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Bitcoin’s Fall from Grace

The reports of gold’s death at the hands of cryptocurrencies seems to have been greatly exaggerated. I can’t say that I’m 
surprised. We’ve warned investors about the instability of the cryptocurrency market and the false equivalency with gold, 
including in several posts over the past two years. In April 2018, we published Cryptocurrencies, Solid Gold or Just a Flash in 
the Pan?

Since reaching a high on December 14, 2017 ($18,674), the price of Bitcoin had fallen by a staggering 82% at the end of 
January 2019 ($3,417 as of 1/31/19). During the same period, the price of gold1 rose from approximately $1,262 an ounce to 
$1,321, a gain of 5%. Bitcoin’s market capitalization has plummeted from $120 billion to $61 billion and is dwarfed relative to 
the over $7 trillion in value in the above-ground gold supply.

Given cryptos’ 2018 rout, this is an opportune time to reflect on our earlier thesis and recent developments in the cryptocurrency 
market.

Figure 1: Bitcoin’s Rise and Fall (12/30/16 – 1/31/19)

Source: Bloomberg. 
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Figure 2: Price of Gold (Per Once; 12/30/16 – 1/31/19)

Source: Bloomberg.

Cryptos: New Gold or Fool’s Gold?

If we rewind to early 2018, Bitcoin and cryptocurrencies were all the rage, dominating media headlines and creating an 
investor frenzy, just as Bitcoin’s price began to fall sharply. Cryptocurrency bulls were boldly pronouncing that Bitcoin was 
the new “digital gold” that would succeed gold bullion as the alternative to fiat currencies. Amid this hype, many investors 
ignored the precious yellow metal. 

As leaders in precious metals and real asset investing, we at Sprott could see the telltale signs of a speculative bubble in 
assets that lack real, intrinsic value. Bitcoin’s rise and subsequent fall harken back to the early 2000s dot-com bubble when 
once exciting new internet ventures suddenly were seen as irrational business ideas and investor hysteria. From Pets.com to 
Kitty Coins (and the 679 other coins that are now residing in crypto heaven, according to Deadcoins.com), the parallels are 
abundant.

While exciting (by definition) when we’re in them, market bubbles pop as soon as psychology shifts and investors flee. Bitcoin 
was the perfect candidate for a market bubble: With zero underlying intrinsic value, Bitcoin’s value is driven purely 
by sentiment. 

Also, the presence of a shocking number of bad players in the cryptocurrency space has badly damaged investor confidence. 
The SEC has focused most of its efforts on stopping initial coin offerings (ICOs), which too often seem designed to scam 
investors. Greater oversight should help the cryptocurrency space in the long-term, but it has also culled out speculative value 
in scam coins—there are currently 182 scam coins listed on Deadcoins.com.
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Why Cryptocurrencies Struggle

We continue to argue that cryptocurrencies lack gold’s key benefits: they are not an effective store of value that can help 
investors protect their wealth. The fourth quarter of 2018 was a difficult time for financial markets and offers a telling 
snapshot of the relative protection provided by Bitcoin versus physical gold. For the three months, U.S. equities (as measured 
by the S&P 500 Index2) lost 13.52% while gold gained 7.54%. At the same time, Bitcoin lost 44.69%, acting the part 
of a risky asset precisely when most investors sought safe havens. 

Figure 3: Gold Outperforms in Q4 2018

Source: Bloomberg. 

Gold did what it typically does in a market calamity: Gold held or rose in value. Despite all of the hype and euphoria about 
“digital gold,” for investors looking for safety with low-volatility, uncorrelated assets, there is no substitute for the real thing. 

Gold Remains a Stalwart

Gold, along with silver, have been alternatives to fiat currencies, and in fact predate them, for millennia. It’s hard to refute 
their staying power. Gold and silver have a level of credibility that is essential in any financial asset, something that Bitcoin 
and other cryptocurrencies have clearly not earned.

The world’s central banks agree. In 2018 alone, central banks collectively added more gold to their reserves than in 50 years, 
according to the World Gold Council. 



Special Report 
February 14, 2019

4/6

Figure 4: Central Banks Increased 2018 Gold Buying by 74% YOY

Source: Macrobond, Macquarie Strategy, January 2019.

Gold is an Immutable Store of Value

Countries have trusted gold to be part of their currency reserves for centuries, given its proven track record as a reliable, 
immutable store of value. For the same reasons, individuals and institutions choose to hold gold and silver as part of their 
investment portfolios to protect wealth and diversify their portfolios. When things go wrong in the financial markets, history 
has shown that investors can rely on precious metals to help offset portfolio losses.

In practice, gold is also an inherently safer investment, regardless of cryptocurrencies’ theoretical promises of security and 
anonymity. When you store your gold and silver in a secure physical vault, there is little chance of theft. In most cases, the 
vault will insure against losses (as does the Royal Canadian Mint where precious metals bars representing the Sprott Physical 
Bullion Trusts are stored).

This is not the case with cryptocurrencies. A report from CipherTrace estimates that US$1.7 billion in cryptocurrencies 
were stolen in 2018. Most of these thefts were by hackers who nabbed coins directly from the exchanges. While crypto 
advocates value the fact that cryptocurrencies are bearer assets—meaning no personal ownership information is recorded 
and the holder is presumed to be the owner, no matter how they came to acquire them—there is a real risk of losing or 
having digital coins stolen. 
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Gold has No Equal

At Sprott, we are optimistic about blockchain technology as a means to securely record and track provenance and ownership of 
real assets and do believe that cryptocurrencies might make sense in specific portfolios. We’ve invested in several blockchain-
based technologies including VaultChain™ Gold and Silver, Emergent Technology and OneGold, a marketplace for digital 
precious metals.

But there are fundamental limits to cryptocurrencies as assets. Gold, on the other hand, will continue to serve as the 
preeminent store of value and as a safe haven investment, we believe. It has no equal.

More Sprott Insights on Cryptocurrencies

Cryptocurrencies, Solid Gold or Just a Flash in the Pan? – April 2018
Cryptocurrencies: New Gold or Fool’s Gold – October 2017
Why Cryptocurrencies (Bitcoin) are Unlikely to Usurp the Role of Gold – July 2017

http://www.sprott.com/insights/cryptocurrencies-solid-gold-or-just-a-flash-in-the-pan/
http://www.sprott.com/asset-tv-video-cryptocurrencies-new-gold-or-fool-s-gold-october-2017/
http://www.sprott.com/insights/sprott-gold-report-why-cryptocurrencies-bitcoin-are-unlikely-to-usurp-the-role-of-gold/
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1 Spot gold is measured by the XAU: The ISO 4217 standard code for one troy ounce of gold, considered as a currency.
2  S&P 500® Total Return Index represents 505 stocks issued by 500 large companies with market capitalizations of at least $6.1 billion, and reflects reinvestment of 

dividends. This Index is viewed as a leading indicator of U.S. equities and a reflection of the performance of the large-cap universe. The TR Index represents dividends 
reinvested.

Sprott Asset Management LP is the investment manager to the Sprott Physical Bullion Trusts (the “Trusts”). Important information about the Trusts, 
including the investment objectives and strategies, purchase options, applicable management fees, and expenses, is contained in the prospectus. Please 
read the document carefully before investing. 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 Trusts. 

The risks associated with investing in a Trust depend on the securities and assets in which the Trust invests, based upon the Trust’s particular objectives. 
There is no assurance that any Trust will achieve its investment objective, and its net asset value, yield and investment return will fluctuate from time 
to time with market conditions. There is no guarantee that the full amount of your original investment in a Trust will be returned to you. The Trusts are 
not insured by the Canada Deposit Insurance Corporation or any other government deposit insurer. Please read a Trust’s prospectus before investing.

The information contained herein does not constitute an offer or solicitation to 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 or the United States should contact their financial advisor to determine whether securities of the Funds may be lawfully sold in 
their jurisdiction.

The information provided is general in nature and is provided with the understanding that it may not be relied upon as, nor considered to be, the 
rendering or tax, legal, accounting or professional advice. Readers should consult with their own accountants and/or lawyers for advice on the specific 
circumstances before taking any action.

This article may not be reproduced in any form, or referred to in any other publication, without acknowledgement that it was produced 
by Sprott Asset Management LP and a reference to 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. Views expressed regarding a particular company, security, industry or market sector should 
not be considered an indication of trading intent of any investment funds managed by Sprott Asset Management LP. These views are not to be considered 
as investment advice nor should they be considered a recommendation to buy or sell. SAM LP and/or its affiliates may collectively beneficially own/control 
1% or more of any class of the equity securities of the issuers mentioned in this report. SAM LP and/or its affiliates may hold short position in any class of 
the equity securities of the issuers mentioned in this report. During the preceding 12 months, SAM LP and/or its affiliates may have received remuneration 
other than normal course investment advisory or trade execution services from the issuers mentioned in this report.

About Sprott
Sprott is a global alternative asset manager with a defining focus on precious metals and real assets 
investments. Through our subsidiaries in Canada, the U.S. and Asia, Sprott is dedicated to providing 
investors with world-class investment strategies that include exchange-listed products, active equity 
strategies and highly-specialized real asset investments. Our deep sector expertise creates investment 
and financing solutions unparalleled in the industry.
For more information, please visit sprott.com

PHYSICAL
BULLION TRUSTS

Sprott Physical Bullion Trusts provide a secure, 
convenient, exchange-traded alternative for 
investors who want to hold physical bullion.
SprottPhysicalBullion.com




