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You know silver’s doing well when the commentators start giving it the ‘gold’ treatment. Silver’s recent rise has been so 
spectacular that it’s caught many investors off guard. It’s natural to be sceptical when you don’t know the fundamentals 
driving strong performance, and many pundits and commentators have been quick to downplay it as a result - much like 
they do towards gold when it enjoys a run. Silver is also an awkward metal for them to categorize. Is it a commodity, a 
monetary metal, or both? And which side is driving demand? If it’s industrial demand, that’s ok, because that’s bullish. 
But if it’s investment demand for silver as ‘money’, well then that’s sort of bearish, isn’t it? The fact remains that most 
commentators have failed to grasp the monetary shifts that silver is signaling today, and in doing so they’ve failed to 
appreciate just how high it could actually go. 

The financial media’s failure to grasp the benefits of precious metals ownership continues to perplex us, and it’s not just 
the commentators who are prone to perpetual disbelief. The sell side analysts are equally as irresolute. According to 
Bloomberg, the ‘expert’ consensus silver price forecast for 2011 is $29.50, representing a 31% discount from the current 
spot price. This same group of analysts also predicts prices will decline another 25% in 2012 and a further 9% in 2013 
to $20 an ounce. When you consider that the silver price has appreciated by over 21% annually over the past 10 years, 
these forecasts suggest a very dramatic change in the long-term trend. Will this reversal come true? Probably not. These 
were the same analysts who predicted that spot silver prices would average $18.65 this year - so they’ve missed the 
mark by over 100% thus far. 

We don’t mean to bash the silver analyst community, and there are several whom we highly respect, but it is important 
for silver investors to appreciate that these price forecasts are being plugged into financial models that dictate equity 
valuations. These models are used by traders, bankers, analysts, and portfolio managers to derive valuations for silver 
stocks and create asset allocations for portfolios. To anyone questioning current silver equity valuations, we would ask: 
what price assumptions are you using? Of course we as allocators of capital are thankful for this phenomenon, as it 
allows us to buy our favourite silver stocks on the cheap, knowing full well that the herd will be following behind in due 
course as those backward-looking forecasts get ratcheted higher.

How can we be so confident that the price of silver will continue on its upward trajectory? Our thesis is premised on the 
most rudimentary of economic principles – supply and demand. 

One of the key indicators that we’ve been monitoring is the gold/silver ratio. Much has been written about the ratio of 
late, and we won’t go into great detail on the subject, other than to note that the last time money was synonymous with 
defined amounts of gold and silver, the ratio was set at 16-to-one. In fact, for most of the past millennium, one ounce of 
gold would have been convertible to somewhere between 10 and 16 ounces of silver - an amount roughly in line with 

Follow the Money
By: Eric Sprott & Andrew Morris



2

the relative occurrence of each mineral within the earth’s crust.1 For the better part of the past century, due to the world’s 
abandonment of bimetallism and then the gold standard, the gold/silver ratio has fluctuated widely, twice reaching lows 
near the 15-to-one mark and a high of 100-to-one back in the early 1990’s. The most recent high reached in the latter 
part of 2009 was nearly 80-to-one. Since then the ratio has been tumbling to where it stands now at 35-to-one – which 
reflects the incredible outperformance of silver over that time period. In our opinion, this ratio will continue to move lower, 
driven by nothing more than basic supply/demand fundamentals. 

The US Mint, which is the world’s largest silver and gold coin manufacturer, recently reported that it had sold 13 million 
ounces of silver coins and 370 thousand ounces of gold coins on a year-to-date basis.2 This means that the US Mint is 
now selling roughly equal amounts of silver and gold in dollars so far this year. Furthermore, bullion dealers like Sprott 
Money and GoldMoney have confirmed with us that they are now selling more silver than gold in dollar terms. For 
additional confirmation of this investment trend, just look at the flows for the two largest gold and silver ETFs. Investors 
have withdrawn approximately $3 billion from the GLD so far this year while the SLV has seen net inflows of $370 million 
over the same period. Dollar for dollar, investors are allocating as much if not more money to silver than to gold. And why 
shouldn’t they? Silver is much more of a “precious” metal than the current ratio of 35-to-one would suggest. 

To explain, we must first address mine supply. In 2010, the world mined approximately 736 million ounces of silver and 85 
million ounces of gold.3 The world also produced an additional 215 million ounces of silver and 53 million ounces of gold 
from recycled scrap.4 Adding both together brings us 951 million ounces of silver and 139 million ounces of gold supply, 
for a ratio of seven ounces of silver to one ounce of gold.

Interestingly, this ratio is very similar to the ratio of available in-situ silver and gold reserves. The U.S. Geological Survey 
estimates that there are current in-situ reserves of approximately 16.4 billion ounces of silver versus 1.6 billion ounces 
for gold, or about a 10-to-one ratio.5  

The case for silver is even more compelling when one considers the ramifications of its dual role as both an investment 
and industrial metal. Last year, non-investment demand for silver (which includes industrial, photographic, and silverware 
demand) totaled approximately 610 million ounces.6 This represents approximately 64% of primary supply, leaving 
approximately 341 million ounces to satisfy investment demand.7 On the gold side, industrial usage totaled 13 million 
ounces, or about 10% of primary supply, leaving approximately 125 million ounces left over for investment demand.8 So, 
after netting out the industrial usage the primary supply left over for investment demand is about 2.7 times that for gold. 
However, if we convert those ounces to dollars at current prices, we’re left with $15 billion worth of silver available for 
investment versus $186 billion worth of gold, or a one-to-13 ratio of silver to gold! This means that in terms of primary 
supply, silver only has 8% of the capacity for investment that gold does despite having equal if not more dollars flowing 
into it.  

Now, it’s true that another potential source of supply is the very silver that investors already own - and at the right silver 
price these inventories of silver and gold bullion may be sold into the market to supplement any supply shortfalls. As 
we’ve noted previously, however, due to decades of underinvestment, the amount of silver bullion inventories are actually 
extremely small, even compared to those of gold.9 Recent estimates suggest that reported silver bullion inventories stand 
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at roughly 1.2 billion ounces versus 2.2 billion ounces of gold bullion, or roughly a 0.5-to-one ratio.10 To put that amount 
in perspective, consider that at present there is only $52 billion worth of silver bullion/coins and over $3.3 trillion worth of 
gold in inventory which could potentially be recirculated into the market. Converting this to a ratio, you get a one-to-63 
ratio of silver to gold inventories. So how is silver still priced at 35-to-one?!

All indications lead us to believe that there is now roughly an equal amount of investment flowing into silver and gold 
on a dollar-for-dollar basis. And although the price ratio of silver to gold has fallen substantially since the highs of 2009, 
our analysis strongly suggests that this ratio must move lower to restore a fundamental balance between supply and 
demand. Only time will tell how much lower it will go, but we would not be surprised to see it hit single digits before settling 
into a more sustainable equilibrium. 

What the so-called silver ‘experts’ neglect to account for in their models and projections is that the fiat money experiment 
has failed. And in this context, we believe the Market has assigned world reserve currency status to gold - not USD, not 
EUR, and not JPY. In our opinion, gold’s continued appreciation vis-à-vis every currency is assured because the great 
flight from fiat has only just begun. Like gold, silver also has a long monetary history, and as such, investors are now 
also buying silver as protection from the ravages of fiat currency debasement. Yet, when compared to gold, it is silver 
that offers the most attractive value proposition by virtue of the gross mispricing of its scarcity, which, we might add, has 
existed for many years. Thus, in our opinion, as this new bimetallic standard takes root, silver investors will continue to 
be justly rewarded with marked outperformance. We truly believe that this is the investment opportunity of a lifetime, and 
increasingly so, others are taking heed. What is clear to us is that with equal investment dollars now flowing into silver 
and gold, the current 35-to-one ratio is unsustainable and has only one direction to go: lower.
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Sprott at a Glance
With a history going back to 1981, Sprott Inc. offers a collection of  investment managers, united by one common goal; delivering 
superior long-term returns to our investors. Sprott has a team of  best-in-class portfolio managers, market strategists, technical 
experts and analysts that is widely-recognized for its investment expertise, performance results and unique investment approach. 
Our Investment Team relentlessly pursues a deeper level of  knowledge and understanding which allows it to develop unique 
macroeconomic and company insights. Our team-based approach allows us to uncover the most attractive investment opportunities 
for our investors. When an emerging investment opportunity is identified, we invest decisively and with conviction. We also co-invest 
our own capital to align our interests with our investors.

Our history of  outperformance speaks for itself.

Our Businesses

The company currently operates through four distinct business 
units: Sprott Asset Management LP, Sprott Private Wealth LP, 
Sprott Consulting LP and Sprott U.S. Holdings Inc.

Sprott Asset Management LP is the investment manager of  
the Sprott family of  mutual funds, hedge funds and discretionary 
managed accounts. Sprott Asset Management offers a Best-in-
Class Investment Team led by Eric Sprott, world renowned 
money manager. The firm manages diverse mandates united 
by the same goal: delivering superior returns to investors. Our 
team of  investment professionals employs an opportunistic, high 
conviction and team-based approach, focusing on undervalued 
securities with the greatest return potential. 

For more information, please visit www.sprott.com

Sprott Private Wealth LP provides customized wealth 
management to Canadian high-net worth investors, including 
entrepreneurs, professionals, family trusts, foundations and 
estates. We are dedicated to serving our clients through 
relationships based on integrity and mutual trust. 

For more information, please visit www.sprottwealth.com

“�Performance has always been the 
core objective of  our firm and in 2010, 
Sprott Asset Management delivered 
significant out-performance for our 
investors.”

For further information, please contact invest@sprott.com

Sprott Consulting LP provides active management services 
to independent public and private companies and partnerships 
to capitalize on unique business opportunities. The firm offers 
deep bench strength with a highly-talented and knowledgeable 
team of  professionals who have extensive experience and a 
proven ability to design creative solutions that lead to market-
beating value improvement.

For more information, please visit www.sprottconsulting.com

Sprott U.S. Holdings Inc. offers specialized brokerage 
services and asset management in the natural resource sector. 
Global Resource Investments Ltd., our full-service U.S. 
brokerage firm, specializes in natural resource investments  
in the United States, Canada and Australia.

Founded in 1993, the firm is led by Rick Rule, a leading 
authority on investing in global natural resource companies. 
More than just brokers, the team is comprised of  geologists, 
mining engineers, scientists and investment professionals. 

For more information, please visit www.gril.net


