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How to Build a Business out of an Asset
Class Everybody Wrote Off for Dead
“Gold is like a religion” says Sprott’s CEO.
BY JULIE

SEGAL

G

old has been rallying for more
than a year, as investors have
sought refuge from a growing
U.S.-China trade war and fears this
week of the economic effects of the
spreading coronavirus.
Despite the recent outperformance,
the long dry spell tested the fortitude of
the small number of asset managers dedicated to the commodity, including Sprott,
which has $11.3 billion in precious metals
and mining investments.
Gold returned almost nothing between 2011 and 2019. For the ten years
from December 1999 through December
2010, however, it gained 15.6 percent annually on average. Looking over the 20
years from the end of December 1999 to
December 2019, the average annual return of gold (as measured by a standard
futures contract called GOLD Comdty)
was 8.66 percent. Recent good news for
the metal was reflected in 2019 as well
when gold returned 18.31 percent, compared to bonds’ return of 8.72 percent as
measured by the Bloomberg Barclays US
Aggregate Bond Index.
“We were willing to be contrarian and
patient. But [the years between] 2011 and
2018 were really tough, as clients gave up
on gold,” said Sprott CEO Peter Grosskopf, who runs the publicly traded investment shop based in Toronto, in an interview. “Central banks were resuscitating
markets and nobody felt they needed to
have gold.” Sprott sells a variety of prod-
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ucts and services, including physical bullion trusts, gold-mining exchange-traded
funds, precious metal equity strategies,
lending, and wealth management.
Given the rally, investors have
warmed up to the asset recently. Flows
into gold ETFs grew 14 percent in 2019
and reached all-time highs.
Specialist managers need deep pockets and a strategy to remain focused on
the ins and outs of their niches, while also
surviving the lean years, experts said. Gold
and gold stocks do well over a complete

market cycle, but can often suffer from
steep falls in between, scaring away investors and posing financial challenges to asset managers.
The benefit, however, can be fewer competitors. Although a broad range
of managers offer gold funds, such as
VanEck and First Eagle Investment Management, only a few work solely in the
category.
During the most recent tough years,
Sprott, bought up rivals and hired away
their talent.
In January, Toronto-based Sprott rebuilt its equity franchise via the acquisition of Tocqueville’s gold equities asset
management business. Sprott gained $1.8
billion in institutional and retail assets,
including the Tocqueville Gold Fund.
Tocqueville’s legendary gold manager John Hathaway and Sprott president
Whitney George had been talking for
more than a year before forming a joint
venture last February to co-manage a
precious metals mining strategy.
But in 2017, Sprott had sold its entire
diversified funds business to focus on
gold, raise cash, and protect its balance
sheet.
“That was a gut-checking decision
because there were stable cash flows in
those diversified funds, many of which
were private credit,” said Grosskopf. “We
didn’t get a huge price for them, but did
what we thought we could to be the best
at gold.”

Many large funds have been shut
down or reorganized over the last few
years. Just two examples are First State
Investments shutting down its global
natural resources fund, while Vanguard
restructured its Precious Metals and
Mining Fund in 2018 to be a more broadly diversified fund that invests in commodities-oriented industries.
“People thought we were crazy to think
we could build a whole firm on gold. They
thought we were crazy old gold bugs, although a lot of people still have that view,”
said Grosskopf. “But we had enough familiarity to know that was dead wrong.”
The investable gold universe is valued
at about $3.4 trillion, with most in bullion. In addition, most funds are passive,
with only a few asset managers actively picking stocks. “That creates a lot of

dislocation and we didn’t think you could
go about that without an active team of
real experts. We kept building and hiring as everybody was letting people go,”
Grosskopf went on.
Even though Sprott limits itself to precious metals, it has diversified itself in
other ways, including lending money to
gold companies as they build their next
mine — and sharing in the upside. The
strategy performed well, even when the
funds did not. “It gave us something that
we could go to institutions with and say
give this sector a try. It’s more conservative than equity,’” said Grosskopf. “We
told all of our portfolio managers that the
gold market will go up and down, but you
need to deliver performance even in a flat
gold-price environment.”
Sprott argued that the metal

deserves a permanent place in portfolios,
while saying that gold equities present a
tactical opportunity right now. Since
the peak in 2011, gold mining companies
have declined about 70 percent. In similar periods, these stocks have rebounded and significantly outperformed the
broader market.
“Gold is like a religion,” said Grosskopf. “It’s a very strange area because
everyone has a preconceived notion
about gold: it’s volatile, it’s a relic, it
doesn’t pay interest, it’s not liquid.
Almost all of those notions are incorrect.
It’s a hugely liquid and deep market that
acts as a counterweight to confidence.
The more confidence in the market, the
weaker gold is. But it’s slowly winning
sophisticated users like pensions, endowments, and family offices.”
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Important Disclosure
This content is intended solely for the use of Sprott Asset Management USA Inc. for use with investors and interested parties. Investments, commentary and statements are
unique and may not be reflective of investments and commentary in other strategies managed by Sprott Asset Management USA, Inc., Sprott Asset Management LP, Sprott
Inc., or any other Sprott entity or affiliate. Opinions expressed in this presentation are those of the presenter and may vary widely from opinions of other Sprott affiliated
Portfolio Managers or investment professionals.
The intended use of this material is for information purposes only and is not intended to be an offer or solicitation for the sale of any financial product or service or a recommendation or determination that any investment strategy is suitable for a specific investor. Investors should seek financial advice regarding the suitability of any investment
strategy based on the objectives of the investor, financial situation, investment horizon, and their particular needs. This information is not intended to provide financial, tax,
legal, accounting or other professional advice since such advice always requires consideration of individual circumstances. The investments discussed herein are not insured
by the FDIC or any other governmental agency, are subject to risks, including a possible loss of the principal amount invested.
Sprott Physical Bullion Trusts
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 any 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. 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.
Sprott ETFs
An investor should consider the investment objectives, risks, charges and expenses carefully before investing. To obtain a Statutory Prospectus, which contains this and
other information please contact your financial professional, visit http://www.sprottetfs.com or call 888.622.1813. Read the Statutory Prospectus carefully before investing.
Sprott Gold Miners ETF and Sprott Junior Gold Miners ETF shares are not individually redeemable. Investors buy and sell shares of the Sprott Gold Miners ETF on a secondary market. Only market makers or “authorized participants” may trade directly with the Fund, typically in blocks of 50,000 shares. The Fund is not suitable for all investors.
There are risks involved with investing in ETFs including the loss of money. The Fund is considered non-diversified and can invest a greater portion of assets in securities of
individual issuers than a diversified fund. As a result, changes in the market value of a single investment could cause greater fluctuations in share price than would occur in a
diversified fund.
Sprott Gold Equity Fund
Investors should carefully consider investment objectives, risks, charges and expenses. This and other important information is contained in the
fund prospectus which should be considered carefully before investing. Click here to obtain the prospectus or call 888.622.1813.
Sprott Gold Equity Fund invests in gold and other precious metals, which involves additional and special risks, such as the possibility for substantial price fluctuations over
a short period of time; the market for gold/precious metals is relatively limited; the sources of gold/precious metals are concentrated in countries that have the potential for
instability; and the market for gold/precious metals is unregulated. The Fund may also invest in foreign securities, which are subject to special risks including: differences in
accounting methods; the value of foreign currencies may decline relative to the U.S. dollar; a foreign government may expropriate the Fund’s assets; and political, social or
economic instability in a foreign country in which the Fund invests may cause the value of the Fund’s investments to decline. The Fund is non-diversified, meaning it may
concentrate its assets in fewer individual holdings than a diversified fund. Therefore, the Fund is more exposed to individual stock volatility than a diversified fund.
NOT FDIC INSURED • MAY LOSE VALUE • NOT BANK GUARANTEED
Sprott Asset Management LP is the investment adviser to the Fund. 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. Sprott
Global Resource Investments Ltd. is the Fund’s distributor.

