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Better Markets

A Vision Of Wealth Creation For Many Vs. Wealth Extraction For Few

Better Markets, Inc., the non-partisan, non-profit in-
dependent Washington advocacy organization that
Mike Masters, founder and managing principal of
Atlanta’s Masters Capital, and Dennis Kelleher (pic-
tured nearby) established a decade ago to take up the
cudgels for the interests of ordinary Americans in the
wake of the 2008’s massive bank bailout, celebrated
its 10th anniversary last summer. Not with any ex-
travagant bash, mind you. But with an entirely
Covid-appropriate online conference of heavy hitters,
Jfrom President Obama on down, reflecting on the im-
pact of the Dodd-Frank financial reforms, spawned
— like Better Markets — by the Great Financial Cri-
sts — and on a long, unfinished agenda aimed at
coaxing, nudging, browbeating and yes, forcing, as
necessary, the U.S. financial system to serve — not
Just itself, the few, the lucky, and the exceedingly rich
— but all Americans, the productive economy and so-
ciety at large.

A Herculean task, no doubt. Probably thankless, too.
But Dennis, Better Markets’ President and CEO,
clearly relishes the role. And Wall Street grandees
would be well-advised not to discount his prodigious
efforts. Dennis, a litigation partner at Skadden,
Arps, Slate, Meagher & Flom, specializing in crisis
management and complex international securities
and financial matters — before he left the firm to
spend eight years in senior staff positions in the U.S.
Senate, ultimately as chief counsel and senior advisor
for a member of Senate leadership — s unlikely ever
to be mistaken as a patsy. The man lives and breathes
Washington, finance, securities — and their laws
and regulations. And he’s “for the people.” Listen in.
— KMwW

Welcome to WOWS, Dennis. You've had
quite a busy spring — but | see that Gary
Gensler just won confirmation as SEC

WELLINGoNWALLST.

Chair this morning. Congratulations.
DENNIS KELLEHER: Thanks. I think everybody is
pretty excited about that.

| suspect the Obama-era CFTC chief will
create considerable culture shock within
the Securities and Exchange Commission.
DENNIS: Well, 'm not sure I’d call it culture shock.
The opportunity is that the SEC has roughly 4,300
employees — many of them hardworking public
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servants who I am sure are going to welcome, if not
embrace, the new leadership. Many of the people
who work in the SEC actually take their mission se-
riously — unlike the agency’s leadership over the
last four years.

Of course. | imagine Trump policies caused
considerable consternation in the ranks,
and frustration, among the veteran SEC
staffers who didn't quit.

DENNIS: Yes. For some of them anyway, I think.

No political opinions
are universal in D.C.
- or anywhere, in
these polarized
times — as you cer-
tainly know after
pursuing Better
Markets' agenda for
a decade. How
closely do you iden-
tify with Don Quix-
ote by now?

do at all. For six of the

last 10 years, we were

pretty successful. The last four years were not pro-
gress — and we had some significant setbacks. But
the core and the foundations of the post-"08 crash
reforms remain in place and remain pretty strong.
Of course, there still is an unfinished agenda.

Always. There were reforms passed that
were never implemented, and some that
were rolled back, just for starters.

DENNIS: There were. But there have also been 10
years of subsequent changes in the markets that
need to be addressed. So we’ve got the unfinished

Dodd-Frank agenda and then we’ve got the agenda
beyond Dodd-Frank.

Which seems to grow by the day. Judging
by the testimony you've given in Congress
recently, you're determined to not let the
crisis headlines — about the likes of Robin-
hood, GameStop, Citadel, and my personal
favorite, Roaring Kitty, or Greensill and
Credit Suisse — go to waste. You've been
quite blunt in pointing out the gaping
holes in requlatory structure and practice.
DENNIS: Well, that’s true. Look, the SEC has got
multiple buckets on their agenda. In fact, that’s not
just the situation at the SEC, it’s the same across all
the financial regulatory agencies. As [ said, they've
got the unfinished Dodd-Frank agenda — every-

“The financial system
is too often
a wealth-extraction
mechanism for the few
rather than
a wealth-creation
Dexvis: Ldon'tthink ve - SYStem for the many.””

thing from money market funds, credit rating
agencies, executive compensation, regulation of the
shadow banking system —

Don't forget derivatives -

DENNIS: Well, Security-Based Swap (SBS) deriva-
tives. [ would say a good 80%-plus of the CFTC’s
derivatives rules are in place. The big issue there,
of course, is implementation, interpretation, and
enforcement.

When it comes to the
SBS rules, the Security-
Based Swaps rules, the
SEC did finally finalize a
set of regulations in
2019, although they are
weak and loophole-rid-
den. And they don’t start
coming into effect until
October, when SBS swap
dealers have to register.
Then in November, the
dealers have to start re-
porting transactions
through the swap data
repositories. While, as |
say, those SBS rules are weak and loophole-ridden,
they do, nonetheless, represent some progress that

Gary Gensler’s SEC could build on.

Clearly, they have no shortage of projects
to take on -

DENNIS: Yes, and the SBS derivatives are just part
of the bucket of issues before the SEC that are in-
volved with finishing the implementation of Dodd-
Frank.

But then they also have their beyond Dodd-Frank
agenda. Everything from tackling the many market
structure issues, the fragmentation of the markets,
the development of dark pools and high frequency
trading, and the very real need for the SEC to get
the CAT, the Consolidated Audit Trail, finished and

working well.

You think they should be taking that cru-
cial project out of the industry’s hands?
DENNIS: Well, it would be nice to eliminate the de-
bilitating conflicts of interest that cannot be
avoided when such an important regulatory tool is
outsourced to the industry. We’ve been working on
this issue for 10 years now — we’ve consistently
been the only non-industry participant in the dis-
cussions about the Consolidated Audit Trail, as well
as the other market structure issues. Way back
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when Mary Schapiro and
Mary Jo White were the
SEC chairs, what I used
to say to them was, “Look,
putting an industry con-
sortium in charge of the
construction and operation
of the CAT is the same as
asking bank robbers to
provide you with their get-
away maps for future bank |
robberies.”

That's quite a color-
ful analogy —
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DENNIS: Well, my point
is, they’re not going to do

it. You cannot ask the in-
dustry you are supposed
to supervise and police
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tool to identify their

wrongful and illegal, if
not criminal, conduct.

Yet that is what the CAT is supposed to be — a
state of the art system for tracking trade data across
all of the venues that comprise our national market
system in real time. As has been evident for too
long, the SEC simply cannot fulfill its core mission
of protecting investors, maintaining the integrity of
our markets and facilitating capital formation with-
out such a timely supercomputer-based system.

But that's exactly what the SEC did when
it tasked Wall Street with creating a way
for it to audit all market trades in real
time. And still there's no CAT -

DENNIS: Of course, so here we are 10 years later.
Truthfully, T don’t claim any great credit for clair-
voyancy there. My view is you don’t have to be that

smart to know you can’t ask the people who vou

need to supervise and prosecute to provide you with

the tools to do it.

In this case, that evidence could very
likely send them to the clinker.

DENNIS: Yes, the conflict is so obvious from the be-
ginning. Now, last year, after many years of organ-
izational delays and missed implementation
deadlines, responsibility for the CAT was trans-
ferred to FINRA from its prior developer, CAT
NMS, which had been set up as a for-profit entity by
an industry consortium.

Of course, FINRA is a better choice than the prior
developer. On the other hand, FINRA is also an in-
dustry creature and industry captured. And, while
FINRA will likely do a much better job than the
prior crew, it is still unlikely to build a Consoli-
dated Audit Trail with the level of robustness and
real-time accuracy required to equip the SEC to do
its job effectively. As I said last year when I was
talking to former SEC Chairman [Jay| Clayton and
his team, nobody would think it would acceptable
for the police in a city to say to the mayor, “Don’t
worry. When a crime happens, we will get right on
it — in the next day or so.”

Especially when the activity supposedly
being policed is occurring in milliseconds.
DENNIS: Yet look at the most recent proposal for
the Consolidated Audit Trail. They have defined
“real time” as being about 24 hours after the fact,
and we pointed out that we thought that timeframe
might be problematic. It wouldn’t be acceptable for
anybody else and it shouldn’t be acceptable for the
SEC. In fact, we’ve got a whole bunch of what I'll
call after-Dodd-Frank issues in the markets that

need to be addressed. It is a pretty big bucket.

Yet another bucket of issues the SEC will have on
its plate will have to do with addressing the Biden
administration’s priorities — racial justice, climate,
and economic inequality. I think you’ll see very ag-
gressive action taken in those arenas, not just at the
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SEC but across all the agencies.

Then the fourth bucket of issues that the new SEC

head will be faced with is what I'll call the surprise
bucket. Recent examples are GameStop, Archegos
— but who knows what is going to happen over the
next several years that none of us can predict?

Gosh knows. But there will be surprises.
DENNIS: Well, right. The only thing we know for
sure is that the surprise bucket will keep everyone
plenty busy. So there’s a lot of work to do. While we
are generally in pretty good shape, you can always
be in better shape. The big, big, big issue in my
view that’s getting next to no attention is what hap-
pened last March and April.

Meaning? The ocean of ink on the pan-
demic drowned out a lot of stuff then —
DENNIS: We put out two reports. One was called,
“No Financial Crash Yet Thanks to Dodd-Frank
and Banking Reforms.” It was put out in June of
last year. It demonstrated that the banking reforms
instituted after the Great Financial Crisis were prov-
ing to work very well amid the pandemic. Because of
those reforms, the banks had capital and liquidity
and the banks were never at risk of failure last March
and April. That was when the pandemic first really
hit and the economy shut down, which precipitated a
financial crisis, although nobody has had to admit
that yet, because the banks stayed very strong.

In fact, I had to laugh then, because the bank CEOs
were all bragging last spring about how strong they
were and how they could support the real economy.

You found that funny?

DENNIS: What they were forgetting to mention was
that — not only had they been forced to build up
their capital buffers — but they were forced to do it
over their relentless opposition. If we had listened to
the banks and their lobbyists during the debate
over Dodd-Frank or during the subsequent rule-
making procedures, the banks would have col-
lapsed very quickly last March, just like they did in
September and October of 2008. That said, the
banks did perform quite well during the pandemic
crisis — and that was entirely due to Dodd-Frank
and the post financial crisis banking reforms, as we
detailed that our June 2020 white paper.

That’s the good news.
| don't see a neglected "big issue" there.

DENNIS: Wait for it. The bad news is in a white
paper we put out early last December, in which we

detailed how the Trump Administration’s deregula-
tion at the Fed over the last four years has ma-
terially weakened the bank regulatory regime.

Indeed, even though post-GFC banking sector re-
forms are the key reason the largest banks entered
the COVID-19 pandemic in relatively strong finan-
cial condition — and why they have so far been able
to serve as a source of support for the economy rather
than contributing to and exacerbating the downturn
as they did in the last crisis — many of those re-
forms have been under attack by the industry from
the start. And the Trump administration’s deregu-
latory efforts succeeded in weakening a number of
the reforms by legislation and rulemaking.

Such as?

DENNIS: For instance, in 2018, Congress passed
something called EGRRCPA, the bipartisan Eco-
nomic Growth, Regulatory Relief and Consumer
Protection Act, which among other things, changed
the definition of systemically important banks, rais-
ing the asset size-based threshold for the required
application of stronger rules and standards for bank
holding companies from $50 billion to $250 billion.
It also eliminated a requirement for enhanced stan-
dards for bank holding companies in the $50 - $100
billion asset range. Importantly, EGRRCPA also
gave the Federal Reserve Board broad discretion to
determine whether it should continue to apply
Dodd-Frank’s stronger “enhanced prudential stan-
dards” to bank holding companies with assets in

the $100 - $250 billion range.

What’s more, while many of the post-GFC reforms
remain intact for the very largest “Globally System-
ically Important Banks” or GSIBs, there were sig-
nificant changes, under the Trump Administration,
that undermine the value of what was perhaps the
most important post-GFC initiative: the Fed’s stress
testing program and related bank supervision ef-
forts — which apply to all banks with over $100
billion in assets.

The ones ""too big to fail"?

DENNIS: Exactly. Congress did not require the Fed
to ease standards for these large banks. But, with
Trump’s regulators in charge, the Fed nonetheless
exercised its discretion to do so, over some detailed
dissents. Importantly, banks in this largest asset
category represent a large share of the U.S. banking
system, so problems at them could well represent a
threat to the system in a downturn. And together,
these changes made by the Fed (often with other
regulators) undermine the progress that had been
made since the GFC. They have reduced the con-
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fidence taxpayers can have that the banking system
is resilient enough to withstand a severely stressful
period without requiring another taxpayer-sup-
ported bailout.

Yet ironically, few are worried because the
Dodd-Frank rules had made the banks
strong enough to get through the pan-
demic crisis — before they were weakened?
DENNIS: Yes. That’s why the upcoming appoint-
ments to the Fed are critically important. There’s
one open seat on the Federal Reserve Board today.
The term of the Fed’s Vice President for Super-
vision Randy Quarles runs out in October. Fed Vice
Chair Richard Clarida’s term is up in November.
And of course, Jay Powell’s term as Chairman ends

in February of 2022.

When one looks at our white paper detailing the
real damage done to banking regulation during the
Trump years, it’s clear there is a lot of repair work
to be done there. We clearly need people with a
completely different mindset about to how one reg-
ulates the banks to be put in charge of the Fed.

But there’s an even bigger issue than the narrow
banking rules—

What's that?

DENNIS: If there was one thing that was revealed
— very starkly — last March and April, it was that
the shadow banking system in the United States is
still alive, well, unregulated, and very dangerous.

Almost all of the bailouts last year, which amounted
to multi-trillion dollars, supported and floated the
shadow banking system — just as happened in
2008 and 2009. But nobody is talking about that,
nobody is looking at that, nobody’s thinking about
that — except in two areas.

Which are?
DENNIS: One area is money market fund reform, be-

cause the pandemic crisis revealed, once again, how
financially fragile they are. As we have been saying
since 2008 — I have had these fights with Mary
Schapiro and Mary Jo White and Jay Clayton — so
this isn’t a partisan issue. But every one of them
refused to properly regulate money market funds.

Because?

DENNIS: It goes to show the incredible power of the
money market fund industry in this country — it is
very, very powerful. Yet there’s no getting around
the fact that MMFs are an inherently risky invest-
ment product masquerading as a bank product.

MMFs are essentially marketed as bank deposits,
but their sponsors are spared the cost of maintain-
ing capital reserves, deposit insurance, and compli-
ance with prudential oversight, all of which afford
banks” access to the Federal Reserve as a lender of
last resort.

Those savings, which MMFs have now enjoyed for
decades, have enabled them to offer retail investors
and institutions elevated yields, along with con-
venient cash management services. Yet those sav-
ings and the sponsors’ related profits ultimately
come at the expense of U.S. taxpayers who have
had to bail them out repeatedly in a crisis. Some
people are finally talking about that fragility, be-
cause taxpayers have now had to do that during two
crises within the last 12 years. It’s now clear that
money market fund reform simply has to happen, as
we said in a comment we filed recently on the Pres-
ident’s Working Group Report on money market

funds.

The fragility of money funds is real, all
right. And it's not the half of the craziness
that goes on in short-term funding mar-
kets. Dare | mention Greensill?

DENNIS: True enough. But the other fragility that
people are talking about now is in the Treasury
markets. The Treasury markets clearly need to not
only be scrutinized, but reformed in a number of
ways. But even that doesn’t even really touch the
depth and breadth of the failures of the shadow
banking system — and the unseen, unregulated
dangers in them. Again, you can see that by the
bailouts that were required last March and April.

So here we are again, 13 years after the Great Finan-
cial Crisis, coming up on 11 years after Dodd-Frank.
Yet the Fed basically had to trot out the same play-
book that they used in *08 and *09 to prop up the
shadow banking system. They literally just pulled
the programs off the shelf and used them again.

What's that line about everything looking
like a nail to a man with a hammer?
DENNIS: Right. The Primary Dealer Credit Facility
and the Fed’s whole alphabet soup of other bailout
programs were all used last March and April. That
took the assets on the Fed’s balance sheet up to $4-
plus trillion, but the real amounts spent on the bail-
outs were significantly higher than that. As a result
— you know, people used to quaintly talk about a
Greenspan Put. Some people talked about a Ber-
nanke Put — Now we essentially have a perpetual
Fed Put.
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Which isn't a blessing, you're implying —
DENNIS: What that does, of course, is it incentivizes
the highest-risk behavior. It creates moral hazard
among the financial industry and, worst of all, it vir-
tually guarantees future crashes that will require fu-
ture Fed bailouts.

Yet there is an utter lack of interest in analyzing
what happened last March and April. More impor-
tantly, there’s also an utter lack of interest in Wash-
ington in exploring what would be required to make
sure, in the future, that those kinds of bailouts aren’t
necessary. It is a dereliction of duty at a mind-bog-
gling level. It is hard to understand the lack of a se-
rious attention — by the most serious policy makers
in this country — to the need, first, for a granular
analysis of what happened, and then, for working out
a real, robust, concrete plan to ensure that it will
never happen again. And, of course, we all know that
starts with regulating the shadow banking system.

Isn't it perfectly obvious? They got away
with it — twice. Why not whistle past the
graveyard, if that's “working?'’ Besides,
shadow market types rake in lots of coin,
some of which gets spread around D.C.
DENNIS: Well, thats right. They’re making too much
money and they have too much influence. They have
regulatory capture. They use the revolving door basi-
cally to purchase special access and influence. But
it’s inevitable that there will be another crash — one
at the level of, if not worse than, ’08 — if policy-
makers in the United States just continue to turn a
blind eye to the kind of dangers in the financial sys-
tem that materialized again in March and April of
2020. And yet, that’s what they’re doing so far.

What have you been urging policymakers
to do instead?

DENNIS: We haven’t laid out what they should be
doing in terms of what I call a 360-degree after-ac-
tion analysis. But we have laid out — in two reports
over the last year — what we think policymakers
should be doing on an agency-by-agency basis.

The first report, we put out last July 21st in connec-
tion with the 10th anniversary of the Dodd-Frank
Act, and we were quite thorough. The report is over
100 pages long. It walks through what happened
under the Obama administration, from a markets
regulatory point of view, and then it walks through
what had been done and undone during the deregu-
lation era of Trump — all to stress the importance of
reflecting on the Dodd-Frank Act.

Because?
DENNIS: Because “financial stability,” “financial

reform” and “financial rules” are the means

to achieve some of the nation’s most important so-
cial, political and economic goals. Including a
strong and stable financial system that:

e Reduces inequality while creating economic secu-
rity, opportunity and widespread prosperity for all
people,

e Supports the productive economy,

¢ Produces sustained, durable and broad-based eco-
nomic growth, and

e Protects investors, consumers, workers and the
environment.

Pardon my cynicism, but it sounds like a
bit of an “Impossible Dream."”

DENNIS: I grant you that those goals are under-
mined by an economic system that does not work for
the vast majority of Americans — because, among
other things, the financial system is too often a
wealth-extraction mechanism for the few rather than
a wealth-creation system for the many.

This is the result of too many — certainly not all,
but too many — in the financial sector using their
economic power to buy political power, which they
then use throughout the policymaking process to
protect and increase their economic power, usually
at the expense of everyone else, including their
competitors and others in the financial sector. The
financial sector thereby undermines and corrupts
democracy by hijacking the government to serve its
own ends, while also tilting the financial system de-
cidedly in its favor.

Making all of that worse, the pandemic, and the eco-
nomic crisis it has caused, have exposed the struc-
tural inequalities embedded in our economic and
financial systems and how they egregiously and dis-
proportionately impact Black Americans and people
of color.

How do you figure?

DENNIS: The financial system and the financial in-
dustry have played significant roles in creating and
perpetuating racial inequities. It is critical to re-
member that the economy — who it works for and
who it does not — is not predetermined. It is shaped
by people — and it is often rigged by connected,
wealthy insiders protecting their own interests.
Their actions to maximize their profits; protect and
increase their wealth; and maintain their positions
of privilege, power and influence profoundly impact
who gets the benefits of our economic and financial
systems — and who does not.

You aren't suggesting that Dodd-Frank,
sweeping though it was, could have tackled
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all that, are you?

DENNIS: No. The Dodd-Frank Act could not have
addressed — and did not address — all of those is-
sues. But, it was intended to create and support
guardrails, gatekeepers and guard-dogs that could
force the financial sector to better serve society.

Isn't that kind of amorphous - serving so-
ciety better?

DENNIS: We mean supporting the real, productive
economy that generates jobs and broad-based eco-
nomic growth, rather than enriching financiers on
Wall Street, destabilizing the financial system,
draining public resources for Wall Street’s own
benefit and unleashing predators on consumers and
investors.

That is why what is at stake in implementing the
Dodd-Frank Act — and in financial stability and
reforms more broadly — is nothing less than en-
abling more Americans to attain the American
Dream, enhancing their standards of living, quality
of life and peace of mind. The Great Depression of
the 1930s and the financial crash of 2008 illustrate
that with heartbreaking clarity.

Those are big goals and strong language,
but you said you outlined how we're sup-
posed to get there?

DENNIS: That came in a second report, which we
put out on September 15th of last year, on the anni-
versary of the Lehman collapse — and in connec-
tion with a webinar we did with a senator [
introduced as “the likely incoming Chairman of the
Senate Banking Committee, Sherrod Brown.”
Called, “Road to Recovery, Protecting Main Street
from President Trump’s Dangerous Deregulation of
Wall Street,” its nearly 50 pages detailed our views
on what each of the regulatory agencies’ priorities
should be — if, in fact, Trump was defeated — and
we got serious regulators back in office.

That must have made you really popular
on the Republican side of the aisle.
DENNIS: Well, we've never really been their favorites.

True. But how dare you suggest there's
anything better than deregulated markets?
DENNIS: [ have to tell you, I have this argument
with Republicans all the time. I shouldn’t say argu-
ment. | have this discussion with them. To wit: Leh-
man Brothers collapsed on September 15, 2008. In
October of 2009, the U6 unemployment rate —
which measures people who are unemployed and
people who are forced to work part-time because
they can’t find full-time work — the U6 rate hit

17% in October of 2009. That meant that 25 million
Americans were effectively out of work. What's
more, there was an analysis done around that time
that identified how many of those 25 million were
heads of households. Looked at through that lens,
the U6 unemployment rate actually showed that 50
million Americans at that juncture were being im-
pacted by unemployment. 50 million Americans,
right? What I say to my Republican friends is that
those weren’t 50 million Democrats. Those were 50
million Americans. They were Republicans, Demo-
crats, Independents, non-voters, agnostics — call
them whatever you want.

A financial crisis does not impact the American
people based on their party affiliations. One of the
saddest things to come out of the 2008 crash was
Wall Street’s politicization of financial reform and
financial stability. Because what Wall Street did,
once Obama won in November of ’08, was move vir-
tually all of its money to the Republicans — in an
attempt to stop what became Dodd-Frank. And
then, of course, they went to war with the Obama
administration.

So when people ask why financial reform is so polit-
ical, I say it’s because the industry itself decided to
politicize it. Now, of course they did it in a sophisti-
cated way that overlapped with the Republican view
of the world, which is small government, free mar-
kets, deregulation or anti-regulation.

You've noticed! Surely, as a long-time denizen
of Washington, you expected nothing less.
DENNIS: True enough. But financial reforms to en-
hance financial stability are one of the very few
things that shouldn’t be political or partisan at all
— because the consequences are felt by everybody,
Republicans, Democrats or whoever. When you
suffer massive losses and you lose your home, you
lose your job, you lose your savings, you lose your
retirement — you don’t take those hits based on
party affiliation. Financial crashes and financial
recklessness really don’t care who they inflict the
losses on.

The other point I often make to the Republicans
who like to pose as big protectors of taxpayers, is
that, well, one of the best ways to protect taxpayers
is to prevent financial crashes. As I said, it’s quite
unfortunate that the financial industry has politi-
cized financial reform and financial stability, but
that is unfortunately the case.

The cynic in me says Wall Street couldn't
care less about anyone's losses, as long its
own screens are green. And, when the Street
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largely succeeded at deflecting blame for
the GFC, its arrogance only increased. So
what if, over time, the sight of bankers get-
ting bailed out at the same time working
stiffs' mortgages were being foreclosed fo-
mented populist resentment — even Trum-
pism?

DENNIS: Well, yes, but. On the one hand, the big
banks got away with it. On the other hand, they
didn’t. They got away with it in two really important
aspects. The first, of course, is that there were vir-
tually no prosecutions and therefore no account-
ability for the reckless, illegal, and criminal
conduct engaged in by the biggest financial institu-
tions in the country.

And that sorry trend still continues, until
proven otherwise.

DENNIS: Yes, and they also got away with avoiding
any significant structural reforms. So the too-big-to-
fail banks continue to get too-bigger-to-fail, day by
day. On the other hand, the Dodd-Frank Act did,
when it was implemented, actually work, and that’s
one of the things that our white paper from last
June, “No Financial Crash Yet Thanks to Dodd-
Frank and Banking Reforms,” showed. The real
question now — as it has been for a number of
years — is not whether the laws and rules are
strong enough. The question is whether there’s the
political will and the regulatory courage to —

Enforce them -

DENNIS: — implement and use them. So far, that
record has been quite variable. We have to wait and
see how that plays out. But it’s whether they’ll be
meaningfully held accountable that’s in doubt, not
whether Wall Street has accumulated a substantial
rap sheet of illegal activities. Indeed, we actually
put out a fact sheet this January, on “Wall Street’s
Crime Spree 1998-2020,” conservatively counting
395 major legal actions and more than $195 billion
in fines over the last 20 years — and detailing ille-
gal conduct that was shocking.

Come on Dennis, you have to be too jaded
to actually be shocked that the banks
shrug off wrist-slaps like fines.

DENNIS: [ know, it shouldn’t surprise anybody, but
it’s nonetheless shocking that the illegal conduct of
the biggest banks in this country actually has in-
creased since the Great Financial Crisis. After all,
we all know the adage that crime unpunished is
crime undeterred. Not only aren’t they really pun-
ished and they aren’t deterred — they’re actually
incentivized to engage in more crime. Because if
you can essentially get away with it, why not, right?

After all, their legal fees and fines are just
costs of doing business — and tax writeoffs.
DENNIS: That’s true. We just have to wait and see
how things are going to change with the Biden Ad-
ministration. I do think things are going to change
significantly at the SEC — and hopefully at other
agencies. | know Gary Gensler has a pretty strong
view on enforcing the law — including enforcing the
law against individuals, executives and supervisors.
We can only hope that will come to pass.

Does the SEC have the resources to pick
up its pace? Hasn't it been starved for re-
sources of late?

DENNIS: They’ve got plenty of resources — though
they could always use more. Look, Gary got the
most out of the resources of the CFTC, which were
nothing compared to the SEC’s.

True enough.

DENNIS: I think the SEC should get more re-
sources, but even if they do not, Gary will get the
most out of the resources that they have now. |
mean, truthfully — I wouldn’t want to have to pick
— but if T had to pick the agency where I would
really fight much harder for additional resources, it
would be the CFTC. The CFTC has just been

starved in a despicable way.

In fact, it’s really one of the biggest successes of the
financial industry’s lobbying efforts in this country
since Dodd-Frank. They’ve been able to ensure that
Dodd-Frank’s regulatory framework for derivatives
markets can’t be enforced or policed, because
they’ve made sure that the CFTC’s budget has been
so paltry that the agency simply can’t do its job in a
meaningful way. They can’t do on the regulatory
side, they can’t do it on the enforcement side. The
CFTC does the best they can with what they have,
but they don’t have one-third of the amount of a
budget that they should have.

Especially if you contrast the size of the
CFTC budget with the size of the markets
it is supposed to be requlating.

DENNIS: Yep. That really needs to change. But |
don’t see that changing with the current Congress,
given how tight the very small to nonexistent mar-
gin of error is that the Democrats have. And of
course, in fairness it’s not just Republicans who are
preventing adequate funding of the CFTC — nor is
it just Republicans who are blocking the proper
and full regulation of the derivatives industry. The
industry has many, many, many allies on the Demo-
cratic side, as well. It’s just that, unlike on the Re-
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publican side, it’s not every member of the party.

On the Republican side, there is virtually uniform
unanimity in opposition to even the most minimalist
investor protections, consumer protections, finan-
cial stability reforms. On the Democratic side,
that’s not the case. There are plenty of Democrats
who are in favor of those things. But there is cer-
tainly no unanimity on the Democratic side.

That's another Impossible Dream.

DENNIS: Well, truthfully there’s going to be no
meaningful legislation coming out of the Congress
until there’s a significant change in the composition
of the Congress. That’s all there is to it. At 51 to 50
in the Senate (counting Vice President Kamala Har-
ris’s tie-breaking vote) and with a margin in the
House of what, less than 10 votes —

Virtual gridlock is still baked in.

DENNIS: Yes, there’s zero chance of meaningful
legislation, and not only in our space but in any
space. Which means that all of the action is going
to have to be at the regulatory agencies — and, |
should say, the Administration broadly. But in par-
ticular, at least regarding the financial arena, it will
have to happen at the regulatory agencies.

Let's hope Ted Kaufman has long since ex-
plained that to his friend Joe.

DENNIS: Well, it’s a little unfortunate — and I
should use a different word — but even with the
best of intentions, there’s only so much capacity
that the political system has. And the Biden admin-
istration is appropriately allocating a massive
amount of time and resources to fighting the pan-
demic, which is exactly what they have to prioritize.

| couldn't agree more.

DENNIS: Then their real second priority is to figure
out how to prevent the economy from collapsing and
ideally help the economy actually recover from this
period of shutdowns, full and partial. And in reality,
those two unimaginably large challenges would be
enough to consume any administration forever. So
it’s a credit to the Biden administration that he is
also trying to do a bunch of other things. But there is
no getting around that they’ve got to prioritize those
first two challenges, and then — to the extent
there’s a capacity left within the system — they can
start trying to get some other things done. It’s that
old hackneyed metaphor, but it’s true. There’s only
so much oxygen in the policymaking space.

I worked on the Senate staff when the Obama ad-
ministration passed both the Affordable Care Act

and the Dodd-Frank Act — and, before both of
those, we passed a stimulus bill. Each one of those
things was a mammoth undertaking. And any one of
them would have been significant achievement, all
by itself. To do multiple large packages really puts
a lot of stress on the system. So I think that the new
Administration is doing the best they can under
historically challenging circumstances.

Granted, Congress - like the electorate -
is pretty evenly divided. But is that the
only reason it's so challenging to move any
legislation? | mean, there were times in
the 30's under FDR and in the 60's under
Kennedy-Johnson that Congress actually
accomplished quite a lot — despite consid-
erable dissent. It seems politicians today
don't think they can walk and chew gum at
the same time.

DENNIS: Well, in fairness, FDR only got things
done when he had super-majorities in the Congress.

And even that wasn't enough to protect
him from having the Supreme Court rule
against parts of his New Deal plans.
DENNIS: Right. Not until the Supreme Court faced
an existential threat from FDR’s court-packing
scheme did they begin to rule more favorably on
New Deal programs. At any rate, I think there are
only so many crises you can deal with at once. Of
course, if you talk to Biden administration people
they’ll say, “We’re not only dealing with the COVID
crisis and the economic crisis. We're also trying to
deal with the climate crisis, with racial justice, and
with the economic inequality crisis.”

Not to mention, watching crazy things
going on all around the globe.

DENNIS: Yes, little things like Afghanistan and
Iran and China and Russia. We've got the biggest
buildup of Russian troops on the border of the Uk-
raine that we’ve had maybe ever. We’ve got Iran
now recommitting a massive enrichment of ura-
nium. And you can look almost anywhere in the
world and see China being quite bellicose in chal-
lenging American interests. There is just an almost
inconceivably large amount of things going on that
require the attention of the policymakers. So I agree
with you. I hope my good friend Ted is talking to
President Biden about these things. But I recognize
that President Biden has got an incredibly full
plate.

Why anyone wants that job is beyond me.
DENNIS: Well, thank God he did.
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Exactly. | particularly appreciate the rea-
son he says the was motivated to run.
DENNIS: Yes, his motivation was unimpeachable.
Pun intended.

[Laughs] Oh, give the Republicans an open-
ing and they'll try.
DENNIS: Well, that’s true too.

If the focus is going to be on executive
branch actions, are you working on
Tracer™-like projects for all of the
agencies? It's great stuff, by the way.
DENNIS: Thank you. Tracer™ is actually our mi-
crosite that has carefully tracked all the COVID-re-
lated so-called temporary financial regulations and
the regulatory relief necessitated by COVID. In
fairness, most of the agencies have been pretty re-
sponsible about the relief that they’ve provided.
Most of it has been pretty well-targeted and time-
limited.

We're in the middle of a discussion with the Fed
over the SLR, the supplemental leverage ratio. At
the start of the pandemic, they allowed the bank
holding companies to exclude both their holdings of
Treasury securities and their deposits at the Fed,
when calculating their leverage ratio, which deter-
mines the amount of capital they have to hold as re-
serves. The idea, amid the crisis, was to make it
easier for the financial institutions to absorb gov-
ernment bonds and reserves, while continuing to
lend. They did let that temporary relief expire, as
we urged, but they also made it clear that they're
going to think about what additional relief for the
big banks might be appropriate.

But with the exception of the SLR, the regulators
have been, I think, fairly responsible, reasonable,
and time-limited in what they’ve done. We’ve
tracked their actions pretty carefully and a lot of
other people are tracking it, too.

So what about going forward?

DENNIS: From our point of view, what these
agencies really have to do is get back in the busi-
ness of fulfilling their missions, whether it’s inves-
tor protection, consumer protection, or financial
stability — there’s a lot of work to be done in those
areas. We haven’t even talked much about the
CFTC, but Rostin [Benham, Acting CFTC Chair|
has inherited an agency that has been crippled over
the last four years by design.

So it badly needs rehab?
DENNIS: Right. Before you can move forward

you’ve got to get it back on track. He’s the right guy
for that. Rostin is a very talented, committed,
thoughtful, really savvy public servant. I have no
doubt that he will take the reins of that place and
get it back into business probably quicker than
anybody else could possible do it.

I’'m actually pretty optimistic about the CFTC, be-
cause you couldn’t get better leadership coming in.

Same with the SEC.

The macro challenges are going to be, fundamen-
tally, capital formation and allocation. In other
words, they have to do with the structure and the
activities of the biggest banks in the country — and
the regulation of the shadow banking system. That
really needs to be an intense focus because capital
formation and allocation are root causes of the cli-
mate crisis, the racial justice crisis, the economic
inequality crisis, as well as investor and consumer
protection and financial stability.

And if we don’t deal with the root causes of these
multiple interconnected crises, then we can’t make
real progress. That’s really where we need to be fo-
cused over the next four years.

Can you explain how you trace all of those
interconnected crises back to issues with
capital creation and allocation?

DENNIS: Well, we have two conveniently recent fan-
tastic examples. GameStop (GME) and Archegos.

Goon -

DENNIS: There are different ways to look at Ga-
meStop. On the one hand, you can say, well, the
problem is retail brokers ripping off retail investors.
It is the Robinhoods of the world (and Robinhood
just happened to get fined $65 million by the SEC
last December for defrauding the retail investors by
intentionally not telling them about payment for
order flow) who are the problem.

And, of course, it’s easy to see why a Robinhood
wouldn’t want to disclose anything about their pay-
ment for order flow practices. Because then retail
investors might start asking questions. Like, “Gee,
I wonder if I'm really getting treated well, or if the
Robinhoods of the world are doing things that cost
me money, just to increase their own income
through the payments they get for order flow?”

So GameStop neatly illustrated the really deep con-
flicts of interest at retail brokerage firms that can
work to the disadvantage of retail investors.
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But the next layer of problems exposed by the Ga-
meStop frenzy, of course, is the fragmentation of the
entire equity market structure. It depends on the
day, but it has gotten to the point where, let’s say,
only about half of all equity trades on any given day
take place on public, lit exchanges. In other words,
where there is transparency and regulation.

The payment for order flow slides (nearby)
that you included in your GameStop tes-
timony before the House Financial Ser-
vices Committee do a great job of
demystifying payment for order flow in
today's barogue market structure -
DENNIS: Oh, thank you. About 50% of equity
trades today take place in dark, unpublic, unregu-
lated venues where predators thrive. So the Citadels
of the world are enriching themselves through a frag-
mented and needlessly complex system that exists for
the purpose of wealth extraction, not wealth creation.

That's quite a catch phrase.

DENNIS: It’s actually the fundamental problem —
but there’s also an even deeper issue. We didn’t
raise it in connection with GameStop frenzy be-
cause there were just so many issues. | mean, we
could go into hedge funds, we could go into short
selling, we could go into 13F, 13D and disclosure.
But let’s just leave those aside and take our discus-
sion of the issues raised by what has happened with
GameStop, up to the next level.

What's that?

DENNIS: Take a minute to think about the amount of
capital that has been allocated into the financial eco-
system in connection with the GameStop frenzy.

I'm talking about everything from the retail brokers
ripping off retail investors to the high-frequency trad-
ing firms to the bleeding dry of the public exchanges.
All of that involves allocating capital. What’s more, it
has implications for capital formation.

Because?

DENNIS: To the extent that over half of the equity
trading in U.S. markets is not happening on public,
lit exchanges, price discovery is not being accom-
plished — to the degree it should be — on those
public exchanges. Now, there are people who will
tell you that this is equivalent to arguing about how
many angels can dance on the head of a pin. But at
the end of the day, what less efficient price discov-
ery means is that there are wider spreads in public
markets than there otherwise would be. Simply be-
cause there’s less liquidity. Less liquidity means
less trading, means wider spreads, means the cost
of capital is higher than it otherwise would be.
Period. Full stop.

Clearly, the GameStop trading frenzy saga has
lessons on many levels. But at a fundamental level,
it illustrates the misallocation of capital in U.S.
markets, which results in a lack of capital formation
— because of the mispricing of capital in our equity
markets. Actually, when you keep peeling way the
layers of needless structural complexity in the mar-
kets, what you’ll often find is capital misallocation
and a lack of capital formation. Archegos is another
great example, in my view.

Explain, if you please -

DENNIS: At Archegos, you can find all of the ob-
vious issues that relate to shadow banking, to undis-
closed and nontransparent derivatives trading,
whether it’s in total return swaps or other deriva-
tives instruments. All derivatives involve leverage.
And the reason is not mysterious. If you want to buy
equities on leverage, you have to put up 50% of the
stock’s price as margin. But if you instead acquire
an equivalent economic interest via derivatives,
you’ll only have to put up margin of 10% or 15%.

Such a deal!

DENNIS: As I said when the story broke amid the
massive fire sale of Archegos’ positions by its banks
to meet margin calls, the first thing that was appar-
ent was that the shadow banking system is much
larger than it was in 2008, and remains just as non-
transparent in material respects. We put a statement
out, saying, “Systemic risk from secret and inter-
connected leverage, trading and derivatives in as-
tronomical undisclosed amounts continues to
permeate the shadow banking system and remains
as dangerous today as it was in 1998 when the
Long-Term Capital Management hedge fund blew
up. And, as in 1998, 2008 and 2020, Wall Street’s
largest, taxpayer-backed and bailed-out too-big-to-
fail banks are at the center of creating and selling
these dangerous products — and enabling this
high-risk conduct.”

In Archegos’ case, there are also issues around bla-
tant failures of disclosure and clarity relating to 13F
and 13D filings. There are issues stemming from
the regulatory loophole created by so-called family
offices and the regulatory arbitrage between family
offices and hedge funds.

Archegos also raises all the issues about the too-
big-to-fail banks acting in multiple contradictory,
and conflicted, capacities. In this instance, you
have them acting as prime brokers, as market
makers, as derivatives dealers, and as lenders.
They’re also in both the cash markets and in the
physical markets. So dig deeply enough, and what
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do you find but too-big-to-fail banks — bailed out
now twice in 12 years by taxpayers — at the core of
another hedge fund collapse — enabling and feed-
ing wild gambling bets made by a family office.

Heads, they win; tails, taxpayers lose.
DENNIS: All those things are important issues to
think about and talk about. At the same time, I think
Archegos is also a perfect illustration of how finance
has been hijacked by insiders who are using it as a
wealth-extraction mechanism rather than a wealth-
creation mechanism. Just think of the amount of
capital that’s being allocated to facilitate the gam-
bling done by family offices and hedge funds.

Misallocated, certainly, in Archegos’' case.
DENNIS: Well, there were $10 billion or so of as-
sets in Archegos, which they levered up by a factor
of 10 or something, using synthetic derivatives —
which the big banks were evidently eager to sell to
them — to amass undisclosed economic exposures
equal to more than 10% of the shares in handful of
public companies. That’s what I call capital misal-
location, too.

Remember, Goldman Sachs, Morgan Stanley and
Wells Fargo only exist today because of the grace of
U.S. taxpayers in 2008. But what did we see in Ar-
chegos? You had them — along with Nomura and
Credit Suisse — especially, Credit Suisse — allocat-
ing tens and tens of billions of dollars to one single-
family office to make undisclosed concentrated
leveraged bets. Bets that not only were not beneficial
to this country’s economy, but actually antisocial.

Antisocial?

DENNIS: Yes. What you tend to hear about Arche-
gos is, oh, Credit Suisse lost $3 billion, $4 billion,
$5 billion, whatever it was. [Now, reportedly more
than $20 billion.] Nomura lost a couple of billion.
Oh, isn’t it great that Goldman Sachs, Morgan Stan-
ley and Wells Fargo could engage in fire sales of
Archegos’ positions ahead of the most of the water-
fall selling in those stocks — and therefore they
were not materially impacted, according to their
disclosures?

But one of the things nobody talks about when it
comes to Archegos is that if you look at the stocks of
the six or seven companies in which Archegos had
those undisclosed positions, those companies lost
around $33 billion in market cap, virtually overnight.
And that means that every single investor in those
stocks also lost money. [According to The Wall Street
Journal, the stocks involved were ViacomCBS
(VIAC), Discovery (DISCB), Farfetch (FTCH), GSX
Techedu (GSX), Tencent Music Entertainment Group

(TME), Baidu, and IGIYT Inc. (1Q).]

Can you imagine how many pension fund
beneficiaries took those hits?

DENNIS: Well, not just pension funds, but index
funds, which so many investors hold. And Via-
comCBS is a large-cap stock. Before the Archegos
selloff, VIAC had gone up about 30% in just a cou-
ple of months — which is virtually unheard of, for a
large cap. That begs the question of what role did
lending by the big banks play in the runup of
VIAC? That question is critically important be-
cause the collapsed hedge fund was reportedly run
by a person who previously engaged in substantial
insider trading, and settled rare criminal and civil
charges, accepting a ban from the industry, that —
until recently — had been reason enough for Gold-
man Sachs to reject him as a client, for years.

But then, when ViacomCBS and the others
crashed -

DENNIS: So did all the indexes in which Via-
comCBS is a constituent — and that’s a lot of in-
dexes. When you add the damage done to those
indexes’ prices in that selloff, to the Archegos’ di-
rect toll on the individual stocks, you get to a little
bit less than $200 billion in market cap losses
caused by the highly leveraged gambling Archegos
was doing in just a few stocks. And Archegos’
highly leveraged trading was only possible because
a few global systemically important financial insti-
tutions, or GSIFs, decided to allocate massive
amounts of capital to enable Bill Hwang, the princi-
pal of Archegos — to actually do this.

You're implying there may have been
better uses for all the dough?

DENNIS: Of course. In lending the capital to
Hwang, the big banks implicitly made a decision
not to allocate that capital elsewhere. Almost in-
variably in these episodes, whether it’s a GameStop
or an Archegos, when you peel back the layers they
almost always relate to a decision on capital alloca-
tion — and to capital formation.

Think about what small businesses in this country
could do — if the Goldman Sachs of the world de-
cided they were going to instead allocate that mean-
ingful capital to, oh, I don’t know, small businesses?

Actually lend to Main Street America?
What are you smoking?

DENNIS: Good luck, right? You even see that re-
flected in the earnings the big banks are reporting
this week. Wells Fargo, Goldman Sachs and JPMor-
ganChase just reported.
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Big earnings numbers.

DENNIS: Yes, once again. On tremendous revenue
increases. But dig a bit deeper into the reports and
what you won’t see is an increase in lending.

It sounds odd, but that's not their main
line of business -

DENNIS: What does that tell you? That tells you
that these banks continue to allocate capital to trad-
ing and investments — often antisocial trading and
investments, like Archegos or GameStop — but
they’re not allocating it to lending to the real econ-
omy, to real Americans, to Main Street interests.
What the big banks are doing is juicing their ex-
ecutives’ bonuses at the expense of Main Street
families. That’s one of the reasons we are having a
K-shaped recovery. Because of decisions being
made by giant financial institutions.

Isn't that's how the free markets work?
Bankers allocate money where they think
it'll earn the highest returns. Regardless of
social utility or (supposedly) executive bo-
nuses.

DENNIS: On the other hand, that’s not what they say
they do, when they have their hands out for bail-
outs. If we are going to take care of the banks when
they’re in trouble, then, at the least, they should do
what they are supposed to do — when they aren’t in
trouble.

The Financial Times had a story recently, under the
headline, “Soaring Wall Street Income Powers U.S.
Bank Profits.” The subhead was “JPMorganChase,
Goldman Sachs, Wells Fargo Beat Forecasts De-
spite Lackluster Loan Demand.” But the truth is
that loan demand wasn’t lackluster. Demand was
fine. It was supply that was lackluster. There was
lackluster loan activity. What the bankers were
doing instead was making money and fat bonuses
on socially unproductive trading and investments
— rather than supporting the real, productive econ-
omy, jobs and growth.

The problem here is in some ways a conceptualiza-
tion problem as well as a structural problem.

What do you mean?

DENNIS: All the real smart boys and girls on Wall
Street refer to the most important economic activity
in this country as “boring banking.” Right? Ac-
tually making loans to people and companies — so
that they can either achieve their dreams of going to
school or founding businesses, growing businesses,
or buying a house. That is “boring lending” because
it’s low-margin. When Wall Street says “boring,”

they mean low-margin. They would much rather be
in the unboring businesses — like swing-for-the-
fences trading and investments. That is where they
can juice their bonuses the most. That’s a concep-
tualization problem that we fight against every day,
on a rule-by-rule basis, at Better Markets.

Isn't it also that there's nothing glamorous
about doing the nitty-gritty work of loan
underwriting? And it's perversely easier to
sell big dreams than to help quotidian busi-
nesses grow? After all, even the bottom-
feeders in the financial food chain, payday
lenders, fight tooth and nail against re-
quirements to really underwrite loans.
DENNIS: Well, that’s true, although it’s interesting.
People focus on the obvious, on payday lenders and
debt collectors and the other street-level financial
“crime” predators, though they don’t necessarily
violate criminal statutes. Fact is, payday lenders
can’t hold a candle to the too-big-to fail banks. Just
one example: The biggest banks in this country gen-
erate revenue north of $20 billion a year, just on so-
called overdraft fees. The payday lending industry
would die for that $20 billion annual revenue
stream. So it’s not just the bottom feeders, the bucket
shops and payday lenders, who are problems. It’s the
biggest institutions in this country — engaging in
not just unproductive and antisocial activities but in
predatory activities — that really prevent Main
Street Americans from (a) keeping more of their in-
come and (b) building wealth.

White collar crime is so much more “re-
spectable” in polite society.

DENNIS: Because, first of all they hire armies of
lobbyists and allies. They’ve got armies of PR and
communication firms that are expert at putting lip-
stick on the pig. And they have an audience too-
willing to accept the lipstick and ignore the pig.

People are very susceptible to the illusion
they might “share the wealth.” Meanwhile,
look at the huge group of people without
so much as a bank account.

DENNIS: Yes. Although the bigger problem for the
unbanked is that they are un-incomed. The bottom
line is they don’t have money. And one of the rea-
sons they don’t have money is that we have a finan-
cial system so much more focused on wealth
extraction for the few than on wealth creation for the
many. If our entire banking and financial industry
were really focused on how best to support and fi-
nance the real productive economy, jobs and
growth, there would be a tremendous increase in in-
come and wealth in Main Streets across this land.
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Instead, one of our key problems, in our view, is that folks in finance
just find it so much more lucrative for themselves to allocate capital
away from productive uses — and towards financialization and gam-
bling — that they’re actually starving the real economy to boost
their bonuses. That’s what’s going on.

It would seem pretty impossible to keep all those capital-
ists from “following the money.” What my professors
called enlightened self-interest is vanishingly rare any-
more.

DENNIS: You might say our mission is to change that. And that’s
why, at the end of the day, whether we’re doing it rule-by-rule be-
fore the various regulatory agencies, or we're doing it before Con-
gress, or we're advocating for it elsewhere, our focus at Better
Markets is on encouraging capital formation and capital alloca-
tion that supports the productive economy and broad-based eco-
nomic growth, the kind that will enable Main Street not just to
survive, but to thrive.

| suspect there's enormous correlation between the
increased financialization of the economy over the
last 30 years, and the decline in productivity and
other measures of real economic output.

DENNIS: I don’t know if it has been quantified at a very granular
level, but the intensified financial short-termism, I think, cor-
relates quite tightly with flat, if not declining, wages, income and
wealth for the 90% of the American people who are on the wrong
side of this K-shaped economy.

Of course, it’s a multifactor analysis. We also have essentially le-
galized the destruction of unions, amid surging globalization, and
the “technologicalization” of so much “work.” Automation, I
guess, is the euphemism of choice. So there have been a lot of
things happening alongside financialization, but it is clearly one
of the key drivers.

To sum up, what do you want most to accomplish dur-
ing Biden's first four years?

DENNIS: The most important thing is that we have regulators sup-
ported by policymakers who prioritize protecting investors, finan-
cial consumers, and systemic stability. Their work will, if it’s done
right, cause the capital allocation and formation processes to once
again focus on wealth creation. Which will tremendously reduce
the amount of wealth extraction going on in our financial system.

That is Better Markets’ top-line goal over the next four years —
and we’re confident that our goals are shared by the Biden admin-
istration. And so far, based on the regulators that they have
nominated, those goals will also be shared by the key regulators.
So we are quite optimistic.

But we also recognize — as you know well — that executing on
our goals will not be easy. The financial industry gives up nothing
without a tremendous fight. So we’re prepared for what’s likely to
be brutal, mano-a-mano fighting with them — at the regulatory

agencies, in Congress, and in the courts — to make any progress.
It’s unfortunate, but if you’re trying to protect investors, con-
sumers, and financial stability, that usually means doing things
that the financial industry sees as costing it money.

At least in the short run. Enlightened self-interest and
all that, again.

DENNIS: Right, but the instant-gratification, high-margin busi-
ness for them is picking the pockets of Main Street Americans,
along with engaging in high-risk bonus-boosting, antisocial be-
havior. They aren’t going to give up those profits — or one penny
— without a fight. But I will reiterate, Better Markets is ready to
fight. And we’ve been buoyed by some recent regulatory signals.

Like the SEC's chilling statements on the bubble in
SPAC offerings?

DENNIS: We could go on for another two hours on SPACs and pri-
vate equity wealth extraction, but suffice it to say that I think the
litigation and regulatory risks for SPACs is going to go up quite a
bit — which should put a damper on at least the worst of those
excesses. We're already seeing it happen, with the SEC making
two pretty clear statements in two weeks on SPACs. I also think
private equity is going to come in for a level of scrutiny that they
have never seen before — which I believe is going to reveal pred-
atory behavior that won’t be able to withstand the light of day.

Sunlight. Good old Judge Louis Brandeis' favorite dis-
infectant.

DENNIS: That’s right. And as [ tried to say in my testimony at the
GameStop hearings in the House, the intricacies of things like
Robinhood, payment for order flow, shadow banking, derivative
swaps and so much more may sound incredibly new and complex,
but they are not. Most of the issues, trading practices, and ob-
vious vulnerabilities of the U.S. financial system are long-stand-
ing. There is little new about irrational exuberance and
speculative fervor for questionable securities, or frankly, wide-
spread predatory practices.

Market participants at the center of these events have for years
taken advantage of the complexity they’ve created, the resulting
market fragmentation, their order routing schemes, the question-
able execution and trading practices, the lack of transparency,
and the many uses of seen and unseen leverage. Quite simply,
that is why Better Markets tirelessly advocates for critical reforms
to our equity market structure.

You're trying to roll a very big rock uphill — against
forces about as elemental as gravity.

DENNIS: We do recognize that, for years, a handful of dominant
market participants — including the executing dealers/HFTs at
the center of the feeding frenzy over GameStop and Wall Street’s
too-big-to-fail banks — have responded to economic incentives
and regulatory opportunities by — in the words of former Citi-
group CEO Chuck Prince — “danc[ing] while the music is play-
ing” (i.e., maximizing profits regardless of risks) rather than
taking necessary actions to protect their firms and the integrity of
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the U.S. financial system.

These market participants often claim merely to op-
erate within the rules they have been given and to

been intentionally created to be as non-transparent
and complex as possible — to enable and conceal

as much wealth extraction as possible. And, no sur-
prise, that complexity is also wielded as a cudgel to

be victims of unforeseeable circumstances when intimidate policymakers, regulators, and legislators

markets malfunction or catastrophe strikes. But the ~ — to discourage them from looking at those activ-
reality is that they “strike up the band” in the face ities too closely or asking too many nettlesome
of risks that they know — or should know — are questions.

building and materializing.

That's where investors are lucky to have
Better Markets spreading sunlight.

Thanks, Dennis, and godspeed.

The other reality is that the predatory, and in some
cases illegal, practices we’ve been talking about in
relation to GameStop, Archegos and the rest, illus-
trate that much of current U.S. market structure has

“If there's a better
discipline than merger ar-
bitrage to use as the foun-

dation for a career

in investing, | haven't
found it in my fifty-plus
years in the financial in-
dustry. It teaches you
most of the techniques
needed to do deals.”

— Mario Gabelli

Now in bookstores!
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Research Disclosure

Welling on Wall St. LLC believes that its reputation
for journalistic enterprise, intellectual indepen-
dence and absolute integrity are essential to its
mission. Our readers must be able to assume that
we have no hidden agendas; that our facts are
thoroughly researched and fairly presented and
that when published our analyses and opinions
reflect our best judgments - and not the vested
pocketbook interests of our sources, our col-
leagues, our clients or ourselves.

WOWS's mission is to provide our readers with
thoroughly independent research, trenchant anal-
ysis and opinions that are as considered as they
are provocative. We work tirelessly to fulfill that
mission. That said, you must also consider that no
one, and no organization is perfect, and be as-
sured that our lawyers advise that we tell you so.
So here it is, in plain language, not the usual law-
yer-ese.

All the material in this publication is based on
data from sources that we have every reason to
believe are accurate and reliable. But we can't
(nor can anyone else) guarantee it to be utterly
accurate. And there's always a chance, though we
strive to avoid it, that we've missed something. So
we make no claim that it is complete; the end-all
and be-all. Opinions and projections found in this
report reflect either our opinion or that of our in-
terviewees or guest authors (all of whom are
clearly identified) as of the original interview/pub-
lication date and are subject to change without
notice. When an unaffiliated interviewee's opin-
ions and projections are reported, WOWS is rely-
ing on the accuracy and completeness of that
individual/firm's own research and research dis-
closures and assumes no liability for that re-
search or those disclosures, beyond summarizing
their disclosures in an adjacent box.

This report is the product of journalistic enter-
prise and research. It is NOT a sales tool. It is not
intended to be - and should NOT be mistaken for -
an offer to sell anything. It is NOT a solicitation
for any sort of Investment or speculation. It
should NOT form the basis for any decision to
enter into any contract or to purchase any secu-
rity or financial product. It is entirely beyond the
scope and, bluntly, competence of this publica-
tion to determine if any particular security is suit-
able for any specific subscriber. In other words,
we don't give investment advice. Don't mistake
anything you read in WOWS for investment advice.
This publication does not provide sufficient infor-
mation upon which to base an investment deci-
sion. WOWS does advise all readers to consult
their brokers or other financial advisors or pro-
fessionals as appropriate to verify pricing and all
other information. WOWS, its affiliates, officers,
owners and associates do not assume any liability
for losses that may result if anyone, despite our
warnings, relies on any information, analysis, or
opinions in the publication. And, of course, past
performance of securities or any financial instru-
ments is not indicative of future performance.
Confidentiality and Trading Disclosure: All infor-
mation gathered by WOWS staff or affiliates in
connection with her/his job is strictly the prop-
erty of WOWS It is never to be disclosed prior to
publication to anyone outside of WOWS and is
never to be used, prior to publication-and for two
week thereafter-as the basis for any personal in-
vestment decision by staff, affiliates and/or
members of their immediate households. Al staff
and affiliates of WOWS will avoid not only specula-
tion but the appearance of speculation and may
not engage in short-term trading, the short sell-
ing of securities, or the purchase or sale of op-
tions, futures, or other derivatives, including ETFs
reliant on derivatives. Any equity or fixed-income
investments entered into by WOWS staff or affili-
ates will be held for a minimum of six months un-
less dispensation is received, under extraordinary
circumstances, from WOWS's legal counsel. Any
pre-existing direct investment interest in any
stock, mutual fund, ETF or partnership portfolio
covered in an issue of WOWS will be specifically
disclosed in that edition and that position will be
frozen for at least a month. Internet disclosure:
Electronic Communications Disclosure: The web-
sites and WOWS' electronic communications can,
alas, fall prey of all manner of malicious activity.
While WOWS takes reasonable and prudent steps
to try to prevent its website, journals and com-
munications from interception, corruption, infec-
tion, contamination and other electronic
malefactors, there are even fewer guarantees in
the realms of software and the web than in fi-
nance-where there are none. WOWS disclaims and
cannot accept liability for any damages to com-
puter systems as a result of downloading or
opening contaminated versions its website, jour-
nals or communications.
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