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Gold Update: whats going on in 1 chart & 1 page

CONTACTS

Sometimes a chart can sum up core themes and drivers of a market faster than
pages of lines, so the idea is to bottle a mix of both tactical and structural
drivers within Gold visually. The chart below touches on some known Gold
bullish Gold drivers—a late cycle Fed pause, producer consolidation / M&A, the
pullback (US equities) or collapse (bitcoin) of higher yielding Gold ‘detractors’,
geopolitical uncertainties & trade war, MMT (Modern Monetary Theory),
unsustainable US debt/fiscal path, a pickup in socialist rhetoric & the polarizing
politics --- by labeling some landmark or key events. In essence participants
should be asking themselves some bigger-picture questions such as:

$1,347

$1,350

Cyclical ceiling / Fed cycle top

$1,300

$1,290

$1,190

$1,200

Source: Bloomberg, Scotiabank Commodities Strategy

Gold at Brexit

US launches trade war

ETFs holders long at

Gold at SPX peak
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ABX/RandGold megamerger

The graph also quantifies levels where key recent
flows (active CB purchases; strong ETF and some
COT inflows) entered. Page 2 provides a brief summary and outlines the thinking around each point.
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How much would a far-left democrat presidential
nominee be worth in Gold, if any?
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Paper investors long/short at

How much higher (or lower) should gold be vs
levels when the US Tax & Jobs Act was announced kick starting the debate around deficits,
debt & fiscal responsibility?

Current Price
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Gold at US 2016 Election

Can the bitcoin bubble burst and/or churning
US equity markets reignite those would-be (lost)
flows for Gold?
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Gold Price: some key lines in the sand

2019 low

Does the ABX/RandGold merger mark the bottom in Gold prices and top in Gold supply?
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Gold at Bitcoin Peak

Should Gold reprice above $1350, a level its
obeyed for so long as the Fed was hiking; and
now they are not?
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Commodity Strategist (Metals)

Gold when US Tax cuts announced

Is the PBOC’s strategic (and statement) Gold
purchase a nonevent or an important infection
point, given current strained US-Sino relations?
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9th (and last?) Fed Hike to 2.5%

Should Gold prices be higher or lower than
when Trump won the US elections, on Nov
2020?

Recent (Q4'18) CB purchases
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Key macro (geopolitical & economic) & micro events:


All December Fed hikes (Dec ‘15, ‘16 & ‘17 & 18) were unequivocally bullish Gold 2 months on, however, gold has never traded convincingly above $1350 during this current Fed hiking cycle, despite several attempts. Technically, Gold should reprice into a higher range if the
Fed is systematically on pause closer to a 2006-2007 late-cycle hike halt (vs a 2016 rate pause); back then Gold rallied 10% before
launching into its bull cycle. Its 1st attempt at breaking $1350 wasn't successful this week, but engrained resistance levels don’t fall away
that easily, unsurprisingly. Gold at >$1350 requires either 1) further data deterioration (even after this weeks weak round of US data which
couldn't offset a perceivably “not as dovish as the FOMC could've been” Minutes) or 2). sustained stimulus talk (ECB restarting LTROS,
PBOCs “targeted easing”, Kuroda to mull more easing, unexpected cuts by ROW/EM CBs)



The announcement by Barrick to buy rival RandGold for $6bn in Sep 2018, kicked off a buying spree and consolidation in an industry
but also (so far) has marked a short-term price bottom as its signals / solidifies the structural idea of future chronic undersupply / “peak
Gold supply”.



The US launched the trade (cold) war in June of 2018, solidifying that geopolitical tensions and uncertainties triggered in 2016 (with
Brexit and US elections) are more bite than bark. Gold prices are only incrementally above both Nov 2016 levels (+4%) and trade war
kickoff levels (+2%). Besides stimulating structural investor inflows into Gold as a geopolitical hedge, Central Bank buying trends were
strong in 2018 (as typical and new countries accelerate de-dollarizing policies and diversify further away from the US / Trump); that should
continue throughout 2019 especially given ongoing trade disputes, the US’ fiscal path (see below), and US political polarization.



The US’s national debt recently hit a new record of $22tn, and the budget deficit is expected to widen to $900bn in 2019 (CBO), with plenty of leading figures voicing concern over the US’ “unsustainable path”. The large Trump tax cuts announced the end of 2017 is a major
contributor and arguably could've marked a structural floor in Gold prices (at $1250) especially if economic growth doesn't prevail (to ‘pay
for’ the widening deficits) and / or the belief that theres constraints to further Fed hikes in order to limit debt service costs.



Gold (well commodities) are known non-yielding assets, so when theres consistent momentum in risk assets—from traditional SPX (which
has mostly seen strong annual returns from 2009-2017) to non-traditional ‘in vogue’ assets like bitcoin (2017) or cannabis (2018), that
simply detracts would-be generalist flows from “boring” Gold. Gold has historically contended with safe havens (Bonds, cash/$), currencies
(CHF, JPY, Bitcoin), or commodities (Oil, Silver), so with XBT <$4000, this is simply 1 less competitor to deal with, while the break-up of
the systematically 1-directional equity bull-run has woke the investor up to other alternative asset classes like Commodities / Gold.



The Economist in their most recent edition wrote “Today, 30 years on {From the Soviet Unions collapse}, socialism is back in fashion.”
AOC has become a sensation as the growing field of Democratic presidential candidates for 2020 races further to the left, embracing a
general focus on inequality and the environment (read: Green New Deal). Some of the prescriptions/solutions on how to solve whats perceived to be capitalisms problems are bullish-Gold such as a tax on wealth (AOCs 70% on the highest incomes) to inflationary MMT (the
idea that governments can borrow to fund new spending initiatives by keeping interest rates low). Overall, the state of political discourse in
the US (and globally) is now openly polarizing, reigniting Golds characteristic as a (geo)political hedge

Inflection points due to recent flows—where known Gold holders are long/short at:
 ETF holders have purchased 1.6m oz of Gold so far in 2019, which is both seasonal (start-of-the-year inflows) but at a pace that is the
4th strongest on record. Most of the inflows occurred in January; these 2019 ETF holders are long at an average price of $1290*



Investors (proxied by gross COT longs) are long 14.7m oz, with +507k oz added this year at average price of $1284*. Similarly, shorts
added at an average price of $1284.
 Note we only have COT data up until Jan 29 (due to the Gov shutdown and the slow piece meal approach of releasing stats…)
Nonetheless, investors currently hold on net 5.6m oz of Gold, DOWN from the beginning of the year as shorts have been adding
to positioning at a faster pace (shorts grew by 2.2m oz) than longs are accumulating (+507K oz)



Central Banks bought 4.9m oz of Gold in Q4’18, at an average price at an $1229**.Specifically, the largest purchases were 1). Hungary
with 28.4t tonnes and Poland with 12tonnes both purchased in October, 2). Russia with 30t and 36.5t in Oct & Nov and 3). The statement
purchase of 10t purchase by China in December 2018 (which could've occurred earlier, but was officially but not coincidentally (given
trade dispute) released in Jan ‘18***

The very technical technical levels:
 Topside targets include recent and YTD high ($1347), next series of highs clustered around $1365, then 5year high at $1392.
 Downside targets include short-term trend support ( $1313), 200 DMA its actually held since Mid Nov ($1292) and the series of recent
lows at $1275.

*weight averaging the daily ETF changes, using cash settlement prices
**simply the average price of Gold in Q4’18
*** This was the first addition since 2016, and despite being relatively and historical small, was enough to boost sentiment.
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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”TM), their directors, agents or employees with respect to the completeness or accuracy of the information, conclusions 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 promise 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, accounting
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 presentation. 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 presentation.

TM

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 investment 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., Scotiabanc 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., Institución de
Banca Múltiple, 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 Investment 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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IMPORTANT NOTICE and DISCLAIMER:

This report is prepared by Scotiabank as a resource for clients of Scotiabank for information and discussion purposes only. This report should be considered a
marketing communication and has not been prepared by a member of the research department of Scotiabank, it is solely for the use of sophisticated institutional investors, and this report 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 or UK Financial Conduct Authority. This document has not been prepared in accordance with EU legal
requirements designed to promote the independence of investment research and the information contained in this publication is not subject to any prohibition in
the EU on dealing ahead of the dissemination of investment research. Opinions, estimates and projections contained herein are our own as of the date hereof
and are subject to change without notice. The information and opinions contained herein have been compiled or arrived at from publically available sources
believed reliable but no representation or warranty, express or implied, is made as to their accuracy or completeness and neither the information nor the forecast shall be taken as a representation for which Scotiabank or any of its employees incur any responsibility. Neither Scotiabank nor its representatives accept
any liability whatsoever for any loss arising from any use of this report or its contents. This report is not, and is not constructed as, an offer to sell or solicitation
of any offer to buy any financial instruments and has no regard to the specific investment objectives, financial situation or particular needs of any recipient. It is
not intended to provide legal, tax, accounting or other advice. Scotiabank and/or its respective officers, directors or employees may from time to time take positions in the products mentioned herein as principal or agent. Directors, officers or employees of Scotiabank may serve as directors of corporations referred to
herein. Scotiabank may have acted as financial advisor and/or underwriter for certain of the corporations mentioned herein and may have received and may
receive remuneration for same. This report may include forward-looking statements about the objectives and strategies of Scotiabank. Such forward-looking
statements are inherently subject to uncertainties beyond the control of Scotiabank including but not limited to economic and financial conditions globally, regulatory development in Canada and elsewhere, technological developments and competition. The reader is cautioned that the member's actual performance
could differ materially from such forward-looking statements. Past performance or simulated past performance is not a reliable indicator of future results. Forecasts are not a reliable indicator of future performance. You should note that the manner in which you implement any of strategies set out in this report may
expose you to significant risk and you should carefully consider your ability to bear such risks through consultation with your legal, accounting and other advisors. Information in this report regarding services and products of Scotiabank is applicable only in jurisdictions where such services and products may lawfully
be offered for sale and is void where prohibited by law. If you access this report from outside of Canada, you are responsible for compliance with local, national
and international laws. Not all products and services are available across Canada or in all countries. All Scotiabank products and services are subject to the
terms of applicable agreements. This report and all information, opinions and conclusions contained in it are protected by copyright. This report may not be
reproduced in whole or in part, or referred to in any manner whatsoever nor may the information, opinions and conclusions contained in it be referred to without
in each case the prior express consent of Scotiabank. Scotiabank is a Canadian chartered bank.
If you are affected by MIFID II, you must advise us in writing at trade.supervision@scotiabank.com.
™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 investment 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. and Scotia Capital (USA) Inc., Scotiabank Europe plc, Scotiabank (Ireland) Limited - all members of the Scotia-bank
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 the Canadian Investor Protection Fund. Scotia Capital (USA) Inc. is a broker-dealer registered with the SEC and is a member of FINRA, NYSE, NFA and SIPC. The Bank
of Nova Scotia is authorized and regulated by the Office of the Superintendent of Financial Institutions in Canada. The Bank of Nova Scotia is authorized by the
Prudential Regulation Authority and subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the Prudential Regulation Authority are available from us on request. Scotiabank Europe plc is
authorized by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority.
To unsubscribe from receiving further Commercial Electronic Messages click this link: www.unsubscribe.gbm.scotiabank.com
IMPORTANT NOTICE and DISCLAIMER: This document is intended for Scotiabank institutional investors only. It may not be distributed to retail clients without
prior authorization from Scotiabank. Recipients who are not categorized as institutional investors or market professionals should seek advice from their personal
financial advisor before considering information in this report in connections with any investment decision. This publication has been prepared by The Bank of
Nova Scotia (Scotiabank) for informational and marketing purposes only. Opinions, estimates and projections contained herein are our own as of the date hereof and are subject to change without notice. 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 and neither the information nor the forecast shall be taken as a
representation for which Scotiabank, its affiliates or any of their employees incur any responsibility. Neither Scotiabank nor its affiliates accept any liability whatsoever for any loss arising from any use of this information. This publication is not, and is not constructed as, an offer to sell or solicitation of any offer to buy
any of the currencies referred to herein, nor shall this publication be construed as an opinion as to whether you should enter into any swap or trading strategy
involving a swap or any other transaction. The general transaction, financial, educational and market information contained herein is not intended to be, and
does not constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading Commission Regulation 23.434 and Appendix A thereto. This material is not intended to be individually tailored to your needs or characteristics and should not be viewed as a
“call to action” or suggestion that you enter into a swap or trading strategy involving a swap or any other transaction. You should note that the manner in which
you implement any of the strategies set out in this publication may expose you to significant risk and you should carefully consider your ability to bear such risks
through consultation with your own independent financial, legal, accounting, tax and other professional advisors. Scotiabank, its affiliates and/or their respective
officers, directors or employees may from time to time take positions in the currencies mentioned herein as principal or agent, and may have received remuneration as financial advisor and/or underwriter for certain of the corporations mentioned herein. Directors, officers or employees of Scotiabank and its affiliates
may serve as directors of corporations referred to herein. All Scotiabank products and services are subject to the terms of applicable agreements and local
regulations. This publication and all information, opinions and conclusions contained in it are protected by copyright. This information may not be reproduced in
whole or in part, or referred to in any manner whatsoever nor may the information, opinions and conclusions contained in it be referred to without the prior express written consent of Scotiabank.

