
 1 

            
            
            
            
  
 
 
Long-term readers of our research know that the bulk of our methodology rests on 
classic pattern recognition, momentum, and wave interpretation and that we attempt to 
apply those elements against a fundamental backdrop.  We generally do not rely on 
cycle analysis and we don’t consider ourselves to be cycle analysts but in this report we 
will initially focus on a certain cyclical aspect that appears to be a major driver of silver 
prices.  From there we will discuss the historic relationship between silver and gold – the 
so-called gold/silver ratio – and then we will uncharacteristically editorialize about things 
non-technical that we think are pertinent.   We will summarize with a look at current 
technical conditions and tie them together with the ratio inferences and cyclical factors to 
reach some conclusions about silver's intermediate- and long-term price prospects. 
 
To begin, let’s set the stage for this report by looking at a monthly chart of Comex silver 
futures and by recounting remarks that we published in January 2012.  The monthly 
continuation chart below shows silver uptrend development since a 2001 low at $4.03 
(Point 0).  Annotations show our working Elliott wave count, still consistent with that 
presented in October 2008 (Technical Trends in Perspective, Silver: The Importance of 
$8.88) just prior to the occurrence of the Point II low. 
  

 
 
Enough time has elapsed since the 2011 price high at $49.82 to conclude that it marked 
the top of Wave III.   However, to reiterate our January 2012 technical justification for 
that conclusion, the distance covered in Wave I is $14.97 - 4.03 = $10.94 and that 
covered in Wave III is $49.82 – 8.40 = $41.42.  If we divide Wave III’s length by Wave 
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I’s, the result is an exact Fibonacci ratio.  Wave III is 3.786 times the length of Wave I 
(41.42 ÷ 10.94  = 3.7861).  In addition to that relationship, the April 2011 high was very 
close to the all-time high ($50.36 basis spot month January Comex futures in January 
1980) that defines the top of the market’s modern era range.  The combination of the 
powerful acceleration and extensive reach of Wave III, its Fibonacci relationship to that 
of Wave I and its top in proximity to an all-time high make a strong case that silver prices 
established an intermediate-term extreme in 2011. 
 
When we consider the following two facts,  

1. silver prices at their 2011 peak did not exceed their 1980 nominal historic 
high 

2. real, i.e. inflation adjusted, silver prices at their 2011 peak failed to exceed 
their 1980 real high, 

one possible conclusion that we can reach is that silver prices are and will be forever 
rangebound between the extreme prices of their 1991 low at $3.6950 and their 1980 
high at $50.36.  We will return to that subject later. 
 
From the above, it is evident that the defensive 2011 – 2013 price environment in silver 
is the result of technical forces that are causing a retracement of the 2008 – 2011 
advance.  What is not yet evident is whether the ongoing defensive environment is near 
an end in terms of either a low in price or a point in time.  Let’s now shift to a discussion 
of various cyclical related factors that may help to clarify the long-term picture. 
 
The Cycle 
 
We first discussed an approximate ten and a half year cycle (actually 127 months) in 
silver prices at gold-eagle.com in January 2004 (Silver: A Near Double In 2004?).  That 
cycle, sometimes referred to as the Nason cycle1, started from the last significant price 
low ($1.2820 in November 1971) before the supercycle thrust to the 1980 bull market 
high.  That is shown in the monthly silver continuation chart immediately below. 
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Projecting from November 1971 and not adjusting for any “drift” in the occurrence of 
subsequent cycle lows, ideal cycle lows were June 1982, January 1993, and August 
2003.  Significant actual price lows were seen in June 1982 and February 1993 and the 
most recent low had been due in August 2003.  Although there was no prominent 
downside price spike to mark an obvious low in that month, there was an 11% price 
decline to an October 2003 low that we thought satisfied the definition of a low in the 
cycle.  Subsequent upside market behavior corroborated the validity of the cycle.  We do 
not know whether the 127-month cycle is the dominant cycle or only a subcycle in a 
larger primary cycle that might date back to the 1930s if not to pre-industrial times.  
However, for purposes of our analysis here we view August 2003 as the last ideal cycle 
low and therefore expect the next low ideally in March 2014. 
 
Cycle Translation 
 
Since November 1971 the silver market has seen three completed 127-month cycles 
and it is well on its way to concluding a fourth.  An examination of price behavior in each 
of the cycles is educational and it may help us to reach some conclusions about 
potential price behavior once the current cycle concludes, probably in the first half of 
2014. 
 
In a typical price cycle, the ideal price high would occur at the midpoint of the cycle.  
However, reality rarely conforms to the ideal; peaks usually occur before or after the 
midpoint.  That tendency is termed “translation” and a price peak before the cycle 
midpoint is called left translation while a price peak after the cycle midpoint is called right 
translation.  Right translation, the tendency for prices to peak in the second half of the 
cycle, is associated with bull markets.  Left translation, the tendency for prices to peak in 
the first half of the cycle, is associated with bear markets.  Thus, prices tend to peak 
later in bull markets and earlier in bear markets. 
 
Refer to the monthly continuation chart below. 
 

 
 
The three 127-month cycle lows since 1971 are associated with 3 cycles having different 
behavioral characteristics.  The first cycle that ended in 1982 was unquestionably a Bull 
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Cycle with its attendant right translation price peak in 1980.  We also note that about 
midway through the cycle prices weakened (annotated MCL).  The second cycle 
continued the weakness that followed the 1980 price peak and its left translation price 
high very early in the cycle was textbook behavior for a Bear Cycle That cycle developed 
a lower peak at about its mid-point (annotated MCP).  The third cycle saw generally flat 
prices throughout with the only notable price high occurring at about mid-cycle.  Thus 
there was null translation in what we have termed a Transition Cycle.  The latest and 
unfinished cycle is clearly a Bull Cycle that experienced a mid-cycle low (annotated 
MCL) and a right-translated high in 2011. 
 
Those three completed 127-month cycles and the unfinished one to-date suggest that 
there may be either a larger 254-month or, maybe, a 381-month cycle in silver prices.  
Since that is purely speculative and since the potential timeframes are so long, the 
existence of a much longer cycle may be of academic interest but we have no use for its 
consideration in this report. 
 
What is of importance at this time is how the current cycle plays out.  Since the 1982, 
1993 and 2003 lows occurred on or close to schedule, we would expect silver prices to 
make a major low in or around March 2014.  Note:  do not confuse cycle troughs with 
absolute price lows.  There is a substantial body of cyclical studies existent to show that 
cycle price troughs can and often do occur at levels that are higher than absolute price 
lows that have no specific cyclical association.  For example, the October 2003 price low 
that we associate with the 1993 – 2003 cycle trough was at $4.7450 but there was a 
more significant chart-related absolute price low in March 2003 at $4.35 that had nothing 
to do with the cycle.  From a cyclical standpoint what is important is not at what price the 
cycle terminates but rather when it terminates.  Why? Because there can be no 
sustained upside price action until the cyclical troughing forces have culminated. 
 
Therefore, from now onward how the market acts as cyclical forces force the trough and 
prices become responsive on the upside should be instructive.  Whether the market 
rallies dynamically but unsustainably as it did following the 1982 cycle low or develops a 
more sedate but sustained recovery as it did following both the 1993 and 2003 cycle 
lows should give us a better idea of its price capabilities beyond 2014.  We will deal with 
aspects of price structure and behavior below.  However, let’s now consider another 
long-term technical aspect that we think could significantly influence silver prices 
between now and the latter part of 2014. 
 
The Gold/Silver Ratio 
 
In this section we will infer silver market price potential from the relationship of silver to 
gold.  So the first thing that we need to do is discuss the rationale or justification for that 
inference.  When we speak of the gold/silver ratio we are referring to the cost of an 
ounce of gold expressed in ounces of silver (presently approximately 63).  While we are 
able to graph or chart that relationship, there is no market where the gold/silver ratio is 
actively traded.  The ratio is actually an expression of an economic relationship and one 
might argue that it is not subject to the rules of technical analysis.  However, it is a fact 
that people use various levels of the ratio to determine precious metals asset allocation, 
i.e. whether they will buy/sell gold versus sell/buy silver2.  Therefore, because human 
behavior may be attributable to action in the gold/silver ratio we consider it to be a 
construct that lends itself to technical analysis. 
 
Since antiquity, for literally thousands of years, the gold/silver ratio "ranged from a low of 
2.5 to 1 to a high of 16:1, and never rose above 12:1 until after 1500…For most of 
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human history, a band from 8:1 to 12:1 has contained the ratio."3  However, in or around 
the 1870s the ratio moved above 20 as silver was demonetized in both the United States 
(beginning in 1853) and in Europe.  Generally speaking, we may say that the gold/silver 
ratio was in equilibrium throughout most of human history.  That equilibrium was upset in 
the late 19th century. 
 
A basic tenet of technical analysis is that once a market leaves an equilibrium or trading 
range it is said to be trending.  In that context, values tend to register higher highs and 
higher lows while volatility (amplitude of swings) may increase.  Furthermore, history 
shows that once values move into new historic high ground following an extended 
trading range exit they usually stay at higher levels – i.e. regarding commodities they 
establish a new, higher trading range.   In that case the old upper extreme values 
become the new range's lower boundary.  Therefore, we can summarize the gold/silver 
ratio's longer-term picture as rangebound until the 1870s and then uptrending during the 
last 140 years.  Following 1940 – 1941 all-time highs at ~100 and excluding monthly 
extremes, ratio values have been rangebound and volatility has increased.  Ratio lows in 
the 20th century were 18 in 1919 and again in 1968 not surprisingly holding comfortably 
above the upper extremes of ancient history. 
 
Recent notable highs and lows were approximately 99 in February 1991 and 33 in April 
2011; both were momentary.  See monthly chart below. 

 
 
The above monthly chart shows the gold/silver ratio for the last 34 years.  Points to note 
are:  

1. Action since the 1991 high is contained within a well defined channel with values 
often oscillating around the dashed black mid-channel equilibrium line 

2. The twentieth century average at approximately 47 (shown) was a source of 
resistance in 1991 – 1992 and provided support in 1998 – 1999 and 2006 

3. In April 2011 when silver blew off above $49 the ratio climax bottomed at 33 - its 
220-year average (shown). 
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4. The monthly stochastic oscillator is currently rising and in "overbought" territory 
but so far not showing signs of a reversal 

 
From the above, we conclude that the gold/silver ratio exhibits all of the characteristics of 
being in a secular (approximately 160 years to date) uptrend after centuries of 
equilibrium.  Activity in the ratio since 1991 is confined to a well defined down channel 
that we interpret as an orderly consolidation/correction within the big picture uptrend.  
Values are presently above their rising 9-month (proxy for the popular 200-day) moving 
average and the average itself is rising.  Long-term momentum is also positive.  We see 
potential for a test of the channel's down trend line near 75.  The plunge to the 2011 low 
appears to us to be an example of "mean reversion" and the dynamic recovery from that 
low implies the start of a new up leg that has potential for new historic highs above 100.  
Given the extent of the correction from the 1991 high,  we would not be surprised if 
potential uptrend resumption shows abnormal upside acceleration. 
 
The Production/Consumption Deficit Bogeyman and Other Silly Things 
 
The common bull market argument, apparently the only argument for price direction, in 
silver is that the market suffers a primary production/consumption shortfall - annual 
global silver consumption has exceeded annual production for decades.  Therefore, it's 
only a matter of time before aboveground global stocks of silver are exhausted.  In that 
event, silver prices will skyrocket, and they would already have done so except that 
prices are continually being "manipulated" downward; curiously manipulated lower in the 
context of a market that is currently about 350% above its last 127-month cycle low and 
that was nearly 940% above that low when prices topped out in 2011.  Without actually 
checking the figures, as best as we can remember global stocks were in the 700 - 900 
million ounces range during 2000 – 2003.  Here we are ten years later and global stocks 
are still in the 1 billion ounces range so the argument lacks credence. 
 
Sovereign Stockpiles.  China is probably the largest repository of sovereign silver (India 
might have more on a per capita basis but that's stuff that is in the mattress rather than 
an actual national stockpile).  In 2001- 2002 China sold 85 million ounces while India's 
ending 2002 sovereign stocks were the highest amount of known silver in the world -- 87 
million ounces.   How much silver do you suppose that China had at that time if they 
routinely sold 85 million ounces in a two-year period?  Probably nobody knows just how 
much silver is in China but we would be willing to guess that it’s in the high hundred 
millions of ounces or even upwards of a billion. 
 
Legitimate, not Naked.  When you read or hear about JPMorgan being a "naked" short 
seller in the Comex silver futures market (with intent to "manipulate" prices downward), 
consider two things.  First, there is no such thing as a naked short (having sold more 
futures contract ounces than can either be produced in a year or than exist in estimated 
global above-ground stocks) in the futures market.  All U.S. futures markets are 
structured to accommodate an infinite number of buyers and sellers regardless of known 
physical supplies.  Whether the short interest is concentrated in the hands of a single 
seller, a handful of commercial banks or the entire speculative universe, it makes no 
difference: nobody's "naked".  Second, and this is pure speculation on our part, we 
would guess that the big commercial short seller in silver on occasion (who hedges 
through JPM) is the Chinese; they've got the physical goods and they aren't dummies.  
They sell paper against their holdings thus they qualify in commodities regulatory law as 
a "legitimate hedger" and they, therefore, go unidentified – just another nameless 
customer of a commercial bank. 
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Admittedly silver prices have gone up from below $5 once the Chinese stopped selling in 
2002 and have also gone up from a 2007 - 2009 average of about $14 to a 2012 – 2013 
average of about $33. Without doubt much of that is because of fundamental 
supply/demand factors but one might argue that the move above the $14 average may 
be in sympathy with gold strength rather than in response to fundamental 
supply/demand factors.   
 
The Prime Price Determiner.  As we see it, in the final analysis when it comes down to 
attributing upside price potential to silver, one must choose either the fundamental 
supply/demand argument or the currency debasement argument as the prime price 
determiner.  We favor the latter.  Why?  In the world we currently live, the global 
sovereign debt structure is backed by paper currencies that are, in turn, backed by the 
sovereign debt - a circular fallacy that represents a house of cards.   When reality 
ultimately resolves that fallacy, the current debt structure will collapse; all unsecured 
debt (debt issued against paper currency promises to repay) will be extinguished as all 
paper is netted against gold because gold is the ultimate extinguisher of debt.  Physical 
commodities such as silver, securities and real estate will stand up to that financial 
cataclysm and will in some measure protect their holder but everything will be bartered 
in gold.  The world that waits on the other side of that resolution will not be as we have 
known it and fundamental supply/demand prospects in silver or other commodities will 
be moot. 
 
Silver's Technical Condition 
 
The below monthly and weekly continuation charts are shown with their stochastic 
indicators to provide a momentum perspective for the intermediate- and long-term price 
potential.  Spot July Comex is trading above $21.00. 
 

 
 
The monthly chart low-to-date in the down leg from the 2011 high is $20.23, basis the 
spot month Comex futures.  Prices are thus probing the potential support that is 
expected to be associated around the 2008 high at $21.1850 (old resistance 
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subsequently acting as support). In mid-2012 the 14-period stochastic oscillator (%D = 
18) was in "oversold" territory and below its 2008 low point.  Presently the stochastic is 
still in "oversold" territory but above its 2012 low while prices are below their respective 
2012 low.   That setup describes a potential but unconfirmed bullish divergence (red 
upsloping line on indicator).  Intuitively we think an improvement in the indicator would 
take either extensive sideways price movement above the $20 level or a low probability 
outright aggressive rally.  Generally, we do not consider the monthly stochastic to be a 
timing tool but rather an indicator of the background long-term trend potential.  At this 
time, we read the stochastic as painting a negative-to-neutral momentum backdrop.  
Note that although momentum readings below 20 now are low, they were in single digit 
territory when interim price bottoms occurred in 1984 -1985, 1989, and 1990 -1991. 
 
The weekly chart momentum picture is similar to the monthly in that the 14-period 
stochastic (%D = 16.62) is also in "oversold" territory.  Here, though, the oscillator values 
are rising versus their April 2013 low point while prices are below their respective low 
(rising red line on indicator).  Thus, a bullish divergence has been confirmed.  The 
market has a limited amount of time to show upside price response that would 
corroborate the bullish potential of the momentum setup.  A move above $23.22 basis 
spot month Comex would be constructive in that regard.  We have found that the weekly 
stochastic signals are generally dependable as regards intermediate-term price trend 
potential so we consider the current weekly price-momentum setup in silver to be the 
best that the market has seen since the June – July price lows.  However, even given 
that positive perspective, the market must register a weekly close above $26.705 
(magenta line on chart) to return to the overhead 2011 – 2012 range and to thus nullify 
the overriding major downtrend.  
 
Let’s return to our lead chart below for one final technical observation about wave 
structure since 2001 (Point 0 at $4.0260). 
 

 
 
This chart reflects our original page 1 notation that identifies 3 waves (shown in blue I, II 
and III) from the 2001 low to the 2011 high.  One of the major tenets in Elliott wave 
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theory is that a primary trending phase does not have corrections that “overlap” previous 
waves that are in the direction of the primary trend.  For example a wave IV selloff 
should not trade below the top of wave I.  Thus our initial annotation allows for the three 
waves from point 0 to be part of a larger sequence that will include wave IV (implied to 
be in progress and annotated in magenta IV?), and wave V that should terminate at 
some level above the high of Wave III.  While the leg down from point III is deep relative 
to the length of wave III, the low-to-date at $20.23 is still above what we would consider 
to be a maximum allowable retracement level at 78.6% or $17.27.  We think that level 
could be reached as the ongoing 127-month cycle plays out – possibly in concert with a 
gold-related drop from the $1370 area into a key retracement zone at $1315 – 1283 that 
we have discussed in detail elsewhere.  In an extremely weak price scenario, spot 
month Comex could trade to $14.98, just above our Wave I interpreted high point 
(shown as the blue dashed line), but not overlap Wave I and then recover to develop a 
fifth wave up.  Price below $14.97 would cause the overlap and, in our view, that would 
nullify a 5-wave structure.  Instead, the overlap would imply that the move from point 0 to 
point III is a completed 3-swing move (annotated in red A, B and C) that would be typical 
of an intrarange rally between the range extremes to date at $3.5080 and $50.36.  In 
that case, we would anticipate an eventual test of the range low. 
 
Summary 
 
The April 2011 silver price high at $49.82 was technically significant in that it established 
that the market could not clear its historic 1980 high at $50.36 basis spot month Comex 
futures and that prices are, therefore, in a long-term range between roughly $4 and $50.  
Price action since then has done nothing to suggest that the market has potential above 
$50 although that prospect is still a viable future alternative at this moment.    Defensive 
price action throughout 2011 – 2013 appears to be primarily a function of overt long-term 
127-month cyclical forces and more subtle factors, seen in the behavior of the gold/silver 
ratio, that reflect investor preference for gold instead of silver.  We anticipate the ongoing 
struggle against upside price progress to continue at least until the cyclical factors crest 
in (ideally) March 2014 and we also expect to see silver continue to decline in value 
relative to gold.  If we are correct about the latter, which would mean further widening in 
the gold/silver ratio, then one must give serious consideration as to how that could come 
about.  For the ratio to increase from it's present reading at 63 the price of silver must 
lose on that of gold.  That can be accomplished in several ways but as we write our two 
favored scenarios are:  gold goes down but silver goes down more; and gold goes up 
but silver goes sideways/down. 
 
                                                 
1 James Nason as a senior technical analyst at Smith Barney Inc. first identified an apparent 127-month 
cycle in silver prices during the mid-1990s. 
2 Website the-moneychanger.com states, "The best way to profit from the present bull market in gold and 
silver is to swap back and forth from silver to gold with the rise and fall in the gold/silver ratio."  
3 Sanders, www.gold-eagle.com/editorials_03/sanders030703.html 
 
June 19, 2013 
©2013 Eidetic Research.  All rights reserved. 
 
http:  eideticresearch.com 
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Charts constructed with Omega Research SuperCharts and Equis MetaStock. 
Data Source: Commodity Systems Inc.; Reuters DataLink 
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accordance with, or contrary to, stated conclusions within this report. 
 


