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· Precious metals bounce, aided by surging oil and base

           metals prices

· Swiss pension fund announces decision to invest in

           precious metals

· Gold Fields CEO Ian Cockerill tells gold conference lack of

            new reserve discoveries will help support gold prices
Market focus, emerging trends

Gold, silver, and palladium managed to erase early losses and push higher by the end of the day. Initially, USD strength leaned on the precious metals prices, in our opinion. However, helping to lift gold prices were a surge in oil prices, which pushed almost

USD1.50 per barrel higher at one point due to an increase in tensions in the important oilexporting nation of Nigeria, and rising US oil demand as refineries reopened following seasonal maintenance. A base metals rally, led by copper, also helped support precious

metals prices, we believe. Platinum cut early losses but did not manage to erase them entirely. An announcement by Novartis’s pension fund that it plans to invest in precious metals is bullish, in our view. The fund will invest 4% of its CHF14bn, or USD11.37bn, pension fund in precious metals, Andre Ludin, the head of portfolio management at the Swiss pharmaceutical firm, said in an interview with Reuters on Monday, May 21. Ludin said the pension fund would divide the investment equally between gold, silver, platinum, and palladium. Ludin explained that the purchase of precious metals would help the fund diversify from its current bond and stock holdings. Ludin said that gold was likely to rise in the future as the real value of paper money was expected to decline with increased printing of currency notes. Ludin said the precious metals had ample scope to rise and that investment in the sector was expected to be profitable in the long run. He specifically

mentioned platinum as an interesting metal, as its demand was growing due to higher consumption in catalytic converters and new technologies such as fuel cells in vehicles. While a lack of faith in paper assets is a traditional reason to invest in precious metals, we find such comments from a pension fund manager of a large company noteworthy. Given the size of the pension fund community, should even a fraction of funds adopt an investment strategy similar to that announced by Novartis, the impact on precious metals could be tangible, in our view. Further, we note that Novartis said it would distribute investments evenly in all four precious metals. Traditionally, investments of this type would favor the larger and generally better-known gold market. Should other funds investing in

precious metals adopt a similar allocation, we would expect the smaller and thinner platinum and palladium markets to react with greater price sensitivity. Speaking at the 2007 Paydirt Australian Gold Conference, the CEO of Gold Fields Ltd., Ian Cockerill,

stated several reasons why, in his opinion, gold is likely to remain in a bull market for the foreseeable future: Chief among these is the imbalance between production and consumption. The world consumes 85moz of gold annually but produces far less. New gold discoveries are not keeping pace with demand due to insufficient exploration expenditures, according to Cockerill, who also maintained this was unlikely to change anytime in the near future. Further, he said he believes the gold price has considerable

upside potential, with little likelihood of the market’s returning anytime soon to the bearish conditions of the late 1990s.

In addition to the dearth of new reserve discoveries supporting prices, Cockerill also commented on gold’s sensitivity to geopolitical conditions. He stated that in the past decade, gold has been an accurate barometer of the global geopolitical climate. Cockerill attributed the increase in hostilities over the last 10 years to playing a key role in lifting gold from around USD250/oz in November 2000 to the current range of USD600-700/oz. He also pointed out that gold has retained its status as a secure reserve asset for

central banks. On the subject of producer hedging, Cockerill said he believes it is a “thing of the past,” given the shift in producer strategy to de-hedging. While producers are traditionally bullish, Cockerill’s statements are especially optimistic, in our view.

The geopolitical dimension in gold prices as highlighted by Cockerill could support prices, should global hostilities increase, in our opinion. However, the rate of producer de-hedging is likely to slow, as global hedge books have contracted, in our view. Also, current gold production is restrained by exploration and production budget cuts before 2004. But in the last couple of years, budgets have increased markedly as the gold price has risen and this may eventually lead to boost supply, we believe. Abu Dhabi gold sales rose about 10% in volume in April from the year before as prices stabilized, the chairman of the Gulf emirates’ Gold and Jewellery Group, Tushar Patni, said in a Reuters interview on Monday, May 21. First-quarter demand in the United Arab Emirates rose 5.7% to 29.7 tonnes, compared with Q1 2006. However, Patni warned that demand could weaken again this year, as it did in 2006, if prices climbed back over USD700/oz and remained at elevated levels. Abu Dhabi gold sales are a good barometer for demand, as both Middle Eastern and Western tourists visit the UAE to shop for discounted, tax-free, luxury gold products. We find the Abu Dhabi sales data interesting, as they imply that some consumers will return to the market even at high prices, if they perceive prices to be less volatile. The data may also support the notion, which we also subscribe to, that consumers will gradually accept some

price appreciation after a period of adjustment.

