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Book Abstract

In the summer of 2009, Dan Spivey started a
secret construction project to connect a data center in Chicago to
a stock exchange in northern New Jersey by fiber optic cable.
Spivey, an ex-options trader and market maker, didn't just want
this fiber optic connection to go the standard cross-country route
which by-and-large followed the railway tracks. Spivey's cable had
to be laid in the most direct route possible, even if that meant
boring a hole through the Allegheny Mountains.
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Summary of Flash Boys
(Michael Lewis)

1. Spread Networks

In the summer of 2009, Dan Spivey started a
secret construction project to connect a data center in Chicago to
a stock exchange in northern New Jersey by fiber optic cable.
Spivey, an ex-options trader and market maker, didn't just want
this fiber optic connection to go the standard cross-country route
which by-and-large followed the railway tracks. Spivey's cable had
to be laid in the most direct route possible, even if that meant
boring a hole through the Allegheny Mountains.

Dan Spivey had persuaded Jim Barksdale, the
former CEO of Netscape Communications, to fund this secret
construction project to the tune of $300 million. They named the
company Spread Networks and they kept its construction secret until
March 2010 – about three months before it was due to be completed –
when they started offering access to this line to Wall Street
traders. Their selling price:$14 million for a five-year
lease. The capacity of the line was 200 users so once fully sold,
Spread Networks stood to generate $2.8 billion in revenue.

What Spread Networks offered was a fiber optic
cable which would allow a signal to achieve a Chicago to New Jersey
round-trip travel time of 13 milliseconds. That was significantly
faster than it currently took for a signal to be sent through the
fiber cables offered by all of the existing telecom carriers like
Verizon, AT&T, Level 3 and so on. Their round-trip time was
slower and inconsistent. Sometimes it took 16 milliseconds or even
longer for the round trip. Using the Spread Networks cable, a
trader would get the jump on everyone else who wasn't using it –
and that was precisely the pitch Spivey used to sell access to
Spread Networks.

So why were Wall Street traders and the banks
scrambling to pay $14 million to lease a high-speed fiber optic
cable which merely shave a few milliseconds off the time others
offered at no premium whatsoever? It all came down to the very
simple concept of arbitrage – being able to buy something in one
market at one price and then turn around and immediately sell it in
another market for a higher price.

“Like every other trader on the Chicago exchanges,
Spivey saw how much money could be made trading futures contracts
in Chicago against the present prices of the individual stocks
trading in New York and New Jersey. Every day there were thousands
of moments when the prices were out of whack—when, for instance you
could sell the futures contract for more than the price of the
stocks that comprised it. To capture the profits, you had to be
fast to both markets at once. What was meant by “fast”was
changing rapidly. In the old days—before, say, 2007—the speed with
which a trader could execute had human limits. Human beings worked
on the floors of the exchanges, and if you wanted to buy or sell
anything you had to pass through them. The exchanges, by 200
[...]
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