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Precious Metals Forecast 2010
Silver

Executive Summary

Prices continue to out perform Gold on both the upside and the downside. In 2010,
Silver is expected to range between $13/0z and $25/0z
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Investment demand is expected to remain strong in 2010, but a rebound in
fabrication demand should see buying pressure increase.

After the dump into recession in 2008, the recovery has been fast, but we doubt it
is sustainable and therefore expect further distress to be seen in the months ahead.

The dollar may be oversold in the short term, but structural problems suggest
further dollar weaknessis likely and that could lead to a dollar crisis.

With the supply overhang, investors are going to have to continue buying Silver,
but given their current interest and the big picture outlook, thisis likely to happen.

I ntroduction

Since moving above $10/0z in March 2006, Silver prices have been on aroller-coaster
ride with some fast and long rallies interspersed with steep and aggressive sell-offs;
none more so than the drop from $21.36/0z to $8.50/0z between March and October
2008. However, the strong rebound after last year’ s sell-off does indicate ongoing
steady interest. Silver has benefitted from being both an industrial metal and a cheap
precious metal, as industrial metals have rallied strongly in anticipation of an
economic recovery and as a cheap precious metal, it has won market share from Gold
jewellery. Also as a precious metal it has been sought after as a hedge against dollar
weakness and financial distress. Given the diverse nature of Silver demand, prices are
expected to perform well as even if weaknessis seen in one area of demand, the other
areas should hold up and indeed could see demand accelerate. Silver aso does not
have the threat of IMF sales overhanging it. Generally for these reasons we fedl there
is still good upside potential for Silver and with prices (basis $17.50/0z) still 18%
below last years' highs and arguably still 185% below the 1980 highs, the outlook
remains bullish. However, given Silver’s supply/demand situation the outlook for
Silver can only be bullish while investors remain as committed to buying Silver as
they have been in recent years. Over the past five years fabricated demand has on
average been around 2,000 tonnes lower then supply. While investors are prepared to
buy this surplus then higher prices can be seen, but should investors interest wane
then Silver prices could tumble. Overall, we remain bullish for Silver asit islikely to
follow in Gold' s footsteps and at times outperform it. In last year’s Forecast report
we were looking for the bulk of trading in 2009 to be between $11/0z and $18/0z; the
low in January 2009 was $10.33/0z and the high has so far been $17.93/0z. In 2010,
we feel Silver will trade within a $13/0z to $25/0z range as we expect more
turbulence in the financial markets
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Fabrication Demand

Fabrication demand covers Silver’s use in industry, photography, jewellery manufacturing and
in the making of coins. So far in 2009, all these sectors, with the exception of coins, have seen
demand hit hard. Despite weaker prices, which in the first eight months of the year averaged
$13.34/0z compared with $17.16/0z in the same period last year, demand has fallen as the
impact of recession has taken its toll. Demand from photography remains in steady decline and
that is expected to continue, but the recession has knocked industrial demand down by an
estimated 21% as actual demand has fallen and destocking will have made apparent demand
fal even more. Silver jewellery and Silverware have faired better with an estimated 8.5% drop
in demand. Fabrication of coins and medals grew strongly in 2008 and did so in the first half of
2009 as retail investors looked to buy precious metals that they could physically hold as means
to protect themselves against bank closures and financia turmoil. The rapid fall in Silver prices
during the second half of 2008 does suggest aggressive destocking, however, with total
fabrication demand only falling around 1% last year, the data suggests holders of Silver were
not prepared to sell into the sell-off. However, consumers do seem to running down stocks this
year as demand has fallen heavily. In 2009 as a whole, fabrication demand is expected to drop
12% to 22,650 tonnes, down from the recent peak in 2005 of 26,350 tonnes. In 2010, demand is
expected to recover as industrial demand anticipates a recovery and starts to restock.

Jewellery - Changing trends
Volatile prices and economic recession

have seen jewellery demand fall, which Changes in Annual Jewellery
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has also seen drought conditionsin

India, which is making a bad situation

worse as the rural community will have less to spend. However, relative to Gold, Silver
jewellery has fared better, Gold jewellery demand was off 25% in the first half of the year,
which suggests that jewellery buyers have shied away from buying expensive jewellery, but
have felt less extravagant buying cheaper Silver jewellery. Over the past decade, Silver
jewellery demand has suffered less than Gold jewellery, as whether high bullion prices, or
economic hardship has hit demand, Gold jewellery tends to suffer more, see chart. With Silver
prices also well below 2008’ s peak, while Gold is near record highs, there is a bigger profit
margin in Silver jewellery than in Gold, or Platinum jewellery. Overall we expect an 8.5% drop
in Silver jewellery and Silverware demand in 2009, followed by a 2% pick-up in 2010 as more
sustainable growth unfolds later in the year. In addition, the higher Gold prices go, the more
consumers will trade-down to Silver jewellery, especialy if Silver pricesrise and Silver is seen
as becoming a more expensive precious metal.

Industrial Demand
Industrial demand accounts for 43% of total Silver end- use demand and is of paramount
importance to the Silver market. In recent years global growth has been expanding at a fast
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pace, but this slowed to 1.4% in 2008 and is off significantly so far in 2009. Indeed industrial
demand is expected to drop some 12% this year, but is expected to recover next year as a nore
broad based recovery is likely. The IMF forecast for World economic growth is 3% in 2010,
after a 1% drop in global GDP in 2009. With industrial applications accounting for 54% of
fabrication demand, which is up from 38% ten years ago and with India, China and the US,
accounting for 70% of thisrise in industrial usage and with Silver now being used in a wide
spread of new applications, demand is expected to recover faster than GDP growth. As such,
we expect Silver’s industrial demand to grow around 7% in 2010.

In addition to growth picking up more than global GDP, after the destocking seen over the past
year, we expect restocking to see apparent demand rise even faster than actual demand.
Therefore the combination of restocking, a pick-up in actual demand and ongoing investment
buying, could certainly see Silver prices continue to rise strongly.

Photographic demand

Use of Silver in the photographic industry peaked in 1999 at around 7,000 tonnes and in recent
years has been falling at around 10% a year. However, the combination of the technological
shift to digital photography and the recession saw demand for Silver from the photographic
industry fall alarger 16% in 2008, to 3,500 tonnes. Silver’s use in film is expected to continue
to decline, while its use in X-rays systems is holding steady. Although developed countries are
rapidly transferring to digital X-rays machines, demand for traditional X-ray technology is still
growing in developing countries, especialy in China and India, where healthcare is expanding.
All in al, photographic demand is likely to continue falling and even a pick-up in economic
activity next year is unlikely to see a rebound in demand from photography. After last year's
faster drop in demand, demand this year and next are expected to continue declining at around
10 percent per year, which should free-up some 300 tonnes of Silver next year.

New applications

There are a host of new uses for Silver in the health, electronics and renewable energy
industries, but many of these new applications use nano-technology with each unit using a tiny
amount of Silver. So until the applications have widespread use their impact on Silver demand
islikely to take time to be felt. However, some applications, such as Silver’s use in consumer
electronics, for example in plasma TV / display screens and in solder used in a host of
electronic gadgets, do use meaningful amounts of Silver and demand from these products will
have been hit hard by the recession. As such, once economic recovery gathers pace demand
from these applications should pick-up.

Out of the host of non-consumer new applications Silver’s use in thermo photovoltaic (TPV)
cells, which convert light into electricity, is growing fast and is likely to continue to do so as
governments encourage aternative means to generate energy. The TPV industry’s use of Silver
reached 420 tonnes in 2008 and as more money flows into this technology, its consumption of
Silver is expected to grow strongly. The same is true as other new applications take-off in the
years ahead. These include smart tags (RFIDs) and products that are being developed to utilise
Silver’s antibacteria properties which will be used in medicines, bandages, soaps, clothing, and
chemical compounds added to door handles, photocopier buttons, paper, air conditioning units,
all of which help stop the spread of bacteria in the home, office and in public places, such as
hospitals, public transport, restaurants etc. Although only minute amounts of Silver are used
per item, the mass of applications will see demand for Silver from these areas grow. It is
estimated that collectively these new applications could account for up to 1,000 tonnes of
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demand within the next ten years which could provide a significant boost for demand in the
years ahead, which may keep investors' interest high.

I nvestment demand

With Silver supply outpacing fabrication
demand in recent years, investors' off-take Silver ETFs (2007 to Present)
has been critical in driving the overall bull 12,200.0

market and the emergence of Exchange 10,0000

Traded Funds (ETFs) have been central in $.000.0

facilitating this growth in investment 6.000.0

demand. When the first ETF was launched in 40000

April 2006, it started with 653 tonnes of 2,000.0

Silver, the peak holding to date was 11,112
tonnes, seen in August thisyear. Asthe
chart opposite shows growth has been strong
and steady; there have been periods of light
redemptions along the way, but the trend is firmly up. At the end of September 2009, the
combined holdings stood at 10,958 tonnes, which is 1.4% below the peak, but still 32% up
since the gart of the year. In 2008, the combined holdings grew 2,326 tonnes; in the nine
months to the end of September 2009, the ETFs have grown by 2,702 tonnes. The fact that
redemptions up until now have been light, suggests that long term investors are still buying into
Silver’ s safe-haven purposes.

Tonnes

The presence of this above ground Silver stockpile is a potential threat to prices if mass
liquidation were to unfold, especialy as the total combined holdings is equivalent to roughly
half ayear’s mine supply. However, in the current environment of financial uncertainty and
dollar weakness we would be surprised if investors were ready to sell the protection Silver
offersthem. Thisis especially so as prices are still well below the peak seen in 2008 at
$21.36/0z However, there is no denying the fact that the Silver in the ETF s is potentially very
liquid and therefore trends in the ETFS holdings need to be monitored carefully.

Moreroom for speculators

The net Fund Silver position pulled back
heavily during last year’s second half sdll-

off, but the position is climbing again and o
remains well below the peaks seen in 2006, ggggg
2007 and 2008. With the net long position 40000
last at 47,410 contracts, it is still 12.4% o
below the peak in 2008 and 29.2% below the 10000
high in 2006. So with Silver prices also 23% 0
below their 2008 peak, there seems good
potential for pricesto riseif the situation
remains bullish. Indeed, in this respect,
Silver looks better placed than Gold to extend gains as the net long Fund position in Gold is
already at record levels. As such, it does look as though Silver will continue to outperform
Gold on the upside.

Silver Net Long Fund Position

Contracts

04 Jan 05
04 Jan 06
04 Jan 07
04 Jan 08
04 Jan 09
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Supply

Mine output rose 2.5% in 2008 to a new record of 21,179 tonnes. This was the sixth year that
mine production rose, with output in Latin America, especially Bolivia, and Russiarising
strongly as new production came on stream. The sdll-off in Silver pricesin late 2008 did
threaten some mine projects and some mine output was lost as base metal production was cut.
However, investments in new projects made earlier in the decade led to increases in primary
mine output as new mines came into production. Canadian mine output dropped 19% in 2008,
while US output dropped 11% on the combination of cutbacks at |ead/zinc operations and as
some primary mines closed as ore reserves were depleted. Output also dropped in Poland,
Sweden, Chile and Kazakhstan, all areas associated with base metals production.

However significant increases were seen in Bolivia, Peru, Mexico, Russia, Australia, Turkey
and China, as new mines stepped up production. Big increases came from Bolivia where a full
year of production at San Cristobal saw output rise by 430 tonnes, with the start-up of San
Bartolome helping too. In Russia, production increased on the combination of new production,
higher ore grades and with a pick- up in processing of by-product material. In China, output
looked set to be hit as base metal production was initialy cut back, but government incentives
to keep mining and smelters in operation has seen ongoing growth in 2009, building on the

gains seen in 2008.

L ooking forward with base metals price rises now prompting the reactivation of idle mine
production we would expect Silver mine output to increase again in 2009 and 2010. This year
output is expected to rise by 500 tonnes, with a further 470 tonnes likely to be added in 2010.
However, further forward the impact of the credit crunch is likely to have dowed the start- up
of numerous projects and that might mean slower mine growth down the road. This year and
next should, however, see primary output increases in Argentina and Mexico.

Given the sdll-off and subsequent
recovery in base metal prices, it is
interesting to see the breakdown of where
total Silver supply comes from, see chart
opposite. With 46% produced as a by-
product of base metal production, the
rebound in base metals prices should see a
steady recovery in output. Cash costs of
production for primary producers are
thought to lie around $5/0z with high cost
producers around $10/0z, so it seems
likely that primary production will
continue to expand. With Gold prices near

Sources of Silver Supply

record highs the incentive to boost Gold output is high, while a recovery in economic activity is
likely to see scrap supply increase, see below. Interestingly government sales are now small,
only 3%, so again whereas Gold has the threat of IMF sales, Silver does not.

Scrap supply has been fairly stable in recent years, but it did drop 3% in 2007 and 2008, mainly
on the back of lower levels of scrap from the photographic industry. Old Silver scrap supply
from other sources has been relatively steady and has not surged as it has with Gold. In 2009,
we expect scrap to fall 2%, but to rebound 6% in 2010. However, should prices start to spike
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higher, supply from old scrap, jewellery, silverware etc, could pick-up markedly asit did in
1980 when Silver spiked up towards $50/0z.

Government stocks getting low

Government stocks of Silver are thought to have fallen to 961 tonnes in 2008 down from 1,314
tonnes in 2007, but this decline in sales seems more to do with rapidly depleted stockpiles,
rather than a change in policy. It is now estimated that government stocks had fallen to 2,240
tonnes at the start of the year. Although accurate data on government holdings are hard to come
by, if the figure now stands at just above the 2,000 tonne level, then the large burden of 23,000
tonnes that was overhanging the market in 1997 has been severely depleted and is likely to
limit sales going forward. For 2009, we expect sales to drop to 400 tonnes, dropping to 200

tonnes in 2010.

Balance

The Silver market swung from a supply deficit to a surplus in 2003 and has remained in one
since. Given this, it is somewhat surprising that prices have performed the way they have.
However, the pick up in investment demand has soaked up the surpluses. In recent years, the
high level of ETF buying has managed to absorb the surplus supply over fabrication demand,
even when fabrication demand has fallen. However, the outlook is for another surplusin 2010.
Mine output is expected to grow by some 470 tonnes, scrap supply is expected to edge higher
as economic activity recovers and as higher prices attract more scrap, while government sales
are expected to be lower at around 200 tonnes in 2010. Fabrication demand is forecast to
recover by 3% to 23,320 tonnes, while supply is forecast to grow to 27,473 tonnes, leaving a

surplus of some 4,153 tonnes.

Technical

Following the rapid sell-off in the
second half of 2008, Silver prices
have been trending higher again in
an upward channel. Prices recently
tackled the band of overhead supply
seen between March and July last
year between $16.20-$19.00/0z, but
resistance was encountered around
$17.65/0z and prices have now
pulled back to consolidate. With the
stochastic indicators a so crossing
lower Silver prices may now pull
back towards the bottom of the
channel which is around the $14/0z
level, which is also where the 30

Silver (weekly bars + 30 wma)

01 04 0OF 10 01 04 07 1M 01 04 07

week (150 day) moving average is. However if the up channel continues to push prices higher
then prices are likely to gradually overcome the overhead band of supply - the top of whichis
at $19.47/o0z, which would then open up the way for arechallenge of the highs at $21.36/0z.

Conclusion and For ecast

The gituation in Silver is very interesting, even before the recession the market was running a
supply surplus and this was made worse by the drop in demand, even though supply was cut
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too. However, the distress in the markets and concern over how this financial mess and the
global imbalances are going to be corrected has increased demand for safe-haven assets, such
as the precious metals. In the medium term, while the supply surplusis present, Silver will be
vulnerable if investors commitment to Silver wanes. If investment interest fails to soak up the
annual surplus prices are likely to fall, indeed falling prices would then no doubt trigger
liquidation of existing positions that would add to the downside pressure on prices. However,
we do not think such a scenario will unfold between now and the end of 2010, although there is
no harm in having a contingency plan for when such atime arrives.

Investor interest as seen by the steady climb in the ETFS holdings shows ongoing strong
demand and with ETFsincreasing their size by some 2,700 tonnes in the first nine months of
20009, it does look as though this will more than absorb the market’ s surplus. With ongoing
concern about the dollar and US creditors vocally warning about dollar devaluation, not to
mention the risk of a double-dipped recession, there seems plenty of reasons for investors and
investment ingtitutions to look to safe-guard their wealth and to diversify their dollar exposure,
all of which should underpin demand for precious metals.

In the near term, prices are expected to consolidate, but there is also arisk of a deeper
correction in equities and industrial metals, that could drag Silver prices lower initialy.
However, we think dipsin Silver prices will be seen as a buying opportunity, by investors and
fabricators alike. In addition, we expect fabrication demand to recover later in 2010 and with
that is likely to come industrial restocking. So Silver could, for atime, see strong demand from
all areas of demand. In addition, we feel Silver islikely to follow in Gold' s footsteps and as
such we expect prices to spend the bulk of 2010 within a $13-$25/0z trading range. Should
central bankers and politicians manage to find workable solutions to the bigger issues troubling
the financial markets then demand for safe-haven products could suffer and then some fast
corrections would likely follow, but we think there is little chance of this happening any time
soon and therefore we remain bullish for Silver.
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SCOTIAMOCATTA isaglobal leader in metals trading, brokerage and finance. As part of Scotia Capital and a member of
the Scotiabank Group, clients can access afull range of financial products and services.

To obtain additional information on ScotiaM ocatta products and services, call one of the officeslisted below.
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Toronto
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40 King Street West

Box 4085, Station ‘A’
Scotia Plaza

Toronto, Ontario M5W 2X6

Andy Montano
andy_montano@scotiacapital.com

Tel: 1-416-866- 7835
Fax: 1-416-866-6897

UNITED KINGDOM
London

Scotia House

33 Finsbury Square

London EC2A 1BB

David Wilkinson
david_wilkinson@scotiacapital.com
Td: 44-20-7826-5931

Fax: 44-20-7826-5948

UNITED STATES
New York

One Liberty Plaza
165 Broadway

New York, N.Y. 10006

TimDinneny
tim_dinneny @scotiacapital.com
Tel: 1-212-225-6200

Fax: 1-212-225-6248

MEXICO

Mexico City

Blvd. M. Avila Camacho #1,
Piso 11

Jose Maria Tapia
jose_tapia@scotiacapital.com
Tel: 52 559179 5142
Fax: 52 55 5325 3527

INDIA

Mumbai

11-13 Maker Chambers VI
1st Floor

220 Nariman Point
Mumba 400021

Rajan Venkatesh
rajan_venkatesh@scotiacapital.com
Tel: 91-22-2288-0994
(Direct)

Fax: 91-22-2288-1078

New Delhi

Upper Ground Floor
Dr. Gopal Das Bhavan
28 Barakhamba Road
New Delhi 110001

Prem Nath

Prem.nath@scotiabank.com
Td: 91-11-5535-2420
Fax: 91-11-2335-9342

Bangalore

25/2 SN. Towers
M.G. Road
Bangal ore 560001

Mahendran
Krishnamurthy

mahendran.Krishnamurthy @scotiabank.com
Td: 91-80-2532-5325
Fax: 91-80-2558-1435

Shankara Subramanian
shankara.subramanian@scotiabank.com

Te: 91-422-2301-595
Fax: 91-422-2301-596

HONG KONG SAR
25th Floor, United Centre
95 Queensway

Hong Kong

Alice Lam
alice_lam@scotiacapital.com
Td: 852-2861-4788
Fax: 852-2573-7869

SINGAPORE

1 Raffles Quay
#20-01, North Tower
One Raffles Quay
Singapore, 048583

Swee Kiang Teo
Sweekiang_teo@scotiacapital.com
Td: 65-6536-3683

Fax: 65-6534-7825

UNITED ARAB
EMIRATES

Dubai

302, 3rd Hoor
Precinct Building 03
Dubai Internationa
Financia Centre
Dubai

UAE

Pramod Mohan

Pramod_mohan@scotiacapital.com
Td: 9714 3711 777

Col. Chapultepec Polanco comore Fax: 97 14 228 909
Colonia Polanco 11560 1547 Trichy Road
Mexico Coimbatore 641018
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Thisreport has been prepared on behalf of ScotiaMocatta and is not for the use of private
individuals. The ScotiaMocatta trademark represents the precious metals business of The Bank
of Nova Scotia. The Bank of Nova Scotia, a Canadian chartered bank, isincorporated in
Canada with limited liability.

Opinions, estimates and projections contained herein are subject to change without rotice. The
information and opinions contained herein have been compiled or arrived at from sources
believed reliable but no representation or warranty, express or implied, is made as to their
accuracy or completeness. Neither the Bank of Nova Scotia, its affiliates, employees or agents
accepts any liability whatsoever for any loss arising from the use of this report or its contents.
The Bank of Nova Scotig, its affiliates, employees or agents may hold a position in the
products contained herein. This report is not a direct offer financial promotion, and is not to be
construed as, an offer to sell or solicitation of an offer to buy any products whatsoever.

This market commentary is regarded as a marketing communication. It has not been prepared
in accordarce with legal requirements designed to promote the independence of investment
research and is not subject to any prohibition on dealing ahead of the dissemination of
investment research.

The Bank of Nova Scotia is authorised and regulated by The Financial Services Authority.
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