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e The gold price rose by a spectacular 7 per cent over
September. Some of the strength has subsequently
been unwound, with the gold price easing to around
US$1,710 per ounce in early November.

e Stimulus announcements by the ECB, US Fed and
Bank of Japan during September, which have
increased the outlook for inflation, caused a sharp
pick up in the gold price because of the metal’s
perceived ability to hedge against inflation.

e While the price of gold remains elevated following
these announcements, the price did unwind over
October, suggesting that initial expectations for
higher inflation may have been a little exuberant.

e The near-term gold price is likely to be influenced by
further details of policy stimulus in major economies,
whereby more stimulus will equate to higher prices.
However, just how permanent these announcement
effects will be remains to be seen. Our sense is that
markets are likely to overreact to changes in policy,
and prices will take some time to revert back to more
‘normal’ levels.

e We have lifted our forecasts a little this month in
response to having confirmation that policy stimulus
will occur. We expect the gold price to average around
US$1,750 per ounce over the December quarter 2012.
Thereafter, upside risks to the gold price are expected
to dissipate as the global economy strengthens and
risk aversion dissipates.

Recent Price Developments

Recent central bank stimulus announcements (particularly from
the US, Europe and Japan) have caused a rise in inflation
expectations and as a consequence have driven up the price of
gold. The impact of ECB, US Fed and Bank of Japan stimulus
saw an immediate spike up in the price of gold (see Graph). While
turning down over recent weeks, the price of gold has held onto
some of these announcement gains due to the overall increase in
expectations for inflation, with investors looking to hold more of
the shiny metal as a hedge against any increased future price
pressures.

The price of gold rose by a spectacular 7 per cent over
September, but some unwinding saw its price gradually soften
over October. Nonetheless, the average price of gold over
October was around ¥ per cent higher than the average price
over September, implying that these announcement effects have
had a material impact on price.
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Part of the recent downturn in prices over the past month appears
to have reflected movements in currency markets; a recent
appreciation of the US dollar has in effect increased the
attractiveness of holding US currency and treasury bonds rather
than gold (see Graph). Spot gold is currently trading at close to
US$1,710 per ounce.
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More broadly, underlying demand for gold is being held up by the
general level of uncertainty in the global economy. Central banks
continue to purchase gold as a way of strengthening and
diversifying their asset holdings in a period of heightened
uncertainty around the outlook for the world’s major reserve
currencies. These purchases are providing a significant amount of
underlying support to gold demand.

It is likely that uncertainty clouding the global economy will remain
a persistent theme for some time, keeping the gold price elevated
— at least in the near term. However, day to day price movements
are more likely to hinge on future central bank policy
announcements, if and when they occur. We expect solid central
bank buying to continue in the near to medium term, providing
some resistance to further price falls. However, soft physical
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demand remains a key downside risk to gold prices, and if current
trends continue, it is likely to provide little additional support to
prices. Looking further ahead, we generally expect the price to
moderate as general economic uncertainty dissipates, the
recovery in the US economy regains momentum — and the US
dollar subsequent appreciates — and mined production increases.

Gold Demand

Gold demand remained soft in June quarter 2012, rising by an
annual rate of around 5 per cent, compared to growth of 26 per
cent only 18 months earlier. While official sector gold purchases
and investment (ETFs) provided a solid contribution to annual
gold demand in the quarter, this was offset but a significant
subtraction from jewellery demand. In total, global gold demand
eased from around 1,100 tonnes in the March quarter, to

990 tonnes in the June quarter, which was around 7 per cent
lower than levels a year earlier.
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It appears that investor fear and uncertainty is providing a
sizeable support to gold demand, with gold buying by central
banks rising to a record high of 158 tonnes in the June quarter,
according to the World Gold Council (historical data series begins
in 2007). The strength in net purchasing of gold by the official
sector largely reflects central banks looking to strengthen and
diversify their asset holdings during a period of heightened
uncertainty around the outlook for the world’s major reserve
currencies, in particular, from the US dollar and euro-
denominated reserves. World official central bank gold reserves
are currently around 31,400 tonnes, up from around

30,000 tonnes four years ago. Given that the nominal price of
gold has almost doubled over this same period, this represents a
significant increase in the value of central bank gold reserves.
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Demand for gold jewellery has softened considerable over the
past year or so, with relatively high prices seemingly driving away
demand for physical gold. According to the World Gold Council,
gold jewellery demand fell from 488 tonnes in the March quarter
to 418 tonnes in the June quarter — the lowest level in two years.
Interestingly, while gold jewellery demand and the price of gold
have historically exhibited an inverse relationship, this relationship
appears to have broken down over recent quarters, with overall
gold jewellery demand falling despite softer in the price of gold.

Gold Jewellery Demand and the Price of Gold
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A diminishing source of gold demand is producer de-hedging
activity. Producers have steadily bought back their gold hedges
over the past decade, with the global hedge book declining to
around 142 tonnes of physical product in June quarter 2012

(see Graph). Strength in Chinese and central bank buying —
particularly by the developing countries — is helping to replace the
diminishing demand from the producer hedge book closure over
the past decade and ETF buying, which has more or less stalled
over the past year. However, given a recent slowing in Indian
demand for gold jewellery — partly reflecting the introduction of
taxes earlier this year — it is unlikely that these sources of
increased demand for gold will be sufficient to fully replace the
artificial demand created by producer hedge book buying. Overall,
the global hedge book remains relatively small at present.
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The price of gold has been particularly responsive to central bank
stimulus announcements over the past two months, with prices
nudging US$1,800 per ounce in early October. Data from a
selection of exchange traded gold funds (ETFs) indicate that there
has been a gradual increase in the accumulation of gold since
mid-August (see Graph). The current amount of gold investment
holdings is at record high levels, with investors still looking to gain
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exposure to the precious metal. Money managers in gold futures
reduced their net-long positions over most of October (as reported
by the US Commaodity Futures Trading Commission), implying a
lowering of expectations for further price rises.
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Gold Supply

According to the World Gold Council, the supply of gold eased to
around 900 tonnes in the June quarter, down from around

960 tonnes in the previous quarter and 1,060 tonnes one year
earlier (see Graph). Gold is typically available from three sources
— mined production, central bank sales and recycled or scrap
gold. Looking at these components separately, mined production
remains the key driver of increased gold supply, with production
remaining reasonably firm in the quarter. Recycled gold is also a
significant source of additional supply, though less scrap gold was
made available in the June quarter than in the previous quarter. It
is possible that the supply of scrap gold is being diminished, as
elevated prices over the past year may have drawn a lot of this
supply into the market already. In contrast, central banks
continued to take supply out of the system in the June quarter,
providing resistance to overall supply growth.
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Outlook

Movements in the gold price have hinged significantly on central
bank stimulus announcements, which have taken place since
early September — when commodity markets were in disarray.
Confirmation that major advanced economies would press ahead
with unconventional forms of policy stimulus caused an upward
shift in inflation expectations and therefore the price of gold, given
that the metal is perceived as a store of value.

Commodity (and financial) markets appear to have been a little
too optimistic about the implications of stimulus announcements
on economic activity, with prices generally unwinding recent gains
over the past month. Fundamentally, systemic problems in the
heavily indebted European and US economies still exist, and
throwing money at these problems should only be viewed as a
temporary solution. Nonetheless, what recent policy
announcements have shown is that central banks are willing and
able to provide additional support when called upon. Overall,
while the gold price has softened over the past month, the
average price over October was higher than the average price
over September, suggesting that stimulus has materially
strengthened the outlook for the shiny metal. As a result, we have
lifted our near-term forecasts for the price of gold.

Looking further ahead, we continue to expect the gold price to
ease as global fundamentals return. Chinese demand for gold
should remain strong, supported by rising incomes, and while
Indian demand may soften on the back of relatively high prices
and a weak rupee, it will remain supportive overall. In the medium
to longer term, we expect more certainty surrounding the
European sovereign debt situation to emerge, while a relatively
stronger US dollar and a return to fundamentals should also help
to reduce prices.

Future gold mine production is expected to rise as producers look
to take advantage of elevated prices. Mined supply should also
benefit from new projects coming online in Latin America and the
continued expansion in Chinese gold production. In addition, as
copper production intensifies over coming years, more gold
should be produced as a by product. Continued official sector
sales should also provide a boost to gold supply. Partly offsetting
this, mined supply may be limited by the continued maturity of
gold mines in South Africa and Indonesia, and continued
industrial disputes abroad, while rising production costs may also
limit the extent of price falls.
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Quarterly Price Profile
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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. This document is intended for Investment
Professionals (as such term is defined in the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005), such persons having
professional experience in matters relating to investments, and should not be passed to, or relied upon by, any other person who does not have
professional experience in matters relating to investments, including but not limited to persons defined as retail clients by the rules of the United
Kingdom'’s Financial Services Authority.

US Disclaimer: 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) ("SFQ") 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.
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