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When hearing the words a short squeeze, one might be 
inclined to think of a way to choose a mango or avocado 
at the grocery store -or the kind of perfunctory embrace 
you might give a friend you just happened to run into 
when you’re out and about. But in the financial world, the 
words strike terror in investor’s hearts and shivers down 
their spines. A short squeeze happens when short 
sellers (investors who try to make money by betting 
against a stock by borrowing it from another investor and 
selling it in the Market), see the stock price rise instead. 
The short seller is required to replace the shares they 
borrowed and are required to buy the stock back at any 
price. In the frenzy to buy them back, the stock gets 
pushed up in value, causing massive losses for the short 
seller. A two minute video <here> explains this further.

 Theoretically the losses can be infinite and this is 
essentially what happened with a company called 
GameStop, a US retail chain that sells video games and 
game-related accessories. The company hasn’t made any money in years and yet incredible its 
share price rose a thousand per cent in less than two weeks, driven by short sellers who had to 
cover their positions. In a zero-sum game, billions of dollars were transferred from short sellers to 
long-term investors. The losses wiped out two investment firms -Citron Research and Melvin 
Capital, and serve as a stark reminder that aggressive investment strategies carry the risk of 
permanent capital losses. The article in cbc.ca <here> tells the full story of horror and carnage, is 
the second example in as many days which speak to the financialization of the economy, and the 
reality that you can profit from a company that doesn’t make any.

To be sure, short selling is not part of any investment strategy that we use when managing client 
assets. Rather, we partner with institutional wealth management companies including Dimensional, 
Edgepoint, Guardian and Mackenzie Financial, that invest your capital based on fundamentals 
determined through exhaustive research and analysis. This protects your hard-earned assets from 
Market downside and lets you sleep well at night. For more on short squeezes, have a read through 
the article in the Financial Times <here> about the day Volkswagen briefly conquered the world. 
Sehr gut!

Be safe, be well!
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https://www.cbc.ca/player/play/1533661251530/
http://cbc.ca/
https://www.cbc.ca/news/business/reddit-gamestop-blackberry-1.5890039
https://www.autoweek.com/news/industry-news/a35340727/heres-how-the-gamestop-short-squeeze-is-like-the-vw-squeeze-of-2008/

