The Mathematics
of Gambling:

Letters From Readers
by Edward O. Thorp

Q: I wondered if you could send
me the best reference sources
available which correctly extend
your Beat the Market techniques
to the options market.

Over the past 10 years I have
applied your book to warrant
hedging with some success.
am an amateur, but in the 5 hedges
I attempted, I averaged an approx-
imate net annual gain of 26%. But
good situations are getting harder
to find, and the options market
seems the place to go. L.R.

A: A good book on the subject is
The Stock Options Manual by
Gary Gastineau. A journal which
is devoted largely to options
theory is the “Journal of Finan-
cial Economics.” See esgpecially
the Jamoary-March 1976 double
issue. Some of the articles I have
written include "“Extentions of
the Black-Scholes Option
Model,"Contributed Papers 38th
Session of the International
Statistical Institute, Vienna,
Austria, August 1973, pp.
1029-1036; “Options in Institu-
tional Portfolios: Theory and
Practice,” Proceedings, Seminar
on the Analysis of Security
Prices, Vol. 20, No. 1, May 15-16,
1975(Center for Research Security
Prices, Graduate School of
Business, University of Chicago)
pp. 229-251; ""Common Stock
Volatilities in Option Formulas,”
Proceedings, Seminar on the
Analysis of Security Prices, Vol.
21, No. 1, May 13-14, 1876
(Center for Research in Security
Prices, Graduate School of
Business, University of Chicago),
pp. 235-276; and “A Public Index
for Listed Options,” Proceedings,
Seminar on the Analysis of
Security Prices, Vol. 22, No. 1,
May 23-13, 1977 (Center for
Research in Security Prices,
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Graduate School of Business,
University of Chicagol,
pp.169-205.

Q: I recently found vyour Beat
the Market book. It seemed so in-
teresting after scanning it that [
purchased it despite its vintage.

You and Dr. Kassouf presented
a difficult subject superbly. I pro-
grammed your Appendix D equa-
tion for the average warrant price
and checked it against 20 war-
rants for one day of each month
during the past 18 months. The
results were in excellent agree-
ment with the formula results. T
then checked the equation against
the Value Line Option report. The
agreement was so close that I
must believe they are using your
equation; even the mix agrees.

I am about to use your strategy
to invest. I would like to know if
you published any additional
papers or books.

Again my sincere thanks for
taking the time to write such an
excellent book. S.8.

A: Value Line Options and Con-
vertibles is one of the best com-
mercially available services on
this subject. However, option and
convertible pricing theory has ad-
vanced greatly since Beat the
Market. Replace Appendix D by
the Black-Scholes theory. For
reference see my recent Gambling
Times columns.

Q: When are you going to
publish a sequel to Beat the
Market? I would think it would
be interesting to the public to
read about vyour experiences
subseguent to its publication. I'll
even give you a title, Beat the
Market-10 Years Later! Let me
know so that I can be your first
customer, JG

A: I have had enough new infor-
mation and adventure for several
books since writing Beat the
Market: 1 haven't written any
since then because my new
discoveries have been so pro-
fitable that I didn't want to
reveal them. However, sometime
in the next five years I plan to
write about them.

Q: Would you be interested in
investing 825K on a fee basis?
R.R.

A: I am associated with a group
of private investors. The
minimum is $200,000. Sorry.

Q: [ flew to Los Angeles and
drove to the campus just to talk
to you today, but unfortunately
missed you. I have been making
my living playing blackjack for
some time. Two vyears ago [
became interested in roulette.
Since that time, I have spent a
multitude of hours and about
£840,000 developing a small
computer, plus software, to clock
the ball to beat the game in the
casinos. Also I have put together
a teamn which I think will be able
to get away with winning.

Your articles in Gambling
Times naturally caught my atten-
tion. Since I have time and money
invested in roulette, an exciting
but speculative project, I would
love to talk with you about your
experiences and knowledge as you
might find my experiences
interesting.

We won $20,000 playing in
Vegas with our first primitive
computer. Encouraged by this
success, we spent over a year and
$40,000 building a sophisticated
computer we hope to take to
Europe.

I know you are in the process of
writing another book and are a
very busy man, but I hope you
can find time to answer a few of
my questions. You could possibly
be a great help to us I will call
you Thursday. B.N.

A: Congratulations on your
successes at roulette, and good
luck. It sounds like you are
superbly carrying out the
methodology ['ve discussed in
Gambling Times. 1 generally
decline to accept phone calls
about the stock market or gam-
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