
L
ooking back at
the 2001 market
crash, I realize
now that it was

the best thing that ever
happened to me in my
career. Mind you, it sure
didn’t feel like that at the
time! Having to answer
to distressed clients who
had experienced more than 30
per cent losses in their investment
accounts sure didn’t elevate my
mood that year.

Little did I realize that by creat-
ing and following a strategy when
it came to asset allocation, incor-
porating technical analysis rules,
and following sector rotation
strategies — I was preparing for
another career-changing moment. 

By early 2003, stock markets en-
tered a new bull market. The U.S.
S&P 500 index rose from its 2001
crash bottom level near 800 to well
over 1,500 by late 2007. Nearly a
double in less than four years! 

The TSX was even stronger,
driven by the energy markets. It
rose by two and half times — the
TSX 300 index rose from 6,000 in
early 2003 to nearly 15,000 by ear-
ly 2008; that’s about 25 per cent
per year, annualized. Talk about
irrational exuberance! 

High double-digit returns
were back on the table. This time
it was the energy markets, REITs,
and mortgage-backed securities
delivering the returns. Investors
and their advisors, quickly forget-
ting the lessons learned during
the 2001 technology boom and
bust, jumped right back on the
bull-market bandwagon. Returns
of 10 per cent to 15 per cent-plus
were the order of the day. 

By 2007, I had attained my

portfolio manager's li-
cence. I was running a
discretionary investment
model for my clients that
incorporated technical
analysis and contrarian
trading strategies. 

Although I was a vice-
president within a big
bank firm at the time, I

still was allowed to use the trade-
marked name "ValueTrend" to dif-
ferentiate my investment ap-
proach. That name stuck. In early
2008, I left the bank and estab-
lished ValueTrend Wealth Man-
agement. Talk about timing — I
left the security of my bank job just
as the market began to implode! 

However, thanks to my 2001-
inspired investment rules as out-
lined in SmartBounce, I was one of
the few people who managed to
substantially reduce that volatili-
ty. Sure, the ValueTrend Equity
Platform declined as the market
crashed, but nowhere near as
much as the market did. In 2007, I
raised cash and lowered my mar-
ket beta by reducing exposure to
the hot sectors of the time. De-
spite a market meltdown of more
than 50 per cent on most major
North American indexes, the Val-
ueTrend Equity Platform experi-
enced significantly less downside. 

Moreover, the portfolio recov-
ered fully within a year of the
March 2009 bottom. Meanwhile,
the S&P 500 took until mid-2013
to recover its old highs. 

How did I pull that feat off?
Well, some of the clues of the
overbought market were mirror-
ing those leading into the 2001
crash. I had learned my lesson in
2001 and had incorporated a few
sentiment indicators and stop-

loss rules in order to reduce my
chances of being hit hard again. 

In fact, my success during the
2008 crash inspired me to write a
second book to cover the subject
of technical analysis more thor-
oughly. I wanted to discuss the in-
dicators, chart analysis techniques
and trading rules not covered in
my first book, SmartBounce. 

In 2010, I wrote a book allowing
ordinary investors to understand
the discipline of technical analysis.
I discussed how to use the tools of
technical analysis to reduce the
risk of your portfolio. It covered
how I reduced the risk of the port-
folios I managed during the 2008-
09 market crash. In 2011, Side-
ways: Using the Power of Technical
Analysis to Profit in Uncertain
Times was published. Retail in-
vestors appreciated the straight-
forward pragmatic guide to tech-
nical analysis of the book. I’m still
humbled by the positive feedback
on Amazon for Sideways. 

In Sideways, I covered the
most important tools for investors
to consider when discovering
new investment candidates. More
than just buying securities at the
right time, it offers strategies on
when to sell them. 

The book covered trend and
phase identification, momentum
oscillators, moving averages, cy-
cles, and Japanese candlestick
formations. It briefly touched on
contrarian investing, as did my
first book SmartBounce. But it re-
ally wasn’t enough of a compre-
hensive look at contrarian invest-
ment tools. In fact, I’ve not been
able to find many pragmatic
books strictly focusing on this im-
portant aspect of investing. While
there are books out there on con-

trarian investing, I have yet to find
one covering the new tools avail-
able for contrarian investors and
how to incorporate these tools
into a well structured investment
strategy. This new book, Smart
Money, Dumb Money, Beating the
Crowd Through Contrarian In-
vesting addresses that need. 

The markets have changed
since my first two books. Things
happen so much faster these days.
Markets rise hard, and fall harder
than they ever have before. Time-
ly stock market news flow and ac-
cess to relatively sophisticated
analysis tools were once exclusive
to investment professionals.
These tools are now easily avail-
able to retail investors through the
Internet — often at no cost. That’s
a big change from when I was a re-
tail broker during the 1990s. 

And yet, some things remain
the same. Human nature sure
hasn’t changed. We humans are
still hardwired with an instinct to
follow the crowd, as I outlined in
Sideways. Despite the access to
on-demand financial news and a
plethora of analytical tools and
trading platforms — we are still
driven by an age-old desire to fol-
low the herd. Knowing that the in-
stinct to follow the crowd in al-
most all aspects of life will remain
within the human species for the
foreseeable future is key in un-
derstanding why contrarian-in-
vesting strategies provide an edge
— now, and in the future. Sophis-
ticated investors will continue to
resort to their lizard-brains in mo-
ments of flight or fight, fear and
greed, and other moments of high
stress or emotion.

Normally, herd behaviour isn’t
such a bad thing in life. For exam-
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ple: When people are running
away from a burning building,
you might be well-served to fol-
low that crowd towards safety.
Challenging herd behaviour by
being contrarian and running
into the building is usually the
wrong decision. 

As sensible as that instinct is
to join the crowd and run from
that burning building, it’s not al-
ways such a great instinct to fol-
low the crowd when investing.
Investors who follow the crowd
trade often buy at market tops
and sell at market bottoms. Fol-
lowing the herd at times like that
is not going to help with your in-
vestment profitability. 

But how do we know when the
crowd is wrong? My aim in this
book is to help you step outside of
the natural tendency to follow the
crowd at the wrong time in the in-
vestment cycle. You want to follow
the crowd when the trend is
healthy, but you don’t want to stay
in the trade when it’s become over-
crowded and ready to roll over.

Editor’s Note: This column
was adapted from Smart Money,
Dumb Money, Beating the
Crowd Through Contrarian In-
vesting by Keith Richards. The
book will be available on Ama-
zon.ca in the first week of July
and Keith is also offering special
signed copies to Investor’s Digest

readers, who can contact him di-
r e c t l y  a t  k r i c h a r d s @ v a l u e -
trend.ca if they are interested.

Keith Richards is Chief Portfolio
Manager & President of Value-
Trend Wealth Mgmt. He can be
contacted at info@valuetrend.ca.
He may hold positions in the se-
curities mentioned. The informa-
tion provided is general in na-
ture and does not represent in-
vestment advice. It is subject to
change without notice and is
based on the perspectives and
opinions of the writer only. It
may also contain projections or
other "forward-looking state-
ments". There is significant risk

that forward-looking statements
will not prove to be accurate and
actual results, performance, or
achievements could differ mate-
rially from any future results,
performance, or achievements
that may be expressed or implied
by such forward-looking state-
ments and you will not unduly
rely on such forward-looking
statements. Every effort has been
made to compile this material
from reliable sources; however,
no warranty can be made as to
its accuracy or completeness. Be-
fore acting on any of the above,
please consult an appropriate
professional regarding your par-
ticular circumstances.
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