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Who is ‘right’ and who is ‘wrong’ depends
on what part of the chart you look at

Does today’s market have
a geometric problem?
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DAQ specialist Don Kapetanakis
(say his last name three times fast!).
Don wrote a report in or
around 1999 stating that he, like
Gurney Watson, saw that the
NASDAQ was overbought, overvalued and ready to blow. I believe he was looking at similar
chart angles to Gurney, along
with the other overbought technical indicators in his toolbox.
If you take a look at the chart
on the right, I note approximately where Don wrote that report.
The NASDAQ was primed for a
major (not a minor) pullback, according to both of their analyses.
I recall the NASDAQ was somewhere around 3,000 – although
both analysts wrote further bearish reports as it moved into the
4,000 range.
But here’s the thing: A few
months after Don issued the first
warning when the NASDAQ was
hovering near 3,000, the NASDAQ
went on to hit 5,000 by the year
2000. That was a 60 per cent-plus
move! Don and Gurney, it appeared, were wrong!
In fact, as a retail advisor at the
time, there was much criticism
aimed towards Don (in particular) as his prediction proved
"wrong". This was after advisors
and clients watched the index
climb substantially higher. Some
advisors were talking trash about
Don’s call, saying, "I am glad I
didn’t listen to that guy!"
What a difference a year
makes. After surging to 5,000 following Don and Gurney’s original
bearish call, the NASDAQ turned

tail and retreated! It fell…wait for
it…darned close to 1,300! So –
Don said sell at 3,000 (and reiterated the sell advice at 4,000). Then
the market went up a whole
bunch more.
But then…it went down. Indeed, the NASDAQ settled to
darned near one-third of the price
when Don originally said to get
out. Don and Gurney appeared to
be "right" by 2002.
So, were Don and Gurney
"wrong", or were they "right"?
Well, hindsight tells us now that
they were very wrong for a year,
then very, very right for almost
two years. Net-to-net, listening to
Gurney and Don’s advice in 1999
was painful at first, but profitable
in the longer run.
Of course, people are myopic.
Many will not recall Don and Gurney making the right call with a
"better early than never" level of
accuracy. But I do!
The interesting thing I learned
from all of this is that its hard to
make timing predictions based
on signs of an overbought, overvalued market. The analysis
might be correct…but, as Keynes
once said, "The market can remain wrong longer than you can
remain solvent!"
Gurney and Don’s analysis
taught me to respect the forwardlooking indicators like sentiment
indicators, chart angles, market
momentum, volume and market
breadth. But their early call(s)
taught me to include a methodology that will keep us in the market, despite the "wrongness" of
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its overbought status, until the
trend breaks.
At this moment in time, I am
starting to see many of the signs
in today’s markets that I am sure
inspired Gurney and Don to put
on their bearish hats in 1999.
To that end, I would like to
recommend that you incorporate
a systematic rule-based strategy
to keep you in the market so long
as the trend remains in place.
However, your rules should also
incorporate an exit strategy that is
based on quantitative sell signals
upon a breakdown in trend. The
key words here being "quantita-

tive" and "trend".
I’d like to emphasize that an
"opinion" on the market, even
one based on sound logic, is useless. Markets trade on emotion as
much as they do on fundamentals. The stock market reflects the
fear, greed, opinions, AND the
logical fundamental valuations of
its individual holdings. It’s a
mishmash of crowd behaviour
and analysis, where nobody really knows the future. As such, a
logical rule-based system will
"save you from yourself".
In my case, as Chief Portfolio
Manager for ValueTrend Wealth

Management, my rules are based
on trend following. I’d encourage
you to read my last book, Sideways: Using the power of technical
analysis to profit in uncertain
times, if you wish to incorporate
such a system for yourself.
My new book on contrarian
investing, mentioned above, will
cover trend-following systems
with some new research on incorporating contrarian investing
tools. However, trend-following
rules are not the only game in
town. Seasonal trading and momentum strategies work as well.
Again, the key is to have a rule-

based system, and avoid listening to opinions (or your own
emotions!).
I wish you success in your
trading in today's uncertain
times.
Keith Richards is Chief Portfolio
Manager & President of ValueTrend Wealth Mgmt. He can be
contacted at info@valuetrend.ca.
He may hold positions in the securities mentioned. The information provided is general in nature and does not represent investment 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 statements". There is significant risk
that forward-looking statements
will not prove to be accurate and
actual results, performance, or
achievements could differ materially from any future results,
performance, or achievements
that may be expressed or implied
by such forward-looking statements 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. Before acting on any of the above,
please consult an appropriate
professional regarding your particular circumstances.
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