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In August 1988, the Hunt Brothers were found guilty by a jury of conspiracy, manipulation, monopolization, racketeering and
fraud. Using a behavioral model, we aim to quantify the extent of manipulation in the silver market during the 1970s and the
1980s, with a specific focus on the period leading up to the Silver Crisis. Our behavioral model takes account of the role of
fundamentals, manipulation and speculation. Our results indicate very little evidence of manipulation in the silver market in
the run up to the Silver Crisis. Both fundamentals and speculation dominate the silver market during our sample, with
speculation particularly important in the latter half of the 1970s.

Introduction

Our aim in this study is to quantify the extent of manipulation in the silver market, with a specific focus
on the period leading up to the Silver Crisis, where prices rose from S8 (per troy ounce) to highs of $50 on
January 21, 1980 (see Williams, 1995). The Hunt Brothers were found guilty, along with a number of their
associates, of manipulating the price of silver during late 1979 and into early 1980.% In addition to our
guantification of manipulation versus speculation, we also address whether the manipulation was an
isolated incident or whether manipulation became pervasive into the 1980s. In order to quantify the role
of manipulation in the silver market, we examine the role of a combined set of actors or investors, using
a behavioral finance model.?

We distinguish between long-term investors, namely those focusing on fundamentals, and short-term
investors. We focus on two types of short-term investors, Speculators and Manipulators. Both
Speculators and Manipulators have a short-term investment horizon, however the Speculators act
rationally, while the Manipulators take a contrarian position. We also examine the case of agents that are
only interested in long-run fundamentals (Fundamentalists). Rather than examining each case separately,
we simultaneously combine all three agents in relation to silver price movements.

Our results provide consistent evidence that the price of silver was not driven by manipulation in the latter
half of the 1970s, the early 1980s or at any point during our 1970/1980 sample. While Manipulators were
present, their role in influencing silver prices was small and was always less than that played by
Speculators. During the 1970s and the subsequent Silver Crisis, we find that speculation played a
dominant role, relative to manipulation, in the determination of silver prices. Our results indicate that
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peak speculative activity occurred in 1978 and 1979, in advance of the period price highs (January 21,
1980 - $50). Our results also emphasize the role of speculation during the mid-to-late 1970s and the
limited role of manipulative activity during this particular period.

Hypothesis Test

We examine the dominance of manipulation during the second half of the 1970s into the early 1980s and
across our overall 1970/1980s sample. We examine whether manipulation dominated, as would be
consistent given the trial outcome, during the Silver Crisis. Using our behavioral model, we can formally
determine the dominance of rational focused agents (Speculators and Fundamentalists) versus irrational
agents (Manipulators).

Hypothesis 1: Manipulation was the dominant strategy in advance and during the Silver Crisis
Hla: Manipulators dominated the combined role played by Fundamentalists and Speculators
Behavioral Model and Data

In order to quantify the role of manipulation in the silver market, we examine the role of a combined set
of actors or investors, using a behavioral finance model.> We distinguish between long-term investors,
namely those focusing on fundamentals, and short-term investors. We focus on two types of short-term
investors, Speculators and Manipulators. We consider the case of short-term investors operating on
legitimate grounds, who attempt to benefit from price changes (Speculators) and those that actively
engage in pushing prices away from their fundamental value (Manipulators). Gorton and Rouwenhorst
(2006) have highlighted that commodity futures allow producers to hedge their exposure to uncertain
price movements in the future. In return for providing this insurance, the investors (or Speculators) in
commodity futures are paid compensation for bearing this risk. This transfer of risk from producers to
Speculators reflects the socially beneficial role being played by Speculators. However, with Manipulators
pushing prices away from their fundamental value, prices do not reflect the proper information signal to
consumers and producers. We also examine the case of agents that are only interested in long-run
fundamentals (Fundamentalists). Rather than examining each case separately, we simultaneously
combine all three agents in relation to silver price movements.

Our study examines the market for silver during the 1970s and the 1980s. The market prices for silver
trading on the COMEX exchange, with delivery months in January, February, March, April, May, July,
September, and December are considered. Data is monthly and sourced via the Commodity Research
Bureau (CRB), which in turn is now owned by Barchart.* The proxy for the spot price (Pt) is the spot (front
month) futures contract, i.e., the contract expiring in month t. The proxy for the futures price (Ft) will
then be the next-to-expire futures contract. Thus, the spot and futures prices represent the exact same
good and the time intervals between the two delivery dates is known. Silver prices (solid line) and open
interest (broken line), representing gross positions, are reported in Figure 1 on the next page. The Silver
Crisis period is defined as May 1979 to April 1980. The figure clearly displays a distinct difference in open
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interest in the 1970s versus the 1980s. The series of spikes in open interest are large and peak prior to
1979, with a considerable stabilization occurring from 1981 onward.

Figure 1
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The results presented in Figure 2 indicate a significant and consistent role for both speculation and
fundamentals. Our graphical results are very much at odds with the trial outcome, but perfectly consistent
within the narrative of the relatively limited literature on the Silver Crisis.” A steady rise in speculation is
observed during the second half of the 1970s. During this period, levels associated with manipulation
declined and were certainly always dominated by both speculation and fundamentals.

Figure 2
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To shed further light on this, we formally test our hypothesis that Manipulators dominates the combined
role of Speculators and Fundamentalists. We test our hypothesis on the full sample of data, as well as a
series of sub-samples including the Silver Crisis and both the pre and post crisis. Table 1 reports consistent
evidence that the share associated with Manipulators does not dominate the combined role of
Speculators and Fundamentalists. Importantly this includes an analysis for both the crisis and the pre-
crisis, as well as the post crisis 1980s. Irrespective of the chosen sample, we consistently reject the
hypothesis that Manipulators dominate the combined role of Speculators and Fundamentalists.

Table 1
Test Equality Means for Different Subsample Periods
Statistic Period Pre- May 1979- Period Post- Full sample excluding Full sample
(p-value) May 1979 April 1980 April 1980 May 1979-April 1980
Hy, 22,3148 17. 9984 36.7307*" 42. 2852 43.7268""
Dy >
Hres
(0.0000) (0.0000) (0.0000) (0.0000) (0.0000)

The distinction between manipulation and speculation, in terms of risk sharing and rationality, is key from
an academic perspective, but more importantly from a policy and regulatory point of view. Our behavioral
model provides very consistent evidence of the small role being played by manipulation during the Silver
Crisis. As can be seen from Figure 2, a far greater role is being played by speculators from the mid-1970s.

Conclusions

Using a behavioral finance model, and for the first time (to the best of our knowledge), we formally
examine the role of manipulation in the silver market, including the Silver Crisis period. We distinguish
between long-term investors, namely those focusing on fundamentals, and short-term investors. Our
specification of short-term investors, Speculators and Manipulators, are most relevant for the Silver Crisis
period. In particular, Speculators in our behavioral model act in a fully rational manner and make no
attempt to push prices away from their fundamental value.

On the contrary, Manipulators behave in an irrational manner and actively engage in pushing prices away
from their fundamental value. Besides being consistent with economic theory, our interpretation of
Speculators and Manipulators in our behavior model is very much in the spirit of the discussions during
the course of the Hunt trial. Our results provide consistent evidence that the price of silver was not driven
by manipulation in the latter half of the 1970s, the early 1980s or at any point during our 1970/1980
sample. While we do find evidence of the presence of Manipulators, their role in the run-up and during
the Silver Crisis was small.
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How relevant is the Silver Crisis of over 40 years ago? We would argue extremely relevant. The flood of
funds into commodities, via commodity futures, which has been referred to as the financialization of
commodities, is the primary reason. What happens in commodity markets is critical for the stability of
our financial system. The financialization process represents a structural change in commodity market
participation and, combined with the price increase during the commodity super cycle, leads to concerns
over the potential role of speculation and manipulation.

Endnotes

Professor Poti presented on this topic at the Annual Meeting of the Commodity & Energy Markets Association (CEMA) on June
21, 2022 in Chicago.

1 Williams (1995) provides a detailed and forensic account of the trial and the approaches adopted by both the plaintiff and
the defense.

2 See Pirrong (2017) for an excellent recent survey of manipulation in commodity markets.

3 The behavioral model is described in detail in Bredin et al. (2018). An application to food price movements is further
developed in Bredin et al. (2022).

4 See Barchart (2019).

5 For example, Williams (1995) indicates that the “... lack of any identification of the Hunts’ alleged manipulation profoundly
affected the trial, especially the experts’ testimony” (see page 96). For such a noteworthy event, the extent of the academic
literature addressing the Silver Crisis is quite limited and as far as the authors are aware, there is no formal empirical
identification of manipulation for the Silver Crisis in the literature. In his survey, Pirrong (2017) raises doubts on the existence
of manipulation, and Kleit (2018) draws similar conclusions.
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