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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.
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We continue to hold a favorable outlook toward gold despite evidence that current prices may be
getting a bit ahead of themselves. Our gold model puts fair value at 1391.

GOLD MODEL
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In the coming months, we expect the fair value to rise; both the ECB and the Federal Reserve
have resumed expanding their balance sheets. And, the Fed will likely continue to cut rates,
which would be expected to reduce the real interest rate on two-year T-notes. The dollar remains
overvalued but will likely need a catalyst to trigger depreciation. Still, over time, we do expect
gold prices to find support from improving fundamentals.

In addition, the high level of zero-yielding debt should be supportive.
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ZERO YIELDING DEBT AND GOLD
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We have seen a drop in zero-yielding debt recently, but with slowing global economic growth, a
renewed expansion is likely.

Finally, 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, again, that gold prices might be a bit
overvalued currently, the likelihood of expanding deficits should offer underlying support for
gold prices.

GOLD AND THE DEFICIT
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In the immediate term, we may see steady to lower gold prices but there are ample fundamental
factors that should support future prices.
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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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