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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.   
 

May 1, 2020 
 

The policy response to COVID-19 has been mostly favorable for gold.  Our gold model uses the 

balance sheets of the Federal Reserve and the European Central Bank, the EUR/USD exchange 

rate, and the real two-year T-note yield.  The only variable that has been bearish for gold is the 

dollar, but the massive rise in central bank balance sheets and the drop in real yields has lifted 

the model’s fair value to 1,741.34. 
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In the coming months, we expect the fair value to rise; both the ECB and the Federal Reserve are 

likely to continue to expand their balance sheets, adding a broad spectrum of assets.  We would 

also expect some modest declines in the real two-year T-note yield as inflation rises.  Weakening 

the dollar may require direct action by the administration.  Although this action may not occur 

this year, we would not be shocked to see it occur at some point in the future.   

 

In addition, there is a long-term relationship between gold prices and the level of the fiscal 

deficit.  Although the level of the current deficit does suggest that gold prices might be a bit 

overvalued currently, the likelihood of expanding deficits should offer underlying support for 
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gold prices.  The Congressional Budget Office recently increased its deficit forecasts; we still 

view them as conservative and would anticipate even higher deficits due to falling tax receipts 

and rising spending.   

 

-1,600

-1,200

-800

-400

0

400 0 

400 

800 

1,200 

1,600 

2,000 

1995 2000 2005 2010 2015 2020 2025

DEFICIT, CURRENT $, CBO

SPOT GOLD

GOLD AND THE DEFICIT
D

E
FI

C
IT

 (
$

 B
N

) $
 P

E
R

 O
U

N
C

E

Sources: Haver Analytics, CIM

GOLD AND THE DEFICIT
D

E
FI

C
IT

 (
$

 B
N

) $
 P

E
R

 O
U

N
C

E

Sources: Haver Analytics, CIM  
 

Therefore, our short- and long-term outlooks for gold remain positive.   

   

  

 

 
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. 


