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INVESTM 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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During the recent market tumult, gold has performed rather well, until lately.
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This chart shows the nearest gold futures contract over the past year. From mid-January, when
reports of COVID-19 began to circulate, gold prices marched steadily higher, making an intraday
high of $1,704.30. Since then, this has declined by over $250 per ounce. This drop is occurring
despite a series of measures designed that would normally support gold prices, e.g., the return of
zero fed funds, new quantitative easing, plans for massive fiscal spending, etc.
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GOLD MODEL
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This is a chart of our gold model. Fair value has increased to $1,529 per ounce and prices have
dropped below that level. We suspect the recent weakness is related to a rapid tightening of
financial conditions.
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This chart shows the Bloomberg Financial Conditions Index. A negative reading suggests higher
levels of financial stress. When financial stress rises to high levels, investors often are

WWW.CONFLUENCEINVESTMENT.COM
2



scrambling for cash, selling what they can and not necessarily what they should. In other words,
the investors may be selling gold to raise funds because it is a liquid asset.

Returning to the gold model chart, we highlighted the area in yellow that represents the 2008
Great Financial Crisis. In the worst of that situation, gold also underperformed fair value.
However, once the liquidating stopped, gold began a multi-year bull market. Although we are
not necessarily expecting a similar move in prices, we do expect the aggressive expansion of
liquidity via fiscal and monetary policy to create favorable conditions for gold in the coming
years.

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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