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It has been yet another trying month for precious metals investors with
resolve being seriously tested by the fallout from world equity markets.
Precious metals shares proved they were not immune to the shakeout
falling sharply and in the process snuffing out any chance of an imminent
rally. The Gold price itself faired much better managing to hold support and
continuing to trade in a fairly tight range within a large consolidation
triangle. Whether we breach the resistance or support over the next few
weeks/months I think will largely determine what will unfold in the ensuing
3-6 month period. A clean breach of the support now at US$665 could see
more pain and a rather swift move down towards the US$610 mark. On the
other hand a clean break of resistance at around US$680 could see an end
to this lengthy consolidation with a sharp move higher.
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XAU

A look at the chart of the XAU for the month of August 07 shows the XAU definitively breaking intermediate term
support of a trend line that had been in place since the end of the last consolidation back in 2005. We have since
had a rally back through that same trend line at about 140 and it will be interesting to see where we go from here.
The XAU/Gold ratio has gone on to beat the previous low I had penciled in for March 07 and hit 0.19 on the 16 th of
August during what was a wild day. Those of you that follow the XAU/Gold ratio and were hanging out for lower
levels (I know there were a few of you), congratulations and I hope you took advantage of the wonderful
opportunity to pick up some bargains. Whether the low is now in place is difficult to say. The lower the ratio goes
obviously the higher the probabilities are of getting closer to the end of the consolidation period as better value
starts to prevail.
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XAU GOLD RATIO
XAU
Performance

Gold
Performance

Net
Position

325.50

19.27%

59.96%

-37.13%

303.30

-6.82%

-30.31%

112.21

101.35%

406.60

34.06%

67.29%

0.19

78.99

-29.61%

420.70

3.47%

-33.07%

31/01/2006

0.27

154.19

95.20%

570.70

35.65%

59.55%

16/08/2007

0.19

125.99

-18.29%

662.25

16.04%

-34.33%

Current
(04/09/07)

0.21

145.02

15.10%

682.30

3.01%

12.09%

Key Dates

XAU/Gold

XAU

19/11/2001

0.18

49.46

28/05/2002

0.27

88.65

79.24%

26/07/2002

0.18

55.73

08/12/2003

0.28

13/05/2005

Gold
Price
272.90

August the 16th saw the XAU dip as low as 120.41 before closing the day out stronger on 125.99. As mentioned
above, this has brought about a new key low in the XAU/Gold ratio of 0.19 which is more in line with previous key
low levels. Since then, we have seen the XAU quickly rally back up to 145.02 (Just 1.5 points shy of last month)
which is quite typical after a capitulation of the magnitude we experienced. There can be no assurances that the
low made on the 16th of August will end up being the key low until we see some more strength in the XAU. Even
with the July 07 bullish breakout, we were not able to lock in the previous March 07 low which was frustrating to
say the least. The key levels now are the previous support (now resistance) at 140 which we have recently broken
over the last couple of trading days and the stubborn resistance at 145. A break of this level would obviously be
encouraging and go a long way to repairing the technical damage that occurred in August. With the XAU/Gold ratio
having made a recent low of 0.19, I have to remain cautiously bullish about the intermediate term outlook for the
precious metals sector.

OUTLOOK
The two short term scenarios as I see it over the coming weeks and months:
Scenario 1: The precious metals shares will continue their rally along with the gold price which will have to play a
much more important role given the uncertainty in the general equity markets. This will obviously mean the resistance
at US$680 will be broken (As per the above chart) and gold will have a meaningful rally higher. What optimism that
remains still leaves me leaning in this direction.
Scenario 2: The precious metals sector again gets caught up in a broad commodity sell off and/or a panic sell off in
the equity market, resulting in the XAU falling all the way down to support at 115 or in a worse case scenario 100. This
could more than likely be the scenario if the Fed holds rates steady and disappoints the market (Unlikely). Alternatively
a rate cut later this month and the mass liquidity pumping efforts may not be enough to alleviate market fears and the
markets come under more selling pressure as the credit squeeze tightens its grip. The gold price theoretically should
perform well under this scenario but as we saw in August quite often the baby gets thrown out with the bath water (at
least in the short term).
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Intermediate Term Outlook:
Over the intermediate term my next target for the XAU is 165-170 (Close to the previous high). After a brief
consolidation at this level, we could then see a more extensive rally that takes us to 200-230 over the first half of 2008.

NORTH AMERICAN SILVER INDEX (NASI)

The Silver index like the XAU broke support during August 07 and did so in spectacular fashion. The index is presently
hovering around the 6,500 mark and with intermediate term support at 6,400 it should take a breather around the
present levels. A look at the relative strength comparative with the silver price interestingly enough shows support more
or less holding after a sharp retrace (Not really surprising given the silver price has not held up nearly as strongly as
the gold price).

OUTLOOK
The two short term scenarios as I see it over the coming weeks:
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Scenario 1: Support at 6,400 will hold over the coming weeks and we will see the Silver Index chop in a range
between 6,400 and 7,500. If a rally occurs, the important resistance levels are the 150 day Moving Average at 7,400
and the stubborn resistance that exists in the 7,800 – 8,000 range. I am presently leaning towards this scenario.
Scenario 2: If the gold and silver price were to get caught up in the sharp fall of the other commodity prices and/or a
sharp panic sell off in the equity markets, we could see a worse case scenario of a breakdown of the next support line
at 6,400 and move down towards longer term support at around 4,500. Whilst this remains a distinct possibility given
the present climate of uncertainty, I don’t support this scenario at the present time.
Intermediate Term Outlook:
Over the longer term my next target for the NASI is around the 11,000 mark towards the first half of 2008.

THE TSX GOLD INDEX

TSX Gold Index
The TSX Gold Index broke support at 265 during the month and ended up falling to longer term support at around 250
before rallying back up to the previous support (now resistance) at 265. The other significant move during the month
was the break in the relative strength comparative with gold which saw the ratio breakdown towards the Accumulate
region as the shares severely underperformed the metal. Despite the strong support which exists at the 245-250 mark,
the TSX Gold index continues to look quite bearish.
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OUTLOOK
The three short term scenarios as I see it over the coming weeks:
Scenario 1: The TSX Gold Index will find support at 245 and consolidate within its present range of 245 - 280.
Scenario 2: The precious metals sector gets a lift over the next few weeks which could see the TSX breach resistance
at 280 and rally up to as high as the resistance at 315 or even 330. This is the scenario I am presently leaning towards.
Scenario 3: If the Gold and Silver prices get caught up in a sharp fall with the other commodity prices or a panic sell off
in the stock market, we could see a worse case scenario of a break of support at 245 and a pull back of the index
towards the longer term support line at around 190. Can’t be ruled out in the present environment but I do not support
this scenario at the present time.
Intermediate Term Outlook:
Over the longer term my next target for the TSX Gold index is around the 500 mark some time in the first half of 2008.

AUSTRALIAN PRODUCERS INDEX (API)
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During the month of August 07, the Australian Gold Producers index has broken down and moved as low as 3,964
before rallying back up towards previous support (now resistance) at 4,150. This is obviously a bearish development in
the scheme of things with the relative strength comparative with the gold price also decisively breaking lower.

OUTLOOK
The two short term scenarios as I see it over the coming weeks:
Scenario 1: The API rallies and breaches resistance at 4,150 (Previous support) and consequently repairs the
technical damage that has been done by going on to break further resistance at 4,300 – 4,400. I presently support this
scenario. This scenario obviously assumes the recent breakdown was a false move.
Scenario 2: If the gold and silver prices get caught up in a sharp fall with the other commodity prices or a sharp sell off
in the stock market, we could see a consummation of the recent bearish breakdown and a move of the index back
towards the longer term support line of 2,900. Due to the recent bearish breakdown of this chart this remains a very
valid risk.
Intermediate Term Outlook:
Over the intermediate term, my next target for the API is around 5,200 (Close to previous highs). I have a longer term
target of 6,500 towards the first half of 2008, again depending on when the present consolidation ends.
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AUSTRALIAN THEORETICAL PRICE OF GOLD UPDATE
M3
Aggregate
Money
Supply

Rate of
Australian
M3 Change

Gold
Production
Av Annual
Increase
(1.73%)

Australian
Theoretical
Gold Price

Actual
Australian
Gold Price

Actual as a
% of
Theoretical

Date

10 Year BB
Interest
Rates

Jul-06

5.84

749.8

0.3480%

0.14%

2,422.82

834.00

34.42%

Aug-06

5.67

759.9

1.3470%

0.14%

2,451.97

810.00

33.03%

Sep-06

5.51

768.5

1.1317%

0.14%

2,476.18

807.00

32.59%

Oct-06

5.66

777.7

1.1971%

0.14%

2,502.26

781.00

31.21%

Nov-06

5.59

784.4

0.8615%

0.14%

2,520.21

809.90

32.14%

Dec-06

5.89

802.5

2.3075%

0.14%

2,574.73

804.50

31.25%

Jan-07

5.94

802.9

0.0498%

0.14%

2,572.30

827.00

32.15%

Feb-07

5.69

815.0

1.5070%

0.14%

2,607.35

852.00

32.68%

Mar 07

5.41

824.2

1.1288%

0.14%

2,633.03

818.00

31.06%

Apr 07

5.88

833.1

1.0798%

0.14%

2,657.66

819.00

30.82%

May-07

6.02

839.8

0.8042%

0.14%

2,671.38

796.35

29.81%

Jun-07

6.26

867.9

3.3460%

0.14%

2,760.86

766.64

27.77%

Jul-07

6.03

874.6

0.7720%

0.14%

2,778.20

774.60

27.88%

Official CPI

3.90

3.30

2.40

2.10

The month of July 07 has seen M3 increase 0.77% which has resulted in an almost pedestrian rise in the Theoretical
price of Gold in comparison to the fireworks we saw in June 07. The Australian price of Gold has continued to
strengthen over the last month and as I type this, the price is AUD$823 an ounce. Looking at the volume of trade for
the Australian Gold bullion security for the month of August has seen the 30 day moving average rise from about 600
ounces a day at the commencement to about 1,000 ounces a day at the conclusion (a 66% increase). As I type this,
the volume for today is an astounding 6,300 ounces! (Over 6 times the 30 day moving average) The point I want to
make is the demand for Gold as an investment is noticeably rising and with the actual price at just 27.88% of the
theoretical as at the end of July 07, I am not surprised. Similar action is being seen in some of the other gold ETF’s
around the world.
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AUSTRALIAN GOLD BULLION
(ASX:GOLD – 1/10 OF AN OUNCE)

CLOSING COMMENTS
The gold price is presently at the cross roads technically speaking with the million dollar question being which way are
we going to go from here? Fundamentally everything taking place in this financial world of insanity at the present time
is bullish for the price of bullion. Technically speaking the gold equities hit a key low level on the XAU/Gold ratio (0.19)
th
on the 16 of August 07 which has reliably seen the commencement of sustainable rallies shortly thereafter on nearly
every occasion to date. As far as bull markets go I think it is pretty safe to say we have seen many despondent
participants bucked off and left cowering in the fetal position at this stage. That’s what bull markets do and that is why it
is imperative that as participants we understand as much as we can about the true nature of the sector and why we are
investing in it. Without at least a basic understanding the probability of you becoming yet another statistic is very high.
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Troy Schwensen

DISCLAIMER
This publication has been prepared from a wide variety of sources which the editor to the best of his knowledge and
belief considers accurate. The editor does not warrant the accuracy of the information and forecasts contained in this
publication. This information is provided for educational purposes and nothing written should be construed as a
solicitation to buy and sell securities.
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