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Atlas Pulse Report

See the facts, trade the acti@md ignorethe noise

becalmed

The Atlas Pulse Gold Dial

Jan 2013 downgrade to bull market at $1,675

Feb 2013 downgrade tobecalmedat $1,663
ibhle May 2013 downgrade to bear market at $1,47!

Feb 2016 upgrade to becalmed at $1,175

Real yieldgise¢ it was all going so well

Little faith in the minersqgii K S& ONE OK S| LJZ odzi OGKSNBQa f Add
Alook atsilvercii KSNBEQa 2 akKz2NIl 3S

No to the bitcoin ETIE but does it matter?

= =4 -4

Since late February, the gold price has fallen by just under 5%, something that can be fully
attributed to shifts in the US treasury market. Having turtecticallybullishthisyeat L QY y 2
happy about that, butit leastp:’s A & y i@ the grade&heme of things this issuel. Qf £ 6 S
revisiting theUSbond market to see what has changed.

Forthegoldminer& A G Qa | RAFFSNBY (G arcuBdioovierdhe sak&S e K| B¢
period ¢ and 30% since the Brexit euphoridhe minersas represented by the Blackrock Gold and
General Fundare at roughly at the same priceday as they wereback in January 2006. Yet back

then, the gold price was $517 and today, itriere thantwicethat. L Qf £ 6S f 221 Ay 3 |
miners now follow earnings rather than optionality.

Silver has also taken a dent and has fallen by 8% over the past fortnight and 20% since Brexit.
Recentlyl. K I @ifieyi @iich ond A £ @S NJ 0 alfiequehfly@sked questionaQf t KI g5
at that too.

Both the miners and silver are racy alternatives to gold and do well in a rising market. Silver has
been beating the miners since 1998ut in 201@&hat all changed. The main issue for silvehat it
flrOla GAIKGYyS&aad hNJ Ldzi aAyYLies GKSNBQa (22

CKSNBEQa y2 9¢C FT2NIOAGO2AY LQY FFNFIAR (2 &l &:
YSU62N] NlzyyAy3a |G Fdzff OFLIOAGEIT GKA&Eo AayQi
resolve the scalability debate first and theee itpower aheado dizzy new heights. The SEC

made the right decision, but an E{d¥ more likely a noteyvill come in good time and probably

in Europe first
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Real yields rise

¢KS 32t R Ylikdd Sirge irRr@abyielgs@tiie bond yield less inflation). Thave been
two spectaculashiftsin recent years. The first wakiring the credit crisis in 2008ndthe other
in the spring of 2013 during the taper tantrum. They saw gold fall by 2798 Edespectively.
[ SGQa K2LS Fy20KSNJ 2yS KFayQd oS3dzy o

Gold hates a spike in real rates

Gold Spot $/0z - Last Price (L1)
M us real rates 10 year - Last Price (R1) ]
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Source Bloomberg US 10 year treasury yield less the ten year breakeven rate (inflation expedatioeg 1999

Those two events happened quickly and tolcét § N2 LKA O STFFSOUd {2YS 0S¢t
the credit crisis was irrational and was a liquidity event. They believe that gold was sold to settle
losses elsewhere. But that is to deny what is a stramdj testedrelationship. Gold is buoyed by

easy money and supressed by tightening.

Some would argue that 2005 and 2006, which saw gold rise by 18% and 23%, should have been
bad yeardor goldbutii KS& ¢gSNBYy Qi ® aé& NBG2NI ¢2dzZ R 6S (K
that time ¢ by around 50%The surge from $450 to $650 was a catch up to a fair value that was
around $850.

| will flick through a few charts of the US treasury market to show you what has happeaed

the past few weeksGold has been hit from both sides. Yields have riseneaBeld hasignalled

rate rises. Yet at the same time, inflation expectations have reversed. The Trump reflation trade
has become a strong narrative, yet recenitynasbeenunwinding.
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US Treasury yields
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US breakeven rates (inflation expectations)
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US bond yields have been rising
since Brexit. They all surged after
the election in aticipation of a
strong economy and monetary
tightening.

Source Bloomberg
US treasury yields past year

year (red)

2 year (black), 5 year (green), 10 year (blue), 30

Inflation expectations have risen
since the summer. The twos, in
particular, have swed. The
problem for gold is that this has
NEOSNESR® ¢KS on
since November and the twos are
now falling. The bond market
believes that higher inflation will be
temporary.

Source Bloomberg

US inflation expectations past year

2 year (black 5 year (green), 10 year (blue), 30
year (red)

Real yields (bond yields less
inflation) have fallen since
December, which was initially
supportive for gold. However in
recent weeks, that trend has
reversed and put downward
pressure on the gold price.

Source Bloomberg

US treasury real yields (yields less inflation
expectations) past year

2 year (black), 5 year (green), 10 year (blue), 30
year (red)
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The big moves thus far have been at the skemtl of the yield curve. This has been a rational
response to the widely anticipated rate hik@ut those s& dzf Ry QG Y I GG SNJ (22
important link iswith the longend. Of cours, if rates rose and the lorgnd held, that would see
GKS @ASt R OguNdhBg tiaFwolldindr®aMéforecast an economic slowdown.

No surprises theoretical goldand actual gold are in line

0 o oy e s oot ; - j R Gold was ahead of itself after Brexi
i i ' ' ' but has now eased back to being
slightly undervalued. The enos of
the premium has reduced risk for
gold investors.

Source Bloomberg

US treasury real yields (yields less inflation
expectations) past year

2 year (black), 5 year (green), 10 year (blue), 30
year (red)
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6RUS20 U Tndex (gold rates 20 year) goldbug Daily 12MAR2012-11HAR2017 Copyrightz 2017 Bloomberg Finance L. 11-Mar-2017 11:02:09

New readers,The Atlas Pulse Bond ddiel (theoretical gold)is explained in detaibn the last threepagesof this
letter.

Butit could be that the bond market is being lazy again. Historically, inflation expectations have
tended to move in sync with the oil price. Oil slumped last week to clos¢haea month low at
$48; a move mirrored by the two year breakevens shown on the previous page.

Inflation expectations look to oil

uture - Last Price (R1)
jear - Last Price (L1)

Over the past five years, oil and
inflation have been closely linkedh

26000

. [ relationship that comes and goes.
- When the bond market accepts that
2aomng oil is weak for supply reasons rathelr

than demand, inflation expectationd
should rise which will be bullish for

180004 ke gOld.

L6000+ H m
Source Bloomberg

1400 : N US 10 year breaken rate (red) and WTI Crude
(black)
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In recent months, | have been a sceptic on the oil margeculation is at an alme high, as are
inventories wheh sit at 28 days (the super spike in 2008 saw inventories at 13. d&ys)
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production is rising and OPEC will inevitably break their production cuts. | do not see a bullish case
for oil, and in my fund, have been running a modest short positayrseveralweeks

Looking at CPI trends, inflationary pressures are risgfyll employment gets ever closéf that
gl ayQid GNHz2S: GKS C§B8StieasdiesRamad tazkandiedid Wagsy A y 3 ©
rather than oil, breakeven rates would rise fregiz (12 H Py ®@ ¢ KIF G ¢ 2 dzf
to $1,731.And even if the 20 yeafieldY | § OKSR (G KI & NRA &SI &2 dzQR
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Inflation is rising

M Germany CPI All Ttems YoV - Last Price ‘ 6.00
M Japan CPI Nationwide YoY - Last Price .
M UK RPI YoY NSA - Last Price on 1/31/17

M US CPT Urban Consumers YoY ‘NSA - Last Price on 1/31/17
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Source Bloomberg US CPI (green), UK RPI (blue), Germany CPI (black), Japdjc@Bst decade

The bottom line is that if you believe inflation is on the rise, then gold is a buy. Furthermore |
GKSNBEQa aAIYAFAOFIYyUG dzZLJAARS Ay 020K &aAf @SNI |yl

Little faith in the miners

C2NJ 0KAa LIASOS: L QO SGerwzal$uRd (BGAGS) in.UB tolatshaRepreserdthd R
YAYSNAR® az2ad 3JI2fR YAYAYy3 AYyRAOSA I NByQd LI NI/
and has followed a relatively consistent process. Personally, | feel it is a better representation of

real events in the gold mining industry.

Looking at BGAG versus the gold price since 1994, we get a scatt@hpbsuggests thathe

gold price should be 53 timesunit of BGAG plus an adjustme@old mining shares hawaways
been correlated to the @d price, but regimes have shifted over the years

Atlas Pulse Report @Atlas Pulse www.AtlasPulse.com
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Messy, butcorrelated
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Source Bloomberg BGAG in USD versus gold USD since 1996
Byseparating the times, we can observe periods where the behaviour changes.

Regime changegold versus the miners

2,000

1,800

y=44x+734

1,600

1,400

L]
e @ y=53x+128
1,200

1,000

Gold price US$

800

600

y=54x+171 y=31x+178

400

200

- 5 10 15 20 25 30
Blackrock Gold and General Fund US $

@® 2012 to present ® 2009to 2012 2001 to 2009 ® 199610 2001

Source Bloomberg BGAG in USD versus gold USD since 1994 monthly

The different regimes haveeensplit overvarioustime periods. Gold shardsadalower
sensitivityto goldbefore the bull market (54x) and after the credit crisis (5Between 2001 ad
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2009 thisrelationshipwas stronge(31x). Today (44x), the relationship is average yet the constant
isextreme at734.That implies that the mining secterould beworth zero if goldell to $734!

The currentregimeis out of kilter with the past. BAG trades at $11.86. For that price to rise to

bHNZ

e 2dzQR yid& B1,614 Betwsel 20812ahdR2009, this link only required a gold

price of$798 and over all periods, around $1,2060 other words, if gold mining shares were

tradinginlinevk 0 K KA ad2NAO

Gold miners trade at undemanding valuations

I SN} 3Saz

iKS8QR 0S5 71 s

Gold mining shares have falle
to 2.3 times sales and 1.3
times book. Consider that
gross profit margins peak at
50% at the top of the cycle. If
the price of gold recovers, the
miners will be revalued
significantly.

Source Bloomberg Philadelphia Gold
Mining Index Price to book (blue) and
price to sales (orange) past 20 years

The problem isot relatedso muchto value, but to earnings. The miners hgyeformed poorly
Y imctsmo@eSiNdecent years, the miners have been valued in line
with their profits, rather than their potential. A higher gold price will not only see profits rise
quickly, butalso investor demand for leverage.

because theyR 2 y Q (i

Profits would be nice
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Gold mining shares are
following earningg;

something that is quite norma
in stocks. However, that fails

K

i2 @FfdzS GKS ¢2

cannd escape the fact that
gold mines are a leveraged bq
on the gold priceThat option
is currently being offered for
free.

Source Bloomberg Philadelphia Gold
Mining Index Price (grey) and earnings
(purple) past ten years

www.AtlasPulse.com




