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e Gold prices have rallied strongly over the past month, currently trading at around US$1150 per ounce.
e Since November 3 the gold price has risen by over 10 per cent, with markets surprised by the extent of central bank gold

demand.

e After decreasing gold holdings since the mid-1980’s, some central banks appear keen to rebuild their gold reserves amid

uncertainty around the value of the US dollar.

e Investor interest continues to support gold demand, while jewellery consumption remains very weak.

e  With producers anticipating further rises in the price of gold, dehedging activity increased in the September quarter.

e Gold prices are expected to remain well supported before trending higher with a rebound in jewellery consumption over

2010.

e Inthe short-term, there is the possibility for speculative investment flows to push prices well in excess of US$1200 per fine
ounce. However, in the absence of further news, we expect that such a rally would eventually be unwound.

Strong central bank demand fuels gold price rally

The steady gold price appreciation since December 2008 has
been a function of US dollar weakness, investor ‘safe haven’
buying and heightened inflation expectations. These are all
symptoms of the financial crisis and the extraordinary measures
by governments and central banks to stimulate activity. In
October, we considered the impact of these factors on demand
to have been more or less priced into the gold market. With
prices moving above US$1000 per ounce, we foreshadowed the
possibility of some near-term weakness as investors grew more
confident and unwound some safe haven purchases.
Unforeseen, however, were the strong signals by central banks
in recent months that they were aiming to increase gold
holdings as a proportion of reserve assets. The strong central
bank response to IMF gold sales surprised the market, causing
prices to rally to around US$1200 per ounce (see Graph 1).
Central bank gold net accumulation is a new and unexpected
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source of gold demand and, as such, it is appropriate to make some upward revision to our expectations for gold prices. In
quarterly average terms, we now expect the gold price to move above US$1200 around mid 2010.

IMF gold sales

In September, the IMF executive board approved the sale of
403.3 metric tonnes of gold for the purposes of financing future
lending. While the IMF planned to sell most of the bullion
directly to central banks, some was anticipated to be sold on
the open market in a phased manner. However, recent activity
suggests that the IMF could have underestimated the extent of
central bank interest.

RBI purchase follows a period of central banks
decreasing gold holdings

Following the purchase of 200 metric tonnes of gold by the
Reserve Bank of India (RBI), increases in holdings (albeit by a
much smaller magnitude) were announced by the central banks
of Sri Lanka and Mauritius. For India, the acquisition concludes
a period, since the liberalisation of the gold policy in 1991,
characterised by effectively no central bank gold transactions.
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This was indicative of the trend from the early 1980s of central banks selling down gold holdings, as the price depreciation
failed to endear it as a vehicle for investment. Instead, central banks increased their holdings of foreign currency, with the US
dollar the global reserve currency. This is best shown in the left panel of Graph 2, published by the Bank of International
Settlements in 2006.

Questions around the value of the US dollar causing central banks to rebalance reserve portfolios

Recent uncertainty around the value of the US dollar and its very Graph 3
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Investors underestimated central bank gold

demand

To give a sense of the relative size of the RBI purchase, 200 metric tonnes of gold is equivalent to 5 per cent of total global
gold demand in 2008. Before the RBI acquisition, market participants underestimated the extent to which central banks were
looking to increase gold holdings. While most were expecting the People’s Bank of China to purchase from the IMF, due to a
very low share of gold relative to total reserve assets (around 1 per cent at the beginning of 2008), the size of the purchase by
India at a price considered very high by historical standards surprised the market. Since the announcement of the RBI
purchase on 3 November, the gold price has risen by over 10 per cent. Moreover, in recent weeks there have been reports that
India is conducting talks with the IMF to acquire a further large quantity (up to 200 tonnes) of gold.

Weak jewellery consumption has partially offset investment demand

World Gold Council statistics continue to show that global demand is being supported by investment. In the September
Quarter 2009, net retail investment and exchange traded funds (ETFs) contributed 7 and g percentage points respectively to
annual average demand growth (see Graph 4). Since then, monthly data continue to show ETFs remaining active, steadily
increasing gold holdings in October and November (see Graph 5). Nevertheless, through the year, investor interest has been
largely offset by a 12 percentage point subtraction from jewellery demand with trend growth in this category declining for the
past seven consecutive quarters.
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Based on data for the past five years, growth in world jewellery demand moves inversely with US dollar denominated gold
prices. This implies that consumers delay their purchases until a moderation in the gold price raises the perceived value of an
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acquisition. Such intertemporal deferral will be dependant on both the current price and consumer’s price expectations over
the foreseeable future. As a result, the recent steep increase in the gold price is likely to have further deterred jewellery
purchases, with this source of demand unlikely to resurface until either prices decline or consumers revise their price
expectations higher.

Gold supply likely to remain limited with net Graph 6
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Prices to hold their current highs before consumption recovers over 2010

With output from gold mines expected to be relatively flat and producer dehedging to continue, growth in gold supply is set to
remain muted over the coming year. This emphasises the high price inelasticity of gold supply and is an important contributor
to the rise in its value. Nevertheless, there have been recent reports suggesting that recycled gold supply is picking up as
households respond to higher prices by selling jewellery and other gold products. The possibility of a rapid increase in recycled
gold in the market is not factored into our forecasts as yet, but represents a downside risk to expectations for the gold price.

The prediction of tighter supply is coupled with an expectation for continuing solid gold demand from investors and central
banks. This is based on a belief that market participants now hold a greater preference for less opaque assets. The future
strength of central bank gold demand undoubtedly depends on prospects for the US dollar. Over the medium term, NAB
Currency Strategists are predicting a structural depreciation in the US dollar bought about by very low official interest rates
and the country’s swelling fiscal deficit. At the very least, uncertainty around the value of the US dollar is expected to
continue, causing central banks to further rebalance reserve holdings away from US dollars. This, along with the appetite for
gold recently displayed by central banks, signals further support for gold demand.

In the second half of 2010, we expect jewellery consumption Graph 7
to recover as household incomes rise in line with stronger

economic growth. In addition, an extended period with the Nominal Gold Price

gold price in excess of USs1000 per fine ounce will likely — YS¥™ Jssin

cause consumers to revise price expectations upwards 1200 1200

instead of waiting for gold to become more affordable. The

increase in jewellery demand is likely to be greatest notonly 1000

in those countries with traditionally strong consumption, 800 800

such as India and Turkey, but also in rapidly developing

areas that have a less clear preference for gold (i.e. China). 600 600

In the short-term, there is the possibility for speculative 00 00

investment flows to push prices well in excess of US$1200 200 200

per fine ounce. However, in the absence of further news

being released to the market, we expect that such a rally 0 ‘ ‘ : ‘ —0
1990 1994 1998 2002 2006 2010

would eventually be unwound as prices settle around our
quarterly average forecast levels (see Graph 7).
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Quarterly price profile

Actual Forecasts

Sep 09 Dec 09 Mar 10 Jun 10 Sep 10 Dec 10 Mar 11 Jun 11
Gold - US$ 961 1100 1149 1174 1204 1234 1260 1290
Gold - AU$ 1153 1180 1163 1162 1173 1242 1260 1290

Source: Datastream, NAB Group Economics
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DISCLAIMER: “[While care has been taken in preparing this material,] National Australia Bank Limited (ABN 12 004 044 937) does not warrant or
represent that the information, recommendations, opinions or conclusions contained in this document (“Information”) are accurate, reliable,
complete or current. The Information has been prepared for dissemination to professional investors for information purposes only and any
statements as to past performance do not represent future performance. The Information does not purport to contain all matters relevant to any
particular investment or financial instrument and all statements as to future matters are not guaranteed to be accurate. In all cases, anyone
proposing to rely on or use the Information should independently verify and check the accuracy, completeness, reliability and suitability of the
Information and should obtain independent and specific advice from appropriate professionals or experts. To the extent permissible by law, the
National shall not be liable for any errors, omissions, defects or misrepresentations in the Information or for any loss or damage suffered by
persons who use or rely on such Information (including by reasons of negligence, negligent misstatement or otherwise). If any law prohibits the
exclusion of such liability, the National limits its liability to the re-supply of the Information, provided that such limitation is permitted by law and
is fair and reasonable. The National, its affiliates and employees may hold a position or act as a price maker in the financial instruments of any
issuer discussed within this document or act as an underwriter, placement agent, adviser or lender to such issuer.”

UK Disclaimer: So far as the law and the FSA Rules allow, National Australia Bank Limited (“the Bank”) disclaims any warranty or representation
as to the accuracy or reliability of the information and statements in this document. The Bank will not be liable (whether in negligence or
otherwise) for any loss or damage suffered from relying on this document. This document does not purport to contain all relevant information.
Recipients should not rely on its contents but should make their own assessment and seek professional advice relevant to their circumstances.
The Bank may have proprietary positions in the products described in this document. This document is for information purposes only, is not
intended as an offer or solicitation nor is it the intention of the Bank to create legal relations on the basis of the information contained in it. No
part of this document may be reproduced without the prior permission of the Bank. This document is intended for Investment Professionals (as
such term is defined in The Financial Services and Markets Act 2000 (Financial Promotion) Order 2001) and should not be passed to any other
person who would be defined as a private customer by the rules of the Financial Services Authority (“FSA”) in the UK or to any person who may
not have experience of such matters. Issued by National Australia Bank Limited A.C.N. 004 044 937, 88 Wood Street, London EC2V 7QQ.
Registered in England BR1924. Head Office: 500 Bourke Street, Melbourne, Victoria. Incorporated with limited liability in the state of Victoria,
Australia. Regulated by the FSA in the UK.

U.S DISCLAIMER: This information has been prepared by National Australia Bank or one of its affiliates or subsidiaries (collectively, “NAB”). If it is
distributed in the United States, such distribution is by National Australia Capital Markets, LLC (NACM) which accepts responsibility for its
contents. Any U.S. person receiving this information wishes further information or desires to effect transactions in the securities described herein
should call or write to NACM, 245 Park Avenue, New York, NY 10167 (or call (877) 377-5480). The information contained herein has been
obtained from, and any opinions herein are based upon sources believed to be reliable and no guarantees, representations or warranties are
made as to its accuracy, completeness or suitability for any purpose. Any opinions or estimates expressed in this information is our current
opinion as of the date of this report and is subject to change without notice. The principals of NACM or NAB and/or its affiliates may have a long
or short position or may transact in the securities referred to herein or hold or transact derivative instruments, including options, warrants or
rights with securities, or may act as a market maker in the securities discussed herein and may sell such securities to or buy from customers on a
principal basis. This material is not intended as an offer or solicitation for the purchase or sale of the securities described herein or for any other
action. It is intended for the information of clients only and is not for publication in the press or elsewhere.
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