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Deleveraging and long liquidation pushed Gold prices down to
$1,520/0z, breaching the September 2011 low in the procédsut
the breach of support looks like it may have been an overshoot.

1 Prices have rebounded robustly and have recovered to the
$1,630/0z level this is despite a stronger dollar.

1 Concerns over the EU debt situation amdescalation in
geopolitical tensiong the Gulf have attracted safaven buying

1 Fund interest has been in retreat, while the ETFs have only seen
small ree@mptions. If a rally unfoldthere is considerable potential
for fund buyingto return

1 Given tie enormity of the debt crisige feel thee is still plenty of
room for investors and sovereign wealth funds to diversify into
Gold.

Silver followed Gold prices lower, but managed to avoid
breaching the September 2011 low. With the Gold / Silver ratio at
1:55 there is potential for Silver tooutperform Gold again.

1 FundandETF investos aterestwerecut further in December.
The net fund long positiodropped to 6,855 contracts as more
short positions werepened

The PGMs are under pressure as the demand outlook has
deteriorated - however,the impact onPalladium has been
cushiored by concernsthat sales from Russian stockpiles might
slow.

1 Weexpectindustrial metals toemain under pressurbeut lower
prices should provide good long term buying opportunities

Au
Gold
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Gold prices broke lower ahead of year

end, but was it a false move?

In late SeptembefGold prices reachedlaw
of $1,532/0z they recoveredt$1,803/0z in
early November, but then started to weaken
again. On 289 Decemberpricesspiked
downto a lowaround $1,522/qbreaclng
the September low ithe process although
by the close prices had rebounded to
$1,550/0z. The weakness in Gold lcage
about as institutional and private investors
have reduced exposure, either in the belief
the bull marketvas over, or because they
needed to raise cash reserves given the
tightening up of credit markein Europe.
Considering the EU debt debacle ahel t
limited progress téind a solution it is not
surprising thainvestorshave beeselling
assets in favour afash, but we do not think
that meanshe bull market for Gold is over.

Gold ( monthly bars) - Tests up trend line

A correction within the bull market
Although prices have reboundsnthartly off
the long term up trend linet is too early to
feel comfortable that the full extent of the
correction has been seermelEU debt crisis
has potential to become a bigger problem
than the 2008/2009 financial cristsut
whether that is bearisbr bullish for Gold
remains a moot poinkn 2008,Gold prices
retreaed 34% to $682/0z from thearlier

high at $1,032/0z. So fdrom the highs of
$1,921/0z in September 2011, to the
December low at $1,522/pgrices have
dropped 21%A 34% correctiorwould take
Gold pricesdown to$1,268/ozHowever,

you could argue that the scale of the EU
problem, the potential for contagion and the
fact that policymakers have fewer weapons
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in their armoury this time aroundhay
mean thahonfiat safehavenssuch a
Gold,become more sought after.

Gold climbed 180% after 2008 seibff

In 2008,Gold pricegook seven months
to correct, so far this correction has only
lasted 3 months. As such, in terms of
time and distance, Gold could still have
further to fall But, if Gold prices went
on to rally 180 perceras they did after
the 2008 selbff, then prices could reach
some surprisingly high levelé. 180%
rally off a $1,522/0base would equal
$4,262/0z, 062,282/0z froma base of
$1,268/0zThe purpose of thisumber
crunchingis not to forecaswvhere we
think prices are likely to gdout to

remind us to keep an open mind as to
whatcould unfold in the months ahead.

The pull back is natural

In many ways the sharp pull back in
prices showssold is fulfilling its role as
a safehaven, or as an insurance against
a O r aa& Banks ahdinstitutional
investors, especially in Europe, are
having such drain dayas on the one
hand they have to raise cash reserves,
while on the other handollar funding
has dried upsbanks fret about lending
to each otherAs such, some of those
holding Gold have reduced their
exposure P selling, while others have
lent Gold to the market in exchange for
dollars. The latter has had the effect of
lowering Gold lease rates that have
turned negativeAt least the negative
lease rates do suggest that producer
hedge selling isot prevalent. However,
we would argue that the selling is more
to do with distressdselling, rather than
as a result of the outlook for Gold
turning bearishAs more investors sell
assets to reduce riske wonder whether
they will elect tokeep the proceeds in
papermoneyand treasuries backed by
fiat money or move t into in safe
havens such &sold. If central banks
take further steps down the road of
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guantitative easing then we would expect
more investment money to move into safe [ Gold (dally bars + 200 dma) (
havens. LJ

Will China add to its Gold reserves?

A senior PBoC @iicial hasagain spoken

out in favour of incr

of ficial hol di ngs of

safe nowthe only choice to hedge risks is to

hold hard currencyG o | Given the

potential for doll ar

exposure to the dolland eurgit may well

feel the need to diversify its reserves more. Technicali Pricesfell sharply in
December, initially they found support

ETF holdings remain robust ahead of the September low at
Despite the sharprige pull back $1,532/0z, but the rebound from the
redemptions across the ETFs have been $1,560/0z low then faltered at $1,642/0z
limited. Holdings are now only somé4 and prices slumped to $1,522/0z. That
tonnesbelow the peak of 2,252 tonnes seen extended the downward trend off the
in mid-Decembef011.The fact there & September high, but as prices only
not beenwidespread liquidation does overshot théow by $10/0z and did not
suggest longer term invessaemain close below that level, the move may
broady bullish, or at éast want to continue have been a falsedak lower. Ater
to hold Gold to diversify their portfolis. reaching $1,522/ogrices bounced to
leavea hammesshapedar an the chart
B — which combined with the cross higher in
556 Contracts (000 the stochastics suggests a base may be in
240 !'A‘h\ M [l\-‘\ fl place. Pricdhave since rebounded to
WPN ¥ WV \/"‘W‘\ $1,810z, clearing resistance between
o b O™ .. ¥ ' W $1,615/0zand$1,620/0z in the process,
o [N\ but prices really need to get back above
40 the 200 day moving average at
S 2% 58580000 $1,6340z and the former rebound high
533§538§533835§53%58 at $1,642/oz t@onfirmthat this is more
than just a dead cat bounce. The former

up trend line and the down trend line

Funds continue tocut exposure now lie around $1,685/0za move

The netiong fund position (NLFPhas above there would look constructive.
continued to drop. Since the end of

Novemberjt hasfallen four weeks out of Conclusioni The lling in Gold seems
five. The NLFP now stnds at 130,788 to have been primarily driven by the
contractsthis is still above the low from need to raise castvhich does not
October which was 126,978 contracts and necessarily mean sentiment has turned
thelow from October 2008, when the NLFP bearishfor Gold. The chart weakness
reached3,959 contrast However, the would have also triggered long
position isdown47%from the 2011 high of liquidation, but only while prices were
247,175 contrast So althoughhere is falling. If the selling of Gold to raise
considerable room for the fund position to cash reserves has stoppatileast for
climb again, there is equallpom for the now, then we fedhe reasons for being
NLFP to fall bullish for Goldmayhaveresurface.
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Gold Statistics 2008 2009 2010 2011 302011 402011  Nowll Dec-11

London Prices (US$/0z)

AM fix 872.54 970.19 122546 1573.16 1702.89 1685.53 1735.98 1652.73
Pm fix 871.71 970.14 1224.76 157152 1700.16 1685.50 1738.98 1652.31
Average 872.12 970.17 1225.11 1572.34 1701.53 1685.52 1737.48 1652.52
Parity prices

Australian - A$/oz 1,033 1,225 1,332 1,526 1,620 1,672 1,718 1,650
South Africa Rand/kg 222,354 250,148 278,299 284,314 375,343 145,896 14,095 13,508
Japan Y/g 2,802 2,810 3,327 3,868 4,101 4,036 4,174 3,976
India Rupee/oz 38,052 47,272 56,264 73,266 78,069 84,241 88,261 88,598
Lease Rates

1 Month * 0.41 -0.04 -0.08 -0.14 -0.10 -0.33 -0.53 -0.25
3 Month * 0.65 0.15 -0.06 -0.06 -0.90 -0.13 -0.28 -0.02
6 Month * 0.81 0.47 0.04 0.11 0.16 0.07 -0.06 0.16
12 Month * 0.80 0.80 0.32 0.35 0.35 0.36 0.24 0.43
COMEX - futures contracts

Stocks ('00002) 8,068 8,983 10,748 10,938 10,046 11,335 11,299 11,494
Vol (million contracts) 39.54 32.55 43.91 47.75 16.0 10.37 4.44 2.90
Ol ('000 contracts) 393 401 554 482 488 430 430 419

CFTC (futures only data)
Net Spec position Long (Short) 149,279 185,095 213,602 169,667 180,122 138,434 154,793 130,788

TOCOM

Stocks ('00002) 244 171 141 120 117 121 126 119
Volume (‘000 contracts) 15,164 11,913 11,003 16,073 5,779 3,618 1,149 1,221
Ol ('000 contracts) 140 93 109 123 126 126 132 122
Other Indicators

FT Au Mines Index 2,658 2,647 3,340 3,716 3,773 3,655 3,898 3,298
Dow Jones Index 11,221 8,934 10,635 12,085 11,556 12,072 12,045 12,217
US$ Index 77.1 80.5 81.3 76.3 75.8 77.9 784 80.2
Gold Bullion Imports, tonnes (exports)

Dubai 229 173 250

Hong Kong /China** 222 45 228

India 760 715 960

Italy 136 103 109

Japan 50 20 18.9

Singapore 38 27 60

South Korea 32 23 27

Taiwan 13 10 14

Turkey 166 38 42

Data: Financial Times; Bombay Bullion Association; LBMA; TOCOM; COMEX; CFTC, REUTERS
Figures are period averages unless marked by *, indicating the period end. Ol= Open Interest on the exchange
~ = data not available yet, italics = estimates, ** China only 2009 & 2010
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Silver tested support around $26/0z, it
held andpricesare trying to rebound
Silver prices continued tdecline in
December with prices undergoing two
steep selbffs, the first on 1% December
when prices fell from $31/0z to $28.50/
and then on 2829" Decemberwhen
prices dropped fror$$28.80/0z to
$26.17/0z. The lowasjust $0.11/0z
above the September loRrices have since
recovered to just shy of the $30/0z level
and are now consolidating. Whether the
$26/o0zareacontinuedo offer support
remains to be seeit,may well dothough
as $26/0z is close to5%dropfrom the
April high of $49.52/0z.

Gold / Silver ratio reaches 1:58

Given the extent of the price fall in Silver
compared with that of Gold, it is not
surprisingthat the Gold / Silver ratio
reached 1:58 in late December, compared
to the low reading of 1:31 in late April.
However, his doessuggest that if a bull
market gets underway again in bullion then
Silver could well have considerable
catching up to dd.ooking forward we feel
the next bull run will take place as bullion
is further monetarised as confidence in
paper money and the monetary/financial
systenfalls. At present it seems the market
sees the solution to the EU debt problem
going hand in hand with tHeCB being
allowed to print as much money as is
required to shore up the EU debt. This may
alleviatethe immediate problem, but would
once agaircreate further problems down
the road it would also run the risk of
debasing the value of the Euro.

Investment interest wanes as prices fall
ETF investorseduced their holdings in
Silver by 182 tonnes in December,
equivalent to 1.3%, which on its own is not
that meaningful and suggests interest is on
hold, more than in decline. However the
same can not be said the fundswhere

the net long fund position (NLFP) has
fallen to 6,855 contracts, down from 12,094
contracts at the end of November and a

[~
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recent high of 27,207 contracts in mid
September last year. However, what is
noticeable is that the long positioagheld
relatively steady since Octobert has
averaged 24,070 contracts, while the short
position has increased from 9,728 contracts
at the end of Septembheo 17,171 contract

in late December. Thidso suggests there

is potential for a shottoveringrally should

a rebound get going.

Silver (daily bars + 50 dma)

Technicali Silver pricesdropped back to
test the September low at $26.06/0z,ibut
held by a margin of $0.11/0z. Prices have
Si nce p ushapdad reboand fhat i3
now challenging resistance around the
$30/0z kvel. The stochastics have risen
strongly and with the slow line of the
stochastics around the 70 level there sitill
looks to be further room for the rebound to
travel. A move up above $30.21/0z would
be constructive, but it would really take a
move back atwe the 50 day moving
average (DMA) to suggest the market has
turned bullish again. The 50 DMi#as done
a good job in alternating between showing
resistance and providing support. If the
rebound turns into a rally, then given the
amount of congestion ondtchart up to
$35.60/0zthe upside going may be quite
laboured.

Summary 1 Now thatGold seems to be
recovemg, we feel Silver will follow.

Given the amount of overhead resistance on
the Silver chart, Si
slower than that of Goldt geast initially.

The Gold / Silver ratio suggests Silver may
have some catching up to do at some stage

Vv
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Silver Statistics

2008 2009 2010 2011 3Q2011 4Q2011 Nov-11 Dec-11
London Prices (US$/0z)
Daily Fix 15.02 14.65 20.16 35.12 38.79 31.82 33.08 3041

Parity (London) prices

Japan (Y/g) 48.47 42.36 54.53 86.78 93.56 76.20 79.47 73.17
India (Rupee/oz) 646.9 714.9 925.1 16417 1,777.6 16315 16804 1,6304
COMEX 1 futures contracts

Stocks (Moz)* 134.1 117.6 108.6 96.4 97.6 1121 1084 1211
Vol (million contracts) 8.3 7.8 12.5 194 4.5 29 1.3 0.8
Ol (6000 cont r alkdls ) ¥05.1 129.6 117.1 110.8 104.2 98.0 105.7

CFTC (Futures Only Data) non-commercial

Net Positions * 33,672 30,407 36,412 21,783 22,060 9,990 12,094 6,855
TOCOM

Stocks (Moz)* 0.4 0.26 0.27 0.25 0.20 0.20 0.21 0.20
Futures Vol (6602 clouBt r 2364 s ) 375.6 63.6 34.9 10.2 10.5
Futures Ol (600079con26 acths) * 8.1 7.0 5.92 5.8 5.9

Other Indicators
Gold/Silver ratio* 60.9 65.07 60.92 45.9 45.3 53.4 53.0 56.1

Silver Bullion Imports (tonnes)

USA 4676 3775 3888
Japan 1909 2994 4198
India 5048 1259 3483
Italy 926 701 1650
Hong Kong 3082 2671 192
China (exports) (4043) 900 3475

* figures are period averages unless marked; ~ not available yet, italics = estimate.
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Demand outlook weighs orPlatinum,

while supply issues underpin Palladium
Concerns over the demand outlook have
beenweighing on industrial metals and that
has been a feature of tRéatinummarket
since the summer. However, although
Palladium prices havalsobeen under
pressurdor the same reasons, prices have
been somewhat supported by expectations
of lowersales fron Russian stockpiles
going forward Palladium demand has also
been aided by strong US auto sales, which
were up 12% in the first 11 months of
2011, and as the methbs gained market
share from Plgnumin diesel catalysts.
However, despite the strongenflamental
outlook for Palladium over Platinum,
investors have been reducing exposure to
Palladiummore than they have Platinum
this remains a mystery, but mpgovidean
opportunity.

PGM ETF holdings
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Investors shun Palladium over Platinum
Investors cut exposure iroth Platinum

and Palladium ETFs by 4.5% ecember
However, as the chart above shows, from
the peak holdings investors have reduced
exposure tdalladiumby 33%, compared
with 10% in PlatinumThe net long fund
position(NLFP) in Platinumdropped
1,709 ontracts inDecemberyhile
Pall adi umds has
from the peaks over the summer
Platinumd BILFP has dropped 34%, while
interestin Palladium has dropped 65%
Clearly other thartherecent pickup in

fund interest in Palladiupinvestas have
had second thoughts about holdihg

metal We feel part of the reason investors
have held on to Platinum more so than

| E.%"ScotiuMocatta”

Palladium is they have seen the Platinum
Gold ratio drop to below 0.90 from 1.35 a
year agowhich suggests Platinum offers
good value.That said, o the fundametals

we would prefer Palladium as we feel there
is a distinct possibility that Palladium
supply from Russian stockpile sales will
faltTwe expect i
onthis before too long.

Platinum (weekly bars + 50 wma)
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Technical & Summary 1 Thecharts show
that Platinum is relatively weak compared
with Palladium, théormerhas all but
reached the 50% Fibonacci retracement
level while Palladium has managed to
consolidate mainly above the 38.2% level.
However we fear that Palladiuns

forming a beafflag on the chart and may
endup catching up wi
the 5@%6 retracemernievel. Outside the

c | i mbtechnicas3wk feel tha dcenomicslowddwn t

is likely to hit the auto and industrial
applications for the PGMs hard and as
prices ae still a long way above the 2008
lows, wefeel thee is still a danger of
seeing prices head lowerhe 50%
retracement levs are at $1,350/0z and
$509/0z

n vietcht or s 6

t h



Metal Matters January 2012

PGM Statistics

2008 2009 2010 2011 3Q 2011 4Q 2011 Nov-11 Dec-11
London Prices (US$/0z)
Platinum 1,583 1,210 1,616 1,725 1,777 1,536 1,600 1,468
Palladium 355 265 529 737 757 631 629 646
Rhodium 6,549 1,592 2,456 2,026 1,898 1,592 1,661 1,485

Japanese Parity Prices (Y/g)
Platinum 5,123 3,501 4,398 4,268 4,286 3,677 3,843 3,533
Palladium 1,147 767 1,432 1,824 1,827 1,511 1,511 1,553

South African Parity Prices (Rand/kQ)
Platinum 395,276 313,191 367,518 385,179 391,121 384,336 402,267 372,088

NYMEX Stocks (‘0000z)
Platinum 55.7 131.1 126.2 137.4 134.9 174.2 179.4 180.4
Palladium 425 477 619 542 532 565 545 603

CFTC Futures Only Data Long / (short) non-commercial
Platinum 6,797 12,685 20,270 23,041 22,996 19,513 20,268 18,559
Palladium 7,062 9,173 13,532 10,950 11,828 6,075 5,675 5,907

Tocom - Platinum

Stocks ('00002) 141 16.6 20.1 26.6 235 323 36.3 35.7
Vol (Million contracts) 6.9 3.6 3.87 3 0.8 0.9 0.27 0.26
Ol ('000 contracts) 52.3 36.1 52.6 49.8 52.0 45.1 46.1 46.5

Tocom - Palladium

Stocks ('00002) 25.7 20.5 12.7 10.8 10.9 10.2 10.0 9.7
Vol ('000 contracts) 684 108 137.2 110 27.6 24.0 53 7.1
Ol ('000 contracts) 14.8 4.6 3.9 2.9 3.1 2.5 2.5 2.4

Other Indicators (US$/0z)
Pt-Au spread 689 257 392 145 -7 -179 -210 -208
Pt-Pd spread 1,200 949 1,079 977 1,005 1,005 842 778

Platinum Bullion imports (kQ)
USA 112,000 151,830 151,830 105,411 (Jan-Oct)
Japan 59,634 53,663 53,663 57,082 (Jan-Nov)

PalladiumBullion imports (kg)
USA 112,600 120,810 50,000 70,710 87,280 (Jan-Oct)
Japan 82,108 75,363 64,723 70,241 59,974 (Jan-Nov)

~ = data not available yet, italics = estimates
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SCOTIAMOCATTA is a global leader in metals trading, ketage and finance. As part of Scotia Capital and a member of
the Scotiabank Group, clients can access a full range of financial products and services.
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This report has been prepared on behalf of ScotiaMocatta and is not for the use of private
individuals. The ScotiaMocatta tradamk represents the precious metals business of The Bank
of Nova Scotia. The Bank of Nova Scotia, a Canadian chartered bank, is incorporated in
Canada with limited liability.

Opinions, estimates and projections contained herein are subject to changetwitioe. 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 Scetafiltates, employees or agents
accepts any liability whatsoever for any loss arising from the use of this report or its contents.
The Bank of Nova Scotia, its affiliates, employees or agents may hold a position in the products
contained herein. This rept 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 communicdtibas not been prepared in acdamnce
with legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissimation of investment research.

The Bank of Nova Scotia is authorised and regulated by The kah&w®rvices Authority.
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