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< Trade Like the House, Not Like a Gambler
Most traders spend their time looking for an edge in charts, earnings reports, analyst ratings, and news headlines.

Before we go any further, I want you to understand two academic theories that have been debated for decades —

because together, they explain why that approach is so difficult to sustain.

The Efficient Market Hypothesis

The Efficient Market Hypothesis, developed by economist Eugene Fama in the 1960s, argues that financial
markets are highly efficient at processing available information. In practical terms, it means the current price of
any widely traded stock or index already reflects everything the market collectively knows about it. There are no

secrets. The EMH comes in three progressively stronger forms.

Weak: Past price movements cannot predict future prices. Technical analysis, chart reading, trend following, and
pattern recognition are built on the idea that history repeats. The weak form says it does not, at least not in a way

you can exploit consistently.

Semi-Strong: No publicly available information, whether earnings reports, economic data, or analyst upgrades,

gives any trader a consistent edge. The moment information becomes public, prices adjust.

Strong: Even private insider information cannot reliably produce consistent outperformance over time. This is

the most aggressive position and the most debated.

You do not have to accept any of these forms as absolute truth to find them useful. The practical takeaway is this:
the market is very good at pricing in what is known. Betting that you know something the market does not is a

difficult game.

The Random Walk Theory

The Random Walk Theory builds on the same foundation. It proposes that stock price movements are essentially
random and unpredictable from one period to the next. Future price changes cannot be reliably determined by
analyzing past patterns or trends. This lines up directly with how I approach probability-based trading. Price
changes in highly efficient instruments are random. The price of a stock or ETF reflects all available information.
There are absolutely no secrets. Once you accept that, the framework of directional prediction starts to look like a

much harder path than it needs to be.

The practical question: If price movements are largely random and markets are highly efficient, what
approach actually gives you a consistent edge? The answer is not a better indicator. It is not more research.

The edge comes from structure — and that is a very different thing.

What This Means for Your Trading



The same way a casino does not need to predict the next card to run a profitable business, a probability-based
options seller does not need to predict the next move in the underlying. The math works for you at entry. Time
decay works for you every day. That is a structural edge, not a prediction. The EMH and Random Walk Theory are
not arguments against trading. They are arguments against prediction-based trading — and that distinction is at

the heart of everything we do inside House Edge Advantage.

Good Luck and Great Trading,

Past performance is not indicative of future results. Options trading involves risk. This material is for educational purposes only and is not
investment advice.
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