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The Chilean earthquake that has done so much damage in the southern area
of the country also cut short the consolidation that copper’s price had
begun. All reports indicate that there has been little damage at mine sites,
most of which are in northern Chile. There is still a question of whether
infrastructure disruptions resulting from the need to focus on the quake hit
areas could reduce the country’s metal shipments.

Mines have begun to restart in Chile after having suffered power outages,
and there appears to be little reason at this point to assume the world’s
largest copper supplier will have to forgo much of this export that is so
important to its economy. Despite this, the quick gains for the red metal
have held fairly well until recently.

It's also true that the past several weeks has seen the first significant
declines in the LME warehouse stocks of copper, with over 20,000 tonnes
moved off the list in a steady downshift. However, that was after stocks had
built to a higher level than last year’s peak in London, and a much higher one
still in Shanghai. The warehouse decline may have helped keep the quake
induced price spike in place. Added to that has been some incrementally
better economic stats coming out from various corners.

Strong numbers out of India, including a resumption of +7% growth on the
back of a Q4 '09 that saw a 14% gain in manufacturing that offset weak farm
output due to bad weather. These numbers suggest India continues moving
towards the next up shift in metal usage that China is already in.

The high base metal pricing has been sustained long enough that smaller
producers, and some exploration stories, are beginning to make headway in
the market. It is reasonable to expect decent Q1 numbers from producers
who have been able to sell in to recent spot prices. There has also been
room all along for beaten up explorers who have been ignored despite good
prospects to see some lift.

That said, we are not comfortable that there has been enough shift towards a
high inventories regime in the copper space to assume smooth sailing going
forward. The red metal is again seeing tandem warehouse and price
declines, and we continue to expect the market to remain choppy until there
is some clarity on what a sustainable base price looks like. We may finally
see some gain for base metal players delivering good drill-hole results, but
do expect risk discounts to remain large for the time being.

The balance of the base metals space continues to follow copper’s lead, for



the most part. The shifting sentiment is actually more obvious in the
uranium space were several successful explorers we follow have announced
bought-deal financings. Given the relative weakness the metal continues to
show in the limited number of “spot” sales, this has to be viewed as further
evidence that longer term optimism is returning. Even with the expectation
that European and US recoveries will be sluggish, sufficient demand is now
expected to keep the resource space moving forward.

That does not mean caution has been wrung out of the market. Gold
continues hold steady even on days when the US dollar is moving up. The
on-going game of musical stares the currency traders have with each other
in Dollar/Euro pairs got a little more interesting on the weekend. Chinese
Premiere Wen stated that he didn’'t think the RMB (as the external Yuan is
short formed) is undervalued and was tired of the West harping on the point.
As Asian analysts point out, the issue is as much about the harping as the
underlying question.

That is not likely to prevent further harping from politicians who are shy of
brownie points for their next round at the polls. There are plenty of those in
the US Congress in particular who have been writing up protectionist trade
notes. We won’'t bother rehashing the obvious observations about the US
biting the hand that has been writing the cheques lately.

Post Crunch trade diplomacy has so far mostly just lengthened the tether on
the protectionist monster. Any rumblings about taking its collar off will be
good for the yellow metal, though unfortunately because it would be bad for
the global economy. We would rather be focused on a return of the Indian
retail buyer to gold’s market, and are looking for that.

Details aside, gold explorers putting out good results and generating volume
continue to be well regarded by the market. Here too, bought deal
financings are available to those with liquidity on offer. This will continue to
be a favored space through the period of “stress-testing” of economies that
will come as governments peel back their stimulus spending. Those tests will
be measured in quarter by quarter terms.

The announced take over of Underworld by Kinross (see the update) also
speaks to the potential boon coming. Kinross must have decided that waiting
for the next few holes at Golden Saddle, which could add enough resource
expansion to bring more bidders in, was not worth the risk. They are willing
to pay full price for what is on the table now, and give UW a decent premium
to market, even though not all of the detail they might want is laid out yet.
In the process Kinross has made itself the most logical buyer for others who
may be successful this summer in the White River region.

That is a theme that has played out a number of times recently, and that we
expect to see continue. It has always been true that the most coveted
discoveries are those that can open a producer to a new district scale



potential. It’s getting tougher to find that kind of potential in comfortable
jurisdictions.

CELEBRATIONS AND CONFABS

The celebration that took hold at Vancouver’s Winter Olympics was indeed a
sight to behold. Though we had opined a party would get started, the scale
and the celebratory nature of it, particularly in light of early tragedy and
uncooperative weather, was eye opening. The city’s downtown was given
over to the games with little grousing once they were underway, and from
this sprang an unabashed show of Canadian pride.

As uncharacteristic and sometimes schmaltzy as this may have seemed to
visitors, we heard little complaint that the overt nationalism was shading
negative sentiments. Perhaps the visitors were just being polite on the
subject, but that would require inverting yet another stereotype.

Events grow beyond expectations when seemingly disparate things come
together. The much vaunted Own the Podium program may have built
expectations, but that really wasn’t conversation fodder on the streets so
much as at the TV interview level. There has been a sense in the aftermath
of the Crunch that the country, and the city, is on the right side of history.

The psychology of well being and the shifting of herds it can sometimes
generate, emotional states for which the “quants” of the finance world have
no programming, are important to determining how well people do in the
world. While the deep recession in the US has been hard on central Canada’s
manufacturing sector the country was never caught in the bad bank issue;
Vancouver slowed, but kept the perspective the drubbing it had when the
Asian Tigers melted in 1997 would be balanced out to the good this time
around. For the most part, it has been.

China, India and Brazil would not have continued on their growth paths after
the Crunch had they believed they needed the banks that were failing in the
US and Europe to do so. The market ups and downs as each new stat is laid
out rarely account properly for that underlying sentiment that will actually
determine how bright, or dull, the future will be. We are still looking for that
sentiment shift to take hold in the debtor nations. In the mean time we are
trying to find some tickets to the Paralympics sledge hockey tournament — all
the Canadian games are long since sold out.

The annual Prospectors and Developers Conference was underway in
Toronto less than a week after the Olympic flame had been doused in
Vancouver. Whereas there had been a large drop in attendees at last year’s
PDAC, this year some 20,000 people showed up in what is the largest
gathering of its kind in the industry. Since we can remember when the event
comfortably filled just the Royal York hotel (comfortable unless your room
was booked in beside someone’s hospitality suite), the event now takes over



much of downtown. The real change is not so much in size, but in
composition.

The grab bag that comes with picking up a name tag used to be
predominantly filled with pitches from different listed companies. This year
the dominant pitch was from different countries. To the Russian Far East
(“not far from Canada”) and half of South America was added a few African
states, and Papua New Guinea talking about the soon to be first ever deep
sea mining venture that is coming to its waters. The World Bank also had a
pitch.

The international component isn’t new, but it is now composed of ministerial
delegates who want to make sure the sector knows they are ready to move
developments forward. A similar message is coming from Canada’s native
groups who know they can sit down with companies and hammer out deals
that governments have to listen to.

This again feels like a new order in the making - one in which miners can
prosper, and therefore better aid the broader prosperity in the areas where
they work. Quite a turn around from a decade ago when miners, and most
others who lift heavy objects, were still being distained as “old economy”
while the last hurrahs of the Tech Bubble were being readied for a blow out.
The exponential growth potential of the Tech era has been replaced by the
shrinking supply concerns of the new resource era.

Even with processes in place and generally accepted to deal with very real
issues surrounding mine building, that won’t mean all is smooth sailing. We
still expect to see calls for greater returns to the governments who are doing
the courting. But now at least all parties are working from the realization
that nothing will be developed unless everyone can benefit from the process.
Cooperative capitalism, to coin a phrase.

There was a more cautious mood about stock picking this year. The turn
around many feared was years away last March has come so quickly it is
tough for many to accept.

That isn’t surprising. Mining is a cyclical business by nature. Those that
picked the wrong metals at the wrong end of a warehousing cycle usually
paid for their mistake with bankruptcy. There were many cycles that ended
that way before this secular one began. Those hard lessons have not been
forgotten by mining executives even now. Not surprising since several large
mining houses were much closer to spectacular demise a year ago than
many care to think about. That cautiousness has always been mirrored by
mining analysts and even the “optimistic Coffins” get an occasional bout of it.

We agree with the caution in principal. The better things are in the market
the harder it will be to find bargains. We like to think that we’ve done that
pretty well through the past year. Several picks are doing very well indeed.



We’ve learned the hard way to avoid that feeling of omnipotence that comes
just before a spectacular tumble. We are always on the lookout for new
stories but won’'t add companies willy nilly just to fill pages. The market isn’t
strong enough yet to lift all boats. We’re not afraid of it, but we’re still
checking for oars and life vests before pushing off.
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