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Q4 2024: Continued Rotation to Value and Headwinds to Future Growth 

Dear Fellow Investor, 

BTS successfully launched the BTS Enhanced Equity Income Fund on June 28th, 2024. The Fund 

aims to find opportunity in quality equity income and growth opportunities by selecting equities 

with attractive relative valuations and strong underlying fundamentals across three strategies: 

BTS Dividend Aristocrats, BTS Equity Fortress, and BTS Highest Yielding Equity with a 10% 

allocation to BTS Covered Calls seeking to boost yield. 

 

The Fund also seeks to diversify a client’s portfolio when the market-capitalization weighted 

S&P 500 Index becomes overallocated to a small number of stocks. As of July, the S&P 500 has 

been concentrated in a small set of stocks termed the “Magnificent 7” that have seen 

considerable price appreciation compared to other S&P 500 constituents. The Magnificent 7 

make up roughly 30% of the Index.1 

BTS believes the current S&P 500 weightings pose diversification risks in a client’s portfolio. If 

an index makes overweight decisions by market capitalization, and a small subset of its 

constituents take up a large weighting like the Magnificent 7, a large portion of the index’s future 

returns are contingent on the same subset of stocks performing well again, which is no guarantee.  

The BTS Enhanced Equity Income Fund aims to address these concerns by allocating to at least 

nine out of the eleven sectors and makes over or underweight decisions based on how sectors are 

performing against their historical averages, not merely by market size. BTS believes this 



approach offers diversification if the lagged effects of tighter than expected monetary policy 

weigh down the labor market and dampen future economic growth. 

Over the last quarter, the BTS Enhanced Equity Income Fund returned 7.92% while the S&P 500 

returned 5.89%, resulting in an outperformance of 2.03%. Although the Fund is newly operating, 

BTS believes that the current rotation into equity income and value investments will continue 

into 2025 and beyond, which BTS believes will benefit the Fund as the market discounts risk. 

BTS Enhanced Equity Income Fund Returns as of 09/30/2024 

Since Inception (6/28/2024)

Class I (EEQIX) 7.92%

S&P 500 Index 5.89%
 

The BTS Enhanced Equity Income Fund’s total annual operating expense ratio is 5.33%, 6.08%, 5.08%, 

and 5.58% for the Class A, C, I and R shares respectively.  Total annual operating expenses after 

contractual fee waiver and/or expense reimbursement is 1.59%, 2.34%, 1.34%, and 1.84% for Class A, 

C, I, and R shares respectively until at least April 30th 2026. Please review the fund's prospectus for more 

information regarding the fund's fees and expenses. Note: The Fund is newly operational, and 

performance is not yet available for Class A, C, and R shares. 

 

The performance data quoted here represents past performance. Current performance may be lower or 

higher than the performance data quoted above. Investment return and principal value will fluctuate, so 

that shares, when redeemed, may be worth more or less than their original cost. Past performance is no 

guarantee of future results. A Fund's performance, especially for very short periods of time, should not be 

the sole factor in making your investment decisions. To obtain performance information current to the 

most recent month-end, please call toll-free 1-877-BTS-9820. 

The Fallout of the Interest Rate Tightening Cycle 

The Federal Reserve (the ‘Fed’) began tightening in March 2022 due to higher-than-expected 

inflation from post-COVID 19 spending. In September, the Fed finally began its easing cycle, 

cutting interest rates for the first time since 2020 with an oversized 50 basis points (bps) 

reduction. The Fed’s rationale for a 50bps cut instead of a 25bps cut came from sustained 

progress towards their mandate of 2% inflation as well as balancing labor market unemployment 

risks.2 

As of September, the Bank of America’s Global Fund Manager Survey indicated that 79% of 

managers expect a soft landing in the next 12 months. However, BTS cautions that monetary 

policy often lags. We believe that the Fed may have held rates too high for too long.  

Despite higher interest rates, the market has moved higher on sustained optimism of a soft-

landing. However, due to lagged effects of money policy, BTS believes the negative effects of 

tight monetary policy on consumer spending and the labor market have not yet fully 

materialized. 

 



0.00%

1.00%

2.00%

3.00%

4.00%

5.00%

6.00%

50

70

90

110

130

150

170

190

210

Dec-19 Jun-20 Dec-20 Jun-21 Dec-21 Jun-22 Dec-22 Jun-23 Dec-23 Jun-24

P
e

rc
e

n
t

V
al

u
e

Date

Daily Normalized S&P 500 Total Return Index vs Federal Funds Target Rate (Upper Bound)
12/31/2019 - 09/30/2024

S&P 500 (Normalized with 100 Starting Value) Federal Funds Target Rate (Upper Bound)
 

Source: S&P Global, Bloomberg 

An investment cannot be made directly in an index* 

From BTS’ experience, market reactions to Fed policy are rarely efficient. One only has to look 

at the volatility created by the Fed’s tightening policy in 2022 when the extent and level of 

interest rates were constantly questioned by market participants.3  

BTS argues that the Fed has been more ‘data-dependent’ during the past rate hike cycle than 

previous cycles, considering changes to inflation and the state of the job market month by month. 

This data dependency, in BTS’ view, poses a risk to the trajectory of the easing cycle if inflation 

and economic data fluctuates beyond expectations.  

If data comes in weak, the Fed will have to consider cutting rates aggressively, which may not 

immediately cure a sinking economy and subsequent market declines. On the other hand, if data 

comes in strong, the Fed will have to ponder keeping rates higher into the end of 2025. In this 

case, BTS views that the market would struggle to move higher as markets wait and see if the 

economy can remain resilient. Therefore, the projected number of cuts this year and in 2025 may 

be disrupted if we see 1 to 3-month swings in current inflation or labor market trends. 

Uncertainty Can Cause Market Risk 

Can consumer spending remain supportive? 

When Inflation was at its peak of 8.3% in August 2022, inflation-adjusted personal consumption 

expenditures increased at an annual rate of 1.4% during the third quarter of 2022 which included 

August.4, 5 Robust consumer spending in the backdrop of high inflation has largely been a norm 

during the recent period of high inflation and high interest rates.6 BTS cautions that as household 



debt burdens continue to rise, they may pose challenges for future consumer spending, especially 

if the job market weakens. As of Q2 2024, total household debt reached a new high of 17.80 

trillion according to the New York Fed.7 

Impact of AI on the Labor Market 

A weakening labor market has already begun to pose risks for consumer spending and economic 

growth, as it was part of the Fed’s rationale for cutting rates by 50bps instead of 25bps at the 

September FOMC meeting.  

Other longer-term productivity trends of automation and artificial intelligence (AI) may pose 

additional risks to the labor market as the need for human labor in certain industries decreases. 

Technology jobs such as software engineering and transportation jobs such as rideshare services 

are just a few examples where AI usage is replacing humans at an increasing pace.8, 9 The recent 

dockworkers strike also highlights the risk of automation and AI to the labor market. AI may 

affect different industries more sporadically as labor replacement risks become clearer.10 

Geopolitics and the 2024 Presidential Election 

Escalating tensions in the Middle East pose risks for U.S. stocks as global trade and economic 

activity becomes disrupted. For instance, 13.7% of total revenue for S&P 500 constituents comes 

from international sales according to S&P Global.11 Rising oil prices and military conflicts may 

both dampen demand and global sentiment, which would weigh on domestic revenues while 

potentially reigniting inflation concerns through rising energy costs. 

The November 2024 Presidential Election is also at the forefront of consumer sentiment. The 

balance of power between Republicans and Democrats may have wide ranging fiscal spending 

consequences that could affect economic outlooks, including disrupting the current downward 

trend in inflation. 

Conclusion 

BTS cautions that the aforementioned risks all have the ability to decrease consumer sentiment 

and increase volatility in both the bond and equity markets. BTS’ tactical approach to fixed 

income and its value-based income approach to the equity market both aim to reduce volatility 

and increase risk-adjusted returns. Although there is plenty of cash in money market funds, as 

money market fund assets reached 6 trillion for the first time back in February 2024, BTS 

believes the current headwinds may push these assets into more defensive, value-based 

investments than investments reliant on accelerating growth as uncertainty in the interest rate 

easing cycle may create volatility.12 We believe the BTS Enhanced Equity Income Fund is well 

positioned to participate in this trend. 

Moreover, as long as the economy achieves a relative soft-landing or GDP continues at a robust 

2-3% growth rate, we may also see cash move to high yield bonds which will have increasingly 

attractive yields as the Fed cuts rates. However, from BTS’ experience, at junctures where there 

are significant growth headwinds to the economy, clients often opt for tactical approaches to 



fixed income rooted in capital preservation, such as those offered by the BTS Tactical Fixed 

Income and BTS Managed Income Funds. These Funds offer the ability to move away from 

riskier, higher-yielding assets to safer income-producing asset classes if markets rapidly 

deteriorate. 

Thank you for investing with BTS. We are committed to a risk management approach that 

maximizes growth potential in both the stock and the bond markets in order to bring lower 

drawdown and higher returns to our clients. 

Sincerely, 

Vilis Pasts  

Matthew Pasts, CMT  

Isaac Braley 

Henry Pasts 

Co-Portfolio Managers 

 

The material provided herein has been provided by BTS Asset Management and is 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. BTS Asset Management serves as investment advisor to one or more mutual funds 

distributed through Northern Lights Distributors, LLC member FINRA/SIPC. Northern Lights 

Distributors, LLC and BTS Asset Management are not affiliated entities. 

It should not be assumed that investment decisions made in the future will be profitable or 

guard against losses, as no strategy can guarantee future results or entirely protect against 

loss of principal. There is no guarantee that the strategies discussed herein will succeed in 

all market conditions or are appropriate for every investor.  

Investors should carefully consider the investment objectives, risks, charges, and expenses 

of the BTS Tactical Fixed Income Fund, BTS Managed Income Fund, and BTS Enhanced 

Equity Income Fund before investing. This and other information about the Fund is 

contained in the prospectus and should be read carefully before investing. The prospectus 

can be obtained on our web site, www.btsfunds.com, by calling toll free 1-877-287-9820 (1-

877-BTS-9820), or by calling your financial representative. The BTS Funds are distributed 

by Northern Lights Distributors, LLC, Member FINRA/SIPC. BTS Asset Management, 

Inc. is not affiliated with Northern Lights Distributors, LLC. 
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Diversification does not ensure a profit or guarantee against loss. The BTS Enhanced Equity 

Income Fund is newly formed and has a limited history of operations. 

Equity securities are susceptible to general stock market fluctuations and to volatile increases and 

decreases in value. The equity securities held by the Fund may experience sudden, unpredictable 

drops in value or long periods of decline in value. This may occur because of factors affecting 

securities markets generally, the equity securities of a specific sector, or a specific company. 

ETFs are subject to investment advisory fees and other expenses, which will be indirectly paid by 

the Fund.  As a result, your cost of investing in the Fund will be higher than the cost of investing 

directly in the ETFs and may be higher than other mutual funds that invest directly in fixed income 

securities.  Certain restrictions of the 1940 Act may limit the Fund’s assets that can be invested in 

any one ETF.  This limit may prevent the Fund from allocating its investments in the manner the 

Adviser considers optimal or cause the Adviser to select an investment other than that which the 

Adviser considers optimal. The strategy of investing in ETFs could affect the timing, amount and 

character of distributions and may increase the amount of taxes paid.  

Covered call ETFs receive premiums from the call options they sell but limit their opportunity to 

profit from an increase in the value of the underlying stock. If the underlying stock declines more 

that the option premium received by the ETF, there will be a loss on the overall position. Covered 

call ETFs are also subject to the risks of investing in equity securities. 

BTS Dividend Aristocrats Equities are considered based on their ability to have increased year-

over-year dividend payments for the past 10-15 years or longer.  

BTS Equity Fortress Equities are considered based on the ability to finance internal revenue and 

asset growth without taking on excess debt as determined by the Adviser’s proprietary model. 

BTS Highest Yielding Equity Equities are considered based on having the highest dividend yield 

in their respective sector. 

BTS Covered Calls Invests in exchange traded funds (ETFs) that pursue a covered call strategy. 

Covered call ETFs invest in a portfolio of equity securities and also write, or sell, call options on 

their equity exposure in order to generate income from the premiums received from writing call 

options. 

The S&P 500 Index includes 500 leading companies in leading industries of the US economy 

and is a proxy for the total stock market. 

Federal Funds Target Rate (Upper Bound) is the highest interest rate at which depository 

institutions trade federal funds (balances held at Federal Reserve Banks) with each other 

overnight. (1) The rate that the borrowing institution pays to the lending institution is determined 

between the two banks (2) The effective federal funds rate is essentially determined by the 

market but is influenced by the Federal Reserve through open market operations to reach the 

federal funds rate target, no higher than the upper bound rate set by the Federal Reserve. 

Magnificent 7 is a term coined to represent seven leading companies including Alphabet, 

Amazon, Apple, Meta Platforms, Microsoft, NVIDIA, and Tesla. 



Volatility is typically characterized by market periods where asset prices deviate greatly around 

their mean prices. 

Risk-adjusted returns measure an investment’s return while considering the extent of risk that 

was taken to achieve those returns. 

Yield in reference to equities is typically the cumulative trailing 12-month dividend payouts 

expressed as a percentage of price. In reference to bonds, yield is the yearly interest paid to 

bondholders relative to the price paid for the bond. 

Drawdown refers to peak to trough declines experienced by an investment over time. 

*Index returns are for illustrative purposes only and should not be construed as BTS model 

performance or performance achieved by any BTS client. More specifically, any reference to 

index returns during isolated or defined periods in time is for reference only and is not meant to 

imply index returns are indicative of actual returns achieved in client portfolios. Investors cannot 

invest directly in an index, and index returns do not reflect management fees, custodial fees or 

brokerage commissions, which vary depending upon the custodian chosen. 

Source: Morningstar and Bloomberg (for index returns) 

BTS Asset Management is affiliated with BTS Securities Corporation, member FINRA/SIPC. 

Securities are offered through BTS Securities Corporation and other FINRA member firms. 

Advisory services are offered through BTS Asset Management, Inc. 

PAST PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS. 
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