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Precious & Base Metal Outlook

Macro Backdrop:

= Corona Virus, not trade, now a new global economic threat
Outlook for Gold:

= Entered a new cyclical bull market in 2019; how bullish is the trajectory in 20207
Outlook for Silver:

= Slightly bullish due to spill over effects from gold; fundamentally oversupplied
Outlook for Copper:

= Soft floors around cyclical lows set at $5500 (low conviction), all else equal.
Outlook for PGMs:

= Structurally bullish PGM basket; some have overshot in the short-term
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New 2020 Threat: COVID-19

« ADblack swan deflationary demand shock for commodities; it forced China to
“unplug”

* Hubei is “China’s Detroit”; the Asian economic ‘sudden stop’ is causing major
supply chain disruptions

* The virus’ economic impact doesn’t stem from the deaths, but from the
guarantining / restrictive measures.

« Was demand “lost” vs “delayed”? “V, U or L” shaped recovery?
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Note: Air pollution index level between 0 - 50 is good, 51 - 100 is moderate, 101 - 150 is unhealthy for sensitive groups, 151 - is
unhealthy for everyone, 201 - 300 is very unhealthy, 300+ is hazardous.

Scotiabank Commodity (Metals) Strategy and The World Air Quality Project Notes: All metals are indexed as of Jan 23, 2020
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Gold: Covid-19 and The Flight To Safety

» Gold responds to global monetary policy and fear drivers such as trade/virus,
geopolitical and growth risks re-emerging.

* Golds current ‘fear premium’ of~$76 (vs $165 last week) is still rather
underweight vs its historical peak-trough fear ranges from +/- $200
* Gold remains underpriced vs unprecedented moves in US rates
Gold Trades at a Fear Premium of $76
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Source: Scotiabank Commodity Strategy (Metals) Calculations, Bloomberg
Note: Premium/discount is estimated using a multi variate OLS robust regression using a 10 year rolloing
window approach. Endogenous features include safe haven currencies and real interests. Our model is able

to explain 95% of the variation in gold since 1999. A positive number indicates gold is trading at a premium
due to safe haven inflows. A negative number illustrates gold is trading at a discount.
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Gold: Covid-19 and Monetary Policy Response

« G-7 “stand-ready-to-act”
 Correlated but not coordinated policy response

 Global Central Bank easing: G-10 CBs have collectively cut 125bps (Fed, BoC,
RBA) with the BOJs unscheduled JGB and ETF purchases

« Economic stimulus packages launched in Asia (China, HK, Singapore, South
Korea) & Italy, which transcended to Central Banks

G-10 Central Bank Cumulative Interest Rate & Gold Equity Ratio Short Tem US Interest Rate Outlook vs Gold
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* The implied expected number of policy adjustments is taken using the 6 month Fed Funds Futures minus the 1th month
futures contract

Scotiabank Commodity (Metal) Strategy, Bloomberg

GLOBAL BANKING AND MARKETS 5 Scotiabank



Gold: Performance During Emergency Rate Cuts

* From 9 emergency Fed cuts since 1990, gold is on average up 2.7%in 3
months and 3.2% in 4 months following the intermeeting Fed announcement.

Gold Performance Before and After Fed Emergency Rate Cuts
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Gold: Flight to Quality, Most (But Not All ) Of The Time

« Limited flight to quality Gold flows last week, given renewed extreme

equity market volatility

* Investors deleverage out of all assets, including overweight havens like

Gold, in order to meet margin calls

«  Opportunistic producer Gold: 5 Day Change When S&P500 is Down More Than
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Gold: Outlook Summary

« Remain tilted bullish as markets price in U or L shaped growth recovery that'’s
fought with aggressive Central Bank action.

* Physical Gold demand likely actually lost (Asian consumers unlikely to
overcompensate and buy more jewelry in Q2) and extreme equity market
volatility both pose a risk.

* However, core tailwinds - lower global growth profile, US election/Sanders,
absurdly lower rates for longer, unsustainable US debt/fiscal path and US$
losing its haven status - is driving Western/investment & CB inflows which
should overcompensate for the risks & physical void.

» Continue to buy dips as rallies are short-lived.
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Copper: Macroeconomic Outlook

« A soft floor around cyclical lows at $5500, but conviction is low as the virus
containment remains fluid & headline risk remains high.

« Some demand will be lost, but most should be delayed until 2H and ‘triggered’
on any major Chinese simulative efforts.

 Factories are only operating at ~60-80% capacity, inventories continue to

grow, and risk sentiment remains fragile.

Copper Prices and Global PMI
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Copper: Copper/Gold Ratio Vs The Fed

« Gold/Copper Ratio is back down and hovering near 2008 lows, and perhaps

pre-emptively pricing in further rate cuts.

Copper/Gold Ratio vs The Fed
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PGMs: Platinum

Platinum:

* The worst precious performer, year to date down 9% (vs Gold +8% and
Palladium +30%)

« Limited sustained substitution, global growth uncertainty hitting already
thin jewelry & auto demand and EM / ZAR weakness with by-product
strength incentivizing production, was a key driver of capitalization.

Platinum and Global Manufacturing PMI
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PGM: Palladium

Palladium:

* Prices diverged from risk/SPX and forwards (which have loosened), as it
continued to factor in:

« Supply fears (threat of supply disruptions/Eskom, current lack of availability) AND
* Technical changes (emission

regulations that won't alter on
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Appendix 1: Gold Bull & Bear Summary Table

GOLD: SUMMARY TABLE

ATailwinds

E>Neutra|

$Headwinds

$» MORE BULLISH

<

LESS BULLISH

Increasing risk of correlated dovish global
Central Bank action and/or fiscal policy in
addressing global growth concerns due to the
Corona Virus, especially after the Feds emergency
rate cut

Renewed macro fear/equity volatility (VIX >20)
upends super complacent risk regime; margin-
related Gold selling is offset by haven inflows

Positioning and sentiment: fast money (COT +
ETF & perhaps OTC) is well ITM, with positioning
saturation leading to quick downsizing; however
the generalist (FI, Equity) investor remains largely
underweight or unengaged

Increasing frequency of ‘'macro wobbles' and
derisking episodes due to geopolitical or off-
calendar events; extreme and fast shifts in risk
sentiment (from recession fears to exuberance)
indicative of late business cycle

Trade, Geopolitics: de-escalation of US/China
trade with Phase 1 deal. Any formal
comprehensive US/China trade deal or Phase 2
very unlikely before US 2020 elections as focus
shifts to containment measures. However,
backdrop of increasing frequency of “off-calendar”
geopolitical events/risks (Iran/Middle East/North
Korea)

Extremely muted physical support from India &
China as higher prices in local currency terms &
Impact of virus on Asian consumer sentiment
defers or deters purchases & jewelry consumption
(XAUINR & XAUCNH at new ATHs!). Q1 physical
demand likely "lost", not "delayed".

Underlying growth fears persists, especially the
fragile recovery in global manufacturing now likely
to stumble given Coronavirus impact on Chinese
demand. "U-or -L" shaped recovery likely, not
v

Despite recent weakness, US$ remains
structurally stubbornly perky. Outlook on whether
the $ extends into cyclical weakness is mixed,
given its reserve currency status & historical
resilience into a late cycle

Large dishoarding from traditional physical Gold
countries given price surge

Pushback on negative yielding debt securities
short-lived (peak level of $17tn likely again);
structurally lower for longer global bond yields
remain defining force in financial markets

Higher pace of Central Bank gold buying,
diversifying against fiat/US$ and slower global
growth in 2019; small risk of CB demand slowing
in 2020 due to significantly higher local prices &
renewed risks (Coronavirus)

Higher yielding Gold ‘detractors’ like alternative
currencies (XBT), assets or relatively underweight
havens (e.g.: JPY, CHF) compete for similar
flows,

US election risk remains underpriced with little
Gold premium on a progressive Demaocratic
nominee; path to election will get messy.
Consensus hinging on expectation Trump is
reelected no matter what, now questioned given
market volatility & Biden resurgence. A pickup in
socialist rhetoric and policies with social
pendulum swinging left in US and abroad

Portfolio asset allocation potentially
reconsidered given dramatic shift lower in yields
offering little-no diversification benefits. Gold,
REITs, alternative assets reconsidered as
portfolios shifts away from traditional stocks and
especially bonds split

2020 reflation risk on short-lived & contained
global virus spread; sustained US data
outperformance and Global stimulus drives a
2H'20 V-shaped shift in inflation and a more
hawkish Fed, inducing largescale unwinding of
Bonds & Gold

Growing talk around alternative CB tools more
relevant as monetary policy reaches its limits; The
independence of CBs increasingly under threat
from populist governments; skepticism growing
around power of CBs to remove volatility & pump
up asset prices amidst renewed risks

Gold Producer consolidation / M&A driving “peak
gold" supply calls

Fiat currencies re-politicized with markets in a
cold currency war as last of monetary policy
tools redeployed; risk of US currency
intervention to weaken the $ and reduce the dollar
dominance (and dependence on it) in financial
system

Unsustainable US debt/fiscal path with swelling
twin deficits. A structural theme, but one which
has taken a backseat to trade/politics & growth
fears

$» MORE BEARISH

<

LESS BEARISH

Source: Scotiabank Commodities (Metals) Strategy
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Appendix 2: Copper Bull & Bear Summary Table

COPPER: SUMMARY TABLE

fTaininds

E> Neutral / supportive

’.' Headwinds

—3» SHORT-TERM

6

LONG-TERM

Chinese stimulus: bets on fiscal response
through infrastructure spending on virus hit
sectors grows & is likely given recent data,
despite the overcapacity and debt concerns.
Monetary policy (loan prime rate guided lower,
cut in RRR) reignited due to virus/growth fears,
but a cautious stance taken. Other Asian nations
(South Korea, Japan) to follow suite

The Fed surprisingly cut rates in 2020 due to
renewed growth risks; correlated Global Central
Bank policies to follow which should support
manufacturing PMIs in time

Off-calendar event risks re-emerge with
Coronavirus a large hit to demand potentially
causing Chinese GDP to fall toward to 4% (or
even lower) vs 6% in Q1'20, disrupting supply
chains and negatively impacting manufacturing.
Global refined Cu demand revised lower from
~2%, closer to 0.5% (with downside risks still
pertinent given evolving state around both
Asian & Global demand

Extreme negative sentiment reflected in outsized
short paper positioning near peak levels; HG
investors are short 1.1m mt, 85% of record short
positioning (Aug '19)

Reduction in Chinese smelter utilization
rates, driven by transportation restrictions /
collapse in demand for sulphuric acid (putting
constraints in storage), creating bottlenecks to
refined Cu production. Chinese smelter
maintenance has also been brought forward

A stubbornly perky US$ and overall weak
EM/FX & yuan. Outlook on whether the $
extends into cyclical weakness is mixed, given
its reserve currency status & historical
resilience. EMFX weakness & softer EM
growth profiles negatively impact purchasing
power

The decarbonisation of stationary power (wind
technology) and electrification of transport
(Electric Vehicles) should progress.

Fundamental balances shifting from period of
surpluses to deficits due to recently negative
supply growth (highlighted by large downward
trend in TCRCs indicating a structurally
tightening path) - that has now been delayed to
2H'20 or 2021 due to the impact of the
Coronavirus.

Unpredictable multi-front trade/economic war.
Despite phase 1 deal, 25% tariffs remain on
most imported Chinese goods ($250bn), with
Phase 2 and/or any comprehensive US/China
trade deal unlikely before US 2020 elections or
until there's virus containment

Grade declines, rising input costs, a scarcity
of high-quality future developments and ESG
should constrain the ability to meet growing
demand at low cost and with limited political risk

Exchange inventories swelling from cyclical
lows and now at 10 year average; LME + SHFE
+ CME holding ~550k mt

Scrap supply and aluminum substitution
(given low availability risk and relatively lower
prices) are constraints to upside Copper pricing

Emerging Asia (China, India, ASEAN), China’s
Belt and Road initiative, population growth,
rising living standards and the continuation of
urbanization are opportunities for rising demand
growth

2H'20 reflation risk on virus containment &
collective CB efforts, driving a global data
rebound, Chinese manufacturing improvement
driven & unleashing pent-up demand; that will
promote inflows into growth-sensitive
commodities

Late business cycle & late super
commodity cycle, provide structural
headwinds

»SHORT-TERM

<€

LONG-TERM

Source: Scotiabank Commodities Strategy
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Legal Notices

Commodities Strategists are not research analysts, and this report was not reviewed by the Research Departments of Scotiabank, nor prepared in accordance with legal
requirements designed to promote the independence of investment research. Commodities Strategist publications are not research reports and should be considered for
regulatory purposes as marketing communications. The views expressed by Commodities Strategists in this and other reports may differ from the views expressed by
other departments, including the Research Department, of Scotiabank.

The information contained in the confidential presentation (the “Presentation”) is proprietary and may not be copied, excerpted or otherwise reproduced and may not be
distributed, transmitted, disseminated or otherwise made available to any other person or entity without the prior written consent of The Bank of Nova Scotia or its affiliates
(collectively, “Scotia”). The information contained in this Presentation is indicative only and is subject to change without notice. Information other than indicative terms
(including market data and statistical information) has been obtained from various sources. We do not represent that it is complete or accurate. Any analysis presented herein
that indicates a range of outcomes that may result from changes in market parameters, is not comprehensive, is not intended to suggest that outcome is more likely than
another and may have been derived using proprietary models developed by Scotia, historic data and subjective interpretation. Nothing in this Presentation shall be construed
as constituting an offer or an agreement, or a solicitation of an offer or an agreement, to enter into any transaction. No assurance is given that any transaction on the terms
indicated in this Presentation can or will be arranged or agreed. Transactions of the sort described herein contain complex characteristics and risk factors. Transactions
incorporating derivatives may create additional risks and exposures. Before entering into any transaction, you should consider the suitability of the transaction to your
particular circumstances and independently review (with your professional advisers as necessary) the specific financial risks as well as the legal, regulatory, credit, tax and
accounting consequences. Scotia does not act as an adviser or fiduciary to its counterparties or their clients and takes no responsibility for assessing the suitability of this
product for you except where written agreement expressly provides otherwise. Nothing in the Presentation shall be construed as constituting legal, business or tax advice by
Scotia to any person or entity. Scotia, its respective officers, directors, partners and employees, including persons involved in the preparation or issuance of this Presentation,
may from time to time (1) have banking or other commercial relationships with the with the issuers of the products contemplated by this Presentation or the issuers of the
investments, securities or related derivatives underlying such products, (2) may engage in proprietary trading in the products contemplated by this Presentation or the
investments, securities or related derivatives underlying such products, (3) perform services in connection with or be an issuer of the products contemplated herein, and (4)
engage in transactions similar to those contemplated by this Presentation with other market participants, all or some of which may negatively impact or reduce the return
expected or anticipated by you in connection with the products or transactions contemplated hereby.

™ Trademarks 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, Scotiabank Europe plc; Scotiabank (Ireland) Limited; Scotiabank Inverlat SA, Institucion de Banca Multiple, Scotia Inverlat Casa de Bolsa SA de
CV, Scotia Inverlat Derivados SA de CV, Scotiabank Colombia SA, Scotiabank Brasil SA Banco Multiplo — 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 the Canadian Investor Protection Fund Scotia Capital (USA) Inc is a
registered broker-dealer with the SEC and is a member of FINRA, the NYSE and SIPC The Bank of Nova Scotia, Scotiabank Europe plc, and Scotia Capital Inc are each authorized
and regulated by the Financial Services Authority (FSA) in the UK Scotiabank Inverlat, SA, Scotia Inverlat Casa de Bolsa, SA de CV, and Scotia Derivados, SA de CV, are each
authorized and regulated by the Mexican financial authorities Activities are subject to the local law The products and services described herein may not be available in all
jurisdictions, and are offered by different legal entities authorized to use the SCOTIABANK trademark.

The ScotiaMocatta trademark is used in association with the precious and base metals businesses of The Bank of Nova Scotia The Scotia Waterous trademark is used in
association with the oil and gas M&A advisory businesses of The Bank of Nova Scotia and some of its subsidiaries, including Scotia Waterous Inc, Scotia Waterous (USA) Inc,
Scotia Waterous (UK) Limited and Scotia Capital Inc - all members of the Scotiabank group and authorized users of the mark.

Scotia Capital Inc owns or controls an equity interest in the TMX Group Limited (TMX) and has a nominee director serving on its board As such, Scotia Capital Inc may be
considered to have an economic interest in the listing of securities on an exchange owned or operated by TMX; including the Toronto Stock Exchange, the TSX Venture Exchange
and the Alpha Exchange (each, an Exchange) No person or company is required to obtain products or services from TMX or its affiliates as a condition of Scotia Capital Inc
supplying or continuing to supply a product or service Scotia Capital Inc does not require issuers or selling shareholders to list securities on any of the Exchanges as a condition of
supplying or continuing to supply underwriting and/or any other services.
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