
            
            
            
            
            
  
 

While the December 2015 – January 2016 time frame provided significant technical developments as 
regards the gold market outright, the month of February  2016, ended today, has seen notable action 
in the gold/silver ratio.  Before dealing with that, so that we may develop a longer-term perspective, 
let’s recapitulate our last analysis of the ratio.  That was in 2013 when the ratio was then at 63 
(Technical Trends in Perspective, June 19, 2013:  Silver – Why the Market Can’t Rally). 
 
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 83).  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 silver.”i  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 [A.D.]…For most of human history, a band 
from 8:1 to 12:1 has contained the ratio."ii  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, [following an upside resolution of the equilibrium] 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 1820s [corrected from previously 1870s] and then uptrending during the last 190 
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. 
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The above monthly chart shows the gold/silver ratio for the last 37 years.  Points to note are:  
1. Until 2015 action since the 1991 high was 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). 
 
From the above, we concluded that the gold/silver ratio exhibited all of the characteristics of 
being in a secular (approximately 190 years to date) uptrend after centuries of equilibrium.  In 
2013 activity in the ratio since 1991 was confined to a well defined down channel (bounded by 
downtrend line A-A’ and return line B-B’).  We interpreted that as an orderly 
consolidation/correction within the big picture uptrend and we saw potential for a test of the 
channel's down trend line near 75.  The plunge to the 2011 low appeared to us to be an 
example of "mean reversion" and the dynamic recovery from that low implied the start of a new 
up leg that we thought would have potential for new historic highs above 100.  Our 2013 
remarks about the gold/silver ratio concluded that, given the extent of the correction from the 
1991 high, we would not be surprised if potential uptrend resumption showed abnormal upside 
acceleration. 
 



Downtrend line A-A’ in the 75 area was tested and it held in late 2014.  In late 2015 a second 
assault on that zone was successful.  The ratio scored a new recovery high at 78 in August 
2015 although the ratio was still below the 2003 and 2008 respective highs of 81 and 80 at the 
end of January 2016.  Aggressive gains in the latter half of February 2016 saw ratio values clear 
those highs with the February 2016 monthly close coming in at 83.  It may be significant that this 
ratio move has occurred with the metals out of sync with each other – gold has been advancing 
while silver has been flat-to-lower. 
 
A casual examination of  the historic behavior in the gold/silver ratio will reveal that changes are 
usually on a glacial scale but once clear trend development is established it tends to persist.  
The virtual overnight move from 80 to 83 at end-February was corroborating evidence that the 
1991 – 2014 downtrend has given way to a new uptrend.  Our next target zone is the 108 area.  
However, more time must go by before we can determine if the new uptrend has dynamic 
upside characteristics that could result in that area being reached in a relatively short time 
frame. 
 
To conclude, let’s note that even prior to the official demonetization of silver by the USA in 1873 
and shortly thereafter in Europe silver’s value was declining relative to gold’s.  Excepting 
approximately a 15 year period post-WWII and the 1991 – 2015 period a given amount of silver 
has bought less ounces of gold.  It is an empirical fact that nominal silver prices (in US dollars) 
have never exceeded their 1980 high whereas gold has not only exceeded its respective high 
but it also has, thus far, not retreated below that high.  That relative behavior suggests that there 
is little to no reason to anticipate any near-term reversion to historically lower levels by the 
gold/silver ratio.   
 
 
                                                 
i 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."  
ii Sanders, www.gold-eagle.com/editorials_03/sanders030703.html 
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Note:  Some price points in the inactive front month Comex, CME and CBT futures (i.e. the continuation chart plots) 
may have been extrapolated from prices in the first active month and may reflect either the official exchange session or 
electronic data that occurs after official exchange hours.  In those markets closing daily values generally approximate 
the Globex close at 5:00 - 5:15 PM ET. 
 
Charts constructed with Omega Research SuperCharts and Equis MetaStock. 
Data Source: Commodity Systems Inc.; Reuters DataLink 
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obtained from and are based upon sources that are believed to be reliable, we do not guarantee their accuracy and any 
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without notice.  Employees of Eidetic Research may hold positions in futures, options or cash markets that are either in 
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