
 

 

Episode 114:  Wall Street War Games with The Bill Walton Show Team 

 

Speaker 1: 00:04 Welcome to The Bill Walton Show, featuring conversations with 
leaders, entrepreneurs, artists, and thinkers. Fresh perspectives 
on money, culture, politics, and human flourishing. Interesting 
people, interesting things. 

Bill Walton: 00:24 Hi. Welcome to The Bill Walton Show. I'm Bill Walton. Today, 
we're going to have a conversation with some of the members 
of our team, Frank Wazeter, Alyona Wazeter, Greg Corombos, 
Rich McFadden, if Rich shows up. Rich is a little late. He's always 
a little late, but hopefully he'll join us because he always has 
interesting things to say. Today, we're looking to find out what's 
really going on with GameStop and with Reddit and with the 
struggle of good versus evil with short sellers on Wall Street. Did 
I mention Greg? Greg Corombos, there you are. 

Greg Corombos: 01:06 You did mention me. You forgot Brian. 

Bill Walton: 01:09 I forgot Brian McNicoll. All right. Well, you know, guys, I'm just 
learning how to do this five-way.  

  Frank, you've been following this closely. Could you give us an 
overview about what's happening here, because this is in real 
time?  

Frank Wazeter: 01:23 Yeah. Essentially, back in July, some of these Redditors, these 
guys deep in the video game community figured out that there 
was some weird stuff going on with GameStop. There's this 
video going back to it where they put together this nice, big, 
detailed thesis and said, essentially, there is more shorts, 
meaning more borrowed shares to be sold, than there are 
available shares of this company on the market. Sooner or later, 
this is going to go sideways. If we just invest in it, we'll make 
money out of it.  

  So they start this process in July, and then things start to 
explode by January. Then all of a sudden it comes out that, as it 
turns out, one of the biggest investors was Melvin Capital, that 
was shorting the stock. Within a couple of days, it just comes 
out they lost like $2.9 billion. They've got to go to Citadel, which 
they had had a relationship with, to get more capital because 
they only had about $12.5 billion, so they're looking at losing a 
quarter of their whole net worth. Then this leads to news 
coverage, more people jump on it, so the stock price rockets 
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from about a $5 point to, at some point, about $420. At the end 
of it, Melvin is losing $6 billion on a bad bet, and it just creates 
all this chaos. 

  It came out that Citadel had been buying user data from 
Robinhood, and Robinhood had branded themselves as 
democratizing finance. Throughout this whole- 

Bill Walton: 03:24 Robinhood is an online broker, and you can trade through them 
without paying a fee. 

Frank Wazeter: 03:29 Correct. Their big thing is commission-free trades, and you can 
buy fractional pieces of shares. So they have this PR nightmare 
because them and a bunch of other brokers all of a sudden have 
fear that they can't cover this tremendous amount of volume of 
people buying up GameStop. As a result, they have to lock down 
and restrict buying and selling. They said for a period of days, 
"You can only sell. You can't buy anything." Then, afterwards, 
they say, "Well, you can buy, but you can only have one share. 
You can only have five shares."  

  Throughout all of this, you see this big, massive media campaign 
saying how bad Reddit is, and they're trying to ruin the market; 
they're a bunch of degenerates; they're doing all these 
nefarious things. Meanwhile, Financial Times even comes out 
and says, "Oh, the Redditors are a bunch of alt-right white 
supremacist guys." Then the Reddit guys called them out on it. 
Financial Times has a disclaimer on that article where they had 
to retract it because they had zero basis whatsoever for saying 
that.  

  Then you see just this glorious amount... Elon Musk coming out 
and tweeting about it. You see Chamath Palihapitiya, which is a 
venture capitalist out of California, who wants to run for 
governor there, or seeded that he wants to run for governor 
there- 

Bill Walton: 05:04 We hope he does. 

Frank Wazeter: 05:05 Yeah. He's my superhero. He had a great interview with CNBC 
where he's just... CNBC is towing the line of Melvin Capital and 
Citadel over there, and Chamath is saying, "It's totally 
hypocritical for you to say that what the Redditors are doing is 
bad, when we all know that these guys have idea dinners and 
things like that where they get together." You see what starts as 
a big, massive misinformation campaign- 
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Bill Walton: 05:37 Yeah, there's the underlying reality... Well, in Wall Street, there 
really is no underlying reality. What you think is true depends 
on where you sit, and that's the reality of Wall Street. To just 
amplify a bit, Reddit is an online app, and they've got subgroups 
in Reddit. I just found this out. I joined. The subgroup that's 
focused on this group of stocks is called WallStreetBets. There 
were a couple hundred thousand people in it, and now in the 
last six months, it's grown to two and a half million.  

Frank Wazeter: 06:14 It's up to 8.2 million now. They got like two million people in the 
past 24 hours. 

Bill Walton: 06:23 Brian, you've done some- 

Brian McNicoll: 06:26 Well, yeah, you were talking about the reaction. The thing that 
has caught my attention is the reaction from society at large, 
the media and so forth. You're searching for bad guys here, and 
the media is standing up for big institutional investors against 
young rebels. I'm not sure either of those images work. 
Obviously, there are some institutional investors, on one side of 
this, are the ones taking the bath, but as you said, Frank, the 
characterization of who the people profiting from this right now 
are, they just basically made up bad stuff to say about people. 
There was a guy on MSNBC saying, "These are guys who sit in 
their basement playing video games. They should go out and 
get girlfriends and lead productive lives." They're participating 
in the market- 

Bill Walton: 07:33 How do they know it's not the girlfriends doing the trading? 

Brian McNicoll: 07:35 That's right. Yeah. The worst thing is this guy just acted as if it 
was all guys and no women took part in this. The 
characterizations were ridiculous. 

Bill Walton: 07:48 Let me provide a little context, and then I want to hear Greg and 
Alyona's points of view. Context is this. This strategy of shorting 
public companies has been around for decades, and it's been a 
specialty of a subset of hedge funds. Hedge funds have got all 
sorts of different trading strategies, long-short, short only, etc., 
and the momentum traders, and so on and so forth.  

  There's Rich McFadden. Hey, Rich. I'm glad you got up. 

Rich McFadden: 08:20 I'm here for you, man. 

Bill Walton: 08:21 Okay. Hey, we need you. 
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  Anyway, so this has been around for years. The short way to 
describe it is there's a strategy called short and distort, which is 
where you take a position in a stock and then you get out and 
tell a story that makes it sound much worse than it is. The 
hedge funds have been very good at picking companies that 
have weaknesses, whether they're regulated by the financial 
regulators or, in the case of biotech companies, by the FDA, 
where there's a complex company, hard to understand, and 
easy to distort the true picture.  

  Well, in the case of GameStop, it was a bricks-and-mortar 
retailer of computer games. Frank, you guys know a lot more 
about this than I do. But it wasn't really going anywhere, and 
they've got to figure out what to do with, what, 5,500 locations, 
6,000 locations? It's not a growth business on paper. This was 
one of the targets. Then another target was AMC Theatres. We 
all know the theaters have been dark for six months because of 
the pandemic lockdowns. So the hedge funds have been good 
at targeting this. 

  What I think most people don't know is that, 25 years ago, in 
1996, there were twice as many public companies traded as 
there are now. There were roughly 7,500, almost 8,000 
companies. That number has dwindled to about 3,400. Part of 
the reason is the complex regulatory environment that public 
companies are in, and it's expensive to be public. But also, the 
small and mid-cap companies are incredibly vulnerable to 
somebody taking a big position in the stock and either driving it 
down, that's more often the case; sometimes they try to drive it 
up. They did this with impunity for the last 20 years or so.  

  Now, all of a sudden, on the internet, in Reddit, in this team of, 
what are we calling ourselves, WallStreetBets, there were a 
group of small investors that decide, "Well, we're going to take 
the other side of the trade, and by the way, we can all 
communicate with each other." The hedge funds do their 
dinners where they exchange ideas, and they do a lot more than 
that. They collaborate on who's going to do what, when. But 
now the little guy is doing that.  

  The hedge funds are a $3 trillion segment of the market, and 
the hedge funds have become very ensconced. They're part of 
the establishment now. In fact, there's this notion of regulatory 
capture, where if you're regulated by an agency in D.C., the 
industry works to get the regulator on their side. I think hedge 
funds have largely done that with the SEC. The environment is 
such that- 



 

 

Brian McNicoll: 11:21 They acted in secret regulation, right? 

Bill Walton: 11:24 Yeah, and they're cruising along. 

Brian McNicoll: 11:24 Barrier to entry. 

Bill Walton: 11:24 They're cruising along, making money. They're taking stocks out 
via short-selling year after year, and now we've got this new 
thing. I think it's terrific. 

Rich McFadden: 11:37 What's the danger there, Bill? What could this new scenario of 
these Robinhoods running around fighting the big guy, what 
kind of chaos could they create because they don't maybe know 
the system as well as the big guys that are manipulating it every 
day? 

Bill Walton: 11:56 Well, the thing that's happened in the last five years, 10 years, 
certainly the last few years, is that the information advantage 
that hedge funds and institutional traders had has virtually 
disappeared. With the internet and 24/7 communication, chat 
boards, things like that, the edge that you might've had when I 
was on Wall Street in the '70s and '80s and part of the '90s, it's a 
totally different landscape. If you go onto the Reddit site, you 
see a lot of these people are writing very thoughtful papers 
about what this company is really worth and what it isn't worth. 
That's a good thing. That means you've got more people in the 
market deciding what things are worth.  

  The bad thing is, if you're one of these smaller traders, is you're 
putting your own net worth at stake. You could lose all your 
money playing this game. But I think they know that. The chat 
on Reddit is great fun. Frank, you want to give us some example 
of dialogue on Reddit? 

Frank Wazeter: 13:15 Maybe this makes it a little bit easy for mainstream media to 
villainize them, but there's a very unique culture that goes on 
that's very deeply steeped in video games, where it's funny to 
be stupid or to do dumb things, so it's incredibly "vulgar." 
They'll refer to themselves constantly as dumb, retarded, 
autistic apes. It's hilarious to be autistic, meaning that they're 
obsessing over something to a point well beyond what's 
reasonable. The whole idea at this point is that it's not even 
about making money for a lot of them. It's like, "Yeah, okay, if 
we made a little bit, it's fine." But they're saying, "We've got 
diamond hands. We're going to hold it until the stock reaches 
10,000 in price."  
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  My favorite quote of all time is one Redditor comes back and 
says, "Melvin Capital is learning not to fuck with weaponized 
autism." This is the humor. Like I said, it's incredibly vulgar. It's 
off-the-wall. If you're not part of the culture, why is it cool to 
refer to yourself as these people? But this is a millennial group 
segment that mostly grew up playing video games together and 
is used to getting together in a group of strangers playing World 
of Warcraft or online games and doing coordination amongst 
40, 50, 100 strangers like it's no big deal, like, "We're just going 
to do it." It's like getting together and playing baseball. 

Bill Walton: 15:01 That makes them a very worthy adversary of the hedge funds. 

Frank Wazeter: 15:05 Yeah. 

Bill Walton: 15:05 Greg, got a thought? 

Greg Corombos: 15:07 A couple of thoughts here. First of all, interesting bedfellows on 
the reaction to this. Elizabeth Warren, who has been hating 
Wall Street and the big banks, all of a sudden talks about the 
need for regulation. All of a sudden, she's not on the side of the 
little guy anymore. You've got the Shark Tank guys like Kevin 
O'Leary and Mark Cuban out there cheering them on all the 
way. Dave Portnoy of Barstool, who is putting together this 
small business relief fund, thinks it's a great thing. 

  Before we all cheer the storming of the Bastille here, Bill, you've 
been on the institutional side before. While I'm sure you don't 
like a lot of the regulations, they do provide guardrails of what 
you can expect. If you were still really actively in the game and 
in that business, how would you have reacted to all of these 
people coming in and trying to uproot the market like that? 

Bill Walton: 15:58 Well, I was in the private equity world, so I wasn't as much 
involved in the day-to-day trading, thank goodness. That's an 
incredibly tough, tough, tough game. I think back then, and 
even now, I'd welcome more people coming into the market.  

  I think the risk here, Rich, to your question, the risk is we get 
regulatory overreaction. Time after time after time, we've had 
regulatory overreactions. The first round, we had Sarbanes-
Oxley. Then, later on, after the 2008, 2009 meltdown, we had 
Dodd-Frank. What that's done to the capital markets, as the 
guys who run these big organizations, like Jamie Dimon, will say, 
of JPMorgan, "The regulation has created a moat around our 
business model," the capital needed and the regulation that 
you're going to have to put up with. To start a small bank, 
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you're going to have to fill a stack of forms out that run about 
three or four feet high, and you're going to need more capital 
than ever. It's really shut down new entrance into the 
traditional banking businesses.  

  Then what's happened, and that relates to what's happening 
with Reddit, is we've got a lot of fintech companies, a lot of 
companies that are operating outside of that, and they're doing 
a lot of innovative things, which I think is all good. I think the 
benefits of the small investor coming in with eyes open... And if 
you read what they're saying, they're not wearing pink rose-
colored glasses. I guess that was the word, if I can date myself. 
They see what they're doing, and they like taking them on. The 
risk is a regulatory overreaction.  

  I think the thing that's interesting is there seems to be a political 
aspect to this where you've got the hedge funds, and the hedge 
funds I think are now part of the establishment... Remember, 
the 10 largest hedge funds, if you ran one of those, the guy or 
gal, I think they're all men, who was making the least amount of 
money last year was paid $377 million. To be in the top five, you 
were making $750 million a year. With that kind of money, you 
can guarantee that they're using it to buy political influence, to 
make sure that the regulators see their model in the same way. 
They can hire the very best lawyers, PR firms.  

  I was kidding with Frank on the way, I guess that technically I 
could be a member of this elite, but I'm kind of loving seeing the 
elite being gored here because- 

Rich McFadden: 18:58 I think you should join the Reddit group. I think that would be 
amazing. 

Bill Walton: 19:00 I did.  

Rich McFadden: 19:00 Oh, good. 

Bill Walton: 19:01 I did. I joined this morning. 

Rich McFadden: 19:05 Oh, good. That's awesome. I love it. The thing that i love about 
all of this is the same people who hated Trump are the people 
who are like, "Yay, the little guy," where Trump was all about 
the little guy and fighting the establishment. I want people to 
wake up and understand that they hated Trump for the reason 
that they love what's going on. The disconnect there boggles my 
mind. I just don't get that. 
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Brian McNicoll: 19:43 Yeah, on top of that, you think about all the things that 
Facebook and Twitter did to Trump when he was in office. What 
they were trying to do is get regulated. They were trying to 
bring on a regulatory environment over them that would create 
barriers to entry. You have Parler and all these things. They're 
racing around trying to keep any of that from getting caught up, 
because if they can get their regulatory regime in place before a 
rival comes up, a rival won't be able to come up. 

Rich McFadden: 19:43 Yeah, that's a good point. 

Bill Walton: 20:20 Let me tie that in... The ratings on Google for, gosh, what's our 
company here? 

Frank Wazeter: 20:30 Robinhood. 

Bill Walton: 20:30 Robinhood. The ratings on Google for Robinhood, they went 
from five stars to one star. The reason that happened was- 

Rich McFadden: 20:39 Of course they did. 

Bill Walton: 20:40 ... that they stopped trading. They said, "Look, you can sell, but 
you can't buy." That's not exactly being a market maker. All the 
small investors came on Google and started rating them, and 
they went from five to one in a heartbeat. Then Google came in 
and intervened and erased all the negative reviews. Now, what 
was that? 

Brian McNicoll: 21:10 They don't want to be looking like they're picking winners and 
losers. We all know they're willing to do charades that we all 
realize are charades. They have no compunction about that. 

Bill Walton: 21:24 Well, they used to say you're not paranoid; they really are trying 
to come after you. 

Brian McNicoll: 21:29 Yeah, that's right. 

Bill Walton: 21:31 It feels a little bit like that. I don't know how Google felt like 
they needed to intervene here, because in defense of what 
Robinhood had to do, there is a potentially good outcome here. 
Stock markets have a very, still, antiquated trading system 
based on the way things were done in 1920 or '50 or '60, where 
you get a two-day settlement and there's lots of capital involved 
in being a middleman in this world. Robinhood really did need a 
couple billion dollars that it didn't have, and they could either 
stop trading or they could go out of business. So what they did- 
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Rich McFadden: 22:13 It wasn't the man coming down, telling them to stop this. It 
wasn't the hedge funds telling them to stop it. It was a 
monetary reason. Their bank account was short, and they 
couldn't do the payouts. 

Bill Walton: 22:25 That's putting the best light on it. That's the reason. Now, if you 
go on to Reddit, that isn't what they think. 

Rich McFadden: 22:32 Right. That's the story I had heard, is that the hedge funds came 
in and said, "You've got to shut this down." 

Bill Walton: 22:38 Well, I think they may have, because the hedge funds may be 
invested in some of the venture funds. This is all very 
incestuous, guys. They all own the same stuff. 

Frank Wazeter: 22:48 If you start doing the connections, you've got some people that 
are long on it, short on it. On the one hand, they lost all this 
money, and then on the other hand, GameStop is still owned 
86% by institutions. 

Rich McFadden: 23:02 Bill, why is shorting the market even legal? Explain why that's 
allowed. I don't understand that. 

Bill Walton: 23:11 Well, I think it's a good thing, ultimately, because it allows... If 
you believe the market functions to set prices and you want to 
get an efficient way to figure out what something is worth, 
being able to buy it only sends one signal, but if you can go in 
and you can sell it by borrowing somebody else's stock, which is 
how the short-selling works, although sometimes there's 
something called naked short-selling, where you sell it short but 
you don't even have the borrowed stock, which is illegal- 

Rich McFadden: 23:48 How is that even possible? 

Bill Walton: 23:50 Well, do we have a couple hours? It's complicated, but it's not 
that hard to do if you know your way around Wall Street. Short-
selling, essentially it's like, why do we have options? Well, you 
want to be able to make a market in something without having 
to have physical ownership of it or take physical possession. 
Short-selling, as long as you've been kosher and borrowed the 
stock and are playing by the rules, I think that's okay.  

  Now, Frank pointed out the short interest in GameStop. It had 
50 million shares outstanding, and I think they were 65 million 
short. If you've got 50 million outstanding... There's a lot going 
on there that is way outside the rules.  
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  I think in the short run, in small quantities, short-selling really is 
very good, but this one got really out of hand. But it's not like 
what the Melvin guy is... I think he lost, what, $3 billion? He 
went from $12 billion to $8 billion on his hedge fund. I mean, 
he's still got $8 billion left, so he's not that unhappy, but- 

Frank Wazeter: 25:08 Well, then there was another $3 billion that he owes back to 
Citadel, where they helped him stay liquid. 

Bill Walton: 25:15 Well, and also, he traded away a lot of the revenue of his firm to 
get that money from Citadel. These guys don't give you the 
money. They cut a deal. I think he cut a tough deal with Citadel. 
I don't know the details. 

Rich McFadden: 25:30 In your mind, what's the long play here? Ideally, in Bill Walton's 
mind, how does this play out to where it helps us all, helps our 
401(k), because really that's all we care about. I want to know 
that my 401(k) is going to be good in 10 years, 15 years. 

Bill Walton: 25:47 Well, I think the thing that's happening here is that there's a lot 
of transparency when you look into what's happening with 
Reddit and the WallStreetBets group. You can see their thinking, 
their talking with each other. They're totally transparent in 
terms of how they're looking at the trade. On the other side of 
it, if you look at the hedge funds, they don't disclose anything. If 
you're running a public company, which I had the privilege to do 
for 14 years, you're going to have to report everything you 
know about that company every 90 days because of the 
quarterly disclosures, so there's lots of transparency there.  

  One of the good possible outcomes here is they're going to be 
forcing more disclosure of what hedge fund positions are and a 
closer look at naked short-selling, which has been a problem for 
30 years, and it still is a problem and needs to be looked at 
again. The risk here is we get the same reaction, Elizabeth 
Warren calling for more regulation. I think AOC actually was on 
the side of the Reddit people, and then when she found out that 
Ted Cruz agreed with her, she changed her mind and then 
accused Ted of trying to murder her. Was that before or after? 

Brian McNicoll: 27:09 A little bit of a drama queen. Yeah. 

Frank Wazeter: 27:12 Yeah. That was, I think, some spat they got into a week or two 
ago or something like that. 

Bill Walton: 27:17 Yeah, but the funny thing is that we're... The thing you know 
about the markets is they change so quickly. Even as we're 
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sitting here February 2nd, and I'm going to give it a date 
because it matters to the story, is that GameStop is, what, at 
380 bucks last week? 

Brian McNicoll: 27:38 Yeah, and it's at 225 now. 

Frank Wazeter: 27:40 It closed the week at 325. 

Bill Walton: 27:42 No, I think it's traded down below that. I think it was down 35% 
this morning, wasn't it 

Brian McNicoll: 27:46 Yeah, it got crushed again this morning, but I think it opened at 
225 or something- 

Frank Wazeter: 27:53 The current trading price right now is 118 on GameStop. 

Rich McFadden: 27:58 118? Wow. 

Bill Walton: 27:58 It's down almost 60%, 70% from when... 

Rich McFadden: 28:04 From its high. 

Bill Walton: 28:05 Yeah. 

Rich McFadden: 28:06 But is it still up from where it was before all this started? 

Alyona Wazeter: 28:10 Yeah. 

Frank Wazeter: 28:10 It's still up. 

Bill Walton: 28:12 It was seven bucks. 

Rich McFadden: 28:13 Right. There you go. 

Bill Walton: 28:15 The argument people have, "Well, this price has moved way 
beyond the fundamental value of the company." The issue with 
that is you never really know what the fundamental value of a 
company is. It's sort of, who is to say? That's why you have a 
market.  

  The other thing, back on to the hedge funds, is a huge 
percentage of hedge funds trade just on momentum. They don't 
care what the underlying asset is. All they want to know is what 
direction is it moving, how quickly is it moving, and how they 
can get a position in order to make some money. They're willing 
to make pennies on huge piles of capital because it adds up. The 
people that have criticized the Reddit people saying, "Well, 

https://www.rev.com/transcript-editor/Edit?token=VUEk5CLi54bF1Ry-T6IF-n1jQzgoCqP57e3hNfd_JX_9Bning7Im-y0GWJoWCh4yhZoLoE5zqrosdAquyYOAdsab5Fw&loadFrom=DocumentDeeplink&ts=1658.2
https://www.rev.com/transcript-editor/Edit?token=Ka9N1GS7a5685IwujApO-HrqhhmjY72U9tOf3tq6ofSxz-2FVTOjSWgMs5u45GxCCq_x9-sYaLPx_wE8Dy8e0m-0eYQ&loadFrom=DocumentDeeplink&ts=1660.2
https://www.rev.com/transcript-editor/Edit?token=W736wykkrNw5CA-nTZFa8diuTzUlu20vU4sQReDdjV00jYClR6c8pSbGkn0mSbvAaurTi6_Z25AfXoVKifsFKbkt40s&loadFrom=DocumentDeeplink&ts=1662.29
https://www.rev.com/transcript-editor/Edit?token=UkzpI-L8AeBhDXWsOl6tyM-YAuAKvhE-M9ARq4SXV3ge48yxvzeos2TBbaJpduoI6VK-_r3GHgucN8C95eqZwakgneM&loadFrom=DocumentDeeplink&ts=1666.97
https://www.rev.com/transcript-editor/Edit?token=Ts-jT2FnbtZ6pl3tCzAoaD-HQ0cEqJxgB7Tm7P_CkmkV-GA1OL_j6J4B-fIhNDRV_1EOX0hnkUuY5tL_ugmFDPnciUg&loadFrom=DocumentDeeplink&ts=1673.61
https://www.rev.com/transcript-editor/Edit?token=x7S_GX4qW2xHhPwuV9r3YQCnzYutRZw6EuCFkm2rAQF4MzJl2Un3uzEbxyrDYmZ2vFdipkXZ5Sq0YGktBRnQQgIuRg8&loadFrom=DocumentDeeplink&ts=1678.24
https://www.rev.com/transcript-editor/Edit?token=EHmNSeORylmHTUcCtNrw5PJzvTyobKi2-KaAjyRGNHCIq1EHg9ixRR9_z4CU7HadNqmvXp4l6cgydaLRIVkb1oBksZo&loadFrom=DocumentDeeplink&ts=1678.5
https://www.rev.com/transcript-editor/Edit?token=2fCI1So9LezIimePS3Xp5CVHTuIFAWDf5n_e82IrgDIKBvzC78QVQwLMqfKyc0Mk5kcRCNvCqJwCCnciQY64WndGsus&loadFrom=DocumentDeeplink&ts=1684.43
https://www.rev.com/transcript-editor/Edit?token=_U6VlErNuPmGJMrNtdjjrbLOtK8KBXEvy8ySEqOGt8c5Se9es1VTJPrAR8m6DTylD306w6dBdpVYIwsdhHDVtsv900w&loadFrom=DocumentDeeplink&ts=1685.5
https://www.rev.com/transcript-editor/Edit?token=WTV4TUcKFZESFAiHQu13g-XFRfU5WG_YrNURY5BLGD74JP863Oe_rFFqVAXWPsB0kyHtPTRzptH8RNgIjGf_yFZu1SA&loadFrom=DocumentDeeplink&ts=1686.08
https://www.rev.com/transcript-editor/Edit?token=xkhOHQlZ8TmvBGXVamHEdM93ke43ceJcOhTj11b16lXa7XOHsjmMLTn40ASX7yX3xg5bfbZEFl-9rJc2V3e4lW3pc7Q&loadFrom=DocumentDeeplink&ts=1690.74
https://www.rev.com/transcript-editor/Edit?token=2ZTMQcRulAbapBt4lsbkgSIM42jlxKVCuSMM9bqb0GCdboRjfhChgoiIrEwbWuWqJrRZ_Fh41ig5FkPgmDmz23ILeGM&loadFrom=DocumentDeeplink&ts=1690.76
https://www.rev.com/transcript-editor/Edit?token=u9Hw-GHTFqS8CLT1Frf81WYZv735Ra6X3cVZrY_YnRmDNt6NPwwjn0tDjUgXj3Ke2W4RD-9F14PqC-OuVbWW093Ouoc&loadFrom=DocumentDeeplink&ts=1692.37
https://www.rev.com/transcript-editor/Edit?token=EUS3ak4zifZaqEtQnFqQGG9G5vw-9M6aATlPK4EI771V2Zn0u6vo0QS-kMNBbTqIPQ6PzziQjPXTz_XYOAUnhs_Q2Dg&loadFrom=DocumentDeeplink&ts=1693.07
https://www.rev.com/transcript-editor/Edit?token=Ea7wMGlcCUL26I1OfqAnjTTTVPvKBFNwfVg4j5NREGuR5n8_vXVBNZEPrjqGqsZLnYHFYOEWLa-n9pBZ2qPRql5OVPA&loadFrom=DocumentDeeplink&ts=1695.1


 

 

they're bidding it up way beyond the fundamental value of the 
company," they knew that. I think they were playing the same 
momentum game the hedge funds were playing, except they 
were playing it long and some of the hedge funds were playing 
it short. 

Brian McNicoll: 29:12 That's a big theme of this, is that these are guys doing what gets 
done to us all the time. It goes on all the time. It's just different 
people doing it now. 

Rich McFadden: 29:23 Let me ask you this. Is there a possibility that internet 
investment groups like this end up running Wall Street, they 
become the hedge fund managers, they become the 
powerhouses on Wall Street, guys sitting at home in their robes 
and pajamas who play video games all night, then they're going 
to run Wall Street and a big portion of our economy? 

Bill Walton: 29:46 You mean they're not going to live in Greenwich, Connecticut, 
and- 

Rich McFadden: 29:50 Nope. 

Bill Walton: 29:51 ... have private estates? 

Rich McFadden: 29:52 They're going to live in their mom's basement. 

Frank Wazeter: 29:56 There's way too much vulgarity for classical society. 

Bill Walton: 30:00 Here's the thing that's mystifying about the hedge funds. Rich, 
you may be right. Where I'm going with this is that hedge funds, 
when they were a smaller piece of the market, really did quite 
well. You got a lot of bright people, and they would produce 
returns that were 5%, 10% better than, say, the S&P. That's 
because they had a bigger landscape to get their investment 
ideas from, and there were fewer players, and they had some 
differentiated advantages based on information. They'd hire 
people to do research into things that none of us much think 
about. They made more money. Good. 

  Fast forward to the last five years, maybe the last 10 years, 
hedge funds have trailed the market by 2%. If you were in the 
S&P 500, you've gotten about 9% now, maybe 10% based on 
the numbers I'm looking at. Hedge funds did seven and a half 
percent. So you ask yourself, why are we still in hedge funds? 
I'm still in some. It's because you're looking backward at how 
well they did 10 years ago.  

https://www.rev.com/transcript-editor/Edit?token=yJ-60R2-DQrmiKsRUOdducmd4G5U-GMhephfSdB7dU0SZLAYagJ0FZ0jYAekIGag4K6gH_TcFn6Fd6sNFgDXfnLJmrE&loadFrom=DocumentDeeplink&ts=1752.6
https://www.rev.com/transcript-editor/Edit?token=2hTdiQQne7P9GjYi20sl5XYfvF8a4hbnFyS-QEc8tW1LLYD5gyZjPPWkMJlDrFQjipQHBj4CK3S_-BzHljScbfiNXPk&loadFrom=DocumentDeeplink&ts=1763.72
https://www.rev.com/transcript-editor/Edit?token=tigiHaFwBMVT4VpvkQBcR9siMFd5bcBCTew5OJKx8F0Gi9HFlqlK_3TzlbZeDRg9vB9AyjtN_JTaGPRMViKU4pA-I0M&loadFrom=DocumentDeeplink&ts=1786.93
https://www.rev.com/transcript-editor/Edit?token=nQUe56gpm_FxVUOMFF9PgbPqoVpuD6xjQSBGewc79hrJKskfDdD9XvYHAXAFoNhtHSk8bFt8atWddQbiWK3tmhs9p3I&loadFrom=DocumentDeeplink&ts=1790.88
https://www.rev.com/transcript-editor/Edit?token=mJKgPTdnXawffi2Hm9TwDINqbxEtmppv7YdAK5kQAqOyaVli7cMyTLzkABckGEYhLRjq140EKUrThdjhVogChK3KiZI&loadFrom=DocumentDeeplink&ts=1791.22
https://www.rev.com/transcript-editor/Edit?token=y5z34J2F0NYxbf3dGeegq-G_BrLpERTcq3SM24yIHcpdForQc04IpwVON6oFLvPbZ8NqYfMNnMKn2ce5An2-OVqTeAI&loadFrom=DocumentDeeplink&ts=1792.58
https://www.rev.com/transcript-editor/Edit?token=0x8nRw_JO757a_wivVFP6PzDv2ElzeCyHvx5pf1MVS5_Z4hOu6PAD5CNzKRs90Orp4m5nd4u6QvZlBOUgZHTxU_-5mA&loadFrom=DocumentDeeplink&ts=1796.28
https://www.rev.com/transcript-editor/Edit?token=1EMvHwXWGfJyO19Xamo4sjTwkeFkFG7RlCm9hyBskIM9l_TgnUogSiJM0jzkf5We2iMmFJQ_yisATFk3LQHDszA6mN8&loadFrom=DocumentDeeplink&ts=1800.99


 

 

  Then the other thing that's extremely annoying is that $370 
million that the top people are getting paid, they're getting it 
because they're getting 2% on their investable assets and 
they're getting a 20% carry on the profits. Compare that 2% on 
your hedge fund to a no-load mutual fund. I think people are 
going to start asking the question, why are we really paying it? 
The way hedge funds I think have become less important is 
people started paying more attention to how they're actually 
delivering results.  

  Now, I've got to drop a footnote to this. If you take something 
like Renaissance Technologies, which has developed an 
incredible algorithm to trade, they've been turning in returns 
50%, 60% for a couple of decades. When I talk about the run-of-
the-mill hedge fund, I'm not talking about the people that have 
really figured it out. But you can't get into Renaissance. You 
can't get into it. I can't get into it.  

  Maybe what ought to come out of this... We've got six of us on 
the phone here. Maybe we ought to get our own little section of 
Reddit. 

Greg Corombos: 32:25 I'm in. 

Frank Wazeter: 32:26 Not a bad idea. 

Greg Corombos: 32:26 Count me in. 

Bill Walton: 32:30 What else should we talk about with this? It's a fascinating- 

Rich McFadden: 32:35 Can I ask a question about something you said a little while ago 
about the stock market having 50% less members or traders 
than it did 10 years ago or something? What's the trend there, 
and where does that go? What's the danger of there not being a 
Wall Street someday and the implications of that? 

Bill Walton: 33:00 Well, there are four, five, or six drivers. One is that it's... It 
started with Sarbanes-Oxley, I think, although it's hard to put a 
precise date on it. But when Sarbanes-Oxley was passed, your 
reporting requirements and the things you had to do to be 
public, it got a lot more expensive. 

  Then at an earlier point in time, the small market makers, there 
were a lot of small brokerage firms. We had a rule where you 
could get... They were charging a quarter of a point to make a 
trade or an eighth of a point to make a trade, and then the SEC 
and the regulators in their wisdom said you could only make a 
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penny a trade. Going from getting that bigger amount to just a 
penny, and then even less, making a market in small-cap stocks 
wasn't a good business anymore. So it was expensive to be 
public; nobody wanted to make a market in your stocks. 

  Then the other thing that happened, as I pointed out, is it's a 
tough world out there. It's a predatory world. You've got to 
produce results. That's where the hedge funds made it very 
rough on these smaller companies. You miss a quarter, and 
they'll take you all the way out. You just don't want to be public. 
That's the negative.  

  The positive, in terms of where these companies go, is you've 
got the rise of the venture capital industry. A lot of the big tech 
companies that used to go public right away, like Microsoft did, 
Microsoft went public, I don't know, at some low valuation like 
$100 million or $50 million, something like that, which in that 
world is small, which meant that the public investors got a big 
ride on the future growth of Microsoft. I think they went public 
within about three or four years. I'm fuzzy. I'm not precise 
about these numbers. But Facebook, they waited eight years to 
go public, and the venture funds that had the big investments 
made most of the money in that. Then Facebook goes public, 
and the public investors only get to play at a much, much higher 
valuation. 

  I was looking at something. Some people say this might dwindle 
down; the only thing left are the huge S&P 500 companies. 
You've got a feeding system where companies go from private 
equity or venture capital, and they get big there, and then they 
go public only after they've taken most of the profitability away 
from it. I don't know, but that seems to be where it's going. 

Brian McNicoll: 35:42 Does it, though? Aren't we always predicting that the big are 
going to eat the small, only to find out that the small find a way 
to survive? 

Bill Walton: 35:52 Well, that's, I think, the lesson here, is that if you look at what's 
happening with these small traders and with the markets that 
are being made here and the information that they're sharing 
with each other, I think it's possible that we could end up with a 
resurgence of smaller companies with these smaller groups of 
investors, assuming the regulators let it happen. 

Frank Wazeter: 36:16 Also, here's a good stat. The DART, the daily active retail 
traders, individuals, in 2019, was about 10% of all the daily stock 
market activity. In December 2020, that number is up to 25%. 
You've got more individual investors now, more than ever.  
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  I think as you see more and more the barrier to entry in terms 
of zero commissions across the board... I remember when I 
started on TD Ameritrade, just to make one trade in 2007, you'd 
have to spend $6.25, and that was on a discount. You really had 
to think about what you were doing, especially if you had a 
small amount of money. But now if you don't have enough 
money to buy Tesla, you can buy one eight-hundredth of a 
share in Tesla if you really wanted to.  

  I think you're going to see a lot more of this momentum in 
things like that going back and forth as people say, "Yeah, I can 
actually get into this, and it's not this big, scary thing." Everyone 
always says, "Oh, you're going to lose your shirt. You're going to 
lose your shirt. It's terrifying. It's scary." It's all this kind of good 
stuff. "Give your money to the bank because they know how to 
handle it better." I think a lot of people are starting to realize 
that you don't have to be as smart as everyone thinks you've 
got to be to at least say, "Hey, I want to participate." 

Bill Walton: 37:54 The guys on Wall Street are not that much smarter. Maybe 
they're not even smarter at all. 

Rich McFadden: 37:59 I think we got that proven this past week. 

Alyona Wazeter: 38:03 I honestly think fundamentally there will have to be a change, 
going back to GameStop and the amount of short positions that 
Melvin had. Correct me if I'm wrong, but the only way that 
massive of a position would work is if no one would know about 
it for as long as possible.  

  We're talking about a group of people who grew up on going to 
GameStop and choosing their games, whether it's Pokemon or 
whether it's more shooter games. It doesn't matter. They grew 
up on it. Now all these guys are in their 20s and 30s, and they're 
online 24/7 consuming massive amounts of information, 
partially because of COVID, but partially because that's who 
they are, because that's where they feel the most comfortable. 
That's their home. They sit there and they find all of these 
things, and that information is public. They just went for, "You 
only live once, and let's fix this part." For them, it was very 
unfair and something that they felt like needs to be fixing, and 
they went for it. I honestly believe that this is a first situation of 
many coming up because of how abundant the information is 
and how easy it is to find now. 

Bill Walton: 39:57 I so agree. When I ran my public company, I had a dual with a 
short seller. Boy, I wish I had Reddit then, because the problem 
was you didn't have any way to develop a constituency on the 
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other side of the argument. If we could achieve one thing out of 
this, I would say that word is transparency. Now you've got 
millions of people that are beginning to trade in this, and 
they've got information, but yet you've got this class of 
investors, the hedge funds, who have no transparency at all. 
There would be, I think, a real populist, maybe that's the wrong 
word, but a real demand for transparency for everybody in the 
market. If everybody has got the same transparency, a level 
playing field, it's a better market. More people can participate 
and feel like they're getting a fair shake. 

Brian McNicoll: 40:51 I think a lot of what's getting argued now is that what these 
people did was wrong. What they did to the institutional 
investors was wrong. There's no wrong. You know what I mean? 
[Crosstalk 00:41:08]. 

Bill Walton: 41:08 The institutional investors can take care of themselves. 

Brian McNicoll: 41:11 That's right. The amount of people who are crying for them and 
trying to protect their rights and plant the flag and- 

Bill Walton: 41:18 Well, here's the other thing. In the journalism business, in the 
Financial News business, CNBC, Wall Street Journal, New York 
Times, Bloomberg, whatever, they trade in information. What 
the hedge fund world does very effectively is they feed these 
guys information and stuff about this company or this story or 
this CEO, and so they develop tremendously strong 
relationships with the reporters and the on-air people. When 
you watch CNBC, you can watch them react to who they're 
really hearing from. Who they're hearing from are the big 
institutions and the hedge funds. 

Frank Wazeter: 41:59 Well, and you see that, on Monday, all of the news agencies 
were sitting there saying, "Oh, Reddit is targeting silver now. 
Reddit is going big into silver." That's the next big hype train and 
everything like that. Then if you read Reddit, literally everyone 
on Reddit is saying, "We're not saying anything about silver. We 
don't have enough money to move that market. We don't have 
anything like that. In fact, Citadel Capital is the fourth-largest 
shareholder of silver. This is not something that we're doing. 
We're only doing GameStop and AMC. Anything else is bots and 
fraudulent and not endorsed by us," not that they're endorsing 
anything anyway, but not one of the plays that they're making. 

Bill Walton: 42:47 Okay. Well, to be continued. This sage is not going to end today. 
It's going to go on for a while, and there's a lot more that we'll 
be able to get into. Any other last thoughts anybody has, wants 
to...  
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  If not, thanks, everybody, for listening. I'd love to hear what you 
think. Let us know on Twitter and Facebook, where you can find 
The Bill Walton Show. For previous episodes, you can also find 
us on Apple Podcasts, Spotify, YouTube, and of course, at 
thebillwaltonshow.com, where I hope you will subscribe to the 
show. 

  I hope you enjoyed the conversation. Want more? Click the 
subscribe button, or head over to thebillwaltonshow.com to 
choose from over 100 episodes. You can also learn more about 
our guests on our Interesting People page. And send us your 
comments. We read every one, and your thoughts help us guide 
the show. If it's easier for you to listen, check out our podcast 
page and subscribe there. In return, we'll keep you informed 
about what's true, what's right, and what's next. Thanks for 
joining. 

 


