
		
			
				[image: ]
			

		

	
      
         Publishing details 

         HARRIMAN HOUSE LTD 

         3A Penns Road 

         Petersfield 

         Hampshire 

         GU32 2EW 

         GREAT BRITAIN 

         Tel: +44 (0)1730 233870 

         Fax: +44 (0)1730 233880 

         Email: enquiries@harriman-house.com 

         Website: www.harriman-house.com 



         First published in 1971 by Bernard Geis Associates, New York 

         Copyright © 1971 Max Gunther 



         Published in this edition 2011 

         Design copyright © 2011 Harriman House 

         The right of Max Gunther to be identified as author has been asserted in accordance with the Copyright, Design and Patents Acts 1988. 

         
ISBN: 978-0-85719-167-0 



         British Library Cataloguing in Publication Data 

         A CIP catalogue record for this book can be obtained from the British Library. 

         All rights reserved; no part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form or by any means, electronic, mechanical, photocopying, recording, or otherwise without the prior written permission of the Publisher. This book may not be lent, resold, hired out or otherwise disposed of by way of trade in any form of binding or cover other than that in which it is published without the prior written consent of the Publisher. 

         No responsibility for loss occasioned to any person or corporate body 

         acting or refraining to act as a result of reading material in this book 

         can be accepted by the Publisher or by the Estate of the Author. 

      

   
      
         Also by Max Gunther 

         How to Get Lucky 

         Instant Millionaires 

         The Luck Factor 

         The Very, Very Rich and How They Got That Way 

         The Zurich Axioms 

      

   
      
         About the Author 

         Max Gunther (1926-1998), born in England, went to the United States when he was 11 years old, attended schools in New Jersey and received his BA from Princeton University in 1949. He served in the US Army in 1950 and 1951 and was a staff member of Business Week from 1951 to 1955. Mr Gunther then served as a contributing editor of Time for two years. From 1956 he published articles in several magazines, including Playboy. Among his other books are The Zurich Axioms, The Luck Factor, How to Get Lucky and Instant Millionaires. 

         Mr Gunther lived in Ridgefield, Connecticut, where his wife was a real-estate broker. They had three children. The author said that his diversions included surfing and skating, carving chess sets and playing chess, and painting.

      

   
      
         I. The Man Who was Never Wrong 

         THE LITTLE MAN told me to meet him downtown at the bar in Delmonico’s Restaurant. I’d had a lot of trouble finding him and didn’t want to lose him, and in my eagerness I arrived at the Wall Street subway stop nearly half an hour early. I climbed up the steps and out into a rainy, windy night – an unusually warm night for New York at that time of year. The date was February 2, 1970: a Monday. The time was 7:35. 

         The Wall Street district is a somewhat eerie place at night under any circumstances. My mission this evening made it seem all the stranger. The narrow, twisted streets, densely crowded all day, were nearly empty. In the coffee shops a few secretaries and late-working executives and night computer attendants sat and ate their lonesome suppers or breakfasts, gazing out morosely at the rain. The district seemed to have shut itself down like an enormous machine, but I knew this was an illusion. The Street was still working hard. In its own nocturnal way, silently and secretly and unemotionally, the Street was now digesting the results of the day’s stock, bond and banking transactions. In hidden basements all around me, great gangs of computers would work all night long, patiently exuding mile upon mile of printout paper on which would be neatly recorded the births and deaths of people’s dreams. 

         Wall Street is a street of dreams, as everybody knows. It is built of steel and concrete, but its main stuff is the stuff of dreams. It could exist without steel or concrete and in fact once did: the founders of the New York Stock Exchange sometimes met under a tree. But it could not exist without dreams. The dream stuff isn’t much in evidence during the day, when the sidewalks and building lobbies and exchange floors are full of men and women milling about, gulping coffee, shoving pieces of paper at one another. It is a roaring, whirling vortex of a place during the day, this Street. But at night, when everything that was going to happen that day has happened, when the computers settle down to the task of recording and totaling and balancing accounts, the ghosts of a million dreams seem to come out and drift along the silent streets. 

         I started down Broad Street. The sign in Merrill Lynch’s window said 13,440,000 shares had changed hands on the Big Board that day. The Dow was up 2.38 points. It had been a good day for stockholders and a bad day for short-sellers; not spectacular either way, but an interesting change from recent history. The Dow had fallen steadily and rapidly for six straight days before this, gloomily extending a bear market that had lasted since the spring of 1969 (or since 1968, depending on how you identify the birth of a bear market). 

         I stood there and looked at the sign. Something made me shiver slightly. Maybe it was the rain dripping down the back of my neck. 

         Over the phone on Friday the little man had said, “The market will be up next week. A man could make some quick profits. . .” 

         I had mumbled a polite reply. I had thought: well, hell, every week the market is either up or down. The old charlatan has a fifty-percent chance of being right. 

         I stopped for a cup of coffee to kill some time. Then I walked down Beaver Street to Delmonico’s. The little man was standing at the bar waiting for me. I’d never met him, but a brokerage account executive had described him to me: a short, wispy, white-haired old man. I, in turn, had described myself to the old man over the phone. We greeted each other and shook hands. 

         “Kind of like a gnome,” the account executive had said. But the description was wrong. All the gnomes I’d ever met in my childhood Grimm’s were squat and furtively hunched and of limited intelligence. Any run-of-the-mill fairy princess could outthink then with ease. But this old gentleman carried his short, bony frame as straight as a telephone pole, and somehow he didn’t look as though he’d ever been outsmarted in his life. He had a long, thin beak of a nose. His eyes were dark brown and as clear and bright as a child’s: an incongruity in his wrinkled, yellowed, age-freckled face. 

         I’d first heard about him when I chanced to meet the account man at a party. We were talking about right and wrong guesses on the stock market. The account man started to recall some clients who were right more often than seemed fair. Every brokerage house has such clients: people who seem to possess uncanny luck or some other, unknown, maddening quality, people who always sell out just before market crashes or buy sleeper-stocks for no tangible reason and seem outrageously unsurprised when the stocks’ prices abruptly double. Stories of such people circulate around the typical brokerage houses until fact degenerates into legend and the stories’ heroes assume a fantastic and godlike infallibility. When the account executive started to talk about the little white-haired man who never guessed wrong, I first presumed I was hearing semifiction. Then I grew interested. Finally I decided the story was worth checking out, if only for its nuggets of humor. 

         It was an intriguing story. The little man had turned up at the brokerage house some fifteen years ago with about $3,000. It was almost his entire wealth, the net result of a lifetime of work in the plumbing supply business. His wife was dead. His children were grown and gone. He was all alone. He’d always wanted to try speculating in stocks but had never thought it proper to do so with his family’s roof-and-food money. Now that he had nobody to worry about except himself, he intended to take the plunge at last. He believed, he explained, that he was gifted with some kind of extrasensory perception, or ESP. He always knew what the market was going to do. Didn’t guess – knew. 

         This was what he told the first account man who took him on. The account man was a veteran of the business. He’d heard such tales often in the past. All newcomers who plunged or waded or toe-dipped into the market believed, or at least hoped, they had some special insight or cleverness not granted to anybody else. They all thought they had some winning quality, whether they defined it as ESP or a new trading system or plain old-fashioned financial acumen. Greed sank most of them in the end, whoever they were: the mad dream of tripling their money fast, the incessant failure to take twenty-percent profits when the taking was good. And so the account executive listened to the old man’s story and shrugged. The brokerage house made its living by buying and selling stocks for people. If the old man wanted to pay the commissions, that was his business. 

         The old man plunged. And won. 

         Almost all his guesses turned out to be uncannily correct. He bought during market troughs and sold out on the peaks. When he gained more experience, he did better than that: he sold short on the peaks, thereby making money when the market was falling as well as when it was rising. He bought Inland Steel at $25 in 1958 and sold at $53 the year after. He bought Kinney National at $9 in 1962 and sold out at $22 in 1963, then sold more shares short and gleefully rode the stock back down to $15 in 1964. When his first account executive retired and a new man took over – the one I was later to meet at a party – the old man multiplied his successes. He turned American Airlines into his personal roller coaster. He rode it up and down between $20 and $40 all though the late 1960s. He sold Gulf & Western short at $60 and rode it down to $25 in 1969. He was nearly infallible. He came close to achieving the universal and ridiculous Wall Street ambition of doubling one’s money every year. His account at the brokerage house grew to about $800,000. 

         The account man wouldn’t tell me his curious client’s name. This was proper, of course. Brokers, like doctors, should not mouth off in public about personal affairs to which they are privy. I finally prevailed on the account man to deliver a blind letter from me to the old man. In the letter I explained that I was a journalist, that I was interested in ESP as a market tool though not convinced of its existence and that I would like to ask some questions. In due course the old gentleman replied. His name was T. O. Tulley. He lived in a modest hotel on Manhattan’s East Side. As I had hoped, he was pleased with his success and eager to share it with somebody. 

         “I came down to the Street just about every day,” he told me as we stood at Delmonico’s bar. “I walk around and feel the – well, the aura, I suppose you’d call it. I know you’re going to ask what this aura is, and I’m sorry but I don’t really know. I have a theory about it, though. Would you like to hear the theory?” 

         “Yes sir, I would.” 

         “Very well. Shall we sit down?” 

         We sat at a table. The old gentleman was drinking Chivas Regal and water. He sipped it contemplatively. “My theory,” he said, “is that what I’ve got here is some kind of mass telepathy. You see, anything that’s going to happen on the market tomorrow is pretty well decided right now in people’s minds. You follow me? I mean, if a fellow is going to buy a thousand shares of Honeywell tomorrow, the idea is drifting about in his head now, tonight, as we sit here. And another fellow may be sitting and thinking about selling Honeywell later in the week if the price goes up to such-and-such. The market is a kind of psychological engine, you see. The numbers that come out on the tape every day are the result of what people have been thinking the previous day, the previous week and month. So if you have some way of knowing what people are thinking – if you can gauge the sum total of all those millions of thoughts – then you know roughly what the numbers on the tape are going to be.” 

         I didn’t know if I was in the presence of a genius or a nut. The whole interview had an unreal quality. Was I really sitting in mundane old New York, and was this really 1970? The dark-red lighting and ornate Victorian decor of Delmonico’s did nothing to help me orient myself. I seemed to be in a weird and unknown place, far from home, far from everything that was familiar. 

         “My head seems to be a kind of receiving station for all those millions of thoughts,” T. O. Tulley went on. “I can tell when optimism is rising and when it’s waning. Not all the time, you understand. But enough of the time.” He looked down thoughtfully at his glass and nodded, agreeing with himself. “Enough.” 

         I asked him when he had first become aware of this odd faculty. He replied that it had begun when he was a schoolboy. “I would see somebody approaching me and I’d know, before he started to speak, what he was going to speak about. Or I might be taking an arithmetic test, for instance, and I’d arrive at an answer but somehow I’d know the answer was wrong. It would feel wrong, you see? And I would work the problem again and find that my first answer was indeed wrong. But I always hesitated to tell anybody about all this. For fear of being considered crazy, you know.” He suddenly looked directly at me with his bright, brown eyes. “Do you consider me crazy, young man?” 

         “Of course not, sir,” I said, too promptly. I didn’t know if I was lying or not. 

         He chuckled. “By the way,” he said, “it now turns out I was wrong on Friday when I said the market would go up this week. Not actually wrong, perhaps, but not entirely accurate. I feel a lot of pent-up optimism in the air tonight, but it doesn’t feel deep. I mean, there’s enough for one spectacular burst of buying and then the fuel will run out, so to speak.” 

         “A burst of buying?” 

         “Yes. You watch. Tomorrow we’ll have one of the biggest price jumps we’ve had in a long time. We’ll be up at least five points on the Dow, maybe ten. But the rest of the week we’ll just drift around. You watch.” 

         We finished our drinks, then walked together to the corner of Wall and Nassau. T. O. Tulley climbed into a waiting limousine. I watched while its red taillights, reflected in the shiny, wet street, turned a corner and disappeared into the night. 

         The Dow soared 11.02 points the next day. The rest of the week it just drifted around. 

      

   
      
         II . Winners and Losers and Why 

         

            The Maddening Something 

            ONE FACT, at least, is undeniable: some people consistently do better on the stock market than others. 



            Why? Obviously some are smarter than others. Some have access to inside information denied to others. Some may have niftier trading systems than others. Others are too cautious. Others aren’t cautious enough. Others are too gullible. Others are too greedy. The list of tangible and rational factors could go on and on. But after you have distilled these factors out, something still is left. Something. 

            Two men of generally equal brightness and experience and financial acumen go into the market. One comes out with a fortune and the other comes out with holes in his pockets. Due to circumstances that neither could rationally predict, one man’s stocks went up and the other’s went down. Each man’s purchases, at the time he made them, were purchases that other reasonable men would have considered sound – would have applauded in the light of the information then available. And yet one man’s purchases turned out to be right and the other’s wrong. 

            Why? What is this something? Some would call it chance or luck: the blind, random play of uncaring circumstance. By this definition, a man like T. O. Tulley wins all the time simply because he is lucky. He is one of those statistical improbabilities that arise occasionally to confound actuaries. He wins more often than the laws of chance give him any right to expect, but the winning occurs for no particular reason. There is no grand pattern behind it. No special skill or talent within the old gentleman, nor any unseen force or agency beyond him, has shaped his winning streak. His success is only a probability-freak, a tossed coin landing heads-up ten times in a row. Such freaks are known to occur once in a while, but there is no sense in getting excited about them. They can’t be predicted or controlled. They are not caused by anything. 

            This would be the rational explanation of old T. O.’s story. But there are other explanations, which, for want of a more exact word, I’ll call irrational. I don’t necessarily use the word in its derogatory sense. I mean only that these other explanations deal with psychic and occult phenomena that can’t be seen or touched or easily measured – forces and agencies whose existence can’t even be proved to everybody’s satisfaction. Some scientists think such phenomena may exist, but the scientific world at large is by no means convinced. The phenomena are outside the boundaries of what most cool-headed observers would call the tangible and rational – hence the label “irrational.” 

            T. O. Tulley himself explains his story irrationally. He refers to telepathy. He thinks maybe he knows what people are thinking. Others might offer other irrational explanations. Some would say T. O. is simply gifted with the talent of precognition. They would say he doesn’t necessarily tune in to other people’s minds, but somehow, mysteriously, he knows what is going to happen in the future. Still others might talk about elements of control that are outside the man rather than within him. They might say he is guided by the stars, for instance, or he is locked into a harmonious vibration with some unbeatable combination of lucky numbers. 

            Me, I don’t know quite what to say. I can only mumble apologetically that the story of T. O. Tulley is true. It checks out. It is documented. T. O. Tulley is one of those market players who win all the time. 

            Often, I think I don’t like any of the irrational explanations, including T. O. Tulley’s own. Rubbish, I say. But then I examine the rational explanation and I don’t like that one much either. I’m a market player myself. Long before that I was a poker player. I’ve had personal experience with odds. I know a winning streak has got to end sooner or later. Nobody goes on winning forever. Nobody. 

            But the baffling fact is, some market players do go on winning forever. I’ve sought them out and talked to them. You’re going to meet them in this book. You’ll hear their irrational explanations. Quite possibly you won’t want to believe them. I didn’t either. I assumed they were all lying to me until they proved otherwise. I made all of them produce documentation and other evidence. I double-checked by talking to their brokers. I bulldozed some of them into making predictions whose outcome I could witness with my own eyes, and I had the predictions typed up and dated and notarized so that there could not be an argument afterward about what actually had been predicted. And in the end I had to believe them because there was no other choice. 

            The crazy fact won’t go away. There are people in and around Wall Street who approach the stock market irrationally and win. 

         

         

            An Unforgiving Game 

            Perhaps I ought to pause here to tell you who I am and how I got into this. We are going to visit some far and strange places together, you and I, and you have a right to know something about your guide. I am a journalist. I’m not an ESP buff or a dabbler in the occult. Years ago I learned that people will usually lie to a reporter when they stand to gain by lying. My scepticism increased as I aged. I became the kind of reporter who avoided doing stories about people like Joseph Banks Rhine and his ESP studies at Duke University. I irritably refused (until lately) to read books by or about prophets such as Edgar Cayce and Jeane Dixon. When people tried to interest me in the psychic and occult, I remarked that I could go into business as a prophet myself if I chose to. All I’d need to do, I said, would be to make a hundred predictions. A few would be bound to turn out right. Pure chance would see to that. I’d then write a book about my correct predictions and conveniently forget the other ninety-odd. 



            But it occurred to me one day that, on Wall Street, the rules of the crystal-ball game are much less forgiving. As the game is played on the Street, each player is required to back his predictions with money. He must be right at least fifty-one percent of the time or he loses. Later, when he’s out of the game, he is of course at liberty to lie about the accuracy of his predictions. (Among market players, as among fishermen, lying is a subcategory of the main game. It is enthusiastically practiced every evening when the bulls and bears gather at Delmonico’s and The Coachman.) But the final test of a prophet’s accuracy will always rest in one short, sharp question: how much money did he make? If he made little or none, if he goes home from Delmonico’s on the subway instead of in a limousine, you can confidently conclude he has but little worth as a prophet. He can lie until his immortal soul turns black, and you can nod pleasantly and say “oh” and “ah” because this makes him happy, but there will be no need to believe him. 

            These thoughts were floating about in my head during the late 1960s, when I began playing the market after having sat in its press gallery for a decade and a half. I started wondering about prophets. I began trying to analyze some of the reasons why people guess right and wrong. 

            There are all kinds of rational formulas designed to help people guess right. Every Wall Street advisory service has its own pet approach. There are fundamentalists such as Value Line; they study companies’ earnings records and new-product departments and executive morale. There are chartists such as Chartcraft; they pore over peaks and valleys and breakouts and head-and-shoulder formations. There are numbers-watchers such as the Institute of Dynamic Synthesis; they attempt to predict the market by studying such things as the amount of short-selling that people are doing and the amount of unused cash accumulating in brokerage-house accounts. There are swimmers-with-the-tide who think you should buy when the economic picture is rosy and everyone is happy, and there are contrary thinkers who say you should buy when everybody else is gloomy. There are all kinds of minor or subsidiary formulas. There are those who advocate dollar-averaging and those who say it’s nonsense. There are long-termers and short-termers. There are those who advocate diversity and those who advocate loading everything you’ve got on a couple of hot stocks. And on and on it goes. 

            The best you can say about these rational formulas is that each seems to work sometimes for some people. No perfect formula has yet been devised. This is the maddening thing about the stock market. No matter with what loving care, with what painstaking precision you fashion your rational system, you cannot make it immune to the buffetings of chance. The Investment Advisers Act of 1940 forbids advisory services to promise infallibility or even any great degree of cleverness. In fact, they’re required by law to say in large print, “It should not be assumed that recommendations made in the future will be profitable. . .” Wall Street knows it, and the Securities and Exchange Commission knows it: playing the market is mainly a game of chance. 

            No rational approach to the market can guarantee success. Only an irrational approach could conceivably make such a guarantee. 

            But can any irrational approach in fact make this guarantee? This is the question I’ve worried over for the past several years. Oddly, the cynical old SEC has not only refrained from laughing at me but has at times taken my quest rather seriously. The public’s apparently growing interest in psychic and occult matters (supposedly characteristic of something called the Aquarian Age, which we are now in) has presented SEC with some peculiarly embarrassing problems. Astrologers and other offbeat types have begun applying for registration under the Investment Advisers Act. The SEC fears it might look somewhat silly if it solemnly went through the rigmarole of registering a tea-leaf reader. On the other hand, on what basis can the SEC refuse? 

            “Let’s face it,” one SEC official told me, “many standard-type advisers have had a pretty sorry record over the past decade. Some offbeat forecasters have done as well or better. Who are you or I to say one man’s approach is right and another man’s is nonsense? The law doesn’t say what forecasting method you can use; it only says you must advertise the method honestly and avoid making promises.” 

            And so I went out to talk to the irrationals. 

         

         

            Feelers and Formulators 

            There are, it turns out, two broad classes of Wall Street irrationals. I call them (though some have said they wish I wouldn’t) feelers and formulators. 



            A feeler is somebody like T. O. Tulley. He has what other people might call hunches. To him they are more than hunches. He feels something is going to happen, and the feeling is so strong that he uses it as another man might use a piece of rationally derived knowledge. He has no special formula for engendering this feeling. He just sits around and the feeling comes to him. 

            A formulator is somebody who attempts to foretell or control the future through some kind of recipe or ritual, some codified set of procedures. The procedures are usually complex and usually of actual or claimed ancient origin. Among the most active formulators now operating in the stock market are astrologers and Tarot-card readers. 

            Some irrationals can be slipped into these pigeonholes very tidily. There are many astrologers, for instance, who adhere rigidly to the mathematical formulations of their esoteric science. Such a stargazer might have a very strong hunch that Xerox is going up next month, but if his celestial readings say not so, then not so. He is a pure formulator. But there are other irrationals who fit the classifications much less neatly. Modern-day witches, for instance, almost always use some combination of formulation and feeling. So don’t expect to find me doggedly classifying everybody we meet. I’ve invented these classifications mainly for purposes of a preliminary sorting-out. 

            We will meet some of these people and ponder their methods. I’ve chosen them more or less at random. But you’ll notice that all of them, feelers, formulators and “unclassifiables” alike, have two characteristics in common. 

            The first is that they aren’t afraid to make predictions about tangible events such as stock price movements. Many irrationals are afraid to make such predictions. They talk piously about “higher spiritual values.” They won’t demean their art by applying it to money. What this usually means, of course, is that they don’t want to expose themselves by making forecasts whose accuracy can be tested and measured. 

            The second characteristic shared by my favorite irrationals is that they themselves have made money on the market. You’ve heard the question asked to embarrass certain Wall Street counselors: “If he’s so smart, why ain’t he rich?” The question is perfectly proper. If a man claims to have some special insight or expertise relating to the market, it’s reasonable to ask why he doesn’t play the game himself instead of shambling up and down the sidelines selling advice. I’ve applied this prickly question to the irrationals. I’ve listened mainly to those who (1) had been willing to risk their own money on their theories and (2) had won the game. 

            The irrationals you’re about to meet may not be smart. That’s for you to decide. But they all have guts. And they are all rich. 

         

      

   
      
         III. The Ancients 

         

            Legends of the Golden Touch 

            OUR EXCURSION into past history will be brief. What mainly concerns us is the stock market as it exists today, not yesterday. We want to find out whether you and I, novice mystics that we are, can make any money by approaching the market irrationally in the 1970s. Yet it seems useful to first establish that this psychic and occult business is not a new and perhaps ephemeral fad. It has a long history. Even an honorable one, possibly. There have been stock-market irrationals as long as there have been stock markets. Many of them died millionaires. 



            The Dutch had a lively stock market and commodity exchange going at Amsterdam early in the seventeenth century. People bought and sold stock in, among other things, tulip bulbs. It was one of the wildest markets in financial history: magnificently unregulated, gorgeously speculative. A single tulip bulb once climbed in price from the equivalent of a few dollars to roughly $5,000 in less than two years, impelled (so the owner believed) by a witch’s magic spell. While other seventeenth-century nations were hanging their witches or elaborately torturing them to death for the public’s entertainment, the canny Dutch used witches to make money. Amsterdam was full of expatriate witches selling market spells. Family legend has it that one of my ancestors bought about $100 worth of tulip bulbs in 1632 and paid a witch to assure the investment’s success. By 1636, in a bull market so wild that the Dutch government was soon to suspend tulip trading altogether, my ancestor’s bulbs and their progeny were worth something like $150,000. He and the witch emigrated to America and (so the story goes) lived happily and rationally ever after. 

            And two centuries later there was another Dutchman, Cornelius (Commodore) Vanderbilt. He had begun his career with a small, ratty ferryboat business in New York. He parlayed it into one of the most colossal personal fortunes ever amassed on earth. How? By playing the market in consultation with ghosts. Vanderbilt kept several pet mediums around. They raised ghosts of dead businessmen and others who, in the discorporate state, were able to see the future. The Commodore consulted these obliging ghosts before making any of his sensational moves on the stock market. The ghosts’ counsel was obviously excellent. 

            And there was Evangeline Adams. She was an astrologer. She turned up in New York in 1899 and rapidly became Wall Street’s most famous and best-loved stargazer. With astounding success she counseled some of the biggest market players who ever thundered up and down the Street. Two of her clients were Jacob Stout and Seymour Cromwell, both in their time presidents of the New York Stock Exchange and both inordinately rich when they died. Another client was John Pierpont Morgan. He became almost ludicrously dependent on Evangeline. He wanted to spend the last years of his life touring Egypt and the Orient and other mysterious places with her, studying occult wisdom. But Evangeline loved the stock market too much to leave New York for that long a time. 

            And there was Jesse Lauriston Livermore, a contemporary of J. P. Morgan and at times his bitter enemy. Livermore was apparently a clairvoyant. I say “apparently” because nobody knew just what he was. He didn’t know either. At any rate his is one of the most fascinating and towering and tragic figures in the mythology of Wall Street irrationals. Consider his story. 

         

         

            “Something Sinister” 

            He was a compellingly handsome man. Tall and lean, with flowing blond hair and icy blue eyes, he attracted women as a hot stock attracts plungers. He married three times and he kept mistresses in apartments and hotels all over America and Europe. He traveled with a retinue of flunkies and sycophants. He could hardly walk a block anywhere in New York without being buttonholed by somebody who wanted market advice. And yet he was always a lonely man, and in the end he was as bitterly lonely as a man can possibly be. 



            The story of Jesse Livermore would be too weird to believe if its main points were not documented in Wall Street’s archives. He was the son of a dirt-poor Massachusetts farmer. In his teens he decided farming wasn’t his dish. He went to Boston and hunted for a job. By sheer accident the first job that came his way was in a brokerage house. He was hired as a board-boy. It was his job to chalk up price quotations for the benefit of customers in the board room. These were the 1890s: what is now done by electronic display devices was then done by scurrying boys. 

            After working at this job a number of weeks, young Jesse Livermore discovered an odd fact about himself. He found he could often guess which way a stock was going to move. He didn’t know how he did this. He knew only that it happened. For fun he began recording some of his guesses on the quote board. He would write down a stock’s current price and next to it he would draw a tiny arrow pointing up or down – indicating his forecast of whether the next price would be higher or lower. The board-room regulars noticed this with amusement at first, then with increasing fascination. 

            “Good heavens, young man!” said one old gentleman in 1893. “If I were right as often as you, I could buy the entire city of Boston! How did you do it?” 

            “I don’t know, sir,” said Jesse Livermore. “It’s just a feeling I get from watching a stock go up and down. After a while I seem to know which way it ought to go next.” 

            This was as close as he ever got to an explanation of his uncanny talent. He attempted other explanations at various times in his career, but the attempts were never successful. Toward the end of his life, in 1940, he published a partly autobiographical book called How to Trade in Stocks, subtitled “The Livermore Formula for Combining Time-Element and Price.” He tried earnestly in this book to tell readers how they could make their killings. He presented odd little market recipes involving secondary rallies and pivotal points and things like that. But as a how-to book it wasn’t very useful. The “Livermore Formula” was in fact inexplicable, at least in rational terms. 

            The most fascinating passages in the book are those in which he talks about the irrational. How did he know when a stock was about to drop in price? “There would come a time,” he says, “when, after the market closed, I would become restive. That night I would find sound sleep difficult. Something would jog me into consciousness. . . Something sinister would seem impending. . .” And that was how he knew. 

            His peculiar talent ripened as he grew to manhood. One day in 1893 the board-boy drew his little arrows next to the quotations of about fifteen different stocks. All fifteen predictions turned out to be correct. This caused such a stir in the board room that the brokerage management, not wishing to get a reputation for dabbling in the occult, ordered young Livermore to quit drawing arrows. He obeyed. But now the Wall Street bug had bitten him – and this disease, as any stockbuyer knows, is virtually incurable. Forbidden to play the game by drawing arrows, Livermore decided to try playing it with money. He borrowed $10 from a fellow employee, put it into Burlington Railroad stock and came out with $13. He paid back the $10, reinvested the $3 and rapidly doubled it. His career was launched. 

            There existed in those days, in Boston as in most other cities, a type of enterprise called a “bucket shop.” These shops promoted stock-market gambling in its most bizarre and exaggerated forms. In a bucket shop you didn’t buy stocks themselves. Instead, you placed various kinds of bets on price movements. It was pure horse race. The odds were shamelessly rigged in favor of the house. While a speculator could hope for an occasional killing or a short run of luck, the odds against anyone winning consistently were astronomical. 

            Jesse Livermore began visiting bucket shops during his lunch breaks. And he beat the shops at their own crazy game. With his strange precognitive talent it was like shovelling up money from the sidewalks. He quickly ran his tiny stake up to $2,500. As his capital and his bets grew bigger, the bucket shops started to worry. One by one they refused to do business with this enigmatic, icy-eyed young man. Finally there wasn’t a bucket shop in Boston that would take his money. 

            He had long nurtured a dream of getting closer to the action. This seemed to be as good a time as any. He quit his job, moved to New York and set himself up in business as a full-time market player. He was then twenty-one years old. 

            His psychic talent seemed to wane for a few years. New York cowed and confused him at first. Then the talent revived. By 1906 he had multiplied his money to about half a million dollars. And in that year he made the first of several monumental killings that were to make him a legend. 

         

         

            The Union Pacific Affair 

            Livermore had become fond of a hair-raisingly risky gambit called short-selling. In this maneuver, which some counselors call sheer madness, you sell a stock before you own it. You hope the price will go down. If it does, you “cover,” or buy later at a price lower than what you’ve already sold it for. The rules governing such transactions have been tightened considerably since Livermore’s day, but back then you could sell huge blocks of stock short without putting up more than a pinch of your own money. If your guess was right, you could double your money overnight. If your guess was wrong, you could be wiped out. 



            Livermore strolled into a broker’s office one day in 1906 and said he wanted to sell Union Pacific short. The broker was perplexed. Sell Union Pacific short? It was a supremely foolhardy thing to do. A bull market was in progress. Union Pacific was one of the hottest growth stocks on the board. It was the IBM of its day. Far from selling it short, the vast majority of speculators were greedily buying it on margin. “Please think twice, sir!” the broker urged. 

            Still Livermore insisted. He went short on several thousand shares. According to observers who were hanging around the broker’s office at the time, Livermore had a vaguely puzzled air about him, as though he didn’t quite understand his own actions. And yet, as he walked out of the office, he seemed oddly serene. 

            The next day he came back, still looking puzzled, and sold more thousands of shares short. 

            On the next day, April 18, 1906, San Francisco was smashed by an earthquake. Millions of dollars in Union Pacific track and other property, plus untold millions in potential earnings, vanished beneath the rubble. The company’s stock hung, quivering, for a day, then fell like a winged duck. Livermore came out of the deal some $300,000 richer. 

            “How did you know?” they asked him later. Jesse Livermore could only shrug helplessly. 

            It was the same in the following year, 1907. That year started as a boom year. Stock prices climbed crazily. Optimism was rampant. But in the midst of it Livermore suddenly and unaccountably started selling stocks short. 

            “You’re mad!” a Swiss banker friend said. 

            Livermore nodded gloomily. “You could be right,” he replied. Once again he seemed puzzled by his own moves. 

            Then, absolutely without warning, the market crashed. The panic grew so extreme that there was talk of closing the New York Stock Exchange. When the dust cleared, Jesse Livermore had cleaned up something like $3 million. 

            And so it went throughout his life. There were times when his forecasting ability seemed to falter and he made disastrously wrong guesses, but he always recovered fast. He became improbably rich. He had a sumptuous apartment on New York’s Park Avenue, a huge estate on Long Island, a yacht, his own private railroad car and more women than seemed reasonable. All these were his winnings from a borrowed $10 stake. 
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