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e The gold price fell by 6.6% over April. Recent gold
demand appears to have fallen sharply on news of
soft US inflation, slowing Chinese growth as well as
fears that highly indebted European countries like
Cyprus may resort to selling gold reserves.

e Prices partially recovered over the second half of
April as aresult of renewed interest in physical gold
buying as consumers and central banks took
advantage of relatively low prices. Purchases of gold
coins and bars at mints across the globe surged
following a 14% price tumble in two days in mid-April.

e Latest data from the World Gold Council show that the
overall volume of gold demand over 2012 reached
4405.5 tonnes, which on a values basis was an all-
time record of US$236.4 billion. However, the supply
of gold eased to around 988.2 tonnes in December
quarter 2012, reflecting a drop off in recycled gold and
increased central bank purchases.

e Central banks continue to purchase gold by way of
strengthening and diversifying their asset holdings.
Russia, Turkey, Mexico and Korea are just a handful
of countries that have significantly increased their
holdings of gold reserves over recent years.

e ltis likely that gold market participants have
overreacted to recent news of a slowing Chinese
economy, soft US inflation and expectations for US
stimulus to wind up. However, we believe the upside
risks to the gold price will dissipate (further) as the
global economy improves and equities become more
attractive. As such, it is our view that gold will end
this year below US$1,500 per ounce.

Recent Price Developments

At the time of our last detailed gold update in November 2012, the
price of gold was hovering above US$1,700 per ounce — much
higher than the current price of around $1,470 per ounce. At the
time of our last update, the price of gold was supported by
announcements of further stimulus by major central banks (in US,
Europe and Japan). It appeared that inflation expectations had
lifted permanently as a result of policy announcements, making
gold more attractive to investors given its historic role as a hedge
against inflation. The end of last year also pre-dated the
avoidance of the US fiscal cliff, and was a time when equity prices
remained relatively low compared to current levels; gold as a
consequence upheld its appeal for investors in the face of
elevated uncertainty and market risk.

A lot of water has gushed under the bridge since late 2012.
Expectations for central bank stimulus were scaled back sooner
than previously anticipated in the US and a surge in equity prices,
which saw investors flock towards riskier assets, sent the spot
price to a low of $1,336 an ounce at one point in the middle of
April, which is more than 20% below the average price in
November. In fact, the price of gold tumbled by 14% in just two
days in mid-April, representing the largest two day decline since

1983. Part of the decline was driven by news of soft inflation in
the US, slowing Chinese growth as well as fears that highly
indebted European countries like Cyprus may resort to (rapidly)
selling its gold reserves — valued at around 550 million Euros in
February 2013 — in order to secure bailout funding. During the sell
off, institutional investors indicated their expectation for prices to
remain low relative to recent levels, with sales of exchange traded
products rising rapidly, spurring further price declines.

Gold Demand

Gold Price and the US Dollar (Daily)

$/ounce Index
US Major Currencies Index (RHS)
1650 77
Gold Price (LHS)
1575 76
1500 75
1425 74
1350 - - - - - - - - 73

1/01/13 15/01/13 29/01/13 12/02/13 26/02/13 12/03/13 26/03/13 9/04/13 23/04/13
Source: Thomson Datastream

The price of gold has recovered somewhat over the past two
weeks, largely reflecting renewed interest in physical purchases
as consumers take advantage of relatively low prices. Sales of the
US Mint's smallest American Eagle gold coin, weighing one 10"
of an ounce, were suspended after demand more than doubled.
The price for American Eagle gold coins is benchmarked against
the London ‘fixing’ price used by some mining companies to sell
output, and can vary from week to week. Physical gold purchases
have also strengthened in other parts of the globe, with sales by
the Perth Mint in Australia doubling and retail purchases across
China tripling. A surge in jewellery and coin demand in India
ahead of the Indian wedding season prompted jewellers to offer
premiums on imports of gold of up to US$10 per ounce to allow
supplies to keep up with demand.

Sale of gold coins at US Mint & the gold price (monthly)
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Gold’s inverse relationship with the US dollar appears to have
broken down through most of April, or perhaps more accurately,
gold’s lustre appears to have been tarnished by events that have
provided little support to the US dollar (see Graph above). Chiefly,
fear of a sell off of European central bank gold reserves in Cyprus
caused prices to fall due to the anticipated increase to supply.
However, the overall magnitude of the Cyprus crisis is fairly small
(given Cyprus makes up just 0.2% of euro-zone GDP) and
therefore had little impact on US confidence and the US dollar.

Identifiable Gold Demand
% 9

Contribution to annual average percentage change
%

%
30 30
20 20
10 10
0 0
-10 -10

2009 2010 2011 2012
B Jewellery W Electronics MMl Retail investment MM ETFs WM Official sector sales — Total

Sources: World Gold Council; NAB

Identifiable gold demand softened over 2012, down 3.8%,
consolidating a 2.1% decline over the year to September quarter
2012. The subtraction in gold demand was largely driven by
weakness in retail investment, while jewellery purchases and
demand for gold for use in electrical goods also subtracted from
annual demand growth. Partly offsetting these were contributions
from official sector purchases as well as investment (in the form of
exchange traded funds). Despite growth in volume easing over
the year to 4405.5 tonnes, the overall value of demand over 2012
reached an all-time record of US$236.4 billion (according to the
World Gold Council).
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Central banks continue to purchase gold by way of strengthening
and diversifying their asset holdings. This is particularly true for
the emerging world, which has provided a significant boost to
underlying gold demand since around the time the global financial
crisis hit. The likes of Russia, Turkey, Mexico and Korea have
increased their holdings of gold reserves markedly over the past
four years (see Graph). However, central bank purchases have
slowed over recent quarters, reflecting the relatively high price of
gold as well as a gradual reduction in perceived global risk since
the middle of last year. Nonetheless, overall central bank
purchases continue to provide a significant amount of support to
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gold demand and it is likely that the recent gold price slump will
provide an additional buying opportunity for central banks.

Gold Jewellery Demand and the Price of Gold
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Demand for gold jewellery picked up solidly in December quarter
2012, though demand growth continued to fall in annual terms,
albeit at a softer pace than in recent quarters (see Graph).
According to the World Gold Council, gold jewellery demand rose
from 464 tonnes in September quarter to 525 tonnes in December
quarter. With the average price of gold lifting in the December
quarter, the improvement in jewellery demand is unlikely to have
been an artefact of price. Rather, Indian demand for gold
jewellery — the world’s largest gold destination — appears to have
contributed significantly to the overall rise in jewellery demand.
Jewellers and bullion dealers anticipated the Indian government
lifting the import duty on gold in early 2013 (which subsequently
eventuated), encouraging stock-building in the December quarter.
More generally, it is possible that the positive wealth affects
associated with a strengthening in riskier asset prices — such as
equities — may have also encouraged increased demand for the
shiny metal.
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A diminishing source of gold demand is hedging activity among
producers, which remains at historically low levels. Producers use
hedges to insure against risk of the likes of inflation, deflation,
devaluation and financial collapse. While deflation remains a real
concern for many advanced economies at present, the risks to the
price of gold appear to have lessened over recent years, causing
a notable fall in de-hedging activity. In the December quarter
2012, the global hedge book is estimated to have declined by
around 10 tonnes, to around 137 tonnes of physical demand (see
Graph). The reduction in the size of the global hedge book
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appears to partly reflect scheduled deliveries or option expiries as

hedge positions mature, rather than a conscious decision by

hedge producers to remove hedge cover.

Gold Investment

US Net Long Open Positions in Futures and Derivatives
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World Gold Supply (Annual)
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Gold Supply

According to the World Gold Council, the supply of gold eased to
around 988.2 tonnes in the December quarter 2012, which is
around 90 tonnes below the volume of supply added in the
previous quarter (see Graph). Consistent with the price of gold
falling through the December quarter, a significant proportion of
the fall in supply reflected a drop off in recycled / scrap gold.
Increased central bank purchases helped to remove supply from
the market, while weaker mined production in the quarter also
helped. Nonetheless, mined production in the December quarter
remained robust relative to the quarterly average level of
production over the past year. More generally, it is clear that
mined production remains the key driver of gold supply, with
investment conditions for gold having increased materially over
the past two years, providing more support for gold projects than
for many other commodities.

World Gold Supply (Quarterly)
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Outlook

Itis likely that gold market participants have overreacted to recent
news of a slowing Chinese economy, soft US inflation and
expectations for US stimulus to wind up more quickly than
previously anticipated. A continuation of the US Federal
Reserve’s bond buying program as well as strong central bank
gold buying should provide support to the price of gold over much
of this year. Physical demand is also likely to remain firm until the
price recovers sufficiently to limit further purchases to more
normal levels. However, offsetting risks remain prevalent, with
soft inflation in the advanced economies and a shift in demand
towards better performing equities likely to weigh on prices. While
central bank buying is expected to keep a floor under further price
declines, the supply side impact of this will be partly offset by
continued gradual expansion in mined production. We expect
gold’s final resting place at the end of 2013 to be around
US$1,470 an ounce, which is below levels recorded at the end of
last year (gold averaged US$1,684 an ounce in December 2012).
Looking further ahead, we generally expect the price to moderate
to around US$1,300 an ounce by the end of 2014, as growth in
the major advanced economies regains momentum and investors
increase their demand for riskier assets.
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Similarly, annual data show that mine production remains the
biggest source of gold supply, while the contribution of scrap
sales to the supply of gold has increased significantly over recent
years, although it has turned down more recently (see Graph).
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Quarterly Price Profile

Gold Price Forecasts — Quarterly Average
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any advice in this document, NAB recommends that you consider whether the advice is appropriate for your circumstances. NAB
recommends that you obtain and consider the relevant Product Disclosure Statement or other disclosure document, before making any
decision about a product including whether to acquire or to continue to hold it.
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Important Notices

Disclaimer: This document has been prepared by National Australia Bank Limited ABN 12 004 044 937 AFSL 230686 ("NAB"). Any advice contained in
this document has been prepared without taking into account your objectives, financial situation or needs. Before acting on any advice in this document,
NAB recommends that you consider whether the advice is appropriate for your circumstances. NAB recommends that you obtain and consider the
relevant Product Disclosure Statement or other disclosure document, before making any decision about a product including whether to acquire or to
continue to hold it. Products are issued by NAB unless otherwise specified.

So far as laws and regulatory requirements permit, NAB, its related companies, associated entities and any officer, employee, agent, adviser or
contractor thereof (the "NAB Group") does not warrant or represent that the information, recommendations, opinions or conclusions contained in this
document ("Information") is accurate, reliable, complete or current. The Information is indicative and prepared for information purposes only and does
not purport to contain all matters relevant to any particular investment or financial instrument. The Information is not intended to be relied upon and in all
cases anyone proposing to use the Information should independently verify and check its accuracy, completeness, reliability and suitability obtain
appropriate professional advice. The Information is not intended to create any legal or fiduciary relationship and nothing contained in this document will
be considered an invitation to engage in business, a recommendation, guidance, invitation, inducement, proposal, advice or solicitation to provide
investment, financial or banking services or an invitation to engage in business or invest, buy, sell or deal in any securities or other financial instruments.

The Information is subject to change without notice, but the NAB Group shall not be under any duty to update or correct it. All statements as to future
matters are not guaranteed to be accurate and any statements as to past performance do not represent future performance.

The NAB Group takes various positions and/or roles in relation to financial products and services, and (subject to NAB policies) may hold a position or
act as a price-maker in the financial instruments of any company or issuer discussed within this document, or act and receive fees as an underwriter,
placement agent, adviser, broker or lender to such company or issuer. The NAB Group may transact, for its own account or for the account of any
client(s), the securities of or other financial instruments relating to any company or issuer described in the Information, including in a manner that is
inconsistent with or contrary to the Information.

Subject to any terms implied by law and which cannot be excluded, the NAB Group shall not be liable for any errors, omissions, defects or
misrepresentations in the Information (including by reasons of negligence, negligent misstatement or otherwise) or for any loss or damage (whether
direct or indirect) suffered by persons who use or rely on the Information. If any law prohibits the exclusion of such liability, the NAB Group limits its
liability to the re-supply of the Information, provided that such limitation is permitted by law and is fair and reasonable.

This document is intended for clients of the NAB Group only and may not be reproduced or distributed without the consent of NAB. The Information is
governed by, and is to be construed in accordance with, the laws in force in the State of Victoria, Australia.

Analyst Disclaimer: The Information accurately reflects the personal views of the author(s) about the securities, issuers and other subject matters
discussed, and is based upon sources reasonably believed to be reliable and accurate. The views of the author(s) do not necessarily reflect the views of
the NAB Group. No part of the compensation of the author(s) was, is, or will be, directly or indirectly, related to any specific recommendations or views
expressed. Research analysts responsible for this report receive compensation based upon, among other factors, the overall profitability of the Global
Markets Division of NAB.

United Kingdom: If this document is distributed in the United Kingdom, such distribution is by National Australia Bank Limited, 88 Wood Street, London
EC2V 7QQ. Registered in England BR1924. Head Office: 800 Bourke Street, Docklands, Victoria, 3008. Incorporated with limited liability in the State of
Victoria, Australia. Authorised and regulated in the UK by the Financial Services Authority.

USA: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or
solicitation for the purchase or sale of any securities, financial instrument or product or to provide financial services. It is not the intention of
nabSecurities to create legal relations on the basis of information provided herein.

Hong Kong: In Hong Kong this document is for distribution only to "professional investors" within the meaning of Schedule 1 to the Securities and
Futures Ordinance (Cap. 571, Laws of Hong Kong) ("SFO") and any rules made thereunder and may not be redistributed in whole or in part in Hong
Kong to any person. Issued by National Australia Bank Limited, a licensed bank under the Banking Ordinance (Cap. 155, Laws of Hong Kong) and a
registered institution under the SFO (central entity number: AAO169).

New Zealand: This publication has been provided for general information only. Although every effort has been made to ensure this publication is
accurate the contents should not be relied upon or used as a basis for entering into any products described in this publication. To the extent that any
information or recommendations in this publication constitute financial advice, they do not take into account any person’s particular financial situation or
goals. Bank of New Zealand strongly recommends readers seek independent legal/financial advice prior to acting in relation to any of the matters
discussed in this publication. Neither Bank of New Zealand nor any person involved in this publication accepts any liability for any loss or damage
whatsoever may directly or indirectly result from any advice, opinion, information, representation or omission, whether negligent or otherwise, contained
in this publication. National Australia Bank Limited is not a registered bank in New Zealand.

Japan: National Australia Bank Ltd. has no license of securities-related business in Japan. Therefore, this document is only for your information
purpose and is not intended as an offer or solicitation for the purchase or sale of the securities described herein or for any other action.
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