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The rally in the XAU Index fell short of our forecasted target of 160. The
highest level reached by the XAU was 155.16 on 8/28/08. Over the last
two months, the XAU Index has been extremely volatile, swinging over 40
points between its lowest and highest points. We believe a large part of
this volatility was due to overly leveraged hedge funds who were forced to
sell their precious metals positions to meet margin calls. This selling by
hedge funds exacerbated the sell-off in precious metals stocks, making the
XAU even more undervalued relative to Gold. As shown in the graph below,
the Gold/XAU ratio reached over 7 in early September which ultimately
marked a bottom and a rally in the XAU. 

 

 

The Gold/XAU ratio reached 7 which 
coincided with the bottom in the XAU.
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While hedge funds were selling in panic, we were calmly adding to our
position at increasingly attractive prices. Since we were not overly
leveraged and forced to liquidate like hedge funds, we had the luxury of
holding on to our position and waiting for precious metals stocks to rally
from their extremely undervalued levels. Rally they did. We sold our
position for a profit, bringing our YTD Performance to 7.72% versus the S&P
500's YTD return of -17.79%. To see our verified results, click on the
TimerTrac link on our Home Page.

Mark Yuan, CFA

Investment Risks: All investments are subject to risk, including possible
loss of principle. The views expressed in this commentary reflect those of
the portfolio manager and YieldSafe Investments LLC as of the date of the
commentary. Any views are subject to change at any time based on
market or other conditions, and YieldSafe disclaims any responsibility to
update such views. These views are not intended to be a forecast of future
events, a guarantee of future results or investment advice. Because
investment decisions are based on numerous factors, these views may not
be relied upon as an indication of trading intent on behalf of any portfolio.
The information contained herein has been prepared from sources believed
to be reliable, but is not guaranteed by YieldSafe as to its accuracy or
completeness. References to particular securities are intended only to
explain the rationale for the portfolio manager's action with respect to such
securities. Such references do not include all information about such
securities, including risks, and are not intended to be recommendations.
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