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Project 1 Example: Writing for a Specific Audience

Instructor's Note: This page offers three major sections typical of this assignment: the rationale for the rewritten article, the rewritten article, and the original article. Only a portion of the original article is offered here. See your local library for the full text.

Rationale for Rewrite

Overview of the existing text and its techniques

The original piece addresses a general audience to explain the proliferation of day trading firms.  In targeting that audience, the author has made useful decisions about content, style, tone, and organization. The content reflects the focus on the general audience. For example, in describing the list of participants in the first paragraph, the author establishes a stage-like setting where he places people with specific titles and roles (plumber, attorneys, etc.). That focus creates the sense that anyone can participate in this investment form, including the reader.

To create a tone consistent with that casual, and general, style, the author incorporates familiar elements, like the names of well-known companies, and he uses "rhetorical" questions as a way of demonstrating to the reader that he has thought about their interests. The opening paragraph through paragraph four provides a good example of such a question.

Similarly, the author provides a strong sense of the relationship, or organization, among the various parts of his story. It begins by describing how large organizations expand through franchises; then it demonstrates how this idea has impacted stock trading. The author reinforces this sense of organization by using the stylistic convention of transitional expressions such as "also and another" to inform the reader about changes in textual intention.

Addressing the same text to another audience

This rewrite focuses the text and its content on an informed audience, again explaining the proliferation of day trading firms. The intended audience would be professional investors or MBA students who want to learn about this new direction in investing. 

As such, the text assumes a certain level of technical expertise and a historical perspective not needed for the original audience. Stylistically, it also offers more "technical," and complete, examples. While the new text retains the use of rhetorical questions, these questions create an organization that focuses more directly on tasks one must be able to accomplish, or know about, to succeed in this field. 

Finally, the new text assumes that the reader will want more information and it incorporates citations for additional sources. This last element also adds to the formal, professional tone and style of the entire piece.

Rewrite: The Exchange that Allows Bandits

During the 1990s, the National Association of Securities Dealers Automated Quotation system (NASDAQ) experienced rapid growth and numerous changes, the most prominent and controversial being the introduction and development of separate facilities and rules to accommodate trading by financial institutions and small retail investors.  Initially designed to alleviate the burden of small, high-volume trades placed on brokerages by retail traders, the fully automated Small Order Execution System (SOES) led to the development of a new sector in the securities industry and the creation of a new type of trader.

During the market free fall of twenty-two percent on Black Monday, October 19, 1987, the majority of market makers refused to execute any trade orders from small investors.5  Market makers are the large brokerages that make up NASDAQ and are so called because they “make a market” in a particular stock, buying and selling from their own inventory.  Many financial circles reported that makers refused to answer their phones, leaving small investors with no method to exit the market.  As a result, NASDAQ now requires all market makers to honor small orders between 100 and 1000 shares through SOES and enforces this requirement by fining or suspending market makers if they withdraw from SOES without authorization.  SOES trades are executed over NASDAQ computer networks automatically and independent of human interaction, thus a dealer whose quote is “hit” does not know of the trade until after it occurs. 

NASDAQ rules do not permit market makers to update quotes automatically via computer programs.  Persons within the brokerage firms must manually enter price updates through computer terminals, in addition to taking buy and sell orders.  Ironically, when NASDAQ introduced SOES in the late 1980s, big Wall Street market makers welcomed the idea.  Intended to be a helpful system, investors would automatically and electronically execute small orders without having to “bother” market makers with small trades.  What no one realized at the time was the new system would lead to the creation of a whole new cottage industry of rapid-fire traders who quickly learned to bend SOES to their own advantage.  Investors learned that short-term traders could exploit momentary cross-sectional discrepancies in dealers’ quotes by executing almost simultaneous buy and sell orders over SOES – giving birth to micro trading and the “SOES bandit.”

What is Micro Trading?

Micro trading is very short-term buying and selling of over-the-counter (OTC) stocks by computer with instant access to current market makers’ bids and asks.  SOES bandits trade NASDAQ stocks and use firms specifically organized to take advantage of the profit opportunities inherent in SOES.  Bandits buy and sell stocks in lots of 1000 shares over very short time periods from a few seconds to a maximum of one day.  Bandits, also known as day traders, never hold an open overnight position and may trade as often or as seldom as desired.

How Does it Work?

SOES bandits make money by anticipating the direction of stock price movements and seize upon temporary differences in bids and asks of various market makers.  Through SOES this can be done with a click of the mouse, taking just three seconds on average to execute.  On a typical 1000 share trade, movement of one-eighth point equals $125 and one-fourth point equals $250.  With the average day trader making 15 trades per day, gains (and losses) add up quickly – not including commissions.

Bandits look for price movement in the market – whether up or down.  Day traders can view all bids and asks of each market maker’s position in any given stock.  Traders instantly buy and sell at posted prices.  Bids are the price a maker will pay for a share of stock, while asks are the maker’s selling price.  Asks are always higher than bids, usually one-eighth to one-quarter point, the difference being the “spread” or dealers profit.  As prices fluctuate during the trading day, the bids and asks of market makers do not always move in synch.  With thousands of market makers trading hundreds of thousands of stocks, the possibility exists to find dealers who take a few minutes longer than others to update prices.  SOES traders make their living by spotting these discrepancies and acting fast to exploit them.  For example, market makers start adjusting their bid and ask price of Sunbeam’s stock up due to favorable earnings reports.  Goldman Sachs, however, is slow to update its prices.  A SOES trader, watching his or her computer screen, notices that every market maker except Goldman is buying Sunbeam at $64 ¾ and selling at $65.  Goldman, for the moment, is still buying at $64 ¼ and selling at $64 ½.  The SOES trader clicks his mouse and buys 1000 shares at $64 ½ from Goldman, then either sells to another maker for $64 ¾ or sells them right back to Goldman as soon as Goldman updates its quotes.  Either way, the SOES trader makes $250 while a Goldman Sachs’ trader returns to his desk and finds the three-minute trip to the water cooler to be unexpectedly expensive.

Can Money be Made When Prices Fall?

If traders determine a stock price is declining they may “short” it.  Investors can borrow stock shares from brokers or dealers and sell at current (high) prices.  When prices decline, the trader buys the shares at the new lower price and pays the broker or dealer back.  Thus, traders make money from declining as well as rising prices.  Day traders relish stock price declines.  Falling stock prices tend to be faster and the trend clearer than increases.  Current NASDAQ rules to curb volatility, however, prevent investors from shorting a stock unless prices are moving up.  SOES bandits use hedging to circumvent these regulations.  For example, on a day when Intel stock is going up, a trader may buy 1000 shares in one account and sell short another 1000 shares (borrowed from the broker) in a separate account.  These two accounts counterbalance each other (hence the term hedge) and can remain in place indefinitely.  The practical effect is that if the trader wants to sell Intel in a hurry, 1000 shares are at his/her disposal.  With the hedge in place, the trader does not benefit from events in the market.  Only when the trader unbalances the hedge to take advantage of a surge or plunge in the stock’s price does he or she really make or lose any money.

Where Does One Make SOES Trades?

Since 1990, new trading houses specializing in micro and day trading have grown at a remarkable rate.  The proliferation of day trading firms has injected new names into the brokerage business.  Firms such as All-Tech Investments, Block Trading Company, Datek Securities, and GRO Corporation report a booming business with the arrival of new traders, as well as weekly requests for new branch offices.1
These new trading houses teach the nuts and bolts of SOES, including buy and sell strategies to new traders.  “We’ve seen explosive growth in the demand from that marketplace,” says Daniel J. Connell, president of Standard & Poor’s ComStock.  The market leader, Datek Securities in Brooklyn, has grown from five day traders in 1992 to more than 500 in 1997.  Houston’s Block Trading added ten branch offices since 1996 and hopes to open at least one office every two months through the first quarter of 1999.  All-Tech Investments Group in Montvale, NJ, amid an aggressive expansion program, has offices in Chicago, Detroit, and Boca Raton, FL with planned openings in Boston, San Diego, and Stamford, CT.7
In addition to commissions, these new brokerages profit by charging individual traders for using company computers and software linking traders to market makers.  Block trading combines low trade commissions with high volume generating $18 million in revenues during 1996.  Depending on the volume of trades, All-Tech charges between $25 and $45 per trade, making a complete buy-sell “round trip” cost $50 or more in commissions.2  Note that commissions work for all trades.  When a trader makes an eighth on a round trip trade of Sun Systems, he nets $75 ($125 total minus the commission of $50).  However, if this same trader loses an eighth on the trade of IBM, the total loss is $175 (the $125 loss plus the $50 commission).

These companies also gain by training prospective traders.  From 1995 to 1996 All-Tech Investments trained more than 1200 soon-to-be SOES bandits.  The company charges $5000 for a four week course involving two weeks class, followed by two weeks practice trading.7  GRO Corporation employs twenty specially trained traders as well as registered brokers to teach SOES trading techniques in its two-week class.  Trainees spend a week in the classroom and another week using computer simulation exercises with actual data on a 15-second delay.

Micro or day trading requires a substantial capital outlay before buying and selling through SOES.  Depending on the brokerages, it typically takes $50,000 to $150,000 in cash or marketable securities to begin day trading, though some smaller  SOES trading firms require minimums of $20,000 to $30,000.  Harvey Houtkin of All-Tech Investments states this is a “set up for failure.”  All-Tech requires at least $50,000 in an account for real trades, but recommends beginning with $100,000.6  Other large day trading brokerages make the same recommendation, but allow traders to use margin or leverage to obtain the buying power of up to one and a half times their account value.

The larger day trading brokerages provide the equally expensive alternative of trading from home via PCs and modems.  Home-based trading requires an investment in computer hardware and software, in addition to training and the initial account balance.  All-Tech Investments charges $750 to install and $500 per month to use its “ATTAIN” software, requiring a PC with a minimum 200 MHz Pentium, 64 Meg RAM, and 21-inch monitor.  Combine the cost of a dedicated open phone line with charges for technical support and expenses add up quickly, even before commissions.2
Who are SOES Bandits?

In cities across the US, the new brokerages specializing in SOES trading opened the door to a budding new group of electronic day trader.  Visitors to trading rooms in these new investment companies find golf pros, gas station owners, and ex-ball players sitting next to attorneys, plumbers, and accountants intently watching screens to trade stocks.  Philip A. Dina, president of Dina Securities in Wayne, NJ says, “The veil has been lifted from Wall Street and John Q. Public is coming in and learning to trade.”5  Ironically, Dina says almost anyone can learn to be a successful day trader, but people without any previous experience in the financial markets make the best traders.  He schools a substantial number of former Wall Street executives and finds that ex-brokers have to be “untrained.”  Bandits are not investors.  According to Dina, “the less they know about stocks the better they perform.”  For example, Ms. Gramuglia Lenihan, 37 years old and a former regional credit officer for a bank, trades at Dina Securities.  One of her buy and sell orders is a round trip trade in KLAC, making one eighth.  She does not know what KLAC is or does (KLAC is the stock symbol for KLA Instruments Corporation, an optical specialist firm), only that the trade makes her $75.3  

Why Be a Day Trader?

Many traders state no activity is more exciting, exhilarating, and potentially more rewarding than day trading.  Since bandits trade flat (they do not hold open positions overnight), their day is over at 4:00 p.m. after the market closes.  There is no stress or worry until the next trading day.  They do not work on weekends or holidays, and their vacation is any time they choose.  Traders contend, “sure there is risk, intensity, and stress during trading hours, but only during trading hours.”  Most echo the same sentiments.  “How many businesses can you liquidate for cash at fair market value each and every day and re-enter whenever you choose – if you choose.  There is no other business activity that has an unlimited upside and a very controllable downside.  You can expand or reduce your business activity at will.  You work at grinding out trading profits and the reward is unlimited earnings potential.”4
Is It Worth It?

Bandits do make day trading sound inviting.  Studying the actual gains and losses of traders, however, indicates that being a profitable day trader requires time and discipline, in addition to substantial cash.  Mr. Samuel Martin, who was a futures trader for 13 years before trading at All-Tech Investments in 1996, says, “it’s critical to be familiar with the rhythm and mechanics of small cap day trading in order to become successful.”  Martin reveals he suffered a net loss of $10,000 in his first month of trading.  Following a loss of $6000 in a single day, he went home and cried.  But after a three-month learning curve and a year of experience, he averages $500 to $1000 per day, with a personal best of $27,000.  According to Mr. Martin, “There’s no other job like it in the world.”1

References

1. Epstein, Chuck.  "SOES Storefronts."  Wall Street & Technology 15, 9.  September 1997.  48.  

2. Giese, William.  "Day tripping."  Kiplinger's Personal Finance Magazine 51, 5.  May 1997.  52 - 59.  

3. Henderson, Rex.  "New kids on the block."  American Business Review (Metro Edition).  June 29, 1997.  1.  

4. Houtkin, Harvey.  "The SOES Bandits' Guide - Day Trading in the 21st Century."  http://www.alltechnet.com.  

5. Lynn, Genevieve.  “The crash of ’87: Could it happen again in ’97.”  The USAToday, October 13, 1997.  A – 14.

6. Welles, Edward O.  "Bad boys of capitalism."  Inc 19, 1.  January 1997.  32 - 41.  

7. Woolley, Susan.  "For day traders, an hour is long - term."  November 11, 1996.  http://www.businessweek.com/1996/45/b3500141.htm.  

Original Article (In complete; consult your local library)

SOES storefronts

Wall Street & Technology

New York

Sep 1997

Authors:  Chuck Epstein  

Volume: 15  

Issue: 9  

Start Page: 48  

In the same way that McDonalds, Starbucks or even Off Track Betting parlors are growing a franchise, the mark of a successful SOES trading firm is the proliferation of trading storefronts that provide electronic access to the Nasdaq Stock Market. 

In cities throughout the U.S., new firms that clear trades on Nasdaq's Small Order Execution System (SOES) have opened their doors to a growing group of electronic day traders. Today, a visit to a trading room in Manhattan finds golf-pros, gas station owners and ex-ball players sitting next to attorneys, plumbers and accountants intently watching screens to day-trade stocks. 

The proliferation of day trading firms has also injected some new names in the brokerage business. Firms such as All-Tech, Datek Securities, Block Trading and Momentum Trading report their business is booming with the arrival of new traders into their offices, as well as requests to open new branch offices coming in weekly. 

What's driving this phenomena? Much of it stems from the U.S. Justice Department's unprecedented charges of price collusion against the Nasdaq. That charge, accompanied by numerous class action lawsuits against the nation's largest stock market, created tremendous pressure for market reform and competition. In response, the SEC created a new category of proprietary trading systems, which allow market makers to pass on customer orders to so-called Electronic Communications Networks (ECNs), such as Instinet, Bloomberg's TradeBook, Terra Nova or Island, which are displaying better bids and offers than the market maker. Some SOES trading firms are forming ECNs-Island is sponsored by Big Jay Securities, an affiliate of Datek. 

Another key factor causing the growth in SOES trading stems from the Information Age itself. "It's simple: the more customers know about how Wall Street really works, the more business is coming to us," according to Chris Block, chairman, CEO and co-founder of the Dallas-based SOES firm Block Trading. "It's ridiculous to think that day traders can make money at Merrill Lynch. Commissions and poor executions mean that will never happen." Since forming the company three-and-a-half years ago with partner Jeff Burke, Block Trading has opened 14 branch offices in 13 cities with nine more set to open this year. 

With futures markets all but writing off the retail trader, and millions of equity investors bitten by Bull Market Fever, about 50 to 75 firms have set themselves up as SOES trading outlets. Their goal is to attract an audience of active day trading speculators, and provide them enough training and good will so that they will stay in the markets and remain loyal customers before their capital evaporates. 

While these firms differ in terms of their management style, level of customer support, training and commission structures, they also differentiate themselves according to the key technologies that drive their trading, execution and reporting systems. 

Basically, there are two core trading systems currently at work in the SOES market. One uses a Windows 95 operating system running a Townsend Real Tick 3 analytical package. [Terranova] The package includes overlays on quotes, charts, tickers, and customized trade reporting tables provided by PC Quote. Systems based on this platform (or variations of it) include Attain, offered by All-Tech Investment Group; Terra Nova, a Chicago-based broker-dealer which also offers the Tonto ECN; Momentum Trader from Momentum Trading Co. in Houston; and CyberTrader from Block Trading. 

A second system, "The Watcher" (offered by Datek Securities), is DOSbased and claims "the fastest Level 2 quotes on earth" bundled with "the fastest executions anywhere" via the Island system. Datek also offers an Internet trading system. 

According to Mark Friedfertig, a registered principal with Datek, New York, this system is significantly faster than Windows systems and its speed helped sell users on its superiority, The Watcher accounts for 50-75 percent of all SOES trading on a daily basis. 

Aside from their speed in delivering orders into the SOES, Selectnet and NYSE-listed DOTstock systems, the customer terminals in most day trading firm offices boast of top-quality charting, analytics and a variety of customizable pulldown menus, tickers, and screen configurations. Another attractive feature is that they are considered relatively easy to use. According to Brad Martin, a partner at Chicago Day Trading, traders who are familiar with charting and putting bids and offers into a dynamic market "should feel comfortable with a SOES system after a couple of hours." 

But becoming a profitable day trader takes time and discipline. Martin, who was a futures trader for 13 years, says it's critical to be familiar with the rhythm and mechanics of small cap day trading in order to become successful. 

"This is a business in which you have to be focused," agrees Noah Hochman, a trader at Datek in Manhattan. "If you are only 90 percent focused, you may as well go home since you will lose money." 

Hochman, a member of Mensa who played minor league baseball for 10 years, says he lost $10,000 in his first month. But after a three-month learning curve and a few years of training, he earned $27,000 in a day. But on average, Hochman says he's a "singles hitter" who looks to make $500 to $1,000 a day. 
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