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SO, HOW DO WE MEASURE OVERVALUED AND UNDERVALUED IN
GOLD?

Obviously, we can’t spread Gold vs. Gold, so what are we do to? My answer to this is to
construct the same measurement, but spreading Gold against Treasury Bonds. There is a
very strong and powerful correlation between these two markets.
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CONCERNING THE CURRENCIES - Currencies do well with the WillVal Index,
but perhaps do better spreading against the Dollar Index and/or Treasury Bonds. The next
charts show each of the major commodities against ALL THREE: Bonds, the Dollar
Index and Gold. I’ll let you choose, but keep in mind I want 2 of these 3 measures to be

there.
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Chart 1-6: Gold Weekly Price Chart with W: illVal Index
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This got me to thinking, “Why not compare the price of all commodities to this ultimate
storehouse to see if major undervalued and overvalued zones vs. gold could be isolated?”
The search began with a study of spreads and almost at once I knew I was on the track of
something very good. The evolution of this idea can now be stated quite simply.

Divide the price of any commodity by the price of Gold (this shows the spread
relationship) and multiply this by 100 to normalize. Then construct either a 2 week or 2
period exponential average of this spread. Also construct a 22-week average or 22-period
exponential of the spread. It does not make much difference which mathematical formula
you use. Finally, subtract the 2 period averages from the 22 period averages. The result,
the Preliminary Valuation Index (Pal), clearly shows high and low /evels of valuation that
are not present in any technical indicators I know.

UNDERSTANDING WHAT YOU ARE LOOKING FOR... Initially, I was not able to
isolate a “be all, end all” number that represented +/-values for all commodities. My next
step was to do the same thing with this index that I do with the Commercial and Public
Sentiment Index. By that I constructed essentially a %R indicator. The math is to take the
current week’s reading and subtract from that the lowest reading of the last three years.
Then divide that result by the difference of the lowest reading of the last three years from
the highest reading of the last three years. Finally multiply by 100.
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[(This week’s Pal — lowest Pal of last 3 years) + (highest Pal of last 3 years — lowest Pal
of last 3 years)] * 100
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‘What we have accomplished is the construction of an index we can use to measure
overvalued and undervalued zones across the board for all markets. All one needs is a
long-term weekly chart of the commodity under question and the Williams Valuation
Index. (In all the charts below WillVal represents the Williams Valuation Index)

I simply draw a line across the extreme readings to find major market highs and lows.
Below are some examples. We see that most all major highs come with the index in the
75 area while most major lows are indicated by a reading in the 15 area. You are free to
“move” these zones around a bit, but generally speaking, you will see these are the
readings associated with major highs, (75% or higher) and major lows, (under 15%).

NOTE: Some times the index will be a little early, and yes, sometimes it may not even be
in the major high/low zones. Since we are using a combination of our tools of the trade,
don’t let this bother you. Plus, we still need to determine our entry levels. Suffice it to
say, though, that once an overvalued or undervalued zone is indicated, we need to be
alert. Big game is near, get your guns ready.

Also note that this does not work at all like a technical oscillator. As I will show in the
seminar, there are numerous times a market is flat or even declining, yet the Valuation
Index clearly---and correctly--- tells us the market is over valued. The opposite is
equally true.
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Chart 1-1: 30 Year US Treasury Bonds Weekly Price Chart with WillVal Index




