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This Week —> The Margin Trap 

A reader recently asked me if buying on margin is a good way to increase your leverage. Let's 

examine some of the possible results of that particular kind of leverage. 

Let's say Oklahoma Ocean View Real Estate (OOVR) is selling for $100 a share. You want to buy 

some but all your money is tied up in other stocks and you only have $100 in cash left to work 

with. A simple stock purchase will only get you one share. But if you buy on 50% margin, your 

stock broker will loan you $100 so now your $100 plus his $100 lets you buy two shares. 

Scenario 1:  OOVR goes up 10%, so your two shares are worth $220. You sell the shares, you 

pay the broker back his $100, plus the $3 interest on the $100 loan. Now you have $117. Nice! 

Scenario 2: OOVR goes down 10%. Your two shares are worth $180. If you sell the shares, you 

have to pay the broker back his $100, plus the $3 interest on the $100 loan. Now you have $77. 

Instead of being up 17% like you were in Scenario 1, now you're down 23%. You've lost more 

money than you would have gained on the same size move in the other direction. 

Scenario 3: OOVR goes into a big decline. About the time it's down 30% at $70, your broker's 

risk manager says it's time for the broker to pull the plug on your position, and invokes a margin 

call. A margin call is like a foreclosure notice. They call you on the phone and say you have to 

put another $100 into your account in 24 hours or they are going to liquidate the position. 

A. If you scrape together a hundred bucks and deposit it in your account, then you're square 

with the broker (except for the $3 interest). And you've sunk $200 into a position that is 

now worth $140, so now you're down $60 on what started out as a $100 position. 

B. If you can't cover the margin call, the broker sells your two shares. If you're lucky they 

sell for $140. The broker takes out his $100, plus the interest on the $100 loan, and puts 

the balance back into your account. So on a $100 position, you now have $37 left. So by 

buying on margin you have lost $63 instead of just $30. 

Buying on margin is a double-edged sword. In increases you winnings if the stock goes up, but it 

also increases your losses the stock goes down. If the stock goes way down and you get hit with 

a margin call, it radically increases your losses, and may leave you in debt. 

The two key concepts here are: 

1. Buying on margin causes people to misapprehend how much risk they are taking on. 

2. Margin entices people to take positions that are much riskier than they should. 

Ironically, this failure to appreciate the non-linear risk inherent in margin is not limited to novice 

investors. Real-estate lenders and investment banks played leading roles in the sub-prime 

lending collapse and recession of 2008. A few weeks ago, the Archegos hedge fund blew itself 

up, and the asleep-at-the-switch risk managers at the banking giants Credit Suisse and Nomura 

were handmaidens to the multi-billion dollar debacle. 

If you google "Archegos collapse", you'll be amazed at what a complete cock-up this was. 



Market Barometers       ← Use this link to see all the market barometer charts 

I will be first to admit that charts do NOT forecast price – they show path of least  

resistance and provide an excellent risk management tool.  —  Peter Brandt 

VTI and SPX again made new all-time highs. COMPQ continued up but IWM turned back 

down again. All four MTAs remain green. 

 

https://trendlinedynamics.com/market_barometer_charts/


A Closer Look 

The SPX rose to a new all-time high this week. The advance-decline confirmed the move in 

price. The stocks above their 50-day averages rose to 92%, which is a level that never lasts 

very long. 

 

 

 

 
 

These charts are all easily generated on StockCharts.COM's Sharp Charts page. 



Core Universe       ← Use this link to get to the live Core Universe Table and column descriptions 

 
 

Last week's choices were: EEM 20%, IWM 20%, IYT 20%, VNQ 20%, and VTI 20%. 

 

Sym MTA RelStr 21Slp ATS RSI MAC CMF OBV Long Last High-7.5% HIgh-15% 

IYT ↑ 5.4 →  ↑ ↑ ↑ ↓ ↑ → yes $262.40 $250.03 $223.07 

VNQ ↑ 3.5 ↑↑ ↑ ↑ ↑ ↑ ↑ ↑ yes $96.12 $88.58 $81.70 

IWM ↑ 2.8 ↓↓ → ↑ ↑ → ↑  yes $224.65 $216.83 $199.26 

VTI ↑ 2.6 ↑↑ ↑ ↑ ↑ ↑ ↑ ↑ yes $217.15 $203.49 $184.58 

VGK ↑ 2.4 ↑↑ ↑ ↑ ↑ ↑ ↑ ↑ no $66.67 $61.67 $56.67 

EFA ↑ 2.0 ↑ ↑ ↑ ↑ ↑ ↑ ↑ no $79.29 $73.68 $67.40 

QQQ ↑ 1.5 ↑↑ ↑ ↑ ↑ ↑ ↑ ↑ no $342.01 $319.84 $290.71 

EEM ↑ 0.0 → → ↑ ↑ ↑ ↑  yes $54.35 $53.61 $49.27 

             

             

Legend: Up: ↑, Down: ↓, Flat/Stable: →, Mixed: ↕, Turning Up: , Turning Down: 

EEM has edged above its 7.5% warning level and it does pay a small but steady dividend. 

It's up 40% since last June so if EEM resumes its advance, then I'll keep it. If it declines 

below the last local low at $51.68, then I'm going to let it go. 

This week's choices are still unchanged: EEM 20%, IWM 20%, IYT 20%, VNQ 20%, and VTI 

20%. 

https://trendlinedynamics.com/core_universe_charts/


Bond and Dividend Universe       ← Use this link to get to the live table and column descriptions 

 

Top funds by relative strength: 

1 USMV 1.9 

2 PFF 0.8 

3 HYG 0.1 

4 SHV 0.0 

https://trendlinedynamics.com/bonds_and_dividends/


Sector Universe       ← Use this link to get to the live Sector Universe Table and column descriptions 

 

 

SPX Sector RelStr Leaders:  

1 XRT 8.8 

2 XLE 6.6 

3 XLF 5.5 

4 XLI 4.5 

5 XLC 3.7 

6 XAR 3.6 

7 XLRE 3.4 

8 XLB 3.4 

9 XLY 2.1 

10 XLK 2.0 

https://trendlinedynamics.com/spx_sector_charts/


Auxiliary Universe       ← Use this link to get to the live Auxiliary Universe Table 

 

Auxiliary Sector RelStr Leaders: 

1 USO 8.9 

2 XOP 6.8 

3 XHB 6.6 

4 XME 6.1 

5 SOXX 3.4 

6 FIVG 1.7 

7 SRVR 0.8 

8 IHI 0.7 
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