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To my sons, Zachary and Weston, the real future of trading!



INTRODUCTION

A tsunami—spawned by technological breakthroughs, new regula-
tions, more savvy individual traders, and even the Crash of '87—is
striking the securities industry. A 23-foot wave of virtual water mov-
ing at 186,300 miles per second is flooding the innermost sanctums
of Wall Street even as you read this book. Until very recently, direct
electronic access to the exchanges was taboo, and the gates of Wall
Street were closed to the public. For over 200 years of the stock mar-
ket’s history, industry professionals have been a very esoteric club.
Now the markets open are for the execution of orders sent directly
to them by traders sitting in front of their personal computers any-
where in the world. You can surf the crest of this virtual wave—any
time you want from any Internet access point on the planet!

It is open season on Wall Street. Point to a stock on your com-
puter screen, click your mouse, and seconds later you have bought
or sold that stock. It is that fast, easy, and efficient. If you have a pas-
sion for the market and are not already utilizing the technology and
strategies available to access it directly, this book will show you how.

For the first time ever, you can trade directly with the specialists
of the New York Stock Exchange and NASDAQ market makers. The
most important word is directly. No telephone calls to your broker.
No waiting for a trader’s wire. No lost time as your broker relays your
orders to the firm’s order desk. No delay as the order desk moves
your orders to the trading floor or a stock wholesaler. No “paid-for
order flow.” No delay getting your fills, or executions. You shortcut
the entire process by firing your orders directly:

Point . . . Click . . . Buy!
Point . . . Click . . . Sell!
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This isn’t the on-line trading many of the large retail and dis-
count brokers have been making noise about lately. All they provide
is a glorified e-mail service. You send their trade rooms something
similar to an e-mail message, telling them how many shares you
want to buy or sell. They in turn handle your orders as if you tele-
phoned them in, just as it has been done for decades.

Worse yet, many sell your order to a broker’s broker to fill, a
practice known as “paid-for order flow.” A broker’s broker is a secu-
rity wholesaler who buys your orders from your broker, along with
hundreds of thousands of other orders and matches them up. Your
buy completes someone else’s sell. There is nothing illegal about this
practice, except that you do not always get the best price possible.
The broker’s brokers, or security wholesalers, earn the spread
between your order and the one it is matched with. The spread
could be an eighth of a point or more and that is not acceptable in
today’s efficient stock market, especially for short-term strategies.
Electronic direct access trading (E-DAT) allows you to buy and sell at
the best prices the market has to offer.

When you trade with an on-line system, you may think that you
are getting a good deal because your commission is less than $20.
But if you pay an unnecessary spread, an eighth of a point costs you
an additional $125 on a thousand-share trade. Therefore, you actu-
ally paid $145, with the commission and spread, or an extra $32.50
on a hundred lot. Your brokerage firm receives perhaps a penny and
a half a share for selling your orders. They charged you $20 and are
paid $15 from the broker’s broker (1000 shares x $0.015). To avoid
being known as a firm that takes payment for orders, some discount-
ers have bought their wholesaler, but the order’s path is the same.
And so is the result for the trader—higher buys and lower sells. Rout-
ing your orders directly through an E-DAT system via various execu-
tion mediums can save you money on those spreads!

PROFIT ON A “TEENIE” . . . REALLY?

E-DAT allows you to bypass all the middlepeople and route your
orders to the exchange using several different order-entry systems.
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This book will teach you how to use these systems. You will be able
to profit on moves as small as one-sixteenth, referred to as a teenie
or a steenth in the industry. A teenie is all of six and one-quarter
cents per share. This book will teach you how deep discount com-
missions, new rules, and technology will make E-DAT the future of
trading! Learn to:

® Route your orders directly to the specialists on the New
York Stock Exchange

® Pick off buys and sells directly from the market makers

Get fills in as little as one second

® Unlock markets Wall Street has made inaccessible to you
until recently

® Tap into information previously not available to anyone out-
side the securities industry

® Make money on teenies on 1000-share lots, and

® Execute lightning-fast, low-cost trades with professional
trading systems

There has not been an opportunity like this for the average per-
son to trade stocks since the last century. Those were the days of
Jesse Livermore, often renowned as the greatest stock speculator
ever. There were trading offices on every corner and even in the lob-
bies of most hotels. You could walk into establishments referred to
as “bucket shops,” place orders on margin, and get fills immediately,
using the price right off the telegraph’s ticker tape. Only recently
have individual traders begun to see fast fills and low commissions
like those. The irony of market accessibility of the past and technol-
ogy of today can be credited to the NASDAQ.

NASDAQ was the first “screen-based market.” Through technol-
ogy and computers, it paved the way for other electronic systems,
such as the Electronic Communication Networks (ECNs), SOES,
SelectNet, and the order-routing system of the NYSE, SuperDot. All
of this will be explained in detail in this book. Without these systems,
individual traders would not be able to trade directly via the Inter-
net or any other means. Fortress Wall Street would still command the
trading floors. NASDAQ is the greatest breakthrough in the last two
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centuries for individual traders. As revolutionary as NASDAQ is, new
systems are still coming on-line. One such screen-based system is
OptiMark, which has the potential to challenge the dominance of
even the New York Stock Exchange. More on this later.

Many times problems become opportunity, and the “crash of
'87” was the next big break for Electronic Direct Access Trading. The
Dow Jones Industrial Average was hammered down more than 500
points on October 19, 1987. Customers could not get through to their
brokers. Brokerage phones rang off their hooks. The day seemed as
if it would never end—panic and fear ruled the day. The very next
day, opportunists swept in from Wall Street to take fast profits. They
cashed in, big time!

The combination of these events and others helped change the
landscape of the NASDAQ, through changes made by the Justice
Department and the SEC. Systems already in place, giving individual
traders direct access to the markets, became mandatory. New rules
were instituted to bring the public and the professionals into equi-
librium. Now you have the same opportunity as the professional
trading community. All these reforms took place just as the securities
industry and individual traders embraced the technological innova-
tions that had been around for years. It all came together. NASDAQ,
the Internet, S6K modems, satellites, Electronic Communications Net-
works, E-DAT schools—all the pieces of the puzzle fell in place. In
this book you will learn how to marry these technological marvels
with proven trading strategies that will change the way people trade
and invest forever! Welcome to the “Bleeding Edge!”

THE ELECTRONIC DAY TRADER IS BORN!

First, let me define what day trading really is. Day trading is not nec-
essarily trading every day as much as it is being in “tune” with the
market every day. One of many approaches to take advantage of
these new rules and technology is known as electronic scalping.
Traditional scalpers are traders who buy and sell rapidly for
their own account, taking small profits and limiting losses, holding
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positions for very short periods of time. Scalpers generally trade
“heavy,” meaning a high number of shares for small, incremental
profits per trade. Typically, scalpers stand ready to buy at a fraction
below the last transaction price and sell at a fraction above the next,
harnessing small tidy little profits throughout a trading day. In short,
they hit base hits, not home runs.

Until now, it has been almost impossible for anyone to compete
and trade with the NASDAQ market makers as a scalper because of
market barriers, such as rules, technology, and high commissions.
That has all changed with the advent of electronic direct access trad-
ing. Done properly by traders with the right equipment and training,
it is a way of taking a considerable amount of profit from the market.
For example, you buy 1000 shares of a stock and hold it for a minute
or two. If it can be sold for a 1/4-point above what you paid, or even
less, you take fast profit (less commissions).

Do that successfully every trading day and you begin to wonder
why you waited until now to start. E-DAT scalpers can be full- or
part-timers. Some do it professionally and others just to supplement
their current income. The new rules, new technology, and deep dis-
count commissions available today make E-DAT scalping a very real
opportunity for the serious trader or investor.

You do not have to be an E-DAT scalper to enjoy the opportu-
nities offered by this new revolution in trading. There is a whole
spectrum of different types of electronic traders, such as day traders,
who hold positions for a few minutes to a few hours; swing traders
who hold positions one to five days, and many hybrids of these
methods. In fact, there seem to be as many styles of trading as there
are personalities. Traditional “buy ‘n’ hold” investors also use this
type of trading, because they understand how it gets them the very
best price whenever they buy or sell. They can trade through E-DAT
brokers, account executives trained in electronic direct access trad-
ing. These brokers trade directly on E-DAT systems to shave spreads
for customers. But don't try to find these brokers at traditional retail
brokerage houses. They know how to shave an eighth or a quarter
of a point off for their customers. They offer deep discount commis-
sions and help you save on the spread. By the time you finish this
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book, you will know how to do this yourself or at least know
enough to look for a brokerage firm with proficient E-DAT brokers.

Before you quit your day job, read this book carefully. You'll
learn all you need to know to decide if you are mentally and psy-
chologically suited for electronic trading. Not everyone is, although
just about anyone who invests in the stock market can benefit by
using E-DAT. Jessie Livermore probably stated it best back in 1923:
“The game of speculation is the most uniformly fascinating game in
the world. But it is not a game for the stupid, the mentally lazy, the
man [or woman] of inferior emotional balance, nor for the get-rich-
quick adventurer. They will die poor.”

STRUCTURE OF THIS BOOK

The text is divided into three main parts. Chapters 1 through 5 cover
all the key areas you must become familiar with to successfully trade
electronically. For example, you will learn the secrets of the
exchanges, all about the electronic order execution systems and how
to use them, the special rules governing electronic trading, which
indexes can be used as leading price indicators, and how to get an
edge with technical analysis. Most importantly, you will come to
understand just how NASDAQ market makers think, so you can
anticipate how they trade. Once you can do that, you can run with
these market movers and enjoy the profits the market has to offer
rather than being stampeded by them.

The next section, Chapters 6 through 10, puts you in the middle
of the fray. You will define your trading style and time horizon of
trading. Trading styles are as different as people. This section will
help you define what kind of trader you will become. Your time hori-
zon can be anywhere from a few minutes to a few days. I will then
teach you several of the most reliable trading strategies known to E-
DAT traders. There are trading opportunities that are predictable days
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and sometimes weeks in advance and others that just come at you
without warning. With hard work you will begin to see these trends.

The book concludes with an overview of the mechanics of set-
ting up an electronic stock trading account and a grand finale of the
best, most useful, advice I have learned about E-DAT trading over
the years I have been trading and teaching others. If you can learn
from others’ mistakes, this section can save you thousands of dollars,
by showing you how not to lose your money: the first lesson to suc-
cessful trading no matter how or where you trade.

I also recommend that you peruse the Afterword and the
Appendixes. The Afterword provides my insights into the ever-
changing electronic trading world. The future is very bright. A new
trading platform, called OptiMark, may well become the ultimate
electronic specialist or market maker—providing price improvement
for average traders. This system has the potential to offer you a far
better trading field than the average trader has ever had access to. It
is difficult to say just how lucky we all are to be trading at this par-
ticular time in history. Last of all are the Appendixes, which are
packed with helpful reference material.

That’s the book in a nutshell. Reading it is like reaching for your
mouse and opening a window on the World Wide Web. One click
leads to another and before you know it you will be prepared to take
advantage of the incredible opportunities you have as an Electronic
Direct Access Trader.
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Electronic Direct Access Trading (E-DAT), while new to the landscape
of the market, is really nothing more than a technological improve-
ment on trading styles and disciplines enjoyed by professional traders
for years. The E-DAT today will implement psychology, human
nature, and common sense to trade not too much unlike the profes-
sional trader from years ago.

On the other hand, the technology available today is so inno-
vative that most still do not understand the differences between on-
line trading and the true Electronic Direct Access Trading Industry.
Never before has the public had the keys to the gate of the most fas-
cinating financial institution in the world, the U.S. STOCK MARKET!

Thanks to “bleeding edge” computer technology, you now have
those keys to unlock the gate to the professional trading market.
From your home computer you can interface directly to the NAS-
DAQ, NYSE, and other exchanges, to create a virtual market in
cyberspace. “Screen Based Markets” such as the NASDAQ have made
way for mediums to view the market tick for tick, trade for trade, in
real time. Real-time executions allow you to act on this direct infor-
mation with the press of a mouse or keyboard. This level of tech-
nology has attracted an unprecedented number of traders and
investors to the market, and research has proven that this industry is
still an infant. Yet unfortunately, many will become victims of the
markets because the education, knowledge, and skills to act with
confidence are often missing.

I hope that you see this book as a step to change that. We are
all students of this industry regardless of our skill or experience. In
fact, there are two kinds of traders: the ones who admit they lose
trades, and then the ones who are liars. All traders lose trades; it's
part of the profession, just like a good quarterback throwing inter-
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ceptions. The champions just don't let the turnovers defeat them or
their attitudes; and herein lies the secret to trading. Developing a
positive attitude and overcoming fear is the real art, and you will
learn how!

The discipline you develop along with proven trading strategies
in this book using “Real Time” data is the winning combination nec-
essary to play in Wall Street’s hottest game. This powerful system will
allow you to access the exchanges directly without anyone ever
touching your order. When you point and you click, you own! That
fast. That quick. That powerful.

Electronic trading could be compared to law or medicine in that
many disciplines and strategies are available, but specializing in just
a few is all it takes; a new doctor or attorney will specialize. The mar-
ket is certainly dynamic, but with your passion and willingness to
learn everyday, you too can have the power and technology to inter-
act with the most vibrant profit generator on the planet!

David S. Nassar
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DISCLAIMER

This book is intended for educational purposes only. It is expressly
understood that this book is not in any way intended to give invest-
ment advice or recommendations to trade stock or any other invest-
ment. The author and publisher assume no responsibilities for the
investment results obtained by the reader from relying on the infor-
mation contained in this book. Investing is inherently risky and
results obtained by some investors may not be obtained or obtain-
able by other investors in similar or dissimilar conditions. The reader
assumes the entire risk of investing, trading, or buying and selling
securities. The author or publisher shall have no liability for any loss
or expense whatsoever relating to investment decisions made by the
reader.
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