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•Tim Quast – founder of two 
market structure analytics firms
•Market Structure EDGE – Only 
quantitative Supply and 
Demand data for traders
• IBKR content partner
•My market education will 
necessarily emphasize what I 
know. 
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Objective: A high-probability 
approach to making money in markets 
that are declining.  

BEWARE: Shorting stocks is risky!  
Don’t do it unless you know what 
you’re doing.  

FIRST: Understand how the market 
works. 

https://www.dreamstime.com/stock-photography-bear-market-warning-sign-image25072962
https://www.dreamstime.com/skypixel_info
https://www.dreamstime.com/illustration/shorting-stocks.html


Source Data from May 2, 2024:  https://finance.yahoo.com/u/yahoo-
finance/watchlists/stocks-with-the-highest-short-interest/

How about 
shorting 
stocks with 
high short 
interest?

Nope. 
Terrible 
correlation! 

Any stock, options or futures symbols displayed are for illustrative purposes only and are not 
intended to portray recommendations, or an invitation or inducement to trade a particular 
financial instrument or to engage in an investment activity. There is a substantial risk of loss in 
trading futures and options. Past performance is not indicative of future results.

https://finance.yahoo.com/u/yahoo-finance/watchlists/stocks-with-the-highest-short-interest/
https://finance.yahoo.com/u/yahoo-finance/watchlists/stocks-with-the-highest-short-interest/


The Problem with Short Interest

1. Short Interest is a 1974 measure, and largely unchanged since then. 

2. Created by the Federal Reserve to regulate brokers, not by the SEC 
to meter shorting.

3. Established in response to currency, interest-rate, volatility arising 
from leaving gold standard in 1971. 

4. Almost zero correlation to how stocks behave. 

Source: ecfr.gov, Federal Reserve System



Short Interest is the WRONG BASIS for shorting.  



Short Volume. Not Short Interest. 

(We call Short Volume “Supply.”)
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Here’s what the SEC says about SHORT VOLUME

From:  https://www.sec.gov/investor/pubs/regsho.htm

Naked Short Sales

“Naked” short selling is not necessarily a violation of the federal securities laws or the 
Commission’s rules…[BECAUSE]…broker-dealers that make a market in a security generally stand 
ready to buy and sell the security on a regular and continuous basis at a publicly quoted price, even 
when there are no other buyers or sellers.

Thus, market makers must sell a security to a buyer even when there are temporary shortages of 
that security available in the market. This may occur, for example, if there is a sudden surge in 
buying interest in that security, or if few investors are selling the security at that time…particularly in 
a fast-moving market, [when they] may need to sell the security short without having arranged to 
borrow shares. 

SOURCE:  https://www.sec.gov/investor/pubs/regsho.htm

https://www.sec.gov/investor/pubs/regsho.htm
https://www.sec.gov/investor/pubs/regsho.htm
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GME Stockholders

100% of the outstanding stock

Neither buy or sell
Stock Soars! 

GameStop (GME):  Let’s Suppose…

…and Market Makers 
manufacture stock…

…Retail traders jam the pipeline 
with limit orders to buy…
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Regulation National Market System (Reg NMS): Regulators 
wanted a “continuous auction market” where there are always 
100 shares of everything to buy or sell (the minimum bid/offer). 

•Market-makers said: Impossible to make bids/offers on 
everything without exemption from “short locate” rules (T+3 to 
verify stock can be borrowed)
•SEC agreed
•Market Makers are exempt from Reg SHO Rule 203(b)(2) 

requiring everyone to locate shares to borrow 

Why Can Market Makers Manufacture Stocks? 



Short Volume: 

1. Modified uptick rule: Reg SHO Rule 201.

2. Finra requires brokers to furnish data. 

3. SEC exempts brokers engaged in bona 

fide market-making (bids/offers) from 

Reg SHO Rule 203(b)(2). 
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This does not set price, because these 
shares aren’t trading.

This sets price, because this is VOLUME. 

49.7% Short

Short Volume vs. Short Interest

Ave Daily Volume: 4.45 mm shares
Average short 
interest: 
7.2mm shares 
(2.4%)

Average 
shares 
outstanding: 
300 million 

Sources:  ModernIR.com, Finra, Yardeni Research, S&P Global, Inc. Data: 200D Ave Oct 2023. 

Any stock, options or futures symbols displayed are for illustrative 
purposes only and are not intended to portray recommendations, or an 
invitation or inducement to trade a particular financial instrument or to 
engage in an investment activity. There is a substantial risk of loss in 
trading futures and options. Past performance is not indicative of future 
results.



Short Volume

Price

Data from Market Structure EDGE Any stock, options or futures symbols displayed are for illustrative purposes only and are not 
intended to portray recommendations, or an invitation or inducement to trade a particular 
financial instrument or to engage in an investment activity. There is a substantial risk of loss in 
trading futures and options. Past performance is not indicative of future results.



Red line: TOP

Green line: BOTTOM Convergence: Predictive
Short This

Source:  Daily Trading Ideas at Market Structure EDGE, IBKR

Do NOT short 
DIVERGENCE

Any stock, options or futures symbols displayed are for illustrative purposes only and are not 
intended to portray recommendations, or an invitation or inducement to trade a particular 
financial instrument or to engage in an investment activity. There is a substantial risk of loss in 
trading futures and options. Past performance is not indicative of future results.

ETF:
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Using Leveraged ETFs: 

1. Shorting is RISKY! 

2. Short Demand/Supply imbalances, 
not fundamentals.  

3. Never take your eyes off a fleeting 
short.  

4. Leveraged shorts are one-day trades. 

Content is for educational purposes and does not reflect endorsement of 
any trading strategy or tactic.

https://www.dreamstime.com/royalty-free-stock-images-danger-hazardous-area-sign-image9578229
https://www.dreamstime.com/photos-images/danger.html
https://www.dreamstime.com/chasbrutlag_info
https://www.dreamstime.com/photos-images/danger.html


1. Market trackers like SPY average 
1% daily VOLATILITY. 

2. Underlying stocks average 2% 
VOLATILITY. 

3. Momentum stocks have 3% (or 
more!) VOLATILITY. 

4. Shorting: Entry - Use VOLATILITY

Data: ModernIR.com models, marketstructureedge.com. 
VOLATILITY: Average intraday high/low spread.  

Short Entries/Exits



Illustration:  
1. If shorting a 1x vehicle, and it’s DOWN 1% 

like here, because the market is UP, that’s 
ALL the market’s volatility. A great entry.  
You only need HALF of it for entry. 

2. See the liquidity.  This instrument has 
1.6mm shares at the bid and offer. Used 
heavily by machines. 

3. Don’t take risks! You can leave quickly if the 
price moves against you.  

Source: Interactive Brokers platform. Data are illustrative only do 
not endorse a strategy or instrument. Any stock, options or futures symbols displayed are for illustrative purposes only and are not 

intended to portray recommendations, or an invitation or inducement to trade a particular 
financial instrument or to engage in an investment activity. There is a substantial risk of loss in 
trading futures and options. Past performance is not indicative of future results.



Now, let me show you how to use Broad 

Sentiment from EDGE Daily Trading Ideas 

at Interactive Brokers… 



30D Free Trial through your IB Account, live 
education most Thursdays, 230p ET


