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With gold rapidly re-establishing
itself in its true historic role as
money, silver is once again coming
to the fore as “poor man'’s gold”:

As investment demand for gold inexorably
rises due to the relentless debasement
of all fiat paper currency, its price will
rise to levels that will make it the private
preserve of central bankers, sovereign
wealth funds, large institutions and
wealthy individuals. As a result of this
phenomenon, the general public will
increasingly switch its focus to silver

as a refuge from paper money excesses
and the impact on the silver price will
be dramatic.

Unlike gold, silver has many
industrial and medical applications
which absorb a significant proportion
of both new mine supply and
recovered scrap:

Investors seeking to position themselves
in physical silver will be in direct
competition with the traditional consumers
and this development alone will have a
salutary impact on silver prices.
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Silver is a remarkably small
market to begin with and a heavy
inflow of new capital into the
sector will consequently have
an outsized impact on price:

Silver’s overall market size is miniscule
with annual total supply from all sources
estimated to be little more than one

billion ounces. When compared to the
gold market, which is small in its own
right, annual availability of silver from all
sources has a dollar value of roughly 15%
of that of gold. In addition, some 70% of
silver supply goes to its traditional demand
sources (industrial, medical, jewelry) while
the vast proportion of gold is available for
investment demand.

The inventories of above-ground
silver have shrunk alarmingly over
the past fifty years:

Above-ground silver inventories were
estimated to be as high as ten billion
ounces at the end of the 1950's with the
vast proportion being held in the U.S and
China. In the succeeding fifty years, nearly
90% of this stockpile has disappeared,
attesting to silver’s chronic supply-

demand imbalance. To put it in context,
the roughly one billion ounces in inventory
today is worth some U.S $35 billion,

a figure which represents little more than
one week of U.S federal debt issuance,

a significant proportion of which is being
monetized by the Federal Reserve.

Silver's industrial and medical
applications are growing rapidly:

Complicating investor’s desires to own
more silver is the rapid growth in silver’s
non-investment sources of demand. Silver
may be the most versatile of all metals
and among its many attributes are:

a. Itis one of the best conductors
of electricity.

b. Itisthe second best reflector
of light behind rhodium, but at
a fraction of the cost.

c. Itis a biocide and has proven
very effective in killing germs.

Thus, not surprisingly, its demand is
exploding in such diverse fields as modern
electronics, solar panels and numerous
medical applications. In many of its varied
uses, it is difficult to find a cost-effective
substitute and because its usage in many
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instances constitutes a small proportion
of the total cost of the product, its demand
is relatively price inelastic.

Itis interesting to note that photographic
demand used to constitute nearly 33%

of non-investment demand but that has
virtually disappeared due to the wide
adoption of digital photography and

has been easily replaced by the new
applications. In addition, there was a high
recycling aspect to the photographic use
which is largely absent in today’s dynamic
new uses.

Increased mine supply will not
be a solution to accommodate
rising demand:

A very significant proportion of mine
supply is a by-product of base metal
production as there are remarkably few
pure silver mines in the world. Given the
world’s precarious economic and financial
situation, there is a high probability

of economic dislocation which would
severely cripple base metal demand

and may lead to mine closures. That
would have a significant impact on silver
supply. In addition, Peru and Mexico

are the world’s leading silver producers,
accounting for over one-third of world
production and geopolitical conditions are
deteriorating alarmingly in both countries,
most particularly Peru.

There has been a significant
change in the large and important
Chinese market:

For many years, China was known to
have large above-ground inventories

in conjunction with considerable mine
production (by a large margin, it is the
world's third largest producer behind
Mexico and Peru). Accordingly, it was

a substantial exporter of silver and

was instrumental in contributing to the
uneconomically low silver prices in past
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years. However, recently, their exports have
slowed to a trickle and Chinese investment
demand for silver has accelerated to

such an extent that China has actually
imported silver. Given the country’s vast
population, its growing wealth and its well-
advertised dissatisfaction with the status

of the U.S. dollar of which it is the major
holder, Chinese interest in silver can't be
underestimated.

India, the world's second most
populous country, has also sharply
increased its silver imports in
recent years:

The increase in Indian imports is not
terribly surprising, given the country’s
predilection for precious metals and its
growing wealth. However, unlike China
which is a significant producer, India has
to import most of its requirements and the
impact of this on the small silver market
is considerable.

The silver price has been
subjected to considerable
manipulation through the years
on Comex and other paper-based
exchanges:

The silver price has been subjected to

a well-documented price suppression
scheme for at least fifteen years. By virtue
of massive paper shorting by a group of
powerful bullion banks, the tiny silver
market has been abused and the price
rise to date, although substantial, has

not come close to reflecting the virtual
disappearance of above-ground inventory,
the dramatic tightening in the supply-
demand equation and the increasing
difficulty in acquiring physical silver.

One major bullion bank J.P. Morgan Chase
has been identified as a major miscreant
in a number of recently filed class action
lawsuits. The current outstanding paper
short position on the Comex alone vastly

exceeds the physical silver available on
that exchange. In addition, silver’s total
short position in relation to the amount of
annual production is so far out of line with
that of other commaodities, including gold,
that it can only be termed ridiculous.

There has been a proliferation
of paper silver products that soak
up investor demand but do not
have the physical silver backing
thatis alleged:

There have been a number of paper silver
products issued in recent years, many

of which are sponsored by the very same
bullion banks accused of malfeasance

in the paper silver market. A close
examination of the prospectuses indicates
that there is considerable leeway with
respect to the actual silver backing and
that the price can thus be replicated by
derivatives and other paper machinations.
As the public becomes more aware of
this and their financial vulnerability in
such vehicles, they will redirect their
money away from such products into
physical silver or items such as Sprott
Physical Silver Trust, which is backed

by documented, fully-allocated silver.
Given the extreme tightness of the
physical silver market, this will have

a considerable impact on price.

The U.S. Commodity Futures
Trading Commission (CFTC) has
been conducting an investigation
into alleged silver price irregularities
for the past three years:

Despite copious evidence of extensive
silver price manipulation provided

by numerous credible sources, the

CFTC has failed to conclude its inquiry,
essentially confirming that there has been
considerable chicanery in the market.
This obvious conclusion was backed by

a remarkable statement by one of the
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CFTC commissioners Bart Chilton over a
year ago. Chilton succinctly stated “Silver
markets have been subjected to repeated
attempts to influence prices. There has
been fraudulent efforts to persuade

and obviously control that price. Any
such violation of the law in this regard
should be prosecuted.” This statement

is not surprising given the explosive
information introduced at a March 2010
CFTC hearing by Andrew Maguire, a
veteran silver trader. Maquire provided
chapter and verse on the whole sordid
scheme, including a precise prediction that
unfolded exactly as advertised. However,
whatever the outcome of this inquiry,

itis unlikely to be anything other than
constructive for future silver prices.

The gold-silver ratio has varied
widely through the years but has
declined in the past to the range
of 10 or 15to 1in extended
precious metals bull markets:

The ratio of the gold price to the

silver price, which is currently in the
neighborhood of 50:1 and has been
dramatically higher when silver was in its
extended bear market in the 80’s and 90's,
often declines precipitously in extended
precious metals bull markets to as low as
10 or 15:1. Given that we are currently in
a powerful bull market with many years
to run and in view of the aforementioned
compelling reasons to own silver, a ratio
in that range certainly seems attainable
before this bull breathes its last. It is worth
noting that the ratio of 15:1 correlates
very closely with the ratio of gold to silver
thought to exist in the earth’s crust.

www.sprott.com

Conclusion

With the ongoing debasement of all
fiat paper currency essentially assured
by the magnitude of the debt problems
overwhelming the entire world, the prices
of gold and silver can only rise in these
currencies in the future. In that event,

a decline in the gold-silver price ratio
to the low end of the historical range
promises future percentage price gains
in silver that may exceed those already
achieved off the lows of the late 90's.

If that comes to pass, silver will qualify
as one of the great investments in
financial history.

Sprott Asset Management provides
investors with a number of investment
solutions that provide exposure to silver
and silver stocks. For more information
about these funds and investing

in precious metals please visit:
www.sprott.com/precious-metals-watch/
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John Embry
Chief Investment Strategist
Sprott Gold & Precious Minerals Fund

John Embry joined Sprott Asset Management LP as Chief Investment Strategist in March 2003, with a focus on the Sprott Gold and Precious
Minerals Fund. He plays an instrumental role in the corporate and investment policy of the firm. Mr. Embry, an industry expert in precious metals,
has researched the gold sector for over 47 years and has accumulated industry experience as a portfolio management specialist since 1963.

After graduating from the University of Manitoba with a Bachelor of Commerce degree, John Embry began his investment career as a stock selection
analyst and Portfolio Manager at Great West Life. He then became Vice President of Pension Investments for the entire firm. After 23 years with
the company, John became partner with United Bond and Share, the investment counseling firm acquired by Royal Bank in 1987. John was named
Vice-President, Equities and Portfolio Manager at RBC Global Investment Management, a $33 hillion organization where he oversaw $5 billion in
assets, including the flagship $2.9 billion Royal Canadian Equity Fund and the $250 million Royal Precious Metals Fund, the #1 ranked fund across
the country for its 2002 net performance of 153%.
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Royal Bank Plaza, South Tower
200 Bay Street, Suite 2700
Toronto, ON M5J 2J1

Toll Free: 1.866.299.9906
Web: www.sprott.com

The opinions, estimates and projections (“information”) contained within this report are solely those of Sprott Asset Management LP (“SAM LP”) and
are subject to change without notice. SAM LP makes every effort to ensure that the information has been derived from sources believed to be reliable
and accurate. However, SAM LP assumes no responsibility for any losses or damages, whether direct or indirect, which arise out of the use of this
information. SAM LP is not under any obligation to update or keep current the information contained herein. The information should not be regarded
by recipients as a substitute for the exercise of their own judgment. Please contact your own personal advisor on your particular circumstances. SAM
LP is the investment manager to the Sprott Funds. (the “Funds”). Important information about these Funds, including their investment objectives and
strategies, purchase options, and applicable management fees and expenses, is contained in their prospectus or offering memorandum. Please read
these documents carefully before investing. Commissions, trailing commissions, management fees, other charges and expenses all may be associated
with investing in the Funds. Investment funds are not guaranteed, their values change frequently and past performance may not be repeated. This
communication does not constitute an offer to sell or solicitation to purchase securities of the Funds. The information contained herein does not constitute
an offer or solicitation by anyone in the United States or in any other jurisdiction in which such an offer or solicitation is not authorized or to any person
to whom it is unlawful to make such an offer or solicitation. Prospective investors who are not resident in Canada should contact their financial advisor
to determine whether securities of the Funds may be lawfully sold in their jurisdiction.
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