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•Tim Quast – founder of two 
market structure analytics firms
•ModernIR.com – Market leader, 
quantitative equity Market 
Structure Analytics for US 
issuers
•Market Structure EDGE – Only 
quantitative Supply and 
Demand data for traders



Source: Yahoo! Finance via web search



Top Chanos Buys/Sells at 09/30/23

Data: Whalewisdom.com
Any stock, options or futures symbols displayed are for illustrative purposes only and are not intended to 
portray recommendations. Past performance is not necessarily indicative of future results.



Example: TSLA Shares to Short

Source: Interactive Brokers – Fundamental Insights 
Any stock, options or futures symbols displayed are for illustrative purposes only and are not intended to 
portray recommendations. Past performance is not necessarily indicative of future results.



Example: TSLA Securities Lending

Source: Interactive Brokers – Fundamental Insights 
Any stock, options or futures symbols displayed are for illustrative purposes only and are not intended to 
portray recommendations. Past performance is not necessarily indicative of future results.



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.  



Shorting is hard because the supply 

of stock is elastic.



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

12 

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…

Any stock, options or futures symbols displayed are for illustrative purposes 
only and are not intended to portray recommendations. 
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Wait, what? Manufacture stock? 

Yes. That’s most of Short VOLUME.  
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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). 

•Art auction: Art first, buyers next
•Market-makers said they could not make a bid/offer in 

everything without an exemption from the “short locate” rules 
(T+3 to verify stock can be borrowed)
•The SEC agreed – THUS SHORT VOLUME AS A METRIC (~50%)
•Market Makers are exempt from Reg SHO Rule 203(b)(2) 

requiring everyone to locate shares to borrow 
14 

Why Can Market Makers Manufacture Stocks? 
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Retail brokers…

Buy Orders

Sell Orders

Sell the order pipeline…

…to Citadel Securities et al, 
which buy the Sell orders, and 
manufacture stock to fill the 
Buy orders, driving the price 
of AMC, GME, whooshing up… 

What Fed the Meme Stock Craze

Any stock, options or futures symbols displayed are for illustrative purposes 
only and are not intended to portray recommendations. 



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). No “locate” 

rule.



Short Volume is measurable, predictive. 

Source: Statistical analysis by ModernIR since 2010. 
Data science at Market Structure EDGE.



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. Past performance is not necessarily indicative of future results.



Demand Falling. 
Supply Rising. 
Correct time to 
short. 

Broad Market Sentiment for risk management at Market Structure EDGE
Any stock, options or futures symbols displayed are for illustrative purposes only and are not intended to 
portray recommendations. Past performance is not necessarily indicative of future results.

Ali Magnani
Index

Ali Magnani
ETF
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What Are “Supply” and “Demand”?

Demand.  An algorithm called “Market Structure Sentiment” 
metering buying and selling by investors under rules governing 
quotes and trades in US stocks. 

Supply. Short volume is the percentage of trading volume 
predicated on borrowed stock.
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Rules: 

1. Rising Supply (Short Volume) shows 

high inverse correlation to price.*

2. Don’t fight the broad market. 

3. It’s a SHORT-TERM tactic. 

*EDGE models show an inverse correlation coefficient of -75.6% in 2023



Let’s go to marketstructureedge.com and 

see EXAMPLES… 



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


