (Teddy Roosevelt and Trump), another president
shot (Reagan) and attempts on all the others. In that regard, its
track record is admirable over the last 123 years. At the same
time, Congress itself believes the Secret Service is understaffed
and failed on its protection mandate on July 13. For investors, if
we assume those same percentages of a failure, it would trans-
late into the risk of a major cyber event or currency failure being
3% (4/123). Something worth considering.

Sincerely, Allen R. Gillespie
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QUICK TAKE

MAJOR ASSET CLASSES

Cash and Cash Equivalents

The market is pricing in an aggressive Federal Reserve interest rate cutting cycle beginning in September. While this is consistent
with cyclical data, we believe long term Federal deficits as a percentage of GDP will keep interest rates elevated. We believe the
Federal Reserve policy is now neutral to restrictive, so allocation to short-term cash and cash equivalents may produce competi-

tive returns over time.

Investment Grade Fixed Income

The yield curve has inverted to levels last seen in the early 1980s. We are expecting the yield curve to return to a normal shape
during 2024. The normalization of the yield curve will likely create some short-term pressures on investment grade fixed income
markets, but we believe core bonds reasonably reflect both recessionary and inflationary pressures. As a result, we believe tacti-
cally rebalancing within the space will be increasingly attractive over the next few quarters.

Tactical Fixed Income

High yield commercial real estate markets are beginning to exhibit a few signs of approaching distress. While we moved our tac-
tical fixed income allocations to be more in-line with bond benchmarks, at the margin, we believe investors should begin to ex-
tend credit risk over the next few quarters if spreads widen. Convertible securities also might become more attractive to corpo-
rate CFOs as a way to lower interest costs.

Core Equities

Given recessionary risks and the inverted yield curve, we would not overweigh equities beyond investor risk determined alloca-
tions. We believe a normalization of the yield curve will temporarily impact long-term growth assets. Given our inflation and
valuation outlook, we are also more constructive on small cap, value, growth at a reasonable price, and international equities.

Tactical Equities

Due to the extreme conditions in core fixed income and equity markets, we think that tactical equity strategies may offer inves-
tors the best risk/reward tradeoffs. Tactical equity strategies, like long/short equity and option-based strategies have historically
weathered bad bond markets and buffered bad equity market storms. We investors begin researching and considering whether
commodities strategies may be appropriate for portfolios.

Other Markets

Other markets like gold, cryptocurrency, and real estate may offer diversification benefits to traditional portfolios. We believe

commercial real estate in major metro markets may see pockets of distress due to shifts in product and populations. Gold ap-

pears to be regaining its status as a safe haven asset and cryptocurrency markets have been supported by favorable regulatory
rulings recently.

Index Snapshot

Earnings Dividend Price to
Yield Yield Book
Large-cap Stocks 4.28% 1.35% 4.85
Mid-cap Stocks 6.06% 1.59% 2.47
Small-cap Stocks 6.40% 1.93% 1.76
International Stocks 6.59% 3.10% 1.90
Emerging Market Stocks 6.76% 2.65% 1.78

Source: Bloomberg as of 6/30/2024
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4‘



The Secret Service & Indirect Taxes

FinTrust Allocations (70/30 Risk Profile) with Tactical

Other Tactical
Equities,21%

Investment Grade
Bonds, 20%

Tactical Fixed

International
ternationa Income, 10%

Equities, 10%

Small & Mid Cap
Equities, 10%
Large Cap Equities,
29%

Positioning as of 6/30/2024. This model displays FinTrust’s Funds & ETF Model with Tactical target portfolio guidelines. Each client situation is
unique and may be subject to special circumstances, including but not limited to greater or less risk tolerance, classes, concentrations of as-
sets not managed by FinTrust, investment limitations imposed under applicable governing documents, and other limitations that may require
adjdustrr\?enfts to the suggested allocations. Model asset allocation guidelines may be adjusted from time to time on the basis of the foregoing
and other factors.

About FinTrust Capital Advisors, LLC

FinTrust Capital Advisors is a wholly owned registered investment advisory subsidiary of United Community Banks, Inc.
that serves both personal wealth clients and corporate and institutional clients. Fintrust offers strategic financial plan-
ning, investment management, fiduciary and retirement plan consulting, research, capital markets, and other services
concerning financial well-being. The FinTrust team of experienced professionals provides solutions to meet both individ-
ual and corporate client objectives.

Important Disclaimer

Securities offered through FinTrust Brokerage Services, LLC (Member FINRA/ SIPC) and Investment Advisory Services offered
through FinTrust Capital Advisors, LLC. Insurance services offered through FinTrust Insurance and Benefits, Inc.. This material does
not constitute an offer to sell, solicitation of an offer to buy, recommendation to buy or representation as the suitability or appro-
priateness of any security, financial product or instrument, unless explicitly stated as such. Past performance is not necessarily in-
dicative of future returns. This information should not be construed as legal, regulatory, tax, or accounting advice. This material is
provided for your general information. It does not take into account particular investment objectives, financial situations, or needs
of individual clients. This material has been prepared based on information that FinTrust Capital Advisors believes to be reliable,
but FinTrust makes no representation or warranty with respect to the accuracy or completeness of such information. Investors
should carefully consider the investment objectives, risks, charges, and expenses for each fund or portfolio before investing. Views
expressed are current only as of the date indicated, and are subject to change without notice. Forecasts may not be realized due to
a variety of factors, including changes in economic growth, corporate profitability, geopolitical conditions, and inflation. The men-
tion of a particular security is not intended to represent a stock-specific or other investment recommendation, and our view of
these holdings may change at any time based on stock price movements, new research conclusions, or changes in risk preference.
Index information is included to show the general trend in the securities markets during the periods indicated and is not intended
to imply that any referenced portfolio is similar to the indexes in either composition or volatility. Index returns are not an exact rep-
resentation of any particular investment, as you cannot invest directly in an index.
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