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Biiwii Commentary 
 

eResearch Corporation is pleased to provide an article, courtesy of Biiwii.com, and written by 

Keith Weiner of Monetary Metals, with a link to information on the website provided. 

 

The article, starting on the next page, is entitled: “Gold & Silver: Fundamental Versus 
Technical”.  
 
Biiwii.com was created in mid-2000 solely as a way to help get the message out about 
deeply-rooted problems about too much debt and leverage within the financial system. 
The concerns were confirmed and the message proved justified 3 to 4 years later as the 

system began to purge these distortions, resulting in a climactic washout extending 
from October, 2008 to March, 2009.   
 

Along the way, a geek-like interest in technical analysis, a long-time interest in human 
psychology, and various unique macro market ratio indicators were added to the mix, 
with the result being a financial market newsletter (and dynamic interim updates), 

Notes From The Rabbit Hole (NFTRH) that combines these attributes to provide a 
service that is engaged and successful in all market environments by employing risk 
management first, and opportunity for speculation second. 

 
 

But It Is What It Is: You can access Biiwii at its website: www.biiwii.com. 
 

Notes From The Rabbit Hole: You can access NFTRH at its website: www.NFTRH.com 

 
 
 

eResearch was established in 2000 as Canada's first equity issuer-sponsored research organization. As a 

primary source for professional investment research, our Subscribers (subscription is free!!!) benefit by 

having written research on a variety of small- and mid-cap, under-covered companies. We also provide 

unsponsored research reports on middle and larger-sized companies, using a combination of fundamental 

and technical analysis. We complement our corporate research coverage with a diversified selection of 

informative, insightful, and thought-provoking research publications from a wide variety of investment 

professionals. We provide our professional investment research and analysis directly to our extensive 

subscriber network of discerning investors, and electronically through our website: www.eResearch.ca. 
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eResearch Corporation. 
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Gold & Silver: Technical vs. Fundamental 

By Keith Weiner of Monetary Metals 

Every week we talk about the supply and demand fundamentals. We were surprised to see an 
article about us this week. The writer thought that our technical analysis cannot see what is 
going on in the market. We don’t want to fight with people, we prefer to focus on ideas. So let 
us compare and contrast ordinary technical analysis with what Monetary Metals does. 
 
Technical analysis, in all of its forms, uses the past price movements to predict the future 
price movements. In some cases (e.g. momentum analysis) it calculates an intermediate 
signal from the price signal (momentum is the first derivative of price). But no matter the 
style, one analyzes price history to guess the next price move. 
 
This is necessarily probabilistic. There is no way to know that a particular price move will 
follow the chart pattern you see on the screen. There is no certainty. And when it does work, 
it is often because of self-fulfilling expectations. Since all traders have access to the same 
charts, and the same chart-reading theories, they can buy or sell en masse when the chart 
signals them to do so. 
 
We are not here to argue for or against technical analysis. We simply want to say that it is not 
what we are doing. Not at all. 
 
Our analysis is based on different ideas. The key idea is that there is a connection between 
the spot and futures market. That connection is arbitrage. Think of each market as a 
platform that moves up and down on its own vertical track. The two tracks are close together. 
And the platforms are connected to each other by a spring. Suppose platform A is a bit above 
platform B. If you push up on A, then the spring stretches a bit more and will pull B up, 
though perhaps not as much. The same happens if you push down on B. 
 
Conversely, if you push down on A, then it will compress the spring and platform B will tend 
to go down, though not as much. 
 
A and B are the futures and spot markets for gold (the same analogy applies to silver). 
Arbitrage works just like a spring. If the price in the futures market is greater than the price 
in the spot market, then there is a profit to carry gold—to buy metal in the spot market and 
sell a futures contract. If the price of spot is higher, then the profit is to be made by 
decarrying—to sell metal and buy a future. 
 
There are two keys to understanding this.  
 
One, when leveraged speculators push up the price of gold futures contracts, then that 
increases the basis spread. A greater basis is a greater incentive to the arbitrageur to take the 
trade.  
 
Two, when the arbitrageur buys spot and sells a future, the very act of putting on this trade 
compresses the spread. 

http://biiwii.com/wp/
http://biiwii.com/wp/
https://monetary-metals.com/
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If someone were to come along and sell enough futures contracts to push down the price of 
gold by $50 or $150 or whatever amount is alleged, then this selling would be on futures 
only. It would push the price of futures below the price of spot, a condition called 
backwardation. 
 
Backwardation just has not happened at the times when the stories of the big “smash downs” 
have claimed. Monetary Metals has published intraday basis charts during these events 
many times. 
 
The above does not describe technical analysis. It describes physics—how the market 
functions at a mechanical level. 
 
There are other ways to check this. If there was a large naked short position in a contract that 
was headed into expiry, how would the basis behave? The arbitrage theory predicts the 
opposite basis move. We will leave the answer out as an exercise for the interested reader, as 
thinking this through is really good work to understand the dynamics of the gold and silver 
markets (and you can Google our past articles, where we discuss it). 
 
This check can be observed every month, as either gold or silver has a contract expiring 
(right now it is gold, as the April contract is close to First Notice Day). 
 
This past week, the prices of the metals both rose. The price of gold is almost back to where it 
was the prior week, but that of silver is not. 
 
Below, we will show the only true picture of the gold and silver supply and demand. But first, 
the price and ratio charts. 
 
The Prices of Gold and Silver 
 

 
 
 

<continued> 
 
 
 

http://biiwii.com/wp/
http://biiwii.com/wp/
https://monetary-metals.com/technical-vs-fundamental-report-19-mar-2017/letter-mar-19-prices/
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Next, this is a graph of the gold price measured in silver, otherwise known as the gold to 
silver ratio. It moved sideways this week. 
 
The Ratio of the Gold Price to the Silver Price 
 

 
 
For each metal, we will look at a graph of the basis and co-basis overlaid with the price of 
the dollar in terms of the respective metal. It will make it easier to provide brief 
commentary. The dollar will be represented in green, the basis in blue, and co-basis in red. 
 
Here is the gold graph. 
 
The Gold Basis and Co-basis and the Dollar Price 
 

 
 
NB: we switched from the April to the June gold contract. 
 
As the price of the dollar fell (inverse of the rising price of gold, measured in dollars) we see 
the co-basis (our measure of scarcity) increased a bit. This means the buying in gold, which 
pushed up the price, was buying more of physical than of futures. This seems to be the new 
pattern of late, though it is sputtering a bit like an engine trying to start up and run at a 
steady RPM. 

http://biiwii.com/wp/
http://biiwii.com/wp/
https://monetary-metals.com/technical-vs-fundamental-report-19-mar-2017/letter-mar-19-ratio/
https://monetary-metals.com/technical-vs-fundamental-report-19-mar-2017/letter-mar-19-gold/
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Our calculated fundamental price of gold is up nearly $50. It is now over $1,400. 
 
Now let us look at silver. 
 
The Silver Basis and Co-basis and the Dollar Price 
 

 
 
The story is the same in silver. Rising price accompanied by rising scarcity. 
 
The silver fundamental price rose 50 cents. It is now about $1.30 over market. 
 
 

 

 

Biiwii/NFTRH on the Web 

NFTRH and Biiwii.com commentary and technical analysis have regularly been published, 

highlighted and/or quoted at SeekingAlpha, Investing.com, MarketWatch, Yahoo Finance, 

Ino.com, TalkMarkets and many more since 2004. 

Biiwii.com is proud to be included in the 50 Blogs Every Serious Trader Should Read 

from TraderHQ.com. 

  

Biiwii: but it is what it is 

NFTRH: Notes From The Rabbit Hole 
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