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RAHM’S TOP BACKERS—
HIGH-FREQUENCY
TRADERS CRITIQUED

IN AN ACCLAIMED

RECENT NEW YORK TIMES
BESTSELLER “FLASH BOYS”

When looking at the top donors to Rahm Emanuel’s campaign,
a theme eventually emerges out of the dark pools of campaign
cash.

Many of Rahm’s top contributors are heads of “high-frequency
trading” funds—a murky and controversial trading strategy that
is currently the subject of several class-action lawsuits.

"Two of the largest high-frequency trading funds in Chicago—
Ken Griffin’s Citadel LLLC and Donald Wilson’s DRW Trading
Group—have poured over a million dollars into Rahm’s
campaign.

But their combined contributions pale in comparison to what
these funds have gotten from Rahm: a mayor who has (a) lobbied
for loosening regulations on high-frequency traders, (b) landed a
$55 million TTF subsidy for a high-end convention center hotel
managed by a company in which Griffin has a major investment,
and (c) secured a huge tax break for a major trading partner.'"

HEDGE-CLIPPERS



RAHM’S HEDGE FUND
HAUL: $4.,623,716.63
AND COUNTING

Rahm Emanuel and political funds backing his campaign
have raked in millions of dollars from high-frequency traders,
including $900,000 from Ken Griffin, the CEO of Chicago’s
largest high-frequency trading firm, Citadel LLC. ©*!

Rahm has also taken $270,300 from employees and principals of
DRW Trading, another high-frequency trading firm with a big
Chicago footprint.

An analysis of contributions to Rahm and Chicago
Forward shows that Rahm has raised at least
$4,623,716.63 from hedge fund managers with much

of that cash comung from high-frequency traders.
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COMPETITIVE
ADVANTAGE
RESEARCH
Detail: Top Five Hedge Fund
Doners to “Chicage for Rahm Emanuel™

and “Chicago Forward”
By Employee-Linked Contributions

Source: hitp://electionmoney.org/
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COMPETLTYLVE Hedge Fund-1inked

ADVARTAGE Contributions to:

BELELULH *Chicago for Rahm Emanuel™
and “Chicago Farward”

Sources: wirprdfalrctinnnpney.orgr
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ONE HAND WASHES THE
OTHER—HEDGE FUND
MANAGERS SUPPORT

THE RAHM AGENDA ON
SCHOOLS & FISCAL POLICY

Besides the hundreds of thousands in campaign cash these
high-frequency traders have lavished on Rahm’s campaign, they
have also spent untold millions backing components of Rahm’s
agenda, particularly in the areas of education and finance.

Donald Wilson’s name is emblazoned on a Nobel Street campus,
a network of schools often touted by Rahm despite controversial
disciplinary practices.”/*

Griffin and Donald Wilson are both major funders of Stand for
Children, which is strongly aligned with the mayor’s education
platform, and has lobbied to limit the right of Chicago teachers
to strike.

By his own admission, Griffin is “one of the largest contributors”
to DFER in Chicago,'® the organization that gave Rahm political
cover during the 2012 Chicago teachers strike.!”

In the municipal finance arena, Citadel’s Ken Griffin bankrolled
the creation of a fiscally conservative website, Reboot Illinois,

in 2012.%) Less than a year later, Rahm installed Citadel’s Dan
Widawsky as the city’s comptroller.!”’
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WHAT ARE HIGH-
FREQUENCY TRADERS?

Michael Lewis’ bestselling book Flash Boys exposed the world
of “high frequency traders”— hedge funds who use ultrafast
computers to rapidly execute millions of trades. Lewis’ book
exposed how these high-frequency traders have used private
trading markets and ultra-fast computers to race their orders in
ahead of movements in the markets.

High-frequency traders are always trading ahead of the ordinary
market participants—retirees, pension funds, and personal
investors—and thus extracting a hidden “tax” on the other
market participants.

FLASH BOYS

THE EVOLUTION OF WALL STREET
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This is not a productive market activity—high-frequency traders
do not create jobs or make long-term investments in companies
in Illinois or elsewhere. Bottom line: what high-frequency traders
do is generate obscene wealth for themselves.

While pension funds!'’ and other jilted investors!'! are launching
class-action lawsuits to recover the money they believe to have
been swindled away by high-frequency traders, one Illinoisan
can’t seem to get enough.
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RAHM’S HEDGE
FUND “FLASH BOY”
NUMBER ONE:
MEET KEN GRIFFIN

“Rahm has done a fantastic job of engaging the
business community in Chicago.” — Ken Griffin''?

One of Rahm Emanuel’s top donors is rightwing Chicago
billionaire Kenneth Griffin, founder of Citadel, a hedge fund
that specializes in high frequency trading. Griffin is also reported
to be a close friend of Rahm’s.!”!

Griffin—who is literally the wealthiest man in Chicago!"*—
spends much of his obscene fortune bankrolling far-right
Republicans across the nation. When he isn’t stuffing cash into
Republican campaign coffers, Griffin indulges in excesses on

a par with the trust kings of the Gilded Age, snapping up a
network of luxury homes, including a reported $135 million
spread in Palm Beach, Florida and a $13.3 million penthouse at
the Waldorf-Astoria in Manhattan.!">/l1

(Griffin 1s also legendary for sending his chauffeur on 200-
mile roundtrip journeys to Wisconsin to fetch his favorite
milkshake.!'")

Griffin’s extravagant lifestyle was thrust into the limelight during
his recent divorce from his wife, hedge fund manager Anne
Dias-Griffin.

Documents filed in the divorce alleged that the Griffins spent
$1 million per month in expenses related to their three children,
including $300,000 per month in intercontinental jet travel,
$6,800 per month on groceries, $7,200 per month on restaurant
food, and $8,000 per month on gifts.!®!
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KEN GRIFFIN:
CONSERVATIVE
REPUBLICAN MEGA-DONOR

“Pve known Charles and Dawvid for a number of years.
I couldn’t actually tell you where I first met them.

I don’t recall.” — Ken Griffin on his first-name basis
friendship with the Koch brothers

For all the personal fortune that Griffin has amassed, he still
apparently feels like society is not giving him his due.

Take the political sphere, where

Griffin has groused that the ultra-
wealthy “actually have an insufficient
influence.”**’Despite his stated dissatis-
faction, Griffin has not shied away from
lavish political spending.

Griffin has repeatedly tossed big
donations into political efforts led

by the Koch brothers, ") dumping a
reported $1.5 million into the coffers of
Koch-connected PACs.??

In Illinois, Griffin gave an astonishing

$8 million to the gubernatorial campaign of Bruce Rauner,*”
and helped finance the creation of Reboot Illinois, an Illinois
commentary website with a distinct rightward slant.!**
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CITADEL’S HIGH-
FREQUENCY TRADING
OPERATIONS

In November 2009, Citadel filed comments with the SEC regarding
proposed extension of the “flash order” ban to options trading.*’
Citadel objected to the proposed ban of flash order trades, also called
“step-up” orders,”°! a practice that essentially allows high-frequency
traders to take advantage of orders placed by other market partici-
pants. "

In its comments to the SEC, Citadel explicitly argued that flash
orders “do not pose a risk of front running.”**) Other commenters
disagreed, including Global Electronic Trading Company,*”’ another
high frequency trading firm.""!

Citadel had good reason to worry about stricter regulation of flash
orders in the options market: Citadel is a major market maker, and
advertises itself as executing 28% of U.S. retail equities volume, on
average, for any given trading day.""

Citadel formerly owned a large stake in E*Trade, convincing the
retail brokerage to route 40% of its orders through their market
making desk as part of a 2007 bailout by Citadel.”” Griffin initial
sought to route 97.5% of E*Trade order flow through Citadel,””’' a
deal which was not approved by the Office of Thrift Supervision.”*

Some circumstances raise questions about Citadel’s high-frequency
trading fund, Citadel Tactical Trading. When the former head of
Citadel Tactical Trading, Mikhail Malyshev, was recruited away to
start his own quantitative trading firm, Citadel lawyers called the
new venture a “veritable pirate ship of illegal activity.” *°!

Malyshev’s fund was the only one of Citadel’s major offerings to end
2008 in the black, gaining 40%"°' while Citadel’s flagship funds lost
55% .57

This feature of high-frequency trading funds—that they never seem
to have bad days, let alone down years—features prominently in
class-action litigation challenging the trading strategies.
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CITADEL'S OPERATIONS HAVE BEEN HIT WITH NUMEROUS
FINES FROM REGULATORY AUTHORITIES

According to documents filed with the Financial Industry
Regulatory Authority (FINRA), Citadel Securities LLC has
been fined or censured an astonishing 28 times.

The firm’s disclosure events statement, where fines and sanctions
are reported, runs 70 pages in length.®

Many of Citadel’s fines relate to trade order issues, which are
especially concerning given that high-frequency traders have the
opportunity to essentially “front-run” or trade ahead of customer
orders.

CITADEL'S “FLASH CRASH”

At least one fine has the characteristics that invoke another pitfall
of algorithmic trading: the “flash crash” brought on by computer
trading strategies.

In a June 2014 regulatory action, Citadel was fined for comput-
er-based trading where “a market-making desk erroneously sold
short, on a proprietary basis, 2.75 million shares of an entity,
causing the share price of the entity to fall by 77% in an eleven-
minute period.”

Citadel’s mistake, for which they were fined $800,000.00, bares a
strong resemblance to the so-called “Flash Crash” of 2010, when
stock prices fell swiftly before correcting, an event often blamed
on high-frequency traders.

BENEFITS FOR BILLIONAIRES: HOW CITADEL BENEFITS FROM
ACCESS TO RAHM

In April 2014, the Chicago City Council voted to approve

Rahm Emanuel’s plan for the South Loop, which included

a $55 million TIF subsidy to build a Marriott hotel.”” The

TIF money—over half of which should have gone to Chicago’s
hard-pressed public schools'*’’ —amounted to a significant
subsidy for Citadel, a major investor in Marriott whose stake was
valued at nearly $90 million.*!

And that isn’t the only benefit that Griffin’s firm received.
Former Citadel managing director Dan Widawsky was selected
by Rahm to serve as the City’s comptroller in 2013.%?
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RAHM’S HEDGE FUND
“FLASH BOY” NUMBER
TWO: MEET DONALD

R. WILSON, JR. OF DRW
TRADING GROUP

DWR Trading Group is another Chicago-based high-frequency
trading firm, founded by Donald R. Wilson, Jr. Wilson and his
employees donated at least $270,300 to Rahm Emanuel’s campaign.

It’s a steep figure for sure, but Rahm has provided some critical

help with federal regulators. Mayor Emanuel doesn’t just rake in
campaign cash from Wilson and the DRW Trading Group folks; he’s
also helped Wilson out with federal regulatory issues.

RAHM GOES TO BAT IN WASHINGTON FOR HIS FLASH BOYS

In 2011, Rahm flew to Washington, DC on Wilson’s private jet

to meet with regulators from the Commodity Futures Trading
Commission (CFTC), in one of his first Washington, DC trips after
being elected mayor.*’

Rahm’s 2011 trip to visit federal regulators with his high-speed
trading pals had to do with the firm’s reluctance to be subjected to
capital reserve requirements—a financial stability measure that was
strengthened after the 2009 recession.

Rahm’s influence in Washington must have helped: DRW and
similar firms were not subjected to these regulations.

And this was a good thing, because the very next year DRW
Securities LLLC was fined $20,000 by the Chicago Board of Options
Exchange for failing to maintain capital reserves at the level of a
paltry quarter of a million dollars.**

DRW Trading Group was also investigated by the CFTC for using
high-speed trades to manipulate a reference rate that was used to
calculate the value of a bet $350 million bet made by DRW.*"!
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Another high-frequency trading firm who sent representatives to
lobby the CFTC with Rahm was Chopper Trading LLC, which was
acquired by DRW in early 2015.14¢

Chopper is one of several firms reported to have been subpoenaed by
New York Attorney General Eric Schneiderman, as part of an inves-
tigation into whether such firms use high frequency trading to gain
an unfair market advantage.*”
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RAHM’S BIG HAUL, AFTER HIS FLIGHT WITH THE FLASH BOYS

After Rahm helped out his high-frequency trading buddies, their
generosity to the mayor only increased. Records show that Rahm

has even visited Wilson’s house—a move that appears to have paid
off big.

The Chicago Tribune reports that Emmanuel raise $50,000 from
DRW employees and spouses within two days of the visit.!*®
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FLASH BOYS MASH-UP:
RAHM PUSHES FOR
STATE SUBSIDIES TO CME
GROUP—A CITADEL AND
DRW PARTNER

Is it any wonder that Rahm would be one of the top supporters of
CME Group getting huge tax breaks from the Illinois Senate?*’!
After all, CME is a core partner of his hedge fund “flash boys,” and
a big Rahm donor.

CME Group, which operates the Chicago Mercantile Exchange, was
the single largest contributor to Rahm’s 2011 mayoral race, ponying
up $200,000 before the state campaign finance rules were changed
to prohibit such mammoth contributions."

CME Group is also a key business partner of DRW Trading Group
and Citadel, which earn significant returns through their low-cost
access to CME’s markets.

CITADEL'S BUSINESS RELIES ON ACCESS TO CME GROUP’S
TRADING PLATFORMS

In many ways, Citadel and CME Group are joined at the hip—just
like Rahm and his “flash boys.”

In 2008, Citadel and CME Group began a partnership to create the
CMDX Platform, an electronic trading platform for credit default
swaps. 12

The CMDX exchange was abandoned in 2009, after failing to secure
interest from other traders."’

Four years before the abortive attempt to start a new exchange,
CME named Citadel one of six market makers for its e-Mini options
platform, allowing Citadel additional bandwidth on the platform. ©*
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Citadel does such a high volume of trading on CME Group’s
Chicago Mercantile Exchange, that they are reportedly paying the
lowest per-contract rate offered by that exchange.”!

Class action lawsuit by former traders alleges that CME
Group 1s giving lucrative perks to high frequency trading
firms & turming a blind eye to trader abuses

A recent class action lawsuit, filed by three former traders, accuses
the CME Group of profiting from high-frequency trades, while
allowing high-frequency trading firms to occupy an “exclusive
position by which to profit from peeking at everyone else’s orders and
price data and to act on this price and order information.”

The complaint also alleges that CME Group is giving rebates to
high-frequency traders for their trading volume, specifically naming
DRW: “Defendants have entered into clandestine incentive/rebate
agreements in established and heavily traded contract markets with
favored firms such as DRW Trading Group and Allston Trading,
paying up to $750,000.00 per month in one of the most heavily
traded futures contracts in the world.”""!

(Hedge Clippers has not yet been able to determine whether Rahm
1s ready to fly to Washington to defend his “flash boys” from these
latest charges.)

A PROGRESSIVE REVENUE AGENDA TO COMBAT THE OUTSIZED
INFLUENCE OF HEDGE FUND MANAGERS IN CHICAGO POLITICS

The ability of high-frequency trading firms to buy political influence
is a serious problem.

If Chicago’s high-frequency traders can afford to pay such high
contributions for such high levels access, maybe they shouldn’t be
getting such high tax subsidies.

Maybe they should be paying a larger share of our City’s tax bills.

It’s just common sense: the City of Chicago should repeal policies
that subsidize the wealthiest people in our City at the expense of the
poor, and implement progressive taxes that make the richest Chica-
goans pay their fair share.
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We propose three financial reforms that will help make our City’s
wealthiest residents contribute their fair share to the cost of essential
public services:

FAIR-SHARE CME/CBOE FINANCIAL TRANSACTIONS TAX

The City of Chicago should levy a financial transaction tax on all
options, futures and derivatives traded on the Chicago Mercantile
Exchange (CME) and Chicago Board of Options Exchange
(CBOE).

I—

The Chicago Teachers Union estimates that this tax would raise
between $10 billion and $12 billion annually for the state — and the
cost would make up only 2/1000ths of the estimated value of trades
placed on Chicago’s exchanges.®

There is reason to believe that a significant share of this tax would
be borne by Citadel itself, which claims to trade 20% of all U.S.
listed equity options volume.”' As a designated primary market
maker for the CBOE, Citadel surely makes up a significant portion
of the futures volume on that exchange, and would pay a significant
portion of the taxes. ®
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FAIR-SHARE PROGRESSIVE STATE INCOME SURCHARGE ON THE
WEALTHY FEW

The State of Illinois should make the tax code fairer with a tax
surcharge on wealthy Chicagoans making more than a million
dollars in a single year.

If the State tacked on an additional 3% surcharge on incomes over
$1 million, as has been proposed this legislative season,'®!! Ken
Griffin alone would pay an additional $30 million at last year’s
income level.

ELIMINATE UNFAIR SUBSIDIES TO WEALTHY CORPORATIONS

The City of Chicago should eliminate Tax Increment Financing
subsidies to wealthy corporations.

As the Roosevelt Institute’s Saqib Bhatti recently suggested in a
blog post!°? and Refund America report,'°”) Chicago should end the
practice of distributing tax increment financing (‘TIF) subsidies to
wealthy corporations, and claw-back subsidies previously given to
companies that have not met job creation goals.
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WHO ARE THE
HEDGE CLIPPERS?

The Hedge Clippers are working to expose the mechanisms hedge
funds and billionaires use to influence government and politics in
order to expand their wealth, influence and power. We’re exposing
the collateral damage billionaire-driven politics inflicts on our
communities, our climate, our economy and our democracy. We’re
calling out the politicians that do the dirty work billionaires demand,
and we’re calling on all Americans to stand up for a government and
an economy that works for all of us, not just the wealthy and well-
connected.

The project is supported by the Strong Economy for All Coalition,

a coalition of labor unions and community groups working to fight
income inequality and build shared prosperity and economic & social
justice in New York and around the country.

CITIZEN ¥, | Faren

— =F
-_-- o f I l:oALITION Alliance for Quality Education

Cfor Change

HEDGE-CLIPPERS






&

HEDGECLIPPERS:ORG

‘.1.
3"
“ X
Z
1
B
= ¢
-* |
\Z
\ %
\ *
S,
ot
=
A Ll
a\ O
mw
L.
=
S L
= 1Lk
el s
St
o 81
¢ W
e =



