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Gold and silver are in prolonged major downtrends that date from gold’s historic high in 2011 and 
silver’s respective near all-time high also in 2011.  The monthly continuation charts of both 
markets and their stochastic oscillators (14-period) immediately below provide some long-term 
price and momentum perspective.  Is either market bottoming out?  That’s the question that we 
want to consider in this analysis since we have previously made the case that a new long-term 
uptrend in silver is months away (we don’t expect to see a sustained advance until after the first 
quarter of 2014) and that gold has downtrend potential for another new low in the $1150 area. 
 
To summarize the current long-term picture, let’s note that gold’s stochastic slow %D value (blue 
line) is presently fractionally above 23, in "oversold" territory and nearing depressed levels last 
seen at the 1999 – 2001 bottom completion, and the slow %K value (red line) is attempting to turn 
up.  These factors could be conducive to a price low either pending or already in place at 
$1179.40, basis spot month Comex, in June.  Silver’s stochastic slow %D value is just above 15, 
also in "oversold" territory and at low levels also not seen since 2001.  Neither market’s indicator 
shows a potential bullish divergence but we have noted elsewhere that the monthly stochastic is 
not necessarily a good trend turn timing tool.  Rather, it’s direction generally paints a reliable 
backdrop for potential long-term price trend direction.  All in all both gold and silver’s momentum 
pictures 

 

 
suggest "oversold" trend conditions but evidence of a reversal in trend is lacking. 
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The next charts below shorten our perspective to the intermediate-term so weekly stochastic 
oscillator and ADX indicators are shown.  From time to time we discuss the ADX but it is not one 
of our technical staples.  Nonetheless, this is an instance when we think it warrants consideration 
so let’s define it before we attempt to apply it.  The ADX is an invention of technical analyst 
Welles Wilder.  Quoting from the SuperCharts help section, “ADX attempts to measure the 
trending quality of the market…The ADX tells you whether the market is moving directionally or 
not.  It does not pick direction…ADX measures the strength of the prevailing trend.”  Well, that’s 
all sort of true.  However, work that we did on ADX behavior and gold prices years ago for 
Shearson Lehman Hutton led us to conclude that the weekly ADX indicator is better at defining 
intermediate-term uptrend conditions than it is at defining similar downtrend conditions. 

 

 
 
The weekly continuation charts above show the ongoing downtrends from the markets’ respective 
2011 highs.  Presently both gold and silver weekly (14-period) stochastic oscillators are rising.  
The recent upturn in the gold stochastic was not accompanied by a bullish divergence but that in 
silver was relative to its April 2013 price low.  Both indicators are still low, implying potential for a 
steady/higher price tone through this month and maybe into September.  We think that the weekly 
stochastic is a reliable precursor of trend turns, particularly when it features a divergence 
confirmation as is the current case with silver.  However, weekly stochastic crosses generally 
need to elicit decisive price action that corroborates the momentum condition within a relatively 
narrow period of time.  Failure to do that often means that prevailing trend conditions are 
overwhelming.  Presently gold has had a positive but not declarative bounce while silver has only 
consolidated laterally.  Both markets need to do better price wise in the next week or two if they 
are to capitalize on their respective July 12, 2013 stochastic upturns. 
 
The 10-period weekly ADX indicators are also shown on the above charts.  In the week ended 
August 2, 2013 silver’s ADX reached a new high for the year at 72.95.  That value is above the 
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indicator high reading that coincided with the 2011 price peak and in fact an 85 reading that 
occurred at the 1980 all-time price high only exceeds it.  Gold’s August 2, 2013 ADX reading was 
63.11 that is below a July 19, 2013 high at 67.41.  As with silver, the July 19 gold ADX value is 
surpassed only by that of the 1980 price peak – 81.78.  Silver’s and gold’s present or recent ADX 
levels are testament to the power of the ongoing February – August 2013 price downtrend. 
 
What can we say about the current intermediate-term technical structure of gold and silver in the 
context of the ADX indicator?  Prior to formulating these comments we back searched for similar 
ADX behavior – i.e. rising ADX values above 50 and at a new high with prices in a downtrend and 
at or near their low.  After examining 20 markets across the futures spectrum (metals, ags, softs, 
financials) from 1970 to date, we can state unequivocally that when markets are in powerful 
downtrend phases, such as gold and silver have experienced since February, there is no 
significant countertrend rally or a reversal in trend without either a leading or a coincident 
downturn in the ADX indicator.  Therefore, we deem the July 26th downturn in the gold ADX, and 
follow-through weakness on Aug 2nd, as being a significant development as regards potential for 
at least an intermediate-term trend price low in gold.  Nonetheless, that does not preclude our 
July 13, 2013 discussion about a possible new low in gold around $1150.  To date, the silver 
market has not shown similar positive behavior. 
 
To summarize, long- and intermediate-term momentum conditions in both gold and silver are not 
yet conducive to a cessation or reversal in the markets’ overriding downtrends.  However, 
improved weekly stochastic readings in both markets and a notable change in gold’s weekly ADX 
trending indicator hold out the prospect for further near-term price consolidation around $1300 in 
gold and $19.50 in silver.  New recovery highs above $1350 and $20.60 would be constructive.  
Given the rally/consolidation patterns that have unfolded since late June, a violation of underlying 
intrapattern support at $1270 basis December Comex gold and $19.20 basis September silver 
would probably precipitate renewed selling pressure. 
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Note:  Some price points in the inactive front month Comex futures 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.  Closing Comex values generally approximate the Globex close at 5:15 PM ET. 
 
Charts constructed with Omega Research SuperCharts and Equis MetaStock. 
Data Source: Commodity Systems Inc.; Reuters DataLink 
 
This report is for informational purposes only and is not intended as an offer or solicitation with respect to the purchase 
or sale of any commodity, futures contract, or option contract.  Although the statements of facts in this report have been 
obtained from and are based upon sources that are believed to be reliable, we do not guarantee their accuracy and any 
such information may be incomplete or condensed.  We do not assume responsibility for typographical or clerical 
errors in this report.  All opinions included in this report are as of the date of this report and are subject to change 
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