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Gold’srally extended to $573/0z on good buying by the
funds, especially through the ETF mar ket

Geopolitical tensions have escalated with Iran,
Nigeriaand Palestine in the spotlight

Jewellery demand for Gold suffered as prices and
volatility rose, while investment demand thrived

The marco environment supports a strong Gold
market, but a price dip to $540 would not be surprising

Silver pricesshot to 18 year highsasinvestors piled
into the market in the hope that a Silver ETF will be
launched

The physica market has been quiet as demand fell and
physical pricestraded at alarger discount

Platinum hit 26 year highs at $1083/0z as fund
buying ravished the market

The PGM’s continue to enjoy both good industrial and
Investment interest, but given recent gains prices ook
vulnerable in the short term



Gold’srally reached $573/oz asfund
buying chased the market higher
Therdly that started in November last
year from the $460/0z level, has now
extended to $572.60/0z - $573.10/0z, a
gain of 24.5%. The speed and extent of
the move in January has caught many by
surprise, but numerous events have
developed concurrently to fud therdly.

The simmering geopolitical scene
provides a good excuse to buy Gold
Bullish sentiment has increased
sgnificantly on the back of the
deterioration in the geopolitica scene.
This sarted with the US airdirike on the
village of Damadola, in north eastern
Pakistan on January 13. Around the same
time, concerns over Iran’s nuclear
intensons heated up with much debate
on whether the Internationa Atomic
Energy Agency would report Iran to the
UN Security Council. This could lead to
Iran, the 4" largest oil exporter, cutting
oil exportsto the West, which could
ecalate globa tension In addition,
towards the month end, Hamas s election
victory sparked further concerns over
peace in the Middle East. If that wasn't
enough, Nigerian il supply was
disrupted after militants attacked oil
indalations and Russan gas supplies
were aso disrupted for political and
technica reasons. As aresult, concern
over energy supplies hasincreased
markedly and the inflationary
implications, as well asthethreat to the
globa economy, have encouraged
indtitutiona and private investors to buy
into Gold as a safe haven invesment.

Physical demand under pressure
Sharp increases in price and the risein
voldility have dampened physica
demand ggnificantly. Traders report that
physicad demand isrunning a very low
levels and the market is awash with scrap
which is being processed through the
refineries. In parts of Asadiscountsin
the physicad market and on exchanges
have seen Gold imports fal sharply.
When the latest Satistics are published,
they are likely to show a dgnificant
deterioration in jewellery demand from

November onwards. However, physica
demand for investment purposesis
expected to show aconsderable gan,
especidly in areas where retail investors
have no access to futures markets.

L ess de-hedging equals mor e supply
In recent monthsthe leve of de-hedging
has declined. During 2005 as awhole,
producers reduced their hedge book by
195mt, compared to 442mt in 2004. This
fdl in de-hedging means more

production will have found its way on to
the market. As new mining projects get
underway, more hedging may be entered
into in order to safe-guard the integrity of
the projects. In addition, high Gold prices
may encourage soime miners to

reconsder the merits of hedging, even if
itisonly viaoptions. However, any dip

in Gold prices may prompt producers to
cut their hedges further and Barrick’s
recent takeover of Place Dome, may also
enable them to reduce their hedge book.

Higher prices despite greater supply
The combination of the pick-up in scrap
supply, poor physicd demand from the
jewdlery sector and less de-hedging,
means that supply isontherisea atime
that jewdlery demand isin decline. In
theory this should be putting downward
pressure on prices and it may Hill do so,
but at the moment the oppositeis
happening. This suggests that non+
fundamenta issues are driving prices
above their economic vaue. However,
such agtuation can often exist for much
longer than people think possible as
when investors get on board, armed with
their view of the future, they can often
see vaue in excess of the fundamental or
economic value. In addition, if shorts
enter the market too early and then have
to cover, their short-covering just goesto
drive prices even higher.

CFTC position well balanced

With Gold prices pushing to fresh highs
you would expect the net fund long
position, as shown by CFTC data, to be
a ahigh levd too. Thisisnot the case
however. The latest data shows the net
long fund position at 142,840 contracts,
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well below the record high of 177,410
contracts seen in October 2005. The
reason for thisis that the gross short
position has been building, while the
gross long position has been dipping.
With the gross long position ill
relatively large there isroom for further
liquidation sdlling, but as the short
position also builds, there is a danger that
if prices do not pull-back, then
disappointed shorts may have to cover,
which in turn would fud the rdly. Either
way this suggests more voldility.

If the buying isn’t coming from
Comex, whereisit coming from?

As prices have continued to raly
grongly, Sgnificant buying must be
coming from somewhere and generdly
the funds are thought to be the source. As
such, it looks like the fund buying hes
been channdlled through the OTC
market, with funds buying into
commodity indexes as well as getting
exposure through the Exchange Traded
Fund (ETF) market. Recent reports
suggest that commodity index funds hed
assets of $70bn at the end of 2005, up
from $45bn at the end of 2004 and $15bn
in 2003. Although around 50 percent of
these funds are likely to beinvested in oil
and energy products, thereislittle doubt
that metals have recelved a growing
share. The volume of Gold in the
StreetTracks Gold ETF has grown from
263mt at the start of the 2006 to 333mt
by the end of the January, arise of 70mt
over the month. Does this rush into Gold
by retall investors suggest the rdly is
nearing atop? — Possbly.

All newsisbullish

The extent of the bullishness can be seen
by the fact that the market seemsto be
interpreting dl news as favourable.
Risng interest rates would normaly be a
dampener on Gold asit raisesthe
opportunity cos of holding Gold. But in
the current climate, higher rates are seen
asawarning that inflation ison the
cards. Likewise, there are reports that
centrd banks have been buying Gold.
However, two reasons suggest this may
not be the case, firdly those involved in

central bank business keep tight-lipped
about what they are doing and secondly,
if the likes of Chinaor Japan were
looking to diversfy ther dollar holdings,
the Gold market smply would not be big
enough for their needs. Smdler centra
banks may be buying Gold, dthough
there is no evidence of this.

Gecdd {cdsily hars} 1 o

Technical

Gold prices have risen in aparabolic
fashion, dthough recently they have lost
some momentum as they dipped below
the steep trend line. However, with
numerous trend lines below the market
and with the 70 day moving average,
around the $508/0z levd, prices could
fdl quite far without damaging the
overd| bullish nature of the market. The
mid-January pull-back to $540/0z is now
likely to offer good support.

Summary - Gold prices have shot higher
and their own upward momentum seems
to be attracting even more buying. Given
the geopolitical developments and
threats, the market is not short of excuses
to run higher, but the fundamentasin the
physica market have deteriorated, which
a some time should act as adrag on the
market. Fresh fund buying throughout
January from a broader base of
inditutiona and private investors seems
to be driving the market, but given the
gains aready seen, aperiod of
consolidation would not be surprising.
With pent-up demand from jewellery
industry no doubt waiting for a sdl-off,
any dip may not run too far, especidly if
the jewdlery buying findsitsdf in
competition with scale down fund

buying. Look for dips towards $540/0z to
be well supported and then if prices start
to bounce it may be time to buy.
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Gold Statistics 2002 2003 2004 2005 3Q2005 4Q2005 Dec-05 Jan-06

London Prices (US$/0z)

AM fix 310.44 363.83  409.33 444.87 430.94 485.40 509.42 549.43
Pm fix 310.21 363.32 409.21 444.88 431.02 485.56 510.10 549.86
Average 310.32 363.59  409.30 444.87 430.98 485.48 509.76 549.65
Parity prices

Australian - A$/oz 570 558 555 583 567 652.38 687 734
South Africa Rand/kg 101,068 85,445 81,868 87,876 88,875 98,597 101,094 104,352
Japan Y/g 1,203 1,305 1,371 1,519 1,475 1,765 1,873 1,971

India Rupee/oz 15,106 16,954 18,556 19,642 18,797 22,042 23,297 24,415

Lease Rates

1 Month * 0.27 0.08 0.08 0.10 0.10 0.10 0.10 0.10
3 Month * 0.39 0.13 0.11 0.11 0.10 0.10 0.11 0.13
6 Month * 0.54 0.23 0.15 0.14 0.13 0.12 0.11 0.15
12 Month * 0.89 0.40 0.25 0.19 0.19 0.14 0.12 0.2
COMEX - futures contracts

Stocks ('0000z) 1,692 2,643 4547 6178 5844 6,644 6,913 7,268

Vol (million contracts) 9.02 12.24 16.46 1.03

Ol ('000 contracts) 163 229 272 302 282 340 325 340

CFTC (futures only data)
Net Spec position Long (Short) 31,940 70,888 78,084 109,798 112,880 155,593 154,522 142,879

TOCOM

Stocks ('0000z) 242 234 207 193 174 215 236 236
Volume (‘000 contracts) 1,544 2,220 1,429 1,094 1,015

Ol ('000 contracts) 384 413 333 315 285 363 303 353
Other Indicators

FT Au Mines Index 1,142 1,395 1,617 1,696 1,586 1,974 2,170 2,568

Dow Jones Index 9,190 9,035 10,326 10,528 10,465 10,652 10,717 10,684

US$ Index 111 95 87 88 89 91 91 89
Gold Bullion Imports, tonnes (exports) 1Q'05

Dubai 156 195 195

Hong Kong /China (200) (200) (200)

India 496 647 647 254

Italy 260 260 260 59

Japan 68 74 74 19

Singapore 84 72 72 8

South Korea 200 122 122

Taiwan 9 12 12 7

Turkey 226 264 264 84

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, italics = estimates
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Silver garted by following Gold, but
then became the leader of the pack
Up until January 25, Siver traded either
side of $9.00/0z, in abroad range
between $8.70/0z and $9.28/0z, with
Siver genegdly following Gold' s lead.
However, towards the end of the month,
Siver found its own feet as expectations
grew that a Silver Exchange Traded Fund
(ETF) would get regulatory approval.
Thisled to asurge of buying from
investment banks and commisson

houses dike. Option cdl buying was dso
reported as was forward borrowing, al of
which fuelled sentiment and attracted
even more spec buying. The result was
that prices broke up through resistance a
$9.28/0z, which triggered short-covering
and fresh buying that saw prices
scrambleto $9.88/0z - $9.90/0z.

Little sign of physical interest
Throughout the whole of January there
has been very little interest from the
physicad market as high prices and
volatility has sgpped interest in the price-
sengtive jewelery and slverware
markets. In addition, the supply of scrap
has picked-up as these price levels have
not been seen for over 18 years.
However, producer stocks are also
thought to be building up, especidly in
China, asthe dowdown in physica
demand hasled to larger price discounts
for physicd metd. Therefore any dipin
price that attracts consumer buying and
reduces the physica discount may dso
see supply pick-up too.

Fund interest Szzling

When the spatlight shineson Silver the
Investment gppetite for the metd heats
up quickly, thistendsto lead to spikes.
As such the Siver market may be more
vulnerable than some of the other
markets. The last time a Siver ETF was
in the offering, in late 2004, prices shot
from under $5.50/0z to $8.50/0z over a
period of three months, only to collapse
back to $5.50/0z over afour-to-five week
period. However, if the ETF does get off
the ground, then Siiver’ s attribute as a
poor mans Gold may driveit
consderably higher, especidly asthe

American public have a particular
dfinity for the metd.

Broader based fund buying

Judging by CFTC data the normd funds
are not the main drivers behind Slver's
rally. This suggests that a broader and
possibly longer-termed type of investor
maybe buying into the market, if so then
thet is another positive development.

Siivar {dniy bars)

Technical —3 wavesup?

Siver isonitsthird leg up & the
moment, which suggests a possible target
for thiswave a around $10.15/0z
Although, judging from the lagt time it
touched the up trend line, the market is
dready looking over extended. Any pull-
back is, however, likdly to run into
support around the $9.30/0z level.

Summary

Prices seem to be pulling avay from the
fundamentals, especidly asscrap is
coming out of the woodwork again.
However, rdentless fund buying, reports
of option call buying and the possibility
that the launch of an ETF will attract
even more follow on buying in the
market, ssemsto be fudling sentiment.
Needlessto say the market islooking
overbought in the short term, but as has
been seen in Gold and across the base
metas, epecidly in the case of copper
and zinc, prices can extend well beyond
where their economic vaues are
considered to be. As such, unlessthe
regulators say ‘no’ to the ETF, it looks
likely that Silver will head higher. That
sad an intermediate correction towards
$9.30/0z to $9.50/0z would not be
surprisng and may provide agood
buying opportunity should pricesthen
start to bounce.
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Silver Statistics

London Prices (US$/0z)

Other Indicators

* figures are period averages unless marked; ~ not available.

Daily Fix 4.60 4.88 6.65 7.31
Parity (London) prices

Japan (Y/g) 18 17 22.27 24.97
India (Rupee/oz) 224 227 301.35 322.83
COMEX - futures contracts

Stocks (Moz)* 105.8 111.0 1145 109.64
Vol (million contracts) 3.0 4.1 4.9 0.51
Ol (‘000 contracts)* 79.5 94.7 103.4 117.9
CFTC (Futures Only Data) non-commercial

Net Positions * 27,624 33,414 42,831 39,986
TOCOM

Stocks (Moz)* 11 0.7 0.53 0.63

Futures Vol (‘000 contracts) 72.6 89.7 121.40 68.11
Futures Ol (‘000 contracts)* 20.0 21.3 24.07 17.84

Gold/Silver ratio* 67.7 74.1 61.06 60.60
Silver Bullion Imports (tonnes) Q1'05
USA 4004 3998 4095 1156
UK 2562 2141 1523 193
Japan 794 1156 1591 328
India 3400 3100 2000 900
Italy 1497 1526 1638 352
Hong Kong ** 1400 (2500)

Turkey 139 155

** For 2003 data is for Hong Kong and China combined (exports)

7.07

24.36
308.93

113.93

122.8

27,965

0.61
53.10
17.73

61.30

700

2002 2003 2004 2005 3Q 2005 4Q 2005

8.06

29.30
365.98

118.17

139.9

59,488

0.37
88.0
18.60

59.37

Dec-05

8.64

31.75
394.87

120.6

132.0

61,193

0.3
117.8
16.9

58.5

Jan-06

9.15

32.80
406.44

124.8

133.0

59,832

0.3
72.0
16.9

58.2

‘ 5 ScotiaMocatta”

6 of



Platinum acceler ated to the upside on
fund buying. Palladium had a quieter
gart, but jumped higher at month end
After the early December dip in Platinum
prices from $1019/0z to $948/0z, the
meta has hardly looked back, with prices
ending the month on the high at
$1079/0z - $1083/0z. Prices suffered one
sgnificant dip to $1021/0z, whichwas
triggered by profit-taking following the
sl-off in the Japanese equity market in
mid-January, but the sdll-off just
provided another buying opportunity.
Palladium on the other hand has had a
more subdued month, trading either sde
of $280/0z dthough it did spike higher
into the month end as fund buying gained
momentum. Rhodium has aso been on
the rise as sdllers have been ableto rase
ther offer prices in the absence of
Russan sling.

Indugtrial demand holds up

Use of the PGM’sin the auto industry
continued to grow on the combination of
grong Asan vehicle demand and the
implementation of tighter emisson
controls. The outlook for this sector
looks strong with demand expected to
grow by around 8% to 10% per annum.
Thismay wdl be hdping to fud
investors long term interest in the metd
and explain why they continue to chase
the market higher. With tighter pollution
controls dso being goplied to industry in
generd and with demand from the glass
industry aso soaking up more PGM’'s,
the demand outlook remains robust. In
addition, much of the industrial demand
remains price indadtic.

Jewdlery demand suffers, but remains
an important swing factor

Tradersin Asareport that Platinum
demand from the jewd lery industry
remains particularly quiet, which given
the surge in priceis not surprising. The
dowdown in this sector, however,
enables more metd to be diverted to
indugtrial users. Pdlladium has benefited
from this, with recent reports suggesting
demand for Pdladium jewdlery now
accounts for 20% of new mine output
and increased by over 40% in 2005. As

the metd adso gainsin price, Pdladium
jewdlery may become even more sought
after asitsimage improves.

But fund buying haslifted prices
Although the fundamentals for Platinum
are strong and Pdladium’'s are
improving, the extent of the price rise has
been heavily influenced by the
unrdenting leve of fund buying.

Although there seems no stopping this
fund buying, caution is needed. If a
scandd in a Japanese internet company
can cause a Hl-off in globd equities and
metds (dbat short-lived), thereis
obvioudy alat of flighty money
underpinning these lofty prices. Assuch
the markets look vulnerable to any events
that change the status quo and given the
extent of the rises, corrections could be
sharp.

Pt |dady bars) ; _:':

Fallarburn (csiby Bars|

Technical

Plainum’s steep accel eration looks
overextended and the turn down in the
RS suggests a correction is on the cards.
Palladium on the other hand looks to be
attempting to move above its upper trend
line and the RS is dlimbing in support.

Summary

Although fundamentals are srong, the
excess fund involvement in the PGM’s
suggests some consolidation is overdue,
especidly in Platinum’s case.
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PGM Statistics

2002 2003
London Prices (US$/0z)
Platinum 541 698
Palladium 341 205
Rhodium 841 531

Japanese Parity Prices (Y/g)
Platinum 2,095 2,501
Palladium 1,325 736

South African Parity Prices (Rand/kg)
Platinum 175,810 164,523

NYMEX Stocks (‘0000z)

Platinum 15.8 13.9
Palladium 10.8 102.9

Platinum 2,454 4,048
Palladium (137) 1,529

Tocom - Platinum

Stocks ('0000z) 8.7 16.9
Vol (Million contracts) 1.2 1.1
Ol ('000 contracts) 218.8 220.4

Tocom - Palladium

Stocks ('0000z) 1.9 1.6
Vol (000 contracts) 1,200 3
Ol ('000 contracts) 117 3

Other Indicators (US$/0z)
Pt-Au spread 208 234
Pt-Pd spread 45 214

Platinum Bullion imports (kg)
USA 160,000 111,000
Japan 43,750 50,000

PalladiumBullion imports (kg)
USA 117,000 83,000
Japan 41,250 41,093

2004
849

233
980

2,845
781

169,994

16
647

CFTC Futures Only Data Long / (short) non-commercial

2,422
4,115

15.5
1.1
183.6

5.8
25.7
11.1

337
496

48,100
57,000

50,900
48,300

2005

897
200
2,039

3,060
684

177,105

22
710

5,931
5,271

16
0.7
137

23
27
18

457
701

Q1'05
10,800
11,800

7,000
13,700

3Q 2005 4Q 2005
898 949

188 228
2,158 2,840

3,096 3,448
649 830

181,589 192,699

27 25
709 733

6,896 7,974
4,084 6,577

13 15
0.6 1.0
125 133
22 19
16 55
14 19
463 a77
718 722

Dec-05

980
267
3,015

3,601
981

194,350

24.0
800

5,459
5,909

15.5
1.2
117.0

19
76
19.2

454
725

Jan-06

1,031
276
3,122

3,697
989

195,794

24.0
1,034

6,373
5,290

16.1
0.9
130.7

29
36
22.6

511
779
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SCOTIAMOCATTA isagloba leader in metas trading, brokerage 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.

To obtain additiona information on ScotiaM ocatta products and services, call one of the offices listed below.

CANADA

Toronto

Scotia Plaza

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: 44-20-7826-5930

Fax: 44-20-7826-5948

UNITED STATES
New Y ork
OneLiberty Plaza

165 Broadway

New York, N.Y. 10006

Tim Dinneny

tim_dinneny @scotiacapital .com
Td: 1-212-225-6200

Fax: 1-212-225-6248

INDIA
Mumbai

11-13 Maker Chambers VI
1st Hoor

220 Nariman Point
Mumba 400021

Rajan Venkatesh
rajan_venkatesh@scotiacapital.com
Tel: 91-22-2283-0994 (Direct)
Fax: 91-22-2288-1078

New Delhi

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

Atul Goel
atul.goel @scotiabank.com
Td: 91-11-2370-4009

Fax: 91-11-2335-9342

Bangdore

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

Mahendran Krishnamurthy
mahendran.K rishnamurthy @scotiabank.c

om
Td: 91-80-2532-5325
Fax: 91-80-2558-1435

Coimbatore
Classic Towers
1547 Trichy Road
Coimbatore 641018

Shankara Subramanian

shankara.subramani an@scotiabank.c
om

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

HONG KONG SAR
25th Floor, United Centre
95 Queensway

Hong Kong

Alastair Mclntyre
alastair_mcintyre@scotiacapital.com
Td: 852-2861-4788

Fax: 852-2573-7869

SINGAPORE

#15-01, Ocean Building
10 Collyer Quay
Singapore, 049315

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

Fax: 65-6536-9138

UNITED ARAB
EMIRATES

Dubai

c/o National Bank of Dubai
P.O. Box 777

Dubai

Pramod Mohan

Pramod_mohan@scotiacapital.com
Td: 97 14 228 4757

Fax: 97 14 228 9090
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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 notice. The infor mation and opinions
contained herein have been compiled or arrived at from sources believed reliable but no representation or warranty, express
or implied, ismade asto 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 thisreport or its contents. The Bank of Nova Scotia, its
affiliates, employees or agents may hold a position in the products contained herein. Thisreport 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.

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