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GOLD SHINES BRIGHTER THAN EVER

Adam Turnquist, CMT, Chief Technical Strategist

LPL Research

Bullion broke new ground last week after rallying to a record high. Growing investor confidence for a
Federal Reserve (Fed) rate cut by this summer dragged down yields and the dollar, creating a tailwind
for gold. The breakout above key resistance at $2,075 was also a major technical development,
confirmed by bullish momentum that suggests the rally could continue. Global central bank demand has
been another key catalyst and has shown no sign of slowing down, while a rebound in demand from
gold-related exchange-traded funds (ETFs) could provide additional support for the yellow metal.

GILDED GAINS

In a market enthralled by mega cap performance and artificial intelligence, the ancient-old gold
trade managed to steal some of the spotlight last week as the yellow metal rallied to new highs.
The path to record-high territory has been a long one, mired by inflation and fixed income market
volatility, drastic fiscal and monetary policy changes, and a host of geopolitical surprises, but
after three-and-a-half years, gold finally surpassed its August 2020 high near $2,075.

New highs are almost immediately followed by the question of “How high can prices go?”
Technical analysis provides a framework for answering this question. Gold’s rally to new highs
was preceded by a breakout from what is called a “bullish flag formation” — a chart pattern
characterized by a temporary consolidation in a strong uptrend. Breakouts to the upside of these
formations imply a resumption of the uptrend, and for gold, point to a minimum technical-based
price objective near the $2,250-$2,350 range.

Momentum indicators suggest gold could get there. The Relative Strength Index (RSI) — a
momentum oscillator used to measure the velocity of price action to determine trend strength —
has climbed into overbought territory. While overbought may sound alarming, technical analysis
views overbought readings that accompany breakouts as a confirmation of trend strength.
Furthermore, RSI has yet to reach extreme levels commensurate with prior pullbacks.
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GOLD BREAKING OUT TO RECORD HIGHS
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Any futures referenced are being presented as a proxy, not as a recommendation.
Past performance is no guarantee of future results.

STOCKS AND GOLD BOTH MAKING NEW HIGHS?

Gold is widely considered as a store of value that can help hedge inflation risk and diversify a
portfolio. During periods of elevated market volatility and heightened geopolitical risk, gold also
serves as a safe haven asset. These characteristics helped shape the Wall Street adage of “hold
gold and hope it doesn’t go up.”

Price action in gold over the last six months has been a bit paradoxical when considering the
market backdrop of receding inflation and aggressive risk-on positioning. However, as investors
have become more confident in the Fed’s transition from rate hikes to rate cuts, gold has done
very well. Like most decisions in investing, it is all relative, so as interest rates moved lower on
the back of a potential Fed policy pivot, both nominal and real yields became less attractive
relative to gold, which offers no yield. Furthermore, the dollar has followed interest rates lower,
providing another tailwind for the precious metal.

While a weaker dollar and falling interest rates are a big part of the gold-rally narrative, global
central banks are another part of the story. Over the last few years, gold demand among central
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banks has notably accelerated, including record-setting net purchases of gold in 2022 and near-
record-level buying in 2023. The jump in demand is attributable to foreign central banks
diversifying away from dollar reserves, partially due to concerns over ballooning U.S. deficits,
but likely more due to concerns over reserve assets being seized by the U.S. government, as
was the case for Russia following their invasion of Ukraine in 2022. Confidence in the latter is
supported by China’s central bank adding to their gold reserves for 16 straight months after
being inactive in the market since 2019.

GLOBAL CENTRAL BANKS CONTINUE TO BUY GOLD
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In addition to a bullish technical setup, a constructive macro backdrop, and robust central bank
buying, gold could see a rebound in demand from ETFs. Historically, the price of gold and
physical gold holdings in ETFs are positively correlated, but more recently, gold prices and gold
ETF holdings have notably deviated — providing more evidence of the impact central bank
demand has had on gold. However, with gold breaking out to new highs and creating lots of
headlines along the way, inflows into gold-related ETFs could be due for a rebound as the fear
of missing out trade kicks in. History supports this thesis, as peaks in gold ETF holdings occurred
after gold prices peaked in 2020, 2021, and mid-2023.
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GOLD BUYING IN ETFS COULD BE ANOTHER CATALYST
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CONCLUSION

The recent rally in gold does not appear to be just another flash in the pan. Gold’s breakout
above key resistance at $2,075 was a major technical development, confirmed by bullish
momentum and price patterns. Macro conditions remain supportive for gold, including elevated
geopolitical tensions, receding yields, and a weaker dollar. The transition to Fed interest rate
cuts could provide an additional catalyst for gold. Global central bank demand remains another
key factor to gold’s rally and has shown little signs of slowing down. The deviation between gold
prices and gold holdings in ETFs appears stretched, raising the probability of a potential rebound
in demand from gold-related ETFs.

While gold is overbought, it does not mean the rally is over, as overbought conditions can persist
for meaningful periods. In the event of a pullback, watch for support to develop near the prior
highs at $2,075. Also, keep an eye on the materials sector, which has gold-related exposure via
the mining space.
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ASSET ALLOCATION INSIGHTS

LPL’s Strategic and Tactical Asset Allocation Committee (STAAC) maintains its neutral equities
stance despite the strength of the latest stock market rally that has carried the S&P 500 over the
5,000 milestone. The improved outlook for economic growth and earnings, along with relative
stability in interest rates, keeps the risk-reward trade-off for stocks and bonds fairly well balanced
still, though upside over the rest of the year is likely to be modest.

Within equities, the STAAC continues to favor a tilt toward domestic over international equities,
with a preference for Japan among developed markets, and an underweight position in emerging
markets (EM). The Committee also recommends a slight tilt toward large caps and growth
stocks. Finally, the STAAC continues to recommend a modest overweight to fixed income,
funded from cash.
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IMPORTANT DISCLOSURES

This material is for general information only and is not intended to provide specific advice or recommendations for any individual. There is no assurance that the
views or strategies discussed are suitable for all investors or will yield positive outcomes. Investing involves risks including possible loss of principal. Any economic
forecasts set forth may not develop as predicted and are subject to change.

References to markets, asset classes, and sectors are generally regarding the corresponding market index. Indexes are unmanaged statistical composites and
cannot be invested into directly. Index performance is not indicative of the performance of any investment and do not reflect fees, expenses, or sales charges. All
performance referenced is historical and is no guarantee of future results.

Any company names noted herein are for educational purposes only and not an indication of trading intent or a solicitation of their products or services. LPL
Financial doesn’t provide research on individual equities.

All information is believed to be from reliable sources; however, LPL Financial makes no representation as to its completeness or accuracy.

US Treasuries may be considered “safe haven” investments but do carry some degree of risk including interest rate, credit, and market risk. Bonds are subject to
market and interest rate risk if sold prior to maturity. Bond values will decline as interest rates rise and bonds are subject to availability and change in price.

The Standard & Poor’s 500 Index (S&P500) is a capitalization-weighted index of 500 stocks designed to measure performance of the broad domestic economy
through changes in the aggregate market value of 500 stocks representing all major industries.

The PE ratio (price-to-earnings ratio) is a measure of the price paid for a share relative to the annual net income or profit earned by the firm per share. Itis a
financial ratio used for valuation: a higher PE ratio means that investors are paying more for each unit of net income, so the stock is more expensive compared to
one with lower PE ratio.

Earnings per share (EPS) is the portion of a company’s profit allocated to each outstanding share of common stock. EPS serves as an indicator of a company’s
profitability. Earnings per share is generally considered to be the single most important variable in determining a share’s price. It is also a major component used to
calculate the price-to-earnings valuation ratio.

All index data from FactSet.

Value investments can perform differently from the market as a whole. They can remain undervalued by the market for long periods of time.

The prices of small cap stocks are generally more volatile than large cap stocks.

International investing involves special risks such as currency fluctuation and political instability and may not be suitable for all investors. These risks are often
heightened for investments in emerging markets.

LPL Financial does not provide investment banking services and does not engage in initial public offerings or merger and acquisition activities.

Precious metal investing involves greater fluctuation and potential for losses.

This research material has been prepared by LPL Financial LLC.

Securities and advisory services offered through LPL Financial (LPL), a registered investment advisor and broker-dealer (member
FINRA/SIPC). Insurance products are offered through LPL or its licensed affiliates. To the extent you are receiving investment advice from

a separately registered independent investment advisor that is not an LPL affiliate, please note LPL makes no representation with respect to
such entity.

Not Insured by FDIC/NCUA or Any Other Government Agency Not Bank/Credit Union Guaranteed

Not Bank/Credit Union Deposits or Obligations May Lose Value
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For a list of descriptions of the indexes referenced in this publication, please visit our website at Iplresearch.com/definitions.
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