
O
n May 12, I was
asked to par-
ticipate in the
annual CSTA

(Canadian Society of
Technical Analysts) con-
ference. This year, it was
held via Zoom webinar. I
was asked by the presi-
dent of the CSTA to open
the conference by relaying a story
about an influencing lesson that I
learned during the 2001 technolo-
gy bubble and bust. There were
some similarities between the look
of the charts those days to the look
of the charts today. 

The story I told was intended
to inspire some thoughts on mak-
ing investment decisions that fall
outside of a disciplined strategy. I
relayed to the audience that In the
late 1990s, I was very fortunate to
have met and learned from two
brilliant technical analysts when
working as an advisor and study-
ing technical analysis with Merrill
Lynch Canada. 

One analyst was a gentleman
named Gurney Watson, who was
with the Canadian side of Merrill
Lynch. Gurney was a mathemati-
cal anomaly. 

He understood the markets
from both a traditional perspective
AND from a "geometric" perspec-
tive, as he liked to put it. Gurney
was the first technical analyst to in-
troduce me to the "Smart Mon-
ey/Dumb Money" concept of con-
trarian investing. I cover his inter-
pretation of this indicator in one of
the chapters of my upcoming book
(due in late June), Smart Money,

Dumb Money: Beating the
crowd through contrarian
investing.

Without going deeply
into that specific analyti-
cal tool, in 1999 Gurney
presented some bearish
evidence using senti-
ment indicators like the
Smart/Dumb" indicator,

along with some interesting
charts of the broad U.S. stock in-
dexes. He told me on the phone
one day, "The market has a geo-
metric problem, not an arith-
metic problem."

Gurney was referring to the an-
gle of the chart. He was the origi-
nal analyst to influence me in that
methodology of measuring mar-
ket movements by angle of ascent
– and compare that angle to past
moves to determine if markets
were becoming overbought.

The chart on page 223 illus-
trates that the market had been
moving at roughly a 45-degree
angle (relative to the time/price
scale) during most of the 1980s
and 1990s. Something changed in
1998 – see the green trendline on
the NASDAQ chart below. 

Beginning in 1998, the market
arced off of its 20-year trendline in
a parabolic move. I recall in 1999
that Gurney wrote a report, saying
something like, "The hour is late,
partiers are growing tired. There’s
probably time for one last drink
before the party ends." Gurney
had quite a way with words!

At the same time, I was reading
reports from Merrill Lynch U.S.-
based technical analyst and NAS-

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, over-
valued and ready to blow. I be-
lieve he was looking at similar
chart angles to Gurney, along
with the other overbought techni-
cal indicators in his toolbox.

If you take a look at the chart
on the right, I note approximate-
ly where Don wrote that report. 

The NASDAQ was primed for a
major (not a minor) pullback, ac-
cording to both of their analyses.
I recall the NASDAQ was some-
where around 3,000 – although
both analysts wrote further bear-
ish 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 ap-
peared, were wrong! 

In fact, as a retail advisor at the
time, there was much criticism
aimed towards Don (in particu-
lar) 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 fol-
lowing 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 reiter-
ated the sell advice at 4,000). Then
the market went up a whole
bunch more. 

But then…it went down. In-
deed, 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 Gur-
ney 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, over-
valued market. The analysis
might be correct…but, as Keynes
once said, "The market can re-
main wrong longer than you can
remain solvent!" 

Gurney and Don’s analysis
taught me to respect the forward-
looking indicators like sentiment
indicators, chart angles, market
momentum, volume and market
breadth. But their early call(s)
taught me to include a methodol-
ogy that will keep us in the mar-
ket, 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 use-
less. Markets trade on emotion as
much as they do on fundamen-
tals. 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 real-
ly 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, Side-
ways: 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 in-
corporating contrarian investing
tools. However, trend-following
rules are not the only game in
town. Seasonal trading and mo-
mentum strategies work as well.
Again, the key is to have a rule-

based system, and avoid listen-
ing 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 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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