Asset Allocation Weekly

(o

INVESTM By Asset Allocation Committee

T MANAGEMENT

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.
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Gold prices have been strong recently, supported by perceptions of easing monetary policy and
oblique statements from the White House hinting at supporting a weaker dollar. Lower interest
rates and dollar weakness are generally bullish for gold prices.

Our coincident gold price model suggests the recent rally is merely “catching up” from an
undervalued condition.
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This model uses the balance sheets of the Federal Reserve and the European Central Bank, the
EUR/USD exchange rate, the fiscal account as a percentage of GDP and the real two-year
Treasury yield. The model has been suggesting that gold was undervalued for the past two years.
The recent rally has closed the gap; however, as the dollar weakens and the central banks return
to expanding their balance sheets, the model’s forecast will rise and support gold prices.
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On a longer term basis, the unscaled level of the deficit does tend to suggest a favorable
environment for gold.

THE DEFICIT AND GOLD
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This chart shows the Congressional Budget Office’s level of the deficit (on an inverted scale)
and forecast to 2025. The body is suggesting the deficit will worsen in the coming years which
has tended to be supportive for gold prices. Interestingly enough, the mere level has the biggest
effect on prices compared to scaling the fiscal account to GDP. Most likely, the level is easier
for gold buyers to understand.

With inflation low and Modern Monetary Theory becoming popular, the likelihood of rising
deficits is elevated. A position in gold is one way investors can position for a secular trend in
rising deficits.

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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