Mathematics of Gambling

Granville Shakes the World

By Edward O. Thorp

v phone rang about 9:00 p.m.
M on Tuesday evening, January

6, 1981. A voice said, “Sell every-
thing. Market top has been reached.
Go short on stocks having sharpest
advances since April. Joseph F
Granville, Blanchard I. Granville.”
More than 3,000 people here and
abroad got the wire.

The news spread rapidly. U.S.
stocks opened sharply down in
Europe. The Dow Jones Industrial
Average closed the day before at
1,004.69, up 12.03 from the pre-
vious day's close. This broke the re-
cent November high of just over
1,000. By the time the New York
Stock Exchange opened at 10:00
a.m. EST on Wednesday, January
7, 1981, there was a massive influx
of sell orders and very few buy
orders.

The Dow opened down more than
34 points at 970.22. The Dow closed
six hours later at 980.89, still down
nearly 24 points from the previous
close. The volume was the greatest
in all history: 93 million shares on
the New York Stock Exchange.
Brokers and the media generally
agreed that Granville's wire to
subscribers was largely, or even
primarily, responsible.

The Dow Jones Industrial Aver-
age (DJIA) moved steadily down-
ward since then. On Wednesday,
January 28, 1981, the Dow closed
at 942 58 It dropped 60 points in
the three weeks since Granville
called the top.

Did Granville call the exact top
because he was skillful or because
he was lucky? Or was it by now a
self-fulfilling prophecy? Many com-
mentators claimed the market fell
because Granville told his sub-
scribers to sell, not because it was
“due” to fall. They denied that
Granville simply reported in ad-
vance something which would have
happened anyhow, whether or not

he told anyone else.

Granville said the market would
have gone down anyvhow on Wednes-
day. His wire and the actions of his
followers just exaggerated and
sped up the process. A similar kind
of thing happened Monday, April
21, 1980 when he sent out a buy
wire on the preceding weekend.

Granville Interview

I spent several hours on Friday,
January 23, 1981 interviewing Joe
Granville. We discussed this point
in detail. He agreed that he can
move the market, or at least sub-
stantially affect it, for a single day.
He pointed out, however, that the
market has continued to move
down.

At the time of the interview, 16

People act only at
the close of the
day—after
Granville’s
recommendation.

days had passed since the market
action of January 7. Granville
argued that the market certainly
wasn't moving down through that
whole period because of his wire.

He also pointed out that, earlier,
the market had come from 759
{when he said buy on April 21,
1980) up to the peak of 1,004 (when
he finally said sell on January 6,
1981). Now the initial 20 or 30
points of this upward market move
in April might have been caused in
part by him. He doesn't believe
{nor, so far as I know, does anyone)
that the 240 point move was mostly
caused by him.

I think his impaet is limited prin-
cipally to the first day of market
action; and it may spill over a little
into the second day. But then any-
one who is interested in following

his advice is likely to have taken
action.

Critics of Granville pointed out
that his market letter (dated Jan-
uary 3, 1981) stated the market
would move up strongly. He advis-
ed subscribers to be fully invested
on the long side. This letter arrived
between January 5 and January 7.
Subscribers, who pay 3250 a year
for this letter, read advice that con-
tradicted a phone call to the early
warning subscribers on January 6.
Those subscribers pay $500 a year
for this special telephone service,

I pressed Granville on this point
during our meeting. He said that
as late as 3:30 p.m. on Tuesday,
January 6 he still did not know if
he would call a market turn: just
half an hour before the market clos-
ed, the Dow was only up .85 from
January 5. This was down from an
earlier rise of more than 11 points.

My Wall Street Journal shows
that it was up somewhat more than
14 points at 1:00 on the 6th. Then
in the last half hour, the Dow
spurted up almost 15 points to
close at a new high relative to the
recent past.

Even though the Dow was up
sharply, the New York Composite
was hardly up at all. The in-
dustrials were down slightly,
transportation was down sharply,
and the American Exchange mar-
ket value index was off more than
1%. The NASD OTC Composite
was off slightly and the industrials
were down somewhat. The S&P
500 was up about 1/10 of 1%.

Granville felt that the other
averages were not confirming the
sudden spurt in the Dow. He said
that many of his other indicators
had been turning downward
already, and this was one of the
final things that persuaded him to
call the turn.

I asked again how he could have
been so bullish and then change so
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