




Education  | Data 

Hi everyone,

There have been a lot of posts recently on these two subjects - crazy cost basis reports when transferring out of
Robinhood, and some anecdotal reports (or maybe just a single report?) about some fractional share executions outside
of the NBBO. I've made some comments on those threads but I thought it might be helpful to put everything together in
one place.

First, I don't mean to throw cold water on these theories all the time, or to constantly be talking about technical glitches.
But I have seen how many of these systems work, and it's also common sense to think about incentives - firms invest in
technology that makes them money (like trading), and they don't invest in technology for cost centers (like record
keeping and compliance). Front office trading systems are sophisticated and high-performance. Back office record
keeping systems are often ancient, and always under-invested in. This is especially true when regulatory fines are little
more than a cost of doing business / slap on the wrist.

If you want to see this in action, just go to FINRA BrokerCheck and search for a broker. As I explained in another
comment: " Lookup a broker and start looking at their violations (I've done this systematically in the past when evaluating
broker dark pool enforcement action risk for institutional asset managers). It's a constant stream of OATS violations (the
Order Audit Trail System is a record of all orders and trades that a broker reports to FINRA, being replaced by the CAT),
order marking violations, failure to produce trade records, mistakes with order flag records, etc. A constant stream of
technology problems. I even presented to the SEC on this after the Knight Capital incident 9 years ago." This is not
meant, in any way, to excuse the behavior. Record keeping mistakes should honestly be criminal - without accurate
records, regulators can't do their jobs. So under-investment in compliance and record keeping systems makes sense in
both ways for these firms - the fines are paltry, and if they're trying to avoid detection, shitty record quality is a feature,
not a bug.

Now, all of that being said - for those of you who have gotten these insane cost bases when transferring out of
Robinhood - file a whistleblower complaint. Seriously, this is your best course of action. If there is, in fact, a systematic
problem with Robinhood back office systems, and the SEC goes in and fines them, you could get a cut of that. You might
think it's just GME, but it's very likely that it affects other stocks too. And keep good records of your trades for filing taxes
so that these mistakes by RH don't affect you.

Next, on the topic - I have no idea why you're seeing insane fractional share cost bases when transferring, especially
when you didn't buy fractional shares. I have no good explanation for it. My assumption is that it's a result of under-
investment in back office technology. I can't possibly see how it is a reflection of any actual trading though. Keep in mind
that these are tax records - they are not trade reports. There's a big difference. And even though these records appear to
be all messed up, it doesn't really mean that any trades were executed at that price. For those of you who did transact in
fractional shares, you have to also know that there is very little regulation around fractional shares. Fractions are not
reported to the tape/market, and while firms are under a best execution obligation, that obligation is hardly enforced at
all. So most of the rules I talk about are kind of thrown out the door when dealing with fractional shares, because they
are not really considered within the current regulatory structure. I would also caution that any fractional shares traded
outside of regular trading hours (9:30am ET - 4pm ET) can likely trade at any price, and I would never execute a trade
like that.

Ok, finally let's talk about the NBBO and tradethroughs. As I've explained before, the National Best Bid and Offer is the
best price in the market, and is protected during regular trading hours. This means that brokers, off-exchange trading
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systems, and exchanges have safeguards in place to ensure that trades are not executed outside the NBBO. This
system is not perfect. A while back there was an effort to have more disclosure for retail brokers and internalizers by the
FIF. That has mostly stopped since the new Rule 606 was passed, but I found that Fidelity is still disclosing these extra
stats. You can see that for most orders, 98% - 99% of the shares get executed at or better than the NBBO:

Why isn't it 100%? Generally speaking, it's because there aren't enough shares available at that price. If there's only 100
shares on the best offer, and you want to buy 200 shares, you're not guaranteed to get them all executed at the offer
(although wholesalers like Citadel talk a lot about size improvement along with price improvement, but that's an entirely
different conversation about how they goose and manipulate those metrics). Citadel stopped providing these reports in
2019, but you can see that back then theirs looked similar.

Now, I cannot speak to anecdotes - I can only deal with data. I know there are claims about some crazy execution prices
out there. I can assure you that these are not systematic issues, but it's always possible that there are crazy trades.
That's why FINRA and the exchanges have Clearly Erroneous rules. This rule would not exist if it wasn't needed, and
when I traded we had to invoke it at times. Sometimes crazy trades happen. When they do, alerts go off, and you get
them busted. Remember that for every trade there's someone on the other side of it, and if you got to sell some GME at
$2600, that means someone is on the hook to pay that. That person would be incentivized to have that trade busted, and
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has recourse to do so.

Ok, finally some have questioned why I generally assume Hanlon's Razor - don't ascribe to malice that which can be
explained by incompetence. I'm not as quick to accuse anyone of criminality as others. I'm comfortable with that. I'm a
scientist, and I need to see data. When I see it, and it's convincing, then I'm comfortable making serious accusations. If
that's naive, I'm ok with that. It doesn't make me fight any less to improve markets, and to improve transparency and
access to data, so that we can have informed conversations and debates. And as you'll see in an article I have coming
out soon, it doesn't make me hesitant to fight Big Tech when there's a serious fight to be had (you have to keep in mind
that most of my day job is focused on tech and AI these days). But it does drive me to wait on convincing data before
making such accusations. That's my style, and it's not for everyone.

I hope this is helpful. I'll keep trying to answer questions when I can. Market structure is extremely complex, and even
when trying to explain it, it's tough to distill it into something understandable when you haven't been immersed in it.





Opinion 

Hi all,

I'd like to point out an irony that I found funny today. Earlier I tweeted about AMC's intense move up:

Short Interest Numbers and Naked Shorting
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And I received all sorts of negative replies, as you'd expect:



my observations of the price activity. I could certainly be wrong. But when I see the kind of price movement in AMC that 
we've seen over the past couple of days, I can't see any other possible conclusion.

This post in no way is meant to feed into AMC FOMO or distract from GME. I just think it's directly relevant to GME, and 
to what is taking place. Short squeezes can be violent and fast, or they can be slower and methodical. You're talking 
about the absolute most sophisticated trading firms in the world with advanced technology and analytics. If you don't 
think they can start to exit a short position slowly, over time, without impact the market, then I've got some bad news for 
you. That doesn't preclude the possibility of a much larger, sudden squeeze - that can come too once they've 
exhausted their ability to exit the position without dramatic market impact.

Please be careful with market narratives. When it comes down to it, we generally like to impose stories on price action 
that confirm our biases. I'm probably doing it myself when I look at what's happening with AMC. But I try to combine it 
with data and with a lot of experience observing price action, and hopefully come out the other end with an educated 
guess.

Edit: Changed the flair to opinion.

Edit 2: I've suddenly been accused of being a shill and spreading FUD. That's not my intention at all. I added some 
emphasis in the second-to-last paragraph, because everyone seems to be taking one sentence (about exiting a short 
position slowly) out of context with the sentence immediately after it that says once they've exhausted this ability the 
squeeze can be large and sudden. It should be obvious by now that I think such a squeeze is coming. I only posted this 
movietheater tweet because reactions to it seemed relevant to GME. I'll make sure not to post any further movietheater-
mentioning posts. Also, someone said that I was a shill and paid to do the AMA, and I'd like to know why I didn't know 
about that, and who I can collect my check from?

I hope I don't offend anyone by posting their twitter handle, and if I do, let me know and I'll pull it down. I'm not trying to
call anyone out here, and I appreciate all of the interactions on Twitter and Reddit!

Markets are made by people who disagree.

I want to hammer home that point - if you think something is worth X and I think it's worth Y, then we have a market. It's
beautiful.

BUT I'd also like to point something out. I'm seeing a lot of references to "short interest" levels or CNBC, or
interpretations of trading dynamics and activity. These references are being made to convince me that there is no short
squeeze happening in AMC right now, and that all we're seeing is more retail buying / FOMO.

In the same breath though, on this sub-reddit and others, you'll be told that you can't trust any of the short interest
numbers, that CNBC is a bunch of shills, and that the data simply does not exist to understand the true level of shorting
which may be so high that it imperils the global economy!

So, just to be frank, you can't have it both ways. If the data isn't there, it's not there for you to know what's going on in the
stock at the moment. When I make a comment that there's a squeeze taking place, I'm making that comment based on
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