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Jack Denny, Professor of
Statistics at the University of
Arizona, and a person who has
carefully looked at Granville's
records, wrote as follows:

Thanks for the copy of your
Jjoint paper about Joe Gran-
ville. My comments on your
paper, on Granville and on ran-
domness follow.

About the first test [Gambl-
ing Times, April 1981, I inter-
pret it as follows. We have an
wrn with 256 black balls and
224 white balls. The balls are
chosen at random without
replacement and, in the spirit
of your model are consecu-
tively laid out We thus
assume that each of the f{480),
(256)] arrangements are egqual-
by likely.

An individual [Granville]
unaware of the number of
balls, black or white, observes
a phenomenon [the market]
and chooses time ], announc-
ing that black balls will appear
more often, then chooses time
t9 t; announcing that white
balls will appear more often,
and so forth.

If the '} were specified in
advance we can reject the
kypothesis that each arrange-
ment is equally likely at level
01232, That is, we can con-
clude the “market is not ran-
dom." Moreover, we can rea-
sonably say that Joe mokes
use of the market’s non-ran-
domness. For foir games there
is no way to beat the house so
we can make similar conclu-
sions about the market and

Joe with the 'y random. I feel
less sure about the level of
significance 001332 for ran-
dom tp.

I mostly agree with what Denny
has said. The point about the !y be-
ing random is ome which bothers
me, and which I haven't in my own
mind yet resolved in a way that
satisfies me.

This same point was made in a
somewhat different way to me by

Granville seems to
catch turning points
rather precisely. There
exists no strategy
which can control
turning points if the
person has no
forecasting power.

Professor Mark Garman, Professor
of Finance at the University of
California at Berkeley.

Garman said:

Suppose that we look at a
simple coin matching game to
illustrate what the problem
may be with these random tp.
You toss a fair coinn When ir
comes up heads you get one
unit from your opponent.
When it comes up tails you
pay him one unit. Your fortune

that if you wait long enough
and your capital is infinite,
there will eventually come a
time when you are ahead. In
fact, if you wait long enough
you can be ahead by any pre-
specified amount.

Suppese that you decided in
aduvance to keep playing until
you are ahead 100 units. At
that point you would issue a
new forecast. Notice that your
old forecast has come true.
You have played possibly a
very long time but during
that time you have a net gain
of 100 units so for you the
“market has been up on
average.”

Now at the plus 100 unit
level you issue @ new forecast
that you will lose in the next
part of the game. Suppose that
you keep playing until your
fortune has dropped 200 units
below- the 100 unit level, or un-
til you are at minus 100 units.
At that point you stop and
issue a third forecast.

Notice that your second
forecast, that “the market will
be down” (ie. that you will
lose during this second part of
the game) has come true. You
have played for possibly a
very long time, but you have
lost 200 units so overall this is
a lpsing session as forecast.
One can go on in this vein
indefinitely. Thus, in each ses-
sion the forecast turns out on
average to be correct.

My reply is that the amount of

at any time represents the
DJIA in this discussion.

At the beginning of the
game you forecast that your
fortune is going to increase.
Now it is a fact from the
theory of the fair coin game

time involved for such a forecast to
come true may be very long indeed:
much longer than the test periods in
the work that we have done. Also, it
may be (though I am not sure) that
the effects of an approach like this
are comparatively small.
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