From Precious Metal to Industrial Metal: A New
Silver Pricing Model

Stop looking at interest rates and gold. Start looking at the marginal cost of “physical
atoms.”
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In the pantheon of Wall Street analysts over the past fifty years, one single silver
pricing model has been worshipped:

P(Ag) = f(Real Rates, USD, Gold Price)

This model implies an assumption: Silver is merely “Gold’s volatile little brother”"—a
precious metal driven by liquidity and fear.

But as a Deep Insider, | am telling you: This model died in 2025. Why? Because
Physics doesn't care about your financial attributes. When the industrial demand for
a metal breaches the critical point of 60%, it undergoes a “Phase Transition.” It
ceases to be an “Asset” used for storage and becomes “Industrial Fuel” that must be
burned.

In the R.I.C.E. System (the Operating System of Chinese manufacturing), Silver is no
longer a precious metal. It is the “Conductive Oxygen” inside the hearts of
Photovoltaics and EVs. Without it, the “Deflation Machine” of Universe B would stop
running. Valuation models based on finance are no longer effective. Today, we
rebuild Silver’s valuation model using the Industrial First Principles of the Great
Bifurcation era.
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I. The Physics of Pricing: Marginal Cost x Scarcity Multiplier

In Universe B (The Industrial East), commodities are not priced by sentiment; they
are priced by Thermodynamics. The long-term pricing anchor for any critical
industrial metal (Copper, Aluminum, Lithium) follows this structure:

P = C(marginal) * M(scarcity)

e C(marginal) [The Physical Floor]: The cost that must be paid to produce that
“last ounce.” Below this line, supply physically vanishes.

e M(scarcity) [The Valuation Ceiling]: A multiplier determined by “Supply
Inelasticity” and “Demand Rigidity.”

This is not a theoretical hypothesis; this is the iron law of the factory floor:
e Copper: Multiplier = 1.3x (Supply is elastic; has some substitutability).
e Lithium: Multiplier = 2.5x — 3.5x (During structural shortage cycles).

Now, let’s calibrate this machine for Silver.
Il. Parameter Calibration: Auditing Real Data

The Real Floor: $22 - §25/ oz
Mainstream analysts love looking at “Average Cash Cost.” That is
meaningless. In a marginal market, the price is determined by the highest-cost
producer.
Driven by the irreversible decline in ore grades (Entropy Increase) and the
inflationary pressure of Universe A (The West), the true marginal cost of Silver
has structurally shifted up to $22 — $25 / oz. This is the physical hard deck.

The Scarcity Multiplier: Why 2.5x — 4.0x?

Why should Silver enjoy a higher multiplier than Copper (1.3x) and even benchmark
against Lithium?

Because of Double Inelasticity:
e Supply-Side Inelasticity: About 72% of global silver is a by-product. You cannot
mine more Lead/Zinc just to get more Silver. The supply curve is vertical.
e Demand-Side Inelasticity: Within Layer | (Integrated Clusters) of the R.I.C.E.
System, Silver's conductive performance in TOPCon/HJT batteries is
chemically non-negotiable.



Therefore, a reasonable industrial multiplier for Silver should fall between 2.5x
(Balanced State) and 4.0x (Structural Shortage).

lll. Valuation Calculation: Computing the “Industrial Constant”

Let's feed the data into the model. No complex calculus is needed, just brutal
arithmetic.

Level 1: The Physical Floor (Already Breached)

$22 (Cost) * 2.5 (Multiplier) = $55 / oz

Arbitrage Insight: The market smashed through this price back in 2024. Any price
below $55 is a physical mispricing of “atoms.”

Level 2: The New Normal (Current Pivot)

$24 (Cost) * 3.0 (Multiplier) = $72 / oz

Arbitrage Insight: This explains why ~$70 feels like support rather than resistance.
This is the equilibrium price required to keep the R.I.C.E. machine fed.

Level 3: The Natural Ceiling (No Policy Intervention)

$26 (Future Cost) * 4.0 (Multiplier) = $104 / oz

Arbitrage Insight: Driven purely by panic-hoarding at the enterprise level (e.g., PV
giants locking in raw materials), the price can organically push into triple digits.

Level 4: The Extreme Squeeze (Financial Panic)

$28 (Marginal Cost) * 4.5 (Multiplier) = $§126 / oz

Arbitrage Insight: This is the zone that even “CME Margin Hikes” cannot stop. It is
within reach, but hard to sustain under the old paradigm.

IV. “Identity Confirmation”: The Missing Variable

Our model shows the natural hard ceiling for 2026-2027 is at $105 — $115. Why
does it stop here?

Because currently, Silver’s pricing identity remains a “Strategic Commodity,’ not a
“Sovereign Asset.”

However, please pay close attention to the “Identity Shift.”

If the signal we observed in China’s latest Foreign Trade Law revision (Article
18.3)—where Beijing formally classifies Silver alongside Gold as a strategic
controlled resource—evolves into Central Bank balance sheet behavior, then the
Multiplier (M) will break through the industrial limit. It could potentially leap from
4.0x (Industrial Scarcity) to 10.0x (National Security Premium).

That is the “Black Swan” upside. But as Arbitrageurs, we don’t bet on Black Swans.
We bet on the “Gray Rhino” of industrial consumption.



Epilogue: Consensus is Chasing Reality

The real valuation revolution is not about how much the price has risen, but whether
the valuation model you use fits reality.

e The West is still trading a “Precious Metal” chart that is broken.

e The East is paying the price of the “Industrial Constant” to ensure survival.
Our model shows that $95 — $105 is not a bubble. It is the mathematically derived
fair value of a critical industrial component in Universe B.

Arbitrage Action Guide: As long as Silver is under $100, you are not buying a
speculative asset. You are buying the “Industrial Oxygen” of the 21st century at a

discount to its thermodynamic value.

See you on the hunting ground.
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