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Confluence Investment Management offers various asset allocation products which are managed using
“top down,” or macro, analysis. \We publish asset allocation thoughts on a weekly basis in a special
section within our Daily Comment report, updating the piece every Friday.

December 21, 2018

(N.B. This s the last Asset Allocation Weekly for 2018. Have a Merry Christmas and Happy New Year. The
next report will be published January 4, 2019.)

The U.S. economy is performing in line with the rest of the world.

WORLD AND U.S. GDP
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This chart shows the yearly change in U.S. and world ex-U.S. GDP. The lower line on the chart
shows the difference. On average, U.S. growth is usually 0.61% lower than world growth and
the world exceeds U.S. growth 70% of the time (with data since 1981). This situation isn’t a
huge surprise; the U.S. is the world’s largest economy and smaller economies can grow faster
more easily. The lower line shows that U.S. growth has been gaining on world growth for the
past two years.

The net number does coincide with dollar cycles.
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THE DOLLAR AND RELATIVE GROWTH
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When the growth differential is below average (implying stronger world growth relative to the
U.S.), the JPM dollar index averages 107.21. When growth exceeds average, the index averages
113.14. We are projecting slower growth in the U.S. next year, around 2.7%, which is
essentially average growth. If world growth also holds near average, around 3.3%, it would be
reasonable to expect the dollar to weaken from current levels. The U.S. growth surge in 2015 led
to a strengthening dollar and this year’s rally was partly due to the lift in U.S. growth due to
fiscal stimulus. As that wanes, relative growth should favor the world, which will support a
softer greenback. In general, a weaker dollar will tend to support commaodities and foreign
equities, especially emerging markets. We expect those assets to perform better in 20109.

Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative purposes
only and should not be construed as individualized investment advice or a recommendation. The investment or strategy discussed
may not be suitable for all investors. Investors must make their own decisions based on their specific investment objectives and
financial circumstances. Opinions expressed are current as of the date shown and are subject to change.

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based
upon sources and data believed to be accurate and reliable. Opinions and forward looking statements expressed are subject to
change. This is not a solicitation or an offer to buy or sell any security.
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