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Lecture notes

Here is the unsolicited stock flyer that showed up in Professor Mast’s mailbox
last summer.
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First we’ll analyze the quantitative content of this document. Then we’ll
proceed to the economics and the pyschology.

The graph

The graph in the lower right corner is worth study.
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It starts out honestly enough. The banner claims an estimated growth
of up to 875%. Sure enough, the chart shows that the stock that cost $1 on
August 25 will be worth $8.75 on October 15.

Then meanings start to deteriorate. Both the horizontal and the vertical
axes on the graph are dishonest. The vertical axis has equally spaced tick
marks at each predicted stock price, but the dollar intervals between the
prices are not all the same. The horizontal axis shows equal spacing between
the columns, but the dates those columns represent are not equally spaced.
Moreover, a column chart isn’t the right choice. Such a chart is useful for
categories which have no numerical relationships (like Chiefs, Managers, Su-
pervisors, Workers in the Wing Aero study). But these columns are labelled
by dates. So the horizontal axis is time, and column spacing should reflect
that.

Let’s use Excel to display this information honestly, in a scatter plot. It
space the dollar values correctly. In order to have it space the dates correctly
we must provide numerical values. One way to do that is to measure time in
days since the beginning of the year. We could count from January (31 days)
through July (31 days) and then 25 more days in August to figure out that
August 25 was day 237. But it’s easier to find the answer on the internet.1

1 Excel ought to be able to compute this for us, since it’s pretty smart about ways to
display dates. But we can’t find out how at the moment.
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Breaking news. Excel does the right thing with dates in a scatter plot if
it knows they are dates. Will rewrite this soon.

A search for day of the year calendar leads quickly to http://www.

vpcalendar.net/Julian_Date.html.
With the information there we can enter this data in Excel.

Date Day of year Stock price
Aug. 25 237 $1.00
Sept. 1 244 $2.25
Sept. 10 253 $3.50
Sept. 25 268 $5.30
Oct. 1 274 $6.10
Oct. 15 288 $8.75

Then we can construct a scatter plot using the second and third columns.

We changed the colors and formatted the date axis to make this chart
resemble the one in the ad.

The purpose of the graph is to make us think the stock price is soaring.
The honest one we drew actually says that better than the dishonest one in
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the ad, since it shows the graph getting steeper in the last predicted interval.
In the graph in the ad the columns seem to grow at a uniform rate. Only the
swoosh of the jet contrail suggests the acceleration. But the ad is certainly
more eye-catching.

Who is making this recommendation

Look at TheStockPic.com.
(There’s a nice 3d effect misleading graph there.)

What actually happened?

Who benefits?

Read the fine print.
2

Stock spam

The kind of get rich quick scheme we’ve just discussed is even more common
on the internet than in direct mail. The stock spam you get is usually less
detailed than the CAJT flyer, and so less fun for our purposes. But it’s
cheaper to send distribute. Here’s an example

2 From http://www.investopedia.com/ask/answers/120.asp:
What does it mean when a stock symbol has a .PK after it?
The .PK is an example of a suffix representing where the security is traded - an over-

the-counter (OTC) network or an international exchange. The major U.S. exchanges such
as the NYSE, Nasdaq and AMEX do not have suffixes. The .PK behind a stock simply
means the stock in question is traded on the pink sheets (or the Pink Sheets Electronic
Quotation service).

OTC Markets
The pink sheets service is a loosely regulated over-the-counter, decentralized market.
There are few requirements to being listed on this network, as companies do not have
to file with the SEC nor keep updated financial information. The only major requirement
to being listed is to have at least one market maker, who must be registered with the
SEC and a member of the NASD. The market maker is responsible for quoting the latest
trading price of the stock on the pink sheets network. This is a highly speculative and
risky place to invest. Investores would be wise to only invest what they are willing to lose.

The other suffix for an over-the-counter market is .OB. It means securities are traded
on the OTCBB. This network is also one of high risk but is less risky than the pink sheets,
as it is a regulated and has stricter listing requirements.
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From: "Pamela Felix" <AngelajimenezChilds@43people.com>

To: <judhy@cs.umb.edu> Subject: stock breaker report

Date: Wed, 31 Oct 2007 13:18:21 +0500

We told you to watch SHTP go today, this company has

a real patented product which is going global if you have

not already add ShotPak to your radar

Shotpak Inc ( S H T P ), Survived with Flying colors

on one of the worst days in the market

After today’s recovery it’s safe to say that the selling

pressure is over, and buyers are coming in

Only way to go from here is up.

As we mentioned, a company with a patented product,

world wide exposure, and great business plan, cannot be

held down

otcpk:SHTP is destined to go higher.

The time and price is PERFECT, get in SHTP and ride

it to huge gains in a volatile market

ShotPak Tests New Patented StandUp Pouch and Multi-Pack

Option In Two Major Southern California Supermarket Chains

IRVINE, Calif.--(BUSINESS WIRE)--ShotPak, Inc. (Pink

Sheets:SHTP - News) today announced at a meeting of the

Sales Team that the newly introduced StandUp shaped pouch

is currently being tested with consumers in a convenient

multiple unit six pack carrier at select Albertsons stores

in Southern California. ADVERTISEMENT

Don’t be left out, look into SHTP ShotPak Inc, this

is as ground floor as they come.

And then, a few days later

From: "Gene Carpenter" <SamavenueArmstrong@5thirtyone.com>

To: <dontsov@cs.umb.edu>, <ekerim@cs.umb.edu>, <ejazan@cs.umb.edu>,

<halder@cs.umb.edu>, <eb@cs.umb.edu> Subject: Everyday

Shotpak comes out with great news Date: Sat, 3 Nov 2007

11:57:24 -0700

Presenting the Co to be in for rest 2007

Shotpak INc, SHTP

Everyday Shotpak comes out with great news
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Friday’s news is also huge

ShotPak Rolls Out Products Throughout Tennessee Read

more on the news

Currently at $0.15 its way too CHEAP

This is not a fly by night company,

Has real patented product and we feel it will skyrocket

in coming weeks,

Don’t Hesitate pull the trigger on SHTP and experience

a multi bagger

http://www.qwoter.com/why_spam.php
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