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 1 - Short
Sale

 


A hush falls over the Traders’ Room at Goldstein,
Rosenfeld & Metz brokerage firm. Twelve pairs of eyes focus on
the pallid face of James Carman. He stands hunched over, white-
knuckled hands grip the back his chair, his neck is arched toward
the monitor before him. Beads of sweat form on his brow. His pulse
races. His stress level is palpably very high.

 


***

Although he had told himself over and over that he
would never enter a short sale, the opportunity had seduced him.
AMC had been experiencing operating problems that had been
unfavorably impacting the net earnings per share of its common
stock. Each quarterly report compares earnings per share and the
corresponding earnings per share of the same quarter the year
before. For each quarter this year, earnings per share have been
somewhat less than that reported for the same quarter last year. As
you might expect, the price per share of common stock has decreased
each quarter of this year, immediately after the release of the
quarterly earnings report.

Several common stock analysts have issued different
estimates of the earnings per share of AMC common stock for
this quarter of the year which ended three weeks ago. These
estimates ranged from a high of $.74 per share to a low of $.65 per
share, with an arithmetic average of $.70. Earnings per share for
last year’s same quarter were $.80.

Yesterday, James was anticipating that the report of
earnings to be announced before opening of the stock markets (on
the morrow), would be unfavorable as usual. Near yesterday’s
“closing bell” of the stock market, the price for AMC common
stock had made a short run up to $32.30. James quickly arranged to
“borrow” ten thousand shares from his brokerage firm, Goldstein,
Rosenfeld & Metz. He sold the “borrowed” stock at $32.35.
Congratulating himself, he left the Traders’ Room at Goldstein,
Rosenfeld & Metz with confidence that the morning would bring
to him a sizable profit when he purchased ten thousand shares to
replace those “borrowed” from the brokerage firm.

***

It’s 9:15 AM EDT. AMC has just announced
earnings for the last quarter -- $.71 per common share. In stock
market parlance, the corporation has beaten the Wall Street
“consensus” by one cent. This figure is nine cents lower than the
comparable quarter last year, meaning that AMC earnings from
operations are still falling, not growing as the investors
hope.

“But,” says James to himself, “they beat the
Street!”

The ambivalence James feels explains the white
knuckles clutching the back of his chair. Then at 9:30 AM EDT (8:30
AM CDT) trading begins but not in AMC common stock. The
delay is excruciating for James. Finally trading in AMC
begins with several sizeable trades; fifteen hundred shares at
$33.00, eight hundred shares at $33.05, five hundred shares at
$33.10. Panic seizes James. His pulse rate surges. But
nevertheless, He “stays the course”.

Now smaller trades pop up: one hundred at $33.09,
two hundred at $33.09, one hundred at $33.08.

“Fwoooo!”

James expels his bated breath.

“Breath slowly and steadily,”

he tells himself. Feeling a little bit weak, he
rolls the chair backward, relaxes his clasped fingers, steps
forward and heavily throws himself down into it. The trades are
coming quickly now: three hundred at $33.02, one hundred at 33.01,
two hundred at $33.00. James tells himself that this is a down
trend. The prices seesaw up and down, finally establishing a
temporary bottom at $32.90.

“No Good!”

he thinks, his mind racing. He needs a price below
$32.35 to bail out without losing money.

“Face it!

James says under his breath,

“I need an exit strategy to cut my ‘paper’
losses. At $32.90 I lose $5,500.”

Steeling himself, he stares at the monitor, unable
to force himself to take the loss. Now the price is rising again:
two hundred shares at $33.10, one hundred at $33.11, one hundred at
$33.12, two hundred at $33.12. James recalculates his loss: $7,700!
He grits his teeth, resolving to hang on for the rest of the
morning.

At 9:30 AM CDT, the market has been open for one
hour and AMC common stock price is $33.40. At 10:00 AM the
price is wavering around $33.50.

“Come on, you day traders, take your gains and
SELL!”

James intones. He receives a sympathetic shrug and
grimace from a nearby trader.

It’s 10:30 AM and James’ misery continues to gnaw at
his stomach lining.

“Why did I drink coffee this
morning?”

he moans. Then it begins, three thousand shares
trade at $33.41, five thousand at $33.40, eight thousand shares at
$33.42. Transfixed, James stares at the monitor. (“Hope springs
eternal in the human breast.”) He begins to formulate an exit
strategy. He muses,

“It costs me nothing to enter an order at a
low price.”

His fingers fly across the keyboard. He selects the
“Trading” tab, then selects “Order”. The order menu pops up. Type
of order: he selects “Buy!” Quantity: James enters ten thousand
shares. Description: He types in AMC. The “Type of Order”
drop down menu appears. James selects “Limit”. The limit price
window appears. James pauses to draw a deep breath. He tentatively
enters $32.41. He strikes “All or None”. Then James selects
“Preview Order”. His price of $32.41 is juxtaposed with the last
trade’s price -- $33.42. He sighs,

“That won’t fly!”

He selects “Change Order”. The ordering menu
returns. James selects “Limit Price”. Again, he pauses. Reluctantly
he enters $32.81. He selects “Preview Order”. His proposed order
materializes and the taunting last order price -- $33.01. He
calculates the loss at his limit price -- $6,666.

“Arrrg!” he mutters. “Gotta take my
medicine.”

He enters the price that will cost him a loss of ten
thousand dollars -- $33.35. Visceral knots relentlessly grip his
torso. Stoically he enters this price into the “Limit Price”
window. He strikes “Preview Order”. The proposed order appears on
the monitor screen. The latest trade is shown at $33.37. With a
prayer, James strikes “Place Order”. Icy drops of sweat slither
down James’ ribs. Beads of perspiration erupt on his forehead, then
slide down into his eyebrows. His face is ashen.

There is a pause in trading, perhaps caused by his
large, below market price, order; then one hundred shares trade at
$33.38. Two hundred trade at $33.36. One hundred trade at $33.39.
This is agonizing. Wanting (perhaps dreading), execution at a price
that will cost him the loss of ten thousand dollars yet watching
the market “tread water” just above his execution price. What if
the price starts to rise once more? What then? Then the coup de
grace. Ten thousand shares trade at $33.35. His doom is sealed, but
at least the formerly unbounded loss is now established.

James wearily slumps forward in his chair, sandy
hair wet with sweat, his mind racing to recap the horror he has
just experienced. His pulse, throbbing loudly in his ears, begins
imperceptibly to slow. The collar of his dress shirt is soaked with
sweat; his briefs, likewise.

“Isn’t this exciting?”

he sardonically muses. Gradually the activity in the
Traders’ Room begins to enter his consciousness: fingers tapping
keyboards, heads perched atop craning necks, unblinking eyes
scanning monitors -- studying, analyzing, judging, thinking,
thinking, THINKING! “Day Trading” is the name given to this
activity; this vocation. As some herd animals ignore a fallen
comrade, the others erect a wall between themselves and James. Day
Trading is tense enough without a fresh reminder of the risks they
all constantly face.
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Recapitulation

 


Mr. Market is irrational.

At any given time, the market price is merely a
reflection of the numbers of buyers and sellers.

.......(paraphrased) Warren Buffet

 


As y’all are aware, a short sale entails selling
stock shares that have been borrowed from a brokerage firm, in
hopes that the price will continue to fall and the stock may be
repurchased at a lower price. The result is a profit from the
difference between the price of the “short sale” and the price of
the “covering” purchase, times the number of shares, minus interest
charges, and minus two brokerage commissions. [James’ pays only
$4.95 per brokerage transaction.] One may borrow to the limit of
his credit line with his brokerage firm. This is equivalent to a
similar line of credit at one’s favorite casino.

Goldstein, Rosenfeld, & Metz, the brokerage firm
that James uses, provides an environment that is very conducive to
day trading. The firm’s income is derived largely from commissions
and fees charged for each transaction made through their
facilities; interest on cash loans is another source of income for
the brokerage firm. They provide a Traders’ Room in their Fort
Worth, Texas, location. There are twenty workstations available to
those traders who have cash holdings on account with the brokerage
firm of at least $100,000. Through these workstations, traders may
access a plethora of data concerning the securities available and
the firms issuing the same. Second-by second updates of trading
activity are available through constant access to the major stock
exchanges. Menus facilitate rapid placement of orders. Heaven (to
Goldstein, Rosenfeld, & Metz) is James buying and selling
constantly, day in and day out. If he makes a profit daily, he will
be persuaded to continue in this activity. Goldstein, Rosenfeld,
& Metz want James to succeed. The more capital a trader has
available to him, the more trading he is likely to do. To increase
the trader’s capital, Goldstein, Rosenfeld, & Metz is pleased
to extend a line of credit to him. Utilizing this credit gives the
trader additional leverage in his transactions, for greater gain
(or loss). Today Goldstein, Rosenfeld, & Metz loaned James ten
thousand shares of AMC Common. Deducting the one hundred
thousand dollars in James’ account, he tapped his line of credit
with them for $223,500. James sold the borrowed shares initiating
the action of the “short sale”.

James’ plan was to watch the price fall from his
sales price ($32.35) to below $30.00, at which time he would
purchase the replacement shares at the lower market price. Had
James’ plan worked, he would have earned well over twenty thousand
dollars after paying transaction charges, fees, and interest. What
did happen? He lost ten thousand dollars plus transaction charges,
fees, and interest. James “bailed out” because he lost faith that
his plan would succeed after registering “paper losses” as high as
eleven thousand dollars. By the time his covering purchase was
executed, his losses had become ten thousand dollars plus ten
dollars, plus fees, plus interest.

***

Calmer now, James sighs deeply while picking up his
papers and methodically stuffing them into his case. He shuts down
the workstation, numbly trudging towards the door with drooping
head and slouching shoulders. His colleagues fail to acknowledge
his withdrawal from the arena, some due to superstition and some
just to keep James’ dejection from undermining their own frail
faith that they are capable of winning in this endeavor.

James steps out into the stifling, summer heat of
Fort Worth. He slowly, peripatetically works his way toward the
parking lot. One of his better creations, his highly modified 1985
Ford Mustang GT, awaits. This car exemplifies James’ concept of an
ideal possession. The Mustang is a “blue collar” performance car.
Minor engine enhancement had added thirty horsepower and the
chassis had been stiffened, by John B. Quick, at Slot Car Mustangs
in Houston, Texas. With James’ skillful hands, feet and brain, they
are a match in open road racing for any pairing they might
encounter. The car is also reasonably economical transportation,
averaging twenty-two miles per gallon and replacement parts are
still available from his local Ford dealer. James has access to an
extremely capable mechanic in the small North Central Texas town of
Valley View. This gifted mechanic charges very reasonably for his
labor. James erstwhile neighbor Tommy once said,

“Tucker makes it possible for all of us to own
older cars!”

and this was certainly no exaggeration.

James unlocks the driver’s door, pitching his case
into the passenger’s seat. He wriggles his body between the side
bolsters of the Recaro racing seat and the steering wheel, latching
the racing style safety harness. With a sagging psyche James fully
depresses the clutch pedal, turns the ignition key and cranks the
engine. The five-liter V-8 burbles to life, settling into a ragged
idle at 700 rpm. He flicks on the air conditioner. Idle speed rises
to 1,000 rpm and cooler air begins to caress his face. Drinking in
the cooling draught, James selects first gear and sallies forth
into traffic. He feels that today’s experience is epochal. He needs
to meditate on the morning’s events. For James, driving has always
been accompanied by meditative reflection. After only ten minutes,
he leaves the hustle-bustle of Fort Worth behind. Heading northwest
on U. S. 287, he begins to relax as the West Texas countryside
welcomes him back. He loves driving the winding roads in the hilly
terrain, expertly shifting the five-speed gearbox up and down,
occasionally skipping gears due to the ample torque of the muscular
V-8. As he drives, he muses over the day’s events. This painful
regurgitation and mastication would drive home the lessons learned
today. His hope is that a thorough analysis may assure that he
never again sustains such a heavy loss. His wife, Jackie, will help
to assuage the pain. In temperament she is his perfect complement
-- strong where he is weak. Naturally supportive, she sagaciously
asks questions that help James to unravel complex situations.
Today’s events certainly are that! Wearily he coasts the Mustang
down their three-hundred-yards-long gravel “driveway”, rolling it
to a perfect stop against its chocks in the metal building. He revs
the engine to clear the plugs, then kills it. After bringing down
the roll up door, he strides through the open roll up door of the
garage (attached to the house) passing the “family” car, a 1998
Chevrolet Impala Super Sport sedan.

 


***

 


Jackie handles the loss with her usual aplomb. She
has and projects an abiding faith in God and in James, rarely
showing (or for that matter, feeling) concern for their
finances.

“Jamey, you’ve told me that intensifying your
investment activity carries increased risk.”

“Yeah! I have said that and it’s certainly
true. The more transactions one needs to make, the less selective
he is. I’m coming under increasing conviction that I have raised
the level of risk, that I am willing to accept, too
high.”

“You’re naturally competitive -- extremely
goal oriented. You also are very bright, and you thoroughly analyze
everything. Would it help to write down what you were thinking on
your drive home?”

“It surely will!”

She excuses herself for a moment, directly returning
with a legal pad. James writes furiously for several minutes.
Finally, the catharsis is complete. He has little enthusiasm for
reviewing what he has just written, he would do so in the morning
at Goldstein, Rosenfeld, & Metz.

Jackie had heated up a light meal. James needed to
eat but hadn’t “the stomach for” much. They eat on the love seat,
watching a videotape of Sabrina (the Harrison Ford version). James
strokes Jackie’s back slowly and methodically. She always finds
this relaxing. The heat and humidity of the Texas summer encourages
indoor activities. Jackie keeps the atmosphere of the house under
control, consulting her weather station to assure that both
temperature and humidity are acceptable. Cuddling is, therefore,
comfortable. As the movie ends, there is some batting of
eyelashes.

“Shall we adjourn?” she asks coyly.

“Sure!” says James, with a leer.
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Race

 


James’ pulse is “way up there”, knuckles are white
as his fingers grip the steering wheel, his jaw is set; his eyes
are focused on the rear of the Camaro.

 


***

 


Why wasn’t he on Jacksboro Highway heading towards
Fort Worth? Wayll, he had set the turn indicator for a left turn at
Highway 51. And then the 1990 Camaro Super Sport passed through the
intersection heading north. The young driver gave him a friendly
raised index finger as he passed. James hands, arms and feet took
over. Directly, he was traveling north on Highway 51.

James muses,

“The horse is good, let’s test the jockey. If
he turns left at left at County Road 2123, I’ll follow. If he
continues straight up Highway 51, I’ll follow him until I turn
southeast on Highway 114.”

 


***

 


With bated breath he stares at the rear lights of
the Camaro as the intersection approaches. The left turn indicator
light begins to blink. The stage is set! Excited, James sets his
turn indicator to left, “heel-and-toe” downshifting to second, he
power oversteers the ‘Stang through the left turn. Following the
Camaro at a respectful distance, James is pleased to observe that
the young man is aware of the enforcement policy of the Department
of Public Safety. [They monitor only the portion of County Road
2123 between Highway 51 and Cottondale.] As they clear Cottondale,
their speed increases. They are cruising at the Mustang’s quietest
speed -- seventy-five miles per hour.

“It is beginning to feel just ‘like a walk in
the park’. Nuts!”

As they round the climbing ninety-degree right turn,
at the triangle, the Camaro’s rear end squats, the drone of its
exhaust replaced by a staccato roar. James shifts to third and
“puts the pedal to the metal.” At 5,000 RPM he up-shifts to fourth
gear. Due to its larger engine, the Camaro pulls away inexorably
out to a one-hundred-yard gap. The acceleration run lasts until the
downhill S-curve. Well before the turn the Camaro’s exhaust tone
softens. James continues flat out closing to within fifty hundred
yards, then braking powerfully, he moves the speedometer needle
back to seventy-five in seconds. Back on the accelerator, James
feathers the throttle while gently sawing the wheel in what sports
car racers call “crossing” and stock car racers refer to as
“walking it around the turn.” Thus, crossing and re-crossing the
limit of adhesion at the front wheels, while steering the rear
wheels with the throttle, James keeps the Mustang at an angle of
about ten degrees right of straight through the left-hand turn and
smoothly makes the transition to ten degrees left of straight
through the right hander; a pas de duex. All the while the Mustang
eats at the gap until only ten yards separate the cars as they
begin another acceleration run. As before, the Camaro relentlessly
draws away on the straightaway but as before, gives all the
separation back again as another turn is negotiated. On they roar,
the Camaro drawing away on the straights, the Mustang reeling it in
on the curves. Another milder “S-curve looms; a left then a right.
The Camaro’s brake lights twinkle uncertainly. Turning left without
“lifting” from the accelerator pedal, James and the ‘Stang smoothly
drift left, maintaining a slight “slip angle”. At the apex, James
“lifts” the throttle momentarily and the ‘Stang snaps into a slip
angle to the left. All the while, James is modulating the steering
wheel angle. He eases the ‘Stang into a momentary straight-ahead
posture and directly they are beside the Camaro. As they exit the
turn the ‘Stang’s door handle slides ahead of the Camaro’s.

“Whoa”!

escapes from James, at the sudden appearance an
oncoming pickup truck.

James lifts abruptly and tucks the ‘Stang behind the
Camaro. They roar on, James “drafting” the Camaro and thus, able to
stay only ten yards behind as they continue to accelerate at full
throttle. James is now certain that the race is theirs. They will
pass in the sharply downhill, right and left S-turn ahead. There,
visibility of the road ahead is excellent for a quarter of a
mile.

Here it is! As the Camaro’s exhaust note softens,
James, keeps the “pedal to the metal”, snicking the wheel right,
then left. The scrub of the turning front tires slightly reduces
the road speed to approximately eighty-five miles per hour. [1985
cars have speedometers marked to only 85 miles per hour.] They are
slipping past the Camaro at a relative speed of twenty miles per
hour.

As they are fully clear of the Camaro, James “shuts
the door”, cutting directly in front of the Camaro. Only ten yards
separate the two cars. The Camaro closes the gap to six yards,
James, feeling the ‘Stang surge slightly as the vacuum behind fills
with Camaro. Another acceleration run ensues. The air pressure from
the Camaro gives the ‘Stang almost as much push as the drafting
gave it pull and the speedometer needle twists until it is pointing
straight down, then continues to a seven o’clock position, faster
than James has ever driven.

All too soon the hills of Bridgeport loom and James
reluctantly eases his foot off the accelerator pedal, popping and
burbling noises emanate from the twin exhaust pipes. The other
driver had already lifted his foot and the Camaro echoes the
refrain. They ease past the golf course at forty-five miles per
hour and meet at the stop sign. James waves and turns northwest at
Highway 114, towards Bridgeport. The young man returns the wave as
he turns southeast on Highway 114, towards Paradise.

Two more left turns and James is motoring west on
Highway 920. His epinephrine level is slowly ebbing; pulse slowing
as well. The sun is brightly shining. James is elated as he drives
past the striking mesas of this area, sightseeing all the way to
Jacksboro Highway. Turning southeast, he continues his relaxed
touring until he is jolted by civilization as Springtown appears.
Thirty minutes later James turns into the parking lot at Goldstein,
Rosenfeld, & Metz. He holds the tachometer needle at 3,000 rpm,
for a moment, to clear any carbon deposits built up in the
stop-and-go traffic, then kills the engine.
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Gambling

 


James sits down at a workstation and begins to
peruse the thoughts that he had written down last night. Thoroughly
research the corporation, its management team, earnings and price
history trends. He creates a “Benjamin Franklin Balance Sheet” --
short selling versus investing.

 


Short selling: borrow shares from your brokerage
firm

Investing: buy shares at a good low price

Short selling: sell borrowed shares at market
price

Investing: hold purchased shares for price
appreciation

Short selling: constantly monitor price in real
time

Investing: check price range daily

Short selling: buy shares to replace borrowed
shares

Investing: sell shares when market price is just
below recently established highs

Short selling: tense, mind racing, possibly
terrified

Investing: Relaxed, contemplative, dispassionate

Short selling: high risk

Investing: modest risk

 


When expressed in these terms James can only think
of one word to describe “short selling” -- gambling! On any
given day and at any given time, a stock’s market price may fall or
rise -- the probabilities are equal; fifty-fifty. He might as well
place a bet on red or black on one spin of a roulette wheel. The
relatively small amount of money that he was prepared to lose had
allowed him only a short time interval before he “caved in” and
“covered” by buying the replacement stock shares. When emotions are
factored into the short selling scenario, it is clearly a “no win
situation”. James is now cured, and the doctor’s fee is ten
thousand dollars.

Implicit in the above is an even simpler “rule of
thumb”. If there is a time constraint, that is if the planned trade
must take place within a limited time, the process is speculative;
speculation. If there are no deadlines of any sort, the planned
trade may be an investment. May be, if indeed the security
whose purchase and subsequent sale is issued by an entity that is
financially sound, well managed and is growing or if the security
is somehow steadily increasing in intrinsic value.

One’s knowledge concerning a fiscal entity that is
issuing securities is usually directly related to the inverse of
the number of entities under scrutiny. Simply put, if one tries to
“keep track of” too many different securities, one may find one’s
enthusiasm flagging for careful scrutiny of the data issued by the
entities. Most of the currently prominent, successful investors
recommend keeping a relatively short list of potential trades and
putting a large share of one’s capital into each purchase. Think
about it! If you are consistently buying five hundred or one
thousand shares, you will pay much closer attention to the
selection process than if you are merely buying one hundred
shares.

 


 


 5 - Day
Trading

 


James faces his workstation and turns it on. He
selects the Trading menu and curious, he punches in
AMC. The last trade is $31.22 on two hundred shares. If he
had waited, he could have actually made a profit on the short sale.
He sighs deeply. Shrugging off his melancholia, he “calls up” his
listing of stocks in which he is currently, daily trading. These
are common stocks that exhibit a significantly wider range of price
movement than the median price fluctuation of all the stocks listed
on a given stock exchange. The factor is named “Beta Coefficient”
and is listed with other data in the various data sources -- for
example Value Line and nyse.com. Traders seek stocks with high
Betas. A Beta of two is high and indicates a stock that
fluctuates twice as widely as the median of all the stocks
being traded on the reporting exchange.

Two of James’ cyclicals are below his established
buying price -- Beaver and Chancellery. Quite content
to make small moves today, he buys five hundred shares of each.
Wanting to feel good, he rises and moves to the break room where
Goldstein, Rosenfeld, und Metz provides insulated carafes of
strong, piping hot coffee, hot water for teas and iced colas.
[Caffeine, especially when combined with sugar, has the capacity to
make one more confident; feel more powerful. This psychological
state could create a higher rate of trading.]

Thus fortified, James returns to his workstation.
Beaver is down another point and James places a second buy
order for five hundred shares. By ten o’clock Beaver is down
two and one- half points from yesterday’s closing price and James
has purchased fifteen hundred shares.

Chancellery is down one and one-half points
from yesterday’s close and James has bought five hundred
shares.

Day Traders cannot enjoy a quiet, relaxing lunch;
some cannot eat at all. They must stay “glued to” their monitors.
At eleven James returns to the break room, selecting a packaged
sandwich from the vending machine. He returns to his workstation,
eating as he works. By two o’clock CDT, with only one hour
remaining before the markets close, James opts to take his profit
in Beaver. He sells his fifteen hundred shares at a profit
of $1,455, or an average of $.97 per share. This is great movement
from a stock and a very respectable day’s profit.

Feeling that Chancellery has additional room
to move and not wanting to pull out of his “position”, James sets
up a “straddle”. He places a “limit order” to buy five hundred
additional shares at a half point below the current market price.
Next, he places a limit order to sell his five hundred shares at
one and one-half dollars above his average cost for these shares.
[Limit orders are executed only when the stipulated price is
reached.] These orders are “good until canceled”, but he plans to
exit his position in Chancellery tomorrow morning. If both
his orders execute before he arrives in the morning, he would have
five hundred shares of Chancellery (that he would sell
shortly after arriving) and a profit of $750 from the trades. Day
Trading is safer when traders are content to take modest profits.
Perhaps more important, the viscera are more comfortable when the
trader leaves with only cash and no shares in his account.

By nature, we humans enjoy an emotional ebb and
flow. We stress ourselves and then we relax. We push ourselves,
then reward ourselves. James’ doctor has encouraged him to eat
relatively evenly spaced meals, and he does so. Many traders eat
“the breakfast of champions”, a cup of coffee and a donut. They
consume more donuts and coffee throughout the day, skipping lunch.
By three o’clock, they have earned a reward, and they give
themselves plenty (perhaps a steak dinner). These eating habits,
coupled with the relatively sedentary lifestyle of a day trader,
often result in ones being overweight. Older traders frequently
feature a “dunlop”. [In Texas we say, "He done lopped over," when a
protruding belly droops over the belt.] Of course, the sumptuous
meal must be accompanied by some form of alcohol to relax those
frayed nerves. Many traders drink far too much, creating the DUI
hazard. [Driving Under the Influence of alcohol drives mothers MADD
(Mothers Against Drunk Driving) in Texas.] James waits until he is
home to have the pleasantly numbing drink.
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Covered Short Sale

 


Reviewing the day’s activity, James concludes that
this day’s trading meets his needs within what he regards as a
prudent level of risk. Conversely, his previous day’s short selling
activity was unreasonably risky, especially within the context of
his limited financial resources. His foray into the “short sale”
was the culmination of a steady increase in his level of confidence
that he could predict stock price movements. It was also the
culmination of a steady increase in the level of risk that James
was willing to accept. He had become so cocky that he leapt into a
highly risky transaction. Actually, (as is the case with most
time-dependent market transactions) the opportunity for a
profitable result was only hours away. He was just unwilling or
unable to wait.

“Could I take the risk out of a short sale? Of
course! All I need do is to cover myself. If I own a thousand
shares of a stock that I want to short, I can borrow another
thousand shares and sell them. If the price falls as I expect, I
buy the replacement shares and pocket my profit. If the price
rises, I can wait indefinitely (so long as the interest on the
borrowed shares isn’t too steep), because I own the needed
replacement shares.”

 


***

 


It’s 7AM CDT. James is seated at another workstation
in the traders’ room at Goldstein, Rosenfeld, and Metz. His
Chancellery orders have not executed and he decides to let
them ride. Palms sweating, he calls up AMC. The tightness in
his throat and elevated pulse are somewhat enjoyable -- elevated
blood levels of epinephrine are addictive. AMC has traded as
low as $28.87 and as high as $33.50 since James made his
replacement stock purchase of ten thousand shares. Wiser now, he
takes the stance of an investor -- placing a limit order for one
thousand shares of AMC at $29.12. He plans to wait very
patiently for the market to come to him. Why fool around with the
stock that cost him so much money? He has two reasons:

1) When a horse throws you, you should get right
back on him or you risk establishing a fear of riding horses in
your psyche.

2) James has studied AMC extensively. It
would be wasteful not to use this information for profit.

James is aware of the insidious, latent desire that
surely lurks in his psyche; the desire to erase his earlier losses
on AMC. Since James is eschewing leverage on this new foray,
he will be seeking only a two-thousand-dollar gain, not twenty
thousand dollars as formerly.

 


***

 


Several days have passed. James has earned a profit
of just over $900 on Chancellery. His order for AMC
has just executed. He now owns one thousand shares. His cost is
$29.135 including the brokerage fee. Now he sits back to await an
upward movement of the market price.

He begins purchases of a third common stock,
Diversity. As the market prices eases down, James adds to
his holdings methodically. Perceiving a downward resistance level
(really increased bids to buy at that price level), he ceases the
purchase activity and begins to focus on the sales side of the
action. The price stays around the same level for the rest of the
day. Planning to be at a workstation early the next morning, James
leaves, holding nine hundred shares of Diversity.

 


***

 


Early this morning the stock market begins moving
sharply upward. Economic news aired on yesterday’s evening news has
been encouraging. James excitedly watches the prices of
Diversity and AMC begin to move up. Having two deals
of roughly equal value going, he plans to manage them
simultaneously, setting up his monitor with a split screen. James
occasionally checks the other common stocks on his “watch list” to
look for further buying opportunities. Diversity finally
begins stabilizing and James directly enters a market sell order
for his nine hundred shares. “When the dust settles”, he has a tidy
profit of one dollar and eighty cents or $1,620.

AMC continues to rise erratically. Pondering
this situation, James watches AMC for signs of the price
“topping out”, planning to merely sell his thousand shares for a
profit. At 2:45 PM CDT, AMC suddenly drops ten cents on a
trade of 200 shares. James pounces upon his keyboard, fingers
dancing, to enter his sell order for one thousand shares. His trade
is executed for twenty cents less than the previous trade -- $32.77
-- netting him a profit after fees of $3,630. Jubilant, he rubs his
hands together. His colleagues now give him their attention. It
feels good to associate with a winner.

Smiling happily, James shuts down his workstation,
packs his case, and saunters out the door, ever so slightly
swaggering. Can you blame him?

The Mustang roars to life and they launch into the
afternoon traffic of Fort Worth. Once on Highway 287, James takes
out his cell phone and calls Jackie. He is in a celebratory mood.
It’s Thursday. As to trading, he is totally in cash. He is
self-employed. How about taking off on a long weekend?

“Hello, Sweetheart, do you have any immediate
plans?”

“Nothing scheduled Jamey.”

“Do you feel like taking off for the high
country for the weekend?”

“Sounds wonderful. I could use some cool, dry
air.”

 


 


 7 -
Craps

 


The dice bounce off the craps table bolster and
register ten “the hard way”. James collects his five dollars
winnings for “making his point” and seven dollars for his
one-dollar wager on the “hard ten” (two fives). He pulls back his
wagers of six dollars each from his “place bets” on six and
eight.

The five-dollar-minimum craps table at Binion’s is
somewhat ill-lit, giving a slightly sleazy cast to the scene.
Tonight, the table is ringed by semi-professionals, no tyros being
manifest. Everyone bets promptly as the opportunities present
themselves. And then, the opportunity of the night! The dice pass
to a previously lucky guy; a middle-thirtyish man
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