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Gold - is its perch the shutdown effect... or ?

Gold prices were able to nimbly seize on the large equity rout and volatility in December 2018, rallying $60 toward $1300,

over a time period when most of the market was out. That in of itself was a welcomed feat—the fact that it exhibited some
safe haven tendencies and thwarted some $ strength has been noted as an important “win”.
is Golds ultra calm and contained range its held around $1275-1300 throughout 2019, despite macro risk being reapplied

and risk assets from EM (+7%*) to SPX (+5%) to oil (+17%) soaring since the Christmas eve hole.

However, of more importance
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Essentially, Gold has had every opportunity to unwind some of those gains, alongside other unwinds in safehavens YTD (US 10 yr
yields have rallied from 2.55% to 2.8%; CHF depreciated from 1.03 toward 1) and the partial resurgence in the $ (DXY bouncing
from 95 to 96.50). Currently, macro is struggling through a US political stalemate, a trade war stalemate, and a Brexit stalemate,
helping the VIX to retreat below 20 again; that ‘boringness’ is usually never good for Gold and abnormal price action—in an asset
class that isn't driven by true S&DS—should always be respected and its worth a deeper look in an attempt to decipher who or what

is behind the resilient Gold bid...

Gold has rallied 2.2% since the sneaky (pre-Christmas) Trump-induced shut-
down. The below outlines just how much past sustained US shutdowns impact
Gold, the $ and risk assets (SPX) and provides some thoughts.

Findings:

e US risk assets have never reacted negatively to political dysfunction — on
average, over the past 6 US Government shutdowns, SPX has rallied
>3%.

e Gold on the contrary posts a mix of returns when theres a US government
shutdown, on average putting in only mild returns (+1%). It is however
positively correlated to the length of the Government shutdown. At the cur-
rent pace, Gold would only reach $1295 if the shutdown extends for anoth-
er month, all else equal.

e However, in light of the $ and risk assets move YTD, its fair to conclude
that the now 34-day US shutdown has assisted in bringing to the forefront
our key “short politics” / long gold” structural theme which could reinvigor-
ate both investor and sovereign-related interest as they search for alterna-
tives to de-dollarize, or “de-Trump”

e The $ on average posts very mild declines (-0.3%) during previous US
government shutdown periods, but rallies relatively better - around 1% - in
the initial 10days following a reopened government. That would take DXY
back up to the 2018 double top highs < 98 and would provide some buying
opportunity in Gold.
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The ‘process of elimination’ thinking in determining Golds bid is as follows:

e Indian and/or Chinese jewelry / physical demand—a core crutch, not necessarily a driver of bullish price action—has been lackluster given
high gold prices in local currency terms and subdued local premiums.

e Investor inflows have been steady (COT/paper data has been halted due to the Government shutdown) with the only viable and confirmed par-
ticipant being strong ETF inflows (YTD of 1.3m oz taking ETF holdings to >72m oz, Syear highs)

e One needs to wait for data confirmation in a few months to confirm any potential official sector buying (which was notable in 2018), and one
that is tough to gauge

In the end shut-downs are not linear—the longer it lasts, the increasingly more costly it becomes as the hardship faced by workers eats
into spending and ultimately growth. And if historical polling data is any indication, the shut-down knock to whomever (or whatever par-
ty) is usually short-lived; Trumps own ratings have even remained surprisingly steady (40% approve which is well above the Dec 2017
levels when he signed off the on the tax cut). Overall, this is not a fight about policy (Congress could find a solution) - its about authority
and power and emblematically highlights a core theme and risk—extreme/polarizing US politics becoming increasingly entrenched. This
has piqued the interest of larger equity-type (ETF), potential strategic (OTC) investors or sovereign-related demand.

Overview of Federal US shutdowns involving furloughs*
price reaction across some assets if shutdown is longer than 1day
Shutdown No of Employees Costto DXY SPX Gold Comment
year Days  furloughed Gov, mn
1980 Carter 1 1,600 $1
1981 1 241,000 $90
1984 Reagan 1 500,000 $65
1986 1 500,000 $62
Oct-90 H.W. Bush 3 2,800 $2.60 -0.8% 0.6% -1.2% |Occurred over a weekend, so effects are w eaker
123;-_9956 Clinton 251 gggggg $400 10 gx l%: 2322 2 shutdow ns w ithin 2 months over 1996 federal budget
Oct-13 Obama 16 800,000 $2,100 -0.6% 2.9% 2.2% |Deadlock over Obamacare
Jan-18 Trump 3 692,900 ? -0.5% 1.0% 0.7% | Deadlock over upcoming budget and the funding of DACA
2018-19** 33 380,000 ? -0.9% 8.8% 2.2% |Deadlock over funding for a border wall
| Average | 0.3%  3.2%  1.1%
*list only includes funding gaps that have led to actual employee furloughs
** Price reaction up until Jan 23 2019
_ISOURCE: Scotiabank Commodities Strateg!=
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US Government shutdown:

Americas shutdown is now the longest on record at 34 days, almost 1m
federal workers are not being paid, the costs are rising and the list of
casualties and potential impact on growth is growing.

Other specific social or economic casualties include jammed airports due to
unscheduled TSA absentees (costing passengers and airlines time and
money), the chance of food-stamp programs running out funds & delays in
tax refunds and unstaffed national parks and monuments (harming tourism).
IN markets, theres a lack of some important economic & flow reports by
agencies not funded including new home sales figures, construction spend-
ing, housing starts, factory orders, trade, retail sales, durable goods orders &
CFTC/positioning data, and the SEC has stopped reviewing IPO filings.

Impact on growth & risk assets:

Yesterday the White House (well Kevin Hasset, chairman of Trumps Council
of Economic Advisers) said if the partial government shutdown extended
through March, there’s a chance of zero economic expansion in Q1
(although “humongous” growth would follow once federal agencies reopen).
These comments suggest a larger impact to growth than estimates from
Moodys (they estimated for each week the shutdown continues, the growth
dent is only 0.04 percentage points/week)

Currently, SPX is up a mega 8.8% since Dec 22nd, which is counterintuitive.
Its aligned directionally with past reactions to shutdowns—on average, over
the past 6 US Government shutdowns, SPX has rallied >3% - but has over-
reached drastically. The January effect®, an historically muted effect on
growth (the 16day shutdown in 2013 lowered GDP growth in that quarter by
only 0.3%) and/or the fact that investors believe the shutdown will be re-
solved by Congress (as it always is) perhaps helps explain away this outper-
formance. That, or risk markets are pricing in the fact that since its pre-
election year, fiscal stimulus (especially with this government) could
replace the “Powell put” on any sharp downturn; not to mention a di-
vided Congress is pro-growth, in theory, on the thinking that ham-
strung governments dont wield all the power and generally ‘step aside’
for the private sector to get on...

* the idea / theory that the stock markets performance in the first 5days of the year is
a decent predictor how it will perform over the entire year. Its predicated on the idea
that tax-loss selling in December unfairly knocks stocks to undervalued levels at
which point investors reload into these laggards in January.

Potential Shutdown
Effects on Growth*

18 Q1 18 Q2 18 Q3 18 Q4 '"19Q1
GDPNow Scotiabank
Estimate Forecast
Atlanta Fed

Sources: Scotiabank Economics,

Bureau of Economic Analysis, Federal Reserve Bank of
Atlanta.* Estimates based on comments made by Kevin
Hassett, Council of Economic Advisers
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https://www.wsj.com/articles/white-house-economist-says-economy-may-not-grow-in-first-quarter-11548256042
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Impact on Gold and the $:

Gold on the contrary posts a mix of returns when theres a US government shut-
down, on average putting in only mild returns (+1%). It is however positively corre-
lated to the length of the Government shutdown (as the graph depicts). The 2.2%
returns since the Dec 22nd shutdown, implies Gold would only just reach $1295 if
the shutdown extends for another month, all else equal. However, in light of the
$ and risk assets move YTD, its fair to conclude that the now 34-day US
shutdown has assisted in bringing to the forefront our key “short politics” /
long gold” structural theme which could reinvigorate both structural inves-
tor and sovereign/ central bank interest as they search for alternatives to
“de-dollarize” or “de-Trump”

The $ on average posts very mild declines (-0.3%) during previous US gov shut-
down periods. The markets assumption is that when (not if?) the gov re-opens,
the $ should appreciate further. The historical data confirms this—on average
over previous shutdowns, the $ has appreciated around 1% in the initial 10days
following a reopened government. That would take DXY back up to the 2018
double top highs < 98 and would provide some buying opportunity in Gold.

Gold performance during US government shutdowns
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The information contained in this presentation is being provided for information and discussion purposes only. An investment decision should not be made solely on the basis of the contents of this
presentation. This presentation is being provided upon the express understanding that no representation or warranty, express or implied, is made, or responsibility of any kind accepted, by The Bank
of Nova Scotia, Scotiabank Europe plc, or any of their respective affiliates (“Scotiabank”™), their directors, agents or employees with respect to the completeness or accuracy of the information, con-
clusions and opinions provided herein, or as to the achievement or reasonableness of any projections, targets, estimates, or forecasts and nothing in this presentation should be relied upon as a prom-
ise or representation as to the future. Past performance or simulated past performance is not a reliable indicator of future results. Forecasts are not a reliable indicator of future performance.. This
presentation has not been prepared (i) by a member of the research department of Scotiabank, or (ii) in accordance with the legal requirements designed to promote the independence of investment
research. It is considered a marketing communication for regulatory purposes and is solely for the use of sophisticated institutional investors. This presentation does not constitute investment advice or
any personal recommendation to invest in a financial instrument or “investment research” as defined by the UK Prudential Regulation Authority and the UK Financial Conduct Authority, and its content
is not subject to any prohibition on dealing ahead of the dissemination of investment research.

The information contained in this presentation reflects prevailing conditions and our judgment as of the date of the presentation, all of which are subject to change or amendment without notice, and
the delivery of any such amended information at any time does not imply that the information (whether amended or not) contained in this presentation is correct as of any time subsequent to its date.
Scotiabank undertakes no obligation to update or correct any information contained herein or otherwise to advise as to any future change to it. Scotiabank does not provide any applicable tax, ac-
counting or legal advice and in all cases independent professional advice should be sought in those areas.

This presentation incorporates information which is either non-public, confidential or proprietary in nature, and is being furnished on the express basis that this information will not be used in a manner
inconsistent with its confidential nature or be disclosed to anyone other than as may be required by law or to those who have been informed of the confidential and proprietary nature of this presenta-
tion. This presentation and its contents are strictly confidential to the person to whom it is delivered and may not be copied or distributed in whole or in part or disclosed by such persons to any other
person without the prior written consent of Scotiabank. This presentation and the information contained herein remain the property of Scotiabank.

This presentation is not and shall not be construed as an offer, invitation, recommendation or solicitation to sell, issue, purchase or subscribe any securities or bank debt in any jurisdiction or to enter
into any transaction. Nothing in this document contains a commitment by Scotiabank to sell, issue, purchase or subscribe for financial instruments, or securities, to provide debt or to invest in any way
in any transaction described herein, or otherwise provide monies to any party. Any participation by Scotiabank in any transaction would only be provided in writing after satisfactory legal, financial, tax,
accounting and commercial due diligence, as well as being subject to internal approval processes. Any transaction implementing any proposal discussed in this document shall be exclusively upon
the terms and subject to the conditions set out in the definitive agreement related thereto.

This presentation is not directed to or intended for use by any person resident or located in any country where the distribution of such information is contrary to the laws of such country. Scotiabank, its
directors, officers, employees or clients may currently or from time to time own or hold interests in long or short positions in any securities referred to herein, and may at any time make purchases or
sales of these securities as principal or agent. Scotiabank may also have provided or may provide investment banking, capital markets or other services to the companies referred to in this presenta-
tion.

™ Trademark of The Bank of Nova Scotia. Used under license, where applicable. Scotiabank, together with "Global Banking and Markets", is a marketing name for the global corporate and invest-
ment banking and capital markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including Scotia Capital Inc., Scotia Capital (USA) Inc., Sco-
tiabanc Inc.; Citadel Hill Advisors L.L.C.; The Bank of Nova Scotia Trust Company of New York; Scotiabank Europe plc; Scotiabank (Ireland) Designated Activity Company; Scotiabank Inverlat S.A.,
Institucion de Banca Mdiltiple, Scotia Inverlat Casa de Bolsa S.A. de C.V., Scotia Inverlat Derivados S.A. de C.V. — all members of the Scotiabank Group and authorized users of the mark. The Bank of
Nova Scotia is incorporated in Canada with limited liability. Scotia Capital Inc. is a member of CIPF. Scotia Capital (USA) Inc. is a registered broker-dealer with the SEC and is a member of the NASD
and SIPC. The Bank of Nova Scotia is authorised and regulated by the Office of the Superintendent of Financial Institutions of Canada. Scotia Capital Inc. is authorised and regulated by the Invest-
ment Industry Regulatory Organization of Canada. The Bank of Nova Scotia and Scotiabank Europe plc. are authorised by the UK Prudential Regulation Authority. The Bank of Nova Scotia is subject
to regulation by the UK Financial Conduct Authority and limited regulation by the UK Prudential Regulation Authority. Scotiabank Europe plc is regulated by the UK Financial Conduct Authority and the
UK Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia 's regulation by the UK Prudential Regulation Authority are available upon request. Scotiabank Inverlat, S.A.,
Scotia Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Derivados, S.A. de C.V., are each authorized and regulated by the Mexican financial authorities.
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