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WELCOME

Precious metals occupy a distinctive place within the investment landscape.
They are physical commodities extracted from the earth.

They are inputs into jewellery, technology and industry.

Some have served as money.

Some remain reserve assets held by central banks.

Others derive much of their value from industrial applications whose demand changes with
economic activity, technology and substitution.

This means precious metals cannot be understood through one analytical framework alone.

Gold is not simply another commodity.

Silver is not merely a cheaper version of gold.

Platinum and palladium cannot be analysed solely through the monetary forces that influence gold.
A mining company is not the same investment as the metal it produces.

And ownership of a fund, futures contract or unallocated account is not necessarily equivalent to
owning physical bullion.

Each represents a different claim, with different drivers, obligations and risks.

At CCI, we begin by separating those exposures before reconnecting them within the broader
system.

We ask:

e What exactly do you own?

*  What gives it value?

e Is demand primarily monetary, investment, industrial or cultural?

*  How quickly can supply respond?

*  What role do existing above-ground inventories play?

e Which currency is the metal priced in?

*  What expectations are already reflected in its price?

e Which risks arise from the metal —and which arise from the vehicle through which you own
it?

*  What purpose could the exposure perform within your portfolio?
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Precious metals do not generate contractual income merely by existing.

A bar of gold pays no coupon.

An ounce of silver produces no dividend.

Their return depends primarily on the price at which they can later be exchanged.

That price is shaped by more than mine supply and fabrication demand. It reflects changes in real
interest rates, currencies, liquidity, inflation expectations, monetary credibility, investor positioning,
geopolitical uncertainty and the opportunity cost of holding an asset without a cash flow.

Gold adds another dimension.

Most of the gold mined throughout history continues to exist in some form. Consequently, its
market is influenced not only by annual production and consumption, but by the willingness of
existing holders to retain, acquire or release a vast above-ground stock. Gold’s dual demand —from
consumers and industry on one side and investors and official institutions on the other—helps
distinguish it from more consumable commodities. World Gold Council

Precious metals therefore require us to think in several languages at once:

e  The language of money

e The language of commodities

e  The language of confidence

e The language of physical scarcity
e  The language of financial markets
e  The language of capital allocation

This document will help you translate between them.
The objective is not to convince you that precious metals must always be owned.
It is to help you determine:

e When they may deserve consideration

*  Which metal best expresses the intended view

e  Which form of ownership is appropriate

*  What could invalidate the thesis

*  Whether the prospective benefit justifies the risks and opportunity cost

Before we decide whether precious metals belong in a portfolio, we must first understand what they
are.
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1. WHAT ARE PRECIOUS METALS?

Precious metals are naturally occurring metallic elements valued for a combination of scarcity,
physical properties, economic usefulness and human preference.

The principal investment metals are:

. Gold

o Silver

o Platinum
. Palladium

Other platinum-group metals—including rhodium, iridium, ruthenium and osmium—also possess
economic value, but their markets are generally smaller, more specialised and less accessible to
ordinary investors.

The word precious does not mean that every metal will continually appreciate.

It indicates that the metal is relatively scarce and valued highly in relation to its physical quantity.

Shared Characteristics

Precious metals generally possess some combination of:

e Scarcity

. Durability

e Resistance to corrosion

*  Divisibility

. Portability

*  Recognisability

e  Recyclability

e Industrial usefulness

e Cultural or monetary significance

These attributes help explain why societies have valued them across different periods and economic
systems.

But their investment behaviour differs because the balance between those attributes is not the same.
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Gold

Gold possesses unusually strong monetary and investment characteristics.

It is durable, divisible, recognisable and relatively scarce. It is not another party’s liability, provided
it is owned outright and held without an intermediary claim.

Gold is used in:

e Jewellery

. Investment bars and coins

*  Central-bank reserves

e  Electronics and technology

e  Financial products

e Cultural and ceremonial goods

Its industrial consumption is meaningful but does not dominate its identity.

Gold’s value is influenced heavily by the demand to hold it.

Silver

Silver possesses both monetary history and extensive industrial utility.
It is used in areas including:

*  Electronics

e Solar technologies

e Electrical applications

e Jewellery and silverware

° Investment products

*  Chemical and medical applications

Silver can respond to many of the same monetary forces as gold while remaining more sensitive to
industrial activity.

That dual identity can make silver more cyclical and volatile.

Platinum

Platinum is scarce and industrially important.
Its uses include:

*  Vehicle emissions-control systems

e Chemical and petroleum catalysts
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e Jewellery

*  Medical applications

e Industrial processes

*  Emerging hydrogen-related technologies
*  Investment products

Its price can be influenced materially by automotive production, regulation, technology, substitution
and geographically concentrated mine supply.

Palladium

Palladium is also a platinum-group metal with significant use in vehicle emissions-control systems.
Its market can be affected by:

e Vehicle production

*  Emissions standards

e  Substitution between metals
e  Recycling

*  Concentrated production

e Technological change

A physically scarce metal can still experience falling demand when technology changes or users
substitute another material.

Scarcity matters.

Economic usefulness matters too.
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2. WHY HAVE PRECIOUS METALS BEEN
VALUED?

Precious metals did not become valuable through one decision or one institution.

Their roles developed through repeated human preference, trade, technology, cultural practice and
monetary use.

Physical Suitability

A useful store of value must survive through time.

Gold does not rust or decay under ordinary conditions. It can be melted, divided, combined and
reformed without destroying the underlying metal.

These properties made it suitable for:

e Wealth storage

*  Ornamentation

*  Exchange

*  Measurement

e Settlement

*  Intergenerational transfer

Silver shared many of these advantages while being more abundant and historically more practical
for smaller transactions.

Scarcity Without Impossibility

An effective monetary material must be scarce enough to resist effortless creation but available
enough to be recognised, traded and distributed.

A substance that is infinitely abundant cannot preserve scarcity.
A substance that cannot be obtained, verified or divided cannot function conveniently in exchange.

Precious metals occupied a workable middle ground.

Social Recognition
Value is not created by physical characteristics alone.
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A metal can possess remarkable properties without becoming widely accepted as wealth.

Gold and silver developed deep social recognition across regions and generations. That
accumulated recognition created a network effect: people accepted the metals partly because they
expected others to recognise them too.

Monetary History

Gold and silver have served as:

. Coins

. Units of account

. Settlement assets

e Backing for currencies

. Reserves between financial institutions and states
. Private stores of wealth

Modern currencies are no longer generally redeemable into precious metals at a fixed rate.

Yet gold remains part of the official reserve system and continues to be held by central banks. This
separates it from most commodities and helps preserve its monetary character.

Value Does Not Require Legal Tender

An asset does not need to function as everyday currency to possess monetary attributes.
Gold is rarely used to purchase groceries or settle wages.
Its contemporary monetary role is more closely associated with:

*  Reserve diversification

*  Long-term wealth preservation

e Settlement outside another issuer’s promise

* Protection against extreme monetary outcomes
*  Confidence in its future acceptability

Gold is therefore better understood as a monetary asset than as ordinary money used in daily
commerce.
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3. GOLD IS NOT SOMEONE ELSE’S
PROMISE

Most financial assets represent a claim against another party.

A bond depends on a borrower.

A bank deposit depends on a bank and the surrounding legal system.

An equity depends on a company’s assets, cash flows and governance.

A derivative depends on contractual performance and market infrastructure.
Physical gold owned outright is different.

The metal does not promise to pay you.

It does not need to generate revenue, refinance debt or honour a contract.

Its existence does not depend on the solvency of an issuer.

No Counterparty Risk Does Not Mean No Risk

The phrase no counterparty risk applies most cleanly to identifiable physical metal held under
arrangements that establish the investor’s direct ownership.

It does not mean that the position is risk-free.
The investor may still face:

J Price risk

e Theft

. Fraud

e Adulteration

e Storage costs

. Insurance costs

e Transaction spreads
e Custody failures

e Legal or political intervention
J Tax consequences

e Opportunity cost

And once gold is owned through an intermediary, new counterparties may enter the structure.
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Ownership Must Be Verified

An investor should determine whether the exposure represents:

e Direct physical possession

. Allocated metal

e Unallocated metal

*  Abeneficial interest in a trust

e Units in an exchange-traded product
e A futures contract

*  Aderivative

e Shares in a mining company

e A promise from a dealer or platform

These may track a similar reference price under normal conditions.

They are not the same asset.

The CCI Ownership Question

CCI asks:

Do you own the metal, a claim to the metal, exposure to its price or ownership in a business
that attempts to produce it?

That distinction belongs at the beginning of the research—not in the footnotes at the end.
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4. GOLD, SILVER AND THE PLATINUM-
GROUP METALS ARE DIFFERENT
MARKETS

Grouping the metals together can conceal more than it reveals.

Each metal possesses its own:

e Supply geography

e Cost structure

*  Above-ground inventory

*  Recycling system

e Demand composition

e Market depth

e Substitution risk

e Investment participation

*  Sensitivity to economic activity

Monetary Versus Industrial Demand

Gold sits furthest toward the monetary and investment end of the spectrum.
Silver occupies the middle.

Platinum and palladium sit more heavily toward industrial demand, although investment and
jewellery demand can still matter.

This creates different economic sensitivities.
A deterioration in monetary confidence may support gold even while industrial production weakens.
The same slowdown may damage demand for an industrially dependent metal.

A broad label such as precious metals are rising does not explain why each metal is moving.

Substitution

Industrial users respond to price, engineering requirements and availability.

When one metal becomes unusually expensive, manufacturers may attempt to reduce its use or
substitute another material.
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Substitution may take time because products and processes require redesign, testing and regulatory
approval.

But once completed, it can alter demand structurally.

By-Product Supply

Some precious metals are produced partly as by-products of mining for other materials.
Their supply may therefore fail to respond directly to their own price.

A rising metal price does not automatically cause rapid new production when the economics of the
primary mine are determined by another commodity.

Market Size and Liquidity

Gold has a broad global market spanning physical bullion, over-the-counter trading, futures, options
and exchange-traded products.

Smaller precious-metal markets can be:
*  Lessliquid
e  More concentrated
*  More volatile

e More vulnerable to positioning
*  More sensitive to disruptions involving a small number of producers or consumers

The smaller the market, the more carefully the investor must examine liquidity and implementation.
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5.STOCKS, FLOWS AND ABOVE-GROUND

INVENTORIES

Commodity analysis often begins with annual production and consumption.

For precious metals, that is only part of the picture.

The Existing Stock

A large proportion of historically mined gold remains above ground because gold is highly durable

and rarely destroyed through use.

It may be held as:
e Jewellery
. Bars
*  Coins

e Official reserves

° Investment products

e Technological material
e Private holdings

This stock can become potential supply when owners choose to sell.

Gold is therefore not governed solely by the balance between this year’s mine production and this

year’s fabrication demand.

It is also governed by the willingness of existing holders to retain or exchange what they already

own.

The Annual Flow

Annual supply may include:
*  Mine production
*  Recycling
e Producer hedging
Annual demand may include:
e Jewellery
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e  Bar and coin investment

e Exchange-traded products
e  Central-bank activity

e Technology

e Other fabrication

Mine production adjusts slowly because exploration, development, permitting and construction can
take many years. Recycling is generally more responsive to prices and economic stress. World Gold
Council

Flow Can Move the Price of the Stock

The amount traded at the margin establishes a market price applied to a much larger existing stock.
This is a vital principle.

The market does not need every gold owner to sell for the gold price to fall.

Nor does every investor need to buy for the price to rise.

A change in the preferences of marginal buyers and sellers can revalue the entire stock.

Inventories Differ Across Metals

Gold’s enormous durable stock distinguishes it from commodities that are consumed, degraded or
difficult to recover.

Silver, platinum and palladium also possess above-ground inventories and recycling systems, but
their stocks, accessibility and patterns of consumption differ.

You should never assume that scarcity below ground creates immediate scarcity above ground.

Capital Cycle Intelligence Page 17 of 119 Rosetta Stone Series - Precious Metals


https://www.gold.org/gold-supply
https://www.gold.org/gold-supply
https://www.gold.org/gold-supply
https://www.gold.org/gold-supply

6. FROM ORE BODY TO REFINED METAL

Precious metal begins as a geological occurrence.

It becomes an investable product only after passing through a long physical and economic chain.

Exploration

Mining companies search for geological formations that may contain economically recoverable
metal.

Exploration involves uncertainty.
A discovery must still be:

*  Defined through drilling
*  Modelled

e Tested metallurgically

e Evaluated economically
e Permitted

e Financed

*  Developed

A mineral occurrence is not automatically a mine.

Resources and Reserves

A resource estimates mineralisation with varying levels of geological confidence.
A reserve represents the portion considered economically mineable under stated assumptions.
Those assumptions may include:

e Metal prices

. Exchange rates

*  Recovery rates

*  Operating costs

e Capital expenditure
e Mine design

e  Regulation

e  Taxes and royalties

Reserves are therefore economic estimates, not fixed geological truths.
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A metal-price increase may convert some resources into reserves.

Higher costs, taxes or technical difficulties may remove them.

Mine Development

Development can require:

e Permits

Community agreements

e Infrastructure

e  Power

e Water

*  Processing facilities

e Skilled labour

*  Financing

*  Environmental management
e Political cooperation

The long path from discovery to production makes mine supply slow to respond. The World Gold
Council describes gold-mine development as a process that can commonly take between 10 and 20

years. World Gold Council

Extraction and Processing

Ore must be mined and processed to separate valuable metal from surrounding material.

Economics depend on more than grade.
They also depend on:

*  Ore-body geometry
e Mining method

*  Metallurgy

. Recovery

. Energy

. Labour

e Consumables

e Waste management
. Transport

e Jurisdiction

Refining and Fabrication
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The extracted product may pass through smelting, refining and fabrication before becoming:

* Investment bars

e Coins

e Jewellery

e  Industrial components

*  Exchange-acceptable metal

Every stage introduces costs, standards and counterparties.

A quoted international spot price is not necessarily the price at which a retail investor can acquire a
particular bar or coin.
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7. HOW PRECIOUS-METAL RETURNS
ARE CREATED

Physical precious metals do not generate operating cash flow.

Their investment return is primarily created through price appreciation or depreciation, adjusted for
ownership costs and currency effects.

Price Movement

If the metal’s market price rises above the investor’s total acquisition cost, the position may produce
a gain.

If it falls, the investor may incur a loss.
The return must account for:

e Purchase premium

e Dealer spread

e Storage

. Insurance

e Fund fees

*  Financing costs

. Taxes

. Currency movement
e Selling costs

Currency Translation

Precious metals are commonly quoted in US dollars, but members may measure wealth in another
currency.

The investor’s local-currency return therefore reflects:

e Movement in the metal price
e  Movement in the local currency against the pricing currency
e  Costs of hedging, if applicable

Gold may rise in Australian dollars while remaining broadly unchanged in US dollars if the
Australian dollar weakens.
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The investor must always ask:

Return measured in which currency?

No Yield Does Not Mean No Return

Gold is often criticised because it produces no yield.

That statement is true but incomplete.

Gold does not generate a contractual income stream merely through ownership.
Its return comes from repricing.

The absence of yield creates an opportunity cost when cash and bonds offer attractive real returns. It
may become less disadvantageous when real returns on competing monetary assets fall or
confidence in those claims deteriorates.

Mining Companies Produce Different Returns

A mining company can generate:

* Revenue

*  Operating cash flow
e Dividends

. Reserve growth

e Production growth
*  Exploration success
e Acquisition value

It can also experience:

e  Cost inflation

. Operational failure

. Dilution

e Debt distress

. Political intervention
e Poor capital allocation

A miner may provide leveraged exposure to a metal price.

It may also underperform the metal because the company introduces risks the metal itself does not
possess.
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8. HOW PRECIOUS METALS ARE PRICED
AND TRADED

Precious-metal markets connect physical ownership with financial price discovery.
Trading occurs across:

. Over-the-counter markets
e Futures exchanges

e Physical exchanges

e Bullion dealers

. Banks
o Refineries
o Mints

e Exchange-traded products
o Wholesale and retail markets

Spot Prices

A spot quotation represents a prevailing market price for metal under specified conventions.
It does not guarantee that every investor can buy or sell at that price.
Actual execution may differ because of:

o Product form

e Quantity
. Location
e Purity

e Fabrication

. Transport

. Dealer margins

e Market conditions

Futures

A futures contract creates exposure to a defined quantity and quality of metal for settlement under
specified exchange rules.
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Futures contribute to:

*  Price discovery

e Hedging

e  Speculation

e Inventory management
. Risk transfer

But a futures position is not equivalent to a bar held in personal custody.
It introduces:

e Margin requirements

e Contract expiry

* Rollover

e Basisrisk

o Leverage

e Exchange and clearing structures
e Settlement rules

Physical and Financial Markets Interact

The physical and derivative markets are connected through:

e Arbitrage

*  Financing

*  Inventory

e Delivery mechanisms
*  Refining

. Transport

*  Time spreads

Temporary differences can emerge between locations, products and settlement dates.

A single headline gold price can hide meaningful conditions underneath.

Price Is an Equilibrium, Not an Explanation

A rising price tells us buyers are presently willing to transact at higher levels.
It does not tell us why.
The move may reflect:

e Currency weakness
e  Falling real yields
. Investment inflows
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e  Central-bank demand

*  Physical-market tightness

e  Geopolitical concern

. Momentum

e  Short covering

e Inflation expectations

e  Reduced confidence in financial claims

CCI therefore treats price as evidence requiring interpretation.
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9. THE MAIN FORMS OF PRECIOUS-
METAL EXPOSURE

The chosen vehicle determines what the investor truly owns.

Physical Bars and Coins

Physical ownership can provide:

e Direct possession

e Reduced dependence on financial intermediaries

e  Tangibility

e Portability in appropriate forms

*  Long-term storage outside conventional securities accounts

It may also involve:

. Premiums

e  Storage

. Insurance

. Verification

e Security

e Limited divisibility

e Dealer spreads

e  Tax and reporting considerations

Allocated Metal

Allocated ownership generally associates specific metal with the owner.
The investor must examine:

e Legaltitle

J Bar identification

o Custodian

o Sub-custodians

e Audit arrangements
e Withdrawal rights

o Insurance

J Jurisdiction

o Fees
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The label allocated should be verified through the governing documents.

Unallocated Metal

An unallocated account may represent a claim against a provider rather than ownership of specific
bars.

It may offer convenience and liquidity.

It also introduces counterparty and balance-sheet exposure.

Exchange-Traded Products

Exchange-traded products can provide accessible price exposure through a brokerage account.
Research should establish:

e  Whether the product is physically backed
e What metal is held

. Where it is held

e Whether it is allocated

e  Who the custodian is

*  How creations and redemptions operate

e Which investors may redeem for metal

*  What fees apply

. Whether derivatives are used

Futures, Options and Other Derivatives

Derivatives can provide efficient exposure, hedging and tactical flexibility.
They can also create:

. Leverage

e Margin calls

e Expiry risk

. Rollover costs

e Path dependency

. Counterparty exposure
*  Forced liquidation
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They require an appropriate level of knowledge and risk capacity.

Mining Equities

Mining shares represent ownership in businesses.

Their outcomes depend on both metal prices and company-specific economics.

Relevant variables include:

. Production

o Reserves

o Mine life

. Costs

*  Capital expenditure
. Balance sheet

. Jurisdiction

. Management

e  Hedging
*  Royalties
. Taxes

e Environmental and social obligations

Royalty and Streaming Companies

Royalty and streaming companies provide capital to miners in exchange for rights linked to future

production or revenue.
They may offer exposure with less direct operating responsibility.
They still face:

e Counterparty risk

J Asset concentration

*  Mine disruption

. Contract risk

o Political risk

. Valuation risk

. Dependence on operators
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The CCI Expression Principle

Choose the exposure whose risks match the purpose of the allocation.
Do not buy a mining company when the intended thesis requires direct monetary-metal exposure.

Do not accept the costs and responsibilities of physical custody when liquid portfolio rebalancing is
the primary objective.
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10. PRECIOUS METALS ARE MARKETS
OF SCARCITY, CONFIDENCE AND
CLAIMS

Precious metals appear simple because the physical objects are tangible.
Their investment behaviour is not simple.
The metal may represent:

. A monetary reserve

*  Astore of value

e A consumer good

e  An industrial input

* A geopolitical asset

* A speculative position
e Asource of collateral

e A portfolio diversifier

Different participants can buy the same ounce for entirely different reasons.

Scarcity

Scarcity begins with geology but is shaped by economics.
A metal may be scarce in the earth’s crust yet readily available from inventories.

It may possess substantial geological resources but little production because projects are
uneconomic, politically constrained or technically difficult.

The relevant question is not simply:
How much exists?
Itis:

How much can become available, where, at what cost, in what timeframe and under which
conditions?
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Confidence

Gold’s monetary demand is influenced partly by confidence in alternative stores of value.
That includes confidence in:

e  Currency purchasing power
e Fiscal sustainability

*  Monetary institutions

e Banking systems

e  Political stability

e Property rights

*  Market liquidity

Gold does not require every institution to fail.

Its price can respond to changes in the probability investors assign to adverse outcomes.

Claims

A precious-metal investment may involve several layers of claims:

*  Aclaim on a custodian

. A claim on a trust

*  Aclaim under a futures contract
*  Aclaim on a mining company

e Aclaim on future production

e Direct title to physical metal

The closer the investment moves from metal toward financial structure, the more thoroughly the
claims must be examined.

The Foundational CCI Distinction

Before interpreting a precious-metal investment, identify which of three exposures you are
considering:

1. The metal
2. A financial claim linked to the metal
3. A business that produces or finances the metal

They may share a common influence.
They do not share an identical outcome.
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A PRINCIPLE TO CARRY INTO PART II

You now understand the physical and financial foundations of precious metals.
They are scarce materials—but scarcity alone does not determine value.
They are commodities —but some are also monetary assets.

They can be owned physically —but many investment vehicles create additional claims and
counterparties.

They may protect purchasing power across long periods—but they can experience severe declines
across shorter ones.

They do not produce contractual cash flows—yet their prices reflect the opportunity cost and
credibility of assets that do.

To interpret precious metals through the CCI framework, we must now ask:

How do liquidity, growth, credit, real yields, currencies, confidence
and the capital cycle determine which precious metal is likely to thrive
—and which risks the market may be overlooking?

That is the work of Part I — How CCI Interprets Precious Metals.
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A framework for understanding how liquidity, growth, credit, real yields,
currencies, confidence and the capital cycle shape precious-metal markets.
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HOW CCI INTERPRETS PRECIOUS
METALS

Precious metals do not move for one reason.

Gold can rise while inflation is falling.

Silver can underperform gold while both are described as monetary metals.
Platinum can remain inexpensive for years despite its geological scarcity.
A mining company can lose value while the metal it produces appreciates.
These outcomes are not contradictions.

They reflect different exposures responding to different forces.

At CCI, we do not begin with a slogan such as:

*  Gold protects against inflation.

e Precious metals rise when the dollar falls.
e  Silveris leveraged gold.

*  Mining shares outperform bullion.

e Scarcity guarantees higher prices.

Each statement contains a fragment of truth.
None is a complete framework.

We begin with the system.

We examine:

e Liquidity

e  Growth

*  Credit

e Inflation

e Real interest rates

e Currency conditions

*  Monetary and fiscal credibility
e  Physical supply and demand

*  Investor positioning

e The capital cycle
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We then ask which force is dominant, which is changing and which metal —or related investment—
is most directly exposed to it.
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11. GOLD AS A MONETARY ASSET

Gold is a physical commodity with a monetary identity.

Its price is influenced by jewellery, technology, mine production and recycling. Yet those variables
alone cannot explain its behaviour.

Gold is also held because investors, households and official institutions believe it can preserve value
outside another issuer’s promise.

Money and Monetary Assets Are Different

Modern money performs several functions:

e  Medium of exchange
Unit of account
Store of value
Means of settlement

Gold is not commonly used as an everyday medium of exchange or unit of account.
Prices, wages and taxes are generally denominated in national currencies.
Gold nevertheless retains monetary characteristics because it can function as:

e Areserve asset

*  Along-term store of value

e A form of collateral

e Asettlement asset

*  Adiversifier away from financial liabilities

*  Ahedge against extreme monetary outcomes

This makes gold a monetary asset without requiring it to replace modern currency.

Gold Is Outside the Liability Structure

Many reserve assets are simultaneously someone else’s obligation.
A government bond is an asset to the holder and a liability of the issuing government.

A bank deposit is an asset to the customer and a liability of the bank.
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Physical gold owned outright is not created through lending and is not cancelled through

repayment.

It therefore sits differently within the financial system.

That distinction may become more valuable when investors are concerned about:

*  Sovereign creditworthiness
e Banking instability

e Currency debasement

e Capital controls

. Sanctions

e Political fragmentation

e  Counterparty concentration

Gold’s value does not require the complete failure of those systems.

A change in confidence —or in the perceived probability of failure—may be sufficient to alter

demand.

Gold Competes With Other Stores of Value

Gold competes for capital with:

. Cash

. Government bonds

. Inflation-linked bonds
e  Foreign currencies

e Equities

. Property

e  Digital assets

. Other real assets

Its relative attraction changes as the characteristics of those alternatives change.

When safe financial assets offer attractive real returns and confidence is strong, the opportunity cost

of holding gold may increase.

When real returns decline, currency credibility weakens or systemic uncertainty rises, the absence

of a contractual yield may matter less.
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The CCI Monetary Question

CClI asks:

What is happening to confidence in the currencies, institutions and financial claims against
which gold is being valued?

Gold should not be analysed in isolation.

It is always being priced relative to something else.
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12. REAL YIELDS AND THE
OPPORTUNITY COST OF GOLD

One of the most important influences on gold is the return available from competing monetary
assets after allowing for inflation.

Nominal Yield

A nominal yield is the stated return before inflation.

If a government bond yields 5%, that does not tell you how much purchasing power the investor
may preserve.

Real Yield

A simplified relationship is:

Nominal yield — expected inflation = real yield

If a bond yields 5% while expected inflation is 2%, its approximate real yield is 3%.

If the bond yields 5% while expected inflation is 6%, its approximate real yield is negative 1%.

The precise calculation can be more complex, but the principle is what matters.

Why Real Yields Matter

Gold produces no contractual income.

When secure real yields rise, investors may receive greater compensation for holding interest-
bearing assets rather than gold.

This can create a headwind for gold.
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When real yields fall or become negative, the opportunity cost of holding gold may decline.
This can provide support.

But the relationship is not mechanical.

Cause Matters More Than Direction Alone

Real yields may rise because:

e Growth expectations improve

e Inflation expectations fall

*  Monetary policy becomes more restrictive

*  Fiscal risk increases

e Investors demand greater term compensation
*  Forced selling affects bond markets

Each cause carries different implications.
A modest increase in real yields caused by stronger, credible growth may pressure gold.

A rise caused by declining confidence in government debt may not produce the same result, because
the asset offering the higher yield may also be perceived as riskier.

Similarly, falling real yields can reflect:

*  Successful disinflation

*  Monetary easing

*  Financial stress

e Recession

e Rising inflation expectations

*  Loss of confidence in the currency

The reason determines the meaning.

Observed and Expected Real Yields

Investors cannot simply subtract the latest inflation reading from a bond yield and assume they have
captured the market’s expectations.

Markets look forward.

Gold may respond to changes in:
*  Expected inflation
e Expected policy
*  Expected growth
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e  Expected fiscal behaviour
*  Expected currency purchasing power

The metal can move before those expectations appear in backward-looking economic data.

The CCI Real-Yield Question

We do not stop at:
Are real yields rising or falling?
We ask:
*  Which real yield?
e At which maturity?
e  Why is it moving?
e Is the movement credible and durable?

*  Does the offered yield compensate for inflation and sovereign risk?
*  What alternative store of value is the investor comparing with gold?

Real yields are a powerful part of the framework.

They are not the entire framework.
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13. CURRENCIES, THE US DOLLAR AND
MONETARY CREDIBILITY

Precious metals are traded globally but commonly quoted in US dollars.

This creates an important relationship between metal prices and currencies.

The Denominator Matters

When we say gold has risen, we must ask:

Measured in which currency?

Gold can rise in Australian dollars while falling in US dollars.

It can remain unchanged in dollars while appreciating sharply in a weaker local currency.

Your outcome depends on the currency in which you earn, spend, borrow and measure wealth.

Why the Dollar Matters

A stronger US dollar can make dollar-priced metals more expensive for buyers using other
currencies.

It may also reflect:
e Tighter global liquidity
e Higher US interest rates
e  Demand for dollar assets

e  Risk aversion
e Relative US economic strength

These conditions can create pressure for precious metals.
A weaker dollar may reflect:

e Easier liquidity
*  Lower relative US yields
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e Stronger growth elsewhere
e  Rising inflation expectations
. Reduced demand for dollar assets

These conditions can support metal prices.

But the relationship is not fixed.

Gold and the Dollar Can Rise Together

During severe stress, investors may seek both dollars and gold.
They may value:

*  Dollars for liquidity and settlement
*  Gold for diversification and protection outside the liability system

A simple inverse relationship can therefore break down.
The dollar may also appreciate against other currencies while gold rises against all of them.

That combination can indicate that the market is questioning more than one part of the monetary
system.

Currency Weakness Is Not Always Monetary Failure

Currencies move for many reasons:

* Interest-rate differentials
e Trade balances

e Commodity prices

e  Capital flows

e Growth expectations

e Political developments

e Market positioning

e  Central-bank policy

A falling currency does not automatically imply collapse.

The investor must distinguish ordinary cyclical movement from a deterioration in purchasing-power
credibility.
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Monetary Credibility

Monetary credibility reflects confidence that institutions can preserve the functioning and
purchasing power of the currency over time.

It may be weakened by:

e  Persistently high inflation

*  Fiscal dominance

e  Inconsistent policy

e  Political interference

*  Financial repression

e  Capital controls

*  Repeated currency devaluation

*  Loss of institutional independence

Gold may attract capital when confidence in monetary management declines.

But credibility can weaken gradually, unevenly and differently across countries.

Fiscal Credibility

Monetary and fiscal credibility cannot always be separated.

A central bank may seek to control inflation while a government runs policies that increase
borrowing, demand or refinancing pressure.

Large fiscal obligations can create difficult choices:

e  Higher taxes

*  Reduced spending

e Greater borrowing

*  Financial repression

e Inflation

e Currency depreciation
e  Restructuring

Gold does not respond to government debt through a single threshold.

It responds to how investors believe that debt will ultimately be managed.
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The CCI Currency Question

CClI asks:

e In which currency is the metal priced?

e In which currency does the member measure wealth?

*  Why is that currency moving?

*  Are rate differentials driving the move?

e Is liquidity being sought?

e Is purchasing-power confidence changing?

e Does the currency exposure support or undermine the intended portfolio role?

Currency is not a footnote.

It is part of the investment.
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14. INFLATION, DISINFLATION AND
DEFLATION

Gold is frequently described as an inflation hedge.

That description requires qualification.

Inflation Is Not One Event

Inflation can arise from:

e Excess demand

e  Supply constraints

e Commodity shocks

. Wage pressures

e Currency depreciation

e Credit expansion

e Fiscal transfers

*  Reduced productive capacity

e Changes in inflation expectations

Different causes produce different market responses.

Expected Inflation

If inflation rises exactly as markets expected —and monetary policy responds credibly —the effect
may already be reflected in:

e  Bond yields

e Currencies

e Equity valuations
e QGold prices

An asset responds most powerfully when reality differs from what the market had priced.

Gold may therefore perform strongly when inflation is lower than its eventual peak but higher,
broader or more persistent than expected.
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Inflation and Policy Cannot Be Separated

The effect of inflation on gold depends partly on the policy response.

If inflation rises and interest rates rise even faster, real yields may increase.

That can create a headwind.

If inflation rises while interest rates remain suppressed, real yields may fall.

That can make gold relatively more attractive.

The relevant relationship is not:

Inflation up = gold up

It is closer to:

How is inflation changing relative to policy, expectations, real yields and monetary credibility?

Disinflation

Disinflation means inflation is slowing while the general price level may still be rising.

Gold’s response depends on the surrounding conditions.

Orderly disinflation accompanied by:

Credible policy

Positive real yields

Stable growth

Strong currency confidence

may reduce demand for monetary protection.

Disinflation caused by:

Recession

Credit stress

Financial instability
Aggressive future easing

may still support gold.
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Deflation

Deflation increases the real burden of debt and can place pressure on:

. Borrowers

. Banks

. Collateral

*  Employment

. Investment

. Government finances

At first, a deflationary shock can create demand for cash and forced selling across many assets,

including gold.

Later, the policy response may include:

. Rate cuts

e  Liquidity facilities

. Asset purchases

e  Fiscal expansion

e Currency intervention

Gold may respond more strongly to the anticipated response than to the initial deflation itself.

Silver and Industrial Inflation

Silver’s industrial demand creates a different sensitivity.

Inflation associated with strong nominal growth and industrial investment may support silver

demand.

Inflation accompanied by falling production and tightening financial conditions may be less

favourable.

The word inflation is insufficient.

The economic path matters.

Capital Cycle Intelligence
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The CCI Inflation Question

CClI asks:

*  What is causing inflation?

e Isitexpected or surprising?

*  How credible is the policy response?

*  What is happening to real yields?

e Is growth strengthening or weakening?

e Is the metal primarily monetary or industrial?
e What has the market already priced?

Inflation is one force within a system.

It is not an independent investment thesis.
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15. LIQUIDITY, GROWTH AND CREDIT

Precious metals sit directly within CCI’s Three-Pillar framework.

Each pillar influences the metals differently.

Liquidity
Liquidity describes the capacity and willingness of capital to move through the financial system.
Improving liquidity can:

*  Reduce funding stress

e Weaken demand for immediate cash
*  Support investment flows

. Increase speculative participation

*  Lower real yields

*  Encourage risk-taking

e  Support commodity demand

Tightening liquidity can:

e Strengthen demand for cash
e  Increase financing costs

*  Force deleveraging

e Reduce speculative positions
e Pressure industrial activity

*  Increase market volatility

Gold’s relationship with liquidity can change through the sequence.

During the first stage of a liquidity crisis, investors may sell gold to meet margin calls or obtain
cash.

Once policy support arrives, gold may benefit from:

e  Lower real yields

*  Expanded balance sheets

e Currency concerns

*  Renewed investment demand

This is why gold may initially fall during a crisis and later become one of its beneficiaries.
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Growth

Growth affects:

*  Industrial demand

e  Jewellery demand
Household income

e Corporate profitability
e Vehicle production

e  Electronics

*  Mining investment

e Investor risk appetite

Stronger growth can support silver, platinum and palladium through industrial and consumer
channels.

It may be less supportive for gold if stronger growth also produces:

e  Higher real yields
. Greater confidence
. Reduced defensive demand

Weakening growth can hurt industrial metals while supporting gold’s defensive role —provided the
slowdown does not initially trigger forced liquidation.

Credit

Credit determines:

e  The availability of mining finance
e Consumer purchasing capacity

*  Industrial investment

e  Inventory financing

*  Speculative leverage

»  Refining and dealer liquidity

e The survival of marginal producers

Easy credit can finance new mines, acquisitions and capacity.
It can also support investment demand and leveraged trading.

Tight credit can reduce supply investment but simultaneously weaken near-term demand and force
asset sales.
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Divergence Between the Pillars

The pillars do not always move together.
Examples include:

e  Liquidity improves while growth remains weak.

e Growth remains strong while credit conditions tighten.

e Credit expands while monetary liquidity becomes more restrictive.
e  Liquidity contracts while inflation remains elevated.

Divergence helps explain why different precious metals can move in opposite directions.
Gold may respond to declining real yields and financial stress.
Silver may require confirmation that industrial conditions are stabilising.

Platinum and palladium may remain dominated by sector-specific demand.

Sequence Matters

Consider a credit contraction:

Growth expectations improve.
Industrially sensitive metals begin to recover.

1.  Funding conditions tighten.

2. Leveraged positions are reduced.

3. Industrial expectations weaken.

4. Precious metals may be sold for liquidity.
5. Policy begins to ease.

6. Real yields decline.

7. Gold stabilises.

8.

9.

The exact sequence will differ.

The analytical principle remains:

The same shock can affect the same metal differently at different
stages.
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16. THE CAPITAL CYCLE IN PRECIOUS
METALS

The capital cycle describes how returns attract capital, how capital creates supply and excess, and
how scarcity and discipline eventually restore prospective returns.

Precious metals express this cycle through mining, refining, recycling, inventories and investment
vehicles.

Opportunity

Opportunity may emerge when:

e Metal prices are below the cost required to incentivise new production
e Exploration budgets have contracted

*  Projects have been cancelled

e Mine supply is declining

e Investor interest is limited

e Producers have repaired balance sheets

e Capital discipline has improved

e Demand is stabilising or changing structurally

The best future supply conditions can be created during the period when the industry appears least
attractive.

Capital Inflow

Rising prices and improving returns attract:

e Equity capital

e Debt

*  Exploration spending

e Acquisitions

e Mine expansions

*  New projects

e  Speculative investment
e Retail participation
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Capital initially helps resolve scarcity.

It can eventually create excess.

Excess

Excess may appear through:

e Overvalued acquisitions

e Undisciplined exploration

*  Marginal projects

*  Excessive leverage

. Cost inflation

e  Share issuance

e Unrealistic long-term price assumptions

e Growth pursued without regard to returns

Mining supply responds slowly, so capital committed near the top of the cycle may produce metal
years later—possibly after demand has weakened.

Scarcity

When prices fall and capital retreats:

*  Exploration declines

e  Projects are deferred

e Marginal mines close

e  Skilled labour leaves

e  Equipment capacity contracts

*  Financing becomes expensive

*  Management prioritises survival

This can constrain future production.
But scarcity does not guarantee an immediate price increase.

Existing inventories, recycling, demand destruction and technological substitution can delay
adjustment.
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Renewal

Renewal begins when:

*  Weak producers exit or restructure

e Assets change hands

e Balance sheets improve

e  Capital expenditure becomes disciplined

*  Costs normalise

e New investment requires stronger returns
*  Demand begins to absorb available supply

The industry may become financially healthier before investors regain interest.

Gold’s Distinctive Capital Cycle

Gold differs from consumable commodities because mine production adds to a vast existing stock.
New supply is generally small relative to all above-ground gold.

Consequently, gold’s price may be influenced more by changes in the willingness to hold existing
metal than by modest changes in annual mine output.

The mining capital cycle remains vital for analysing gold producers.

It is less sufficient for explaining the gold price itself.

The Capital Cycle of Mining Equities
For mining companies, high metal prices can conceal poor capital allocation.
Management teams may:

e  Overpay for deposits

e Expand into difficult jurisdictions

*  Approve low-return projects

*  Increase debt

e Issue shares

*  Allow costs to rise
. Chase production rather than value

The metal can perform well while shareholders receive disappointing returns.
CCI therefore separates:

A bullish view on the metal from a bullish view on the producer.
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17. SUPPLY, DEMAND, INVENTORIES AND
MARKET BALANCE

Supply-and-demand analysis is essential.

It must also be interpreted correctly.

Mine Supply

Mine supply depends on:

*  Ore grades

*  Reserve quality

e Operating costs

e Capital availability
. Energy

e  Labour

e Regulation

e Taxation

e Infrastructure

e Political stability
e Project lead times

Production may continue during weak prices because closing a mine can be costly and existing

operators may need cash flow.

Supply is therefore not perfectly responsive.

Recycling
Recycled supply can respond more rapidly.

Higher prices may encourage holders to sell:

e Jewellery

. Bars

e Coins

*  Industrial scrap

e Used catalytic material
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Economic stress can also increase recycling as households or businesses seek liquidity.

A high price may therefore create its own supply response without a new mine being developed.

Investment Demand

Investment demand can move quickly.
It may arrive through:

o Bars and coins

*  Exchange-traded products
. Futures

e Options

. Institutional mandates

. Private wealth

e Systematic strategies

Small changes in portfolio preference can be important because investment demand is less
constrained by immediate physical consumption.

Central-Bank Demand

Central banks may hold gold for:
e  Reserve diversification
*  Liquidity
*  Long-term value preservation
e  Reduced reliance on another sovereign issuer

*  Confidence
e Strategic resilience

Official-sector demand can be persistent.
It should not be assumed permanent.

Central banks can alter the pace of purchases, become inactive or sell.

Jewellery Demand

Jewellery demand is influenced by:

. Income
. Culture
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e  Festivals and weddings
*  Local prices

e Currency movements

e Consumer confidence

e  Recycling incentives

Jewellery can function simultaneously as consumption and savings.

That dual role makes it different from ordinary discretionary spending.

Industrial Demand

Industrial demand is especially important for silver and platinum-group metals.
It depends on:

. Production volumes
e Technology

*  Regulation

e Material intensity

e Substitution

*  Recycling

e Product design

*  End-market growth

A compelling narrative about a growing industry is not enough.

The investor must determine how much metal is required per unit and whether that requirement is
rising or falling.

Reported Deficits and Surpluses

A reported market deficit does not guarantee an immediate price increase.
The deficit may be satisfied from:

e Above-ground inventories
*  Exchange stocks

*  Private holdings

e Recycling

e Producer inventories

*  Substitution

A reported surplus does not guarantee falling prices if investors willingly accumulate the additional
metal.
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Visible and Invisible Inventories

Not all inventories are equally visible or available.
Metal may be held in:

e  Exchange warehouses

e Dealer inventories
Funds

e  Industrial supply chains
e Jewellery

e Private vaults

. Official reserves

The question is not merely how much exists.

It is how much is available at the prevailing price.

The CCI Balance Question

CCI asks:

e Which source of supply is changing?

*  Which category of demand is changing?

e Is the change cyclical or structural?

*  How responsive are recycling and substitution?

e Where are inventories held?

*  What price may be required to release them?

e Is the reported balance already reflected in positioning and valuation?

Balance data is evidence.

It is not a complete conclusion.
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18. NATURAL HABITATS ACROSS
MARKET REGIMES

No precious metal thrives in every environment.

Each possesses natural habitats—conditions in which its characteristics are more likely to be
rewarded.

Falling Real Yields and Stable Growth

This environment may support gold because the opportunity cost of holding it declines.
Silver may also benefit if:
e Industrial demand remains resilient

e Liquidity improves
*  Investor participation broadens

Mining equities may respond strongly when metal prices rise faster than operating costs.

Falling Real Yields and Weak Growth

Gold may benefit from:
e Defensive demand
e Expected policy easing

e  Lower opportunity cost
e Concerns about financial stability

Silver and platinum-group metals may struggle initially if industrial weakness dominates.

The distinction between monetary and industrial exposure becomes especially important.
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Strong Growth and Improving Liquidity

This may support:

*  Industrial demand

. Silver

. Platinum

e  Palladium

*  Mining profitability

e Broader commodity participation

Gold can still appreciate, particularly if growth is accompanied by currency weakness or rising
inflation expectations.

But it may lag more cyclical metals.

Strong Growth and Rising Real Yields

Industrial metals may receive demand support.

Gold may face competition from interest-bearing assets.

Mining companies may benefit from higher metal prices while simultaneously experiencing:
*  Wage inflation
*  Energy inflation

*  Higher financing costs
e Stronger producer currencies

Revenue growth does not guarantee margin expansion.

Stagflation

Stagflation combines weak growth with persistent inflation.
Gold may possess a favourable habitat when:

e Real yields are suppressed
*  Policy credibility weakens
e Currency confidence deteriorates

Silver and platinum-group metals face competing forces:

e Inflation may support nominal prices.
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e Weak production may damage industrial demand.

Mining equities may experience rising metal prices alongside rising operating costs.

Deflationary Shock

During the initial shock:

e Cash demand rises

* Leverage contracts

e Commodities fall

e  Industrial demand weakens
e Investors sell liquid assets

Gold may fall temporarily.

It may later recover as markets anticipate:
e Rate cuts
*  Liquidity support
e  Fiscal intervention

*  Lower real yields
e  Currency consequences

Silver and industrial precious metals may recover later in the sequence.

Fiscal or Monetary Credibility Shock

Gold may become particularly relevant when investors question:

*  The value of sovereign liabilities

e Currency purchasing power

e Institutional independence

. The sustainability of fiscal policy

*  The reliability of cross-border reserves

Gold’s lack of an issuer becomes a feature.

The same event can still produce volatility if investors initially seek cash.
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Geopolitical Fragmentation

Geopolitical stress can affect precious metals through:

Reserve diversification
Sanctions risk

Trade restrictions

Supply disruption

Transport and insurance
Currency settlement

Defence and industrial demand
Investor risk aversion

Gold may benefit from monetary and reserve concerns.

Platinum-group metals may react to concentrated supply exposure.

The initiating shock determines which mechanism matters.

Technological Transition

Technological change can create structural demand for one metal while weakening another.

Investors should examine:

Metal intensity per unit
Adoption rates
Competing technologies
Recycling

Substitution

Cost

Regulation

Supply response

A large end market does not automatically create a large investable demand increase.

Capital Cycle Intelligence Page 63 of 119 Rosetta Stone Series - Precious Metals



19. VALUING PRECIOUS METALS AND
READING EXPECTATIONS

Precious metals do not provide a conventional stream of contractual cash flows.

This makes valuation different—not impossible.

No Single Intrinsic-Value Formula

A bond can be evaluated against promised payments.

An equity can be evaluated against prospective cash flows.

A physical metal does not produce either.

Its value emerges from what market participants will exchange for:

e Scarcity

e Utility

e Liquidity

e Durability

*  Monetary attributes
e Portfolio protection
. Future resale

No single discounted-cash-flow calculation can capture those characteristics.

Relative Valuation

Precious metals may be compared with:

e Their own historical real prices
*  Money supply

J Government debt

J Financial-asset values

o Production costs

o Other metals

J Inflation measures

e Realyields

Capital Cycle Intelligence Page 64 of 119 Rosetta Stone Series - Precious Metals



. Currencies

Each comparison provides a perspective.

None establishes a guaranteed fair value.

Gold-to-Silver Ratio

The gold-to-silver ratio shows how many ounces of silver are required to purchase one ounce of

gold.
A high ratio may indicate:

e Gold is expensive relative to silver

e  Silver is inexpensive relative to gold

*  Monetary demand is dominating industrial demand
e  Economic stress is favouring gold

e The metals’ structures have changed

The ratio is not automatically a trading signal.

Its historical range does not guarantee reversion.

Production Costs

Production costs matter for miners and long-term supply.

They do not create a hard floor beneath the metal price.

Prices can remain below the costs of marginal producers while:

. Inventories are drawn down

*  Companies continue operating for cash
e Currencies weaken

e Costs fall

*  Higher-cost mines close gradually

For gold, production cost is particularly inadequate as a complete valuation anchor because existing

above-ground stocks are large relative to annual mine supply.
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Mining-Equity Valuation
A mining company can be assessed using:

. Asset value

. Cash flow

. Earnings

. Free cash flow

. Reserves

o Resources

. Mine life

. Production

e Cost position

e Balance-sheet strength
e Capital requirements
o Jurisdiction

. Management

. Per-share value

The investor must use realistic assumptions for:

e Metal prices
. Recovery

e Costs
e  Capital expenditure
. Taxes

*  Royalties
e  Development schedules
e Dilution

A deposit may be valuable in the ground while remaining uneconomic for shareholders.

Positioning and Flows

A strong fundamental thesis can still produce a poor entry price when positioning is crowded.
CCI examines:

*  Fund flows

e  Futures positioning

e Options activity

e Dealer inventories

*  Investor sentiment

e Mining-equity issuance
e Relative valuations

*  Price response to news

The key question is:
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What expectation must change for the position to generate an attractive return?

Scenario Analysis

Rather than selecting one precise fair value, CCI develops scenarios.

Base Case

What outcome is supported by the most probable combination of liquidity, growth, credit, real

yields, currency and physical balance?

Bull Case

What would need to occur for demand, scarcity or monetary concern to exceed expectations?

Bear Case

What would happen if:

e Real yields remained elevated?
e The currency strengthened?

e  Liquidity tightened?

e Industrial demand weakened?
e  Recycling increased?

e Substitution accelerated?

*  Mine supply surprised?

e  Investor positioning reversed?

Thesis Failure

Which development would demonstrate that the original interpretation was wrong?

Valuation is not the search for a perfect number.

It is the discipline of understanding what the current price requires.
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20. THE CCI VIEW OF PRECIOUS
METALS

CCI approaches precious metals as markets of scarcity, confidence, utility and competing claims.

Our institutional view rests on the following principles.

1. Begin With the Metal

Gold, silver, platinum and palladium are not interchangeable.

Identify the metal before applying the narrative.

2. Then Identify the Exposure

Physical bullion, an exchange-traded product, a derivative, a miner and a royalty company create
different risks.

Know what you own.

3. Gold Is Both a Commodity and a Monetary Asset

Physical supply and demand matter.
So do real yields, currencies, confidence and reserve behaviour.

Neither side should be ignored.

4. Silver Has a Dual Identity

Silver can respond to monetary demand while remaining materially exposed to industrial activity.

That combination can increase both opportunity and volatility.

5. Geological Scarcity Is Not Investable Scarcity

Availability depends on inventories, recycling, economics, technology, substitution, jurisdiction and
time.

Scarcity must be analysed through the complete system.
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6. The Denominator Matters

A metal’s return depends on the currency in which it is measured.

Always identify the investor’s true purchasing-power objective.

7. Inflation Is Not a Standalone Thesis

The cause of inflation, policy response, real yields, currency effects and market expectations
determine the outcome.

8. Real Yields Matter by Cause

Higher real yields created by credible growth differ from higher yields created by declining
confidence in sovereign debt.

Direction without cause is incomplete.

9. Gold Can Be Sold During the Crisis It Ultimately Benefits
From

Liquidity stress can force investors to sell strong assets.

Sequence matters.

10. The Existing Stock Matters

For gold, the willingness of existing holders to retain or release metal can matter more than modest
changes in annual mine production.

11. A Deficit Is Not Automatically Bullish

Inventories, recycling and substitution may absorb the shortfall.

The source, duration and accessibility of the deficit matter.

12. A Surplus Is Not Automatically Bearish

Investors or official institutions may willingly accumulate additional supply.

Flows must be interpreted through demand for ownership.

13. Mine Supply Responds Slowly

Long development periods can delay the response to higher prices and cause supply to arrive after
conditions have changed.
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14. Recycling Responds More Quickly

High prices and economic stress can release existing metal into the market.

Above-ground supply can alter scarcity at the margin.

15. A Bull Market in Metal Does Not Guarantee a Bull Market
in Miners

Costs, dilution, debt, political risk and poor capital allocation can absorb the benefit.

The company must be researched independently.

16. Mining Equities Are Businesses Before They Are Proxies

They own assets, employ people, allocate capital, pay taxes and operate within jurisdictions.

Operational reality matters.

17. Industrial Narratives Require Unit Economics

A growing technology sector does not guarantee proportionate metal demand.

Examine intensity, substitution, recycling and cost.

18. Liquidity Is Part of the Thesis

The ability to buy or sell under normal conditions does not establish the price available during
stress.

Vehicle liquidity and underlying-market liquidity must both be examined.

19. Protection Must Be Defined

Protection from what?

e Inflation?

e  Currency weakness?

*  Banking stress?

e Recession?

e  Geopolitical disruption?
*  Portfolio concentration?
e Tail risk?

Different objectives may require different instruments.
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20. Price Determines the Quality of the Protection

A useful asset can become a poor investment when purchased at a price that assumes too much.

A difficult asset can become attractive when expectations, positioning and valuation provide
sufficient compensation.

21. Opportunity Cost Is Real

Capital allocated to precious metals cannot simultaneously earn the return available elsewhere.

The absence of cash flow should be weighed against the intended portfolio benefit.

22. Diversification Is Conditional

Gold may diversify equities in some crises and fall alongside them in others.

Correlation is an observed outcome, not a permanent promise.

23. Custody Changes the Risk

The metal may possess no issuer.

The chosen ownership structure can still introduce custodians, trustees, dealers, platforms and legal
claims.

24. Monetary Confidence Changes at the Margin

Gold does not require the collapse of a currency system.

A change in the perceived probability of adverse outcomes can be enough to alter demand.

25. The Capital Cycle Operates Through People

Management teams, lenders and investors respond to price signals.

Their collective decisions create opportunity, excess, scarcity and renewal.

26. The Portfolio Role Must Come Before the Product

Determine what the capital is required to do before choosing the metal, vehicle or allocation.
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A PRINCIPLE TO CARRY INTO PART III

Precious metals can perform valuable functions.
They can diversify financial claims.
They can provide exposure to physical scarcity.

They can express a view on monetary confidence, real yields, currency conditions, industrial
demand or the mining capital cycle.

But a compelling macroeconomic story does not complete the investment process.
The member must still determine:

e What role the allocation will perform

*  Which metal expresses that role

*  Which vehicle provides the appropriate claim
e What risks the exposure adds

e What existing risks it duplicates

*  How the investment should be valued

. What evidence should be monitored

*  What would invalidate the thesis

*  How much capital the opportunity deserves

The next question is therefore:

How should a CCI member research, select, size and monitor a
precious-metals exposure within a real portfolio?

That is the work of Part III — Researching and Applying Precious Metals.
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A CCI framework for defining the portfolio role, selecting the
appropriate exposure and allocating capital with discipline.
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RESEARCHING AND APPLYING
PRECIOUS METALS

Precious metals can appear deceptively simple.

Buy a bar.

Purchase a fund.

Select a mining company.

Wait for inflation, currency weakness or financial stress to lift the price.
But simplicity of execution does not equal simplicity of exposure.
Before allocating capital, the member must connect four decisions:

Purpose — What is this capital required to do?

Metal — Which precious metal best expresses that purpose?
Vehicle — What exactly will be owned?

Allocation — How much risk should the position contribute?

b S

An investment can be sound at one level and unsuitable at another.

Gold may possess attractive monetary characteristics while a particular fund introduces unwanted
custody or currency risk.

Silver may benefit from improving industrial demand while excessive positioning leaves little
margin for disappointment.

A miner may own an exceptional deposit while poor capital allocation prevents that value from
reaching shareholders.

The objective is therefore not to gain exposure at any cost.

It is to construct the right exposure, at the right price, for the right purpose.
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21. POTENTIAL PORTFOLIO ROLES

A precious-metals allocation should possess a clearly defined role.

Without one, the position can become difficult to size, monitor and eventually sell.

Long-Term Purchasing-Power Diversification

Gold may help diversify the risk that cash loses purchasing power over long periods.
This does not mean gold will match inflation every month or year.
Its effectiveness may depend on:

. The cause of inflation
e Real interest rates

¢  Currency movements
*  Monetary credibility
e Starting valuation

e  Holding period

*  Ownership costs

The intended role should therefore be described as long-term purchasing-power diversification —not
a guaranteed short-term inflation hedge.

Monetary-System Diversification

A portfolio composed entirely of financial claims depends heavily on:

. Issuers

o Banks
o Governments
o Markets

o Custodians
o Currencies
e Legal systems

Physical gold owned directly or through an appropriate allocated structure may diversify some of
that dependency.
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The degree of diversification depends on the ownership arrangement.

A leveraged derivative does not provide the same protection as directly owned bullion.

Crisis Diversification

Gold may perform well during some periods of:

*  Financial instability

*  Geopolitical stress

e  Sovereign concern

e Currency weakness

e  Falling real yields

e  Loss of monetary confidence

But crisis performance is not guaranteed.
During the initial demand for liquidity, gold can be sold alongside other assets.
The member should define:

e Which crisis is being considered

e  How the metal is expected to respond

*  Whether the vehicle would remain accessible

e Whether the position could withstand an initial decline

Portfolio Diversification

Precious metals may behave differently from equities and fixed income because they do not depend
on the same cash flows.

That can reduce portfolio concentration.

Diversification must still be tested across different environments.

A mining company may share more risk with equities than with physical bullion.
Silver may become highly cyclical during an industrial slowdown.

A diversified label does not guarantee diversified behaviour.
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Liquidity Reserve

Gold has deep global markets and can be converted into cash across many locations.

But using it as a liquidity reserve requires attention to:

e Product type

e Storage location

*  Dealer access

*  Market depth

e  Transaction spreads

e Settlement time

e Legal jurisdiction

e  Conditions during stress

Gold may provide liquidity.

It does not replace the need for immediately accessible cash.

Tactical Macro Exposure

An investor may use precious metals to express a view on:

e  Falling real yields

*  Currency weakness

*  Improving global liquidity

*  Monetary easing

e  Fiscal deterioration

*  Industrial recovery

e Supply disruption

e  Changing investor positioning

A tactical position requires:

*  Adefined catalyst
. A timeframe

*  Anentry condition
. A risk limit

. An exit framework

It should not quietly become a permanent allocation when the expected catalyst fails to arrive.
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Industrial-Growth Exposure

Silver, platinum and palladium may provide exposure to industrial demand.
The thesis must identify:

e  Which industry is driving demand

*  How much metal is required

*  Whether intensity is changing

e Whether substitution is possible

*  How quickly recycling can respond

*  Whether supply can expand

*  What demand the current price already assumes

Mining Capital-Cycle Exposure
Mining equities may provide exposure to:

e Improving metal prices

e Cost discipline

e Restricted future supply

e  Reserve development

*  Operational improvement

e Industry consolidation
e  Capital returns

This is an ownership stake in a business.

It should not be treated as merely a more exciting version of bullion.

Speculation

There is nothing inherently wrong with a speculative position when it is recognised, sized and
managed as speculation.

The danger arises when speculation is described as insurance or long-term investment after the price
moves against the investor.
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The CCI Role Statement

Before selecting a product, complete this sentence:

This allocation exists to , and it should perform when because

If that sentence cannot be completed clearly, the role has not yet been defined.
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22. BUILDING A PRECIOUS-METALS
EXPOSURE

Once the role is clear, the investor can select the exposure.

Choose the Metal

Gold

Gold may be the more appropriate starting point when the objective relates to:

*  Monetary diversification

*  Reserve characteristics

e Currency confidence

e  Falling real yields

e Systemic risk

e Long-term purchasing-power concerns

Silver

Silver may be considered when the thesis combines:

*  Monetary demand

e  Improving liquidity

e Industrial growth

*  Electrification or technology demand
e Qreater tolerance for volatility

Platinum and Palladium

Platinum-group metals may be considered when the thesis depends on:

e Specific industrial demand
. Vehicle technologies

e  Emissions regulation

e Substitution

*  Recycling

e Concentrated mine supply
e Technological transition
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The correct metal follows from the thesis.

Choose the Vehicle

Physical Bullion

Physical bullion may suit investors who prioritise:

*  Direct ownership

e Tangibility

. Reduced financial counterparty exposure
*  Long holding periods

*  Monetary-system diversification

It requires solutions for:

. Purchase

. Verification

e  Storage

. Insurance

e Security

*  Record keeping
. Resale

e  Estate planning

Allocated Custody

Allocated custody may combine identifiable ownership with professional storage.

The investor must verify:

e Legaltitle

e Bar or coin identification
e  Custodian

. Sub-custodians

. Insurance

*  Audit frequency

e Withdrawal rights

e Jurisdiction

* Insolvency treatment

. Fees
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Exchange-Traded Products

Exchange-traded products may suit members seeking:

. Brokerage access

e Daily liquidity

e Portfolio rebalancing

. Smaller transaction sizes

. Administrative convenience

The investor must understand whether the vehicle holds metal, derivatives or another form of

exposure.

Mining Equities
Mining equities may suit a thesis involving:

e Operating leverage

*  Reserve development

e Production growth

e  Capital-cycle recovery

e  Corporate improvement

e  Dividends or capital returns

They require company-level analysis.

Royalty and Streaming Companies

These companies may offer exposure to production and metal prices without directly operating

every mine.
Their economics depend on:

. Contract terms

e Counterparty quality

e Asset performance

. Production duration

. Jurisdiction

. Concentration

e  Future funding obligations
. Valuation
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Derivatives

Futures and options may be appropriate for experienced investors seeking:
e Hedging
e Tactical exposure

e  Capital efficiency
*  Defined-option structures

They introduce leverage, expiry and path dependency.

A correct thesis can still lose money when the instrument or timing is wrong.

Decide Between Strategic and Tactical Exposure

A strategic allocation is intended to perform a continuing portfolio function.
A tactical allocation is intended to benefit from a specific dislocation or expected change.
The distinction affects:

e Position size

*  Holding period

e  Rebalancing

*  Monitoring

e  Exitrules

e Acceptable vehicle
e Evidence required

Determine the Currency Exposure

Ask:

e In which currency is the investment quoted?

e Is the exposure hedged?

*  In which currency are expenses incurred?

e In which currency does the member measure wealth?

e Is currency movement part of the thesis or an unintended risk?

Currency should be chosen deliberately.
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Size by Risk, Not Enthusiasm

Position size should reflect:

e Portfolio role

e  Volatility

e Liquidity

e Drawdown potential

° Counterparty exposure
e Concentration

e Time horizon

*  Member risk capacity

e  Confidence in the thesis
e Valuation

e Correlation with existing positions

A volatile silver miner should not receive the same weighting as physical gold merely because both
are labelled precious metals.

Build in Tranches Where Appropriate

A staged allocation may reduce dependence on one entry price.
Tranches may be linked to:

e Valuation

e Real-yield changes

e Technical confirmation

e Physical-market evidence

¢ Company milestones

e Capital-cycle developments

Staging should follow a predetermined framework.

It should not become repeated buying simply because the price continues to fall.

Establish Rebalancing Rules

A strategic allocation may require rebalancing when:

e Its portfolio weight rises materially
e Itsrole changes
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Valuation becomes extreme

The underlying regime changes

Another asset offers better compensation

The exposure no longer diversifies the intended risk

Rebalancing converts part of volatility into discipline.
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23. THE CCI PRECIOUS-METALS
RESEARCH HIERARCHY

CCl researches precious metals through a deliberate hierarchy:

Mandate — System — Regime — Metal — Market Balance — Vehicle — Valuation —
Portfolio

Mandate

What is the capital required to do?
Ask:

* Is the objective diversification, protection, growth or speculation?
*  Whatrisk is the allocation intended to address?

*  How long can the position be held?

e Isincome required?

e How much volatility can be tolerated?

e How quickly might the capital be needed?

System

What is happening across the broader financial system?
Examine:

e Liquidity

*  Growth

e Credit

e Inflation

*  Fiscal policy

*  Monetary policy

e Real yields

e Currency conditions

*  Financial stability

*  Geopolitical relationships
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Regime
Which combination of forces currently dominates?

Ask whether the environment resembles:

e Disinflationary growth
e Inflationary growth

e  Recession

e  Stagflation

e  Liquidity contraction

*  Monetary easing

e  Fiscal expansion

e Currency stress

*  Industrial recovery

e  Systemic instability

Metal

Which metal expresses the view?
Examine:

e Monetary characteristics
*  Industrial applications

*  Demand composition

*  Supply concentration

e Substitution

*  Recycling

. Inventory

*  Market liquidity

Market Balance

What is changing at the margin?
Ask:

e  Is mine production rising or falling?

e  Isrecycling responding?

* Isinvestment demand expanding?

e  Are official institutions buying or selling?
e  Is industrial demand cyclical or structural?
e Where are inventories located?
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*  What price may release additional supply?
*  What has already been priced?

Vehicle
How will the exposure be expressed?
Examine:

*  Ownership rights

e Custody
e Counterparties
. Fees

e  Liquidity

. Leverage

e Tax treatment

*  Redemption

e  Tracking

e Operational risk

Valuation

What expectations does the price contain?
Compare:

*  Historical real prices

. Relative-metal ratios

*  Realyields

e Currency conditions

. Production economics

*  Mining-company cash flows
. Asset value

e Positioning

. Alternative investments

Portfolio

What will the exposure do to the complete portfolio?
Ask:

e What risk does it diversify?

e What risk does it duplicate?

*  How large could the drawdown be?
e Is the position liquid?

. Does it create concentration?

*  What is its opportunity cost?
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e  How will it be monitored?
e Under what conditions will it be reduced or sold?
The hierarchy prevents a compelling story from bypassing portfolio discipline.
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24. HOW CCI RESEARCHES A PRECIOUS-
METALS INVESTMENT

CCI moves from purpose to system, from metal to vehicle and from thesis to portfolio.

Step One — Define the Mandate

State what the allocation is intended to accomplish.
Examples include:

e  Diversify monetary claims

*  Protect against declining real yields

*  Express a view on currency weakness

e Participate in an industrial recovery

e Invest in mining capital-cycle renewal

*  Hedge a particular portfolio vulnerability

Avoid objectives such as:

e  Precious metals always rise.
*  Goldis safe.

e Silver is cheap.

e Everyone should own gold.

These are assertions, not mandates.

Step Two — Identify the Dominant Force

Determine whether the opportunity is being driven primarily by:

e Liquidity

e  Growth

e Credit

e Real yields
. Inflation

. Currency
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*  Monetary credibility

e Physical scarcity

e Industrial demand

e Positioning

e Capital-cycle discipline

Several forces may matter.

One or two will usually dominate the thesis.

Step Three — Identify the Correct Metal

Ask:

e  Does the thesis require monetary exposure?
*  Does it depend on industrial activity?

e Is substitution a major risk?

e Is production geographically concentrated?
e Is the market sufficiently liquid?

*  Can recycling respond?

*  How large are accessible inventories?

Do not select silver for a gold thesis merely because it appears less expensive per ounce.

The nominal price of one ounce says nothing about relative value.

Step Four — Map Supply
Examine:

*  Producing countries
e Major mines

*  Ore grades

*  Costs

e Mine lives

*  Project pipelines

e Permitting

e Political risk

*  Energy and labour
e By-product supply
e  Recycling

e  Producer hedging

Determine whether supply conditions are:
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*  Expanding

e Constrained

e  Fragile

*  Disciplined

e Overcapitalised

Step Five — Map Demand

Break demand into categories:

e Jewellery

. Investment

o Official institutions

e Technology

. Vehicles

o Electronics

. Energy systems

*  Chemical applications
o Other fabrication

For each category, ask:

J What drives it?

*  How price-sensitive is it?

* Isitcyclical or structural?

o Can users substitute?

e (Can the metal be recycled?

. What evidence would confirm the forecast?

Step Six — Examine Inventories and Flows

Investigate:

e Exchange inventories

*  Fund holdings

e Dealer availability

e Regional premiums

e  Lease or financing conditions
*  Recycling

e Import and export flows

e Delivery conditions

*  Futures positioning

Do not confuse a visible decline in one inventory location with global disappearance.

Metal may move between forms, regions and owners.
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Step Seven — Interpret the Macro Regime

Assess:

e  Nominal yields

e Real yields

*  Yield-curve behaviour
. Currency trends

*  Monetary policy

e Fiscal policy

e Inflation expectations
. Credit conditions

*  Financial stress

e  Global liquidity

Then determine whether the regime supports the selected metal.

Step Eight — Locate the Capital Cycle

For the metal and associated industry, ask:

*  Has capital been abundant or scarce?

e Are exploration budgets increasing?

*  Are projects being approved?

e Is acquisition activity disciplined?

e Are producers increasing leverage?

*  Are costs rising?

*  Are shareholders receiving capital?

e  Are weak assets being closed or restructured?

e When might current investment become future supply?

Step Nine — Analyse the Vehicle

For physical ownership, examine:

e Authenticity
e Purity

o Form

o Premium

e  Storage

o Insurance

. Security

o Resale

. Jurisdiction

For a fund, examine:
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o Mandate

. Holdings

e Custody

e Legal structure
. Fees

e  Liquidity

e Tracking

e Redemption
e Securities lending
e Derivative use

For a derivative, examine:

e Contract size

e  Margin

Expiry

e  Settlement

. Rollover

. Leverage

*  Basis

e  Counterparties

For a mining company, examine:

. Assets

. Production

o Reserves

. Costs

. Mine life

. Balance sheet

*  Capital expenditure
. Jurisdiction

. Management

. Dilution

*  Hedging

. Environmental and social obligations

Step Ten — Determine the Source of Return

Identify whether prospective return depends on:

e  Metal-price appreciation
e Currency movement
*  Margin expansion
e Production growth
*  Reserve development
e  Capital returns
e Multiple revaluation
e Improving market balance
e Achange in investor positioning
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If the source of return cannot be identified, the thesis remains incomplete.

Step Eleven — Assess Valuation

Ask:

e  What assumptions are reflected in the current price?
*  How does the metal compare with its historical real value?

*  How does it compare with related metals?

*  What metal price is embedded in mining-company valuations?

o ‘What return remains after fees and costs?
e Is positioning crowded?

e  What disappointment would the price struggle to absorb?

Cheap relative to history does not guarantee undervaluation.

Expensive relative to history does not prove the cycle has ended.

Step Twelve — Build Scenarios

Develop:

. Base case
o Bull case
o Bear case
. Stress case

Include possible changes in:

* Real yields
e Currency

e  Demand

*  Supply

*  Recycling

e Substitution
e Costs

e  Regulation
e Positioning
*  Liquidity

A scenario should connect cause to consequence.

Capital Cycle Intelligence Page 95 of 119

Rosetta Stone Series - Precious Metals



Step Thirteen — Define Thesis Failure

Specify what would invalidate the investment.
Examples include:

e Real yields remain structurally higher.
*  Monetary credibility strengthens.

e Industrial demand fails to emerge.

. Substitution accelerates.

e  Recycling overwhelms the deficit.

e Mine supply rises faster than expected.

e Costs prevent miners from capturing higher metal prices.

*  Management destroys capital.
e The vehicle fails to provide the intended exposure.

A falling price may prompt review.

A broken thesis requires action.

Step Fourteen — Compare Alternative Expressions

Compare the proposed investment with:

e Cash

*  Government bonds

. Inflation-linked bonds

e Other commodities

e Other precious metals

*  Physical bullion

e Exchange-traded products
*  Royalty companies

*  Mining equities

e Options

The most dramatic expression is not necessarily the best one.

Step Fifteen — Size the Position

Position size should reflect:

o Confidence

. Volatility

e Liquidity

o Downside

o Portfolio role
. Correlation

o Time horizon
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. Member risk capacity
e Member risk tolerance
*  Member risk requirement

Risk requirement asks an important question:
How much risk must this capital accept to achieve its objective?

If the required return can be achieved with less risk, the portfolio should not assume more merely
because the narrative is compelling.

Step Sixteen — Establish Monitoring Rules

Monitor the variables that make the thesis true.
These may include:

* Real yields

e Currency conditions
e  Fund flows

e  Futures positioning
*  Official-sector activity
*  Industrial orders

*  Recycling

*  Mine production

e Project approvals

e Costs

e  Company execution
e Inventories

e  Physical premiums

Price should be monitored.

The thesis should not be reduced to price alone.

Step Seventeen — Establish Exit and Rebalancing Rules

An exposure may be reduced when:

e The thesis is fulfilled

e The thesis fails

e Valuation becomes excessive

e Position size exceeds its portfolio role
e A superior opportunity emerges

*  Liquidity is required

e The vehicle changes
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e  Risk no longer matches the mandate
Selling is part of the research process.
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25. SOURCES OF PRECIOUS-METALS
RESEARCH EVIDENCE

Precious-metals research should draw from multiple layers of evidence.

No single report captures the complete market.

Geological and Government Sources

Useful evidence may include:

e Geological surveys

e Mineral-resource publications

*  Mine-production statistics

e Trade data

e  Government reserve disclosures

e  Environmental and permitting records
e Customs data

The US Geological Survey publishes annual mineral summaries covering gold, silver and platinum-
group metals, including production, reserves and industry developments. USGS Mineral
Commodity Summaries

Market Associations

Industry bodies can provide information concerning:

e  Supply and demand
. Market structure

e  Refining

e  Vaulting

*  Responsible sourcing
e Trading standards

e Investment flows

Examples include:

o ‘World Gold Council
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. London Bullion Market Association
. Silver Institute
. World Platinum Investment Council

Industry-sponsored research may be valuable.

Its assumptions and institutional perspective should still be recognised.

Exchanges

Exchange data may provide evidence concerning:

e  Futures prices

e Contract specifications
*  Open interest

*  Volume

e Delivery

e Warehouse stocks

*  Options

e  Positioning

Exchange inventories represent metal within a particular system.

They should not be mistaken for total global inventory.

Fund and Trust Documents

Review:

. Prospectus

e Product disclosure statements
e Annual and interim reports

*  Holdings

e  Custodian arrangements

e  Barlists

. Fees

e  Redemption provisions

e Securities-lending policies

. Tax disclosures

Marketing summaries should not replace governing documents.
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Mining-Company Disclosures

Research may include:

e  Annual reports

. Financial statements

e Technical reports

° Reserve and resource statements
*  Production guidance

e Cost guidance

*  Mine plans

e Sustainability reports

e  Permitting documents

e  Tax and royalty agreements
* Investor presentations

Management presentations are evidence.

They are also advocacy.

Technical Reports

Where available, examine independent technical material concerning:

*  Geology

*  Grade

e Metallurgy

*  Recovery

e Mine design

e  Processing

* Infrastructure

e  Capital expenditure
e Operating costs

*  Environmental liabilities
e  Economic sensitivity

A headline resource number should never substitute for project economics.

Trade and Industrial Evidence

For industrial metals, useful evidence may include:

*  Vehicle production
. Emissions standards
o Solar installations
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e Electronics demand

*  Chemical production

*  Recycling rates

e Material intensity

e Substitution research

e  Patent and technology developments

Translate industry growth into actual metal demand.

Price and Positioning Data

Examine:

*  Spot prices

*  Forward curves

e Futures positioning

e Options skew

*  Fund flows

e  Short interest

e  Mining-equity valuations
*  Relative-metal ratios

e  Physical premiums

Positioning can amplify a fundamental move.

It can also leave the market vulnerable to reversal.

Independent Research

Independent analysts, academic research and specialist publications may provide useful

interpretation.
Assess:

*  Methodology

. Data sources

e Track record

e Conflicts

e Assumptions

e Sensitivity

e Date of publication

Authority should be earned through evidence—not asserted through confidence.
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26. THE MEMBER’S PRECIOUS-METALS
RESEARCH CHECKLIST

Mandate

e What is this allocation required to do?
e Isitstrategic or tactical?

e Whatrisk is it intended to diversify?

e  Over what timeframe?

e  Isincome required?

e How much volatility can be tolerated?

Metal

e  Which metal am I considering?

e Isits demand primarily monetary, industrial, cultural or mixed?
*  What makes this metal the correct expression?

e What could substitute for it?

*  How liquid is its market?

Macro Environment

e What is happening to liquidity?

e  What is happening to growth?

e What is happening to credit?

e Arereal yields rising or falling?

*  Why are they moving?

e What is happening to currency confidence?
*  What policy response is expected?

e What has the market already priced?

Supply

e Where is the metal produced?
e Is supply geographically concentrated?
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*  What are the major operating risks?

*  How quickly can production respond?

e Is the metal produced directly or as a by-product?
e What projects are under development?

*  What role does recycling play?

Demand

*  Who buys the metal?

e Why do they buy it?

*  Which demand category is changing?
e Is the change cyclical or structural?

*  How price-sensitive is demand?

e Can users substitute?

e  Can intensity per unit decline?

Inventories

*  How large are available inventories?

e Where are they held?

*  How reliable are the data?

*  What price could release additional metal?

*  Are inventories moving between regions or vehicles?
e Does the reported deficit require inventory depletion?

Capital Cycle

e Is capital entering or leaving the industry?

e Are exploration budgets rising?

*  Are projects being approved?

e Are acquisitions disciplined?

e  Are producers increasing leverage?

*  Are costs increasing?

e Is current scarcity likely to create future excess?

Vehicle

* Do Iown metal, a claim, a derivative or a company?
*  Who are the counterparties?

*  What legal rights do I possess?

e Who holds the assets?

*  What fees apply?
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Can the position be redeemed?

How liquid is it during stress?

Does it use leverage or derivatives?
Does it track the intended exposure?

Physical Ownership

Is the metal authentic and appropriately refined?
What is its purity?

What premium am I paying?

Where will it be stored?

Is it insured?

Who can access it?

How will it be sold?

What records are required?

Mining Companies

What assets does the company own?
What is the production profile?

What are the reserves and mine lives?
What is the cost position?

What capital expenditure is required?

Is the balance sheet resilient?

In which jurisdictions does it operate?
Has management allocated capital well?

Is per-share value increasing or merely production?

Valuation

What assumptions are reflected in the price?
What is the total cost of ownership?
What return is required?

How does the exposure compare with alternatives?

Is positioning crowded?
What margin of safety exists?

Portfolio

What existing risk does the position diversify?
What risk does it duplicate?
How large could the drawdown be?
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*  How much should be allocated?

*  How will the position be rebalanced?
. What would force a sale?

*  What is the opportunity cost?

Monitoring and Exit

. Which variables must remain true?

. What evidence will be reviewed?

. How often?

. What would invalidate the thesis?

. What would indicate the thesis has succeeded?

e Under what conditions will the position be reduced?

If these questions cannot yet be answered, the research is not complete.
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27. COMMON PRECIOUS-METALS
MISTAKES

Assuming Gold Always Protects Against Inflation

Gold’s performance depends on real yields, policy credibility, currencies, liquidity, expectations and
starting price.

Inflation alone is insufficient.

Treating All Precious Metals as the Same Asset

Gold, silver, platinum and palladium possess different demand structures and market sensitivities.

A shared label does not create a shared thesis.

Confusing Nominal Price With Value

Silver is not cheaper than gold merely because one ounce has a lower price.
Units are arbitrary.

Value must be assessed relative to market structure, scarcity, demand and expectations.

Buying Miners for a Bullion Thesis

Mining companies introduce:

Management
Operations

Costs

Debt

Tax

Jurisdiction
Dilution

Capital allocation

If the thesis requires metal, own an exposure that behaves like metal.
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Assuming Higher Metal Prices Guarantee Mining Profits

Margins depend on the difference between revenue and cost.

Energy, labour, equipment, taxes and capital expenditure may rise alongside metal prices.
Ignoring Dilution
A company can increase production while reducing value per share.
Research:
e Share issuance
e  Options
e  Acquisitions
e Development funding

. Per-share reserves
o Per-share cash flow

Treating Resources as Reserves

A resource is not automatically economically mineable.

The project must still overcome technical, financial, legal, environmental and political constraints.

Ignoring Jurisdiction

The metal may be globally traded.

The mine remains physically located within one legal and political system.

Assuming Physical Ownership Has No Costs

Physical metal may involve:

J Premiums

e  Storage

o Insurance

e Security

. Verification

e Dealer spreads
o Taxes

These reduce realised return.

Assuming a Fund Is Physical Gold
A ticker symbol does not establish direct ownership.
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Read the governing documents.

Ignoring Currency

The metal price and the investor’s local-currency return may differ materially.

Measure the result in the currency that matters to the member.
Overlooking Liquidity

A product can trade smoothly during ordinary conditions and become expensive to exit during
stress.

Liquidity should be examined before it is needed.

Using Leverage for an Insurance Allocation

Leverage can force liquidation during the exact volatility the position was intended to protect
against.

The implementation can defeat the purpose.

Treating Central-Bank Buying as a Permanent Floor

Official demand can be influential.

It is not an unconditional guarantee against falling prices.

Treating a Reported Deficit as Proof of Shortage

Inventories, recycling and substitution may satisfy the imbalance.

Examine how the deficit is calculated and financed.

Chasing a Compelling Narrative

Scarcity, currency debasement, electrification and geopolitical tension can all create persuasive
stories.

A persuasive story can still be fully reflected in the price.

Failing to Define the Exit

Without an exit framework, tactical exposure can become permanent and protection can become
speculation.

Allocating Without a Portfolio Role
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Owning precious metals because others recommend them is not a strategy.

The allocation must solve a portfolio problem.
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28. KEY PRINCIPLES TO RETAIN

1. Precious metals are not one asset class with one driver.

Each metal must be understood independently.

2. Begin with what you own.

Metal, financial claim and mining business are different exposures.

3. Gold has monetary and commodity characteristics.

Both sides influence its value.

4. Silver combines monetary and industrial sensitivity.

Its dual role can amplify volatility.

5. Platinum-group metals depend heavily on industrial
systems.

Technology, regulation and substitution matter.

6. Scarcity is economic, not merely geological.

Availability, cost, time, inventories and ownership determine usable scarcity.

7. Gold is not another party’s liability when owned outright.
The ownership structure can nevertheless introduce counterparties.

8. Real yields influence opportunity cost.

The reason they are moving determines their meaning.

9. Inflation and policy belong in the same analysis.

Gold responds to their interaction, not inflation alone.
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10. Currency is part of the return.

Always identify the member’s true unit of account.

11. Liquidity shocks unfold through a sequence.

Gold can be sold first and sought later.

12. Growth affects each metal differently.

Industrial exposure changes the natural habitat.

13. Credit finances both demand and future supply.

Easy capital can support prices while creating later excess.

14. Mine supply responds slowly.

Long lead times can preserve scarcity and eventually produce delayed oversupply.

15. Recycling responds more quickly.

Existing stocks can become supply when price or economic need changes.

16. A market deficit is not automatically a shortage.

Inventory availability determines the immediate consequence.

17. A bullish metal thesis does not guarantee a bullish miner.

Company economics must be researched separately.

18. Production growth is not the same as value creation.

Per-share returns matter.

19. The vehicle determines the operational risk.

Custody, leverage, fees and legal rights can reshape the exposure.

20. Diversification is conditional.

Historical relationships may change during the event that matters most.
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21. Protection must be defined.

No asset protects against every risk.

22. Price matters.

A valuable characteristic can be overwhelmed by an excessive purchase price.

23. Opportunity cost belongs in the decision.

Precious metals must compete with every alternative use of capital.

24. Position size should reflect portfolio risk.

Conviction does not eliminate volatility or uncertainty.

25. Evidence must govern the thesis.

Narrative should never outrank observable change.

26. The portfolio role comes before the product.

Purpose determines metal, vehicle and allocation.
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29. A PRINCIPLE TO CARRY FORWARD

Precious metals begin with scarcity.
But scarcity alone does not create an investment.
Value emerges through the interaction of:
*  Physical availability
e Human preference
e  Industrial utility
*  Monetary confidence
*  Real interest rates
e Currency conditions
e  Capital flows
e Technology
*  Policy
*  Price
Gold can provide an asset outside another issuer’s promise.
That does not place it outside risk.
Silver can participate in monetary demand and industrial expansion.
That does not guarantee both forces will support it simultaneously.
Platinum and palladium can be geologically scarce.
That does not protect them from substitution or technological change.
Mining companies can provide leverage to rising metal prices.
That leverage can operate in both directions.
The objective is not to own precious metals because they are ancient, tangible or scarce.

It is to allocate capital deliberately to an exposure whose:

*  Purpose is clear

e Drivers are understood

e Ownership is verified

*  Risks are acceptable

e Price provides sufficient compensation
*  Role strengthens the portfolio
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The final question is not:
Will precious metals rise?
Itis:

Which precious-metal exposure, owned through which vehicle, at what price and in what
proportion, improves the resilience and prospective return of your complete portfolio?

That is the question the CCI framework is designed to help you answer.
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CONTINUE TO PRECIOUS-METALS
RESEARCH

Precious-Metals Deep Dive Pathways Under Development

e  Gold as a Monetary and Reserve Asset

e Silver: Monetary Metal and Industrial Input
e Platinum and Palladium

e Physical Bullion Ownership and Custody

e Precious-Metals Exchange-Traded Products
*  Gold and Silver Futures Markets

*  Gold-Mining Companies

e Silver-Mining Companies

*  Royalty and Streaming Companies

*  Mining Costs, Reserves and Project Economics
e Central-Bank Gold Demand

o Real Yields, Currencies and Gold

e  Precious Metals Across Market Regimes

e  The Mining Capital Cycle

As the CCI Precious Metals research library develops, these pathways will connect the framework
established here with individual markets, companies, instruments and opportunities.
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SELECTED FOUNDATIONAL
REFERENCES

e U.S. Geological Survey — Mineral Commodity Summaries

o World Gold Council — Gold Market Structure and Flows

J World Gold Council — Gold Demand Trends

J London Bullion Market Association — Market Standards and Precious-Metals Resources
. The Silver Institute — World Silver Survey

J World Platinum Investment Council — Platinum Market Research

e CME Group — Precious-Metals Contract Specifications and Market Resources

o Relevant exchange, fund, trust, custodian and issuer documentation

*  Mining-company financial statements, technical reports and regulatory disclosures
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EDUCATIONAL DISCLAIMER

This document has been prepared by Capital Cycle Intelligence for general educational and
informational purposes only.

It does not constitute personal financial advice, investment advice, legal advice, tax advice, a
recommendation, an offer or a solicitation to buy, sell or hold any precious metal, security, fund,
derivative, mining company or other financial product.

The material presents a general investment framework and does not take into account your
individual objectives, financial circumstances, needs, knowledge, experience, liquidity requirements
or tolerance for risk. Before making an investment decision, you should conduct your own research
and consider seeking advice from appropriately qualified financial, legal and tax professionals.

Investing in precious metals and related products involves risk. Metal prices, security prices,
exchange rates, income and market liquidity can rise or fall. You may receive less than your
purchase price and may lose some or all of the capital invested.

Precious-metals investments may involve commodity-price, currency, inflation, interest-rate,
liquidity, custody, counterparty, leverage, derivative, basis, rollover, operational, geological,
metallurgical, environmental, political, legal, regulatory, taxation, fraud, theft and market-structure
risks. These risks can interact and may become more severe during periods of financial stress.

Physical ownership may involve premiums, storage, insurance, security, verification, transportation
and resale costs. References to physical metal do not imply that any particular storage or custody
arrangement eliminates risk.

Exchange-traded products, allocated and unallocated accounts, derivatives, royalty companies and
mining equities may not provide the same exposure as direct ownership of physical metal. Their
performance can be affected by fees, legal structure, tracking, leverage, counterparties, management
and operational outcomes.

Mining exploration, resource and reserve estimates are uncertain. Projects may fail to achieve
forecast production, recovery, costs, development schedules or economic returns. Mineral resources
are not necessarily economically recoverable reserves.

Historical relationships between precious metals, inflation, real yields, currencies, equities, bonds
and financial stress may change. Past performance is not a reliable indicator of future results, and no
precious metal is guaranteed to preserve purchasing power or diversify a portfolio over any
particular period.

Although reasonable care has been taken in preparing this material, Capital Cycle Intelligence does
not guarantee that all information, interpretations or conclusions are complete, accurate or current.
Markets, issuers, technologies, regulations, taxation and economic conditions can change without
notice.

Any examples referred to are provided solely to illustrate the concepts discussed. They should not
be interpreted as investment recommendations or indications that any precious-metal investment
will produce a particular result.
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You remain responsible for your own investment decisions.
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