
Last month, when discussing the recent 
strength in the silver market as it reached 
$7.00, I forecasted even more of the 
same: 

“Now I think there is a solid prospect 
that silver could pass $8.00 in the next 
few weeks!” 

Twenty-two days later, silver settled in 
the U.S. markets at $8.12, its highest 
close since Black Monday—October 19, 
1987—when the Dow Jones Industrial 
Average fell a record 22.6% in one day. 

In the past week commodity contracts 
have changed hands at prices as high as 
$8.50 per ounce during trading hours.  

Silver’s close at $8.20 yesterday was 
its highest since it settled at $8.25 on 
August 6, 1987.  It has jumped 103% 
from a low of $4.04 on November 27, 
2001!   

While all this has been going on, gold 
has also been strong.  When it closed at 
$427.50 on April 1, that was its highest 
price since it closed at that same level on 
December 6, 1988. 

As silver climbed up over $6.00 and 
then $7.00 in the past few months, there 
had been a noticeable absence of inves-
tor liquidation that accompanied previ-
ous price surges. 

It wasn’t until silver closed above 
$7.50 on March 19 that we finally saw 
an increase in liquidation.  As the silver 
price kept rising, reaching $8.00 on April 
1, the floodgates opened. 

We rarely, maybe once a decade, send 
enough silver to refiners  to warrant the 
cost of an armored car to transport it.   

In the past two weeks, we have sent 
two shipments of silver by armored car. 

Liquidation soared so high that our 

March volume ended up being 
one of our top five months since 
the bullion price spike of 1979-
1980!  And April volume thus far 
is well ahead of March’s pace! 

Now that silver has reached 
$8.00, where to now? 

Sorry, my crystal ball is foggier 
than it was last month.  I don’t 
have so clear an expectation of 
what the silver market will do in 
the next few months.  So, let me 
review factors that could influ-
ence prices. 

 

What Could Cause Sil-
ver Prices To Stall Or 
Decline? 

 There are several influences af-
fecting the price of silver.  Let’s 
look at the some of the more im-
portant ones. 

Demand could fall.  Basic eco-
nomic theory tells us that as a commod-
ity’s price rises, demand falls.  That 
will certainly be true with silver.  What 
is important is how sensitive silver de-
mand might be to higher prices.   

The overwhelming demand for silver 
is for manufactured goods where it is 
only a small component of the overall 
products.  Products where silver is the 
primary raw material, such as jewelry 
and sterling silverware, accounts for 
less than 25% of silver demand.  Physi-
cal demand for silver for coinage and 
investment purposes is less than 5% of 
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total demand.   
A $50 product that uses maybe five cents 

worth of silver will be relatively unaffected 
if the price of silver doubled, tripled, or 
quadrupled.  If silver represented 5% of the 
cost of a product, a higher silver price 
would have a larger effect of the price of 
the final product. 

The price of silver spiked to $50.00 in 
February 1980; it averaged more than 
$20.00 for the whole year.  In inflation ad-
justed dollars, the annual average price of 
silver rose 263% from 1976 to 1980, yet 

(Continued on page 2) 

Summary Of Current LCS 
Recommendations For Precious 

Metals and Rare Coins 
     

How much of your total net worth should be in 
precious metals and rare coins? 
 

     Conservative  Moderate Aggressive 
       5-10%     10-20%   20-33% 
 

How much to allocate for each category of 
precious metals and rare coins?* 
 

     Conservative  Moderate Aggressive 
Gold       50%      40%       25% 
Silver      50%      50%       50% 
Rare Coins     0%      10%       25% 
TOTAL   100%     100%    100% 
 

*Platinum and palladium both have volatile markets 
with long-term supply/demand fundamentals that are 
not as attractive as those for gold, silver or rare coins.  
While either or both may outperform gold, silver or 
rare coins in the short- to long-term, to be conser- 
vative we have omitted them from our allocation.  



such capital investments.  However, since 
companies already had the equipment, they 
continued to use it.  As a result, silver recy-
cling has run at higher levels ever since than 
the prices of the past two decades would 
warrant.   

Silver recycling could increase, for in-
stance, if more silver were used for X-rays  
An increase for this reason, though, would 
be as a result of increased demand, so this 
would not have the net effect of reducing 
silver shortages. 

The recent surge in the liquidation of in-
vestment silver can temporarily reduce sil-
ver shortages, but there is almost no chance 
that it would cover shortages for more than 
a few months.  Such liquidations would 
have to run about 500% of recent annual 
levels over the course of an entire year just 
to bring the supply deficit down to zero.   

In the past, sharply higher prices led to a 
short-term spike in silver liquidation, fol-
lowed much lower levels of sales—because 
sellers of silver can no longer sell silver 
once they have unloaded their holdings 

So, for all practical purposes, higher silver 
prices will not bring enough new supplies of 
silver onto the market to cover the deficit 
for more than a few months. 

Government sales:  Governments world-
wide have less than 200 million ounces of 
silver holdings, a comparatively insignifi-
cant quantity.  Much of these holdings are 
for coinage or armaments usage, so it is 
unlikely that much would be sold simply 
because the price of silver was higher.  
Even if it all was completely sold, that 
would only cover about two years worth of 
supply deficits. 

There simply is not any magic way to in-
crease silver supplies to any great degree in 
the short-term.  Over several years, supplies 
might rise 25-50%, but this is not enough to 
halt rising prices today. 

The value of the U.S. dollar could in-
crease.  Since the Euro peaked in early 
January, the U.S. dollar has recovered about 
5%.  With the European Central Bank pro-
nouncements in the past month that it is 
thinking of cutting interest rates to help 
drive down the value of the Euro versus the 
dollar, that would tend to help the dollar in-
crease in value. 

But . . .  
Since the beginning of 2003, the Japanese 

central bank has purchased more than a 
$250 billion (that is $250,000,000,000) in 
U.S. dollars trying to prop up the value of 
American currency.  Despite spending an 
amount that is greater than the total reserves 
held by any but a handful of central banks, 
the Japanese yen has risen to a multi-year 

high against the dollar.  If the Japanese 
simply slow down this subsidy of the 
U.S. dollar, the dollar will decline. 

China, which holds the world’s sec-
ond largest cache of currency reserves 
after Japan, has fixed its currency to 
the U.S. dollar for the past several 
years.  It is dependent on a relatively 
weak U.S. dollar to support its current 
export levels.  If the dollar were to rise 
in value, that would wreak economic 
havoc in China.  It has no incentive to 
do anything which might increase the 
value of the dollar. 

Of course, a necessary pre-condition 
for the value of the dollar to rise is an 
expectation that inflation in the U.S. 
would remain in check. 

U.S. inflation levels would have to 
hold steady or decrease.  In an infla-
tionary environment, prices of goods 
and services increase (well, technically 
what is happening is that the currency 
is depreciating).  Government actions 
that can lead to inflation are huge 
budget deficits.  Huge trade deficits 
can also indicate that a nation’s cur-
rency is overvalued. 

The current American budget and 
trade deficits are so huge that econo-
mists are virtually unanimous that in-
flation is ready to roar.  The disagree-
ment is in predicting how soon.  Some 
say the prices will be rising before the 
November elections, while others 
think they may not hit until next year. 

No matter who is right, higher infla-
tion levels are all but guaranteed. 

 

Why Silver Could Rise 
Even Higher 

There are a number of other factors 
that could help hold down the price of 
silver, but I think you can see from the 
foregoing discussion that the odds of 
every single one of them happening 
are unlikely. 

What is more likely to happen is 
that, at a minimum, silver demand will 
not drop that much, new supplies will 
not increase enough,  the value of the 
U.S. dollar is more likely to fall than 
to increase, and American inflation 
levels are going to rise. 

At the very least, silver should hold 
its current levels.  Most likely, we will 
see even higher prices in the coming 
months.  There is even a sizeable 
chance that we could see breakaway 
prices of $15.00, $20.00 or even 
higher before the end of 2004! 

(Continued on page 3) 

total silver demand dropped only 
29%, from 514.7 million ounces in 
1976 down to 379.3 million ounces 
in 1981. 

From this I conclude that a dou-
bling of the price of silver will have 
a fairly minor affect on continuing 
demand.  I think it would take a sil-
ver price of at least $20.00 to have a 
noticeable impact on silver demand. 

Supplies could increase.  Once 
again basic economic theory tells us 
that as a commodity’s price in-
creases, available supplies increase.  
With all the liquidation we have seen 
recently, I’m sure that silver supplies 
are higher today than they were at 
the start of the year, for instance. 

However, silver can only come 
from three sources:  new mine pro-
duction, recycling, and government 
sales.   

New mine production:  I am sure 
that today’s higher silver price will 
spur the expansion of primary silver 
mining operations.  However, new 
mines take 2-5 years to develop, 
postponing their impact on supplies.  
Besides, only 20% of new mining 
supplies comes from primary silver 
mines. 

The other 80% of newly mined sil-
ver comes from gold, lead, zinc, cop-
per, and other mines where silver is 
only a by-product or co-product.  
The world’s two largest silver pro-
ducing mines for instance are the 
KGHM Polska Miedz copper mine 
in Poland (2001production 37.4 mil-
lion ounces) and Australia’s BHP 
Cannington lead-zinc mine (2001 
production 31.1 million ounces). 

For these mines, production levels 
depend on the prices of the primary 
metals.  Silver prices could double or 
triple with little impact on supplies 
from these secondary sources. 

Now, prices of these other metals 
have jumped in the past year, so I do 
expect silver from secondary mining 
operations to increase.  However, 
there will be a multi-year lag before 
production increases would be high 
enough to cover current supply 
shortages. 

Recycling:  When the price of sil-
ver hit $50.00 in 1980, companies 
made enormous investments in 
equipment to recycle silver.  Once 
prices fell sharply in the early 1980s, 
it was no longer economical to make 
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Since 1971, when the U.S. govern-
ment stopped trying to hold down the 
price of silver by flooding the market 
from the reserves it formerly held, the 
average inflation-adjusted silver price is 
more than $16.00 (in 2004 dollars).  
Over that time, the supplies of silver 
have come about 3% short of covering 
demand.   

That tells me that silver, though it 
may be at a 17-year high, is still ridicu-
lously underpriced. 

Another major indicator of a peaking 
silver price is if the London silver price 
develops a significant premium to the 
New York silver price (see the in depth 
discussion in the March issue).  Since 
there is little difference between the two 
markets today, I interpret that to mean 
that there is no supply squeeze.  That 
tells me that we are nowhere near a 
market peak. 

Instead of thinking that you might 
have missed the boat because you did-
n’t buy silver when the spot price was 
$4.50 or $5.50 or $6.50, consider that 
you can own it now for a lot less than it 
will likely be in the next few years.  To 
me, the downside looks limited and the 
upside is tremendous. 
 

Gold and Gold Coins 
Gold finished today at $422.25, up 

$22.25 (5.6%) from last month. 
Short sellers made one attempt to 

knock down the price of gold in mid-
March, but were thwarted at mush-
rooming demand when gold prices 
dropped under $400.   

After the American markets closed on 
March 23, the European Central Bank 
announced that is was seriously consid-
ering dropping a key interest rate.  Al-
though it did not drop this rate at its 
meeting last week, there is a good like-
lihood that it will occur at the next 
meeting. 

Dropping this rate would have the ef-
fect of making the Euro a less desirable 
currency, thereby reducing its value 
against other currencies such as the 
U.S. dollar.  With a falling Euro, that 
would make gold and silver more ex-
pensive in Europe, hurting demand.  
This announcement is one of the strong-
est measures that central bankers could 
take to halt a falling dollar. 

This news, perhaps the most negative 
news for precious metals in the past 
year, led to a quick drop in the after-
market prices of gold and silver. 

However, even this significant devel-

(Continued from page 2) opment could not stop rising precious 
metals markets.  Three days later, gold 
and silver prices were back above levels 
they were at before this announcement.  
They are even higher today. 

No doubt, the recent increase in vio-
lence in Iraq is making investors nerv-
ous.  When uncertainty increases, so 
does the preference for gold and silver 
instead of currencies and paper assets.  
Nonetheless, I suspect that the price of 
gold is only a few dollars higher than it 
would have been if the fighting in Iraq 
were still at levels of earlier this year. 

Higher silver prices helped draw at-
tention to how much the price of gold 
has climbed in the past couple of years.  
There was a modest increase in investor 
liquidation, though nothing like the 
flood of silver coming in. 

Along with the increase in investor 
liquidation, we also saw a modest in-
crease in investor demand.  With premi-
ums on several bullion issues remaining 
at higher levels than they were at the 
start of this year, that tells me that 
physical gold demand is much stronger 
than you might expect since gold has 
climbed from the $252 level just a few 
years ago. 

The best buys are still the U.S. 
American Arts Medallion (3.9%), 
Austria 100 Corona (3.6%), and South 
Africa Krugerrand (3.8%).  They are 
not as plentifully available as a few 
years ago.  In the past, if we were trying 
to fill an order for a thousand Austrian 
100 Coronas, we could have them in 
days.  Now it might take us up to three 
weeks to find enough sources to fill 
such an order. 

Some popular small European coins 
such as the British Sovereign (7.6%), 
French 20 Franc Rooster (8.8%), and 
Swiss 20 Francs (8.8%) have held 
steady in premium, no doubt influenced 
by the small drop in the Euro.  Such 
coins are well worth considering, espe-
cially when you consider that they used 
to trade at far higher premiums than to-
day.  When I bought Sovereigns for my 
personal account in 1973, for instance, 
they cost me about 50% above gold 
value.  

Common-Date U.S. Gold Coin 
prices are up in the past month, more or 
less in line with the change in gold spot.  
We have not seen a groundswell of 
public demand.  We are aware of some 
wholesalers stockpiling some of the 
more affordable elusive issues such as 
MS-63 and MS-64 $5.00 Liberties, 

$10.00 Liberties, and $10.00 Indians.  It 
would not surprise us to see prices rise 
10-20% by the end of this year over and 
above the change prompted by a rising 
gold spot. 

Better-Date U.S. Gold Coins have be-
come almost impossible to find, no mat-
ter the price.  You can find individual 
coins, but any group is invariably 
snapped up by the first wholesaler or 
major retailer who sees it.  Although we 
have been inordinately successful at fer-
reting out such lots over the past few 
years, we simply did not find any in the 
past month. 

However, we did have good fortune 
uncovering two interesting lots of World 
Gold Coins.  Mint State Denmark 20 
Kroner “Mermaids” used to be a really 
rare coin, until the Norwegian Gold 
Hoard hit the market in the late 1980s.  
They are still rare coins compared to 
other issues from larger European na-
tions, but we can offer a small group at a 
wonderful price.  See our offer for de-
tails. 

We also snapped up a group of United 
Kingdom 1/10 Ounce Gold Britannias.  
These were issued as bullion coins, and 
we offer them for sale as such, but it 
seems obvious that they are among the 
least common 1/10 ounce gold coins at 
such price levels.  If we had to chase 
some down for a special order, they 
might cost more than we are offering 
them to you in our flyer.         

 

Silver and Silver Coins 
Silver closed today at 8.18, up a whop-

ping $1.02 (14.2%) from four weeks 
ago.  Silver has now soared 37.5% since 
the end of last year! 

Higher silver prices and increased in-
vestor liquidations have resulted, as is 
typical, in falling premiums for silver 
coins and ingots. 

We have seen an increase in investor 
demand for silver bullion-priced prod-
ucts, but nowhere near the degree that in-
vestor sales have soared. 

It is quite possible that silver will 
pause at current levels while this tempo-
rary influx of supply masks the long-
term shortages.  I think that it has held 
over $8.00 long enough that you will 
likely see a surge in buying if prices go 
much below current levels.  You may 
have a window of a month or two to add 
to your holdings. 

Today you can purchase bags of U.S. 
90% Silver Coin (0.5%) for just four 
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cents per ounce above its intrinsic silver 
value.  With great liquidity and divisi-
bility, it is our most strongly recom-
mend form of physical silver now. 

If you are going for a really low pre-
mium form of silver, consider U.S. 40% 
Silver Coin (-1.6%).  It is now selling 
for 13 cents per ounce below silver 
value!  I hesitate to recommend it be-
cause of its bulk and because of poten-
tial liquidity problems if the price of sil-
ver jumps sharply, but there is no prob-
lem with the price. 

The premiums for 100-1 Ounce .999 
fine Ingots (5.3-6.1%) are also lower. 

Speculative idea:  Higher silver prices 
are really crippling demand for 2004 
Silver Eagle Dollars.  Mint sales are 
down about 20% year-to-date, with re-
cent sales down 60% compared to year-
earlier figures.  It appears that the Mint 
has already sold close to 5 million coins, 
which would keep it from being one of 
the lowest mintage issues.  But I think 
sales for the rest of 2004 will fall even 
more sharply—because wholesalers 
have higher than expected inventories.  
If you don’t mind speculating a little bit, 
you might want to put away some rolls.   

As for other U.S. Silver Eagle Dol-
lars (21.4%), however, I do not recom-
mend purchasing bulk quantities as a 
silver investment.  Their premium has 
fallen sharply from the 38% level 
twelve months ago.  Buyers of 90% 
Coin have done at least 10% better than 
those who purchased bulk Silver Eagles 
a year ago. 

In the June 2003 newsletter, I recom-
mended taking advantage of the too 
high gold/silver ratio to swap gold for 
silver.  At the time, the ratio was 80.6.  
Today it is down to 51.6.  Had someone 
swapped 100 Gold American Eagles for 
U.S. 90% Coin on June 4, 2003, they 
could have received $10,500 face of 
90% Coin.  Today, they could swap that 
$10,500 face of 90% Coin for 130 
American Eagles, a 30% increase that 
could have been achieved with no cash 
outlay. 

Although I anticipate that the gold/
silver ratio will decline further, it would 
be difficult for it to fall enough to cover 
the costs of making the swaps.  I no 
longer recommend such swaps. 

The stockpiling of High-Grade Com-
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The Month 
 

Gold Range        $32.00  8.0% 
  Net Change       +22.25 
Silver Range           1.15 16.1% 
  Net Change        +1.02 
Gold/Silver Ratio        51.6 
  Net change                -4.3 
Platinum Range     46.00  5.0% 
  Net Change       -46.00       
Platinum/Gold Ratio      2.06 
 

 Date   Gold     Silver  Platinum 
 Mar 10  400.00  7.16  917.00 
 Mar 11  400.50  7.17  897.00 
 Mar 12  395.50  7.05  901.00 
 
 Mar 15  399.50  7.13  908.00 
 Mar 16  402.25  7.15  898.00 
 Mar 17  406.75  7.24  901.00 
 Mar 18  411.00  7.45  891.00 
 Mar 19  412.50  7.54  884.00 
 
 Mar 22  417.25  7.61  891.00 
 Mar 23  419.75  7.69  905.00 
 Mar 24  417.00  7.64  910.00 
 Mar 25  416.50  7.59  905.00 
 Mar 26  422.00  7.70  904.00 
 
 Mar 29  417.00  7.61  882.00 
 Mar 30  421.25  7.76  889.00 
 Mar 31  427.00  7.92  901.00 
 Apr 01  427.50  8.12  910.00 
 Apr 02  421.00  8.12  895.00 
 
 Apr 05  415.25  8.10  881.00 
 Apr 06  418.25  8.20  874.00 
 Apr 07  422.25  8.18  871.00                  

London Silver Market Premium To New 
York Silver Market = 1¢ 
 

Gold, silver and platinum quotes are work-
ing spots at 2:45 EST/EDT each day, 
quoted in U.S. dollars per troy ounce. 

mon-Date Morgan and Peace Silver Dol-
lars continues.  Prices are up in a number 
of types and grades in the past month.  
Mint State Rolls of Morgan and Peace 
Silver Dollars are also on the way up. 

In such a strong silver market, it can be 
difficult to find bargains.  Wholesalers ei-
ther do not have anything to offer or they 
are stockpiling coins for coming promo-
tions.   

Fortunately, we came up with two size-
able groups of Mint State Pre-1967 Can-
ada Silver Dollars at the bid side of the 
wholesale market.  We offer them here at 
prices closer to their silver value than a 
number of government-issued 1 ounce sil-
ver coins. 

Everybody wants to find coins that they 
can purchase at bullion-related prices with 
the prospect of one day selling them for a 
rare coin premium.  Mint State Pre-1967 
Canadian Silver Dollars offer that poten-
tial.   See our flyer for details.   

 

LCS’s Heller Earns 2004 En-
trepreneurial Award Of 
Greater Lansing 

At the 2004 10th Annual Entrepreneurial 
Awards of Greater Lansing ceremony on 
March 18, Liberty Coin Service’s owner 
and general manager Pat Heller was recog-
nized with the Socially Responsible Entre-
preneur award.  In announcing the award, 
Chris Holman, publisher of The Greater 
Lansing Business Monthly, cited Heller’s 
work involving students and the general 
public is several steps of the process of se-
lecting a design for the 2004 Michigan 
Quarter and the recently concluded “Cans 
For Quarters” program where LCS gave 
away Michigan Quarters to those bringing 
in cash and food donations for the Greater 
Lansing Food Bank.   

Although LCS is not the first coin dealer 
to give away state quarters for food bank 
donations, it did receive enough publicity 
that numismatists in two other Michigan 
cities started their own programs.  The 
weekly newspaper Coin World urged other 
dealers and collectors to follow LCS’s ex-
ample when their state quarters appear. 

In accepting the award, Heller noted that 
LCS’s growth and success over the years 
would not have been possible without the 
tremendous support and inspiration from 
family members and co-workers. 

The Cans For Quarters program is now 
over, though a few donations are still trick-
ing in.  Nearly 6,000 pounds of food was 
collected and over $6,500 in cash.  We 
thank everyone for their generous support 
of the Greater Lansing Food Bank. 


