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Gold Here to Stay - You Can Take That to the
(Central) Bank

Bottom Line:

Another year, another record nominal gold price. Yet still many investors shun the
lustrous metal, questioning its role in a digital and decarbonising world. Evidently
though, with annual gold demand (excluding OTC) reaching the highest level since 2011,
estimated central bank demand surging to a 55-year high, and record Western retail
investment, not all share this sentiment. In the near term much of the focus has turned
to whether macro asset allocators will pivot back toward gold and help to sustain the
recent rally in prices, amid a softening dollar and lower terminal rate expectations, or
whether the fabled “soft landing” will ultimately see prices come under downward
pressure.

Key Points

Central bank net additions jumped to the highest level in 55 years. Heightened
geopolitical uncertainty, concerns over inflation, the lack of political risk, and its ability
to act as an effective portfolio diversifier, were all reasons cited by central banks during
the World Gold Council’s (WGC) annual survey for continued buying. While we expect
net additions to remain historically high this year (+599t), we do anticipate some
moderation, particularly given notable estimated unreported purchases in H2 2022.

Traditional physical buying remains robust while macro asset allocators stay on
the sidelines. Total investment demand rose 10% y/y to 1,107t in 2022, owing to a
2% increase in bar and coin demand (+1,217t) and with gold-ETF net outflows not as
pronounced as the year prior (-110t vs. -189t in 2021). Into 2023, despite an expected
uptick in Chinese buying after being hampered by lockdowns this year, we believe a
more risk-on sentiment in H2 will keep bar and coin retail purchases broadly flat y/y.

Jewellery demand curbed by lockdowns and elevated prices. Jewellery fabrication
fell 2% y/y to 2,190t, primarily due to a 15% drop in Chinese demand to 571t, while
Indian purchases were somewhat tempered in the final months of the year amid rising
prices. China’s re-opening, coupled with a higher number of auspicious wedding days
in India, should support jewellery demand this year. The risk being that another year of
high inflation squeezes consumer finances and drags on buying.

Gold has hopped up into the Lunar New Year but needs macro support to stay
here. BMO Economics highlights the probability of a soft landing coupled with quickly
cooling inflation has risen to ~35% (vs. 25% previously), while the odds of a very bad
outcome have receded. While recession risks cannot be ruled out, in our view a lot of
the near-term positive catalysts for gold are close to running their course, namely dollar
weakness and approaching the terminal rate, and although we do not see a sharp price
retracement, we do expect a softening in H2.

Mine supply growth remains meagre despite recovery in Chinese production.
Despite Chinese gold production increasing 13% y/y to 372t in 2022, with stronger
output from the Shandong province which faced lengthy shutdowns in 2021 following
mine accidents, global mine production only increased 1% y/y to 3,612t. Combined with
relatively muted recycling (+1% y/y to 1,144t), which remains ~30% below the peak in
2012, we saw total gold supply rise 2% y/y to 4,755t.

For details of financial and operating metrics for all the gold companies under BMO

equity coverage, please see our Gold Pages, published every week.

This report was prepared by an analyst(s) employed by BMO Capital Markets Limited, authorised and
regulated by the Financial Conduct Authority in the UK. The analyst(s) is (are) not registered as a
research analyst(s) under FINRA rules.

For disclosure statements, including the Analyst Certification, please refer to page(s) 6 to 8.
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Gold Here to Stay - You Can Take That to the (Central) Bank

The release of the World Gold Council’s annual Gold Demand Trends report for full year 2022 highlighted
the appetite of traditional buyers remains robust despite the global economy witnessing one of the
fastest rate hike cycles on record, and with sustained dollar strength through much of last year proving a
sustained headwind. Total demand (excluding OTC) for the year surged 18% to 4,741t, reaching the
highest level since 2011. Meanwhile, total supply rose 2% y/y to 4,755t, with mine supply up 1% y/y
to 3,612t.

Jewellery demand curbed by lockdowns and elevated prices. Jewellery fabrication fell 2% y/y to 2,190t,
as Chinese demand was hampered by repeated lockdowns (-15% y/y to 571t), while Indian purchases
were somewhat tempered in the final months of the year amid rising prices. The alleviation of travel
restrictions in China, and some additional household savings, should support a strong recovery in
demand this year (+13% y/y to 645t).

The outlook for India, the second largest gold jewellery buyer, is a little more mixed. Indian gold futures
have recently rallied to a record high, tracking the recent rally in global prices and helped by a
depreciation in the rupee. High prices are reportedly weighing on retail purchases, with the local market
remaining at a >$40/0z discount over international US$ prices. That said, a higher number of auspicious
wedding days in India this year should help offset any weakness owing to an elevated price
environment. On balance we expect jewellery demand rising 1% y/y to 2,216t this year, despite the risk
that another year of high inflation squeezes consumer finances and drags on buying.

Exhibit 1: Jewellery Demand Remains Robust Despite Weak China  Exhibit 2: Retail Investors Still Exhibit Steadfast Belief of Gold’s
Purchases
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Source: World Gold Council, BMO Capital Markets
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Gold has hopped up into the Lunar New Year but needs macro support to stay here. BMO Economics
highlights the probability of a soft landing coupled with quickly cooling inflation has risen to ~35% (vs.
25% previously), while the odds of a very bad outcome have receded. While recession risks cannot be
ruled out, in our view a lot of the near-term positive catalysts for gold are close to running their course,
namely dollar weakness and approaching the terminal rate, and although we do not see a sharp price
retracement, we do expect a softening in H2. In the World Gold Council’s 2023 Outlook, it highlighted a
soft landing scenario as likely leading to downward price pressure and although some of this narrative
has seemingly softened already, if we do achieve the fabled “soft landing” gold’s bull case may
dissipate with it.
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Exhibit 3: Macro Asset Allocators Show Little Sign of Pivoting Back  Exhibit 4: ...Despite Sustained Headwinds From U.S. Dollar Strength
Toward Gold...
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Traditional physical buying remains robust while macro asset allocators stay on the sidelines. Total
investment demand rose 10% y/y to 1,107t in 2022, owing to a 2% increase in bar and coin demand
(+1,217t) and with gold-ETF net outflows not as pronounced as the year prior (-110t vs. -189t in 2021).
Indeed, European and U.S. retail investors combined bought record volumes of bar and coin in 2022,
which helped to fuel the surge in physical premia. We expect much of the rationale underpinning
historically high physical retail investment will fundamentally remain at least through the first half of
the year, namely heightened geopolitical risk and broader macro uncertainty. Akin to jewellery demand,
purchases are also likely to be aided by China’s reopening and some drawdown of accumulated
household savings. It may only be in the second half of the year, after the worst of macro headwinds
have subsided and more risk on sentiment builds, that retail purchases soften.

The thesis for a more marked pivot back to gold in the near term by macro asset allocators though is
arguably harder to construct, given its notable absence thus far. The dollar softness seen since its
September peak, combined with three relatively weak CPI prints and concurrent lowering of rate hike
trajectories, has done little to date to spur sustained ETF inflows. Although we saw some inflows into
North American funds in December, we expect ETF outflows to continue this year (-92t), albeit
remaining modest and likely skewed to the second half of the year.

Exhibit 5: ETF Outflows Were Witnessed in All Regions Last Year... Exhibit 6: ...Marking the Second Consecutive Year We Have Seen

1,000 -

800 -

tonnes

-800 4

-1,000 -

Source: World Gold Council, BMO Capital Markets

2010

2011

Annual ETF Outflows and an Increase in the Gold Price

Gold ETF Demand Gold Price and ETF Demand Correlation
1,000 :
- ® 2020
800
600
— ® 2016
4]
S 400 1 ®.2019
2 ®2017 © 2012
> 200 1
s © 2018
£ 0 :
a 2015
e .. ® ® 2022E
= 200 2014 | @ 2021
©
§ -400
<
-600
|| -800
® 2013
S oI 222285 R B YY 1,000 )
S R8%&%8&%%&%8&%%&%&¢csc¢g¢g ¢ s -300 -200 -100 0 100 200 300 400

m North America

Europe mAsia = Other mTotal

Y/Y Change in LBMA Gold Price ($/0z)
Source: World Gold Council, BMO Capital Markets

BMO Global Commodities Research | Page 3 January 31, 2023



BMO 9 Capital Markets

Central bank net additions jumped to the highest level in 55 years. Heightened geopolitical uncertainty,
concerns over inflation, the lack of political risk, and its ability to act as an effective portfolio diversifier,
were all reasons cited by central banks during the World Gold Council’s (WGC) annual survey for
continued buying. Notable reported purchasers were Turkey (+148t), China (+62t), Egypt (+47t), Qatar
(+351), Iraq (+34t), Uzbekistan (+34t), and India (+33t), while Kazakhstan reduced holdings by 51t to
352t and flagged further potential sales in 2023.

The actual level of central bank buying though is somewhat opaque, owing to the majority of purchases
being “unreported”. Part of these purchases can likely be accounted for by Russian additions, which are
no longer reported, as it is believed they have increased purchases of domestically produced gold. While
unconfirmed reports suggest that the People’s Bank of China’s holdings have increased by more than
officially reported, we would question whether these two countries make up all the “unreported”
additions. While we expect net additions to remain historically high this year (+599t), we do anticipate
some moderation, owing in part to the assumption “unreported” buying cannot remain as significant
this year.

Technology demand struggled amid weakness in consumer electronics. Gold demand from the
electronics sector fell 7% y/y to 252t, dragging down total technology demand 7% y/y to 309t in 2022,
amid reported weakness in the Light Emitting Diode (LED) sector which has seen a material build in
inventories, combined with a fall in utilisation rates at major chip manufacturers. Despite notable
concerns over the inventory overhang, we expect technology demand to rise a modest 2% y/y to 315t

this year.
Exhibit 7: The Highest Estimated Central Bank Net Additions in 55 Exhibit 8: ...Meant Macro Investment and Traditional Demand Did
Years... Not Follow Their Typical Trend of Offsetting Each Other in 2022
Largest Central Bank Gold Buyers in 2022 5 000 Annual Change In Gold Demand
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Mine supply growth remains meagre despite recovery in Chinese production. Despite Chinese gold
production increasing 13% y/y to 372t in 2022, with stronger output from the Shandong province which
faced lengthy shutdowns in 2021 following mine accidents, global mine production only increased 1%
y/y to 3,612t. Combined with relatively muted recycling (+1% y/y to 1,144t), which remains ~30%
below the peak in 2012, we saw total gold supply rise 2% y/y to 4,755t. Much like other commaodities,
we expect the alleviation of lockdown restrictions in China to help facilitate an increase in recycling this
year (+5% y/y to 1,197t), which combined with higher mine supply (+2% y/y 3,689t) should see total
gold supply reach 4,885t (+3% y/y).

BMO Global Commodities Research | Page 4 January 31, 2023
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Exhibit 9: Maintaining Even a Flat Production Outlook Poses a Exhibit 10: Chinese Mine Production Recovers Following Year
Significant Challenge Hampered by Safety Related Curtailments
Gold Mine Suppl ) )
3,800 - PPy 500 Chinese Gold Production
3,600 - 450
400
3,400 -
350
n 4 300
8 3,200 5
c i=
2 S 250
3,000 - =
200
2,800 - 150
2,600 - 100
50
2,400 - 0
= = 2 2 I ~ S ] % S — =

Source: Wood Mackenzie, World Gold Council, BMO Capital Markets

2013
2017
2021
2025E
2029E

m Mine supply Project Allowance

Source: China Gold Association, BMO Capital Markets

Responsible sourcing mandates by consumers has the potential to reinvigorate gold equities. As detailed
in our responsible sourcing report, we believe one of the lasting impacts of the supply chain
segmentation seen over 2022 will be a focus on traceability of materials. In our opinion, this creates a
unique opportunity for miners that can exemplify best practices when it comes to responsibly mined
gold, and not just in terms of reducing carbon emissions. We believe that consumers will increasingly
demand for it to be possible to trace their jewellery, or retail investment product, back to its origin with
an assurance this meets an independently verified certification framework. To compare and contrast
precious metals companies’ reported ESG strategies please see this report.

Exhibit 11: BMO Gold S-D Balance
2018 2019 2020 2021E 2022E 2023E 2024E 2025E 2026E 2027E

Supply

Mine supply t 3,655 3,595 3,472 3,569 3,612 3,689 3,811 3,735 3,754 3,706
Year-on-year chg % 2% -20% -3% 30 1% 2% 30 -2% 1% -1%

Net producer hedging t -12 6 -39 23 2 0 15 15 0 0
Recycled gold t 1,132 1,276 1,293 1,136 1,144 1,197 1,180 1,180 1,180 1,180
Total supply t 4775 4,876 4,726 4,682 4,755 4,885 5,006 4,930 4,934 4,886
Year-on-year chg % 2% 2% -3% -1% 2% 30 2% -2% 0% -1%

Demand

Jewellery t 2,290 2,152 1,324 2,231 2,190 2,216 2,333 2,391 2,446 2,481
Technology t 335 326 303 330 309 315 328 335 340 346
Electronics t 268 262 249 272 252 257 268 274 279 285

oOther Industrial  t 51 50 42 47 47 48 50 51 52 52

Dentistry t 15 14 12 11 10 10 10 10 9 9
Investment t 1,164 1,271 1,796 1,002 1,107 1,120 1,221 1,267 1,244 1,256
Bar and coin t 1,090 871 904 1,191 1,217 1,212 1,184 1,173 1,179 1,190

ETFs & similar products  t 74 400 892 -189 -110 -92 37 93 65 66

Central banks & other inst. 't 656 605 255 450 1,136 571 207 154 129 129
Gold demand t 4,445 4,355 3,678 4,013 4,741 4,222 4,089 4,147 4,159 4,212
Year-on-year chg % 4% -20% -16% 9% 18% -11% -3% 1% 0% 1%
Investment/Implied Investment t 330 522 1,048 670 13 663 917 783 776 673
Total balanced demand t 4,775 4,876 4,726 4,682 4,755 4,885 5,006 4,930 4,934 4,886

Source: WGC, Metals Focus, BMO Capital Markets
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issuers. | also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views
expressed in this report.
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to clients.
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Distribution of Ratings (January 30, 2023)
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services as percentage of Investment Banking clients.

Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts.
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First Canadian Place, Toronto, Ontario, M5X 1H3.

Dissemination of Research
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services such as Refinitiv, Bloomberg, FactSet, Visible Alpha, and S&P Capital 1Q.
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when additional research content is made available on our website. BMO Capital Markets may use proprietary models in the preparation of
reports. Material information about such models may be obtained by contacting the research analyst directly. There is no planned frequency
of model updates.

The analyst(s) named in this report may discuss trading strategies that reference a catalyst or event that may have a near or long term impact
on the market price of the equity securities discussed. In some cases, the impact may directionally counter the analyst’s published 12 month
target price and rating. Any such trading or alternative strategies can be based on differing time horizons, methodologies, or otherwise and are
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To Korean Residents: This report has been provided to you without charge for your convenience only. All information contained in this report is
factual information and does not reflect any opinion or judgement of BMO Capital Markets. The information contained in this report should not
be construed as offer, marketing, solicitation or investment advice with respect to financial investment products in this report.

To Japan Residents: This report has not been reviewed by any regulatory authority in Japan. This report is provided for information purposes only
and it should not be construed as an offer to sell, a solicitation to buy, or a recommendation for any security, or as an offer to provide investment
management or advisory or other services in Japan. Securities may not be offered or sold in Japan by means of this report or any other document
other than to Qualified Financial Institutions within the meaning of item (i) of Article 17-3 of the Government Ordinance to enforce the Financial
Instruments and Exchange Act (Kinyu Shohin Torihiki Ho Sekou Rei). Unless specified otherwise, the securities that may be offered to you are
not and will not be registered in Japan pursuant to the Financial Instruments and Exchange Acts.

To Taiwanese Residents: This report is not intended to constitute investment advice nor a public offer for any investment products to investors
in Taiwan. This report should only be accessed by investors in Taiwan that are qualified to invest in investment products pursuant to relevant
Taiwanese laws and requlations, and subject to sales restrictions as set forth in the relevant Taiwanese laws and regulations. BMO Capital
Markets has not and will not secure the required licenses in Taiwan for the offer of securities and investment services. Any offer of securities
has not been and will not be registered or filed with or approved by the Financial Commission of Taiwan and/or other requlatory authority
pursuant to relevant securities laws and regulations of Taiwan, and may not be issued, offered or sold within Taiwan through a public offering
or in circumstances which constitute an offer that requires a registration, filing or approval of the Financial Supervisory Commission of Taiwan
and/or other regulatory authority in Taiwan under relevant securities laws and regulations of Taiwan. No person or entity in Taiwan has been
authorized to offer or sell the securities in Taiwan.

To Singapore Residents: This report is intended for general circulation and does not and is not intended to constitute the provision of financial
advisory services, whether directly or indirectly, to persons in Singapore. You should seek advice from a financial adviser regarding the suitability
of the investment products, taking into account your specific investment objectives, financial situation or particular needs before you make a
commitment to purchase the investment product. This report has not been registered as a prospectus with the Monetary Authority of Singapore.
Accordingly, it should not be circulated or distributed, nor may the securities described herein be offered or sold, or be made the subject of
an invitation for subscription or purchase, whether directly or indirectly, to persons in Singapore other than (a) to an institutional investor or a
relevant person as defined in and pursuant to and in accordance with the conditions of the relevant provisions of the Securities and Futures Act
of Singapore or (b) otherwise pursuant to and in accordance with the conditions of, any other applicable provision of the SFA.

To Israeli residents: BMO Capital Markets is not licensed under the Israeli Law for the Reqgulation of Investment Advice, Investment Marketing
and Portfolio Management of 1995 (the "Advice Law") nor does it carry insurance as required thereunder. This document is to be distributed
solely to persons that are qualified clients (as defined under the Advice Law) and qualified investors under the Israeli Securities Law of 1968.
This document represents the analysis of the analyst but there is no assurance that any assumption or estimation will materialize.

These documents are provided to you on the express understanding that they must be held in complete confidence and not republished,
retransmitted, distributed, disclosed, or otherwise made available, in whole or in part, directly or indirectly, in hard or soft copy, through any
means, to any person, except with the prior written consent of BMO Capital Markets.

Click here for data vendor disclosures when referenced within a BMO Capital Markets research document.

For assistance with accessible formats of online content, please contact research@bmo.com.

The recommendation contained in this report was produced at January 31, 2023, 17:31 ET. and disseminated at January 31, 2023, 17:31 ET.
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BMO 9 Capital Markets

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST

BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and corporate
banking products. BMO serves Canadian retail clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, personal and commercial banking
clients are served by BMO Harris Bank N.A., (Member FDIC). Investment and corporate banking services are provided in Canada and the US through BMO Capital Markets.

BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, BMO Harris Bank N.A. (member FDIC), Bank of
Montreal Europe p.l.c, and Bank of Montreal (China) Co. Ltd, the institutional broker dealer business of BMO Capital Markets Corp. (Member FINRA and SIPC) and the agency broker
dealer business of Clearpool Execution Services, LLC (Member FINRA and SIPC) in the U.S., and the institutional broker dealer businesses of BMO Nesbitt Burns Inc. (Member
Investment Industry Regulatory Organization of Canada and Member Canadian Investor Protection Fund) in Canada and Asia, Bank of Montreal Europe p.l.c. (authorised and
regulated by the Central Bank of Ireland) in Europe and BMO Capital Markets Limited (authorised and regulated by the Financial Conduct Authority) in the UK and Australia.
“Nesbitt Burns” is a registered trademark of BMO Nesbitt Burns Corporation Limited, used under license. “BMO Capital Markets” is a trademark
of Bank of Montreal, used under license. "BMO (M-Bar roundel symbol)" is a registered trademark of Bank of Montreal, used under license.

® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere.
TM Trademark Bank of Montreal
©COPYRIGHT 2023 BMO CAPITAL MARKETS CORP.

A member of BMO 9 Financial Group
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