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Biiwii Commentary

eResearch Corporation is pleased to provide an article, courtesy of Biiwii.com, and written by
Steve Saville.

The article, starting on the next page, is entitled: “Updating Gold’s True Fundamentals”.

Biiwii.com was created in mid-2000 solely as a way to help get the message out about
deeply-rooted problems about too much debt and leverage within the financial system.
The concerns were confirmed and the message proved justified 3 to 4 years later as the
system began to purge these distortions, resulting in a climactic washout extending
from October, 2008 to March, 2009.

Along the way, a geek-like interest in technical analysis, a long-time interest in human
psychology, and various unique macro market ratio indicators were added to the mix,
with the result being a financial market newsletter (and dynamic interim updates),
Notes From The Rabbit Hole (NFTRH) that combines these attributes to provide a
service that is engaged and successful in all market environments by employing risk
management first, and opportunity for speculation second.

But It Is What It Is: You can access Biiwii at its website: www.biiwii.com.

Notes From The Rabbit Hole: You can access NFTRH at its website: www.NFTRH.com

eResearch was established in 2000 as Canada's first equity issuer-sponsored research organization. As a
primary source for professional investment research, our Subscribers (subscription is free!!l) benefit by
having written research on a variety of small- and mid-cap, under-covered companies. We also provide
unsponsored research reports on middle and larger-sized companies, using a combination of fundamental
and technical analysis. We complement our corporate research coverage with a diversified selection of
informative, insightful, and thought-provoking research publications from a wide variety of investment
professionals. We provide our professional investment research and analysis directly to our extensive
subscriber network of discerning investors, and electronically through our website: www.eResearch.ca.
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Updating Gold’s True Fundamentals

By Steve Saville

Last week I posted a short piece titled “A silver price-suppression theory gets debunked®,
the main purpose of which was to direct readers to a Keith Weiner article disproving that
the silver price had been dominated by the “naked” short-selling of futures. My brief post
rattled the cage of GATA’s Chris Powell, who made an attempt at a rebuttal early this week
and in doing so proved that: (1) he doesn’t understand what arbitrage is and how it affects
prices; and (2) he doesn’t understand what fundamental and technical analysis are (he
seems to believe that any analysis that uses charts to display data is the ‘technical’ variety).

My approach to the gold market involves fundamentals, sentiment, and technicals in that
order, except when sentiment is extreme, in which case it takes priority. To give non-TSI

subscribers an idea of what I do, here is a brief excerpt from the TSI commentary that was
published on 8th October:

“Last week, two of the seven components of our Gold True Fundamentals Model (GTFM)
flipped from bullish to bearish. We are referring to the bond/dollar ratio, which broke below
its moving demarcation level, and the real interest rate (the 10-year TIPS yield), which
broke above its moving demarcation level. As a result, five of the seven components are
now bearish and the GTFM is well into bearish territory. Here is the updated chart:

GTFM (blue) vs US$ Gold Price (red)
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The gold market responds more immediately, directly and accurately to changes in the
fundamental backdrop than any other major financial market. This means that there is
often an easy-to-identify fundamental reason for any sizable multi-week move in the gold
price, but it also means that changes in the fundamental backdrop often say more about
the past than the future. For example, the fact that the fundamental backdrop was gold-
bearish at the end of last week does not imply that there will be additional short-term
weakness in the gold price. Instead, it explains the weakness that has already happened.

That being said, an understanding of the true fundamental drivers of the gold price can be
used to assess the future prospects for the gold price. For example, five of the seven
components of the GTFM are either directly or indirectly influenced by the bond market,
with T-Bond strength generally acting to shift these components in the gold-bullish
direction and T-Bond weakness generally acting to shift these components in the gold-
bearish direction. Therefore, a strong expectation regarding the future direction of the T-
Bond price can feed into an assessment of gold’s risk/reward.

For example, it was partly the expectation of T-Bond weakness, potentially exacerbated
by the Fed taking its first genuine step along the monetary tightening path, that three
weeks ago caused us to become sufficiently concerned about gold’s short-term
risk/reward to suggest buying some put-option insurance. This was despite the GTFM
being well into gold-bullish territory at the time.

It is now the expectation of a T-Bond rebound that causes us to view gold’s short-term
risk/reward as being skewed towards reward, despite the GTFM being well into gold-
bearish territory.*

HHHAH

Biiwii/NFTRH on the Web

NFTRH and Biiwii.com commentary and technical analysis have regularly been published,
highlighted and/or quoted at SeekingAlpha, Investing.com, MarketWatch, Yahoo Finance,
Ino.com, TalkMarkets and many more since 2004.

Biiwii.com is proud to be included in the 50 Blogs Every Serious Trader Should Read
from TraderHQ.com.

Biiwii: but it is what it is

NFTRH: Notes From The Rabbit Hole
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