In the world of retail investing, app-based brokerages have democratized access to markets, including complicated
products like weekly options on individual stocks. The allure of concentrated single stock bets and short-dated

options can feel thrilling, even game-like. But is this really investing, or closer to playing roulette at a casino?

This post will dissect the underlying math and mechanics, focusing on expected value, transparency of costs, and
the critical differences in risk between broad-market equity ownership and betting on individual stocks or weekly
options. Along the way, we'll expose the hidden costs apps gloss over and explain why your time horizon matters

more than you think.

What Is the Real Dividing Line? Expected Value

People often throw around the word risk when talking about investing, but it's the sign in front of the number—

the expected value (EV)—that truly separates investing from gambling.

Expected value is the weighted average of all possible outcomes, taking into account their probabilities and

magnitudes. Positive EV means, on average, you make money; negative EV means you lose money over time.

® |n broad-market equity investing, research shows positive expected value over the long term.
* |In casino games like roulette, the expected value is negative for players due to the built-in house edge.

® Concentrated single stock bets, especially with complex products like short-dated options, often have negative

EV masked by excitement.

The sign in front of the number matters. Most retail traders don't see this clearly because apps hide real costs

behind layers of commissions, spreads, and mechanics like theta decay.

Broad Market Equity Ownership: Positive Expected Value
Owning a diversified portfolio—broad index funds or ETFs—has a transparent and positive EV. Here's why:

1. Historical Returns: Over decades, major stock indices provide an average annual return of roughly 7% to
10% after inflation.



2. Risk Pooling: Diversification reduces idiosyncratic risk (the risk specific to individual companies) and smooths
volatility.
3. Transparency: Fees and expenses are published clearly. There's no casino holding back the “return to player”

(RTP) because the market doesn't have a house edge like a casino.

Owning broad-based equity is *not* guaranteed positive returns every year, but the law of large numbers and
time horizon work in your favor if you hold long enough. This is the foundational principle behind expected value

investing.

Concentrated Single Stock Risk: The Idiosyncratic Roulette

Concentrated bets on single stocks, especially through short-dated options, look exciting but closer resemble

gambling than investing. Here's why:

* Idiosyncratic Risk: These are risks that come from company-specific news, events, or volatility. They can wipe

out large positions instantly.

* The Sign in Front of the Expected Value: Most single-stock option strategies offered on weekly expirations
have a negative EV for retail buyers because the options market makers take the opposite side, benefiting

from theta decay and volatility premiums.

* Theta Decay: Options lose time value every day, especially closer to expiration. If you buy weekly options, the

clock is ticking fast against you.

¢ Assignment Risk: Short option sellers face the risk of being assigned, sometimes unexpectedly, leading to

large losses or forced capital calls.

* Spreads and Commission: Although many brokerages advertise commission-free trading, the spread

between the bid and ask prices acts as a hidden cost, lowering your expected returns.

Put these factors together, and the expected value often becomes negative—even before considering zero-sum

market dynamics where thinkaora.com for every winner, there is a loser (minus transaction fees).

Example: Buying Weekly Call Options

Factors Description Effect on EV Theta Decay Loss of time value daily, accelerates as expiry nears Large negative
impact on EV for buyers Spread Difference between bid and ask prices Hidden cost, reduces realized returns
Commission Some brokers advertise zero-commission but options spreads compensate Implicit cost, reduces EV
Assignment Risk Unexpected exercise can cause forced stock purchases or sales Potential for large losses, increased

risk profile

This breakdown shows why a seemingly straightforward trade like a weekly call option is loaded with hidden costs

and risks that eat into expected value.

Transparency: Casinos vs. Brokerages

One key difference between roulette and investing is transparency. Casinos proudly publish the RTP (return to

player percentage) for their games. Players know the house edge precisely. For roulette:

® The RTP is about 94.7% on a European wheel (1-zero), meaning roughly 5.3% house edge.

® Players know the odds upfront. It's a negative EV game by design.

Brokerage apps, on the other hand, do not publish comprehensive expected value or cost breakdowns in their

options chains or trading interfaces. Instead:
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* They market "commission-free" without highlighting bid-ask spreads.
* The negative impact of theta decay is embedded in option prices but not always explained straightforwardly.

* Assignment and margin risks are stated but often glossed over in marketing materials.

This lack of transparency deceives many retail traders into thinking they are engaging in positive EV investing

when, mathematically and probabilistically, many concentrated single stock bets are negative EV trades.

Time Horizon and the Law of Large Numbers

Investing isn't about hitting a home run on one or two trades; it's about expected value over many trials and over

time.

* Law of Large Numbers: This statistical principle says that the average result from many independent trials

approaches the expected value as the number of trials grows.
¢ |f each individual trade or investment has a positive expected value, over time, you will profit on average.

e |f your trades or investments consistently have negative expected value, the law of large numbers guarantees

you will lose money over time.

Broad-market equity investing is backed by decades of empirical data validating positive expected value over long

time horizons.

Concentrated single stock bets via short-dated options or speculative trading bear high idiosyncratic risk and
generally negative expected value. Repeatedly engaging in such trades is more like repeatedly spinning a roulette

wheel than investing.

Final Thoughts: Keep the Sign in Front of the Number

The temptation of concentrated single stock bets via weekly options or trading apps is understandable—but don't

mistake excitement for expected value investing.
Always ask yourself:

* What is the sign in front of the expected value in this trade?



* Are costs like theta decay, bid-ask spread, and assignment risk clearly factored in?
* Am | exposing myself to idiosyncratic risks | cannot hedge adequately?

* |s my investment horizon sufficiently long to benefit from positive expected value growth?

If the answer reveals hidden negative expected value, remember: you are closer to a roulette player than a long-

term investor.

Invest for positive EV, diversify to reduce idiosyncratic risk, and demand transparency about costs. Your financial

future depends on it.



