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We shape our bulldings,
and aflerwards

Our butldings shape us.
Winston Churchill



Preface

The most incomprehensible thing
About the world is that

It is at all comprehensible.

Albert Einstein

The beginning of a trading career is filled with excitement — independence,
freedom, and the potential to make money. After building up a starting stake
and reading as many books about the market as possible, the new trader is ready
to wade into an ocean of stocks with a raft ofideas. As the trader soon discovers,
however, a good idea does not always translate into a good trade. A long string
of losing trades will have the trader jumping from one idea to another without
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trading success.

The most popular trading books focus on technical analysis and pattern
identification, suggesting an underlying order to the stock market. Unless the
trader has a framework for trading these patterns, the process of trading can be
both subjective and overwhelming. When certain patterns stop working, the
trader will abandon them just before they resume working again, resulting in a
never-ending quest for profits.

This is the first book to give a trader a complete, automated framework for
trading stocks: a model that encompasses money management, position sizing,
order entry, and a set of trading systems. Nothing is left to chance during the
execution process, while the trader is freed to create. The model imposes disci-
pline on the mechanics oftrading, not on the creative aspects of system design.

The reader should have several years of trading experience and a background
in technical analysis. Proficiency in either trading systems development with a
language such as EasyLanguage® or software development using a computer
programming language such as Visual Basic will complete the experience.

Chapter 1 is a presentation of the trading model and its components. First,
we present a summary of the trading systems. Then, we establish the system
standards for position sizing, trade entry and exit, and filtering. Finally, we



complete the model with a briefanalysis of some common technical analysis in-
dicators and their impact on system performance.

In cach of Chapters 2 through 7, we design and develop a trading system
based on a single concept. We define the system rules, code it in accordance
with the trading model, and then present some examples of actual trades with
charts and rationale.

In Chapter 8, we create two market models using two different approaches.
First, we apply all of the trading systems to various market and sector mdices to
create a bottoms-up model. Then, we adapt the pattern trading system to a set
of sentiment indicators to create a top-down model, comparing the results of
cach model.

Chapter 9 takes the professional trader through a real-time trade analysis
from the closing bell of one day to the opening bell ofthe next. The daily cycle
of position management and chart review is described in detail.

Chapter 10 presents a different perspective on day trading. After a brief
Level II tutorial, we show how any trading system can be adapted to intraday
time frames. Here, we introduce several day trading techniques that integrate
traditional technical analysis with direct access tools.

Chapter 11 is the complete implementation of a trading model, including
source code for money management, position management, and a complete set
of trading systems. The code can be compiled into TradeStation, and the execu-
table code can then be run as aprofessional trading platform.

In writing this book, we acknowledge the achievements of some of the
lesser-known vyet influential technicians who approached the market from an
applied scientific perspective: Dunnigan, Gartley, Schabacker, and Taylor. We
can only imagine their reaction to the images of charts and indicators being
drawn in real-time as a soothing voice tells the trader when to buy and when to
gell.

The next generation of trading software is already being written to merge
the world of trading with the world of software—the integration of price
streams with scripting languages, the transparency of database access to many
sources of market data, and the dynamic composition of new types of market
instruments synthesized from the fine granularity of multiple data feeds. The
evolution of trading from art to science is just beginning.

Mark Conway
Aaron Behle

San Diego, California
April 2002
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| Introduction

Millions af hurvan hanels atwewrk,
billions af minds... avast network,
screaming wirh life: an orgonise.
A natural organism.

Max Cohen, Pithe Motion Picture

II In the movie Pi, Max Cohen is a brilliant number theorisi trying to detect
hidden order in the chaos ofthe stock market, an infinitely long string of num-
bers scrolling through the universe. During his relentless pursuit of the answer,
he is stricken with migraine headaches, confronting powerful antagonists along
the way. His singular obsession exemplifies the never-ending search for the ul-
timate solution - a master key to the market.

An avid student ofthe market maybe compelled to translating license plates
into stock symbols or composing phrases from symbols, e.e., EYE LUV U'. The
market can casily become an obsession as one jumps from one frading system to
another without gaining a single insight and losing capital during the process.
Immersion in technical analysis is a cornerstone of success, bui managing risk
and temperament are equally important.

In this book. we do not follow the path taken by Max Cohen. Instead, we
present a diversity of trading systems as an integrated, scientific approach to
professional stock trading. The elements of portfolio management, position
management. and trading system have been synthesized into a practical blue-
print. Some would claim that trading is as much art as science, and we agree.
Our main point is that inspiration is built into the trading model and reflected
in the design of the trading system. Such an accomplishment frees the trader to
focus on just executing trades.

Trading is insight through observation. A professional trader exploits two or
three unique insights to consistently pull money out of the stock market. Over
time, the trailer builds up a portfolio of trading systems and techniques, just as a
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1 Introducticn

doctor or lawyer accumulsics expenience throngh cascwork, Attaining success is
the application ofwisdom and the ability to match technigue with varions mar-
ket conditions.

hiost traders have 8 biss a5 1o the direction ofthe market and position them-
slves accondingly; however, madoet-nentral strategies are becoming popular for
professionals who are tired oftrading on the gerbil wheel of Level 1T quotes and
ome-minute chaps. By going into every trading day with both long and shoit
opporunities, the trader lets the market pick the direction

The last point to emphasize is feprice feads mews. Instead ofreading to the
news of analyst recommendatjons, strave to develop trading systems that detect
unmsnal price movement. Deploy a diversity of irading, systems, and watch for
combimations of sipnats in the same direction. When signals conflict, avod the
trade,

1.1 Acme Trading Systems

In the following chapters, we present a group of trading systems named the
Acme Tracing Svstems™. The Acme systems were derived empirically—they are
based on historical sindies of daily and intraday price patterns that oocm with
regulanty in the stock market. We vse the inductive process prefermed by some
of the traders profiled in the Adrker Mizards books [27, 28], who discovered
price ancmalies in diverse instroments such as muotwal fond sectors, futures, and
options. In contrast. many of the cument systems are based on dednctive, top-
down combinations of technical analysis indicators,

The Acme Trading Systems do not rely on traditional technicel anshysis,
mainly becanse technical indicators derived from price lag the real price action.
Moreover, becanse many traders nse these indicators as a foumdation for their
systems, their overnse renders them meffective; instead. the indicators are more
u=eful 55 trade filters, not &5 trade sipnals,

The main strength of the Acme systems is that they are mechanical, and
nothing is left to chance. They ke lomg and shon pesitions with specific enory
and exit points. Each of these systems has been programmed in & trading pro-
gramming language’, FasyLangnage®, Consequently, 8 trader can mun stock
scans each night and then generate real-time order alens for the following day.

1wl v seprreainks e logliea prand, e piiniis Be of sowoess ba oaniiist, the Ao
Copapary =agpdiend the il Lanod Wake 12 Ciote with espdeeases mnl sther Rulse Coldberg,
vosmtiapdicnie desiginel o s apinee Bivsd Bamo We s hees ihe ianme Ao D g 5 taber
vl ine wemirg dly beedilen o oo € e aory b il dos g os
Bebow monn bt B0 D il bl cwwes cwnle Do tanthion apelemnnabiemn, oo gl 1w d aopuas
pedrinamn goaih Siean Joal iy Cas

11 Acme Trading Systems

For those ofyon watching business television during, the day, we have one rec-
ommendation: Tum it off. Trading is hard encugh without having to listen to a
moncy manager pumping his latest highflier down 30%. Remember that his
tal motive is to keep hisjob and to take your money for self-preservation. The
so-Called business reporers are usually the last to know about breaking news
experienced traders know that media hype is afade, ie, doing the opposite of
the emctional choice, The bottom line is that nobody knows where the maroet
i= headed, even though many pretend to know so, Let proe be the guide,

The trading systems have been designed with one goal in mind: consistent
profitability based on a unique madet insight. They are all based on high prob-
ahility price patterns that do not sppear frequently in & single stock. bt can be
found often in & universe ofover ten thousand stocks. The systems are shown in
Table 1.1,

Table1.1. Acme Trading Systcms

Hysten Mdentifier  Timeframe Compleaity
Float AcmeF  Daily, Weekly  High
Multiple patterns | Acme M Intraday, Deily  Medium
Warrow range Acme N lorraday, Daily  Low

Fair irading Acme P Intraday High
Rectangle Acme B Intraday, Daily  Low
Volariliry Acme V' Daily Only Mleivmm

The trading systems =pan the spectinm of conmplexity. Ifjust starfing out, then
focus on the Acme B and B systems. Both systems are based on smple bar for-
mations. The calculations are mindmal, =0 sophisticated trading sofiware is not
required, aithough automation will make the systems easier to trade,

The Acme M and V systems ane designed for the intermediate trader. Each
requires knowledze of technical analysis to jdentify certain bar patierns. As the
trader becomes more proficient al identifying the vaious matkel patterns, the
i System becomes more powerful in the trader's hands, The Acme V System is
a nskicr strategy but is based on s single concept. Use this strategy with smaller
prositions &t first to experience the volatility.

The Acme Fand Acme P Systems are the most technice] systems fior the ad-
vanced trader. The F System requires extensive caloulations and works best with
trading sofiware such us TradeStation or MetaStock®, The P System roquires
s time trading platform with multiple chart win dows



1 Introduction

Finglly. in the smnot of open source, we cnconrage the trader to make each sys-
tem his or her own. Experiment with the sowrce code, the input parameters, and
ihe trading fillers to create or derive new systems. Trading system development
i# a laboratory, and each trader has to "own” the system to trade it effectively.
Watch the systems work in real-time to confirm that trading entries and exits
are realistic in terms of slippage and Lgmdity,

1.2 Systemn Summary

TheAcme F System i= based on the technical work of WD Gann and a book by
Steve Woods called The Precision Profit Floal Indicator [38]. The systein nses
the float of & stock to analyze supply and demand patterns created by costom
float indicators, The F System then pinpoints bregkont and toming points by
combining float twrmover points with geometric patterns such as triple bottoms
and refracement patterns suoch as pollbacks.

The Acwe AFSysfers identifies combinations of bar patternz. For example, a
bar that forme a T=il and a Test is & combination of two distinct bar patterns
(these patierns are discossed in Chapter 3) The b System scans for bars that
hanve two, three, of Even more patterns. The snccess rale ofthis syatem is directly
proporticnal to the rmmber of identified patterns. Associated with each bar pat-
tern 15 a =et of qualifiers. For example, abar may be & narrow range bar, or a bar
may overdap its 50-day moving average. Since lechnicians attach significance (o
these conditions. they are depoied on the chart.

The Acwe NSysten is based on 8 simple concept: identify sarrow ravee bars
on strongly trending stocks, entening a trade in the direction of the wend on a
breakiout of ithe pamrow rapge bar. The appesdl of this system i= that the risk on
the trade i= limited to the range ofthe parow range bar, but the reward j= high
becanse the trepding stock i in trapsition from low to high volatiliey.

TheAerwe PSystew is apalr irgding strategy that has been gaining populanty
becanse it 15 a hedged trade, ie, the trader enters both a long trade and short
trade simultaneonsly. The allwe ofpair trading i= that it is a strategy with Litde
rigk: however, no stock is immune to the riak of a trading halt or an eamings
waming. As with every other system, specific entry points, exit points, profit
targets, and stop losses are de fined.

The Acees B Sysiemr iz bazed on a simple paitem: the recfamgle [ 11] The
theorybehind the rectangle i=that it represents aperod of consolidationwhere
traders have already taken positions over several days, but the stock has not
moved decidedly in cither direction. Once the stock breaks the rectangle range,
the moeve 1= usually explesive; further, the narrow range of the recrangle alfows
the trader to reverse direction if the initizl move is 8 head feke,

1.3 Chart Indlicatons

The Acme V8vsiem goes against all the trading troismes such as “the trend is your
friemd”, *donfi try 1o pick botoms®, "pever catch a falling, knife®, etc. In general,
these observations are correct, but at times the trader wanis to catch the knife
and hold it for a few days before releasing it. This system is called the V syetem
becanse the chan formation traces the lener V. The sysiem exploits this paitern
witha statistical method known as fimearre gre ssion.

The M and W sysiems are swing-trading, systerns. Performance improves
lineady with higher valics for momentum indicators sach as the ADX, The
performance ofthe other systems does pod improve with soch filters. Although
each system can be improved with proper oplinnzation. pone ofthe systems has
been optinized to avoid overstating, results.

1.3 Chart Indicators

Each Acme system has corresponding chart indicators that slert the trader to
apecific madet conditions; these indicators are known as fnes and fetters, Each
indicator is presented in the relevant chapler slong with its related system. A&
summary of each indicaror is showwn in Table 12 Nowe that the Ramge Faterns
Indicator is aduslly 8 =eries of PaintBars™ desjgned to identify vatous types of
narrow range bars,

Tatde 1.2, Acime Indicators

Syprtern Indirator Diescripeion

Areme F System Floar Box Channe! lines
Float Chanmel Channel lines

Flour Percenmge Histopram

Acme M System Market Patterns Text on Bar
High Zone PaintBar
Laonw Fome: PaintBar
Aome ™ Siystern Ruange Patterns PaimeBar
Range Ratin Separate Floy
Aeme 1* Systerm Spread Separate Ploa
Avine B Sysiem Ructungle L dvacs: oo C hart
I Mo W Syt | Regressiom € orvee Lanwe om C Tt |

Sone Mkt S | Blaber Basdel Wesn winn [
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14 A Trading Model

Given a set of trading systems, we constmct 8 framework for trading them
within the context of an overall portfolio, This Trading MModel hag three main
Ccomponents:

a Potfolio
A Systems
a Trade Manager

The Ferffodio 1= 8 dynamic set of trading, positions, a5 shown in Figore L1 Tt
specifies the nnform money management criteria, passng them to each ofthe
Systems. The Sysfens enter trades, crealing, positions based on the equily and
position-sizing model. As the Systems run, the Trade A famaper monitors profit
targets, stop losses, and holding periods, closing any positions that meet the
exil criteriz closed positions are sent Lo atrade log file for spreadshest analysis.

Sysleen 3

==
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Althongh not shown in the diagram, each system is designed with a specific sel
oftrading filters. The trader haeg the option of tuming the filters on or off to
compare filtered performance with unfiltered performance for benchmarking.

1.41 Portfolio

Cogts are associged with both the Portfolio and the Trade Manager. Portfolio
costs are jtems snch a5 your own salary, data and exchange fees, and other fixed
expenses such as sofiware subscriptions and news services. The trading cosls en-
compass commissions. alippage. and margininterest,

Cegpitel

Many traders unde restimate the initial trading capital and refum required to be
8 full4time trader. Iftrading is your profession, then running it a5 a business is
the only way to determine whether or not it will be a profitable endesvor, Tfthe
trader has no other source ofincome, then cost-of-diving expenses will have (o
be withdrawn from the frading account on & regnlar basis. A fulktime trader
starting ot should =21 aside at least sic monthe of living expenses and add these
expenses to the fived costs

The trader calculaies fixed costs on a monthly basis. Achieving consistent
jprofitability is difficull enough. =0 every cost muost be quantified. For the full-
time trader, the added expenses translate into requining a higher returm on capi-
tal. A trader with & S100,000 account who must pay several thousand dollams in
monihly expenses has sipnificant lmrdles to overcome, as shown below

To estimaie morthly rrading income, stam with Enown quanlities: equity,
portfolio costs, trading costs, and tax rate. Then, based on each trading system,
estimate the mumber oftrades per month and the amownt of capital that will be
allocated to each trade. Determine how many positions will be maintained si-
mltaneowaly, and estimate how often the average position will be mrped over.
For example, ifthe averape holding period is three days, and the portifolio has
fiour positions & any one time, then the estimated number oftrades per month
is 22 X (4 / 3)= 29, assuming (wenty-two trading days per month.

Table 13 shows the expected monthly income for a trading account with
F100,000, The fixed cost= are 1000 per month, snd the commissions &nd shp-
page per round triptotal $200. The number oftrades per month is estimated at
30, and 50% of equily is allocated to each rade, implying a two-day holding
peried. The doellar amount per trade can either be calculated from actual trading
records or extracted from a histerical performance reporl. For example, the av
erage Acme trade (win & loss) based on a hypothetical $50.000 allocation per
hade is sbout $425 per irade. Usng the table a5 8 goide, 2 tader in the 30" fax
bracket could theoreficslly earm & monthly returm of  sppromimstely 4 95%
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The other way to derive the average trade amount is to start with the percentage
retum per trade or 8 peomettic mean’ [35. 36]. In Table 13, 1o compute the
Average % Per Trade, multiply the Equity by the %o Allocation per pogition,
then muliiply by the *o Refwn Per Trade, and finally subiract the Trade Cost
foommizsions and shippage). The Met Income is the Monthly Gross minus
Taxes minus the Portfolio CosL

Tablel.3. Expecied Monihly Income

Equiry 100000 | # Trades 20
Portfolic Cost 1000 | % Allocation 5P
Trade Cost 204 Tax Rate 03 |
| |
%o Keduwrn Average 5 Mol
Fer Trode Fer Trade | Monthle Gross | Tows | Mt fwcome | “sRefurn
(.50Fa 30 1000 300 =300 <0300 |
075 175 3500 L1050 1450 L4%a :
LOPa 300 G000 180 3200 3.2
L2%s 435 8500 2550 4950 4,850 :
150Fs 550 11000 3300 G0 6. W0 I
1.75% 675 L3500 050 B50 R450
200% 8OO Lesany 80 D200 10,30 :
Fixed Costs

To receive real1ime quoles, a rrader musl conples exchange ngteenmm‘ and
pay monthly fees for the data feed. Standard trading tools are typically bundled
by & direct access broker so that the trader pays one monthly fee for & certain
level of service. In many cases, the morthly fee will be waived or rebated based
o the number oftrades; the credit is usoally applied the first week of the fol-
Iowwing momnth to your account,

Yl geomeern iean is & watlensabeal ieva ior dess silsag the grosrh per inade

* Wi e Dianiges = ehBiaspan do Db inn frefo e sl g prede ol tagless 1 senesally, o o
e wemaw il |I it IIn- avimdlm hlllH Hng 1w Bmey dia 1‘ I'I--‘lllll'_ LLIE] Ill Il.l. wel Ill'l A0 .-,
Wl oo onmn @ e ten wwuile e v b e o sk ctmal sl nler aasl oy o
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[fyour trade volume is vary high then negotiate with the broker for a lower
commisgion rate, Commissions shonld be no grester than one cent per share, or
$10 per 1000 shares. Other fixed costs are:

& Techmicsl analyms software,
8 Redtime news pources gnch Bloomberg or Dow Jones, and
& Subscnoptions to advisory services and other publications.

Drepending wpon the requirements of the trading systems, morthly costs will
wary from as lile as several hundred dollars o several thousand dollas. Paying
more for advanced trading tools sach &5 stock screeners {eg., FistAlerd) and
gErvices (e.£., 8 Eloomberg terminal) mayhe wonth the additional cost, Software
cosls can be expensive and hoave a significant impact on the bomom ling for
smaller acconnts (review Table 1.3)

A fewrgin

Think of margin 25 a length of rope, and recall the wall-known idiom about
hanging. The typical investor with & brokemge scommt gets 21 mangin. and the
pattern day trader gets 41 intraday margin. The question & whether of nod &
trader with a great system should use margin. Firdd, frame the question in terms
ofnsk &5 a percentage ofequity, i.e., how much one 15 willing to lose on a single
trade. Suppose the trader has a 100,000 sccount &nd 1= willing to lose o more
than 2% of equity on any single position. The maximum loss per trade is 52,000

Mow, soppose the trader wants to leverage the position on 2:1 margin. The
position gize is donbled bui the percent risk is =till 2%o. Ifthe trader has designed
A =top loss based on this dak value, then positions will be stopped out more often
hecanse the maximum loss per trade has not been adjusted to reflect the donbled
gize of the position. To maintain the efficacy of the system, the trader would
hawve to increase the percent rigk to 4%, thereby increaging the maximuom loss per
trade to 54,000, This change affects the inteprity ofthe portfolio, s its past and
fithwe performmance may not be able (o bear 4% rgk on every ade.

Retarning, to the great system, suppose the maximuom loss of our system has
been 1.5% ofequity for a series ofseveral hundred trades, and the percent risk is
initially et to 2%, Given that the maxiomm loss has been onty 1.5% ofequity
it with no sssurance & to fure performance), the trader may decide to u=e
margin in our theoretical account of$100,000. The formulais

Margin = Bquity X (Risk %o / Aavimam Loss 72) (11

In our example, the trader’s margin would be 100,000 X (2 7 1.5 = 5133333,

The expected highest loss would be $133,333 X 1.5 = 52,000, or 2% of equity.
Before wsing margin, however, be skeptical of the highest percentage loss

nuinberandthink of scenarioswhere thatnumbercouldbeexceeded [30]. Fur-
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ther, do not use margin on 4 system with limited historical dats or 8 short back
lesting, petiod (eg., a relatively new issoe of instroment). Finally, examine the
maximum consecuiive losers to determine whether or not the sysfem has an ex-
ceptional losing string.

Position Sizing

Position size for all ofthe Acme Trading Systems is caloulated from the models
described in Tharp's book Trade Yeir Wy o Financiad Freeden [M]. The sizing
models are as follows:

a Egual Value Units Model
a  Percent Risk Model
a  Percent Volatility hModel

The Equal Value Units Model is simple. Allocate a fixed percentage of equity o
each position in the portfolio, For example, ifaccomnt equity of $100,000 i= to
be =pread equally among 4 positions, then 25,000 is allocated to cach positicn,
repardless of price. IFStock & is trading &t a price of 10, then Stock A% position
gize is 25000 [ 10 = 2500 shares. If Stock B 15 trading af a price of 25, then the
position size of Stock B 1= 25000 [ 25 = 1000 shares, The problem with this
muodel is that it does pot comsider volatility in the equation, so Stock A may have
amuch greater impact on the portfolio than Stock B, orvice versa,

The Percent Risk Model is based on the nmximuin number of units (eg.,
poinis for stocks) one is willing to lose on any single trade, The formulais

Position Size = Equity X Risk ®s  RiskUnits (12)
For example, if Equty is 2100000 apd the Risk Percentage iz 2%, then the
trader mey decide that a two-point stop loss 1= appropriate. The position size in
thi= case is 100,000 X 02 / 2= 1000 shares, As s practical consderation. the
trader must sclect an appropriate stop loss per stock and pot apply the same
vahue universally to a portfolio of stocks. The weakness ofthis model is that it is
unit-based and not percentapge-tased. Instead, the stop loss value should be de-
rived from a standard percentage loss such &5 4% S6ll, cven the nse of & fixed
percentage is not optimsl,

The Percent Vielatility Model 15 the default model for the Acme systems. It
is the only mode] to stapdandize across volatility. The difference between this
modlel andthe Percent RiskModel isthe calculation ofthe Average Troe Range
{ATE) denominator. This model adjusts to the inherent volatility of each stock
because it uses the ATE, in contrast to the Percent Risk Model where the trader
selects risk. The formula is:

Fomnos Fioe = Sgeay X frsx %o ! ATE (1.3}
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For example, suppose a trading account has 3100,000, and the trader wishes to
lose no more than 2% on any one trade, Ifthe stack= ATR is two points, then
the number ofshares is 100,000 3 02 = 2000 ¢ 2 = 1000 sharcs, Ifthe ATR is
fiou points, then the number of shares is 2000 £ 4, or 500 shares. As volatility
incresses, the momber ofshares decreascs,

Example 1.1. Function AemeGetShires

{Iitttttttl#iiilnltilil+i+‘ b ko LLLE L Sapbhid ek

AceeGetShares: Calculate the number of shares based on nsk rodel

RiskModel = 1, Equal Value Units Model
RiskModel = 2, Percent Risk Model
RiskModel = 3, Pﬂn:n'l‘t Violatility Model

Trputs:
el
{BupeTic),

KiskPercent(Numeric),
RiskUnits(Numeric);

Variables:
Minimunshazes{2oo),
RiskShares {0},
ERP{D.0),
Length{20);

ERF = Equity * RiskPercent ¢ 200;

If RiskModel = 1 and Close » © Then
RiskShares = Maxlist{MirimumShares,
100 * IntPortion{Equity / (100 * Close)));

If RiskModel = 2 and FiskUnits > O Then
FiskShares = BaxList{MinimumShares,
100 * IntPortion(ERP / (200 = RiskUnits))):

1 RiskModel = 3 and Volatility{length) » 0 Then
RiskShares = Maxlist{MinimunShares,
100 * IntPortion(ERP / {100 * Volatility{length))));

AceebetShates = RiskShares;
Each of the position sizing models is encoded in & common fundion et can be

called by all of the tradine sysiems in the porifolio. The demeGeShares function’
shown in Example 1.1 iswritten in Easy Lansnaze; it caloulates the position size

N | ||l 1 il e FaFE i Dz s wuy e somle go legsal asig ibs W i Do 14 il il Beeildin L Iulll
ol Iimm
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baged on the equity apd the selected position-sizing model. The pumber of
ghares 12 calcutated and retumed to the trading svstem calling the fonction.

By standardizing the number of shares traded across all equities, 1=k is
spread evenly across the entire portfolie. Thos, the AcmeGetShares function is
called by evary trading svstem in the potflic. An EasvLanguage example of
calling the function is shown below in Example 1.2

Example L2 Calling the dcmeCefShares Function

Inputs:
Equity(100000),
FiskModel{3), {Percent Volatility Model}
RiskParcent{2.0),
RiskATR{1.0); {Applies only to Percent Risk Model}

{Calrulate shares based on risk model}
N = hemeGetShares{Equity, RiskModel, RiskPercent, RiskATR);
Buy N Shares;

1.4.2 Trade Manager

The Trade Manager 1s like an octopus; it is the brain of a trading operation with
its arms in everv trade. The trader must decide whether or not to use stop or
limit orders, fouse profit tangets or not, how to implement stop losses, snd how
long to hold a position

LAST-Daily 03042007 Mov Awg 1 line{Close,50.6) 49088

I"ﬂ.tll‘lr .2 Viraial 4w
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The Trade Manager halps the trader with visual cues, showing the action points
ofthe trade. Knowing the profit tagets and stop losses & prion gives a trader
comfidence and reinforces digcipline when exiting a trade. Figure 1.2 shows an
example ofthese vismal cues.

Improper settings can fum 8 winning trading svstem into & losing one; the
strength of a trading svetem depends not only on its design but &lso on & balance
between the maximum profit potentisl of 8 position and the holding period.
For example, if the distnbution of trades shows that the averape retum of a
winning trade 18 2% in two tradimg davs and 2 5% in three trading days, then the
trader should be taking profite after two days [32].

The trader should go through the exercise of expenmenting with and with-
ot profit targets, testing different holding periods, and adjusting entrv and exil
parameters. For example, the trader may decide not to enter long positions one
tick above the previons da's high bt instesd wait fora little more confimmation
hased on a percentage ofthe avermge e mange, e.g., 2% ofthe ATR

MNaming Converdion

Each of the Acme Trading Syslems has a designated letter (SystemiT)) that is
part ofthe naming convention for trading signals. Each signal name containg a
two-letter identifier contaiping the order tvpe. Long (L) or Short (8) combined
with either Entrv (E) or Exit {(X). Entries have a SystemlID, and exit signals
have an wdentifier appended to the order tepe specifiaing either a profit targed
of a stop loss. An example of an eptry is Leme SE M, &n Acme M ghort signal.
An example of an exit is L5H, a multi-day profit target for a long entrv. Refer
to Table 14 for the list of qualifiers vsed in & signal name.

Tahle 14. Signal Qualifiers

Deescription

Long Entry

Laomy Exit

Short Entry

Short Exit

Daily Profit Targe
Peluabei=1 By Peofic Tarper
Storgs Lavss

= B 8RE|e
g
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Trade Enfry

Except for the Acme I' aystem, all ofthe Acme Trading Systems enter trades
on stop orders. Typical swing trading systems will enter long trades on & break
ofthe previons da's high plus one tick and enter short trades on 8 break of the
previous day's low minuns one tick. Because a previous day's high or low tends to
be tested, each Acme sysiem adds or subtracts a percentage ofthe ATE for lomg
and short entries. respectively. This percentage gives the trader further confir-
mation on entries and prevents s trade from being prematurely stopped out on
Exila.

For trade entries, the percentage ofthe ATR 15 known as the EmiryFaciorn, a
parameter common to &1 of the systems, The default EntnyFactor is .25, For
examyple, ifthe ATR of a stock is 16 and the EntryFactor is 025, then a long
trade will be enfered ifthe previons day’s high is exceeded by 16 X 025 =04,
and a shoit will be entered cnly ifthe previons day's low is exceeded by (4. The
Meme systems use the ATR a5 a standard for trade entry, trade exit, position siz-
ing. and for other mnge caloutations (=ee Table 151

Table 1.5, Acne Svdem Entrv Stops

Systern | Buy Stop Shart Stap

Acme F | High + (EntiyFactor * ATR)
Acme M | High + (EnmyFacror * ATH)
Acme M | High + (EnmyFactor * ATE)

Lo — | EntryFactor * ATH)
Low — {EntryFacror * ATR)
Low — (EntryFactor * ATE)

Acme P | na, LER
Acre R | RectangheHigh + (EntnyFacror * ATR) | RectangleLow — (EngryFactos * ATR)
Acme V| Close + (EntryFecior* ATH) n.a.

The chan in Figure 1.3 shows an example of 8 long W entry =top. A horzomal
line is placed ahove the high ofthe barpdu the percentage ofthe ATR. Omn the
following day, ifthe price reaches that line, then a buy order is triggered. What
ifthe stock gaps open above the buy stop the following ds? The answer de-
pends on the =ize ofthe gap and the level ofthe stop relative to the price pattern
the past few bara.

Let's examing the definitien of a gap more closely. & gap reflects some news
in the market, the sector, or the stock itzelf. There may be no news #t all, which
mskes the gap even more significant. The key to understanding gaps is that the
pap price is the price what happens after the gap is the trader’s aclion peint.
The trader may want to define &n entry condition on an intraday chart, i.e., set &
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stop sbove or below the first fiveaminute bar, Expenment with different chart
intervals to find the best intraday interval for gap continnations.

The code for the Acme Trading Systems does pol filter paps for jls entries,
o the detriment of each system'’s performance. Although EasyLangnape can
reference the open of tomorrow's bar, the end-of-day scanner cannot generate
glerts for the next day becanse ofthe unknown open. The code van be changed
io restrict gap eniries by nsing stop limit orders; otherwise, just ignore gaps that
exceed 8 certam percemtage ofthe ATR.

Figure 1.3, Trade Entry
_1
I Trade Exit

The Acme Trade Manager de fines three critenia for exiting trades;
- Stop Loss
Single-Bar Profit Tasget
= Multi-Bar Profit Tamget
Together, the EdiFactor, a percertage of the ATE, and the total pumber of
Stoplars defermine a trade's stop loss point. The ExitFactor is similar o the
EntrvFactor becanse it ig used ag an offset in the stop order. The number of

StopEars indicates how many bare to consider when calonlsting the stop lose,
The Trade Manager calculates the lowest low of the last StopBars bare for long
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exits and the highest high ofthe last StopBars bars fior short exits. Thus, the
EasylLanguage code forlong exit stops is:

BellSiop = Lowesd (Tovr, StopBais) - (Bl Fechor 3LATR) {1.4)
Similary, the code for short exit stope is:
CoverSiop = Highest (High, SiopRars} + (ExitFartor ¥ ATR) (1.5)

The Profit Targets are percentages of the ATR determmned by FrofitFactor. The
Trade Manaper defines two types of profil targets, a simgle-bar target and a
milii-Far favget. The single-bar target Jooks for s wide-range move on any given
bar, and the multi-bar tamget looks for 8 wide-range move mumbtiphed over a
range of bars. The EasyvLanguape code for the single-bar profit tanget fior a long
position follows:

SellTargei] = High + {ProfitPactor ¥ ATR) (L)
The singhe-bar profit targel for a short position is
CoverTarper!] = Low = (ProfitFocror X ATE) (LT}

The defanlt ProfitFactor is 0.%; the Trade Manager expects almost a full ATR
move in the trade’s directiom, When A sell target is reached using 8 limit order,
then halfofthe position is exited.

The mlii-bar profit tagget 15 a double ProfatFactor move over half of the
holding period {the vanable Profitfars). For example. ifthe holding period is
five dayg, then the sefl target is 2 X 0.9 = 18P ofthe ATR in three days. The
code for the multi-bar profit target for a long posilion follows:

SeliTargei2 = High [FrofitBars] + (2 X ProfitFactor Y. ATE) (1.8
The multi-bar profit tagget for a short position is
CoverTarpet? = Low [ProfitBars] - (2 X FrofitFaoor X ATR) {1.9)

The complere code for the Acme Trade Mamager is shown in Example 1.3
Example 1.3. Signal ey Trade Manaper

P
L

.[ +4 4 4
Acre Trade Manager: Set stops and profit targets

ey
EE L s =

Inputs:
SystesI0(""},
{Position Managesent Parameters)
ExitFactor{0.25),
StopBars(1),
Frn{.‘ul'largeiihw}.
Profiliactondn.g),
LI 0 LR
Il avpet (Lo )

r-
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{Trade ¥
LogTrades{False),
LogFile{ “Orders. txt™);

Variables:

ATR{0.0),
ATRLength{20),
ATRFacter(0.0),
FrofitBars{o),
Sellstop({o.0),
5211Target l:h[lg..
SellTarget2{0.0),
CoverStop(0.0),
CoverTargeti(o.o),
CoverTarget2{o.0);

ATR = Volatility(ATRLength);
ATEFactor = ProfitFactor # ATR;
ProfitBars = IntPortion{HoldBars/2) + 1;

SellStop = Lowsst{low, StopBars) - (ExitFactor * ATR);

Eui&ﬁ{"kne LX-") Wext Baw at SellStop Stop;

If tTarget Then Begin
SellTarget1 = High + ATBFactor;
Exitlong(“fome LX+™) CurrentContracts/2 Shares Mext Bar at
SellTargeta Limit;
SellTarget? = High|ProfitBars] + (i * ATRFactor);
ExitLong(“Acome LX++") CurrentContracts/2 Shares Mext Bar at
SellTarget2 Limit;

End;

If BarsSincefntry »= HoldBars - 1 Then
Exitleng{"Acee LX™) Kext Bar on Open;

CoverStop = Highest{High, StopBars) + (BwitFactor * ATR);
EwitShort{“fcme 5%-*) Mext Bar at CoverStop Stop;
If ProfitTarget Then Begin
CoverTarget1 = Low - ATRFactor;
ExitShort ("Acme S¥+") CurrentContracts/2 Shares Mext Bar at
CoverTargetl Limit;
CoverTarget? - Iw[l’mﬂthnl - {2 * ATRFactor);
ExitShort{“Acme SK#+") Cuzrentlontracts/2 Shares Mext Bar at
CoverTarget2 Limit;
End;
If Barsiincefniry »= HoldBars - 1 Then
ExitShort{“Acme SX") Next Bar on Open;

{Oraw Exit Targets on the Chart)
Lf DrawTargets Then
If MarketPosition - 1 Then
Toeditiont - Aomel il Targets(Sy<tenlD, Scl]%top,
Sl Tapgel 1, Sl Virgel 2}
1l 11 Maikbel e il e [ LR
ol l gid Bl ol Dapgee b s g el © et R,
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CoverTargetl, CoverTarget2);

{Log Trades for Spreadshest Export)
Conditicn = AcmelLogTrades({LogTrades, LogFile, SystemiD),

Figure 14 shows an example of the profit target snd stop Joss levels nsing the
fupction AcmefrdiTargeis. Thiz function draws hodzomal price levels on the
chart to display the stop loss and profit tangets. The stop loss 18 denoted by LY -,
and the multi-bar profit target i= denoted by LX ++ The multi-bar profit target i=
similar to Crarvas’s box theory [7] where stock prices move upwards in a senes
ofstacked boxes with defined ranges.

rﬂlﬂ
E7.505
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Fignre 1.4. Trade Exit

The trader may wish o change the Trade Manager to implement dfferent stop
losg and profit target strategies, eg., et 8 long trade on the close ifthe close is
beloww the open. By changing the Trade Manager, each of the Acme stralegies
can be tested with varions trade exil techmigoes. One sugpestion for changing
ihe Trade hianager is to use diffevent profit factors for the single-bar tagged and
the muli-bar targer. For example, the trader may want a L2-ATE move in one
day and a 2.0-ATE move in two days.

Holding Period

In the Trade Manager, the trailer has the option ofturning off profit targets to
depend only on the holding period. When selecting & holding period, the trader
wante fo maximize the deployment of capital before the 1aw of diminishing re-
turne takes hold, i.e., how fast can the trades be tmed over withont sacrificing
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profif factor. The trader may wish to optimize the HofdBars parameter over a
portfolio ofatodks to determine the optimum holding period.

Many swing-trading techniques have holding penods of three to five days.
Tmylor defined a cycle of three days with each day representing 8 Buying Day, a
Selling Day, and a Shot Sell day [33). The cycles vary according to sector
techmology stocks have short opcles of two to three days, while oyclical stock=
have oycles lasting up to thirty days. An example of a 30-day oyele is the retail
seclor, Where same-store sales data are released the first week ofevery month.

14.3 The Trading System

Ho Far, we have bult an infrastmocture for the core ofthe Trading Model, BNow,
we want to focus on the trading system it=elf Az an anabogy, think ofthe Trad-
ing Model as the car and the Trading Systemis) a5 the engine. Ifthe engine is
broken, then the caris not going to move, Unless the systems have an edge, the
Portfclio is going to stay in Park.

Trading, sysiem design 15 difficult becanse a trader has to overoome reljance
on canned technics! analys=is-some poftware packages make it too easy to plug
inamoving average crossover system of a channel breakout system. By tweaking
jparameters, a frader trieg to get resnlis that he or she wants, a dangerons form of
human optimizstion, The main issne i= that amy system can appear profitable in
& narrowly defined time frame or on & narmowly defined portfolio The key to
any Irading #ystem is (o Jook for congsistent profitability acroes awide range of
stocks and markeis over long perieds oftime. Thejob ofback jesting is essential
to pood system design [30].

The first question a trader must ask ahout a known trading system 18 "Ifthe
system is so good, then why is it poblished?™ The answer is that the system may
be a decent trading systemn, but cerfainly no one in his or her fight mind would
give away 8 great trading system. Obwviously, | great system has to be traded, not
poldl. This question even applies to the trading systems in thie book, Each ofthe
Acme systems has a historical edge and a decent profit factor, Tt the best trad-
ing systems are in the hands ofthe people making money with them. We have
enhanced the Acme systems as & departure point for systems with better profit
factors, Ifa trader designs & system with a profit factor of 2.0, then he or ghe will
be motivated to make the system even beuer through a process ofiteration.

S0 how does one desipn atrading system? Without hesitation, we claim that
the best systems result from & combination ofmarket observation and total im-
mersion in technical analyais. The wisdom acquired through reading, studving,
anabyzing, and observing leads to an explosion of creativity-simple concepte are
combined to creale a grest trading svelem or technique. A treder soon discovers
that  thebespyerems  are el powss
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The professional trader expericnces bregkthrongh momems when a1l ofthe dis-
parate technical elements that have been floating around in one's mind for years
synthesize to produce inspired, origingl techmiques., Some traders get there
faster than others. but cne day the trader realizes that money can be pulled ont
ofthe marke consistenthy. Once the trader gets to that point, @l ofthe externat
noise is eliminated. He or she stops going to chat rooms, tums offthe television.
and cancels all spbecriptions. Ultinwmately, the parsuit is just pore tadine

Design

The design of a snccessful trading system i=s based on & discovery that yields |
slatistical edge. We find an edge through mumber cronching, wol from design-
ing around technical indicators. The objective is 1o find recuning pamerns in
daily, weekly, or even intraday data, The process is iterative and painstaking, 8
cognitive panning, for gold,

The best systems alternale winning streaks with relatively flal periods of
drawdown. Look for consistency across parameter sets and across time frames,
and exploit 8= much historcal data s possible. Experiment with combinations
ofprofit targets and stop losses [30]. For example, ifthe profit target is 1.5 times
the ATE and the stop loss is L0 times the ATRE, determine the winning per-
centage and then chant the trade distribution like a probability enive as shown in
Figure 15 Flot the pumber of trades on the Y-axis and the perceniage refurn
on the X-axis. Repeat this exercise for rskimeward ratios of 111, 172, and 13,
The rade distribution plot should resemble 8 normal corve that 15 shifted to the
nght with a peak in profitable trades to the feht ofzero.

Profit Frequencies
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As discussed, Average True Range (ATR) is the standard for sl Acme trading
systems. Entry and exit points are percentages of the ATE. Consequoently,
profit targets and stop losses must be adjosted to the appropriate time frame.
For example, ifthe ATR of a stock is two points, then the profit target for a
three-day holding period may be twice the ATE. The multiplier of the ATE for
a profit target is a constant that is adjusted to the holding, period.

Simitarty, the multiplier of the ATR for a stop loss is also a copstant. For the
day trader nsing a five-mimite chart and a holding period of several hours. the
profit multiplier may be 0.5 times the ATR and the stop multiplier may be 0.3
times the ATE. Day trading and systems rading are not nutnally exchesive, as
one might be led to believe.

Ower time, the professiongl realizes that trading is 8 game of satistics and
probabality [12]. Traditionally, most trading books have focused on entry and
exil points, eg., 8 one-point stop loss or a 2% stop loes When designing a
trading system, =tart with the posl of finding & strategy that is profitable 50f
ofthe time, but the ratio ofthe sverage win to the sverage loss is 1.

The winning, percentage changes as the rskireward parameters are adjusted.
In general the lower the risk. the lower the winning, percenfape will be. Tight-
ening A Stop reduces the rumber ofwinmers but reduces risk & well, In contrast,
loosening 8 stop increascs the number of winners but incresses nsk. Trading 13
an equation-all parameters must be balanced to find the optinml stop loss set-
lings and profit taceets. The trader must adjust the parameters to fit his or her
1igk profile. A higher winning percentage may feel more comfiorable, an the
trader may be sacrificing profit forcom fort.

Rules

Adfter a system has been desipned, the entry and exit miles must be defined. Each
Acme trading system conformes to & standard format with miles for both long
amnd short positions, as shown in Table 16

Talle 1.6, System Rules

Ruie Bescription

Long Eoery | Define buy setup conditions and buy order
Vavmg Bt Dehine =cll conditioms and sell grder
Showt Eatry | Deline st sale sctup cotmBitions aiml sell shoet order

St FEwit | Belinae vomici evmmbitionns saml eorver sndia
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1.4.4 Trade Filters

The trader now has the decision of apphing made filters to the system. Depend-
ing wpon the design of the syslem, certain fillers are more relevant than others
For example, ong of the swing trading systems, Acme B, is the only one nsing
the ADX. Since M is a pullback system, the performance is directly proportional
to the minmum price, histoncal volatility, and ATX. The higher these vales
are sel, the better the results will be [4] In contrast, the Acme B system iz based
on the rectangle, a consolidation pattern where a higher ADX does not improve
overdll performance,

Table 1.7 shows the filters for each trading system The Acme P system is
the only system that does nof vse trade filiers, but a volafility filter could be
applied to it. Each system was tested on all of the rade filtersthe ones tha
improved testing results were kept, while the others were discardad; however,
there may be other filiers thai could further improve performance.

Table1.7. Acme Trade Filiers

dystem | ATR | MA | MP | BV | NR | A0 | DT
F i *d
M - >
N o I I Y It
P
B =
v el b=

ATR  Avemge Tree Range

Ard Moving Averase

AEF Blndimumn Price

" Historical Wolatility

NE  Mamow Range

Ay Aversme Directional [ndex
DA Directional Bowenent Tibex

The mosl interesting comparison oftrade flters was the difference between the
Moving Average filter and the Directional Movement Index filler. Some swing
traders use the DI to determing whether a stock i= in an up trend or a down-
trend. Overall, the performance of the moving average- filier (above or below the
averagel wae hetter thm the DI filter (positive or negative DMI ratiol The
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Acme W system nees the moving averape filter as an alternative to the DML A
combination of the haA and DMI filiers would forther improae performance
bt reduce the pumber of Egnals.

The trade filters are gromped into two categories: price filters and technical
filiers. The ATE, MP, and NE filters are price filters derved from a stock's
trading price amd range for the corrent bar. The MaA, HV, ADX. and DI fil-
ters are technical filiers based on histoncal price calculations The trader 1= free
to modify the code to add other filters

Moite that the FiltersCwm parameter is an inpon parameter 1o each ofthe Acme
syslems. By tuming this parameter on of Off, the trader can compare the pei-
formance ofthe raw system versus the filtered one.

Average Trie Range (A TE)

The range of a bar 15 the difference between its high vale and low value The
True Reoipe factors in any gap between the oumrent bar and the previous bar, If
the cument bars high 1= Jower than the previous bar's close, then the ATR calou-
lation uses the previous bao's close as the Tree High becanse of the pap down. If
the current bar's low is higher than the previons bar's close, then s gap up has
oecurred, and the previous bar's low is the Trie Low, Thuos, the Tme Range is
the difference between the Tme High and the Tre Low. Finaly, the dverage
Trye Range i= the averape ofthe Troe Range over a range of bars, eg., Iwenty as
shown in Fignre 16
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Aoveraze Tme Range 15 8 megsnme of volatility, One might assume that s hegher
ATE imphies a more volatile stock. but while ATE is & good vmtial wolatility
screen, a beiter screen is to divide the ATR into the stock price. So, if Stock &
has an ATE of two and a price of 50, and Stock B has an ATE oftwo and a
price of 40, then Stock A has & Volatility Percentage (VP) of 2 1 50 = 4%, and
Stock B hag a VP of 2 40 = 5% Consequently, Stock B iz more volatile,

Fortumately, even after stock jprices comverted from fractjonal to decineal in
2001, many stocks continme to have larpe daily ranges. In 1995, the ATE: ofthe
popular companies to trade {(Sun Microsystems, 3Com, and Applied Materials)
ranged in the vicinity ofthree to four points. In 1999, many Masdaq stocks had
double-digit ATRs, some ofwhich are shown here:

- Redback Metworks (BB AK:Masdaq): 16
- Yahoo (YHOO:Nasdaq): 11

- eBay (EB AY Nasdaq): 11

- Copper Mountain (CMTH WNasdagqy: 9
- CMGL Inc. (CMGLNasdag): &

Cmly three vears later, we #ill find it difficult to believe that stocks were having
daily ten-point swings. Since the heady dayas of 199%, the ATR ofthe typical
momentum stock hag declined to two or three points again as ofthis witing in
early 3002,

Movimg Average FALL)

Much oftechnical analysis is salf-folfilling. The professional trader’s job 13 to
walch what other traders are walching. Becanse the 50-day moving average
iRAS0YE 20 clossly monitored, sipnals that ocour here showld be more profit-
Al ]:ner-:em:@ﬁ-wise?. The general principle is that a stock in an up trend tenpds
to pull back to the M A S0 as a support level {Fignre 1.7). In comtrast, A stockina
downitremd will pull up to the MASOas a resistance level {Figure 1.8)

The Acme F, I, and V' systems use (he 50-day movinge averape as a rade
filter. The miler are simple. Iftrade fillemng i om, then along eniry is allowed
ifthe stock iz trading above its MASD, Similarlty, 8 short entry is sllowed only if
the stock is below its MASD Becanse ofits importance, the moving average is a
patiern qualifier for the Acme M System. Ii alerts the trader to a siock near its
sverage by placing the letter =A™ ahove and balow the bar,

Technicians use the 50-day MA to take positions on either side ofthe line.
Ifa steck in & long uptrénd breale down below the average, then a rader goes
ghort. Ifa swock in a long downirend breaks above the average, then the crader
goes long. Ar with any strategy in the market, however, nothing is ever that

W ilwe evavpmmam t s 1ﬂl p i -lll [TRTY] ‘ l'- [T

14 A Trading Modsl XA

gimple. The MASD gets penetrated ofien in either direction. and the prevailing
Tong-term trend usmally wins out,

LAST-Diaily 11205 Mow Beg 1l [Clode S00) 32 047
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Figurel.7. Long Eniry at 50-day MMoving Average

The best way to determine whether or not the trend has changed is to use an
ATE factor for confirmation. To confirm an uptrend, do not go long wntil the
jrice exceeds one ATE above the averape. Likewise, for a downtrend, do not go
short until the price falls ome ATE below the averagze.

LAST Daty 04/TNZ001 Mow A 1 WneiClonn 5000 18.871
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Minwmn Price (MP)

The conventional wisdom is that the professionals ignore stocks that trade for
less than 320 per share. The problem is that a minimum price screen filters o
many volatile stocks, while less volatile high-priced stocks pass the minimmm
price =creen. For example, if Stock A i= trading at $60 and has an ATE of 1.5
and Stock B is trading at 810 with an ATR of 12, a screen bazed on a minimmm
ATER of 15 eliminates the more volatile Sock B. To compare the volatility of
the two stocks. we divide the ATR by the stock price to caloilate the Volatility
Percentage. For Stock A, the VPis 15 { 60 = 2.5%. In contrast, the VP for
Sock B is 12 f 10 = 1207 A wvolalility measure is a better trade filter than
Mindmum Price, althowgh using both is an even betier trade filter.

For low-priced stocks, screen for both volatility snd Liquidity, At the ime of
the chart in Figure 1.9, Ariba had a 20-day Volatility” of over 15 and traded
under 10 per share. Further, the stock traded an average of several million
ghares per day. A= a result, the stock passed the filtering process and had two
trades dumng this period with gains of approcanstely 200, For the trader start-
ing ont with a emaller stake, these volatile, low-priced stocks are a logical choice.

LASTDafy BSOUZ001 Miow Awg 1 Ine BT6T Acme Rectangle  Acme A Sirateghes

Figure 1.2, Ariba Low-FPriced Stock Examp e
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A trader wants the three Vi volatibity. volume. and a small vig’ [21]. Volatility
creates the opportunity to go long or go short, volume provides the Liquidity to
get in and out ofthe position. and the small vig limits the amount of money that
lamnds inthe pocket of the market maker or specilist.

Historical Volatflity (HV)

Each stock has Historical Velailiy (HV). It is an annualized percentage that
measures the standard deviation ofa stock’s price chanpes over a petiod of time,
eg., the percentage change of today's close compared 1o yestendays close for
the last thiny dms. The histonicsl wolatility caloulation assumes that stock prices
fall in a lognormal distribution and is derived acconding to the Black-Scholes
opticms model [5].

Example 1.4. Function Aene Felatility

aaaaaaaaaa e 3 ok TILILEL, e e e ik
e T’ " ki o

* hot ¥ ¥
AcmeVolatility: Calculate the annualized historic wolatility

l-.m:;ﬁr[hmic};

variables:
DaysInvear(365),
DaysInMonth{30),
Days Inbleck(7],
TimeFactor{o.0);

Acme¥olatility = 0;

If Close » © and Close[1] > © Then Begin
If DataCospression »= 2 and DataCospression < § Then Begin

If DataConpression = 2 Then (Daily}
TimeFactor = DaysinVear

Else Tf DataCospression = 3 Then [Weekly)
TiseFactor = Daysinvear / Daysinkeek

Else If DataCompression = 4 Then {Monthly}
Timefacter = DaysIn¥ear / DaysInMonth;

BcmeVolatility = StdDev{lop{Close / Close[1]). Length) =
SquareRoot {TimeFactor);
End;
End;

% ‘L"ur ve iy Aalwin yonpwsm T w0 g, the Biveal iaiala o 1= w it e el the gl dpjuesinml IELRLE h'l
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The EasyLangmage code for calculating HV i= shown in Example 14 The HY
can be calolated for daily, weekly, or monthly chans. Depending on the chas’s
time frame, the fanction caloulates a muliplier to determing the anmalized
HY. The HV calculation nses a sample bar range based on the inpul parameters
Length to extrapolate the anmatized volatility from the closing price changes for
the samjple period. The steps for calenlating the HY are as follows:

a Calcolate the TimeFactor based on the chan periodicity.

a Compute the standand deviation ofthe sample based on the matural
logerithm ofthe closing price percentages n=ing the last Length bars,

a2 DMMuliply the standard deviation by the TimeFactor to determine the
anmumlized HY.

For a daily chart. the TimeFactor is simply the number of days in the year. For a
weekly chart, it is the mumber of days in the year divided by the number of days
in a week. Historical volatilifies are measured over vanous petiods of time, but
the 30-day HY {HY30) is common inmany options models. TheHV 30 gives the
trader an estimate of a stock’s travel range. For example, a stock trading st 520
with an HY30 of 20% will have traded 20 3 0.2 = 4 points above and below the
current price approximataly 68%'" of the time during this period, based on a
normal distibution [29]. The HVy ofthe stock in Figue 11015 136, or 1363
which iz exiremely high.

12,000

Ha‘ggg

Figomree 100, | Do ol Vidaniloy

L Whows i) vimi Ui nmstninal |-|44nll-|'l||1. viipin , §ownanimlsial oo oy 0%

14 A Tradimg M odel 2

In general, we require a mininmim HY reading of 0.5 to filter ol pon-volatile
stocks, however, hipher readings are desirable The rrader should experiment
with varoms HY vahes to scope his or her nniverse of stocks, The TVolatiliy
Web gite at hitpeffwwrw nvolatility.com has the 30-day HV readings as well as
Tgplted Vokatility (TV) readings,

MNarrow Range (NR)

Crabel pioneered the use of MNarrow Range (ME) bars by assigning, them to
categories such as NR4 and NET [6]. For exanple, an NE4 bar is the bar with
the marrowest range of the 1ast four bars, Cther vafstions of narrew range bam
have gince been developed, combining them with inside days to produce other
patterns such as the IDVNEA day [3].

A marrow mange bar can also be defined by framdng its range in the contest of
the ATE. By definition, @ nammow range bar's mange mus be less than the ATR,
but the MR bar is gemerally defined bty a smaller percentage of the ATR. For
example, ifa gock's ATR is two, and the NR percentage is 60f o, then a barwith
arange of 2 X 0.6 = 12 or less would quoalify as an NE bar. An WE percentage
that ranges between ome-half and two-thirds of the ATRE 18 recommended as
the maximum value. a= shown in Fipue L1L
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Ifa trading system places a stop at of aronnd the previcns bar's high or low, then
the range of the bar dictares the size of the loss. Thos, an WE bar improves the
riskfreward ratio of the trade becmpse the loss is inherently imited to the narmow
range. Further, s namow mange day implics a greater-then-even probability that
awide range {(WE) day with a mnge greater than the ATE will occur the nest
day. A cluster of MR days means that the market is anficipating a major news
event, snch as 8 Fed meeting on interest rates or a key economic mmber,

Average Directional Index (ADX)

The ADX is simply a measure ofthe strength of a tremd and has been covered in
depth by other authors [3, 4] As a general rule, ifthe ADN is nising, then a
stock is trending stromgly-cither up or down, The ADX is nsed in combination
wilh the DMI for momentum trading systems. Although most systems use an
absohine vale of ADN (o assess a strong end (eg., a minimmim of 25 or 30|,
the ADX for a strong stock in & pullback will fall a= low a= 15 Thos, when
screening for trading candidates, comsider the ADX five or ten days ago dlong
wilh the corrent reading.

A characteristic of the ADX is thal a rising valne indicates a strenpthening,
trend. This i3 tme. but & stock develope a stromg. trend well before the AT re-
flects the movement ofthe stock, Geometric breskouts from along or short base
trigper sipnals much earlier. The stock in Figue 112 had a 307« mowve before
the 14-day ADX even reached 30 in late September,

l'lr_un' B2, Noonaps D oos o vmnal Dugbes
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Each technical indicator has its miche, however. As shown in Figore 1.12, high
ADX readings are usefiol for pulbacks {(dencted by P) in very strong trends. &
retracement of two or more bars is nsually intermpted by a resumption ofthe
prevailing, long-term trend.

Feturning to the example, a strong reversal begins in ealy Ocotober, and the
ADX doses pot resome rising until well imo the reversal. Thus, mearn the ADX as
& lagging indicator-the trader will benefit from shortening the stmdy length
from 14 to 7, especialby for short sales,

Divectional Movernent fndex (0D

The DI has 2 components: +DRAT amd -Dil, If-HDMT i=s greater tham DRI,
then the trend 15 up, and ifthe NI is greater than +DNT, then the trend is
down. Figure 113 shows a crossover of the two lines under the 50-day mowving,
average. Combined with 8 weakening ADN trend {the thick line), this cross-
over 15 typicelly 8 good shomting opportunity, and the same principle apphes to
lomg pogiticns initisted above the S0-tgy moving average,

In Figore 113, the DRI lines widen near the end ofthe chan (beginning of
March). When the spresd between the two vales is wide, 8 position should be
covered, In this case, the down tick in -DMIT cormesponding with the up tick in
+DMI is an opportunity to either cover a short position or go long.

LAST-Day ORDUINGE Moy Avg 1 linefClose, 50,0) 25,695
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1.5Performance

This section establishes some goidelines on evahmating trading system perform-
ance wsing the TradeStation Performance Reporl. For a thorough evaluation of
8 trading, system, refer to Stodsman's book Trodng Sesfems Thaet Work [30), As
the trader will discover, the key to any trading system 15 to anabyze it dronedones
in terms oflosing streaks and the size ofthe sverage losing trade. Based on these
data. we can catculaie the appropriate smonnt of capital to risk per trade.

Tale LB shows a sample performance repoit. The Total MNet Profit and
Percent profitable mumbers ame allunng. but the impomant number is the Profit
Factor: the number of dollars gained for each one lost. In this example, dividing,
the Gross Profit of $H7,00150 by the Gross Loss of 317478700 yields a
profit factor of 2.56.

Feviewing some other matics, the mtio of the sverage win to the svermpe Joss
is 8421700 divided by $23619% equats 1.7% The holding period ratio is the
averape number of barg in the winners (30) divided by the averape number of
bars in the losers (161 spproximately LES.

Table 18 TradeStation Stratcey Performancs Report — £ Sysbemn CrO Cr- 1 0 min

Total et Profit §272214.50  Cpenposition P E0000
Ciross Profi FH700l.50 GrossLoss (®174,757.00)
Total #oftrades 150 Percent profitsble SRR,

MHumberwinningtrades 105 Mumberlosinelrades 74

Larcestwinninetrade  $12,168.00 Larvest losipe rade  (35,280.00)
AverspeWinningtrade  $4217.00 Average losipe trade  (32,361.99)
Fatio avewin'gve loss L Ave trade (win & less)  §1,512.30

Max consec, Winners 7 Max consee, losers 5

Ave #hars InWinners £ ] Avetbarsinlosers 16
Pl intraday drawdown (521,993 .00)
Profit Factor 156 M #conbract=held 8,500

To assess the impact of draw down, multiply the largest losing rade (35, 280.00)
by the maximum conzecutive losers (5) to get $326,400,00, The actual maximum
dravidown (not shown in the table) was 319720000, The maximum intraday
drawdown of $21,993.00 occwrred when the system was shoit before a surprise
inferestratee ui sowearefortunatetohavethispriceshockintheresults,

L5 Performance 33

We look for montTHie-month consistency with any trading system, as shotn in
Table 15 Dray uaders should expea consistent weekly profitability. A swing
trader should expect occasional losing, weeks becanse the combination of time
framec and losing stresk makes it almost impossible to aveid a losing week, For
example, ifihe trader makes five trades a week and the maximum consecutive
losers i= four, then the odds of a losing week are highly probable. Comrpare the
aciual monthly performance with the cxpected monthly income in Table 13 fo
sel reasonable profit goels

Table 1.9. Bonthly Analysis
Periad Net Profit  %Gain  Profit Facor # Trades % Profimble
Jamumry | $14,53200  9.04% 22 13.50 45.15%
February | $899425  400% 179 12.50 56.00%
March $18,932.75  9.21% 7.10 800 75.00%
April 51946750  10.16% 22 19.00 57.89%
May $24,33300  1153% 304 17.00 64.71%
June $18,02050  7.66% 3.30 1300 76.92%
July $2230450  B.80% 6.79 1600 6875%
August | 82769900  10.05% 38R 1600 BRTS%
September | 584100 1.93% 1.59 000 S000%
October | $10,59200 343 157 1500 4615%
November | §9,0011.00  7.65% 1.64 1150 G0LEM%
December | $20508.50  12.79% 3.27 1550 6452%

As displayed in Fignre 114, the Equity Corve (EC) ig a graph ofithe cunmlative
profit of & set of trading systems. The vertical distance between cach point on
the chart represents the profit or loss ofan indnideal trade. The EC isjust like &
price chart-it has trend and it has pullbacks (the distance from pesk to trongh is
the drawdown). Technical indicators such as the moving, averape and AT can
b cal culat ed forthe curve to assess the strength of & trading system.

Anakyze the Equity Curve from 8 three-month perspective becawse a trader
should expect flat periods lasting up to thirly or sixty deys for a system. The EC
in Fizure 1.14 has roushly the same net profit for each three-month period. Plot
the EC every month o determine whether or not the system performance is
deterioraling, e.g.,, it advances half & much over consecutive periods.
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Figure L14. Equity Carve

Firally, measure the distance (in tering of number of trades) between successive

equity peaks and tronghs 1o approximate the cycle ofthe system. This cycle iz a
function ofthe number ofwinning and losing streaks made by the system.

151 A Tale of Two Shocks

Ciena ond Cigra

We fini=h the introduction with the tale of two stocks: Cigna and Ciena. Just
one letter apart, the two stocks could pot have been more opposite in personal-
ity, ome A staid insurance company &nd the other a volatile optical stock, Since
Cigna was listed on the Mew York Stock Exchange and Ciena on the MNasdag, a
bitter iivalry developed, so the two stocks requested a perforimance review from

the Acme trading sy=tems.
The performance reports in Tables L10 and 111 evalusie the unfiltered

performance of the trading systems for both of the stocks, Clearly, any system
that gemerates | profit factor of 0.65 iz useless for trading but instmctive, For
Cipna. the systemns fared poody, with only five out of eighteen winning trades.
In contrast, Ciena performance results were just the opposite-a profit factor
of 449 with only three losing trades,

The whole point of this exercise is to demonstrate that a syetem or systems
cannot be blindly applied to a universe of stocks. First, we need to identify the
characteristics that differentiate these stocks throueh a leaming process known
Bk e
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Table L1 TradeStatdon Stravepy Performance Reporr - Acme All Seraregies CT-Daily

Toral Net Profir ($6,644.60) Cpen positien P/L $0,00
Giross Profit F1Z378.40 Grross Loss ($19,023.00)
Total # of trades 18 Fercent profitable X778

Number winning trades 5
Largestwinningtrade ~ $4,995.00
Average winning trade  82.475.68
Ratio g winfavgloss 169

Number losingrrades. 13
Largestlosing trade  {$2,500.00}
Averagelosingtrade  ($1,463.31)
Avgrrade (windcloss)  (8369.14)
Max congec, losers 6

Povg # bars in losers 2

Mlax consec. Winners |
Avg#barsinwinness 3

Max intraday drawdown  (§11,528.00)
Profit Facror M5

Dax & contracts held 1,60

Table 1.11. TradeSmtion Serategy Performance Reporr - Acme All Serstegies CIEN-Daily

Tetal Ner Profit 81751410 Ohpen position PAL B0
Gross Profit EX2.97.30 Gross Loss (85,103.20)
Total # of trades 14 Percent profitable TR.57%

Number winning trades 11
Largestwinning trade  $4,343.70
Average winting trade  82,083.3%
Ratinavgwinfavgloss 122

Munber losingr trades 3

Largest losing trade {82, 703.20)
Aoerage losing trade (81,700.07)
Avg wrade (win Scloss)  $1,272.44
Ml comsee, Winners Y Mix conser. losers 1
Ao # burs in winners 3

Pl wiraduy ddcawibnsn  (E73,978.200

IPronden B nom EL

Aoge # hars in lussers z

Poluas & wasniinaas is ekl 15881




3a 1 Introduction

First, we mine the trading, fillers to extract the characteristics that separate the
trading stocks from the non-trading stocks. Then, we iterate throngh the char-
sctenistics to explain the difference in performance between two stocks, Clearly,
we need to re-apply the trade filters every night to creale a new stock nimverse: a
trading, stock can reven o a non-Lrading swock and vice versa

The first distinguishing charactemistic iz volatility., As shown in Figures 115
and 116, the HV gy, fior Cigna i= 0.36 and the HVy for Clena 1= 108, Cigna's
HYV does not meet the minimum threshold of 0.5 set by the indicator, although
itg HV ig furning, up, and it may soon become a trading candidaie. The choice
of a minimum threshcld is a balance between discretion and automation, ie.,
the higher the value, the fewer the number of charts to review; a lower vahie
means [he irader exercises more judgment doring the siock selection process.

The trader should test each Acme system by stock sector. For example, the
Acme N system 15 8 momentum system that performs wall on technology stocks
bt fareg poorly on oyclical #tocks, By testing each syetem per sector over distimct
time frames, the trader will develop an appreciation for the cydical symbiosis
between sector volalility and the Acme systems, just another way 1o oblain an
edge (see Chapter 8). The stock relection process is methodical; all socks are
firmelled throngh market and sector filters to obtain the best trading camdidsates,
Through experience and experimentation, the trader will learn how and when

to apphy the systems.
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2 Pair Trading

We used to think that ifwe knew one,
We knew two, because one and one are two.
We are finding that we must learn

A great deal more about 'and’.

Sir Arthur Eddington
Mathematical Maxims and Minims

Fair trading is a market-neutral strategy where a long position in one stock and a
short position in another stock are initiated simultancously. The profit principle
ofthe trade is based on mean reversion, i.¢., two stocks that normally trade in the
same direction become temporarily uncorrelated and eventually will revert to the
mean; this technique is also known as statistical arbitrage.

Most of the published work on pair trading pertains to positions held over
several days [24] or as much as several months, ¢.g., a typical arbitrage where an
acquiring company's stock is shorted and the target stock is bought. However,
recent changes in margin requirements circa 2001 give the day trader access to
as much as 4:1 intraday buying power, perfectly suited for intraday pair trading.

This chapter presents a complete strategy for trading stock pairs intraday,
although the technique can be extended to positions of several days or more.
First, a definition for the spread is presented along with a visual TradeStation

1nr||(‘nfnr Then. the gnread hande are calculated to determine when a nair trade

LilLEItaUl. piivial, wib SPl AL UGiiud Gl CRilLuidivi W0 ORIl Wil & pPall il aus

is initiated; a trade triggers only in the area outside the upper and lower bands.
Finally, the complete entry and exit rules for the pair trading system are defined,
followed by several examples.

The allure of pair trading is that it is a strategy with little risk. Further, the
trader does notreally care about the direction ofthe market and does not have to
WOorTy dDOUI. Hdggl]’lg lbbueb bubfl das LHC S&P leLLlI'Cb or LHC I'CdbLlU]'l io CLUI’IOII]]L
reports. However, no stock is immune to the risk of a trailing halt or an earnings
warning, Before trailing begins each day, review each of the stocks for specific
company news: upcoming earnings reports, conference calls, and upgrades and
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dowmgrades. Be aware that news will frequently create 8 spread opporiuminy, b
a stock with major news may demand a reverse spresd strategy.

2.1 The Spread

The Spreadis the difference between two stock ratios sharing, a comimon and hor
point in time, for example, the closing price of today compared to the closing
price ofyesterday. For & stock pair A-B, if Stock A closed todsy &t 21 and yes-
terday at 20, then its closing ratio 15 21 / 20 = 105 Simitady, ifStock B closed
today at 42 and yesterday at 40, then its closing ratio is42 / 40 = L0S. Thus, the
spresd ig 105 mimms 105 equals pero. Here, in this namrow instance, the stocks
are moving in synchronization, i.c., they are corvedared

Consider the stock pair A-B sgain. IfSock A closed today st 20 and yester-
day &t 20, then its closing ratio is 20 ¢ 20 = 100 If Stock B closed today at 42
and vesterday at 40, then its closing ratio is 42 £ 40 = 105, Hete, the spread is
LD minms 105 equals =05, and Stock A iz undervalued mlative to Stock B IF
the spread were a positive number, then Stock A would be overvalued melative to
Stock B,

For a daily spread system, the anchor point could be the number of days
apo, cg. the close oftoday compared to the close five days ago. For an intraday
system, we compare the last price on an intraday chart to either the closing price
ofyesterday or the opening pice oftoday. The difference is whether or not the
trader wanis to facior gaps inte the spread calcolation. If so, then the closing
price ofyesterday is chosen.

Spread = (Lmity + Closeg) - (Lesiy + Closesg) 3.1}
We caloulate the Spread with Equation 31, using, the variable Lasfto indicate a
real-time price. Divide the last real-lime trade price of Stock A by ite closing
price yegterday, and do the same for Stock B, Sobiract the difference to obtain
the current Spread

The spread is displayed in a separate phot below the chans of the stock pair.
As the chars update in real-time, the spread is plotted as a line within two
chanmel lines known as spread Sewedls, In Figome 2.1, the parallel ling romning
across the top of the bottom panel 15 the upper spresd band, and the bottom line
is the lower spread band. The spread bands are computed at the bepinning, of
eachday nsing yvesterday's historical volst iliti es and correl stion (see bel owh,

When the spread line touches the upper band, the stock in the top panel
(Stock A) becomes overvelued relative to the stock in the lower panel (Stock B),
& condition indicating that Stock A should be shorted and Steck B should be
boweht, When tin- spread touches the lower band, Stock A becomes underval
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ned relative to Stock B In this case. Stock & should be booght and Stock B
ghould be homed a the same fime.

Figure 2.1, The Spread

2.2 Spread Bands

A Sprecd Band (88) is a standard deviation-based unit of the pormal probability
curve, The SE factors inthe combined volatility and comrelation ofa stock pairto
denve an estimate of where a pair trade should be imitated, The trader then de-
termines how many standard deviations are appropriate for any given pair. For
examyle, ifone standard deviation is selected, then when the spread hits the SEB,
the stock pair has & 68% chance of reverting to the mean. Iftwo standard devia-
tions are =elected, then the pair has & 95% probability [29]. However, practice is
different than theory-these caloulations presume the absence of news and other
external factorsthat affect stockprices.

First, we view the factors in the 5B calendation. The Historical Volatility
(1TV ) was discussed in Chapter 1, sothe 30-day HY must be calonlated for cach
stock in the pair: HV, and HYe. The next factor in the Spresd Band equation is
e Cornclghor Cocficient, #lgo known as Cogficest £ The B-value corrclates
the movement of one stock price with another. A correlation of +1 means that
the twoe stocks move synchronously, while & correlation of -1 means that the two
stocks move in opposite diredtions. B is the second factor in the SB equation.
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The chart below (Figure 2.2} shows a daily chart oftwo cormelsted stocks with a
current B 300f 033, towards the low em] of the established comelation range

The Acme P System is based on highly comrelated stock pairs with an E ofat
least +0.3. However, it is perfectly possible to reverse the signals to trade non-
correlated pairs and vse the area ontside ofthe spread bands, Use an R-value of
-0.3 or less for none-cortelaled stock pairs.

For furiher information on equity correlations, go to the Mardket Topology
Web ste at hitpoffwew impactopia.com. Af this site, a stock symbol query will
retum a list of tocks that are most comelated to a reference stock. The site pro-
vides equity maps for domestic and foreipn market indices such as the S&%F 500
showing the comelations among all ofthe stocks composing the index
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Figure 2.2, Correlation Coefficlent

MNow, we can cakulate the Spread Bands for a stock pair for one trading day, as
shown in Equation 3.2, The fonmula assumes 365 days in a year', so the square
oot of T/ 365 is teken to get the constant 0523, represented by & The vanshlc
S0 represents the number of standard deviations. The variables H17, and A&7
are the historic volatitities of Stock A and Stock B, respectively.

The relation=hip between the Spread Bands and R i= an inverse relationship.
As the comelaiion B increases, the bands namow and vice versa, Consequenthy,
N wolatilitics are multiplied by the factor (1 R).
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The formmla for the Spread Band is as follows:
SE=kXED X{HVy + HI'gl X¥1-R) (3.2)

Here is an example oftwo cormelated video pame soffware stocks. Cur Stock A s
Activision{ ATV Nasdaq), &and Stock B is THOQIncorporated (THOT: Nasdag ).
The 30-iday volatilitics and comelation are as fiollows;

o HVwyof ATV is 0643
0o HVy of THOI 12 0.822
o Ruis0.33
The Spread Band for a standard deviation for the ATVE-THQI Pair is:
0.0523 = 1 x (0643 + 0.8B22) > (1 - 0.33) = 0.0513

The final factor to consider is the munber of standard desviations required for
generating a pair-trading signal. We have selected two standard deviations as the
defult value becanse prices have ar least a 95% chance ofreverming 1o the mean,
assuming s normal probability curve, Therefore, we multiply the Spread Band
value {@0513) by the number of standard deviations (2.0) to obiain the upper
and lower Spread Band valnes, #0025 and-( j025 (Figore 2.3).
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2.3 Short Selling

Before defining the pair trading system, we review the practice of shoit selling.
To effectively execnte spreads, the trader must become adept at short selling, A
short =ale is the reverse of a long position: sell first and biny back later, Since shont
selling i= a transaction where a seciity is first borrowed, the trader must check
the broker's short list to ensure that either ofthe stocks in the pair can be bor-
rowed before leggingintothe trade.

The ease of shon selling depends upon the liquidity of the stock. Shorting
Masdaq stocks with penny spreads makes execution smoother for the pair trader.
[fthe trader decides to leg into the long entry first, then executing, the short side
should be no problem with the liquid stock., Because ofthe uptick mile, however,
the shoat leg should atways be execnted first, Shorting ligueid WYSE stocks is
just as easy, but if the stock is dropping fast, then the trader is not going to get
an uptick; however. this problem can be solved through the practice of hedging
(see Section2.4)

23t NYSE Rules

Stocks on the WYSE can be sold short onby omapdis Sck or zero-plis ffck, 2 plus
tick is & trade price that is higher than the previous trade price. A zero-plus tickis
a trade price equal to the previons rade price, but the previous trade price must
have occurred on a plus Gck. Talle 2.1 is anexample ofan WYSE trade sequence,
showing whether each trade ocowrred on a plus Gekor mins ek,

Table 2.1. WYSE Shon Sales Example

Trade Price | Tick Type Aetion
J000 Plus Tick Shaort
29.95 Minus Tick No Short
30,00 Plus Tick Short
30,05 Plus Tick Shaort
005 Zero-Phus Tick Shert
30060 Pelimus Tick M Shore
Mo Feri-Minus Tk | Mo Slyat
Wi Bl i St

2 AHedging #5

2.3.2 Nasdaq Rules

The Nasdaq uptick rule is different than the NYSE nile-it is bazed on the best
bid price, not on the trade price. On the Nasdag. one can =€ short only on an g
bid (dencied by an up amow in a Level 11 window) and not on a dower Bid (de-
noted by adownmrow). Table 22 shows anesampleofwhenalMasdagstod-can
be shorted and when it cannot.

Table 2.2. Masdaq Short Sates Example

Trade Price | Best Bid  Tick Type  Actiom

30.00 3000 UpBid Short
29,95 2095 DeownBid NoShort
30.00 29%  Down Bal Mo Short
3005 3000 Up Bid Short
| 30.05 3000 UpBad Short
30,00 2095 DownBid DNoShort
30.05 2095  DownBid Mo Short

2.4 Hedging

A Jredge is two positions where along position and a shoit position in the same
=secunty offset each other, The hedge can be composed of varous instuments,
c.g., along stock position and a short options position. Inthe good old days circa
1995, a hedge could be created using two linked accounts. By establishing a long
position in Account 1 amd a short position in Account 2, a stock coubd be effec-
tively sold short by just selling the long position in Account | and then buying n
back to reestablish the hedge, thereby circumventing the short sale mile in the
process. The trader was able to short a stock without an up bid or plus tick, as il-
[nstrated in Table 2.3,

Shortly thereafier, a mile was instituted that climmated this loophole, The
modern syle ofhedging is to combing a stock position with an option position
to create & comversion [1%]. A conversion is a long stock position combined with
asynthetic short position (long put and shont call). Thos, by selling the bong po-
sition, the trader can go net short and then by buck the stock later to neturn to
# hedead position. A conversion is 8 relatively complicated series of trades, but
fortunately professional firms allow & trader to purchase a single day conversion
on the spot, commonbyrefermedio as & bullet
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The introduction of single-stock futures presents another hedging alternative.
A trader can simply short the stock futures contract, establish a long position
simultaneously, and then execute sell-buy trade sequences to short the stock.

Table2.3. Old-Style Hedging

Account 1 Account 2 Action
By (OCOO) e
1’ AN L LN 1

u

Sell Short CSCO  Establish the hedge

SellCSCO Short CSCO without up bid
BuyCSCO Cover CSCO (close short)
BuyCSCO Go long CSCO

SellCSCO Close long position

Sell CSCO Go short again

2.5 Pair Trading System (Acme P)

The Acme P system is a mechanical trading system for trading stock pairs. First,
we calculate the volatility measures, and then define the entry and exit rules for
cach pair combination. We recommend using cither a five-minute chart or even
a three-minute chart for timely signals since the pair trades are entered on the
close ofthe bar.

Although the system is designed for intraday pair trading, the system can be
adapted to position trading because it works on any time frame. The system
shown here uses the one-day VolatilityConstant. This constant can be multiplicd
by any number of days to adjust the Spread Bands to the proper width.

Calculations

1. Set the Standard Deviations (SD), default value s 2.0.

2. Obtain the 30-day Volatility of Stock A (HV ,).

3. Obtain the 30-day Volatility of Stock B (HV3).

4. Caleulate the 30-day Correlation of Stock A and Stock B (Rag)-
5. Calculate the Spread Band (SB).

6. Caleulate the Spread (3).

2.5 Pair Trading System (Acme P) 47

251 Long A-Short B Rules

Entry Rules

1. S crosses above -SB
2. Sell Short Stock B on Close.
3. Buy Stock A on Close.

Exit Rules: Profit Target

1. S crosses above 0
2. Sell Stock A on Close.
3. Cover Stock B on Close.

Exit Rules: Stop Loss

1. S=<(SD*-SB)
2. Sell Stock A on Close.
3. Cover Stock B on Close.

Note how the entry rule waits for the Spread to cross over the lower Spread
Band. Ifthe spread falls below the lower SB, then the system waits for a reversal
back above the SB. As an alternative, the aggressive trader may choose to let the
Spread fall below the SB and then execute the pair trade as soon as the Spread
ticks up, at which point the Sprecad maybe well underneath the lower SB. Ifthe
signal occurs at the open, then the irader may choose to execuie the trade imme-
diately, and maintain a stop loss of two times the SB, the standard stop in the
Acme P System.

2.5.2 Short A-Long B Rules

Entry Rules

1. S crosses below SB.
2. Sell Short Stock A on Close.
3. Buy Stock B on Close.
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Exit Fules: Frofit Target

1. & crogses below O
2. 5ell Stock B on Close.
3. Cowver Stock A on Close,

Exit Rules: Stop Loss

1. 5= (ED*5B)
2. Sl Stock B oon Close.
3. Cower Stock A on Cliose,

In the Acme P System shown i Example 2.1, the number of shares W 1= calow-
lated from the daily data of Stock &, in thiz case Data®. Becanse each stockin the
pair nses the Percenl Volatility hModel for position size, the pair is volaiility-
hedped. Ifa stock trading, at 40 has an ATE oftwo and another stock a 20 has an
ATR oftwo, then the position size for both stocks will be exacthy the same. For
thie reason, gaps are an important part of pair trading. In this example, ifboth
stocks gapped up one point, then the gock at 41 becomes undervained relative to
the stock at 21, and thers is potential fora quick peir trade.

After position sizing, the HVE ofboth Stock A and Stock B ame calculated
from Datad and Data4, respectively. The two stocks are then correlated, and the
system can calcufate the Spread Bands for the stock pair. First, the band for one
standard deviation is caloulated, Then, the system multiplies thi= band value by
the nmmber of standard deviations to obtain the Spread Band figore.

The upper Spread Band iz the positive S5 figore, and the lower Spread
Band is the negative fipure. Finally, the spread is calculated. and any crossover
condition will trigger a pair signal.

As an sltermative to the exit miles implemented in the code, the trader may
wigh for the Spread to traverse from one band all of the way to the other band
instead of the crossing point al zere. Inihis caze, the stop loss mle can be modi-
fied to allow for greater volatility in the Spread. Increase the StondardDevialions
parameter for wider latitude.

The following code in Example 2.1 is an EasyLangnape rendition ofthe pair
trading sysiem. The system wses the number of standard deviations to deter-
mine the stop boss; however, a trader may wish to implement a separate sLop for
the system instead of depending on the number of standard deviatione, The
trader is aleo free to change the reference prices Price f and Price? for computing
the spread For example, Pricel and Price2 could refrence the open of today
versus the close of yesterday,

25 Pair Trading Syetem ( Acme F)

Example 2.1. Acme P System

[t e . e
Aeme P System: Pair Trading

oo i i i il
¥

Datai: Stock 1 Intraday
Datad: Stock 2 Intr

Datai: Stock 1 Daily [hidden)
Dataq: Stock ? Daily (hidden)

Wik & +‘Hﬁﬂl-mmiﬂ‘}

LT

Fricel(Close of Data3),
Price2(Close of Datag),
StandardDeviations(1.5},
Length{30),
{Position Sizing Parameters)
Equity (| 1000007,
kiskModel (3},
FiskPercemt(2.0},
RiskATR(1.0),
{Trade }

Falze},
LogFile(“Drders. txt"};

Varisbles:

M(a),

0.0},
HV2(0.0),
cv{o.0),
volatilityBand(0.0),
ValatilityConstant(n.0523),
UppexBand(0.0},
LowerBand( 0.0},
Spread(0.0);

If Date <> Date[1] Then Begin
N = AcmeGetShares(Equity, RiskModel, RiskPercert, RiskaTR)
of Datai;
HV1 = AcmeVolatility(Length) of Datad;
HV2 = AcmeVolatility|Length) of Datad;
€V = Correlation(Pricel, Price?, Length);
VolatilityBand = VelatilityConstant * (HV1 + HV2) * (1 - V)3
UpperBand - StandardDeviations * VolatilityBand;
LowetBand = StandardDeviations * (-VolatilityBand);
End;

Spread - (Close of Dotaa f Pricel) - (Close of Datal / Price?);

1f Sproeswd oremses abunae boweeBand Then
[LT A TEE O B TR E Y R | T RTET O Y FTENE

L T TR B PILARLS Al 10 e
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Exitlong(“Acs=e F LX +") This Bar on Close
Else IT Spread <= StandardDeviations * LowerBand Then
ExitLong(“Acme F LX -*) This Bar on Close;

If Spread crosses below UpperBand Then
Sell(“Acme P SE)} N Shares This Bar on Close;

If Spread crosses below O Then
ExitShort(“Acee P 5X +") This Bar on Close

Else If Spread »= Standardbeviations * UpperBand Then
EuitShort (“Acee P SX -") This Bar on Close;

(Log Trades for Spreadsheet Export)
Conititienl = AcmeLogTrades(LogTrades, LogFile, “P");

To see both legs of the pear trade cxecnting simmuiltaneously, the TradeStation
workspace st be set up to have two chanting windows slacked horizontally,
one window configured as shown in Table 2.4 and the other confignred as shown
inTable 2_5.

Table2.4. Pair Confignraticn for Chart Window |

Datal  Stock A [t ratay
Data? Stk B Intradsy
Datad  Stock A Crily
Datad  Stock B Caily |
Datas  Acme Spread  Indicator

Table 2.5. Pair Configuration for Chart Windowr 2

Dtal  Stock B Intraday
Dara®  Stock A Intracay
Daia3  Stock B Crailv
Darat  Stock A Draily
Datas  Acme Spresd  Indicator

With the windows configured in thie menner, the trader will recerve the long snd
ghort signals of the pair simulianecusly. For 8 Long A-Short B pair, the long
gignal will trip in Chart Window 1, and the short signal will fire in Chart Win-
dow 2 Far & Sherl & Leng B pair, the shert signgl will be displayed in Chart

Window I, and the long signal will appear in Chart Window 2,

2.6 Examples 1|

16 Examples

The following examples illustrate o to trade the Acme F System. Each exam-
e uses an Equity vale of §100,000, & Percent Volatility Model with & risk vatne
of 2%, and the munmber of Standard Deviations is two. Becanse each leg vses the
Percent Volatility Model, the number ofshares is adjusted Lo each stock's ATER.

261 Activision-THQ Incorporated

Fipure 24 is an example ofa Shot Along B eniry. Stock A (ATVI) has be-
vome overvahied relative to Stock B (THOT) becanse the Spread has risen above
the upper Spread Band. As soon as the Spread crosses back below the upper 5B,
we short 00 shares of ATV at a price of 26.70 at 140 pim and by 600 shares
of THOT at 5L10 {note that TradeStation does not show simutaneous sigmals
in different plofs, =0 the symbols have to be reverzed to show the long signal in
THI-see Figima 2, 5.

The Spread crog=es below zero right af %:35 am the next day, af which poini
the ATV shoit trade is covered at 2607 for a profit of (.63 points. Simultane-
ously, we s2ll THOT st 55.96 for a profit of 186 points on the long gide of the
pair. Together, the pair trade nets a total profit of $1,998, not including, shppage
atud commissons.
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282 THO-Activision

This is the reverse leg of the ATVI-THCA pair trade shown in Figure 2.4 andis
a Long A-Short B Entry. Note the symmetry ofthe Spread Banda in the Acme
Spread Indicator. Essentially, this spread is 8 mimmor image of the spread shown
in the previons example, but the 5B value is the same (0.1025).
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Figure 25 THCIncorporaned- Actwvision - Pair

Tables 2.6 and 2.7 show the resulis oftrading both Jegs ofthe ATYETHOQI pair
from November 6™, 2000 through March 22nd, 2002, The average trade netted
3285 for the AT VI Ieg and $462 for the THCA keg, tokaling $747 for the stock:
pair Net of commissions and slippage, the sverage trade for this account size
would fall in the range of 8500 to $600. This example is atypical scenario for a
pair trade: one profitable leg and one unprofitalde lgg. The goal is to capitalize
on the price difference with proper position sizing.

Some ofthe most effective pair trades occurwhen one stock i the pair gaps
disproportionately to the other stock. For exanple, iftwo stocks with the same
ATE but different prices gap up one poini, eg, the stock fulures are up, then
the gap orestes s pricing disparity. If one stock closed st 30 &nd the other at 40,
then the pair spread is (31 f 30 1033 minus (41 / 40) 1025 equals 0,008,
Hence, the former stock is overvelued relativeto the latter, setting up a possible
Short A Lome B pair trade,
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Table 2.6. TradeStation Strategy I erfor mance Report - Acme P Syslem ATVI-5min

Total Met Profit $2114.00  Open position VL 000
Gross Profit $rravzon Gross Loss {513.278.000
Total # of trades 32 Percent profitshle 5938
Humber winning trades 1% Number losing trades 13
Largest winning trade 8115900  Langest losing trade (32,580,000
Average winning trade £1,17853  Averase losing trade (31,021.33)
Fatio ave wincevg loss L5 Awve trade (win & loss) ExRLsl
Max comsec. Winners 4 Max consec. losers 3
Avg # bars in winpers S0 Awvg #bars m loseys 6l
Mt intraday drawdown (35149000

Profit Factor L& M # contracts held 3600

Table 27, TradeStation Strategy Performance Beport - Acme P System THCOI-5 min

Total Met Profit 81479700 Open position fL E0.00
Gross Profit F2T6IR00 Gross Loss (FFLE3L.00)
olal # oftrades 32 Percentprofitable 625 e
umberwinning trades M Number losing trades 12
Largest winnng tradc £3360.00  Largest losing trade (53,500,000
AvErase Winning trade 138140 Averaze losing Irede (31,06525)
Fatio sve win'sve loss 129 Ave trade (win & loss) 46241
[N consec. Winners 5 Max consec, losers 3
Ave # bars in winners 45  Ave# bars in losers 71
Max intredey drawdown  (53,571.00)
[Profit Fecor 215 Max # contrads held 2600
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263 Apache-Anadarko

The Mew York Siock Exchange is an excellens vehicle for rading correlaed
paite, especially among the ol service companies. The APA-APC pair usually
has & cometation above 0.5 and exhibite smocth mult-day swings between the
spread bands,

In Figure 26, APA becoimes relalivaly expensive to APC as the spread nicks
the upper spread bamnd, This is an example ofa Short A-Long B Entry. As soon
as the Spread crosses back below the upper SB, we short 100 shares of APA at
a price of 5758 al 1:00 pm and buy 1400 shares of APC al 5800, Two hours
lster at 300 pm, the spread crosses bebow zercg the APA shoit is oovered at
5748 for a profit of 700, and the APC long is sold st 58.10 for a profit of $140.
In this case, the totsl apread profit is $840. with one leg ofthe pair making most
ofthe profit.

Be skeptical of exceedingly narrow Spread Banda for stock pairs with high
comelaticms. This is probably an indication that the comclation period is too
small. Use 30 days gt 8 minimum-we recommend at least 90 days to factor in
the quaiterly earnings cycle. The problem with namrow Spread Bands is that
they are senslive (o small changes in the stock price, and oo many sipmats will
be generated. Morcover, ifthe stocks do not have high ATR=. then overcoming
the =lippape and commissions will be difficoult,
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284 Allsiate-Progressive

An advanced pair rading strafegy uses a corretaled pair ofa leader and a taggard
in a specific stock sector, Ome ofthe socks 15 a growih stock. and the other stock
i5 avame stock or blue chip stock with little volatility, Typically, the bellwether
stock stants meoving before the other, and the lag in price action creates a spread
oppoitunity. Here, two insurance companies hove been chosen, conservative
Allstate (A LL MY SE jand momentum favorite Progressive (PGR: N Y SE).

In Figure 2.7, ALL starts declining st 11:45 am and by 100 pm has become
nndervalued relative to PGE. When the spread crosses above the lower SB, a
tong ALL sipnal is generated, and this PGR is a ghot, the spread is covered
the end of the day. For the period 1106/2000 through 03/012002, each leg of
this spread had profit factors of2.32 and 3.24, respectivaly. With so many trad-
ers om the information highway, it pays to go off-road and play s miche strategy.

When scanning, for stock pairs, ook for the behavior demonstrated in the
chart below. While Allstate was deciming. Propressive managed 1o stay up for
several hours before falling. Essentially, we are looking for a phase shift between
twio stocks =0 we recomimend keeping a quote table ofall pairs to quickly judge

which pairs are showing price discrepancies.
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265 BEmulex-Cilogc

Fignre 2.8 is an illesmation of how 8 news item creates oppormnity, On Jammary
23rd, 2002, (Logic Corporation reported camings after the closing bell, but
then commented on "limited visibility®. We were tracking the Emmlex-CL ogic
pair, so the following day Ennilex stayed well above the upper SB all day long. At
3:50 pm, a spike in QLGC camicd the spread below the SB, where 700 shares of
EMLX were shorted. Simultancously, a long position was taken in Qlogic. Just
two bars fater on the following moming, the spread dropped below zero. and the
spreadwas covered.

A trader might question why ClLogic would rise so suddenly. The answer is
that pricing disparities ate created near and at the closing bell, as well as af the
opening, bell. Becanse ofthe adificiality of the moves, these times provide the
best guick pair trading opportunities. Do not think about why the trade hap-
pened; just tske it because logic does not apply here, The logical trader probably
got canght leaning the wrong way,

Some ofthe most inlerssting, pairs ae composed of stocks that belong 1o a
major market index such as the MWasdaqg 100 or 83%F 500. With the groswth in
index funds and evelorrge-tradedfimrd (ETF=L money managers are obligated to
buy or sell the component stocks that compose the index. In the absence ofany
news, an index stock cannot get too far oot ofwhack before index nying or sell-
ing brings the stock back into line.
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266 RF Micro Devices-TriCuint Semiconductor

In the spirt of price anomalies, we want to exploit the moming meversals with
pairs. When two stocks start moving in opposite directions, the spread chart will
form a spike®. The trader may be thinking that ifone stock in the pair goes up but
the other does not, then that would be a perfect opportumity to short the rising
sock and buy the other. In the absence ofnews, this may be a pood ides, buot -
member that the stocks are moving this way for a reason, and you will profatbly
not knew why.

In Figure 2.9, RFMD has moved up, but TONT has not. The spread spikes
abowe the SB and crosses below the line two bars later, This scenano ilhesirates
the impoitance of waiting, for a spread to reverse across the SB. Ifthe spread
does not reverse, then the trader may comsider a reverse spread strategy in the
event of significant news.

Another way o confirm an "outl of bound=" pair trade is to wait for either
stock to reverse ils tremd on a break of the high or the low. In the chart bebow,
although the spread is above the upper SB, the trader may wait to short EFMD
until it breaks the low ofthe previons bar, which it did not do until the fifih bar
ofthe session. Similarky, he or she mey wail to oy TONT untilit breaks above
the previows high, exceeded on the sixth bar. Finally, the trader may want both
conditions to ocour before taking the pair trade.
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- RF Micro Devices (RFMD:Nasdaq)-TriQuint Semiconductor
{TQNT:Nasdaq)

- UnitedHealth Group (UNH:NYSE)-WellPoint Health (WLP:NYSE)

2.7 Pair Trading Strategies

We keep an Excel spreadsheet of at least fifty correlated pairs for the Acme P
System. Of course, the stock market has an almost infinite number of possible
pairs, but trading this strategy requires both liquidity and volatility, making most
of them infeasible. Filter out those stocks with little volume and low ATRs. The
key is to find two competing stocks in the same industry satisfying these criteria. 1
Following are some examples:

271 Tips and Techniques

When legging into a pair trade, initiate the short trade first to make
sure you can get an uptick, unless you have a forward conversion or

- Abgenix (ABGX:Nasdaq)-Medarex (MEDX Nasdaq)

bullet that allows vou to short without an uptick.

- Arch Coal (ACT:NYSE)-Massey Energy (MEE:NYSE) 2. There are several alternatives for closing out a pair trade. Some traders
- Allstate (ALL:NYSE)-Progressive (PGR:NY SE) prefer to close out all trades at the e.:nd ofthe trading day. Otlllers pre-
- Apache (APANYSE)-Anadarko Petroleum (APC:NYSE) f;;t(t)oli;;:: ZI;;:ad go to the oppositc spread band over a period of
- Activision (ATVE:Nasdaq)-THQ_Incorporated (THQI:Nasdag) 3. Ifone ofthe stocks in the pair trade has significant news, then the
- Altera (ALTR:Nasdaq)-Xilinx (XLNX:Nasdaq) pair trade may not be feasible because the spread may widen dramati-
- BTs Wholesale Club (BI:NY SE)-Costco (COST:NY SE) cally, however, the system rules preclude entering a trade until the
- Ballard Power (BLDP:Nasdaq)-FuelCell Energy (FCEL :Nasdaq) spread starts reverting to the mean.
- Citigroup (C:NYSE)-J.P. Morgan Chase (JPM:NYSE) 4. Find stock pairs that fit the "leader-laggard” criterion within a specific
- Caterpillar (CAT:NYSE)-IngersoU-Rand (IR :NYSE) industry niche. Do not settle on a general sector; look for stocks with

, , products that directly compete with each other, e.g., two companies
- Carnival (CCL:NYSE)-Royal Caribbean (RCLNYSE) with a similar cancer drug.
- Capital Ong (COF.NYSE)-Houschold International (HINYSE) 5. For intraday pair trading, use as small a time frame as possible. The
- Calpine (CPN:NYSE)-Dynegy (DYN:NY SE) window of opportunity can be small, so three-minute and five-minute
- Centex (CTX:NYSE)-Lennar (LEN:NYSE) charts should be used. Another option is to change the Aecme Spread
- Quest Diagnostics (DGX:NYSE)-Laboratory Corporation (LH:NYSE) indicator to alert the trader whenever either of the SBs is touched.
- DuPont Photomasks (DPMI:Nasdaq)-Photronics (PLAB:Nasdaq) 6. When assessing a potential stock pair, research its technical character-
- EMC (EMC:NYSE)-Network Appliance (NTAP:Nasdaq) istics. The stocks should be bouncing around within the bands, not

' Pp ' . flat-lining. Look for spikes in the form ofthe letter "V". In contrast,
- Emulex (EMLX:Nasdaq)-QLogic (QLGC:Nasdaq) some stock pairs are so correlated that they are not worth trading.
- Goldman Sachs (GS:NYSE)-Morgan Stanley (MWD:NYSE) 7. News is not necessarily bad for a pair trade-it can create opportunity.
- Home Depot (HD:NYSE)-Lowe's Companies (LOW:NYSE) Unless the news is significant, the pair trade is a good option; other-
- Human Genome Sciences (HGSI:Nasdaq)-Millennium Pharmaceuticals wise, the reverse spread may be a better trade. Psychologically, this is a
(MLNM:Nasdaq) difficult type oftrade but gets easier with experience.

- Starwood Hotels (IOT:NY SE)-Marriott (MAR:NYSE) 8. We prefer morning trades around 10:30 am and afterncon trades

- Internet Security Systems (ISSX:Nasdaq)-VeriSign (VRSN:Nasdaq)

- Jabil Circuit (JBLNYSE)-Sanmina (SANM:Nasdaq)

- Jones Apparel (JNY:NYSE)-Liz/ Clairborne (LIZ:NYSE)

-1 Mercury Ineractive (MERQ:Nasdag) Micromuse (MUSE :Nasdaq)
People3oft(PSFT:Nasdaq)SiebelSystems(SEBL:Nasdaq)

around 2:30 pm because these times tend to be intraday reversal
points in the market. If the spread is still widening after 3 pm, then
traders are probably caught the wrong way, and the spread will proba-
bly not reverse in time.
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9. Compare the performance ofthe system using today's open versus

vesterdav'y clnce Some etocke exhihit a tendenev towarde nnuena
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gaps, and this usually improves pair trading performance.

10. To adapt the Acme P system to position pair trading, add a parameter
that specifies the number of days to carry the position. Then, muitipiy
this number by the Spread Band value to widen the bands. Finally,
change the Pricel and Price2 parameters to reference the closing
prices of N days ago.

11. We monitor all pairs with a set of TradeStation workspaces, six chart
pairs per workspace. Note that running multiple workspaces with
multiple charts requires extensive computing power; we recommend a
dual processor machine.

3 Pattern Trading

Paranocia is the belief
in a hidden order
behind the visible.

Anonymous

Computer technology has changed the Zeitgeist of the market inte a real-time
information machine, sending multiple data sources flooding into a trader's
computer. Currently, raw data feeds supply primitive quote information. The
next generation of data feeds will feed patterns into the computer, mining data
on the fly to identify technical patterns that match the trader's criteria.

A pattern combination system identifies charts with two or more patterns
with a similar bias-bullish or bearish. Ifa chart shows both bullish and bearish
qualitics, then the bias is neutral, Essentially, the system catalogs all known bar
patterns and then identifies combinations of them. Furthermore, the system is
extensible. A trader can add as many patterns as possible, building the pattern

antala | BN Thinnioa davalanad _trading ~atals e
catiauog. rar \./Acuul.uu, uuluusau acveiopea a awu15 uuuuls cataiog UA patcrns

that could be implemented in a pattern combination system [9].

The system is not limited to any particular style of chart. Every candlestick
pattern has an analog that can be encoded in a normal bar chart [22, 23]. So, a
Harami can be combined with a Gann pullback [18]. The exciting aspect ofthe
Acme M system presented here is that the trader is free to invent his or her own
patterns and plug them in. Design the pattern, code the pattern function, and
call it from the Market Patterns model. As an illustration, we designed a sample
bar pattern called a Cobra because ofits resemblance to a striking snake, with a
head at the top and a tail at the bottom.

Non-technical information about a stock can also be encoded in a pattern.
For example, a stock may have a quarterly earnings pattern cycle [13]; it may
simply be the datefive days before the company's earnings report. This earnings
date may coincide with a pullback pattern, so fundamental information can be
combined with technical information to ITCHto a trailing signal.

One issue facing the trader is the lack of access to a universal database. The
trader should have a real time mterface to fundamental data such as the stock
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foat orits EPS growth. We emvision the day when Internet-wide public feeds
transmii all kKinds of information in realtime: earnings reporis, bazeball soores,
weather forecasts, etc.

3.1 Market Pattems

The Markei Patterss indicator 15 & senes of letters that 1dentify specific bar pat-
terms. Gartley inspired this idea becanse he nwmde liberal use ofthe letters ofthe
alphabet to identify market piviols [15] For our purposes, a single etier denotes
each pattern. For bullish patterns, a letieris placed on top ofthe bar. For bearish
patterns, the etter is placed below the bar, The list of Acme patterns is shown
in Table 3.1

Table 3.1. Acme Market Patterns

Pateri wderitifer
Cobwa C
Hook H
Insite Day 2 I
Tail L
Harami i
Pullbsack. P
Test T
V Fone v

311 Cobra(C)

A Cobr iz 8 marmow range bar named for its resemblance to the smake, i.e., the
open and close fimsh at opposite extremes of the bar, For & bollish Cobra, the
open must be in the bottom ofthe range, and the close must be in the top ofthe
range. For a bearish Cobea, the open must be in the top of the range, and the
cloze must be in the bottom of the range.

Figure 3.1 shosvs two bullish Cobras with the letter C above each bar. Typi-
cafly, the Cobra precedes a large-range day. The pattem is essentially & narmow
range day showing strength. The letter N denotes a narrow range day; it is nol
g independent pattern pec se but is noted when other pattems are present (zee
Sectiom 3.2 on Patemn (mifed

311 Market Pattemns 03

Figure 3.1. Cobra

3.1.2 Hock (H)

A Heede i= A retracement bar that appears to reverse the retracement trend b
then closes in the direciion of the retracement. Fignre 3.2 is an example of a
bearish Hook with the letter H below the bar a series of pollback days, then the
stock gaps up at the open but closes down on the day, contimuing the puliback.
Esgentislly, the biyers here were "hooked" on the day's open
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31.3 Inside Day 2 {1y

AN Fustele Dav 2 bar is an insdde dry followed by another inside day. By defini-
tiom, It is & narow range day withowt amy directional bias, this the resson for
anmotating both the top and bottom of the bar with the letter [ A trade would
nommally be taken in the direction ofthe breslout, &5 in Figure 3.3 below, Note
that an inside day is not necessarily a parnow range day. Ifan ontside day has |
very large range, then the inside day's range may siill be greater than the ATE.
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Figure 3.3. Inside Day 2

A14Tai(L)y

A Frili= 8 bar where the open and close are in the same half-bar, Ifboth the
close and open are in the upper halfof the range, then that is a bollish tail. If
bt the close and open are in the lower halfof the ange, then that is a beansh
tail’. Figure 3.4 shows two bullish tails with the letter L above each bar, each tail
15 slso & marnow range bar

The Acwie Rawge Percent function calculates where a price falls as a percentage
ofthe range (between O and 100} for a single bar or for a number of bars; this
number is the fange Percentage (RF). For a single bar, the tow of the bar has an
RF of 0, and the high ofthe bar has an EF of 100, For a range of bars, the
lowest bow of the range has an RF of 0, and the highest high ofthe range has
an RP of 100
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than il prevmes b, e il oumess b G ke e poeoaons ba

"B s anmllesni b e B v, sandan gt s o e kiovns o a D amnec, Tt o s s sedam bve

Chbe 4l an b mgassaaate e sl phie poeibonn eoa Sdesaiaege e, lop tle Slassloge Sian e
L B B TS T i lie

31 Market Patierns G5

The RP is also msed 8= an mput parameter to specify where the open and close
must appear on | given bar, For example, an BEF of 80 means that the open
and close must be in the upper or lower 2o of the bar. The trader can adjuost
the EF for certain pailerns, €g., B0 for more restrctive or 60 for less restrictive.
Ifthe trader wants shaven heads [232], then the RP can be =et even higher, Ulti-
mately, the choice is & tradeoffbetween discretion and automation.
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Figure 3.4, Tail
The EasylLangnape code for idenfifiing a tail is shown below in Example 300,
Each pattern function assipns the following codes to return the patiern statns:

g 0= Pattem Mot Found
a | = Bullish Pattern Fonnd
a 2 = Bearigh Pattern Found

Example 3.1. Function Aeome Fail

HEFFEFEEFEFErFY Frddss R TR

.[ c
AereTail: Search for a Tail Fattern

. -
EE L i o o L hia s ai o )

Puj:mt(mic],
Rangelength({Mumeric);

Variables:
FP{o.0),
kPrs{0.25),
K. sm);
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femeTail = ©;

RF = {AceeRangePercent{Open, 1) + AcmeRangePercent({Close, 1)) 5 %;

Conditionl = RP »= (1 - Percent);
Condition? = AcmefangePercent(Close, 1) »= (1 - EP25);
If (Conditioni or Condition2) and
AcmeRangefercent{Low, RangeLength) <= Percent and
mﬂmﬂmnt{[ﬁ; 1) > RPSD and
fcmeRangefercent (T s 1) > RP50 Then

hemeTail = 1;

Condition? = RP <= Percent;
Condition? = AcsckangePercent(Close, 1) <= BP215;
If {(Conditioni or Condition2) and
hcmeRangePercent(High, Rangelength) »= (1 - Percent) and
femeRangefercent{Open, 1) < RPS0 and
AcmeRangePercent(Close, 1) « RPS0 Then

AcmeTadl = 23

1.5 Haramn @4

& Harond is a classic candlestick patiern. It is a two-bar pattern where an inside
bar follows s wide range bar, and the inside bar closes in the opposite ditection
A Harami by itselfdoes not indicate a change in trend, but it can signal | rever-
gal when combined with other market patierns. Figure 35 is a chan with both a
bearish Harami (the close is greater than the open in the wide range bar fiol-
lowed by the close balow the open in the inside bar) and & allish Harami (the
cloze ig less than the open in the wide range bar, and the close is ahowve the open
in the second inside bar):

215080
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3.1 Market Patterns &7

The function AcweFHarami implements an extended Harami pattern for up to
thiee bars, that is, ifthe wide range bar is followed by a series ofinside bars, then
the pattern is in effect until price breaks out of the orginal wide range bar.

116 Pullback(P)

A Pullback iz the traditional Gann pullback pattern. & bullish pullback occure
when the trend is up, and price makes a certain number of lower lows or a com-
bimation of lower lows and inside days [4]. A bearsh pullback ocous when the
trend is down, and price makes a certain mumber of higher highs or a combina-
tion of higher highs and insde daye. Figure 3.6 shows an example of a bearish
Pullback with the letier P below the bar,

The fonction Acme Pufiboeck defines a pullback in other ways, too, Either a
bullish Tail or a bullish Cobra can mark the bottom of a retracement in an up
trend. Simitarty, & bearish Tail or Cobra can mark the top of a retracement in a
downtrend. The EasyLangnage code for the Acme Paflffack function is shown in
Example 3.2

E'.un‘l'le 3.2, Function AreePalFack

aaaaaaa sk s ik e

4

P R SR UL S S R W w &
e " b "

. H
ADMLAmIt(Nuseric),
Length{bumeric);

Variables:
FullbackBars(3),

Rangelength(5),
RangeFactor(0.7);

AcecPullback = 03

Conditioni = AoeeRetracebown{PullbackBars) = True;
Condition? = AceeTail(Percent, Ranpelength) = 1;
Condition3 = ApmeCobra(Percent, RangeFactor) - 1;

Tf ADX(Lergth) >= ADKLimit and
DMIPlus(Length) > DMIMinus(Length) and
reent (Close, Ranpeleagth) <« Poreenl and
(Condil loni or Condition? vr Condiliond) Then
BcePul lback 15

anpd ol v ekl P 1"“I'|‘IIL1IH-I Fhar=] Toome,
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Conditionz = AcmeTail{Percent, Rangelength) = 2;
Conditiond = lmt[uhn{hmn;., RangeFactor) = i;

If ADX{Length) »= ADNLimit and

DMIMinus (Length) > DMIPLus(Length) and

AcmeRanpePercent (Close, Rangelength) 3= (1 - Percent) and
(Conditioni or Condition? or Conditiocn3d) Then
AcmePullback = 2;

ThedcrmePrdfback function is divided into two cods fragments: the first section
looks for a ollish pullbadk. and the second section looks for 8 bearigh pullback.
A tmllish pullback must satisfy the following minimum criters:;

1. The ADX over femgtflr mnst be preater than of equal to the ADNX L.

2. The DI must be greater than -DMIL indicating an wp trend.

3. The Ranpe Percentage (RF) of the close must be 35% or less ower the

past Bavwere Lesrgifrbars,
4. The bar pattern must beé a bullish three-bar Pullbad:, Tadl, or Cobra.

The minimum criteria for & bearish polibadk are reversed for items 2, 3, and 4.
The ~DRAT must be greater than HOMI, and the BEF must be at least 65%,

LAET-Daly DIPIT Acwes Markel Patbenses] S0, 0)

rtahs

Figure 3.6. Pullback
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beanish Tesy, the Test bar excesds a previows high (cannot be the high one bar
gzo) and closes in the bottom halfofits range. In Figure 3.7 below, the highest
high is a bearish Test marked by the letter T. It breaks the previous high of four
bars szo but closes near the bottom of its range,
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Figure 3.7. Test
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The I"Zewe is another Acme-lesigned pattern It is 8 pattern based on & bresk
ofweekly support or resistance. The V Zone is named for its resemblance to the
tetter *V™ on the chart for a bullish pattern and an imverted *V* for a bearish pat-
term (see Fignre 3.8). The V Fone is the only paftern that takes the weekend
into effect becamse 5 stock that closes on its Jow for the week will tend to bresk
that bow the following week, Oner the weekend, people in such & lomg position
think about how poordy their position is faring and have two days to budld up
emctional capital m their position. These emotions tngeer pandc the following
week ifthe stock contimues 113 downward momentum. The EasyLanguage code
For calcutating the V Low price is shown in Exampls 3.3

Example 3.3. Function Aenel Low

4y 2 e aa i L L R T R e S e e R e

Bcmeilow: Find the ¥V Low Price

o
ol i ok ok ¥ o o o ¥ ¥ ]-

Inputs:
ViolatilityFactor (Numexic),

Length(Mumeric);
AcmeVLow = 0.0;
If Lowk(1) » O and

volatility(Length) > © Then
BcneVion = Lowk(1) - (VolatilityFactor * Volatility{Length));

The formula for calcnlating the V Low Zone is simple: determine the low ofthe
previons week nsing, the Lowl EasyLanguage function, and then sublract a
muliiple i1 edefiftyFoctory of the ATR from the weekly low. Simdlarly, for the V
High Zome, caleutate the high of the previons weck with the Figfh P function,
and add the multiple ofthe ATR.

32 Pattern Chalifiers

A Pottern Qualdifier (FQ) is a characteristic of a bar, not a bar pattern per =g
however, it qualifies for the pattern count in the Acme M System. For exanrple,
if two patierns are found, and the bar is an WR bar, then the pattern count 1=

equal to three.

3,21 Marrow Range (M)

The fiset qualifier iz the Marrow Fange (M) qualifier, denotedby the letter M on
the cat It iz not placed on the chart unlese other bar pattemms accompany i,
end f o5 merked only wiéh the b of the bar petterm, 1.e., ot 5 placed on only

32 Pattern Chuealifiers 7l

ome end ofthe bar. For example, in Fignre 3.%, the N qualifier is appended o a
bullish Tail (L) and & Test (T), forming the "LTH" sequence,

ol

Figure 3.9, Narrow Range Qualifier

3.2.2 Average (A)

The second qualifier is the Averape Pattern Coalifier, denoted by the felter A
The Average PQ marks a bar that is sitting on the 50-bar moving average. It
alerts the trader to this critical moving sverage by placing an A above and below
the bar. Unlike the Namow Range gqualifier, the Averape PO implies no bias
when a stock is trading, at its S0-bar moving, average (see Figne 3,000
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Although the Average PQ is 50 bars by default, the trader can implement PQs
for other critical moving averages such as the 200-bar moving average. The key
to pattern trading is to recognize those patterns that are important to technical
analysts to supplement the patterns that the trader discovers on his or her own.
For example, a Fibonacci Pattern Qualifier could be designed to mark a swing
retracement from a pivot bar of a given strength.

3.3 Pattern Trading System (Acme M)

With the patterns and qualifiers defined, we now implement a pattern trading
system known as the Acme M Systermn. It simply counts the number ofbullish or
bearish patterns on any given bar. Ifthe number of patterns is greater than the
minimum number of patterns specified by the system, and the swing trading
criteria are satisfied, then a signal is generated.

The swing trading criteria are two-fold. First, the bar must be a swing high
or low over a certain range ofbars. Second, the swing high or low must fall in a
certain range percentage over that same range. Currently, the default value for
the reference range is five bars, and the default value for the Range Percentage is
Aﬂo/ \Tnh:x that the Acme M Svetem avoide oang that are not in the direction of

ote that the Acme M System avoids gaps that are not in the direction of
the trade. For example, ifthe high of the current bar is less than the low of the
previous bar (gap down), then a long trade will not be taken.

3.3.1 Long Signal

Calculations

1. Total the number of Bullish Patterns and Pattern Qualifiers.
2. Calculate the Lowest Low ofthe previous 4 bars (LL,).

3. Calculate the Range Percentage ofthe High ofthe current bar relative
to the range ofthe previous 4 bars (RPy,).

4. Calculate the ATR for the last 14 bars (ATRyy).
Entry Rules

1. Number of Bullish Patterns >= 3

2. Low < LL,

3. RPyy <= 40%

4. Buy the next bar at or above the Hligh + (Entry Factor * ATR;y)

3.3 Pattern Trading System (Acme M) 73

Exit Rules: Profit Target

1. Sell half of the position at or above the High + (ProfitFactor * ATR,)
2. Sell half of the position at or above the High of ProfitBars ago +

[ % Denfitlant e % ATR Y
L2 & rolitlactor 1IN )

Exit Rules: Stop Loss

1. Sell all shares at or below the Lowest Low for StopBars -
(ExitFactor * ATR,,)

3.3.2 Short Signal

Calculations

1. Total the number of Bearish Patterns and Pattern Qualifiers.
2. Calculate the Highest High of the previous 4 bars (HH,).

3. Calculate the Range Percentage of the Low ofthe current bar relative
to the range ofthe previous 4 bars

Entry Rules
1. Number of Bearish Patterns >= 3
2. High > HH,
3. RPy=>=60%

4.  Sell Short the next bar at or below the Low - (EntryFactor * ATR,,)

Exit Rules: Profit Target

1. Cover half of the position at or below the Low -
(ProfitFactor * ATR,4)

2. Cover half of the position at or below the Low of ProfitBars ago
(2 * ProfitFactor * ATR4)

Exit Rules: Stop Loss

1. Cover all shares at or above the Highest High for StopBars
(ExitFactor * ATRy,)
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The Acme M code is divided into five general sections

- Trade Filtering Exammphe 3.4. Acme b Systam
= Maket Pattern Identification ks # b
- Pattern Qualifier Identification Aeee M Systes: Look for multiple corbirations of market patierns
- Pogition Sizing 1. tuhta{{t}
. . 2. Hook (H)
- Signal Gencration 3. Inside Day 2 (I)
The Acme M system uses two trade fillers: Minimum Price and Minimum : ::::.ELEH]
ATR. The filters can be applied mdividually or together, For example, filter out 6. 1-2-3 Pullback )
all shocks with a poce less than 320 and an ATRE ofless than one. To use just 7. Test (T)
ome filter, set the other filter to zero. For example, set the Minimum Price to B. ¥V Zone (V)
zero, and set the ATE to a munmber such as 1.5 oualifiers
If the stock passes the filtering process, then the eight market patterns are
tested in sequence. Two strings ame created that track the bollish and beanish 1. Moving hwverage (A)
priterns for each bar. Ifthe Acme pattern funciion refurns 1, then the patiern is 2, Marrow Range (M)
bullish, and the comesponding leiter is appendad to the LongSiing variable. IF —— PR oA g et gttt et
the Acme function retums 2, then the pattern is bearish. and the letter is added
to the ShortStrfmg variable. Inputs:
Adfter pattern identification, the bar is tested for pattern qualifiers. First, the {M Parameters)
AemeChdverage functiom iz called to determine whether or not the bar is on the I'H.:_'Ii.nﬂ’-ll:l:em{:}
. . . {Filter Parameters
S0-day moving, average. [fso, then the letter A is added to both the LongString FiltersOn(True),
and ShortStong, Then, sll ofthe narrow range patterns ae tested, Ifany narmow Fuberl.refgthl;u;,
range pattern is found then the letter N is appended to the appropriate string, MinimusPrice(1s),
depending, on whether or not a bar partern has already been found. For exanple, mﬁnﬂn}: )
ifa bullish Test pattern has been found, and the bar is an NE bar, then the letter Equity( 100000},
sequence “TH will be contained in the LoogSinng vanable. If a beansh Test RiskModel(3),
pattern has been found, then the letter sequence "TN" will be contained in the :]}::mﬁ"s'ﬁ-“}-
ShortSiring variable. o EntryFactor(0.10),
MNow, with the patterns and qualifiers identified, the system compares the DrawTargets(True);
mumber ofpatterns in each string with the minimum number specified as an in-
put parameter, AfnivimPoiierns, Ifthe LongSiring has 2 length greater than ""ﬂ'g]'":
the minimum, then a potential lng entry has been identified. Ifthe ShontSiring pe
has 3 length greater than the minimum, then 8 short entry has been identified. ATRLength{20),
Finally. the systcm tests the following entry conditions before validating the TradeFilter(True},
g.ignn]'_ Mﬁtﬂpiﬂ-ﬂl.
i i ShortStop(0.0),
- Swing condition, (M variables)
Hil
- Range percentage condition, snd r:;m:;:ﬁ'_{i 3
- Gap condbion. Shorl St eing (™),
i i Red proabue{o] ,
The Easylanguage code for the Acme M System is shown in Example 3.4, Aeupt b,

A vvan U wond 1o las),
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CPercent(0.25),
(RangeFactor(0.8),
HLength{1},
HPercent(0.2),
LPercent(0.1),
L (1,
PADN(2S),
PLength{14),
VFactor(i.5),
WRFacter(0.7),
Il.mg'thi[!'-.'h
hLengtha (10),
KLengtha (4],
Miange(s),

(c.8),

HighText (o),
LowText (0}

ATRE = Bverape( , ATELength);
BuyStop = aﬁh + (EntryFactor * ATR);
ShortStop = Low - (EntryFactor * ATR);

{Fun trade filters}

If Filtersin Then
TradeFilter = Close » MinisusPrice and ATE »= MindmumATR;

If TradeFilter Then Begin

Patternstring = “*;
LongString = ™,
ShortString = ™;

Beturrvalue = Acmelobra(CPercent, CRangeFactor);
If ReturnValue » O Then Begin
PatternString = “C;
If Returrvalue = 1 Then
LongString = LengString + PatternString
Else
ShortString = ShortString + PatternString;
End;

Returnvalue = AcmeHook(HLength, HPercent);
If ReturnValue » 0 Then Begin
PatternString = “H";
If Returmalue = 1 Then
LongString = LongString + PatternString
Else
ShortString - ShertString + PattevnString;
Endl;

I Paome Dens el 2 Db Basge o
Fi g’ a g =17,

3.3 Pattern Trading Svatem { Acime I

LongString = LongString + FaliernString;
wshnrﬂ-hing = ShortString + PatternsString;
H

ReturnValue = AomeTadl{LFercent, LLength);
If ReturnValue > O Then Begin
PatternString = “L°;
IF Returnalue = 1 Then
HsELn-'lgStnng = LongString + PatternString

ShoxtString = ShertString + PatternString;

&
¥

Returnvalue = AcmeHaramij
If ReturnValue > O Then Begin
PatternString = “M';
If Returmvalue = 1 Then
LongString = LongString + PatternString
Else
ShortString = ShortString + FatternString;
End;

Returnvalue = Aomefullback(FADN, PlLength);
If FeturrValwe » © Then Begin
FatternString = “P*;
If BeturnValue = 1 Then
- LongString = LongString « PatternString
se
. ShortString = ShortString + PatternString;
L]

Returralue = AcmeTest;
If Return¥alue > © Then Begin
PatternString = TP
If ReturnValuwe = 1 Then
= Long5tring = LongString + PatternString
e

Shortstring = ShortString + PatternString;
End;

If High »= AcmeHigh{VFactor, Filterlength) Then
ShortString = ShortString + V™,

If Low <= AcmeViow(VFactor, FilterLength) Then
LongString = LongString + V"3

(Pattern Qualifiers)

Alondition - Reeelmbwerage(Alemgih);

If Alonditlon Then Begle

Pallerosdp lmg - “A";
Pobrigtsl nimg  Dosgsl iopig, 0 Pallevntsdr ing,;
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Shortstring = ShortSiring + Petternitring;
End;

Conditionl = A:leﬂzrrahngeiﬂwuﬂ, 1} and
demeblar rowkange(Nlengthy, o)[1];

Conditionz = Low > Low[1] and Wigh < High[1] and
Low[1] » Low[2] and High[1) « High[2];

Conditiond = AcmeMarrouBange(Mlength2, 0);
Conditiond = AcmelnsideDayNR{MNLength3, 0);
Conditions = Range <= MEFactor * ATR;

If (Conditioni oy Condition? or Condition3 or
Conditiong or Conditions) Then Begin
PatternString = “N;
If Strien{LongString) » © Then
LongString = LongString + PatternString;
If Strlen(ShortString) > 0 Then

Shortstring = ShortString + FatternString;
End;

{Calculate shares based on risk model}
N = AcmeCetShares(Equity, RiskModel, RiskPercent, RiskATR);

{Multiple Pattern Buy Signal}

I+ Strien{longString) = MinimusPatterns and
Low ¢ Lowest{Low, MRarge - 1)[1] and
AcmcRangePercent(High, MRange) <= MRangePercent and
High > Low|i] Then
{Draw Entry Targets on the Chart}
If DrawTargets Then
Conditioni = AceeErtryTargets(™®", BuyStop, ©, O, 0);
Buy(“Reme LE M') K Shares Next Bar on BuyStop Stop;
Erd;

(Multiple Pattern Sell Signal}
If strien{ShortString) »>= MinimumPatterns and

kigh » Highest{High, MRange - 1}[1] and
- t;ﬂw. MRange) »= (1 - MRangePercent) and
Low « High[1] Then Begin
{Dram Entry Targets on the Chart}
If DrawTargets Then
Conditiond = AcmeEntryTargets(“M*, ©, 0, ShortStop, 0);
Sell{"fcme SE M) N Shares Mext Bar on ShortStop Stop;
End;
End;

34 Ezwvles ¥

3.4 Examples

The following chans are examples ofitrades generated by the Acme M Sysiem.
Each example uses Equity of $100.000 and the Percent Volatility Model with a
nsk of 23w, For stocks, trade filtening 15 urned on. and for indices, trade filicning
is uned off. We do not apply trade fillering to the indices becanse they have
Tower AT readings.

341 Abgenix

The chart in Fignre 311 shows an Acme M long entry on Angust 207, 2001
The number oftmilish patiermns 15 equal to fiour
A Hook (H) where a short would have been triggered but the bar
reversed,
- A Tail (L) where the open snd close are in the high end ofthe mange,
= A smccessful Test (T) of the previous low two bars carlier, and
- The bar is a narrow range (W) bar.
The ompimal position see ofthe entry was 800 sharcs, Half ofthe position (400

shares) was closed two days Iater, and the rest of the position was sold on the
third and fifth days after entry.
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342 PMO-Sicma

The chart in Fignre 3.12 shows an Acme M short emry on January 25%, 2001,
with the number ofbeanish pattems equal to three:

- & Hook (HY down after a three-bar pullback, and

- A Taill (LY where the open and close are near the low of the range, and

- An msuccesstol Test (T) of the previous high three bars carier,
The onginal position size ofthe entry was 200 shares. Both halves ofthe posi-
tion (100 shares apiece) were oovered on the following day fior almost 40 poinis
These aboupt reversals of foatune tend to ooour before an earnings release. Bad
news just happens to leak ont, a wonderfully human aspecr of the business.

—_— —_—
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Fipure 3.12. FMC-Sierra Fanern

Wote how the stock went in the CAN after the initial shoit entry was tripgercd
Om the subsequent bar, the stock moved below its S0-day moving sverage, and
closed near the low of the day. This chant exemplifies a confluence of bearish
patterns and only increases the probability of a winning, trade. The trader may
choose to make the Acme M system less restrictive by removing the swing, crite-
ria and just foousing on these pattern clusters. Asain, the trader mskes the
choice of which stocks will be eliminsted by the scans and how many need to be
reviewad by eve. As will be demonstrated in Chapter 9, the human eye and brain
are not always better judees of charts than the computer,

3.4 Examples 81

343 Check Pomt Software

The chart in Figuwe 313 shows an Acme M jong entry after a double hook.
First, some longs were sncked in at a tick above the high on the 13%, and then
soime shorts were entrapped a tick below the low on the 14" {not a good idea on
A witle range bar). Afier the trade was tiggered, the ATR factor prevented the
trade from gefting stopped out at the previous day's Jow on the 18%

Currently, the better methodology seems to be fading, the swing traders
aronund the lows and highs, i.c.. there appear to be more hooks, proving that just
as A particutar style oftrading becomes popular among the masses, the less likeky
it will wiodk in the fomre. Consequently, the ATE factor on entries eliminates
maity ofthese types of rades.

The Acme software defines mechanical tmade exus forits systems; rescarch
has shown that two alternative systematic methods work cqually well:

a  Exil the long position when the close is below the open, and exit a
shom position when the close is greaer than the open. This technigue
works after a swing of several days becanse a trend reverssl may be
fortheoming, beating traders who operate around highs and lows.

a Do nol use profii targets after a holding, period of four or five days. If
the trade is sGll going in your disection, then the maiket is having a
rare extendad rally or decline, and the swing should be ridden oot

Figwre 8.1 5 Ullica b Pommn Soliveans Do i
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344 New York Futures Exchangs

The WYFE chart in Figure 3.14 shows an LE M signal. First. note how the
stock hag bownced offa donble bottom and i= forming a triple top. Second, the
chart has formed abig "W", similar to the crisscrossed palm trees in s o Afad,
Mad &fad Mad Werld”, This bullish pattemn portended a major market rally in
early March 2002,

Figmre 3.14. WY FE Index Faltern

In Chapter 5, we discuss geometric formations such as triangles, double bot-
toans and triple tops. The purpose of covening these pattems is to comey as
much information as possible on the chart. In the example above, the double
bottom from eardy to late Febmary provided supporting evidence for the long
trade entry. For the trade exit, the approach to a triple top was & clue that the up
trend may =till have been in effect, and the position could have been held lomger
to see 1fthe index could break out above the triple top,

Stridsman nses the terin “indicator piling® to express the danger of wsing
similar indicarors thar grve the rader a false impression ofa sure winner [30].
Further, Bollinger sitesses the need for independent vansbles snch 8= volume to
confirm trades [1]. When desipning or implementing a pattern catalog, siive
for a diversity of patterns, each with & unique concept.

FLS L PRI T P I TR S| ¥ PETETA R T PO [PTTTREE P o FTTSTTeom f TTMRTTr ot TP
W sl , st aabsain Wimenne, Sk & wocia, | ala | Bbevaiinn, anil Sqmama v Dioisd

3.4 Examples B3

34.5 Comverse Techrology

The chart shown in Figure 3.15 exemplifies the “"CAN do” spinit: & Cobra above
the moving, average precedes a 15 move in four days.

[CRYT LART-Daly O Py fiwg T R T

Figure3.1 5. Comverse Technology Fattern

3.4.6 Nasdag Composite Index

The chart in Figure 3.16 is notjust for accountants,
LART-Daly O&0FI0H Mov Aug 1 EnepDlee,500) 200108

Figgoe 3,06, Mol amigper ate Liles Patieon
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3AT Computer Associates

Lok for stocks buckmg the market trend. as fhe Compuiter Associates chart il-
Instrates in Fignre 3.17. Before the pap down nonors were switding about the
comparty’s accomniing praciices during the Enron scandal. Two days later after
the trade entry, several major newspapers reported that the com pany was under
investigation by the SEC.

LAST-Daily W2/2772002 Meov g 1 Ine(Closs,0,0] 31000 T
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Figure3.1 7. Computer Associaies Faitem

4 Float Trading

Feleeey wwsd veork tlwongh the brales
nd the comns of pood and brore men.
or thev av no better thay dredns

EatphWaldoEmerson

Ifarmyone ever asks you why the Internet stocks soared as high as they did in the
Iate 1990, tell them it was the “low floats™, Thiz was 8 group of gocks with
good camings and revenue momentum, but more importantly, the demand out-
stnpped the supply of shares. Because the companies had ouly vecently gone
public, few shares were available for trading (the foarl; some companies issued
ouly three million shares, the equivaleni of 300 inmvestors owming 10000 shares
apicce. Compare this mumber of shares with established companies such as
General Electric, az shown in Table 4.1.

Table4.1. Comparry Float Vales

Sock Jrmbed | Float

GE 9.84 billion shares
CIEN 3000 million shares
FLALIL 355 million shares
THOTL 179 million shares
COC0 7.8 million sheres

As the prices of Internet stocks soarcd, fueled by the short sellers who were re-
peatedly forced to buy in their shares, the companies declared stock splits, These
splits increased the number of share's, thereby increasing the float. After two o
three splits, eventually these companies had flosts of fify to 3 hundred million
ghores.  With prices in the hundreds, these companies attained market caps
prester than the largest companies in Amenica, in some  cases cody ten bil
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The upper line is drawn across the highest high of the tumover range, and the
lower line is deawn across the lowest low of the turnover range. The three inner
dashed lines represent Fibomacci retracement levels of 38%, 50%, aiud 62% The
Float Box indicator inpnt parameter FloaiFacior can be changed to adjust the
float tumover muliiple. eg. 1.5 or 2.0,

4.2 Float Channel

The Float Chammel is a series of two lines resembling moving averapes. Each
point on the upper channel line represents the hiphest high of a float tumover
ramge At that bar in time. Each point on the lower ine represents the lowest low
ofthe tumover range wp until and including that tear,

By tracking the highest high and lowest low of the turnover range at any
given bar, the Float Channel is just another tvpe of price envelope. Further,
the Float Channel is 8 dvnamic versicn ofthe Float Box, Ifwe plofted the Float
Fox at every bar amd comnected the nght endpoints of all the Float Boxes, the
Float Channel would be formed  Essentialty. the Float Channel adjosts to new
high and lowvalues as the float turmns over.

Figure 4.2, Flnat Channel

Tl 0w Neawma g 2 Liocimimb ool 1hie & wpmmlatiis YViilipas & Domniel Dimillp alin i ii':|

4.3 Float Percentage Ba

Ancther way to trade the float model is to wse the float channel to buy or short
stocks that touch the float channel lines [38]. Ifa stock i= in & strong downbrend
and price touches the upper channel, then that 1= a ghort signal. 1fa stockis noan
uptrend and price touches the lower channel, then that i= along signal, Mote the
arcas in Figure 4.2 where the channel knes are parallel. These lines define the
suppott and resistance bases.

4.3 Float Percentage

The Floal Percentage” is a histogram that shows the incresse in float turmover
starting from a high or low base. The Float Percentage adds up the volume
slarting from a breakout or breakdown from abase and calculates this value as a
percentaze ofthe float, Ar the float percentage approaches 1008, the trader is
alerted to the condition when the float 15 close to toming over. MNote that the
lemgth of the base i= adjustable in the Acme code. Eeducing the length ofthe
base will increase the number of histogranes, and increasing the base length will
redoce the number.

;L'r'H:.'I EE

1+1"J.i-|_ l-llfl -*H-[:.lj ++;::
i | -'**_-+I:!,_ EE

Float Percent[1.6,7,88.0,0.3) - W i
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Figure 4.3. Float Percentage
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In Figure 4.3, the flost percentage climbs above 800 towards the end ofa deep
correction in Manugistics (MANU:Nagdaq), signaling a possible trend change.
At this point, the Float Percentage indicator will alert the trader when the float
ig ghout to tum over. The default minimum threshold for 8 Float Percentage
alert 13 B o and can be adjusted by the trader

When a float tumover coincides with 5 swing low, a8 short poattion should be
covered. The sk in covering later is that once the float becomes absorbed, this
can be a prehude to dramatic price spikes. Similarly, a long position should be
sold when a float furmover commcides with & swing high.

4.4 Fleat Trading System (fome F)

The Acme F Sydem iz actually two separate svstems, a Breakont svstem (FB)
and a Fullback system (FP), although both systerns trade with the prevailing
trend. The Breakout svatem is a channel brealiout svstem that requires a base of
a pven length to be established before a signal is generated. A bage is formed if
the cument vatue of the floal channel line is close to the previows vale of the
float channel line for a certain number of bars, thereby forming a nearly parallel
sepment. Two base counts are maintained, one for the upper float channel line
and another for the lower ficat channel line.,

The Breakont svstem requires consolidation near the base, For & long sigmal,
the high of the cumrent bar mmuat be within one ATE ofthe upper float channel,
an indication that the stock is about to break out. For a short stpmal, the low of
the current bar must be within one ATR ofthe lower loat channel, an indica-
tiom that the stock 15 about to break down.

Finally, the Breakout svstem uses the fable pattern. A table is a consolidation
pattern where the highs or lows of a range ofbars are close to each other. The
Acme FB systern defines a three-bar table; it caloulates the difference between
the highe=t high and the lowest high ofthe table range for long signals and this
the difference between the highest low and lowest low for short sipnals. This
difference must be less than a certain percentage ofthe ATR (Table Facior) to
qmalify ar avalid sigmal.

The Fullback svstem operates between the float chamnel lines, Ifa stock i3 in
an uptrend, then the svstem goes long on a near-tag of the lower float channel
line. Ifa stock is in a downtrend, then the svstem goes short near the upper float
channel line, Watch for & flost furnover that coincides with the signal,

The performance ofthe Acme F system depends on the float turnover cycle
ofthe mdividual stock. If the float turns over on average every thirty days, then
the Fiferiength paremeter should be set to tharty lor consistency (the default
vilue for RlterLength 1s tharty days). The fleat value 15 obtzined sutomatically

4.4 Flost Trading Svalem (Acme F) a1

from the AemeCGetFloat lookup function (refer to Chapter 111 as shown in the
following caloulations.

Calculations

1. Get the float of the stock using the function AemeGetFloar.

2. Comgute the Average True Range for the past 30 days (ATRug).
3. Calculove the 50-day moving average (MAs).

4. Compute the upper Float Channel (FCujp) based on the float.
5. Compute the lower Float Channel (FCy o) based on the float,

4.4.1 Breakour System {Acme FB)

Long Signal
Caleulations
1. Calculare the base count of the upper float channel (BCqy..).

2. Calculate the TableDelta = TableFactor * ATRa,
{defanlt TableFactor = (1.35).

3. Determine the Highest High of the kst 3 bars (HH,).
4. Determine the Lowest High of the last 3 bars (LHa).

Entry Rules

BCy, . >=7

High > FCigp=— ATRs

HH; - LH; <= TableDelta

Close > MAs;

Buy the next bar at or above the High + (EntryFactor * ATR..)

Exit Bules: Profit TarEct

1. Scll half of the position at or above the High +
(ProfitFacter * ATR.)

2. Sell half of the position at or above the High of ProfieBars ago +
(2 * ProfitFactor * ATRaa)

ol

Exit Rules: Stop §as

T Sl all sduwwes an vir Befosss dle B omonens Dasw dva Ssapal e,
(Estl i * ATH G
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Shore Signal
Calewlations
1. Caleulate the base count of the lowsr float channe! (BC el

2. Calculare the TableDelta = TableFactor * ATR:,
{default TableFzactor = (.35).

3. Determine the Highest Low of the Last 3 bars (HL;),
4. Determine the Lowest Low of the last 3 bars (LLa).

Entry Rules

L. BCi»=?¥

2. Low < FCiowe, + ATRx

3. HL:- LL; <= TahleDelta

4. Close « MAs

5. Sell Short the next bar at or below the Low — (EntryFactor * ATR)

Exit Rules: PrnﬁtTugtt

1. Cover halt of the position at or above the Low—
(ProfitFactor * ATRa)

2. Cover half of the position at or above the Low of ProfitBars ago -
{2 * ProfitFactor * ATRu)

Exit Rules: Stop Loss

1. Cover all shares at or below the Highest High for StopBars +
(ExitFacror * ATR:)

4.4 2 Pullback System (Acrme FF)

Here are the long and short signals for the Pullback System. The Exit Rules are
the same becanse both systems vse the Acme Trade Manager signal for profit

targets and stop losses,
LongSignal
Calculations

1. Calculate the +DMI tor the FikerLenght of 30 days.
2. Calctfate the DM for the same perod

4.4 Float Tradiag System (Acme F) 93

Entry Rules

1. Low < FCpo + ATRy

2. +DMI > -DMI

3. Close » MAs

4 Buy the next bar at or above the High + (EntryFactor * ATR:)

Exit Rules: Profit TarE-l:t

1. Sell half of the position at or above the High + (ProfitFactor * ATRa)

2, Sellhalf of the position at or above the High of ProfitBars ago +
{2 * ProfitFactor * ATRy)

Exit Rules: Stop Loss

1. Sell sll shares at or below the Lowest Low for StopBars —
(ExitFactor * ATRy)

Shorr Signal

Calculations

1. Calculate the +DMI for the FilterLength of 30 days.
2. Calculate the -DMI for the same pesiod.

Entry Rules

1. High > FCy,.. - ATRy

2. -DMI = «DMI

3. Close < MAx

4. Sell Short the next bar ar or below the Low — (EntryFactor * ATRao)

E.J{'tRl.ﬂl:s:FrcrﬁtTarEcl
1. Cover half of the position =t or above the Low -

{(ProfitFactor * ATRw)

2. Cower half of the position at or shove the Low of ProfitBars ago -
{2 * ProfitFacor * ATR W)

Exit Rules: Stop Lo

I Cover all Jvane ae on Deloaw ehae T liploesa §lagedy fon Stopdiae, o
{l".:ultl".li T J"I.'llun..i
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ATELength{20],

The Acme F System relies on a known and current value of the flost for a ﬁ

given stock (ETFs do not have floats). TradeStation does not transmit the MaLength({s0),

float value in realdime, so we have provided the AemeGe(Floal function in WEFML

Chapter 11 for adding a symbol with its associated float vahe. The symbol mﬁ

must be added alphabetically within the AcmetFeiFlear function, and the %ﬁﬁ% )

- - B t{0.0),

function must be verified before it takes effect. Floathigha{c.o),

Floathighz (0.0,

To find a stock's float and update the TradeStation code, do the following: HighbaseCount (1)

1. Go o the Yahoo Finance Web site a1 hiopoy finance yahoo.comy. FloatLowi{o.0),
. : FloatLow2{0-0
z. El:nterthﬂ gtock symbol and click on the Fer baron. LowBasel tiiir
3. Click on Prafile. BaseDelta(0.0),
4. Soroll down Lo the bollom of the page. Tablsneltafo.c);
5 Omthe left-hand side, Floal iz the last feld under Share-Reloied Hews. If }'ﬂh!'l-’lua'r. = 0.0 Then
6. Enter the flost value (in millions) in the AemetFetFloat function. it i s of i i e oSS s
7. Venfy the AcmetFeiFloa fimction,

TheFloat = FlostFactor * AcmeCetFloat{GetSymhalName) ;

End Else Lf TheFloat » 0.0 Then

Example 4.1. Acme F System BIE!E:ijlini«t-_iiﬂ.m& variables)

The code for the Acme F System is shown below in Example 4.1.

Fh e

{
Acme F i:.'stel l.ml: for float breakouts and pullbacks

qqqqq LAt L, S ok ook

KR = Bwverage(Ranpe, .ml.ength},
M& = Average{Close, MAleng
FloatHight = mrinatmwﬂﬁg:ﬁh&lﬁaﬂ;

z FloatLowl = dcmefloatChannell heFloat);
{F Paxameters)
FloatFactor(1.0), {Run trade filters)
Bascbars{y
hmtﬁr:{i.:ﬂ, If Filtersin Then
TableBars(3), TradeFilter = Close »= MininuePrice;
TableFactor(0.35),
[Fillte:l.' P?J?E";Eﬁ] If TradeFilter Then Begin
FiltersOn{Trus
Filtertength(30), {Calculate shares based on risk model}
MimdmimPrice(15), N = AcmeGetSharss(Equity, RiskModel, RiskPercent, RiskATR);

(Position Parameters)

p?"tm;“ﬁ?jj’ (Entry Signals)
RiskPercent(2.0), BuyStop - High + (EntryFactor * ATR);
FiskaTk({1.0), ShortStop = Low - (EntryFactor * ATR);
EntryFactor{o.3), BaseDelta = BaseFactor * ATE;
DrawTargets{True); TableDelta = TableFactor * ATE;
variables: i KighBasefmml =~ Basrfiars and
Wi}, Migh = (1 loaliiglin  ATR) aed
LTI Mgl A giliph, Ladsbellias ) Do A, Dabbidbans] -

[N PTIE R T |
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Close » MA Then Begin
{Oraw Entry Targets on the Chart)
If DrawTargets Then
Conditionl = AcmeEntryTargets(“F", BuyStop, 0, 0, ©);
Buy(“ficme LE FE™) M Shares Next Bar at BuyStop Stop;
£

If LowBaseCount »= BaseBars and
Low ¢ {FloatLowd + ATE) and
Highest{Low, TableBars) - Lowest(Low, TableBars) <=
TableDelta and
Close < MA Then Begin

{0raw Entry Targets on the Chart)

If DrawT. Then

Conditiomi = AcmeEmtryTargets(“F", 0, 0, ShortStop, 0);

wfn-dl{"he SE FE") W Shares Mext Bar at ShortStop Stop;

i)

If Low <= {FloatLowl + ATR) and
DMIPLus (Filterlength) > DMEMinus{Filterlength) and
Close » M& Then Begin

{Dram Entry Targets en the Chart}

If DrawTargets Then

Conditionl = AcnefntryTargets(“F, BuyStop, 0, 0, 0);

Ed&q.r{".lne LE FF") M Shares Next Bar on BuyStop Stop;

¥

If High »= (FloatHighi - ATR) and
MIMims(Filterlength) > DEIPlus{Filterlength) and
Close ¢ M& Then Begin
(Draw Entry Targets on the Chart)
If DrawTargets Then
Conditioni = AceeErtryTargets({“F", o, 0, ShortStop, 0);
Sell{“fcme 5F FF") N Shares Mext Bar on ShortStop Stop;

End;
{Caleulate running base count and chamging float channel values}
If AbsValue{FloatHighi - FloatHigh?) <= EaseDelta Then

WighBaseCount = HighBaseCount 3 1

Else

KighBaseCont = 1;

FloatHigh? = FloatHigha;
If AbsValue{Floatlowl - Floatlowl) <= BaseDelta Then

LiwBaseCommt = LowBaseCownt + 1

Else

Lowlaselomt = 1;

Floatlows - FloatLowi;

Ll ;

1.5 Exang:les a7

4.5 Examples

The following charts are examples of trades generated by the Acme F System,
with both Acme FB and Acme FP signals. Each example wses staring Equity of
100,000 and the Percent Volatility Model with a risk of 2%. Trade filiening is

turned on. Becarse ofthe longer float cycle. profit targets have been turned ofT.

451 THO Incorporated

Figure .4 shows several examples of an Acme FB Jong entry. After the initial
failed breakont. the stock THOUTHOQ: Masdaq) broke shove the upper Float
Chanmel after forming a long base, Fourteen days later, it formed another base
and broke to new highs again. After the secomd long eniry, the Float Percentage
reached 1002, shorthy before the stock began & correction.

LAST-Daily DWZERIDO0 Acme Flost Chamnel10.7,0.3) 21250 4542

: [
i P . 28000
. -
Acroe L g i
22000
0 [T i gl hu-.l.l'" |
Acme L= 2300 —_——

]

Figure 4.4. THOIncorporated

When stocks form bases, examine the magnitude of floar thar was mrmed over
during the formation of the base, Ifthe total volume i= greater than one float
ternover, then that stock i= & better trading candidate than a base formed on low
violume. The best trading candidates will show a Float Fercentage of 8% or
higher coinciding with a breakout of a long bese. Mote that the float turnover
rafte of 8 slock influences the length of the base. A stock with high velume and 2
low float does not get the chance te form & reasonable lis, s0 the base may be
no longer than three or four bars

T

il
i@ 5
= a5
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4.5 2 uniper Metworks

For the Acme FP short entoes in Fgure 4.5, Jumper broke dowm twice trom
loww bases. Inthe first instance, the float turned over in only six trading sessions.
Afier the float turned over, the stock did not go down much further. Inthe sec-
ond instance, the trade could heve been stopped out on the thind day when the
stock gapped up. Since the stock was in a downtrend, we waited out the gap on
the open to see ifit held before covering the short position.

Floal Channel{1.0.7.03) 32850 24010

+ 18

Figure 4.5, Juniper Networks

When a long base is being formed, an FP signal may precede an FE sigmal, In
this example, the price contimed dowmwvard and broke below the extended base
ofthe lower float channel the same day, however, in both cases the price did not
form a table near the lower floal channel, therefore an FB signal would not have
trigpered. Essentially, both float systems work in comcerl. The trader pets an
opporiumity to enter on & pullback (FP) or waits until the stock comsolidates
near the base and breaks out (FR). Ifboth conditions oceur, then the trader will
get the FP sipnal first, followed by the FB signal osually one or bwo days |ater.

In cases where multiple signals ocour within one or two days, we ssmply treat
each sional separstely, even if it means doubling a position in the same stock. A
second signal serves as confirmation for the fivst signal, we are more confident
with a second entry in the same stock rather than an isolsied eniry in 2 different
seck; the concept of multiplicity spplies here, oo

4.5 Examples o0

4.5.3 Ariba

The Acme FFP short eniry in Figore 4.6 bounces off the wpper foal chanme].
This i= a strongly trending stock. ermilating an Acme M or N swing entry, Al-
though the FP system relics strictly on DI, the trader 15 free to add an AT
filter for FP entiies only. Using the ADX filter on FB eitiies only eliminates
good rades becanse when a stock forms a base, the ADX js bound to be losw.

For nom-trending stocks, the flost channels serve a5 support and resistance - —
be wary oftaking breakouts in trading range stocks. In the cxample, afier the
short eniry was covered, there was a break below a fourteen-bar baze. The FR
system il not go short on this breakout becanse the stock did not form a table
near the lower float channel, Further, the stock had atready declined owver 308
in scven days, Inthese sitiations, @ test usoally oconrs, followed by & rebound for
a few days before a new trend 15 cstablished.

LAST-Duaily T22772000 Acreee Flost Channel1.0,7.0.3) #0000 43.563

Figure4.6. Ariba

With experience, the trader leamns that stocks have symmetric comsolidations
after protracted moves. A stock that advances or declines 10w in four or five
days wsually requires the same amount of time to dizest the move. The sengrsl
market tends to follow a similar cycle, alternating an NE day with a WE day, or
gn NR2 day followed by twe WE days, etc. Recently, the market had six NR
days followed by six WE days, not the swing trader’s optimal patterm
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4.54 Ciena

Figure 4.7 is an example of an FB shont enfry. Ciena was i A downtrend amnd iis
high touched the wpper float channel on Augost 2, 2001, Six days later, it ap-
proached the lower float channel. After gapping down and closing near the high
ofthe day, the stock formed a 180 pattern [4], completing & three-day table in
the process. The FB short cotry triggered the following day.

—_— —
LAST-Daily E507F0041 Acme Floal Channel 10,7 0.3) 18771 15390 |

t 1"5[""" }:3

Figure 4.7. Ciena

This chart 15 ancther ilhestration of pattern comvergence. Althongh the chan
abwrve does not show all ofthe Acme indicators, we highly recommend the prac-
tice. When the trader sees all ofthe indicators working in concert, his or her
eyes are opened to all ofthe possibilities, leaving little to chence. We prefer this
techmigque to interpreting some vagoe head-and-shoulder formation,

The ultimate gog i= to encode as much technical and fundamental informa-
ticn s possible and annotate the char with it: the letters and lines approach.
Too meany times to count, we have chosen between multiple signals only to miss
& critical piece of information that distingnished one ofthe signats among the
mary others. Through the process of observation, the trader can simply encode
he new piece of information and use the chart as an artist's palette, each color
representing a unigue charactenistic ofthe stock. By automating the stock sclec-
lion process as much as possible, the trader is free to foous on new techmiques.

4.5 Examples 101

4.55 Chedk Pomni Software

Figure 4.8 shows an cxample of float tumnover for CHEF in late Nowvernber
2000, as shown by the Float Percentage histogram reaching 1008 afier breaking
below a long baze. Althongh this technique is not encoded in the Acme F Sys-
tern, an altemative way of playing float tonover i to let a stock break out, then
wiit for it to reach 100%% tumener while it is tremding. Once the float oms over,
take 8 conmter-trend trade on an exhanstion move, wsing either the Acme M or
Acme V systems as confirmation. Inthe example below, a long position taken at
the 1009 o turnover mark would have netted over 30 points in five days. Because
ofthe volatility, this may be a strategy better suited for options,

Daily 1LTW2090 Acies Plost Charrsli1.07,0%) MZEN 84750
N
0 i

L7 ] 1ea 000
i-,""'i? e "T.! JI' |74

I_I '}f' '

Figre 4.5. Check Point Software

Mow, examine the second Float Percentage histogram in Figure 4.8-it is not &
mirror image ofthe stock price like the first one. This FP started & zero in late
Movernber (the first histogram overfaps it) when CHEP broke below the lower
float channel. The stock bottomed amd reversed, approaching the upper float
channel in carly Decernber, At this point, the FP reading was 70, with price
near resistance at 110 established in eady Movember,

Moreover, the stock had formed a V-bottom pattern, encompassing a fifiy-
point move. In this case, the trader does not wait for 8 full tumover to exit the
trade because ofthe disparity in velume between the down leg and up leg of the
VU Oneer 60 of the flost chapeed hands durine the down les, but only 30" of
the float turned over on the up leg. Clearly, the stock had rebounded on some
hot air, outpacing sl
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456 FUR Systems

The chart in Figure 4.9 appears to be the picture-perfect chant, Three fimes in
the month of October, the stock sttempted to break ont above the wpper flost
channel. The stock corsolidated for five davs in eardy November, and finally it
broke out above the channel. After one day of gomng slightly higher, the trade
was stopped out for a loss and then fell into a waterfall over the next five dams.
Clearly, ifthe apparently perfect trade does not follow throngh, then take the
loss and fade the onginal trade  Consider how many people got into this trade
waiting forit to break out.

LAST-Daiy U200 Acme Floal Chanmel|1.0.7.0.3) 40550 33750

Flonre 4.9. FLIE Systcms

46 Float Trading Strategies

1. When the trade entrv coincides with a Float Percentage greater then
0%, the probability of suecess incresses dramaticatly. Use the Alen
feature ofthe Floal Percentage indicator to find charts completing a
float tumover.

2. For Acme FE long and short entnes, use the Double Bottom and
Double Top indicators to assess the trade entry. If the stock price has

fraversed from the top of the channel to the boltom of the channel and
then back up again, the breakout may be false and there may be a Test

4.6 Float Treding Strategies 103

pattern first. In this case, buy a pullback near the upper channe] and
sell shoat on a retracement up from the lower channel.

. Becanse TradeStation generates its Performance Eeport for one in-

stroment 8t a fime, we have included trade logging with the function
AemeLogTrade. When trade logging i3 tumed on, each trade is written
to a common text file that can be imported into a Microsoft Excel
spreadsheet. By mnning the TradeStation 20000 Wordbspace Assistant
on #@ portfolio, every frade will be recorded for each symbol stored in
the GlobalServer.

. The current float value is valid only as far back as the most recent split

date. Unles=s the eoftware aubomaticelly adjusts the flost for shock splits,
interpreting the flost mmover will be meaningless for pre-split data,
For example, ifa stock has a float of 10 million shares and a 2:1 stock
split ocourred on Janwary 1%, then the pre-gplit amount was 5 million
ghares, When anabyzing historics] data, adjust the float value to e pre-
split level.
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Aleksandr Pushkin, Liechtenstein

Geomelric analysis is the interpretation oflines on charts, ranging from a single
line segment to a Gann square with intersecting angles [18]. Horizontal lines
are drawn at support and resistance levels: double bottoms and double tops, and
triple bottoms and triple tops. Lines also enclose patterns such as recfangles and
triangles. Much has been written about these chart patterns [2, 11, 15, 25, 26].
Here, we present a simple but effective daily and intraday trading system based
on a unique definition of a rectangle. Further, we explore variations of other
geometric patterns, e.g., the encapsulated triangle.

Geometric chart patterns are notoriously hard to trade because every trader
in the world is looking for them. The days ofthe clean breakout are long gone,
s0 the trader must use techniques such as double confirmation, as demonstrated
in our definition of encapsulated triangles. Trading off of the traditional chart
patterns is dangerous to one's portfolio because in the mind's eye one can detect
a head-and-shoulders pattern in a blanket of cumulus clouds.

The Rectangle Trading System (Acme R) simply computes the ratio of a
consolidation range to a trending range. This system can be traded on any time
frame, and it is equally useful on an intraday time frame because many stocks
consolidate during the middle ofthe day and then continue in the direction of
the morning trend until the closing bell, or they reverse around 2:30 pm EST.
The system does not need any trading filters - the only requirement is that the
stock has some degree ofvolatility.

The R system works well in conjunction with other systems. For example,
suppose an opening range breakout system goes long or short sixty minutes after
the opening bell, holding the position until the end of the day. The breakout
system triggers a short entry, and the stock falls until mid-day, where it consoli-
dates in a tight range. If the stock reverses in the afternoon, then the breakout
system would give back more of the profit using a traditional stop strategy than
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with the Acme R system. A breakout systemn that exils a trade on a move out of
a rectangle gives back a profit cqual cnly to the height ofthe rectangle,

5.1 Rectangle

The Rectangde is two solid parallel lines that bound the high and low of a trading
range (Figire 5.1). The dimensjons ofthe rectangle are its length (in bars), its
height thigh minus low ), and its aspect ratic: jts height divided by the height of
a proceding range known as the agerence ramge. In order to qualify as a rectangle,
the aspect ratio must be less than or equal to 8 maximum aspect ratio, Further.
the height ofthe recrangle must be less than a specified multiple ofthe ATR, or

Range Factor.

LAsST-Dwily OEDE2001 Acene Rectangiafd, 2 1.6,0.3)

Py,
i I|I||

[ 18 2 30

Figure 5. 1. Fecrangle

For example, suppose our rectangles are four bars in length. The highest high of
the current range is= 42, and the lowest low of this range is 40. Therefore, the
rectangle's height 1s 42 - 40 = 2, The length ofthe reference range 15 twelve, so
next we calenlate the height of the range preceding the Tectangle The highest
high of the reference range is 43, and the lowest low of the reference range is 35,
=0 the reference ranze heioht 543 - 35 =8

Mow, we must qualify the owirest sange &= & vectangle. We specify & max;-
mom espet rate of O3, Qe the rectangle’s hoght muost be 30% of the reference

51 Rectmgle 107

range’s heght. First, divide the rectangle height (2) by the reference ranpe
height (8) 1o gel the aspect ratio of 2 £ 8 = 0.35, which qualifies this range as a
rectangle (- 0.3) Next, we confirm the rectangle using a RangeFactor of 1.0,
The rectangle’s height can be no greater than the stock’= ATE muftiplied by the
RangeFactor. [fthe ATR of the stock is 19, then the cument range does not
qualify a5 a rectangle becase the hejght (2) is not less than the RangeFactor
(1.0} multiplied by the ATR (1.9). Ifthe ATR is 2.1, then the current range
qualifies 85 a rectangle becmse the height (2) is less than the RangeFactor (1,07
multiplicd by the ATR (2.1}

The FasyLanguage function code in Example 5.1 determines whether oo
not a specified range is arectangle:

Example 5.1. Function Aemeflectanpular

{Iliulniitftﬂiiiﬂiiiltt‘ aaaaaaaaaaaa il i s P ——

AomeRectangular: Deternine whether the region is a rec

LR L R E LR R ELL LIRS EEEE R R LTS LT ii-u-iii“}

Inpuls:
RectanglelengthiNumeric),
FangeLengthi Numeric ),
RangeFactor(Mumeric),
RangeRatio(Numeric);

RcmeRectarpular = False;
ATR = Average(Range, Viength);

Rectangletigh mﬂmﬁmu@gm?m,

RectangleHeight = ﬁtclmglcﬂigh - !echmglel.w.

Rangetigh - Highest{High, Rargelength)}[Rectanglelength]:
RangeLow = Lowest({Low, Irlgelﬂum H-Ectmglel,eq"-tﬁ?
Rangeteight = Rangekigh - Rangelow;

If RectangleHeight > © and RanpeHeighl » 0 Then
If (Rectangledeight / Ranpedeiphl ) € RongeBal in o
Roa bang ledbeighl © Bamgaelaw lon ¥ ALK Then
Pk Lol (TTTEN
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The code for the Boolean fanction js divided into two sections. After compt-
ing the ATR, we caloulate the height of both the rectangle and the reference
range. Then. we test both of our conditions: whether or not the rectangle height
divided by the reference range height is less than the maximum Farige Bodie and

whether the rectangle height is less than or equal to the Ravige Factor mnltiplied
by the ATR. [fboth conditions are tme, then a rectangle has been found. An
indicator calling this functiom can test every bar for the existence of'a rectangle.
Some code for drawing rectangles is shown in Example 5.2,

Example 5.2. Indicator Ao Rectangle

Eakk ks &k i

i* FPp—— sans
Acwe Rectangle: Draw a rectangle

P
TILT LT (TEl ) rt $ ,.,r,,.,,.]_

Inputs:
Rectanglelengthia),
Rangelength(12),
RangeFactor(1.0),
RangeRatiolinit(0.3);

Variables:
Rectangledigh(o.0),
I.*e:tanglﬂ.m-.l‘,q‘:un}j.l
UpperLine(-1),
LowerLine(-1);

RectangleHigh = Highest(High, H:targ]el.mgth};
Rectanglelow - Lowsst{low, Rectanglelength
If AcmeRectangular(Rectanglelength, Rangelength, RangeFactor,
!mgeiatml_lut} Then Begin
Line = TL Mew(Date|Rectanglelength-1],
1 [RectangleLength-11, ltecm?hrlim
Datefo], Tine[o], Rectangletigh
If Upperline 3= © Then Begin
If CetBackCroundColor = Black Then
TL SetColor(UpperLine, Yellow)
Else
TL_SetColor{UpperLine, Black);
TL_SetSize(Upperline, 1);
End;
LowerLine = TL Wew{Date[Rectanglelength-1],
Tise[Rectanglelength-1], Rectanglelow,
Date[o], Time[c], Rectanglelow);
Tf Lewerline »= 0 Then Begin
If CetBackGroundColoxr = Black Then
TL_SetColor(LowerLine, Yellow)
Else
T SedConloar {Vumwienl Gome, Rl k) ;
T besl i e Nomper | nime, 1)
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Erul
End

The code in Example 5.2 is a template for other geometrc patterns m the sense
that the current bar is tested for the pattern, and ifthe pattern exists, then the
lines are drmwn. Here, the indicator calls the dcse Rectargrdar function, which
returng true or false. Ifime. then two trend lines are drawn. one across the wop of
the rectangle (the high ofthe bar range) and one across the bottom of the rec-
tangle (the low ofthe bar range).

5.2 Rectangle Trading System (Acme R)

The Acme R system is simple. [fa rectangle is identified, then a stop order is
placed on either side ofthe rectangle. As with ell other Acme systems, the pa-
rameters can be adjosted to fit the trader's relection criteria. The brackets [] ref
erence historical bars, e.g, [4] means four bars ago.

Calculations

1. Calculate the Average True Range for the past 30 bars (ATRw).
2. Get the Highest High of the last 4 bars (HH,).

3. Ger the Lowest Low of the last 4 bars {(LL,).

4. Get the Highest High of the 12 bars preceding HH, (HH[4]).
5. Get the Lowest Low of the 12 bars preceding LL. (LLy4]).

5.2.1 Long Signal
Entry Rulbes

1. (HH.-LL)/ (HH::[4] - LL:f4]) <= 0.3
2. (HHi-LL.) <= 1.0* ATRx
3. Buy the next bar at or above HHy » (EntoyFactor * ATRaq)

Exit Rules: Profit Tarjet

1. Sell half of the pesition at or above the High +
(ProfitFactor * ATRuw)

2. Sell half of the posirion ar or above the §ligh of ProficBur. ago +
(2 * Profii Facton * ATRw)
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Exit Rules: Stop Loss

1. Sell all shares at or below the Lowest Low for StopBars —
{ ExitFactor * ATR)

5.2.2 Short Signal

Entry Rules

l. {HHq - LLJ f{HH[z— L]..j_ﬂ L1 0.3
2. (HH,-LL)) <= 1.0* ATRx»
3. Sell Short the nexy bar ar or below LL; = (EnrcryFacror * ATRax)

Faxit Rules: Profit Target

1. Cover half of the position at or below the: Low -
(ProfitFacror * ATR )

2. Cover half of the position at or below the Low of ProfitBars ago —
(2* ProfitFactor ® ATRx)

Exit Rules: Stop Loss

1. Cover all shares at or above the Highest High for StopBars +
{ExitFactor * ATRy)

The EasyLanguage code for the Acme R System is shown in Exaraple 5.3:
Example 5.3. Aamc R Sysrem

{H—I--lul--lll-i-i-lll-ll-i--ﬂ-i-l-imu;l-u il i ok i o i i

Acme R System: Look for Rectangle Breakouts

S b R R S lop R FTp—— }

Inputs:
{R Parameters}
Rectanglelength(4),
Fectanglekange(12),
kectangleFactor(1.0),
RectangleRatio(0.3),
[Filter Parameters
FiltersOn True),
FAT el v bl 02y,
Mhennmmmaf IR0,
[T R TE T LTI R

52 Fectangle Trading Svatem (Acme B)

Equatyl 100000),
KiskModel[3),
FiskFercent(2.0),
FiskATR(1.0),
EntryFactor(0.25),
DrawTargets(Truie);

Variables:
M(0),
ATR(D.0),
ATRLength(20),
TradeFiltes(Toue),
BuyStop(0.0),

iR Voribtesy
Ie[l-‘als-eg.

Rectang] .0},
Pt e 1

ATR = Volatility(ATRLength);

Fectangledigh = hest{High, Rectanglel h);
Rectanglelow = Lﬂl%st:LL:shhﬂlmlﬂﬂuﬂi ; :

BuyStop = RectangleHigh + (EntryFactor ™ ATR);
ShortStop = Rectanglelow - (EntryFactor # ATR);

I¥ FiltersOn Then
TradeFilter = ATR »= MinisunATE;

If TradeFilter Then Begin

{Calculate shares based on risk model)
K = AcmeletShares(Equity, EiskModel, RiskPercenmt, RiskaTR);

{Deternine whether or not we are in a rectangle}

Inkectangle = AcmoRe ar(Rectanglelength, Rectangleda
RectargleFactor, atio); : T

1f Inkectangle Then Begin
{0raw Entry Targets on the Chart}
If Draulargets Then
Conditionl = AcmeEntryTargets(“R”, BuyStop, 0, O, 0);
Buy(“Acme LE R") N Shares Mext Bar on BuyStop Stop;
[Draw Emtry Targets on the Chart)
If DrawTargets Then
Conditionl - AcmeEntryTargets("R", ©, 0, ShortStop, 0);
EMSEII["M! SE R") N Shares Next Bar on ShortStop Stop;
¥
End;
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53 Examphas

The following charts are examples of trades generated by the Acime B System.
Fach example v=es Equity of $100,000 and the Percent Volatility Model with a
risk of 2%,

531 AlrGate PCS

The chart in Figure 5.2 ir an illestration of an Acme R short entry. Once the
low of the rectangle at 5750 was broken, a shot trade was entered, and the
price fell five points in a period oftwo days. Both the single-bar and mnlti-lar
profit targets tniggered on the same day. Halfofthe position was covered near
55, and the rest was covered in the low 54%. The point of this ecample is to
demonstrate the market’s general pattern of extended consolidation periods fol-
loweed by explosive moves (note the donble rectangles).

The stock bounced offof its 50-day moving average on August 177 The
moving average is an area of namral support for & stock with & rizing trend, so
this area of the chart would alsoe heve been an excellent time to cover the entire
positicn,

LAST-Daity D3/Z42001 Mov fwg 1 line 51522 Aeme Reclangle Acme R Stalsgy
1000

ll‘flE

HHBHH

Figure 5.2. AirGate 'CS Reclanghe
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6.3.2 Rambus

Figure 5.3 is an example ofan intraday rectangle for Eambos (EMBS Masdaq)
on Angust 287, 2001, One might assume that 8 stock that gaps up on the day
would consolidate and resume its mse later in the aftermoon, Our testing shows
that a stock in consolidation is just as kely to break in the opposite direction.
regardiess ofthe opening gap biss,

With rectangles, it is important to stay newmal on the eventoal direction of
the stock, Ifyon are playing rectangles intraday, then monitor the charie ofthe
assocated market and sector indices to determine whether or not the stock
moves sypchronously with the indices. For example, with Rambos, one would
monitor the PHLX Semiconductor Sector Index (SOX) slong with the Nasdag
Composite Indes.

Although the Acme R system includes a volatility filter. the B system is self-
checking because the definition ofa recangle requires a large range preceding n
in order to satisfy the aspect ratio requirement. For intraday trading, the rectan-
glewill almost always ocour in the middle ofthe day after the moming tremd has
developed. Then, later in the afternoon, the stock will continue eitherin the -
rection of the morming trend o reverse completely. So, we split the trading day
into three segments and w=se the rectangle to represent the middle regment & a
reversal tool

L
e
Rorwe LE R
1
ll"lll-"
M 'ar w1280 wee | 'eme weoo ww o wao |

Figure 5.3. Eambus Rzctangle
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533 FElectro-Optical Engineering

This is our favonte rectapgle of dl time, as shown in Figore 54. We enrphasjze
the point about not using trend filters for reclangles becanse stocks tend to move
up above rectangles s botboms and explode down out of reciangles s tops (Tefer
to Figure 5.2). Here, the rectangle was under the MAS0 at the breakout.

N1
EEEEE

Fignre 5.4. Eleciro-Optical Engineering Fectangle

534 Stencycle

Figare 5.5 is an example of maltipfeity- multiple rectangles and multiple signals
ell coming together to form a powerful move.

I""ulr 5.5. r'tll‘ll.pl- iy
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54 Double Bottom

Much ofthe techmical apalvsis Literature places geometric patterns into ether
bullish or bearish categories. For example, the dewble boftorm i3 considered to be a
bullish formation. Cur stance 15 that a double bottom is bullish onby 1fit wors,
The problem with bottoms and tops i3 that by the time thev can be recopnized,
the good trade nmay have already oconrred. [Fastock has establshed a low several
bars ago, then every bar thereafter approaching that low 15 a potential double
boticim. The question for the trader 13: How must the price action develop to
prove that in fact 2 double bottom has occurred, and how soon can along trade
be entered? Ifthe price breaks below the previous low, then should the trader go
ghoat om that brealdown?

The answer 1= that the trader requires 8 bullish bar pattem to tngger & long
entre. When price tests a previous low, than that is a possibly bullish Test pat-
tern. Since a Test bar must close near the high ofits range, this is the fird sipn
that a double bottom has probably been established, and only than can a long
entrv be considered, The paitern does not have to strctly be a8 Test pattern, but
sumply A bar that closes near the high.

In Figure 5.6, look at the last bar ofthe double bottoan. The line can only be
dravwn once the low ofthe day has been established, amd that 1= not known until
the emd of the day (although confidence increases s the end ofthe day ap-
proaches) Ifome thinks ofthe optimal entre under intraday conditions, then the
trader must be aleted to the conditron that a double bottom 1= possibly being
formed based on the corrent low ofthe day, Le., the double bottom Line can be
drawn in real-time throughowt the day and redrawn as the low of the day
changes, a= lomg 8= the low stays within the parameters of what constifuies g
double bottom.

Figmar 505, hoplds 1aania
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The best intraday solution is to enter a trade when a stock gpoes prees, at which
point the long entry is trggered. The rskfirewsrd ratio ofthis trade is good be-
canse the stop can be placed at the low ofthe day, and than the pesition can be
held until the end ofthe day. Ifthe stock closes up on the day or even near the
high. them the trader har effectivaly anticipsted the double bottom, and the
mighily scans will recogmize the double botvom with s bar that closed srrongly on
the day. In turmn, other traders will take long positions on the following day when
the highis exceeded.

Figmre 5.6 is an example of & single double bottom (one ling). In the nest
few examples, we show how comsecutive instances ofthe same patterm (muttiple
lines) alet the trader to impending moves. Futher, we apply the concept of an
ATR factor to constroct bottom and top formations where the pivot points are
not perfectly connected.

5.5 Double Top

The chart in Fignre 5.7 shows a Dowble Top formation of three paratlel lines
with the same origin. Notice how two ofthe lines do not touch the exact high of
the orgin of the double top becanse we use the same principle that has been ap-
phied throughowt the book: a mnpe factor or 8 percentage of the ATR. For =l
bottoms and tops, the Acme software vses 8 RamgeFactorof 0.3, or 30% of the
ATE. Thus, jfa high is within the tolerance ofa previows high, than the forma-
tion qualifies as a double top.

Fagmue 5.7, Lhalde L
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For example, suppose the cument high i 21.5 and the ngh ofthe previons high
pivol bar is 2125 a difference of 025 points. Ifthe ATR of the stock is 0.9,

then the ellowable di fference is 03 x 0.9 = 027 poipls. Consequently, this high
qualifies as a double top

At this point, the concepr of muliiplicity cannot be emphasized enongh,
The firel double top in Figure 5.7 is an ME bar. The second double top is a
bearish Cobra. signified by the close at the low of the day. At this point, the
trader may not even wait for the shoat trigger with two consecutive double tops.
Finally, the third double top is & Hook that breaks the low ofthe previows day.
This serves as another confirmation for a shoit entry. The FasyLanguage code
fior detecting a Double Topis shown in Example 5.4,

Example 5.4. Function AemeDoubde Top

{ﬂﬂ-lt*t'**!ﬂtilﬂ'“l‘ﬂl!riutﬂ1‘-1‘-1 * L

AcmeDoubleTop: Find a double tl:f*fm'natiu:rn
" T " #3 1

Inputs:
LookbackBars{kumeric},
StrengthiMumeric),
RangeFactor (Mumeric };

Lowfivet(0.6),
HighMinimum(7)};

AcmeloubleTop = -1;

RangelDelta = lan:gel-‘a:tm' * Volatility({LookbackBars);

HighPivot = PivotighVsBar(1, Migh, Strength, Strength, LookbackBars);
LowPivet = PivotLowVsBar(l, Low, Strength, Strength, LookbackBars);

If HighPivet <> -1 and
LowPivet <> -1 and
HighPivot 3= HighMinimum ana
MbsValue(Migh - High[HighPivot]) e elelta and
AbsValue(High - Highest ia‘n, vot)) <= RangeDelta and
HighPivet » LowPivet T

AomeDoubleTop = Higlﬂwt,

The code for finding, bottoms and tops i based on the concept of apived bar,
aten known as a swingbar. Eadh pivet bar has a characteristic known as strengil,
e, reference fo the number of bars on either side of the bar. For & high pivat, the
strength refers to the number of bars on either side that are lower than the pivot
price. For & low pivet, the strength refers In the number of bars that are higher
than the pwvot price. Farther, esch pivof can have s reparste left siremgth and
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right strength. Ifa high pivol bar has a left strength of three and a right strength
oftwo, then the three highs 1o the left and the two highs o the rght are lower
than the pivol bar high. Typcelly, the left strength is equsl to the rght strength
for symmetry. The defanlt strength for the Acme indicators is four,

The AemeDouble Top fanction has a chan window to look for high and low
pivets, scoped by the parameter LookbackBars. It first locates a high pivol and a
tow pived. Ifboth are found, then the fanction goes on to test other conditions
to qualify the patiern as a double top. Fimt. the ongin ofthe donble top st be
af least seven bams away (this parameter can be adjusted). Second, the difference
between the high ofthe current bar and the high ofthe origin ofthe top must be
less than a certain percentage of the ATR; by definition, either of these values
must be the highest high ofthe range. Finslhy. the high pivot mmst be grester
tham the low pivol.

9.6 Triple Bottorm

The difference between the double bottom and driple botiom is that the former is
drawn acroes two pivors and the laner across three pivors. Figore 5.8 15 an exaim-
e of a donble triple bottom, Mote the difference between an intraday entry on
the second triple botiom and an entry the following day. The stock closed near
39 on the day ofthe second triple bottom, nemly three points above the low of

36, making a second day eniry a low-probability trade. On that second day, the
stock gapped open at 39, tested 40, and closed st the low ofthe day near 38

LAET-Dally DESN205E Aome Tripk Bobiomyd 5,0.9,50) —

E
. I

|1 =
i q||||||'|||, =

1"

57 Triple Top 1%

5.7 Triple Top

The Triple Top has cachet, A stock sttempts to break out for the thind fime, and
ell ofthe bulls get lathered wp about jts big brealout potential. As with any
other simple pattern, its snccess rate is not as high as one might be led to believe.
Ifthe pattern were that easy to trade, than there would be a Web gite named
www tnpletop.com, and every trader would flock to it

In Figore 5.9, notice how many times in ealy June the index tried to bresk
above the triple top-once, then three bars later twice, the next bar, and the pext
bar. A buy stop a tick above the high would have been stopped out twice, while
an ATR factor would have prevented both trades,

LAST.Dady GFHA2000 Acme Triple Top(ed,1,0.3,50)

T

l T30 0
- a0
Beme TI0.00
0 |7sape
Ty B ' ow I
Fienre 5.9, Trpls Top
5.8 Triangle

A Triomele 128 consolidation pattern with s nammowing range. A trend line =lop-
ing down connects the hoghe, and 5 tremd line sloping up connects the lows, A=
with other geometric patterns, we devised a new way of looking at a triangle
with multiplicity. The formeation is called a Stealth Friamgle because of its re-
semblance to the B-2 Spirit’, a multi role bomber,

Uil e Taly Bosnadsn tlie - onms b Vo pomlin Doweoonne o 1 el v g wpene, wsl
Il iy '\-'lihll'_ill AR
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Fignre 510 shows an example ofa stealth triangle. Fisst, the most recen pairs of
pivot highs and pivet lows are located based on a minimum Stremgih within a
range =pecified by Length, Then, an imaginary trend line i= projected acnoss each
pair of pivots to the current bar, Ifthe high of the comrent bar is less than the
value ofthe projected trend line for the high pivet pair, then the first condition
for a triangle patiern is satisfied. Similarly, ifthe low ofthe current bar is greater
than the valee of the projected trend line for the low pivol pair, then the second
condition i= satisficl. Finally, the sope ofeach trend line mmst be less than the
maximum specified slope to avoid acute triangles. We scan for obtuse tiangles
that resemble shims’, as shown in Fipmee 5.10.

LAST-Dwsly GEPW2001 Mov Avg 1 bne 22418 Acmo Trangle | I
26 800
| 25,000
‘24.500 I
‘24,000
I 21500 I
] I e : oy
[ by | i wum |
22000
| 21500 |
(] 2 20 s |
Figure 5.10. Stealth Triangle

To trade a triangle, we wail for the stealth formation and then enter a trade on a
breal: ofthe highest or lowest bar ofthe nesting triangles. In each ofthe triangle
examples in Figures 511 and 512 the slope of the moving averape is & guide to
trade direction. Trade trangles in the direction ofthe trend, checking whether
or not the triangle i above or below the moving average.

Like the rectangle, the triangle i= a short-term formmation for day trading. al-
thomgh it does not have a5 much reversal value a= a recrangle. The triangle is
more biased towards the prevailing trend, giving the trader a chance to enteron
a consclidation pamtern.

" <dumnn e a o e o wessl i ocemdd . el T osae a0 g weslys

5.8 Triangle

S LAST-Daily G20 Mov Avg 1 EnejClose, 500) 14737

Figrure 5.1 2. SEAC Stcalil Uriaegehe
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There are some things
You learn best in calm,
and some in storm.

WillaCather

Most human beings are conditioned from childhood that if we can buy some-
thing at a cheaper price, then it must be a great deal, and we feel good about the
purchase. Since stocks trade in prices, we take the mental leap and assume that a
cheaper stock is a bargain, expecting those good feclings in return for a higher
stock price. When the stock continues lower, more shares are purchased because
the price is an even better bargain, and the buyer is wondering what these sellers
must be thinking. This "buy the dip" strategy worked well during the bull mar-
ket ofthe 1990% but fell apart in the carly 2000's.

As with any strategy, the efficacy of a system depends on where and when
it is applied, as shown by the bottom-fishing example. The Acme V system 1s
self-checking because it takes a long position only within the context of what
it defines as bullish conditions. For example, the system requires the stock to
be trading above its 50-day moving average-a simple yet effective filter.

The Acme V System is the most unorthodox system of all. Even with the
moving average filter, it still breaks most of the rules because it is a counter-
trend system for volatile stocks. It is the only Acme system that does not take
short positions because it has a few other tricks under its sleeve, and one ofthose
tricks is the so-called Tuesday Turnaround effect [16]

The key to the system is the weekend because Saturday and Sunday do
matter. Before the weekend, a given stock or index has established its weekly
low and high. If this stock or index finishes the week near its weekly low, then

this weakness creates weekend anxiety for the buyers. When trading resumes
the following week, the stock will continue its descent, triggering a further
sell-off in the stock. While the panicked investors bail out of the stock, the V
system steps in, absent of any news that is causing the decline. This is where
the professional traders drink from the pool of liquidity and hunt in the land

of volatility, where the trader without a plan is my
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The WV System is a strategy especially suited for options becanse ofthe extreme
volatility. Buying a stock in the F.one is dangerons becanse there meay be no
apparent reason for the decline, especialty ifit is bucking the madzet amd sector
tremdd. Thi= etrategy works best during general market declines and is tailored to
the sector indices. When a sector sipnal is generated. ind the best-performing
stocks in thar secor, and by a basker ofthem.

Thiz syetem does not work well for industi=] and financial stocks. Because
oftheir cyclical nature and tendency to tremd, these siocks tend not to have mid-
week reversals. In contrast, the stratepy works well for both bictechnolopy and
technology stocks.

6.1 Linear Regression

The basi= for the V system 15 & statistics] method known 83 Hae o vepression [20],
Linear regression analyzes past data to project future valnes using, leasf sqisares

Jitting, computing, a fornmila for a ling drawn throngh these data. For a stock
cheart. the regressiom line can referemce any bar price in the fommla- open, high.
lowe, or close.

Since we are attenpling to pick a bottom, we e the ow prices, =0 the
repression line is drawn throngh the lows of the data, as shown in Figoe 6.1
The rectangle contains the projection of the previons four lows to Low 5, We
=elect A regressiom length of five bare becanse the V system works on the 'H-'EE]:{I}

_I|=—t=l_
“CLASTDay 12192001 Mov g 1 Bre{Close S00) 41815
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Froceeding, to the nest bar, we caladate the linear regression for the previous
fiour bars to project a line towards Low 5, hightighted by the rectangle on the
chart in Figure 6.2, MNow, compare the slope ofthe regression line in Fignme 6.1
with the line in Figure 6.2, The former £lope i= at a steeper downwarnd angle,
while the latter is more horizomdsl. This is the basis of the V system. As soon &8
the slope stars to flatien o, we want to consider s long eniry.

LAST-Dady 12782001 Moy Avg 1 linejClose,5000) 47815

I =

||I

Figure 6.2. Linear Regression Line, Foind 2

The easjest way to detect the changing tope is 1o connect the dots for each lin-
earregressiomn projection. The result is the linear regression curve shownin Figore
6.3, Mote how the curve descends and then ticks up at the point where the long
entry is taken.

The asmre mrader will speculare aboun how the ¥ sysiem went long when the
glope ofthe repression cuive was down on the previons bat, given that the value
ofthe curve is not known until the end ofthe trading day. The answer is that the
linear regression value ie projectad one bar into the future, giving vs A statistic s
jump om the other traders {refer to the discission on resl-lime trade eniry versos
end-of-day entry in Chapler 5). Instead ofparticipating injust a follow-throngh
day, the traderi= able to capitalize cmthe fimt day & well,

Umlike the other systeme, the V system enters on & stop order above the pre-
vious day's close instead of the high, e, when the stock goes green plus the
ATE percentage. In the following section, we discuss the ofher conditions that
make the ¥V system more i
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| LAST-Dally 12/18/7001 Moy Avg 1 InefClose,50,0) 47815
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Figure 6.3. Linear Regression Curve

6.2 Volatility Trading System (Acme V)

Since V botioms are tocky, the system has strict requirements for emtry, The
system tikes entres onty on Tuesdays or Wednesdays, In the past several years,
Monday has been a relatively bullish day as well [16], so the trader may wish to
change the code o accommodaie Mondays. A stock that has not reversed by
late Wednesday or Thursday will tend to close on the low of the week

The second condition iz that the stock must be above its 50-day moving av-
crage. We ane trying to simniate tullish conditions amwd to filker out el stocks
and indices trading below their S0-day moving sverage. Dmring the prolonged
ball madet, we did not need this filter but leamed quickly once the mailet
trned dowm m the sprine of 2000.

The third condition is that the low ofithe current bar is greater than the pro-
jected low of the regression curve. When a stock is falling sharply, it tends to
outpace the regression curve, i.e., the lows ame below the curve, As soon as the
projected low i3 above the oorve. thenthis condition i= satisfied.

The other entry conditions are that the high ofthe current bar must be the
lowest hizh ofthe resression ranse, the current bar's manze must be less than &
ziven perceniage of the ATE, and the high of the current bar must be sreater
than yesterday's low (no gap down).

6.2 Volatility Tradne Sysiem (Acme Vi 127

Calculations

1. Calculate the Average True Range for the past 20 bars (ATRa).
2. Caleulare the Moving Average for the past 50 bars (MAx).

3. Calculate the Linear Regression value of the projected low from the
last 5 bars (LRs).

4. Get the Lowest High of the previous 4 bars (LHL).

6.2.1 Long Signal
Entry Rules |
1. Today is Monday or Tuesday
2 HightLH-L
3. RargfcRxngtFm'ﬂm
4. Low > LR,
5. Low > MAg
6. High » Yesterday's Low
7. Buy the next bar at or above the Close + (EntryFactor * ATRag)

Exir Rules: Profit Target

1. Sell half of the position at or above the High +
(ProfitFactor * ATRum)
2. Sell half of the position at or above the High of ProfitBars ago +
(2 * ProfitFactor * ATRx)
Exit Rules: Stop Loss

1. Sell all shares at or below the Lowest Low for StopBars -
(ExitFactor * ATRa)

G622 Bhort Signal

The ¥V System docs not have a comesponding short entry. The desipn of this
strategy i= “an exercise left to the reader.” Our recommendation is that the short
entry be symametric to the long enty. Use the linear regression of the high and &
stock below its S0-dsy moving averagze.

The EasyLanengee code for the Acme V System is shown in Example 6.1,
Since (he stop order s being trieeercd sbove the close, and not abwove the Lgh as
in the other systeims, the i Focior may be set higher
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Example6.1. Acme V System

" 2 i
&
G EEL LI FTTS TR S s EE L d L L Lt -

{ *
hce V System: Anticipate a “v" Bottom based on Linear Regression

LE s

Inputs:
{v Parameters}
VolatilityFactor(2.0),
onBars(5),
actor{1.0),
{Position Parameters)
Equity{100000),
FickHodel{3),
RiskPercent(2.0),
RizkATR{1.0},
EmtryFactor(n.25),
Twrawlargets(True);

Variables:
(o),
ATR{0.G),
ATRLength{ 20},
®a(0.0},
Hlll.m:gth{ﬂ-;,
LEValue{D.0);

ATE = Volatility{ATRLength);
MA = fverage(Close, Malength);
LRvalue = LinearfegValue{low, RegressionBars, -1);

{Entry Signal}
If (DayOfWesk(Date) = 1 or DayOfweek{Date) = 2) Then Begin

{talculate shares based on risk model}
N = AcmeGetShares{Equity, RiskModel, RiskPercent, RiskATR);

If High ¢ Lowest{High, RegressionBars - 1)[1] and
v ¢= RangeFactor * ATR and
Low > LRvalus and
Low > MA and]
Kigh > Low[1] Then Begin
iEIEDHH Entxy Targets on the Chart}
If DrawTargets Then
Contitionl = AcmeEntryTargets(“yv",
Close + (EntxyFactor * ATR), O, O, ©);
Buy{“Acse LE V"'} N Shares Mext Bar on
Close + (EntryFactor * ATR) Stop;
End;
1wl
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623 Examples

The following chants are examples of rades generated by the Acme V' System.
Each example wses Equity of 8100000 and the Percent Volatility Model with a
nisk of 2%,

G331 Microserm Corporation

Fignre 6.4 shows an entry ripht 8t the 50-day moving sverage. Mote the differ-
ence between entering al the moving average on the same day versus entering
the next day on a breekout abowve the high- a difference of almost two points.

LAST-Dady DFTIZ001 Moy frg 1 IneiClose,50) 23263

Fignre 6.4, Microsemi Comporation Volatiliby

Given the performance of the madeet from eady 2000 to eardy 2002, with the
Masdaq declining over 60 o, we tested the performance ofthe V systern over this
peniod gince it i= a8 long-cmly system. Cwver one thomsand socks from vanons
seciors were back-tesied using daily data from the TradeStation historiczl data-
base. The results are shownin Table &.1.

The profit factor for the test penod 1= 175, Althongh the winning percent-
ae 15 under 5% the sverage winner was nearly twice the amount ofthe average
lozer. The next step is Lo test the W sysiem near the 50 day moving average Lo
el if resulte are improved by using 3 mpport level,



130 & Volalility Trading

Table 6.1. Acme V Sydem Performance from March 2000 - hMarch 2002

25 Winners 47.2%
Winners 1491
Ave Win $2,600.83
Losers (&
Avo Loss -£1,333.79
Profit Factor L75

Table &2 shows the results of confining entries 1o prices within halfthe ATE of
the S-ckay moving averape. The profit factor decreased from 175 to 1L, with
a winning perceniage of only 3% Now, confess thai you expecied the profi
factor to be higher becanse of support af the moving average. Intuitively, such a
comclusion is fogical, but in irading one learns quickly that the logicsl choice is
not the best choice

Lel's explore the reasons for the disparity inresulis. Eeturn fo the beginning
ofthe chapter and read the first page. Assume the rrader bas a choice belween a
V sipmal that i= five points abowve the moving sverape and another signal that is
ome point ghove the moving aversge. Considering the momber of points shove
the moving average, desciibe the key factors that differentiate these two trades.
Clearly, there are two distinguishing factors, and they are both psychologicsl. I
the trader’s mind, the second trade is both "cheaper” {(comfort factor #1) and
also conformist (comfort factor #2 becamse the literature tells the trader to by
when a stock approaches the S0-day moving average). The reality is that & stock
that has been trading, above a key moving, average and then proceeds to test that
average will strike fear among the long kolders and inspire short entries a3 well,
Cur modus operandi is: Support is meant to be broken

Tehle 6.2, foeme V System Performence nesr $0-tay bLA from March 2000 - Barch 2002

o Wihtnivers KPR
Winners 131
Ave Win $2,463.57
Lasers 03
Ave Los £1.322.13
Frofit Factor 1.20
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B3 2 Ventas Software

The ¥ system enters near the low ofithe day, as shownin Figore 6.5. Thiz is the
oy way To put the odds in your favor when a stock is in a downtrend. Entenng
om a high stop gives too much ofthe profit away, In general, the V system 15 an
excellent system for intraday range trading. The trader can enter when the stock
goes green and either close the position at the end ofthe day with a profit or get
stopped oul chose to the low.

Figure 6.5, Veritas Software Volarility

63.3weblMethods

Fignme 6.6 shows two cxamples of V entrics well above the fiftyv-day moving sv-
erage. The advaniage ofthe V' sysiem over tradifional ADSDRMI combination
sysiems is that the ADX and DRI can filter out trades even ifa stock is trading
above its moving sverage. Furher, the DMI is deceptive becanse when astock is
in alonp, shallow downtrend, the DM matio will flip from positive to negative,
even though the long-term trendis wp.

Do not eliminate stocks priced below $20 per share. Both of the entries in
Figure 6.6 occurred in the $15-%16 range, and at the tim e, webhethods had an
ATE. of ~1.3. Most of the industrial and cyclicsl stocks tmde at much higher
prices with lowsr ATRs. We remind you to drink from the fountain of liquidity
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Flgwre 6.6, Webldethods Volatility

6.34 SeaChangs

The second Acme V entry in Figome 6.7 is A losing trade that followed a choppy
downirend. Entries afier inside days are slipghtly more difficnli but risk-limited.
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635 Biotechnology Index

Fun the V sysem on &l of the indices to get a gense of where the sectors are
trading. For the entry in Fignre 6.8, we buy either the Biolechnolopy HOLDE
(BEH:Amex) or a basket of biotechnolopy stocks in the Masdag 100 such as
Amgen (AMGHN:Nagdaq), Biogen (BGEN:Nasdaq), and Protein Design Labs
{PDLI:Nasdaq). The advantage of nsing the sector indices to trigger trades is
thiat thery tremd smoother than individnal stocks, and the sversge holding period
iz lomger. The disadvantape oftrading a basket of stocks is that it is 8 difficnlt
comibination of maintaining ke positions and picking stocks that may not
irade synchrononsly with the index. Instead. we prefer high-cap stocks that are
components of the BEH.

Figure 6.8. Biotechnology Index Volariliy

636 Computer Aesociabes

The chart in Figure 6.% shows a Vo entry in Conyputer Associates (U ANY SE).
The problem with thiz entry ie the gap down that occmrred two days eadier. Cur
reaction to this chart is that the V sysiem code shonkd be changed to look for
doen gaps over the entire inear regression range. [fihere are any gaps over the
range, thenthe tradeisnullified,

Ultimately, the trader's gosl is toeliminate mistakes, which means nol tak-
ing trades such as the one in Figure 6.5 What may seem as minor observations
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directly affect the botcom line, and so these observaiions will become ingrained

with practice and expenience.
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Figure 6.9, Computer Azsocrates Volatiliey

7 Range Trading

A specnlator v a won
o observes the fisture,
i acts befdre o ooours.

EemardBanech

In his book Fhe Soonce ey g, Ted Wilhams describes how he caloulaned
that the strike zone was approximeately seven bells wide and eleven balls high
The result was 8 matrix of baschalls, and he celoulated his batting sverage for
each bell in the matrix'. While the ordinary batter decided between bell and
strike, Williams refined the strike info seventy-seven separate categories [37]

Williams also determined that once a batter stared swinging al pilches just
several inches ontside of the strike zone, the stoke zone cxpanded from 4.2
square feet to 5.8 square foef, snoincresse of slmost 37 percent. Onee a pitcher
learnedd a batter would swing at bad pitches, then that's |l the batter would get,
amnd the batter was destined to be a 250 hitter.

Mow, imagine if the "Splendid Splinter” applied ne analysms to the stock
market and tumed his attention to the reege. He would sort ell of the ranges
inte their vanous sizes and then determine his bafting average, or profit factor,
for each range. He would conclude that when the range i= mamrow (in the strike
zone k. his profit factor is higher, In comtrmst. when the ramge is wide {out ofthe
sirike zone), his profit factoris lower.

The average trader analyzes a trade as either a winmer or a loser-a bell or a
styike, The professioial trader analyzes a trade fromn its fskireward ratio [13], IF
ihe trader uses range to determing stops, then the risk numerator is the range it-
seif (the higher the range, the higher the nsk), amd the reward denominator is
the profit tarpet. For example, ifalong entry is triggered &t the high ofthe bar,
and the range i= 1.5 times the ATR, then the trader is probably swinging ot of
the strike zone.

Tl Wialbaawie bsanead 0V gne /o womaben ool vhy By wnpmy o LT ) L [T O T AT
aveiago v samewbon il D alaall pasan 1 saawdt Bl s s jouts b g bosus gl vwii walli
where lis lutiand ! is
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7.1 Range Ratio

The Acme I System iz based on a simple conoept called the Rarge Rotio. We
want & ratio value less than one becamse a day with 2 low Eange Ratio (RR) is
generally followed by a wide range (WE) day under volatile maket conditions.
To calcolate the ER, divide the current day's range by the Averape True Ranpe
{ATE) over a cerfain reference range to estimate today’s volatility. For exanmjple,
ifthe ATE of uniper Metworks for the past seven days is 2.5, and today's ranpe
i= 2.0, then the Fange Ratio i= 2.0 7 2.5, or (L8,

The Range Eatic has two inpuis. Lergptfef and Lemgfe®. The defanlt valnes
are one and seven, refered to as BR L7, The first range does not have 1o be the
range of Just the current bar; 1t can span & number of bars, so one can expenment
with other rafic values snch &s 2:10 or 312 The Acme N system nses a defaull
threshold of 0.7, onee the BR falls below this value, the system trades a breakiout
in the direstion ofthe trend.

The Range Ratio indicator 15 a separate plot that tracks the ratio ofthe ATR
ofone range of bars o the ATE of another range ofbars. When the rafio is less
than & cerlain percentage, the char is in consolidation and is poised to break
out, When the ratio is greater than a cerlain percemtage, then the next bar will
probably be & marmow range (MR) bar, lo Fgore 7.1, each time the ratio is less
than 0.7 or 7i%e. the mext day is a wide range day.

LAST-Daly DRS00 Moy g 1 line{Chava 50,0} 105198

Figrare 7.0, Wanpe R
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7.2 Range Patterns

The Acme M system integrates the Range Ratio with other mannow ranpe pat-
terns developed by Cooper and Crabel [4. 6]. Further, we have developed other
variations, such as vwo MNE; days in a row amd an NE% bar. All ofthese other
MR pattemns are part ofthe Acme Range Patterns, as shown in Table 7.1,

Table7.1. RangePatterns

Fattern  Deannhon

D2 TwoConsecntve Insude Crays

IDNR,  Inside Day with the Narrowest Range of the last n bars
ME2, Twio Consecitive MNammvest Range bars over n bare
NR, Narrowest Fange of the last nn bars

MNE¥,  Ramge ie X% ofthe Aversge True Bange

7.21 Inside Day 2 (I02)

The Inside Day 2 pattern (1ID2) is two consecutive Inside Days (D), a3 shown
in Fipnre 7.2, It is the same as Cooper's Boomer pattern [4].
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122 Inside Day-Narmow Range 4 (IDEy)

The Inside Day-Marrow Eange 4 pattern (IDNE.) is an inside day with the
namowest ramge of the past four days [3], as shown in Figone 7.3,

TRar et prar Ti s Tl L |

Fignre 7.3 IDNE, Example

T3 Marrow Ramze 2 (NE2)

The Marrow Eange Z pattern (NE2) is two consecutive NE bars over a given
range. Figure 7.4 shows a chard with two conseoutive WER; days (NE2,).

Figure 7.4, HE25 Ezaimple
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124 Mamow Eange 100 (INEg)

The Mamrow Fange 10 patiern (MR ) is the narowest range ofthe last ten days,
a3 shown in Figure 7.5,
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Figure 7.5 ME;(Examjle
7.2.5 Mamow Fanze “o (WF2a)

The Naprow Range %o patiern (NF%) is based upon a percemtage of the ATE.
Dunnigan defines sn MR in the comtext of an Upswing or Downswing, where
an MR bar is any bar with 8 range less than half of the widest range barin the
swing, [¥]. Fourexamjles ofan NE® oy bar are shown in Figore 7.6.
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7.3 Range Trading System (Acme N)

With all ofthe patterns defined, we can now implement a range trading system
known as the Acme N System. The Acme N System is based on a combination
of Cooper's short-term swing techniques [4]; Crabel's narrow range patterns [0]
and the Acme Range Ratio. The N system is a traditional momentum system
because it uses the ADX and pullbacks - the difference is that trades are entered
only on breaks of NR bars.

The Aeme N system requires one of the following five criteria to establish
the existence of a "Narrow Range Condition™:

=

ntive NR harg (NR?2 nattern) or
} il

L“‘VO COnDVUuL}.Ve LNLW u&uS \L‘L\.L& Pubturll E)

Two consecutive ID bars (1D2 pattern), or
Narrowest range of the last n bars (NR pattern), or
Inside day and narrow range bar (IDNR pattern), or

Do W N e

The Range Ratio (RR) is less than a certain percentage.

Once a low-volatility condition has been established, the range of the current
bar must be less than a certain percentage ofthe ATR, i.e., it is an NR% bar of
70% orless (this is the RangePercent parameter).

The trader should choose the option of using traditional technical filters for
a momentum system. Historical testing has shown that the higher each ofthese
values is set, the better the performance ofthe system. The N system uses the
following filters:

- Minimum Price

- Minimum ADX

- Minimum HV
We now define the rules ofthe system, including the filters. First, we enumerate
the narrow range conditions.

Narrow Range Condition

Is the current bar an NR; bar and the previous bar an NR; bar?
Is the current bar an ID bar and the previous bar an ID bar?

Is the current bar an NR ; bar?

Is the current bar an ID bar and an NR, bar?

Calculate the Range Ratio (RR) tor the current bar divided by the
range of the last 7 bars (RR [:7). Is the RR 1:7 less than 0.7

LR NN
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Ifany of the above range conditions are true, then the Narrow Range Condition
is satisfied. Finally, the Range Percentage is applicd to the bar to qualify it as a
potential Aecme N trade entry.

7.3.1 Long Signal

Calculations

Calculate the ATR for the past 20 bars (ATR,).

Multiply the Range Percentage (RP) ofthe current bar by ATR,,.
Calculate the ADX for the filter length (ADX,4).

Calculate the 50-bar moving average (MAs).

Calculate the historic volatility for the filter length (HV ).

C R NE S

Entry Rules

1. Narrow Range Condition = True
2. Range <=RP*ATR,,

3. Close = 20
4. ADX14 == 1 8
3. HV14>:0.5

6. Retracement Bars >= 2
7. Median Price > MA;,
8. Buy the next bar at or above the High + (EntryFactor * ATR,g)

Exit Rules: Profit Target

1 Qall LAl e o an s nin ik i s
1. DU Hdll U1 UIC PUSIUUIL ab Wl

+

2. Sell half of the position at or above the High of ProfitBars ago
(2 * ProfitFactor * ATR,)

Exit Rules: Stop Loss

1. Sell all shares at or below the Lowest Low for StopBars
(ExitFactor® ATR,y)
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7.3.2 Short Signal

Caleulations

Calculate the ATE for the past 20 bars (ATRq).

Multiply the Range Percentage (EF) ofthe current bar by ATy,
Calcnlate the AT fior the flter length (ADX5).

Calonlate the 50-bar moving, average (B Asp)

Caloulate the historic volatility for the filier length (HV ).

R bk B

Entry Rules

Marrow Range Condition = True

Range <= RP* ATRy

Cloge » 20

ADX,, »>= 18

HVis>=05

Retracernent Bars »= 2

Median Price « MAg

£. Sell Short the next bar at or below the Low = (EntyFactor * ATRax)

Exit Rules: Profit Target

B, gt T2 -

-

1. Cower halfofthe position at or below the Low -
iProfitFactor # ATRx)

2. Cover halfofthe position at or below the Low of FrofitBars ago
(2 * ProfitFactor ™ ATH )

Exit Bules: Stop Loss

1. Cover all shares at or above the Highest High for StopBars +
{ExitFactor * ATFx)
The EasyLanguage code for the Acme N System is shown in Example 7.1:

Example 7.1. Acme N System

i ik ¥ Ealal T

{
Aere N Systen: Use the Range Eatic to find Marrow Range Pattemns

R R wEEEFF§EFL ta etV o h Ll LELEL L }

Input=:
{N Paramislins}
LAIRTERE TN ] i,

7.3 Range Trading Svalem (Acme 1)

Ratiolength2(7},
RangePercent(0.7),
MaxRangeRatiof0.7),
FetraceBars(1),
{Filter Paramaters}
FiltersOn(True),
FilterLength{14),
MinimuePrice(20),
MindeumADK(18),
MirimueHy(0.5),
(Position Paramcters)
Equity (100000},
RiskModel (3],
KiskPercent(2.0),
RiskATR(1.0),
Entryfactor{p.ia),
bravlargets(Trie);

Variables:
Ko},
ATR{D.0},
ATRLength(20),
Ma{0.0),
MALength{50),
TradeFilter(True},
BuyStop(0.0),
(0.0,
Mvar les)
MLengtha(s),
MlengthZ(10),
MLengtha(4),
Lowvelatility(False);

ATR = Volatility{ATRLength);
Mi, = mtage{tmt. Hﬂl.engah},

{5et Ertry and Exit Stops}
BuyStop = High + (EntxyFactor * ATR);
ShortStop = Low - (EntryFacter ® ATR);

{mtll Setup} ot
nairTavEange (argtht, C)Lily I
2 = Low » L and High
H1=h[1] ¢ High[z]: m[1] « High[1] and Low[1] » Lew[2] and
Conditiond = AcmeMarrowRange({MLengthz, 0);
Conditiong = AcmelnsidelayMR(NLength, 0);

Conditions - AcmeRangefatic{Ratiolengthi, Paticlength2) <= MamRangeRatic;
I.nu'l'n]at_l'.hty = Conditioni or Condition2 or Condition3 or Conditiond or

ConditionS;

[Bunm f .l [ib0ensj
UL a0 ndbs Ry
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TradeFilter = Close » MinisumPrice and
ADE(Filterlength) »= Minimand0¥ and
AceeVolatility{FilterLength) 3= MinimumHy;

If Low¥olatility and
* ATR and

l!‘EFﬂtﬂﬂ Then Begin
N = AceeGetShares(Equity, RiskModel, RiskPercent, RiskATR);

TradeFilter = Truw;
If FiltersOn Then
TradeFilter = MedianPrice » MA;

I Tradefilter and
Acrefetracelown({FetraceBars) and
TradeFilter Then Begin
{Draw Entry Targets on the Chart}
If Drawlargets Then
Conditionl = AceeEntryTargets(“N”, BuyStop, O, O, O);
Buy{“Acme LE N") N Shares Next Bar at BuyStop Stop;
End;

TradeFilter = True;
IF FiltersOn Then
TradeFilter = MedianPrice « MA;

If TradeFilter and
hcmeRetracelp{RetraceBars) and
Tradefilter Then Begin

Ertry Target the Chart
1F Deoraets Then - )

Conditionl = AceeEntryTargets{"N™; O, 0, ShortStops ©);
Sell(“meme SE N™) N Shares Mext Bar st ShortStop Stop;
End;
End;

Atter performing some prce calonlations st the beganming of the code, the ™
system calls all ofthe Acme fopctions for determining narrow range conditions.
The AcmeNarrowRange function i designed to locate any narrow range barns-
ing the frdex. For example, it can determine whether the current bar is &an NR
bar for the 1ast ten bars, orwhether the bar seven days ago was an WR bar,

Wwith the catalog of Acme trading patterns defined, the trader can see how
mch compuating power is requited for each bar. The TradeStation indicators
(lines and letters) are provided so the trader can recognize all possible patlerns
that are encodad within & single bar, Multiply this horsepower by the num ber of
etocks, and one recalls the chained captives in Ben-Hur' straining their cars at

rammingspeed,

: Wiy Mleer 10 Bgueaim PN GD '1.l.ll|lH,l L Biia Ptegs H‘: Hamin, olign+ gl Iﬁ. “.‘.Ilum W L
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1.4 Examples

The following charts are examples of trades generated by the Acme N System.
Each example uses Equity of $100,000 and the Percent Volatility Model with a
risk of 2%o. For stocks, trade filtering i tormed on. For indices, trade fillering is
tumed offbecan=e oftheir lower ADM readings.

741 Masdag Composite Index

This chart shows the Masdaq Composite Index with the Fange Fabo falling be-
loww 07 fiour times (oircled in Figure 7.7). The chart shows two long entries and
two short eniries in a relatively choppy matket. The DRI would hase elimi-
nated most of these trades. The problem is that the DI is typically based on a
14-bar study period. By the time it catches up to the trend, the trend has slready
changed. A volatile stock or martket index 15 characterized by several sndden
trend changes within moch slorter periods.

Tk . o

Range Rabe(l,?, 71.3) 064 00 130

N\ev\éé;&ﬁ,

W

Figare 7.7. Masdog Composite Imndex

The Acme M System simply enters trades on consolidation days orret racement
itaye. Mary traders wait for pullbacks, but the chart in Figure 7.7 illustrates how
A trade can be entered even in the midst of & swing.

Takle 7.2 shows the unfiltersd Acme M system performance report for the
Masdag  Cmpek Index from mid 1884 to early 2002. When the filters are
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applied, the munber of trades 1= cut in half, but the profit factor improves from
2,01 to 291, while the Total Net Profit is reduced by just 21%.

Tahble 7.2, TrudeStation Performance fiome 1 Stratesny COBP -Dhaly (502271 90003713002

Total Metl Profit S884 87550  Open position PL F0.00
Grogs Profit F1.757 161 60 Gross Loss (5072 206.00)
Tonal ¥ of irades 281  Parcent profiabls SE.01%
burmbar winning brades 163 Mumiber losing trades 128
Largest winning trade 503, TO7.00 Largest losing trade ($62,286.00)
Povurage winring trade $10.780,13  Awerags losing trade {$6,814.73)
Rato avg wirkavg loss 158 Awg trade (win & losg) E5040.81
Max congio, Winness 12  Max conse:. losirs

Py i bars in winners 3 Awg ¥ bars inlosars 1
Ty inbraday crawdown {$90,726.00)

Profit Fackor 201  Max # contracts held 300

Table 7.3. TradeStation Performance MAcme N Strategy COMPX-Dally with Filter

Toital Net Prost $899.F1263  Open posiion PIL $0.00
Groas Profit S1065832.63  Gross Loss {$366,020.00)
Totzl # of trades 1440 Percanl profitabie 500
Hurnkes winning trades 81 Mumber oeing trades Lis
Largest winning trade $I3TI7.00  Largest losing trade {§62,296.00)
Avarage winning brede $11.MH02S  Average Tosing trade (7 455,800
Featin mwg winlavg loss 157 Awptrade (win & loss) 8459725
Max conzsec. Winners 4  Max consec. losers 3
Ao & bars in winners 3 Mg ¥ barsin losars z
Maxx melrsc iy Crawidoem (HE2 296 00)

Fiolil Facior 2| Mz & contracis beld 300
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These performance reports have problems, however, because they are based on
indices that cannot directly be traded. The stock that closaly tracks the Nasdag
Composite Index is the Nasdaq-100 Index Tracking Stock (QOQO: Amex). Al-
though the QOO did not start trading until 1999, itz profit factor matches the
performance ofthe indices, as shown in Table 74.

Table T4, TradeStation Performance - Acme N Strategy QOC-Daily (3001999301200 )

To'tal Met Proft §2453830 Open postion FiL §0.00
Grozs Profit £49 854 55 Gross Less (325.318.25)
Total # of trades S0 Parcenl pro@abie 54 004
Mumber winning trades 2T HMurnber lesing trades 23
Largest winning trade $4,238.20 Larges! losing trade (52.500.00)
Puarage winding Irade $1B4646 Auarage losing trade ($1,100.75)
Ra%o avg winevyg loss 163 Hurg trade pein £ loss) $450.73
Max consec. Vinners 3 Man consec, losers

Surg E bars in vinners 4 Purg # bars in losers 2
My inraday dravidovm ($E.162.50)

Prof Faclor 197 Blax # eonfracls held 1,500

T.4.2 Securities Broker/Dealer Index:

The chat in Figure 78 displavs some Acme N long signals for the Secuntyes
BrokerDealer Index (XBLY). As with other sector indices, the XBD does not
have a direct proxy. Cne possibality 15 the Evchange Traded Frmd, or ETF. The
ETF igjust a stock that is composed of a group ofstocks in a specific sector, The
problem with the ETFs is that most are not yet liquid encugh for short-term
trading, and the spreads are wide enongh such that the Acme W sestem does not
perform well on some ofthese stocks (see Chapter 8)

Another alternative is a basker of stocks. Select three or four representative
stocks, and iy or =ell them when the Acme W =ignal fires on the sector indeax.
The advantage ofthis approach is that the trader can =elect a few volatile stocks
that are much more Liguid than the ETF. The disadvantage 1= that one ortwo of
the stocks may not trade in line with the mdex. The best approach is to select

gtocke that most closely track the sector those with the highest weightings in
the index.
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Flare 78, Securitics Broker/Dealer Index

The performance report in Table 7.5 shows the unfiltered performance for the
Securities Broker/Dealer index fior the past four years.

Table7.5. TradeStation Performance Acme N Strategy FBED X-Traily (3204] 998-3/1/007)

Total Met Profit $57.753.00 Cpen position Pl §0.00
Gross Profit $7E.301.00 Gross Loss (514 5082 00)
Toksl & of trades 28 Percent profilatio 69.25%:
Murmbar winning brades 18 Murnber losing trades B
Largest winning trde $6,446.50 Largas! loging trade (54, 080000)
Auverage winning brade $4.021 72 Average losing trade {%1,824.00)
Rkl avg winfasg loss 220 Povg trad [win & loss) $2.223.04
Max consac, Winners 7 Max consec. logars

Foeg W bars m winnrs B IF bars In losers 2
fax intraday drawdown {89,978 DI}

Frafit Factor 4 Hi hian B cordradls held 200
P g aumh L il LA RIFL T IHahuwre v am 4 vl L1 R

74 Exnmples 149

743 Anglog Devices

Here is an example ofthree Acme W entries, a= shown in Figore 7.9, Examine
the price patterns preceding the ocoumence of the narmow range bar, For the first
entry, the stock consolidated for at least three days before the sigpal. The second
entry was an extended pullback. and the third entry was a three-bar retracement,
Lock for rectangles and tables preceding the narmow mnge bar becanse this tepe
of entry has a better risk'reward ratio

The longer the Range Ratio is below the threshold, the more explosive the
move. Study the contour of the BR curve when the Range Ratio dips below the
threshold. Either the ratio spikes, or it forms a long, shallow bottom. While the
Fange Ratio is below the threshold. the stock is storing potential energy for a
protracted move.

The thiee entries in Fipore 7.9 illustrate why profit targets are essential in
today's trading enviromment. Al three stocks hit their optimum profit afher omby
two davs, By waiting for the extreme of the previons bar to be exceeded. the
trader may be giving up as much as one-third to one-half of the profit while
hawing to hold the positton ancther day. When deciding whether or not to use
profit targets, the profit factor is not the only deciding factor. The profit factor
should be divided by ihe mverage holding period w calcolae the oplimmm time
to exit the tade.

LAST-Daily 1ZZR2001 MM1M 4028

|T|H| .
.L S
il 2=

Figoere 7.4, Analig v
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T4.4 Taro Phamaceutica!

Figure 7.10 is an example of three Acme N long entries over a period of ene
month. This system works best on strongly trending stocks with the following
characteristics, =ome ofthem taken from Imvestor= Business Daily (IBD);

- IBD Relative Price Strength Rating (RE) = 90

- IBD Earnings Per Share Rating (EFPS) - 90

- Mew 52-Week High
Al the timee, Tars Pharmacentical (TARC:Nasdaq) had BS amd EPS rankings
of greater than 9%, We are ceriam that a trader could make a decent Iinving by
trading just this strategy.
RRO LAST-Dady OFVZA001 Moy Aug line(Ciose 500) 37989

] Beme
Areme LY H

i
Beme LX ]t ‘”' “
[u L...J ] l

Fignre 7.10. Taro Pharmacentjcal

The mumber of retracement bars varies for each trade shown in Figure 7.10.
The first trade pulled back twe bars, the second frade two bars, including one
inside day, and the third trade two bars with one inside day, A pammeter to the
Acme W System 13 Refrace Bars-if 18 the minimum mmber of retracement bars
required to tigger an N entry. Ifthe trader chooses not to wait for a retracement
and just wants to enter on a parrow range bar, then the RetraceBars pamineter
can be set to zero, When not vsing retracement bars, examine the range ofthe
few bars preceding the WE bar. Ifthe stock has appreciated dramatically in this
peried, then the trade is a psss. The advantage of using no retracement is that
the W system picke up consolidztions that would normally be filtered out.

T4 Examples 151

TALSMultmedia Games

The chart in Figure 711 shows a losing trade. Yourjob is to count the number
ofproblems with this trade entry before proceeding with this example. We find
at least four problems with this trade entry:

a The sock has gapped up.

a The stock has already risen 10Pe over two days.

8 The stock 15 1n the mdst of a retracement.

a The stock's trend is not cleardy defined.

This example illustrates why no atomated trading system is foolproof. Yes, all
ofthe problems could have been filtered cut with the software, but automation
iz 8 tradenffhetween eliminating good trading candidates and keeping bad ones.
The v=e of retracement i= & perfect example of how both good and tad trades
can be elimimated. Seiting, the munber of retracement bars to zero includes nar-
row range bars in consolidation patierns (good) but does not exclude stocks with
strong moves in the past few days (bad). In confrast, setiing the number of re-
tracement bars to two excludes namow range bars in consclidation patterns
{ b} but also exclndes siod:s such as the one shown in this example (good).

LAST.Daity OHITD00T Mow Avg 1 linelCiose 50,0 18,882

||I[|

Figure 7- 10, MwbrinoeJia € e
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Money itselfisn't lost or made,
it's simply transferred
[from oneperceptiontoanother.

GordonGekko
Wadl Street the hMotion Picture

The marker can be handicapped, just as a horseplayer bets on thoroughbreds.
One might be surprised at just how complicated the betting at the track is-the
average bettor is probably not aware ofthe potent speed sires or Diazo's Center
of Distribution [8]. These data provide the edge to differentiate the professional
horseplayer from the amateur. As with any game, the player competes for a sta-
tistical edge, and this search leads the player to a deeper exploration of diverse
subjects such as mathematics, physics, and even philosophy. Trading evolves as
a Glass Bead Game' as the trader attempts to build the ultimate market model.

In this chapter, we construct two markel models, one using data that are
relatively hard to automate. First, we apply a set of the Acme trading systems
to some market and sector indices. Because indices do not have a float. we
omit the Acme F system. The Acme M, N, R, and V systems are combined to
form the market model; each of the systems is applied without trade filters to
climinate many of the stock-specific requirements. This first market model is
our Systems Model,

Second, we develop a special version of the Acme M system using the mar-
ket sentiment and breadth indices shown in Table 8.1. For cach market index,
we specify a rule based on an overbought or oversold reading;, the rule interprets
the reading based on the index's correlation with the market. For example, the
VIX makes a new 20-day high. Because the VIX is negatively correlated with
the market, the letter "V* is displayed above the current bar. As with the Acme
M system, a signal is generated when a minimum number of pattern criteria in
the same direction are met. This market model is our sentiment Model.

e, Dlvewmmnan C1R0H A hggnnter Band Banmans Boobe, New Yonk, New Yok
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Talble 81, Breadth and Sentiment Indices

) Index | chere spmper
Volatility Index (V) =
Put/Call Fatic P
Hew Highs H
Mew Liows L
Arms Index (TRIN) T
Buliish Consepsus B
Short Sales Ratio 5

8.1 Systems Model

A systems model canbe defined by combrung the following Acme systems. In
this model, we are taking abottoms-up approach. We simply combine all ofthe
syglemes into one strategy and spply that =trategy to market and sector indices
much as the COMPX and BTE., aswell az ETFe such as the Q00 and SPY.

= Acme b Sysiem
- Acme M Syztem
- Acme B System
- Acme WV Syslem

Figure 8.1 shows a chart ofthe Nasdag-100 Senes Trost (QOCQ: Amex) with the
Acme Systems Model. Each trading system has been applied unfiltered to the
chart. A=with any other stock, the QOO exhibits the same charactenistics with
the Acime systems applied to the chart-multiple entries, profit targets, and stop
loszes. Formairket and sector indices, the rectangle 1= a rare occurrence, so the
Acme B signal does not togger often; however, when it does appear, prepare for
some trading action over the following days.

Table 8.2 sumimarizes the performance oftheunfiltered Systems Model for
the (X1 The profit factor is consistent with the overall Acme profit factor, so
we then decided to compare the performance of the model for the sectorindices
versug theircomesponding ETFe, Sincewewanted tooptimize forperformance
here, we applied the svstem filters. The results arc shown in Tables 83 and 84,
serted by profit factor.

8.1 Syetems Model 155

Figure 8.1. Systerns Model for QOG0

Table §.2. QO Performance Feport (671071999 - 021 5/2002)

Total Mt Profi 24 378,00 Cipen posiion FL §0.00
Gross Pros $54 059,00 Gross Loss (528,741.00)
Talal # of trades 1] Parcent proSiable B3.45%
Humber winning trades £ | Humber ivsing trades 27

Largest winning frade $5424.00
Avarags winilng frade $1.743.84

Larges! |oging trade (F2455.00
Bwerage losing trade (31.101.52)

Ralio avg windavg loss 158 Foegg trade (win & I0ss) 15928
Max consec. Winners @y consec, 0Sers &
By ¥ bars in winners 3 By # bars in losers F3
Max inbraday drawdown (58,293,000

Frofit Facior 1482 M ax # contracts heid 4,200
Aeroun! Size tm ‘FE.IH-.[I[I IRarburm on Sccour] 2HR FO=y
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Table 83, Market Indices

dector hidex h' Trades

. Poflighle  Wiidoss Rao  Profit Foctor

COMPY 43 G 1.54 1A

I 15 5T 154 205
KATLEY 35 % L3 204
P S0 A3 0 2B 1.87

Tahie 8.4, Market ETFs
Fctor Tndex  |¥ Trades v Profitable Wi Toss Rale  Profit Factor

3 50 207 255

SFY 47 430 159 147
MDY S0 5% 125 1.3
DA kL H% 1.29 100

Tabeg.5, Sector Inlices
Spctor huder | # Trodes "o Profichle Wi loss Ratice Proit Foctor

RMS 57 [ 24 480
oOT 56 0% b1 410
xTC S0 S8 26l L%
MW 55 6% a 2 157
YLS a5 4% 187 3o
FOP 4 St 246 246
NEL S0 At 2.57 219
AL 50 43% 213 .95
DEG 47 519 L7 154
BEX 45 Ay 189 L&n
ELX 55 458g 1.5 Lid
OE3 53 45" 141 158
FPE & 3% 154 151
ETK 51 e 1.5 L5
UTY 52 E T 1.75 L0
BOX L] 3 214 [
CME 43 LR 1.47 117

[ 55 it |33 His
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The performance resalts in Tables 8.3 &nd §4 ilhsirate the difference betweesn
performance derived from indices and their corresponding proxies. Excepn for
the QO the performance fior the ETFs is mediocre af best. The problem with
the other ETFs is that the spreads are higher, and more importantly they are not
as volatle as the QOQQ. The bottom line 15 that a trader will not be able to trade
an ETF effectively unles it exhibits a combination of Gght spreads, high tad-
ing volume, and high volatility. The QOO fits these criteria, so we will take it

Table 8.6 Sedor ETFs

Sector fedex | # Teoder "o Peofffoble  Tinfoss Retlo  Prodfit Focfor
EHH 52 2% 170 273
WhiH 35 5T L&3 24
EEH i e &5 235
1AH 48 5% 172 187
EDH 50 g 2100 L85
HHH 52 5P 154 L&
FEEH a8 Ha 184 143
LTH 51 4% 157 140
SkiH 33 5 0 1.31
CTH 0 45%a Lz L1&
ETH 21 3 177 09
TTH 37 3B (2} 1.0
FFH 25 3% 2105 092

Tables 85 and 8.6 compare the performmnce of the sector indices with sector
ETFs. sorted by profit factor. Again, we see how the performance of the ETFs
is worse than the raw indices, except in those cases where the ETF is relatively
Licuid and relatively volatile. Crrrently, the only o ETFs that we consider
"trade worlly™ for holding, periods of five davs or less are the Biotechnology
HOLDES (BEH: Amex) and the Semiconductor HOLDRS (SMH: Amex).

Matice the bottom four enties in Table 85; these are the four most cedical
sectors.

- Morgan Stanley Cyvdical index (CYC)

- Morgan Stanley Consumer index (CIMRE)

= PHLX Semjconductor Sector index (80X

= PHLX Utility Seaor index (UTY)

Thee interesting treand s ot semnoamlin on stencks e ecoamg we gy

wve Dol o thoem Db i, |1l‘|‘l||||.'. S TS I PR lq.u‘lltj.'. theat aviim Il v oDl
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8.2 Sentiment Model

In 1986, Fweig devaloped a "Super Model”, combining severs] monetary amdl
momentum indicators to predict market direction [39]. Here, we meview =even
i fferent market indicators and then incorporate them into the Pattern Trading
System (Chapter 3). By encoding the behmvior of each market indicator, we can
constmct the Sentiment Model to synthesize the bullish and bearish behavior of
each indicator apd generate signals to predict matket direction, emulating the
Acme M system,

£.2.1 Volatility Index {VIX)

The Fedaiiity Index (VIX) measures the inwplied volatility ofindex options. The
WT¥ i= imversely related to market direction: comsequently, | high ¥IX reading i=
mapociated with sharp comechions, while a low relative VI reading marks the
end ofan uptremd.

Together on a chart, a broad-based maiket index and the VX will appear as
mimror images of each other (=ee Figures 8.2 amnd #.3). Histomcelly, high ¥IX
readings can reach fifty and ahove, while low readings bottom in the twenties,
The behavior of the VIX j= asymmeirical becanse as the VI spikes up during
market corrections, it declines graduslly dunng madket advances,

Figpare 8.2, Vioslaboy T {VIX)

B2 Sentiment Model 159

Since we avoid absolute vaines ofthe YL we look for new highs o lows in the
form ofspikes over a reference perod. Technically, a spike 18 a combimation ofa
chamnel breakont with 8 lange ranpe bar, Ifthe VX spikes up, then s Buy sigmnal
will be generated. Ifthe VI spikes down. then & Sell signal will be generated.

24008

Figare .3, VIX Mirror Image

With this technique, we can identify extreme readings in the VIX and sce spikes
om the chart in either direction. Although this technigque i= good for identifics-
tion, the trading signats have not been cleaty defined. First, as with any trading
system, we do not want to enter a trade without confirmalion. Second, we do not
want to restrict gignals to spikes alone, As =oon as the VI makes a new high or
Lo over & given range of bars, we want to prepare for a confirmation.

Whar do we mean by confirmation? In the case ofthe VI a= the market
goes down and the VI spikes up, we want to see the VI fird tick down before
going long the market. This down tick in the YI¥ i= vsmally scoompanied by an
uptick in the market, since the two ae inversaly related, Clesrdy, we want to use
this relationship as ageneral confirmation techiigue that canbe applied to any
indicator. The only question is whether an indicator is positively correlated with
the market {indicator rises as the market rises) or negatively correlated with the
matket (indicator falle az the market 1ises, eg, the VIX).

There are twotypes of conformation: fegh  cofmdoy  ord  low  confrmeion
If the prevoue poce o e lughen! price of 3 gaven fog, b e oopesd  price i3
Fs Fen the previois pries, them s high coafinmsilion oocors I the previous
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price is the lowest price ofa given range. bul the current price is higher then the
previons price, then a ow confirmation oconrs, The interpretation of a high or
low confirmation depends on whether or not the indicalor is positively o nega-
tively correlated with the matker. Table 8.7 shows the signal to take based on
the indicator's confirmation and its madet correlation:

Table .7, Indhi catorConfinm stion

!.-hl.“rﬁ e Ty ﬂ- 5’1 I'{“ Cﬂrﬂ it 3“'__‘-.".!3}

High Meeative Pary
High Positive Sell Short
Low MNezative Sell Short
Lowr Positive Bury

From this confirmation logic, we created s function called Acewne ST el Lo fdex
to test for both high and low confirmations, The Acme Market System calls the
AcmeHigh Lewindex function separately for each indicator in the model. Each
time, the function returus one of the following values to the Madoet System:

a 0= Mo Confirmation
p 1 =High Confirnmation
a 2= Low Confirmafion

The Market System then popuilates its long and short pattern strings based on
the confirmation valnes. The EasyLanguage code for the demeMighfowindes

functicm iz shown below in Example 8.1
Example B.1. Function Aemeldighloclndex

. ok il o i
Lk

.Emeﬂigl'llwlndﬂ; Caloulate the High Low Index
e TAETEE & L

R bt |

Inputs:

Price({Numeric),
Length{ Kumeric);

AcneHighlowIndex = 03

If Price[1] »= Hi t{Price, Length - 1}[2] and
Frice < Price[1]

AcmeHighLowingdex = 1
Flse If Price[1] <= Lowest{Price, Length - 1}[2] and
Price » Price[1] Then

Bt phl owlndes 7,
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E231 PuliCall Eatic

The Pot/Cell ratio is an index caloulated by the Chicago Board Options Ex-
change (CEBCE). The ralio compares the total pul volume with the tolal call
vodume for stock options or index options, Investors iy more calls then puts, so
the ratio never reaches one unless the market 1= declining sharply. The put/cell
ratie is pepatively comrelated with the madet becanse pecple tend to buy puls at
bottoms, and historicelly this behavior has proven to be wrong. ss ghown by the
circled area in Fignre 8.4,

Many traders look af the valie ofthe puibfcell ratio on a historical level. For
cxample, 8 ratio grester then 008 15 considered to be bullish, and & ratio less than
0.4 is considered beatish; however, we do not care about the absclute readings
becanse we are using the confirmation technigue,

Figure 8.4. Put/Call Raiio Peak

Figure .5 shows a trongh in the putrcell ratio, Although spikes up are common,
spikes down are rare becanse such a low reading means that everyone 15 bullish,
This situation is akin to everyone ranning to one side ofthe Titanic. Essentially,
the whole conntry was long in IMarch 2000, and nobody was lefi to buy. The
charts ilustrate how the petcall ratio i not entirely symmetrical. The fear of
losing money is much mors powerful than the satisfaction in meking money,
and fhe emotional trader usually makes the wrong decision at fhe wrong time,
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Figure 8.5, Pur/Call Ratio Trough

825 Mew Highs

Each day, the mumber of stocks making 52-week highs on the New York Stock
Eschange is tracked as the "MNYSE New Highs" number. The Mew Highs indi-
cator is positively correlated with the market. As the madket goes up, so does the
nuinber of new highs; however, the behavior of the New Highs data is sliphtfy
different than the behavior ofits commesponding market index. When the market
attains 5 new peak, the number of new highs spikes at the peslk. As the market
pulls back, the number ofnew highs drops cose o zero. Al the nest pesk, the
new highs will spike cnce again.

The key to interpreting new high data is to compare the new highr st two
maitket peaks. Ifthe market is higher at the second peak, but the pumber of new
highs i= jower af it second peak, then a divergence has been created, 25 shownin
Figure 8.6, The divergence in this example ocowrred just before a 2000 =elloffin
the S&P 500 inJuly 1998,

Fosback created an indicator in 1979 called the High Low Logic Index: in
order fo recognize these divergences [14]. The index caloulates the minimum of
two ratios: the ratio of new highs ro the total number ofissues, amd the raie of
mew bows to total issues, When the index is high, the market atteins both ahigh
nuiber ofnew highs and new lows, a bearish indication because market breadth
i narrowing. When the mdex ig low, then either the number of new highs or
new lows is low. 3 bullish indicstion in both cases.

82 Sentiment Mode! 163

Figure 8.6. New Highs

B2 Mew Lows

The number of stocks making 52-week lows on the NYSE ig tracked as the
"WYSE MNew Lows™ number, The MNew Lows indicator is negatively correlated
with the matket, meaning, that spikes in the pumber of new lows is a bullish in-
dicatiom. a2 ghown by the cincled areas in Figure 8.7,

Figmee H7. Pn Lim
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825 Arms Incex (TRIM)

Richard Arms created the Arms Index? in 1967 to compare a ratio of advancers
to decliners (AdvanceDecline Ratio) with the ratio of advancing volume to de-
chining volume (Upside Downside Ratic). The TREINS behavior 1s similar to
the VG it is nepatively correlated with the market, ic., a high reading means
the magket is oversold and a low reading means the market is overbonght.

As shown in Fignre 88, the TRIMN plotted in the lower panel resembles the
profile of an EKG. Spikes punctuate the chan: some technicians will smooth
ot the TRIM with a three-day or four-day moving mverage. The problem with
smoothing any kind of price is that the sverage introduces kg, and because our
trading signal would depend on | confirmation of the moving sverage, most of
the move would already have ocourred.

5P LAST-Meckly THOGHBEZ

110,00

- 3060 D0

&)

TY-BRY 1ie ez 3

® b N D ez F M A M 3 1

Fignre 88 Arms Index, of TRIN

The TRIN iz the lemst predictable ofthe indicators inthe Sentimeirt Model, All
of the other indicators show some degree of persistency from day=to-day or
week-to-week In comtrast, the TRIW is a one-bar phenomenon. Its valoe lies

fore i it oversold readings (i.c., spikes) than in its overbought readings. The
TRIM iz ancther indicator that illustrates the ssymmetry between corrections
and ratlics.

Wla Apimie Disbes, 1 il os bposwi ac il TRIMN, moowoanms e Dl [ P

B 2Eentmenthlodel L%

g.26 Bullish Consensus

The Bullish Consens=us is a market sentiment indicator that was crested in 1964
by bdarket Vane 1o track the buy and sell recommendations of market advisoms
and equity analysis. Based on their recommendations, IMarket Vane caloulates
the bullish percentage. e, 3% ofthe people are bullish. snd so the remaining
40 are bearmsh.

Along with the Mew Highs indicator, the Bullish Consensis is the only
other model indicator that is posiively correlated with the market The chanl in
Fignre £2 shows how closely the oo track together, not coincidentally, When
the market is up, people are bollish, and when the merket 1= down, people are
bearish. Clearly, when people are cwerly bullish, the market is rpe for a fall and
Vice versa

FEFN LAST-Weekly 10/ITHMEBER

C M D WMF W A WM 4 4 & % D

Figre 8.9, Bullish Consensus

B.27 Short Sales Ratio

There are a varety ofshort sales ratics, such a3 the Odd Lot Shoot Sales to Od
Lot Total Sales. Here, we refer to the Public to Specialist Short Sales Eatio on
the WY SE. The theory behind this ratio is that the public lends to sell short at
the worst times (Fizure £.10), and the statistics prove it, The bottom line is that
the specialist down on the floor hae 2 moch better sense of the market.
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Fizure 8.10. Public to Speciafist Short Sales Fatio

The Short Seles Ratio i= negativaly comrelated with the market. Further, it has
symmetnical spikes down. The chart in Figue 811 shows the huge diverpence
that formed shotly before the market cracked in March 2000, The ratio spiked
down again inJune 2000, setting up ancther correction.

Figguine .10, Slosin Sl s Hanme
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8.3 Market Trading Systam

With the sentiment indicators defined, we can now adapt the Acme M System
to our Sentiment Mode]l s a peneral market svdem. The Acme Market Svdem
simply counts the number ofbullish or bearish patterns on any given bar, Ifthe
mumber of patterns 13 grester than the minimuem mumber of patterns specified
Ly the svsem, then a sigmal 1= penerated, no other conditioms apply.

The Acme Market Svstem nses the AemeHighLevelndey function for pattern
confirmation. For any indicstors with negative comelations, 8 high confirmation
{return value of 1) means the patiern is added to the LongSiring vanable. A low
confirmation (retum value of 2) means the pattern is added to the ShoriSiring
varmable. For indicators with positive correlations, the logic is reversed. For a
high confirmaticm, the pattern i= added to the ShoriSiving, and for a bow confir-
meatiom, the pattern 1s added to the LesigString.

The Acme Maket Syetem uzes weekly data for iis trading signals becanse
some of the data are not avallable electromically on a daily basis. Although
data such as the Bullish Consensuy are published on a daily basis, the data
feeds do pot transmit this data, making the collechon of sentiment data dif
ficull to automste’ This svstem can certainly be adapled to daly data, as
most of the indicators are available electromicatly.

Before we define the niles ofthe svstem, we review the market correlations of
each indicator in the Sentiment hModel, as shown in Table 88 As with the
fome pattern model, the Sentiment model can be extemded with other data,
.., margin debt, The trader determines the market comelation of 8 new imdex,
assigns a letter to it, and encodes it in the Acme Market Svstem. When adding
new indicators, find ones that represent different interpretations of the mailket
to keep the Sentiment Model in balance,

Table 8.8. IMarkel Correlations

Index Adarket Correlation
Vilartiliny Index (VX0 Megarive
Put/Call Ratic Mepame

Mew Highs Pimative

My Lar Mejeative
Ao Dovllex (TRINY Pubesgent e
Hadlish L vmpanens Pendipwre

Slamn Sules Hatin Mgl

LAy wr e o Do Eemne ol slableirn |||1|I|I| Biisll Bn Powimnma b 0 8gna d sl et N nme i oo il
wngn s o sl pueevicdesd D Bapionin cane o Blaskan |als o e
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£.3.1 Long Signal
Calculations
1. Total the pumber of Bullish Patterns.
2. Caloulate the ATRE for the Iast 20 bars (ATRm).
Entry Rules

1. MWuomber of Bollish Pattemns == 2
2. Bary the next bar & or above the High + (EntoyFactor * ATRq)

Exit Fules: Profit Target

1. S&l halfofthe posttion at or sbowve the High + (ProfitFactor * ATRa0)

2. 5ell halfofthe posthon & or above the High of ProfitBams ago +
(2 * ProfitFactor * ATRay)

Exit Rules: Stop Loss
1. Sel all shares at or below the Lowest Low for StopBars -
(ExiiFactor * ATRy)

8.3.2 Short Signal

Calculations

1. Total the immber of Beansh Patrerns.

2. Calculme the ATE for the fast 20 bars (ATRy).
Entry Fules

1. Humber of Bearish Patterns == 2

2. 5dl Short the nexi bar af or below the Low - (EntryFactor % ATEq)
Exit Foles: Profit Tamget

1. Cowver half of the position at or below the Low -
(ProfitFactor * ATRg)

2. Cowver halfofthe position at or below the Low of ProfitBam ago -
(2 * ProfitFactor* ATR)

8 3Market Trading System

Ezit Palze: Sbop Lees

I. Cower all shares at or above the Highest High for StopBars +
(ExitFactor = ATEx)

The code for the Acme Market System is shown in Example £.2,
Example £2. Acme Market Svsiem

i el ddmpE R e b

home Market System: Look for combinations of multiple market patterns

1. VIK (V)
2. l:'«.ul:.urcauiéil1Ei n?t}n {F}

3. Mew H H

4. Mew Lows (L)

5. Arms Index, or TRIN (T)
6, Bullish Consensus EB}
7. Short Sales Ratio {5)

atal: Market Lndex
Data2: VIX
Datad: PutfCall Ratio
Datad: New Highs
Datas: MNew Lows
Datab: TEIN
: Market Vane Bullish Consensus
DataE; PlﬁlidSpgc:illiit Short Sales Ratio

e S =
oL LTE ‘ Py }

Inputs:
{market Parameters}
MinirusFatterns (2],
Length{ 203,

RiskPercent(2.0),
RiskATR{1.0},
EntryFactor(o.2),
DrawTargets(True);

Variables:
{0},
ATR(0.0),
Fa‘l:tern'!.tr;m{"],
[ o ﬂﬂﬁtl'i Wil
Sl'nttStrlr?g{"':l'
FEeturnValue{o},
Py i el a0,
[T L ENTIT

j C ]
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smacth(4),

BuyStop(c.c),
ShortStop(c.0);

ATR = Awerage( s Length);
BuyStop = High + (EntryFactor * ATR);
shortStop = Low - (EntryFactor # ATR);

If DataCompression < 2 Then

Commentary (“This indicator sust be applied to a daily bar © +

“interval or longer.™)
Else Begin
FatternString = "™,
Yoo 3
= i
ATR = Volatility({Length);
PriceDelta = ATR / §;

If Close of Data2 » O Then Begin
PatternsString = “V";
H = AceeHighLowIndex(Close of Data2, Length);
If Highlow = 1 Then
Lmsf.t ing = L tring + PatternStri
Else I 'nnsw =mz‘$hmm hd
ShortString = ShortString + PattemString;
End;

If Close of Data3 » 0 Then Begin
FatternString = "P*,
Highlow = AcseHighlowIndex(Close of Data3, Length);
If Highlow = 1 Then
ing = LongString + PatternString
Else If Highlow = Z Then
. ShortString = ShortString + PatternString;
L3

If Close of Datad > © Then Begin
PatternString - “H";
Highlow = Rcmebighl owIndex(Close of Datag, Length);
If Highlow = 3 Then

Longitring = LongString + Patternstring

Else If Highlew = 1 Then

i ShortString = ShortString + PatternString;

End;

If Clese of Datas » 0 Then Begin
FatternString = “L*;
Highlow = B¢ LowIndex{Close of Datas, Length);
If Highbow = 1 T
LongString = LongString « PalternString
Fla 1T Highlow 7 Then
Slwag Ul pawip o U0y g 0 Pall Deegan®sd o foige;
I md,

83 Market Trading System

If Close of Dataé > 0 Then Begin
Fatternstring = “*;

Hi.ghl.c-u: homeHighLonIndex( fverage(Close of Datab, Smooth),

Length);
If Highlow = 1 Then
LongString - LongString + Pattern$tr
Else If Highlow = 2 Then -
_— ShortString = ShortString + Patternstring;
]

If Close of Data7 > O Then Begin
PatternString = "B";
Highlow = AcmeHighlowInden{Tlose of Data7 .
I Highlow = 2 Then ; - LEwi);
ring = LongString + PatternStri
Else If Highlew = 1 Ilnnm .
_— Shortstring - ShortString + PatternString;
L

If Close of Datad » 0 Then Begin
Fatternstring = ~5";
Hightow = AcmeHightcwingex(Close of Data8, Length);
If Highlow = 1 Then ) ]l
LopgStr = r + Patternbtr
Else If l-rl;Em %"ﬂs e
- Shartstring = ShortString + PatternString;

{Calculate shares based on risk model}
N = AcmeletShares(Equity, RiskModel, RiskPercent, RiskATR);

{Multiple Pattern Buy Signal)

If Strlen(LongString) »= MindmunPatterns Then Begin
{(Draw Entry Targets on the Chart)
If mﬁmﬂs Then
itiond = AcseErntryTarpets(“m" t 0, 0, 0);
(. By Chcne LE Warket”) N Liares Next Gar o Boystnp Stass
i

{Multiple Pattern Sell Signal}

If Striem{ShortString) = MirisumPatterns Then Begin
{Dzaw Entry Targets on the Chart}
If Drawlargets Then
Conditioni - AcmeEmtryTargets(“M", o, 0, Shortstop, o);
EM:S&IH"AEM SE Market™) N Shares Next Bar on ummﬁ*s.t-::ﬁ;

End;
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84 Examples

Figure 812 dsplays the chat of the S&P 500 index from September 2001 to
March 2002, The third bar in the char shows a bollsh "VS* bar (VI and Shost
Sales Fatio), but a long enfrv was not inggered. The fifth bar shows s bullish
"VHLE" bar with the following confirmations;

a High Confirmation for the VTN

8 Low Confirmstion for Mew Highs

a High Confirmation for New Lows

a High Confirmation for the Bullish Consensus

A long enity was mggered the first week of October, and the market rallied 1Po
over the nexd two months, Shortly after the rally stalled in Jamary of 2002, a
bearsh "VHLBS" bar coourred with the following confirmations:

a2 Low Confirmation for the VIX
a High Confirmation for New Highs
a2 Low Confirmation for Mew Lows
8 Low Confirmation for the Bullish Consensus
& Low Confirmation for the Short Sales Ratio

A short entry was toggered the following week with a subsequent 7%0 dechne.
FSPH LAST-Weekly DHOUZ00Z Acme Marke! Model(2,20)

Toec

I"wllr BoLE, Sl WY Jles (PROT 00N
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LAST-Weskly D315/2002 Acme Market Modelz,20)

Figure 8.13. &P 500 Index (120 - 03(2)

Figure 8.13 15 an extension ofthe chast in Figore 8.12. A bullish "LT" bar occurs
in early March 2002, and a long entry 1s trigpered the following week with these
confirmations:

- High Confirmation for MNew Lows

- High Confirmation for the TREIN

The chart in Figure 813 1s unfolding as ofthe time ofthis writing’. The profit
target i= not shown, but the stop loss dencted by LX- has been established at an
index price of 1140, Further, just after the long position was opened, snother
LT bar ooowred the following week (last bar on the chart), with en LE M Stop
Just abewe 1180

Table 89 shows the results for the S&P 500 from 1985 to 2002, Over this
period, there were 37 weekly signals based on a pattern nunimum of two and a
sty length of 20 weeks, Over a penod of 800 weeks, that equates to about one
sigmal every five months, Eventmlly, this svstem will be adjusted to a daily time
frame when sll ofthe data are svailable slectronically. Certainly, the svstem can
be run for the subset of indicators that are avarlable on & daly baszes.

A werk alien this chugster v werilion, yo0 swnben 7 bar onoonied e vweek of B b 1S
JEEY CThe L B Stamn saalen oena el ol anil ol SR M w g sppiss limgs |..,.|.|,-.
tun wrntlh e i ml e etams A [l EE LRy Y Il'rl whwal w153 sl l|..|[.1.“_| 0 |||_||
wally oy il werks ohe wl, v brnwan |, 1lie Felmimy v werll D ga fstusl
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Tabie 6.9, Perfomance (20) - Acme Market Strategy $SPXAeesty (11/284985-31/2002)

Total Met Profi $34, 895,00 Open postion PA £0,00
Gross Proft £4548 54500 Gross Loss ($E3,650000)
Tolal # of trades a7 Parceni profilable 54 05%
Murrbes winning rades 20 Mumbef loging Irades iF
Larges! winring frade $19.926.00 Larges! losing frace {511,568.00)
Average winning trade 782725 Fwverage lasing trade 153,744.12)
Falio avg vanlavy loss 242 vy trade pedn & loss) P2064.T3
R consec, Viinmers 4 Reax consec, losers 3
Fwg & bars in winners FAvgiftbars in losers 2
ey ntraday dravediown  (520,350000)

Profil Facior 243 Ttiax # corfracts held 200
Account size required 220,358.00 Retum on account AE5 A5%

Table 810 Performance (30) - Acme Market Strateey SEPX-Weekly (100291935371 2002)

Tolal Met Profi 2270000  Open postion FL 2000
Grass Profl FIIESI000  Gross Loss (526,240.00)
Tolal ¥ of irades Percerd profable EE, 18%
Mumber winning rades Mumber lesing Irades T
Larges! winning trade $19.93500  Lerges! losing trade ($7,320.00)
Awerage winning lrades $9.23400  Average losing frade $3.748.57)
Raflo avg win'avyg loss Ay trade (win & loss) 210318
Me: consec. Ydnners M consed, osers 2
Py # Bars in winners Ayg # bars in losers 2
Bax intraday dravwdown (33, 772.00)

Frofit Factor Ra ¥ corfracts held 200
Account size mequired HRITZ00  Return on account 1 14E.85%

Table 6.10 shows the results of running the Market Systern on a 30-week cycle.
The profid facter on the 30 week cycle 5 5.28, an improvement over the profit
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factor of2.49 on the 20-week cyole. By lengthening the stady cycle, the pumber
oftrades has been reduced from 37 to 22,

Think ofthe market cyde in terme of each of our sentiment indicators. The
trader makes the choice ofhow often each indicator will be making pew highs
and lows based on the cyde length. As the cycle is shortened, the number of
traching signals increages with a decrease inprofit factor, Simalarly, as the cycleis
lengthened, the rmmber ofzignals decreazes with anincreaze in profi b fachor,

Ifa trader cannot use the Sentiment Model on a daily basis”, the model is
still nsefil for identifying significant mardet turning peints. Figore 8.14 shows a
gubile example of 2 ballish "HLS" bar in June 1998, Typically, a bullizh barwall
ocour af the end of a downitrend, but here it ocoure after eight weeks of 8 trading
range. From the price bars alope. thete are po apparent signs of an impending
ralby;, however, the baris confirming the following:

a Low Confirmation for New Highs
a High Confirmation for New Lows

a  High Confirmation for Short Sales Ratio {this is the key)

Figure 814, 5&F 500 Index June 19598

The following week, a long entry tiggered, and the market rallied 6.5% over the
next month, The key to the trade was the Short Sales Ratio it is an example of

Digrapnin ilw Dioided o ¥l 20" cnunbmny soedbang seine gl eveny, i agmeinlie
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data revealing hidden market information that could otherwise not be gleaned
from a typical bar chart.

8.5 Data Sources

For more information on the indicators in the Sentiment Model, refer to the
sources in Table 8.11.

Table 8.11. Data Sources

Data Source

Volatility Tndex (VIX)  Chicago Board Options Exchange

Put/Call Ratio Chicago Board Options Exchange
New Highs New York Stock Exchange
New Lows New York Stock Exchange

Arms Index (TRIM) New York Stock Exchange
Bullish Consensus Market Vane

Short Sales Ratio NYSE Members Report

9 Tools ofthe Trade

Generally he who first occupies the field
of battle to await the enemy will be rested;
He who comes later and hastens

into battle will be weary.

Sun-tzu, The Art of Warfare

Preparation for the next trading day begins at the closing bell, and by the time
the opening bell rings, the trader's work should be done for the rest of the day,
except for the simple matter of executing the trades when alerts are received.
During the trading day, the prioritics are order entry and money management
instead oftrade selection - an exercise of managing risk rather than creating it.

Some traders like to come in with a blank slate. If one chooses to trade this
way, then discipline is a greater factor. As long as risk is managed, discretionary
trading can be equally rewarding. As an analogy, system trading is like listening
to classical music, interrupted occasionally by the counterpoint of subtle mouse
clicks. In contrast, discrctionary trading is like blasting rock music, punctuated
by the sensory overload oftick data.

Even with discretionary trading, preparation is the key to success. Knowing
when to pull the trigger and to wait patiently for the right trade will eliminate
some of the angst. The only requirement is that the trade must have a catalyst.
Just because a Level 11 screen is showing upward momentum does not mean the
trade has a catalyst, but combine that momentum with a catalyst and there is a
basis for the trade.

Consider the example of a stock in a strong downtrend that a trader knows
is heavily shorted. In the middle ofthe day, the company announces a big stock
buyback. The trader sces the news release and buys the stock instantancously.
The trader docs not hesitate because the catalyst is apparent. The foundation of
success here is the trader's knowledge of the stoek's fundamental and technical
condition, an awareness of a catalyst that can change it, and a defimtion ofrisk
(e.g., exit the position if the low of the previous five minute bar is broken).
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9.1 Tyco Case Study

Conzider the case of Tyco (TYC:NYSE) in Fignre 9.1. Over a period of three
weeks in early 2002, the stock dropped in price from the mid-fifties to the jow
thirties becamze of sccounting concems, Furthermore, the compamy anmounced
theat it would spin off some of its operating companies rather than confinue it=
acqusition srategy (note the gap up and reversal onJanuary 2,

LAST Dally UZAZ7002 Mo Avg 1 lineiCicae 30,0) 45823

Figmre 2.1. Tyco Deily Char

O Jarmeary 307, the stock gapped down over thee points. Given the possibility
of a positive catalyst, the stock was placed on the watch list. After the stock
gapped down, it dofted dowmwards and langmshed the rest ofthe moming

At 1208 pm, Tyeo issued a press release that the CEC and CFO would be
purchasing 500,000 shares apiece with their own moneyv. The Himing of the re-
lesse conld not have been more perfect. While some traders were eating lunch',
others were having it eaten becsnse the price spiked from 28 to 30 ina matter of
minutes (Figore 9.2) and then climbed the rest ofthe afternoon to close near 35.
When a stock has declined as much as Tyco, only a positive catalyst 15 required
to reverse the stock's direction in a matter of hours, We recommend that the
trader set up a waich Isi of stocks inthe news to be slerted to potential reversal
calalvets.

- Tiw 1'- i me B0 ooy 1RGN, |Ll| wilg sl Doy € Hinw w “eamny RNTERLTTE T D s | .’-Hll}'tl 1 tlia
wlamnas tia 0 amabonia Uis Rloss witds wi sl om0l il sniseia anwmmsnaleds lam . 0 o looas fow ovamape.

0.3 Preparation 17

|
H“mim'll | Hh||l|“| I“ull""“"-'
1l I,n'

e -

1330 1430 100 LEOD 1400 1500 43

Figure 9.2, Tveo Intraday Chart

Some traders prefer not to walch or momitor the news at all, bt the trader pains
an edge in sitiations like Tyco-these sitmations do pot occur often. bt the kev
1= that the news imust be a reversal catalyst. In contrast, ifa company repoits bad
news while its stock remains ina downtrend, Hghting the tape is futile,

9.2 Preparation

To prepare for the next trading day, we take the following steps at the end ofthe
current trading day. All ofthe work for the next trading day 1= done the previons
mighl. For 2ll intents and purposes, the trader walks in the following moring,
pets trading alerts, and executes onders. The time between %30 am and 4:00 pm
shonld be the most boring hours of a traders life.

1. After the close, download today's closing prices.

Fun the scanning sofiware to generate onders and new aleds.
Feview the open pogitions,

Analyze the charts vath new alerts

Agzign prionibies to charts for trading the next day.

Enter the symbols andior dets e the trading softwane

Sl



180 9 Tools ofthe Trade

Evenrnally, the trader®s routine should become faidy rigid Occasionally, panic
will strike when the trader is trving to liquidste a large postion in an illiqud
stock (hint), or when the Federal Reserve Board decides to unleash a surpnise
interest rate cut on the market in the middle ofithe dn}'j. The old saving “hours
of boredom intermupted by moments of panic® applies to the trader, wlich 1=
equally appreciated by spoits fishermen and the guy holding the down marker at
a professional football game.

921 Software

The kev to establishing a trading rowting is to automate &5 much of the process
as possible, and that means imvesting, in roftware and hardware, The minimum
requirements are: one computer, two data feeds (for redundancy), two monitors
{ome for trading, and one for analysis), and one techmeal analysis produd.

We nse the TradeStation 2000 software for mghily scans. The new version
ofthe produd, TradeStation 6, does not include end-of-day scans on | portfolio
of stocks, so after the nightly scan, we take the candidates for the nest day from
version 20007 and track them rveaHime in the version & produd (W B, the Acme
roftware mang on both versions), & software altermative to TradeStation 1= the
MictaStock Professional product.

Other products such as Fist Aledt® are designed to scan the whole market,
not just a patfolio ofstocks. The advantage of real-time scanning programs 1s
that their formula languages are ophimized for speed. creshing dynamic hsts of
stocks on & fick-by-tick basis, The dissdvamage 18 that a real4ime scanner can
generate sensory ovetload, and the trader may be tempted to jump from one
stock: 1o another.

Other traders prefer and need the discipline of a program like TradeStation
becimse everyvihing cen be automated; the number of shares to trade, the exact
entry and exit points displayed on the chats, and even order execution iself.
Fusther. one can code an idea quickly and view the results of back testing.

The most important izsue 18 the “cleanliness" ofthe data, winch i1z affected
bry bad ticks., When analyzing performance, review each trade to ensure that the
results are pot flawed, jooking for unusnally good or bad outlier trades. Just a
single erroneons trade can skew the resolts. Finally, realize that no one produc
offers the uliimate trading machine. Each programs has its strengths and weelk-
nesses, and no program i= bug-free, Trading software iz very difficult to write

PO Jamuary Sk, 2000, el Feadoal Rescove cut ingerest cites b ihe atclle of the oy, semd
Hiy 1hs t;"!l! Firampy Jbif g well 5 fur 4 ILF.:' wnll X D% e i '\-‘II"._L' ll.d!.' Via ay=Birign
Irdilyg [iueac., W o I|.11|1 fon Do wbie a ol Dsis e mee oinesd tei oo - cnmn D oom b s
avnknmanins b s aml osssemmeny dhavsbosag dbmmsg e v peocal s e
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properly, =o the vendor must be able to respond to problems in real-time with =
competent techmcal support depatment.

93 ATrading Day

Think ofthis chapter as a "real time" chapler. Today 1= Monday, February 25,
2002, and we are prepanng, for Tuesday's trading. The beantv ofthis experiment
ir that we have no idea what is going to happen with our stock selections, ro &
the emd ofthis llgdiug week, we are going to appear a3 either Adam Vinatier or
Scott Norwood”

Table 9.1, Mightly Dicwmboad
Sembol Dhesrppoior Hrolape Colepory

a8 | OFWY Cperrime Sywieyms Hardag Stock
205 | OREE Oybasbech LT Maedag Stok
A | ORCL Oracle Corp Tleesclen;

407 [ 1y 051 Phanmaceuticels Inc Tkt Sinck:
e | oss 081 Sys Ine Hesdng Sitnek
#9  [ OVER Onverbare Services Inc Pasdag Stk
so0 | PAYX Payehes In Hinsdng Stock
A FB-CONT Pork Bellies Confimes CHE Index
52 | PCAR Paccar Inc Hardag Saodk
sy | POLN Pricedine com Nusdaq Stodk
504 | FCRATIO CEOE PubCall Eatio CALC Endex
s | oA Anriate PCS Ing 1lnsdag fteck:

The fimt step 1= to downboad the closing poces, as showm in Table 9.1, After the
download, Table 9.2 shows all ofthe open positions (17) in the databasze. On
ary given maght, the nuinber of open positions will vary from ten to thirty for a
database of approximataly 500 stocks. Note that eleven of the positions were
opened on today, Febroary 25%, and that nine ofthe signals were Jong entries.
Within the context of the market, this behavior 15 logical becanse the Nasdaq
Composite Index had just completed a five-day downtrend, reversing 1o close
ghorve the open on Februare 2 2nd, &= shown in Figure 9.3,

Mo Bowrnasea b Bl ¢ 0 vl fh bl gl seatls ~ovenn s oomile we iy oy ile @ e i waan
Separ Moo SNAND B il Bl T oged sl B soiman-, ols Bavses sian aal 5 0y gl kel gl
wwilln demii ek ormuaninag i b otbini Bow boa S Bhond S5V
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“able 9.2. Open Positions Table 93 shows all ofthe active orders generated for Febroary 26", 2002. The
window shows both entry and exit orders, consigting of stop orders, limit orders,
Symbed  Sigmal Positlen  EnryPrice Lan  Prgfit Enpey Time and market orders, Three of the socks (BCC, ESFEX, and ITG) have market
AMHC AcewSER  Shom 100 2005 NS 49500  ISS002 400 PM orders; these stocks have reached the end of the holding, period, e, the profit
BCC  AcrwLEV  Longl0S0  3437F 3537 14475 V2002 4:00 PM tarpet and stop loss orders never triggered. The top half of the window shows
B Acme LEM  Long 1400 41375 413 4200 2252002 400 FM lomg entries, and the kast entry in the window (DST) shows a limit order for a
BREL Acn:LER  Long1000  1E7§ 1879 4000 2212002 £:00 PM single-bar profit target.
C Acme LEM  Long 1300 43 4379 WITO0  225/2002 4:00 PM w
OGN AcmeLEM Long 19K 25.25 539 26600 2502000 4:00 FM Table%.3. Active Onders
CTX  AcmeLEM Longl000 5425 S543 118000 252002 £:00 PM
DET fomeLEM  Long 1500 4175 41.74 1500 27200002 400 PM el Cirder
ESI0  AcmeLEM Long1300 31635  JL2§ 44850 2/25/2002 400 FM ipeel 3y By T
ESRX AamcLEV Longlol0 525 S 1000 AO0/00 400 EM EASI  Acme LEFB  Duy 1000w 59,108 Srop  37.79  J36/2000 206 AM
= AmeLEM Loge700 TS&'S 8156 145950 2/IS/20R2400FM ABC  Acme LEFB  Buy 10065375 Swp 6466 2360002 206 AM
IMPH  AcneSEFB Short900 35125 349 20250  2721/2002 400 PM CRIRD’ AcnaLEER HediaSEipbhs Fps I8 CuEgREaM
IONA  AacLEM  LongldDd 1625 1615 14000  IS2002 400 PM S  AmSLEL B NG S0 EMRUNAM
ITG  AcnelEV  Langl60) 43375 4322  -24800 2202002 400 PM ORBE  AcmeLER  Buy1500ar 24750 Swep 2098 M3/2002 206 AM
MER(Q) AcmelEM Long®0 3375 AT TSRO0 2002 400 FM CACT  AcmelER  BuyB00m360005mp  M81 222002 206 AM
MMS  AcmeLER  Buy 1400ar 34000 Scp 3352 22652002 206 AM
ORBE.  AcneSEN  Short 1800 2375 239E 32200 /252002 4:00 FM
PCAR  AcmeLEFE  Long 900 695 THEE 124200 M2S20024:00 FM ORBK  AameLER  Buy 140at 24750 Sop 2396 2262002 2:06 AM
= IONA Acme LER  Buy 1400ar 17000 Seop 1615 L26/2002 206 AM
This example ilnstrates several important points when analyzing trades for the DST  AcnelLER  Bay 1500at42.375 Smp 4174 2262002 2:06 AM
next day. First, always examine the condition of the market and sectors to get a CMNT AcrneLER  Buy1300at 12625 Stop 1145 2/26/2002 206 AM
sense ofthe signals that will be triggered the following day. Second, un each of NOC  Acme LEV Buy 600 ar 108.750 Sop - 108.44 2/26/2002 2406 AM
) I ACAM  Acme LEV  Buoy 1000 3 49.500 Stop 4915 22602002 2:06 AM
the Acme systems unfiltersd for the broad market and sector indices, eg., the = e -3
HOLDRS'. Finally, highlight any stocks that are ronning against the general ' w ey BLI IR
ket trend; these stocks are bocking the market for a reason o N b ity T MGIE SN
T : ESRX AcmeLX Sl 1000atMarker 537  M20/2002 206 AM
' ITG Auerne LK Sell 1600 ar Marker 4132 LR 206 AM
| DST  AcmelXe  Sell 750m 43375 Limr 4174 @60 206 AM

EEERERE

For each open position, we review the profit targets and stop losses drawn on
the chart. The Trade Manager callz the AemeEviiTargets functicn to mark each
price level with & horzontal trend line, This function allows the caller to specify
a Btop loss price, a first profit target price, and 8 second profit target price. Trade
entries are drawn with the. AcoeErtryTarge is fonclion. The trader can identify a
gtop price or limit price on the char with the same horzontal line,

Fignre 9.4 showe an example ofa gtop loss for an Acme V entry, denoted by
LX- at aprice of 3 .65. The hotizontal ling is drawn under the low ofthe bar,
adjusted downward for the Evif Fecformultiplied by the ATE. The cheart abes
L ——— ghows an Acme I short entry, denoted by SE N Stop. This is an example of 2
"stop and reverse® trade. The short entry serves 8 dual purpose by selling ont the
long eniry and simolianeously taking the short pesition. When executing the
trade, the short entry order iz entered s¢ double the zize of the long porition

Figure %3, MNasdayg Conpeeate Dides Reversal

. Ill "‘1 I'Hl'! [ TR lull-r_| n 'IL'I v Jow Wllaan ai s el can ot b b0 Dotesta s livw lLlll'l.. Toanasl
begingl, val svivsi i, tiinl - vnin b bos Bl W by asbidses e b S Baskilin s oz
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Figure 9.5 shows a mulii-bar profil farget denoted by L3+, the single-bar profi
targed marked by L3+, and a stop loss mamed by LX- for the Acime M long entry.

LAST-Daily B2/25/2002

Bcine L¥+ %5 600

BE M Slop 34,000

Aome LEY

Figure 9.4, Bowse Cascade Fosition Cpen Onders

6400
L+

LK * 6,000

L5500

| 5. BT

5,400

l l 2 200

| - 5,000

I 4 BI0
4000 I

] -

Aome LE N 4700

200

'Fuu-n:-".'j, 1 Lassibegimnang, Tt € Wi d Tuslene

53 A Trading Day 185

Adfter the scammer has gencrated new signals for the next day, the trader mviews
the charts to select the best candidates using qualitative and quantitative criteria.
i.6., experience marched with measures such as volatlity, ATE, and Houidiry.
The end-of-day scan for February 25" generated fourteen new long orders and
fouricen new short orders, s shown in Tables 9.4 and 9.5, respectively.

Table®.4. Wew L ong, Ornders

Symbol  Sigral Chvuer Lait  Tivse Ploced

EAS]  Ace LEFB  Buy 0003039125 Sop 3779 M/26/2002 205 AM
ABC  AcmeLEFE Buy 1200465375 Stop 6466 262002 2:06 AM
CECO  Acme LEFB  Buy 200w 37.75080wp 3705 226/2002 2:06 AM
BOE]  AomeLEM  Buy M00ar 36500 Stop 361 26/2002 2:06 AM
ORBK  AcmeLER  Bup 1500424750 Sip 2398 262002 2:06 AM
CACI  AcmeLER  BupB00ar36000Seop 3451  MI6002 2:06 AM
MMS  AomeLER  Buy 1900a 34000 Smp 3352 26/2002 2:06 AM
ORBE  AcmeLER  Buy 14008t 24750 5wp 2398 M26/2002 206 AM
IONA  AcneLER  Buy 14004 17.000 S;op 1615 2262002 206 AM
DST  AceLER  Buy 1500ar42575 Sap  4L74  2:30/2007 206 AM
CMNT Acne LER  Buy1300ar 12625 Smp 1145 2/36/2002 2:06 AM
NOC  AcmeLEV  Bay 600 OA7S0 Smp 10844 2/26/2002 2:06 AM
ACAM AcmeLEV By MO0 mA9.500Smp 4915 272672002 2:06 AM
CBEL  AcneLEV  Buy 2300m 31500 Scop 3115 3/26/2000 2:06 AM

Table 9.5, New Short Onders

Syl Sigmal Chler Lasr  Thime Placed

CACT Aome SE R S2IB00a033025 Brop B 22RINN02 206 AM
oA AcreSER 5ol 1400 a0 14750 Spop 16,15 260000 206 AN
CMNT Acne3ER  Sell 13002t WE250 Stop 1145 27267303 2406 AM
MMS Ao BER Sell 1400wt 320025 Sop 3352 2602000 2406 AM
DET Aeme SER Sell 1500 56 40,075 Seop 40174 D2E2002 2406 AM
OREK AcneSER  S<l1500 et 23125 Srop 2390 H2R000 206 AM
CYTC Acme BEN Sell 1600 ar 32500 Seop 2296 2260002 2k AM
MCED Acme SEN Bell 1700 52 19750 Srop 20,19 22602000 2406 AM
EPC Acme SE M Sell 500 ap -HE:"ES'MI:. 45,72 IA003 204 AR
OVER feme SEN Bell P00 ar 26,375 Senp 2730 23673002 2306 AM
AIMAC AomeSEMN  Sell 190000 20000 Sy 2064 22002002 206 AM

HVIE Aome SE R Bl KD g 47035 Bpp 36006 B2RONI0Z 206 AM
LI Ao S B Soll 2600050 20 250 Sy 20 2 FNA0T Rdin AR
131 Pame 5B Sell PaMian WY S S A0S0 MAAMIOD T ine AN
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The mumber of new long omders snd new short orders i3 enconraging becanse we
want to =ge a balance between the two, Cleady, the market has periods where
ong can throw money al the well bt these periods are extremnaly rare. hMost of
the mme, we want 1o hedge our podtfolio with both long and shom positions. In
general, a trader can find several gectors with good volatility while other sectors
langmish. The shift in emphagie from investment to trading (e, money flow
ehifting, into hedge funds) has encouraged the practice of hol money chasing,
twio or three specific sectors

The mext step 15 to meview the charts with new orders, We will not analyze
every chart hers but select only those with lamge ranges and high volatilities,
Eventually, the trader will instinctively weed out those stocks that do not heve
high riskrreward ratics. We sslected the following stocks for review (with their
correspomding ATRE)

2 Engineered Support Systems (EASLMasdag) 1LE3

a Business Clyjects (BOBI:Masdaq) 1.71
a Cwertome Services (OVER: Masdag) BT
a CACT International (CACLEMazsdaq) 224

The reader iz enconraged to po throwgh every chat to see how each ofthe trades
pamned out, Although sautomation eliminates much ofthe work, the new trader
ghould meview as many chan= as possible. Ifthe scanner generates too Many po-
tential entries, then limit this momber by tightening the filters or by restricting
the gystem-specific parameters. First, increase the volatility parameters such as
Historical Volatility and Averape True Range Second, adjnst any parameters
that are mnge-restictive ench Az the Range Percentage.

231 Chart Review

Starting with the EASI chart in Fignre 9.6, we see a slightly ascending triple
top, and the last three bars show highs near the upper float channel. The float
Lo extends back toJ anmary 22", twio days before a strong up move, As a resull,
the chart is at a point where the float has tomed over and has comsolidated near
the highs for the past two weeks, As shown on the chan, the iy stop is 0,625
abowve the upper foat channel of 385, In conclusion, thi iz a promdsing char,
&0 we will enter a trade on any signal.

The next chart iz BOBJ, 83 shown in Figure 9.7 TradeStation has generated
along I entry to buy 1100 shares at 36,5 stop. Although the stock is in & down-
trend, the narrow bar limits risk, and the market has reversed course today. Stil,
the stock closed slightly lower on the day & weak stock in a strong market. As a
result, thig chart 18 2 con flp IF 3 signal cocurs. then we will enter the trade’ n
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an “mvailable equity® basis. The trader shonld establish a prion how many new
positions can be talen on &y given day and then armange the chats in order of
perceived signal strength,
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Figmre 26, Engineered Support Syvalems Entry Order
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COVER in Figonre 9.8, there 15 an order to sl short 700 shares st 26,375, This is
# good chart for severs] repsons . First, the stock is poised to break ot of s sym-
metncsl tnangle formed over the past severl weeks, Second, today’s mange is
orly 1M, a fraction ofthe ATR of 287, a good rskireward ratio. Finally, the
stock gapped down strongly on Febroary 8%, so fear is built into the stock. On s
fundamental note, Overiore sold of fapain after the last pival high becanse of'a
competitive produdt in the Internet advertising marketplace.

Fignre 9.8, Cvermore Senices Entry Orider

The chan in Figore 2.9 is CACL The stock iz in 8 four-dey recangle, it has
formed a triple bottom, and it is bounded by a large descending trangle. Based
om these conditions, the stock chart is beansh becanse the rectangle is unbiased,
the triple bottom is beatish. and the descending, triangle is bearish. Since we
have an Acme B eniry, we can singply wagt for a breakont in either direction.

Certainly, 8 trader can have an opimon about A trade, but the opinion means
nothing, A market opinion never matters except for the shameless money man-
agers "talking their book®. Either they are stock in a position that needs abocst,
of they want to sell at a higher price-to yoi. Be skeptical of market guins who
raise their equity weightings in public, Ifthe gum works for a major invest rment
bank, then all ofhis or her clients have been cleed in the day before, and releas-
ing this news to the public is a chance to unload shori-term trading positions.
For further information sbout thess market enms, read Niederhoffer's hilarions
taxomomy of market forccasters,
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Figure 9.9. CACT Entry Order
Ujpedete

Today is Friday, March 1. We will now review each of the long and short trade
entries from Febroary 26, First, the chart of EASI is shown in Figure 9.10. As
expected, price broke the upper floal channel, and the trade was exited within
two days, When s stock moves this quickhy in two days, profits should be taken
o halfofithe position. Later that day, the remaining halfwas stopped ool

i
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9
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Remember the chart of Bosiness Objects? We thought that this was the weakest
chart, but thiz signal tumed out to be the best trade (Figore 9111 a testament to

o chearl reading slalls.

Figure 9.11. Business Objects Position

The Acme ™ short emtre never migpered for CVER, a= shown in Figome 9.1
however, it did break oat ofits symmetrical tnangle.

|-'*—"-'.F_Ij'_  Reenlme Servana | ||l|‘||l~
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LAST-Dally 03072002 Acree Triph Bothem 40,0350

Figure 213, CACT Crpen Posstion

The CACT rectangle in Figure %13 toggemed to the short side with both an E
and FB signal. After two days, the charl showed conviction in neither direction.
Although not ehown here, the following day, the rade was stopped out before =
three-point move Lo the opside dunng a market rally.

Onverall, the metems performed better than our chard analess, 5= 1= wually
the case. The two long trades (EASI and BOBET) were clear winners, supported
by the gally in the Hasdag. The short trade (CACT) stayed flat during the mar-
ket reversal bt was eveniually a loser. Finally, the remaining stock {OVER) did
not tngger & trade.

Next, we show the trader some inspiralional charls in Figures 9.14 and 9.15.
In eady 2002, Rent-s-Center (RCII:Nasdag) had an exceptional three-month
Felative Stremgth reading of 97. Duning fhis perniod, 8l of the Acme entnes
were long trades. InJune 2001, the Relaiive Strength of Corporsie Execufive
Board (EXBD:MNasdaq) was 95, Five long mgnals were generated in a liftle over a
month. Four out offive trades were winners, and two ofthe long positions were
created with noultiple trade entries.

The reason for presenting these charts 1= to bolster the claim that a trader’s
overall profit factor can be improved by selecting high ES sfocke [4]. By using
these messures such as RS and KPS, the trading systems presented in this book
can be ueed as a platform to build better systems. Make the systems your owa,
and you will have the confidence te trade them.
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10 Day Trading

Al first be fike o mode st moaide,

ond the enenry will open lis door;
Afierwand be as swift ar a scurrving rabbi,
anel the evewy will be feo loe fo resistyou,

Buirtae, The Af of orkoe

Welcome to the highly evolved battleficld ofelectronic day trading, an arena lit-
tered with the remmins of compputers masquerading as =lol machines with emgpty
ooin hoppers. & confluence of techmology and online trading created a netorork
oftraders with access Lo real-lime quotles, news, and instantaneons executions
As atide of iguidity flooded into the market, the technology stocks soared, and
just & quickly the tide went oul- along with the forfunes of many raders.

Al last count, Amazon.com had over one hundred books on day trading, bl
unforiumately nobody is lefi to read them. The world probably does not need
another Level 11 tutorial, but in the interest of completeness, every tool has its
place. This chapter offers somme traditional technical analysis techmigues for day
trading and presents some actual trading examples where tools such as Level 11
quotes have proven to be exiremely useful.

Eefore taking the first tmade, follow these steps. MMost mwaders will fail, and
this i= ot 8 "you too can succed in day tmeding™ chapter,

L. Get the proper training from a professional mentor. Leam from a
trader, not A teacher.

2. Choose a professicmal trading firm that imvests in the Iatest technology
and that has excellent customer service.

3. Read the tape amd understand the intraday trading cycle. Understand
the implications oftrading the open and the close.

4. Trading is & business. Calculate your trading costs and set daily,
weekly, and monthly goals bascd on A conservative retum.
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5. Invest in technical analysis software. Automate the trading process as
much as possible.

10.1 Finding a Day Trading Firm

Selecting the right trading firm is the second most important decision a trader
will make-the firm must demonstrate that it 1s interested in your success, not in
burning through vour capital by encouraging excessive trading. During the
evaluation period, you are assessing each firm's package oftechnology, training,
customer service, and costs. Make a checklist ofthe following items:

+ Investment in software and hardware technology
*  Training and mentoring

* Broad ECN access

* Commission rates and seat costs

* Technical analysis software

«  Customer service

e Technical support

NASD member and SIPC account insurance

When investigating a firm, find out what their traders are doing: day trading,
position trading, system trading, or a combination. A day frader executes trades
that last from as little as a few seconds to as long as a few hours; the day trader
carries no overnight positions, i.e., is "all cash" at the end ofthe day, carrying no
exposure to overnight risk. The swing trader, or position trader, executes trades
that usually last scveral days. The swing trader uses short-term technical analy-
sis indicators to enter and exit positions. Finally, the system frader uses computer
programs to generate automatic buy and sell signals with predefined entry and
exit prices, spanning all time frames.

The second decision a trader must make is whether or not to trade on-site
or remotely. The advantage of trading on a floor is that other traders can be a
source ofideas (just make sure they make money). The trading floors have dis-
tinct atmospheres; either the floor is noisy with traders exchanging ideas, or it is
quict with concentration. Question whether or not you will be able to tolerate a
trader looking over your shoulder and pestering you for ideas. For some, the
banter is good: for others, it 1s irritating.

When visiting a floor, go ten minutes before the market opens. At 9:30 am
on a busy day, the software vendors send out a burst of market data, and some
brokers are ill equipped to distribute the data fast enough. We have seen real-
time quotes thathave been delayed by as much as ten seconds, an eternityin the
life of a day trader.
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Access to the best technology is essential for the day trader. When evaluating a
trading firm, evaluate the software features developed specifically for the day
trader. Most of the direct access brokers have Level Il quotes, poimnt-and-click
execution, and rudimentary charting, but offer little clse. Advanced software has
programmable features such as:

*  Universal symbol filtering to eliminate unnecessary data

+ Hot keys for fast execution (the mouse is too slow)

+ Technical alerts such as three-day highs or volume spikes

* Real-time position, profit, and buying power information

*  Market maker movement information (level changes)

+ Custom tickers with filtering by symbol and volume

*  Quote lists with custom fields

* Access to all ECNs with advanced order entry (e.g., reserve orders)
»  Technical analysis software such as TradeStation or FirstAlert

* Bloomberg terminal

« Data feed services such as OpenBook™

Assess the number and quality ofthe technical support staff. Ifthey spend their
time rebooting the server during the trading day, then their technical support is
inadequate. Ifyou trade from home and they can tell you the frame relay delay in
milliseconds over a DSL line, then they probably understand the technology.
Finally, corner one ofthe traders to ask about delays or outages.

Service extends to other arcas such as the back office, and a trader will want
to ask questions such as:

+  How does the firm treat its clients?

- What 1 the trading atim hora 1H1-27
¥V 1IAL 1D Ul uuuuls aLiLr a0 H

+  Who clears the broker's trades?

*  How soon are trade confirmations received?

Finally, ask about the experience of the traders on the floor. The truly successtul
day trader has been trading profitably for a minimum of several years in all kinds

of markets. Many firms are populated with pait-time position traders who have
otherjobs. There are many traders that come and go within several months.
Although there is no substitute forlearning how to trade other than from a
seasoned professional, look for someone who is willing to teach you specific
techniques. In the following sections, we review the basic Level II trading tech-
nique and then present some advanced trading techniques with a set of case

studies.
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10.2 Trading the Nasdaq

The trading of a Nasdaq stock is shaped by the following attributes:

*  Number of market makers (depth)
*  Average Daily Volume (ADV)

*  Float
*  Average True Range (ATR)
*  Spread

e Volatility Percentage (VP)

Table 10.1 shows the relationship between the market maker coverage and the
spread. As the number of market makers, ADV, and float decreases, the value
of the spread naturally increases. The trader wants the combination of a tight
spread and volatility, using measures such as the VP and ADV/Float ratio. For
example, trading 1000 shares of VRSN will average about $40 per round trip
in slippage (1000 X 2 X .02), reducing the trading cost substantially.

Table10.1. Nasdaq Trading Characteristics

Symbol Market ADV Float ATR  Spread VP ADV
Makers  (millions)  (millions) Float
CSCO 106 79.39 7180.0 0.80 01 571 L11
MSFT 88 2742 4510.0 1.39 01 3.63 0.61
VRSN T 18.79 1959 1.98 02 11.00 9.59
NVDA 68 9.72 1084 282 06 8.06 8.97
MERQ. 63 2.90 776 229 06 6.36 374
HOTT 42 039 302 092 10 4.00 129
PNRA 31 0.28 123 244 30 375 2.28

10.2.1 Nasdaq Market Participants

Each Nasdaq stock is represented by a group of market makers and electronic
communications nctworks that compete to buy and sell shares on a computer-
ized exchange. Investment banks such as Goldman Sachs, Merrill Lynch, and
Morgan Stanley are market makers. Fach market maker is an NASD member
firm and must register to quote a security; each market maker displays both bid
and offer price quotations for a certain number of shares.
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When a market maker "makes a market", it is providing a dual function-it fills
customer orders for that stock (agency trades), and it buys and sells for its own
account (principal trades). Each market maker is assigned a four-letier code, a
Market Participant 1D (MPID). For example, the acronym GSCO represents
Goldman Sachs, and MSCO is Morgan Stanlcy.

The strongest market maker at any given time is known as the 4x. The Ax is
typically the company's lead underwriter and investment banker, but this role
changes from day to day. Other traders attempt to follow the Ax's lead by high-
lighting certain market makers, but lack of access to order flow puts the trader
at a disadvantage. Be skeptical ofanyone who claims to know how to follow the
Ax; however, look for a public display of affection (PDA) on the Level I window,
a sudden jump onto the best bid or offer.

The theory behind market maker analysis is that if a key market maker goes
high bid, then a buying situation is created, and if the market maker goes low
offer, then a selling situation 1s created. This is another myth perpetrated by the
churners and burners. The smart market maker is accumulating shares through
an ECN. The perfect time to dump these shares is to pop up on the bid with a
PDA and then be ready and waiting to sell to all comers on the offer through an
ECN. The difficulty of day trading with Level II quotes is that the risk/reward
ratio is skewed, a pursuit similar to picking up dimes in front of bulldozers.

The trader may feel that becoming wise to a market maker's movement is a
ticket to profits. Suppose in our previous example that the trader decides to fade

the PDA. Thigs time. the market maker ren"y wanty the shares. go the trader

2 LG, WO INATXCL ARG IGALL wWallls sAlGs, =0 e Al

goes short. Guess what happens-the market maker buys all the shares because
he is filling an order, going high bid one distressing level after another. Again,
this is an issue oforder flow and the requirements ofthe market maker filling an
order [17]. A trader who sees a market maker as a conspirator should probably
be writing the screenplay for a sequel to JFK.

Electronic communications networks, or ECNs, are trading exchanges that are
directly accessible to the public through various online brokers (hence the term
direct access broker). The well-known day trading firms give access to all of the
ECNs. Note that cach ECN is also assigned an MPID. For example, the MPID
ofIsland is ISLD, and the MPID of Instinet is INCA. ECN symbols are listed
along with the market maker symbols at the Nasdaq Trader Web site.

The influx of ECNs changed the basic momentum game into a complicated
puzzleofanalyzing individual marketmaker movements. Marketmakers devel-
oped technigues for enticing day traders into buying stock that they wished to
sell and vice versa. Consequently, software developers added features to alert
trailers to market maker movements, but the result was a Pyrrhic victory in the
absence of any order flow. When first introduced, Level Il quotations gave the
trader an advantage, mow, they are  a minimum requirement for day trading.
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10.2.2 Level 1T Quotations

Together, the best bid price (highest ) and the best offer poice {lowest) compnse
a Lewel Fquote. The corrent bid and asl; price are displaved in combination as
the inside market. The other bids at lower prices and other offers at higher prices
are outgide the market. For example, ifa stock i= quoting 1738 X 1739, then
17.38 i= the highest bid price and 17.39 is the lowest offer price-other bids start
at 1737 and lower, with other offers at 1740 or higher. The difference between
the best offer price and best bid price is known as the spread. The spread on the
sample quote here is 17.3% minns 1738 equals 0,01, or one cent,

& Leveld [T display shows sl ofthe bid and ask prices for a stock, i.e., 8l of
the bad prices are in descending, cxder (fromm highest to lowest) on the lefi-hend
gide, and the ask prices are shown in ascending order (Jowest 1o highest) omn the
right-hand side. Each bid or offer price is associated with either 8 market maker
or an ECH in the first column The number of shares that the market maker is
bidding or offering iz shown in the third colwmn in units of W0, Note how each
price tier is delineated by color.

In the Level I window in Figure 10,1, Goldman Sache (G300 is bidding
1000 ghares of Cisco 8t 1738, The Island ECN (ISLIY} is bidding 2500 shames
at 1738, and Instinet (INCA) is offering 2300 shares of Ciaco at 17359

CsCO 1738 Chyg -1.23 LaTd 1000
Close 1861l Bid 17.38 Ask 17.39
Oipen 17.93 High 18,060 Low 17.07
GSCO 1738 10 MSCO  17.39 10
ISLD 17.38 25 INCA  17.39 23
|SCHE 1738 10 COWN 1740 10
SHSH 17.37 i [} MLCO 1740 10
|[RED1 1737 10 SESH  17.40 10
MLCO  17.37 10 REDI 1741 10
COWN 1736 10 NESC  17.41 i
MSCO 1736 10 CGSCO__ 1741 10

Figure 10.1. Level IT Window

The Level II window is moedeled on the Masdaq Workstation that each marlet
maker uges to display quoter, adjust quotes, and enter orders. Software vendors
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implemented s facsmile of ths display based on the Wasdag data feed so that
oiling traders oould see the same informeation.

1023 Level [N Tutoral

Before understanding, the details of Level 1T, one mmust appreciate the history of
its usage. Originally, the Level IT quote screen was the basig of a momeninm
techmique known a= "SOESing", where a trader could profit simply by biying
ot @l ofthe market makers at the best offer price and then selhing back fo them
al a higher price, based on the ilhesion of upside momentum. However, market
makers learned the game quickly, and trading with Level Il depenerated into a
game of head fakes, firepower, and spoofing’.

CSCO 173l Chg -1.23 LaeTrd 1000
Close 18.61 Bid 17.38 Ask 17.39
Open 17.92 High 18.00 Low 17.07
GSCO 1738 10 MSCO 1739 10
151D 17.38 25 INCA __ 17.39 23
SCHE 17.38 1 COWN 1740 10
SBSH  17.37 10 MLCC 1740 10
RELDI 1737 10 SESH 17.40 10
MLCO 1737 10 REDI 1741 10
COWN  17.36 10 NFSC 1741 10
Iﬁscc: 17.36 10 GSCO 1741 10

Figure 10,2, Level 1T Snapshol 1

Figure 10,2 shows the first Leval 1T snapshot in the tutonal. The coment quote
for Cigco (MasdaqCSC0) is 17.38 bid X 1739 offer-three market patticipants
for & total of 4500 shares on the bid, and two market panticipanis for atotal of
3300 sheres at the offer. The last trade was 1000 shares & 1738, and the stock
i= om & down bid {denoted by the  aomow),

Suppose that after several minutes, the marker maker window in Figure 10.2
changes to the display i Figore 1003

e "-lllm‘-qll'l v ths ol I-'|| Jrucis Vi e anl W Ditmiw 6 iy wompmnilleg 0 aall Dumpe wop sy D 1D s ! Al
S LTV QTR (RUH R SERN TER | FTRT] S TRy FITHR FTERY (At
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CsCO 1739 Chyg -1.22 LaeTrd 2300
Cloze 1841 Bid 1738 Ask 1739
Open 1752  High 1800  Low 17.07
| GSCO__ 17.38 10 MSCO__ 1739 10
ISLD 1738 25 1SLD 17.40 i8
SCHB 1738 10 COWN __17.40 10
SBSH 1798 10 17.40 10
REDI 1738 10 SBSH 1740 10
| MLOC | 1737 ﬂ_ﬂj REDI  17.41 10
| COWN_ 17.36 10 NFSC_ 17.41 10
MSCO__ 17.36 10 GECO 17.41 10

Figure 10.3. Level 11 Snapshol 2

Adthowgh the Level T quote has renmained the same (1738 x 1735, 2300 shares
of Cisco have been bought at 1738, and two other market makers have joined
the best bid A wving sitatjon iz creafed when the best bnd tier expamds, and
the best offer tier comtracts, Likewise, 8 =elling siteation is creaed when the best
offer tier expands, and the best bid tier confracts. In this sifustion. momepm
traders will rush in to by CECC al 1738 since only one market maler remains,
hioping, that Morpan Staney (MSCCO) will finish selling shares at 1739 and
raise the offer to a price of 1740 or higher.

So, the momentum trader has bought shares at 1739 amd 1= now wailing, for
& higher offer. Before continming with our example, we examine the practice of
Level 11 tmading before decimalization (B.D.) and after decimalization (AL,
In 1995 B, a trader coukl 30ES in for 1000 shares at 17 'a, and as soon as
the offer was raized, try to =l it immedigely for 17 38 in onder to pocket |
gquick 8125 (not including conumisspons). In 2002 AD, a stock such as Cisco
has a penny spread. which imvalidates the original SOES strategy. As a vesuli,
gome traders have adapted by trading more size and saying in the trade longer,
in contrasi to the vinoally risk-free trade ofthe past.

Several mimies later, CSCO js trading up to 1745, Now, the rrader can act
a5 a markei maker and wse any ofthe ECME to =ell 1000 shares of CSCO al the
offer price of 17.45. For example, the trader may wse ISLD to display ite offer as
shown in Figure 104 If the momentom continuwes, then the trader will =l the
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shares and make six cenis in several minutes. For 1000 shares, the profit will be
E60 minns COnMIpSssions.

C5CO 17451 Cig -L16 LatTrd 1000

Close 18.61 Bid 17.44 Ak, 17.45
Open 17,92 High 1800 Low 17.07

GSCO 1744 10 MSCD 1745 10
ISLD 1744 72 ISLD 1745 44
SCHB 17.44 33 COWN 1745 10
SBSH 1744 10 MLCO 1745 10
REDI 1744 10 | SBSH 1745 10

. BEEEIrED 1745 10

COWN 1742 10 NFSC 1746 _ 10

MSCO__ 1742 10 GSCO__ 1746 10

Fignte 104, Level 1T Snapshot 3

Suppose that the momentum &alls before the trader iz sbie to sell the shares,
Furiher, the Level IT window shows that madet makers are lowering their bids

and’or offers. Ifmomeninim is reversing, then the trader should be able (o sell at
the best bid price, in this case at 17-4H.

10.2.4 Case Study: ImClone Systems

The case of ImClone Systems(IMCL:Masdaqi=s an example of combining news
and tracking market maker movement to predict price direction. The company
was expecting, the FDA to approve its cancer dmg Erbitux before the end of cal-
endar vear 2001, The stock had been shiding from the sevennies imo the fifties
near the end of December. Om the moming of December 27%, a Memill Lynch
analyst jsued the following comments regarding the drog's spproval

s “not uncommon” for companies (o be asked for more

information  about their dugs and the analyst said Erbituy

siill appears to be beaded for approvel im the coming

year. “We beleve that over the next six months ImClone

will have iis fle aclivaled and we expect the product fo

ke approved in 2002
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Given that hMemifl Lynch is & top matdket maker by volume in ImClone, the
logical step was to momtor the market maker MLCO on the Level 1T window,
Most direct access software lets the trader highlight mearket makers or ECNs in
the Level IT window. The trader can learn much by observing the actions of a
highlighted key market maker.
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Figure 10,5, ImClomne Int raday

At approsimately 3:30 pm on the Frday aftermoon of December 28", Mermill
Lynch went low offer on IRMCL. For the next thiny mimites wmtil the closing
bell, ML CO remained on the best offer, As ECNs mished to step in fromt of
MLCO to el shares, the merket maker aggressmvely lowered its offier price 1o
sell stock. The price plummeted several points over the last three bars, as shown
in Figure 10.5.

Then, with the whir of a fax machine i ImClone's offices on Dec, 28, the
Fr&'s letter amved, mjecting the ballyhoood Erbitux toal snd casting
doubt over the drog’s futnre. Wall StreetJowrnal, Felbrury 7, 2002

Al T:14 pm thar evening, ImClone announced thar the FDA had decided not o
sccept the filling for the Erbits: application. On Monday moming, Janwary 31,
IMCL opened st 45,35, down 986 points from Friday's closing price (refer to
Figure 10u6) An investor may have been inclined to listen to the analyst's posi
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tive comments for guidance and by the stock. but the astute trader lets price do
the talking and typically does the opposite of the immestor,

Fipure 106, ImClone Daily

As shown in the ImClone example, Level 1T trading 15 ot about plopping in
fromt ofithe screen and hitting hot keys, Use the technology and combine it with
market knowledge to exploit nnique trading opportunities, Further, nse other
data sources to refine your understanding of any given stock and understand its
patiern of trading.

The Masdaq hMarket Data Web sile offers detailed daia reports such a= the
Market Maker Proce Movement Report and the Time and Sales Feport; these
are daily replays of Level 1T price movements and trade history, mespectively
Order a few ofthese reports and track a stock's price movement throughout the
entire trading day.

1025 Caze Swdy: Comverse Technology

The following example illusiranes the power oftape reading-no multi-colored
screens or multiple time frame charting. We think a trader just starting oot
should st down in front of the television, tune inte CHBC, and then hit the
mute button. For the next few days, the trader should just read the tape, waich
img the ticker scroll gcross the bottom of the screen.
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As the symbols pass by, certain patierns begin to emerge. Foous on the trades in
ten thomsand share blocks and higher, eg., 10K, 20K, S0KE. etc. Then note
whether the trades are printed in green (up ticks) or red {down ticks). The usnal
larpe-cap snspecis will gppear on the tape. Newsworlhy stocks will appear as
wiell, but we want to foons on those stocks with no apparent news, so review the
morming news to eliminate the known ones. This skill becomes scoond nammre
with experience.

OnJuly 5 and July 10%, 2001, several casual ghances al the ticker revealed
some unnsnal adivity in Comverse Technology. Large DMocks of CMVT were
crossing the tape, and no pews had been released about the company. All of the
trades were ai least 10000 shares in size, snd 8l of the trades were ocoumming

on down ticks

Frzure 10.7. Cornverse Tedinology

O by 10", Comverse announced that they were culling earnings estimates for
the next two years. The stock gapped down over twalve points that moming
(Figmre 10.7). In mretroapect, one wonders whether or not anyone knew ahout
these vuls ahead of the annonncement (fongue planfed firmly in cheek). Cne
month later, investment hoses upgraded the stock (tongne deeply embedded).
In the following sections, we show the trader how to analyze stocks based
on their bock volume, and explore how to detect onusual trading volume in
small-cap stocks. As with our trading systems, we want [0 anglyze the market

from &5 many perspectives as possible,
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10.2.6 Case Study: OSCA Ine

In early 2002, OSCA had an averape daily volume of 85,000 shares. Then, on
Febmuany 19%, the merage daily volume was exceeded at 9555 am, in the ab=ence
of news, Afier spiking up to 22, the stock pulled back to 20 and then slowly
gained proond for the rest of the day on heavy volume. At 230 pm, the price
apiked back to 22, where it closed on the day (Figure 10.8).

The varnous pews organizalions had picked up stodes ofacquisilion mumors
throughout the afternoon, but an average volume filter detected this unmsnal
movement early in the morning. The formulais easy: calculaie the averape daily
violume ofthe stock for the past twenty days;, we want to focus on illiquid stocks
with. sverage daily volumes of between fifty to two hundred thousand shares,
Then, compare the volume of the current trading day to the highest volume of
the jrast sixty days to see ifvolume is tracking higher.

2% 4130 1:50 deio

Figure 10.8. OSCA_Inc.

Example 10.1 is memTe of g Firet Adert filter for detecting unusna! volume in
a low-capitalization stock

Example 10.1. Unusual Vedume Filver

#1 Volume > (VelHighto ¥ 1)
K2 Viplume 3 30006

T nlfvpro « sanum
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103 Day Trading Technigues

Day trading is simply the application of technical analysis to a smaller time
frame. To illustrate this point, consider the Aformey Flow Inder, or MFL The
BAFI formmia nses the high Jow, close, and volume of a bar to calenlate & vahee
knovwmn 85 Afoney Flow, or MF. Ifthe MF of the correm bar 15 greater than the
KF ofthe previous bar, then money is flowing into the stock a declinimg MF
implies that money 1s flowing oot of the stock. Without getiing into the details
ofthe caleulation, clearty the MFT can be caloulated on any kind of bar-daily or
imtraday, Fignre 109 shows a divergence om & daily chan of Ciena,

Figure 10.9. Daily boney Flow

Om the mitaday chant shown in Figure 1010, Clena gapped up on the mormmg
of Movember 137, creating a divergence between its price and the MFL The de-
clinmg MMFI from the previols day was a signal to sell shoit Clena on the open.
Hetg, the stratepy for the trader i5 to locale stocks gapping in either direction
hefore the opening bell and filter them with the MFT from the previons day 1o
identify divergence patierns,

The chief objective i to combine the tools provided by the divect 8ccess
software (eg., gap scanning) with traditional technical anatysis to identify high
probability price patterns. Direct socess software makers are just beginning to
add other filters &nd built-in scans to complement their chartine feamres,

10.3 ey Trading Technigues T
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Figure 10.10. Intraday Moncy Flow
1031 Gap Trading

g discissed in Chapter 2, gaps aré critical 1o strategies soch 88 pair mading.
Smccessfnl day trading requires mastery ofthe gap, and while gaps can resnlt in
fast profits, they are the source of major trading mistakes, The first mistake is
the bargain complex discussed in Chapter 6. Just a8 investors ane attracted to fal-
ling prices, traders are attracied to stocks that gap down. & Eey to trading dowm
paps is to distingiush betwecen stocks that are gapping bécatse of news affecting
the whole mardket or becamse of news abont the company itself

The other key to trading gaps is to vait for confirmation. The temptation is
always there 1o scoop up a stock before the markel opens becatge the price ap-
pears cheap. Ifthe stock hes bad mews and i=s chesp at 8:30 am, then it will
probably be cheaper a 930, Wait until the las possible minue 10 assess the di-
rection ofthe stock before the market opens.

Eemeinber that the gap price reflects all ofthe kmown information about the
stock. The point is not to dwell on the fact that the price was 58 yesierday amd
now 35, The trader wants to wait for cihers to commil themselves and then take
# trade in whichever direction price legds him or her. Let the stock estagblish s
range, @id then wait for amy breakowt. This technique is Enown as an opeming
range breciows 6.
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Figure 10.11. Ciena Cpening Range Breakout

COm March 1%, Ciena gapped down and established an opening range between
8590 and %16, as shown in Figure W11 Af 9355 am, the siock broke throngh
the upper band ofthe opening range, rallying for most of the day. The advan-
tape of using sn opening range breakout (ORE) is that the sk is bounded by
the distance between the wpper and lower band (9.16 - .90 = 0.26 points. The
reward js defined by the trader's chojce ofexit technigque, eg., a moving average
crosmover of ATR-based profil tanget

As spreads have narrowed, gaps have become increasingly impomant to the
market maker, When spreads were wider, the market maker made most of his
profits from the spread by biying at the bid and selling at the offer. As spreads
in large-cap stocks have vinpally dried wp, the profit potential has shifted from
spread trading to position trading.

& market maker trading a gap 15 sinnlar to the specalist on the WY SE han-
dling, an order imbalance. & markel maker baying shares from an instilutional
seller is raking the other side ofthe wrade and has an imerest in baying these
shares as cheaply as possible. Thus, the collective objective is to create a gap as
wide as possible before the open and then wait for a counter-move to sell the
shares. Barring any disastrous news, a counter-move will oocur most ofthe time
im the first few minutes of rading, no matter how abbreviated.

Another effective oap stratesy is op continuation trading, This stateoy is
explored in Section 10032

103 Day Trading Techniques MG
10332 Continuation Trading

We define cortimuation trading as the connection between the last hour of one
trading day and the frst hour of the following trading day. Stocks that move in
gither direction the last hour ofa session temwl 1o continue in the sane direction
the following morning. A stock will lie dormant all day, trend into the closing
bell, and then follow throngh the next day, barming 8 major gap. Contimeation
patterns fall into three general catepories:

a Gap Continuation
a  Mews Continoaticmn
a Breakom Contimuastion

Caps

R covilfmniorn is the strategy of finding gaps in stronghy trending stocks that
are crested by general market conditions, not by company-specific news, For
example, iffotores are wealk and a stock in a sirong up trend gaps dovwn, then we
want to buy that stock before the open. Simitarly, ifthe fumres are strong, and s
weak stock gaps up, then we want to go short (refer to Table 10.2).

Tabde 10,2, GapContimusiion Strategy

Futures | Stack Gap  Stock Tremd  Trade

Down || Down Lip Buy
Lip Lip Drovern Sell Short

Gap contumation is A relative strengih straegy. Just a5 a honess honts for the
weakest prey under good conditions, the trader is looking, for the weakest stock
when fulures are sirong. Examine the price percentage gainers and losers from
the previons day in addition to stocks with strong percentage increases or de-
cresses over the past few days, filtering out those stocks with light volume, Ifthe
fuiures are up stromgly, then check each of the price percenfage losers to see if
any of them are gapping up. Likewise, ifthe funres are down strongly, check
the percentage gainers for down gaps.

Cn March 20", 2002, the Masdaq futures opened down over twenty points.
While the Masdaq was in adowntrend, Panera (PHE A:Nasdag) was inan up-
trend, as shown in Figure 10,12, That morning, Paneragapped down to 62,76,
down 63 cents from the previous dmy's close of 63.39. by the end of the dey, the
Masdaq Composite Index closed down over Dilly points, while Panera closed
almost two points above the open at 64,70
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Figure 10.12. Pancra Bread Gap Continestion

Fewes

When a company reporis eamings after the bell, the perceptiom ofits camings is
altered by the tone of the market donng the day. Ifa company meports good
eamings bui the market was down on the day, then people will temd to find a
trowbling element in the camings report that sends the stock down afier the bell.
The odds are in favor ofthe stock trading even lower the following moming, bt
its opening, price 15 subject Lo the opinion ofanalysts who will issee wpprades or
downgrades. Amalysts being only hnman, their comments echo the sentiment of
the market, and everyone piles on’.

Table 103, Mews Continuation Stratcgy

Marlst Fove | Earnings | Morning Gap | Earsings | Morming Gep
Eullish _ Postive | Strong Up | Negstive Crowm
Ecarizh I| Positive Up Memstive | Strome Down
Mewtral . Fositive Up Megative Doiam
Pl Pllaiko i ¥ o Dol 2 6 oomva oo mo vomiliome tli Kb i onn o ies pebimoty oo i soumba @
e s dnil Bl watls maankat g Ly
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Table 103 shows the impact of market tone upon a company’s camings repor
The iz=ue 15 how the trader nses this information to establish a position. When a
cofmpany repoils its earnings, unless the stock is halted for news pending, the
price develops in two stages. First, the stock reacts to the earnings munber. The
company beats, meets, or misses its number’, and within minutes the stock finds
its mew price level. Then, the waiting game begins for the company confercnce
call, a game of corporate spin. Unless the company mentions forward guidance
in it earnings tepoit, people will be eagedy awating that pridance during the
call. When the guidance is released, the stock finds jis secomd price level (refier
to Section 10.4.5 on trading after the bell).

Because the actions ofanalysts can be unpredictable, the pews contimation
strategy should be raded only when the mafket tone and earnings tone matche
Ifthe market tone is bullish and camings guidance is positive, then the stock
should be bought after-honrs, In contrast, if the market tone i= beansh and
camings guilance i3 negative, then the sock should be shorted afer-honrs.
Bear in mind that the stock price has absorbed most of the pews already, so the
difference in price beltween the after-hours close and next morming's open will
not be neardy 8= lange 55 the gap between the regular market close and the open.

The trader is stnply tryng to wring out an extra point of two becanse the
emotional marker participans will be eaper 1o bail oot or bolster their position
early on the following moming, and thers will be added pressore on the stock in
the direction ofthe after-hours move. Even in instances where the market tone
is neutral, abullish earnings repoit will generally get a slight bomp wp fooim the
after-hours clese the mexdt day.

The same principle applies to other news released after hours, such as a new
contract announcement or an SEC imvestigation. On Novemnber 28%, 2001, at
4:15 pim, the Umited States government announced & $4Z8 million contract for
a smallpox vaccine to Acambis (ACALM:Nasdaq). The stock closed near 38 and
traded up o the low 40% after-hours. Walching the stock rise over three poinis
within mimites, we decided not to take the trade.

The following day, Acambis opened sbove 48—it had traded a= high #s 50
before the open. At the time, ifwe had known the floai of the stock were less
than & million shares, then the trade would have been mote appealing. Clearly,
the magnitude of the gap 15 directly related to the significance ofthe news and
the capitalization ofthe stock. The enterprsing trader should be ahle to develop
peneral frading guidelines by studying the interaction between news and stock
float. Figure 1013 shows the intraday charnt of Acambis preceding the contrac
announcement. MNotice the subtle sions of accumulation beginning on the after-
noon of November 27 and the expanding session width of the S-mimute chart,
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Fiznre 10.13. Acambis Mews Continuation

The Breavow confinualion is a two-day pattem. On Day Cne, the stock mmst
consolidare the entire day until later in the afternoon. Then, one of TWo hours
before the closing bell, the stock trends stronghy in either direction. This is an
example of a pent-up move that will probably continue on Dy Two, unlike a
stock that trepds all day on Day One and coptinnes into Day Two. The stratepy
iz a simple application ofthe alternaiion principle that a trending, day follws a
non-trending day, but the key is to recognize the beginning of the trend phase
late in the afternoon of a predominanily flat day,

The breakout confinuaiion js a paitern for realdime scanming programs
such as Firgalert The breakownt follows the pattern principle of a sectangle,
where the rectangle height of the breakout perod iz compared to & smsller
range height for a longer time frame preceding the rectangle, In this case, we
dindde the trading day into half-hour intervals, so the trading day has a total of
thirteen intervals. Since we scan for a breakout doring, the last two hours of the
trading day, we want to caleulate the matio of the range height of the last four
thinty-manute intervals divided by the moge height ofthe presaons nine thirty-
minule intervals, eg., & rélio of 21 or 3:1. Further, the height of the reference
range must be narrow, ag hitfle a5 10%0-20%0 of the sock's ATR. Figure 10,14
shows & breakout continuation for Rambus (RMEBS:Nasdaq).
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Figure 10.14. Fambus Breakout Continuation

1033 Block Trading

Previonsly, we presented some examples ofhow block trade analysie can detect
unusnal acdivity in a stock. Before we explore the mechanics of this technique
further, let's compare the average block trade with the average trade size fior the
Masdaq stock market. As shown in Table 104, the sverage block size is over
twenty thousand shares, but remember that & trade qualifies as a block only in
the confext of a stock’s averape daily volwme (ADV).

For example, ifthe ADY ofone stock iz 100,000 shares, then a rrade of 5000
shares could be considered 1 block trade. For a stock with an ATV of one mil-
licn shares, then trades of 25K and S0K would be considered block trades. For

stocks such a5 Cisco Systems with an ADV ofmillions of shares. blocks become
more difficult to interpret,

Table 10.4. Nasdag Block Size

Yeur | Avwrape Trode Kz Auerage Biock Kize

1Pk B 20,000
2y 7iN 22

SN Sl j M
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Ome accepled tuism of day frading, i= that large blocks signal a trend reversal.
This concept has appeal becanse a large bock o be sold will temporarily force
down the price. A trader who is slerted to a large Bock on the tape may be able
to ride the momentum back up; however, this type oftrade has two problems,
First, by the time the *print® ocours in Time £ Sales, the stock may have already
reversed hecanse Masdaq members have up to ninety seconds after execulion to
report transactions; thus, the print can be delsyed. Second, the trader has no
idea whe ther ornot another lage tlock 15 coming down the pipe

Wilhout any insight as to order flow, fading a HMock trade may not be woith
the risk. Onby the paticipant with access to order flow can by or =6l ahead. A
trader of WYSE stocks subscribing to the OpenBook service (raleased January
i 2002y can view the specialist's limit order book from 7:30 am to 4:30 pm.
Hexe, the trader can devalop a sense ofthe technical levels that maybe breached
and anticipate any movermnent towands those areas.

The key to block trading is to measure the frequency of certain block sizes
across the spectrum of market capitalization. Ifa large block needs to be bonght
of sokd for a small-cap stock, then the probability is greater that the block is a
one-off, and the trader may be able to participate in a reversal. We recomimend
that the trader set up a group ofseparate tickers, segregated by ATV to display
only those rrades that meet the minimum block size, Table 105 shows sample
Mock =izes sorted by ATV

Table 1.5 Volume-Based Block Size

Al Patge Hliek Size
W00 - 220,000 2,00
200, 0 S, 000 5,1
ER0, 00 1, LA, (0 TR
1, g, 0 =009, mo 101,10
200 - 10,9560, 5 25, (=)

We cantion the trader not to place teo much emphagis on 8 single Wock trade,
People seem to get excited shout seeing a large print above the offer if they are
long, or a large print below e bid if they are shoot. The jsolated print serves
only A= a pavcholopical boest to the nervous trader, who shoild probably not be
in that position ifhe or she is dwelling on every tick and consulting the oracle of
the Yshoo board. hMor: importantly, examine a string of block trades to ses how
many were executed on downlicks and how many on wp ticke. The trailer is
simply trying to asess trend and possibly impending news. When a low cap
stock suddenly shows up on the ticker, then that iz = rign fo pet involved.
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10.3.4 Spread Tradmg

When spreads were wider in the fractions] days, spread trading was an activity
best reserved for the market maker. Sill a trader could *play market maker” ina
liguid stock by simultapeonsly placing a by order at the best bid price and a sell
order &t the best offer price using an ECW such as the Island. For example, ifa
stock were trading at 40 e x 41, then a trader could bid the stock at 40 5716 and
offer it at 40 151 6-there may have been a seller and iyver who were willing to
take advantage ofthe better prices given by the spread trader,

Unfortumataly, for stocks with wide spreads, the trader with no knowledge
of order flow is a siiting, duck. Ifa traders bid is hit, then it probably happened
for cme reason-the stock is going down and the trader siill has an offer to sell
hig or her shares. Mow, other market participants see that the bid was hil, and
=tart going low offer. In sn attemypt to sell the shares, the trader goes low offer as
well, cofting, the spread and sowing the seeds of the stock’s demise. The trader
will be Incky to get out ofthe trade without 8 loss,

Currently, the spreads are as narrow as poasible, =0 unless the practice can be
automated, spread trading is intense and is not the best wse ofthe trader's time.
A large-cap stock such as Cisco trades with a penny spresd. To make money on
the spread, the commisgion costs must be factored into both sides of the spread
trade. For exanple, ifthe commission is $10, then the total cost of the trade is
%20, one trade for the bid and one trade for the offer. Atleast 2100 shares must
be spread (2100 X $0.01 = 821 - 820 = §1) to make any profit at all. Even with
a stock such as Cisco, a price jump could move the stock twenty or thirty cents,
and all ofa sndden. the trader has risked several hundred dollams to make a buck,
comverfing a spread trade into a position trade.

Spread trading has been subsumed slmost entirely within the domain ofthe
comrputer. For the lagge-cap stocks, many of the ECHe are lined up on either
gide ofthe Level IT window with thonsands of shares displayed on the screein.
Traders that used to watch the volatility on the Level 1T ecrecn are now forced to
watch as automated programs swap hundreds of thousands of shares before any
appreciable price movement. The free-flowing volatility of the past has evilved
into a pattern of fight consolidatjons alternating with sudden price shocks.

Ho far, we have covered the following day trading technigues:
- Gap Trading
- Continuation Trading
Block Trading
Spread Trading

P, woe e anmme e woomaday s bt oy b
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10.4 The Trading Day

The stock market 15 expanding on either end ofthe dav, a natural extension into
roupd-the-clock trading. Assumng a 2-howr trading day, we divide the day
into five natural seguents as shown in Table 1006

Table 106, Trading Day Hegments

SegRgEa! Fanre Ferunt
Befors the Bell  0B:00 pon-09:30 am EST

The Open 0930 am - 11400 #m
Lunch Hour® 1100 am - (2:00 pm
The Close 02200 pan - 4400 pan

After the Bell 0400 pm - 08:00 pm

The time period in the first row 1= not a tvpopraphical error. The new trading
day stants just after the close ofafier-houre trading at 08:00 pm, polting us on
the 24-hour cvcle. One may question our designation of the Open and Close
gegrients with their expanded time frames, but they serve fo delineste the time
periods whan trades are entered. New trading positions between 1100 am and
(200 pm are rare,

104.1 Before the Bell

The paiiod before the bell 15 divided into two phases:

a  Research phase (08:00 pm - 08:00 am)

a Trading phasze {0500 am - 0930 am)
The research phase-the process of downloading price daia, scanming charts,
and ealecting Bocks is dismmssed in Chapter 9. The trader should have all ofthis
work dope before trading begins at 08:00 am, although some traders prefer not
to trade either before or after the bell, inwhach caze the trader can hit the snocze
button. Use the time before the opening bell to set up chads, cnfer alerds, and
scan for gaps. The trader may also have other research services and publications
to review beforehand. Finally, any remaming time can be spent langhing at the
IR oM Sguawk Bax”.
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Fair Value

It 18 a darly morning riteal for scame traders-the business section, coffee, and the
futores check One of the first things to do 1s flip on the televison and get the
Iatest S%F futures quote displayed in the Jowersnight hand comer ofthe semeen.
Thizs quote, dl=o known as the S&F bug shows the positive or negative change
from yesterday's SSP 500 futures contract close.

The purpose of watching, the S&P futures in the moring 15 to assess the
peneral direction ofstocks because fufures are & leading indicator ofstock prices.
Unless the fulures are very strong (e.g., grester than +5.00 or less than -5.00)
then the madet open will be difficult to predict. As a trader eventually leams, a
posative futures change does not inply a strong opening, and a negative futures
change does not imply a wealk: opemng. Thiz price discrepaney is explained by
the trading concept known as fir valie

Fair value’ is an estimate ofwhat an S&P 500 futures contract is worth; it is
a formula that factors in borrowing, costs and dividends. Fair value 18 compied
at the and ofeach trading day to compare with the acuoal fulires price. Before
the market opens, the 58P futures serve a= 8 market prosy, digesting any news
to trade above of below fair valee, For example, a bullish economic release at
#:30 am will send the foures soaning beyond their fair valee. The kev point 1= to
know where fufurce are trading relative to fair valie, Some bsiness channels
smch a5 CHMBC display this vahue before the opening bell.

Market commentators alwavs give their perception of a strong open or weak
open for the market. For now, hit the mute button to make your own determa-
nation. Fiml, calodate the net change for the 38&F futures from yesterday's
close, This value iz displayed with & *+* or ** point vale on the talevision
screen. For example, ifthe S&P fotures are +2.50, then the fotures are trading
twio and a half points higher in the morning trading session. Then, get the fair
value displayed on the screen; fhis value is also displayed 8= a "+ or " pont
value, For example, if fair valoe is "-6.00", then fitures closed six points shove
farr value yesterday. Ifthe fair valoe 1s "H6.00", then the futures closed six pomts
below fairvalue yesterday.

Mow, compare the cument 58P futures quote against fairvalee to determine
how the market 15 going to open this morming. Simply subtract the far valoe
nunber {F) from the S&P futures guote (8). A posative mumber indicates a bras
tothe wp=ide; anegative mumber indicates a downside bias; and zero means that
the market will open fist. Some sample combinations of fair value and fisures
are shown in Table 10.7.
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Tahle 10,7, Fair Value

P Fiters (2) | Faor Caliee (F)| oS- F | Afarer Opeaag
+5.000 +1.00 +4,00 Up
+2.00 #6.00 L Dowm
=200 =400 +2 K0 up
=600 £7.00 -13.00 Crowm
-2.50 -2.50 000 MNeutral
1,50 350 +E.00 Up

hlost ofthe time, the farr value 12 8 small iumber, and the S&F filures guote by
itzelfis an indication of how the market will open, Do not make this assump-
tion, however-ahways check the fair value delta (S) - (F) Sl the S&P futores
close at 09:15 am, and stocks continue to trade doging the fifteen mimites before
the markel opens, so even this fipure can be misleading,

Omee we have made an assessment of the general marked, we tuen to the
subject ofindividnal stock picking, Ifthe market biss is up, thenwe focns on our
long sclections. IFthe mardiet bias is down then we focus on the shotls. With
our stock selections in place fromm last night's analyses, we want [0 eview cach of
these stocks for any news before the opening bell.

Cerse Sty Cleana

Coampanies are revising their earnings poidance on an increasingly vegnlar basis,
with an sttendant rise in the mumber of conference calls being held before and
after market hours, Drepending on the seventy of the news, the stock may or
may not be halted. Companies with bad pews are more likely to be halted than
companies with good news, =0 companies with good news create moce opportu-
nity fior traders.

The problem with trading halts is that news does not go through the normal
dissemination process, so when a stock reopens for trading, it will gap and find
its equilibrinim simost immedistely, similar to & specialist delaying the opening
ofa stock until the imbalance can be resolved (unless the stock is halted, there
may be some ligoidity on the ECHs for an WYSE stock ).

Ce company, Ciena (CTEM:MNasdag), has held several merning conference
calls, cresting opportunity for the early bird trader. On November 12, 2001,
Ciena held & conference call before the bell to update its suidance. The positive
news e Cienain from & price of 1 718 to well over 18 af the open, a8 shown in
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Figure 10,15 Trading was never halted in the stock. 50 a trader listening to the
conference call could have gotten in immediately.
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Ciens's conferepce call that was held on February 5%, 2002, was a wamning. The
stock was halted for slmost one hour, Mote the opening counter-move from the
gap doem in Fignme 10,16
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Another sonrce of critical data before the bell are the govemnment's economic
reports relensed at 0830 an, such as the following:

a Mon-Farm Fayrolls

a Gross Domestic Product (GDFP)

a Faclory Orders

a Consumer Price Index (CPL)

# Producer Price Index (PFD
On the dates of these key governinent repors, either avid trading before 08:30
am or wait until after the report is relepsed, Further, do not trade offthese data
encept for a fade-the reaction to these numbers is usnally unpredictable and
characterized by mezags. The whole point of professional trading, is to einunate
as much uncertainty as possible, not to place one’s capital on black or red

10.4.2 The Dpen

The worst time for an imvestor to buy stock is at the open (once the imesting
public caiches on, this will change becange comventional wisdom translates into
lighter wallets). Conversely, the open is the hest time for the trader to
sell & long position and intiate a short position . In his Steck Freders A,
Hirsch plots the performance of the market by percentage each half-hour ofthe
day [16]. For the penod between January 1987 and December 2000, the markes
rofe 52 8% ofthe time on the open.

The market rarely sprints from the open becanse even in the case of exoep-
tionally good or bad news, the market needs time to digest the offsetting orders
just after the opening bell Thus, the market will spend from fifteen mantes to
one howur settiing into & range before committing to 3 certain direction”. At this
point, ether the long sipnals or short signals for he swing trades are going Lo
start firing, giving an indication as 1o the direction of the marker As the open
develops, the trader builds up his or her porifolio of positions and lets price do
the rest. When the market is split, both long and short signals will trigger. This
i the optimal scenario.

The cutofffor new sipnals iz 11:00 am. Even 11:00 an is a ltfle 1ate 1o take
signals becanse the major trend decision of the market will almost &lways be
madewithin the first hour ofthe trading day.

T In itz srearment of hobling poriod, the Avine Teale Manager saoboaces e iy from dae
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10.4.3 Lunch Hour

For obwvions reasons, he trader should focus on the open and close, while avioid-
ing lunch howr. Market makers like to eat day traders forlunch. Sl companies
have been known to shp in pews announcements with traders on siesta. creating
a peramble {referto the Tyeo example in Chapter ).

By defimition, the lnnch hour is & time for consclidation, so many rectangles
and triangles sel up dorng this period. Scan for stocks and sectors that trended
strongly in the moming and that arc poised to continue in the aftermoon {eg..
percentage gainers or losers). Use the rectangle” to predict market direction for
the afiernoon.

During Iunch, the worst action a trader can take is to buy a stock that 1z up
om the day in anticipation that it will resume its upward move in the aftemoon
(see the Rambus example in Chapter 5). Wait for a confimmation before taking
any long trades becanse the 0130 and 02:00 pm half-howr periods are the worst
performing market intervals [16].

1044 The Close

I peneral. the intraday tremd is persistent. . the moming trend will usnatly
regume in the afiermoon. Intmaday V patterns are rare except for certain days of
the week {Chapter 6). Beginning st 02:00 pm, the trader should be looking for
reversal patterns to assess whether or not the morpng trend will resume. Ifa
rectangle formes, then the breakout of the rectangle will dictate whether o ol
the position should be covered or maintzined.

To exit long positions or imitigte new short positions, look for “M™ tops, To
exit short positions and enter long, positions, look for *W* bottoms. Combine
ihese panterns with Bollinger Bands to maximize trading, profiis near highs and
lowg ofthe day [1] The cinded aress in Fignres 10,17 and 1008 show examples
of M top and W bottom pattems, respectively.

The reversal pattern is 8 great tool because it serves two funcoons, First. i
protects the trader from giving, back the bulk of any profils attained daring the
day, Sevond, it frees the trader’s capital for other strategies that mgger towands
the cnd of the day. Furthermore, the reversal pattern is the only other decision
point for determining whether or not o stay in a position until the rest of the
day {in addition to the profit targ el and stop loss).

Cro not be anxious to cover short pogitions for rallies that eocur eardy in the
close period. Rallies around 0200 pm tend tofiz=le. while rallies starting closer

R I- I'“' Ll |"T‘ o A pasans lig Ii-.“l it wamty pnod am L i il 5 1l wlllm ¥ I'l“". a b orotln
L I T L TR A AR IR T 11



222 10 Day Trading

to 0F:00 pm are more successiul (47 9% versus 53,.7%0), Exaggerated moves oc-
curin the last fificen minutes ofthe trading day.

Figure 10.17. M Tops with Bollinger Bands

-Smin AMEX HHINHH Bolinger BardsiClose 20,1 5-0.5.0) 3085 085

W15 1500 1T 1050 w5 100 1S I3 1815 1500

Fipgure WCEE. W Hasitons wab Beillinpes Bk
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1045 After the Bell

Welcome to the money pit, Trading stocks after the bell is the Tombstome of
trading’. It is a game of firepower, so traders with small accounts are advised to
holster their monse. As with any trading, rule, however, there are exceprions.
Here, we discuss two stratepics where the odds are tilted in the trader’s fivor,
Both are news=driven strategics and should be used in exceptional cases,

Earnings

Previoushy, we dismssed the impact ofmarket tone upon & company's camings
report and explained the News Contination strategy. Most camings reports are
released shonly after 4:00 prm, with a conference call beginning around 5:00 pm.
The most important advice we can give about earnings is to keep your finger on
the tmgger and an carto the conference call Do not trade the stock blindly with
A Level 1T window uniess you know exactly what is happening during the con-
ference call. unless trading is your substitele for coaps.

A trader with diredt access usually can jump on a stock as soon &s forward
guidance is announced. By the time others have touched the keypad on their
mobile phones, one can quickly establish & small position in a stock. albeit with
some degree of slippage; however, as with any other trading, position, there are
no guarantees. This stralepy is desipned for the trader with direct access, quick
fingers, and hot Keys.

News

Every major newspaper has an online evening cdition that inchades stories to be
released in the print edition the following day. Typically, these stories appearin
the onling edition after & pim, so a trader aware of an inportant story about a
pulblic comparty may be able to capitalize on this news after the bell.

The effect is especially dramatic when a small-cap company is profiled in a
technology or science section ofnewspapers such as the Wall Street Jowrmnal, the
Mew Yok Times, and Investor's Basiness Daily. CinOctober 8% 2001, the eve-
ning edition of the Mew Yook Times profiled a small bictechnodopy compary
named Cepheid (CPHD:Nasdaq) in the midst ofthe anthrax criss The stock
had closed at 4,40, but quickly climbed abose five in the evening as news of the
Times story spread. The following morming, the stock gapped up to 6.0, over
S g from the close (Figure 10,19
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11 Source Code

The bitter and the sweet
Clomie from the ovitside,
The farelfran vwitl,

o oves own effors

Albert Einstein, (e of Al Tewer Yeors

The history of trading is & pyramid of knowledge that has been constructed over
the past century. From Livermore to Gann to Edwards and Magee, only time
will tell which of the modern-day echnicians will be mentioned in the same
bresth. The important point to remember is that trading is | collective effort in
the sense that one draws inspiration from many sources. This bool: is a gynthesis
ofmany who have contribiuted to the body ofworl; in technical anafysis.

The evolution of trading software has been a catalyst for developing new
prototypes of technical analysis in a short period oftime, especially with the de-
velopment of programming languages designed apecifically for trading.

All ofthe source code here is written in Easylanguage, s language for tech-
nical analysis and trade management. The code vas orginally written for the
TradeStation 20000 platform, but can be imported into TradeStation 6. MNote
the difference in signal names in Table 111 between the TradeStation 2000
platform and the TradeStaton 6 platfiorm:

Table 11.1. TradeStation Signal MNames

Sigral TradeStation MMN | TredeStaton o
Long Entry | Buy Euy

Short Entry | Sell Sell Shor
Long Exit ExilLong 2ell

Short Enl ExitShort By To Cover
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11.1Inventory

All of the EasyLanguage code is grouped by function and roughly by chapter.
Start with the Money Management code because it is the foundation for the
rest of the code. Then, choose the system(s) to build. After the files have been
created, verify the entire Acme code base, selectimg the appropriate signal names
m Table 11.1 based on the platform.

Ifusing the TradeStation 2000i and TradeStation 6 platforms, create the
source code using the PowerEditor, verify the source, and then export all ofthe
code with the Acme prefix to an ELS archive file. Fmally, import the archive
into TradeStation 6 for automatic conversion.

The EasyLanguage code in this chapter is based on TradeStation 2000i. If
using TradeStation 6, the signal names Sell, Exiilong, and ExitShort must
be replaced with the signals SellShort, Sell and BuyToCover, respectively.

11.1.1 Web Site

A professional CD-ROM product containing the source code in this book can
be purchased in EasvLanguage archive file format from the Acme Trader Web
site at http://www.acmetrader.com. The product can simply be installed into
TradeStation, and the trader can then open pre-defined workspaces provided
on the CD-ROM.

11.1.2 Money Management

Table 11.2. Money Management Modules
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11.1.3 Geometric Trading

Table 11.3. Geometric Tradimg Modules

Name Type Description

Acme Double Bottom Indicator ~ Draw a line forming a double bottom
Acme Double Top Indicator Draw a line forming a double top
Acme R Strategy Strategy R Signal with the Acme Trade Manager
Acme R System Signal Look for rectangle breakouts

Acme Rectangle Indicator Draw a rectangle

Acme Triangle Indicator Draw a triangle

Acme Triple Bottom Indicator Draw a line forming a triple bottom
Acme Triple Top Indicator Draw a line forming a triple top
AcmeDoubleBottom Function Find a double bottom formation
AcmeDoubleTop Function Find a double top formation
AcmeRectangular Function Is the current region a rectangle?
AcmeTripleBottom Function Find a triple bottom formation
AcmeTripleTop Funetion Find a triple top formation

Name Type Description

Acme HV Indicator  Display the historic volatility of'an instrument
Acme Trade Manager | Signal Set stops and profit targets

AcmeEntry Targets Function  Plot the entry points for stop and limit orders
AcmeExitTargets Function  Plot the stop loss points and profit targets
AcmeGetShares Function  Caleulate the shares based on the risk model
AcmeLogTrades Function  Log trades to a file for spreadsheet import
AcnieVolatility Function  Calculate the historic volatility

11.1.4 Market Models

Table 11.4. Market Model Modules

Name Tipe Description
Acme All Strategies Strategy ~ Combination of F, M, N, R, and V strategies
Acme Market Model Indicator Labelmarket sentiment patterns

Acme Market Strategy | Strategy ~ Market Signal with the Acme Trade Manager
Acme Market System Signal Look for multiple market sentiment patterns

AcmeHighLowlndex Function  Check for an index confirmation
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11.1.5 Pair Trading

Table 11.5. Pair Trading Modules

11 Source Code

Name Type Description

Acme P Strategy Strategy P Signal (does not use Acme Trade Manager)
Acme P System Signal Pair trading system

Acme Spread Indicator ~ Display the spread between two instruments

11.1.6 Range Trading

Table 11.6. Range Trading Modules

Name Type Description

Acme TD2 PaintBar  Mark an inside day within an inside day
Acme IDNR PaintBar Mark inside day/narrow range combinations
Acme N Strategy Strategy N Signal with the Acme Trade Manager
Acme N System Signal Range ratio and narrow range pattern system
Acme NR PaintBar Mark the narrowest range in n bars

Acme NR% PaintBar Mark a narrow range bar based on % of ATR
Acme NR2 PaintBar Mark two consecutive narrow range bars
Acme Range Ratio Indicator ~ Display the ratio of two bar ranges
AcmelnsideDay2 Function = Searchfor two consecutive inside days
AcmelnsideDayNR Function Find an inside day/narrow range bar
AcmeNarrowRange | Function  Is the specified bar a narrow range bar?
AcmeRangePercent Function Calculate the range percentage over n bars
AcmeRangeRatio Function  Calculate the range ratio
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11.1.7 Pattern Trading

Table 11.7. Pattern Trading Modules

Name Type Description

Acme M Strategy Strategy =~ M Signal with the Acme Trade Manager

Acme M System Signal Look for multiple pattern combinations

Acme Market Patterns Indicator Label bar patterns

AcmeCobra Function Find a Cobra pattern

AcmeHarami Function Search for the extended Harami pattern
AcmeHook Function  Search for a Hook pattern

AcmeOnAverage Function Is the current bar sitting on the moving average?
AcmePullback Funetion Search for a Gamn pullback pattern
AemeRetraceDown Function Identify an n-bar pullback

AcmeRetraceUp Function Identify an n-bar upward retracement

AcmeTail Function Tdentify a Tail pattern

AcmeTest Function  Tdentify a Test pattern

11.1.8 Volatility Trading

Table 11.8. Volatility Trading Modules

Name Type Description

Acme V High Zone PaintBar Mark when the V High Zone is hit
Acme V Low Zone PaintBar Mark when the V Low Zone is hit

Acme V Strategy Strategy V Signal with the Acine Trade Manager
Acme V System Signal Find V bottons bused on linear regression
AcmeVHigh Funection Find an inverted V high

AcmeVLow Fuaction Find a V low
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11.1.9 Float Trading 5. Scroll down until you see the Acme prefix. Highlight:
Acme All Strategies

Table11.9. Float TradingModules
6. Click the > button repeatedly until all ofthe Acme techniques have
Name Tipe Description been transferred to the Techniques to Export: pane on the right.
7. Click:
Acme F Strategy Strategy  F Signal with the Acme Trade Manager Next >
Acme F System Signal Float Breakouts and Fullbacks 8. Enter the location and name where the archive file will be created. e.g.,
AcmeFloatBox Indicator  Plot parallel lines indicating float turnover ¢ ltempiAcine.els
9. Click:
AcmeFloatChannel Indicator  Plot the high and low float channels Finich
AcmeFloatPercent Indicator Plot the float turnovers on base breakouts 10. A Reminder dialog box will appear saying:

Functions used by functions you selected will be automatically
transferred as well.
AcmeFloatChannell.ow  Function Return the value of the lower float channel 11 Click:

AcmeFloatChannelHigh  Function  Return the value ofthe upper float channel

AcmeGetFloat Function Return the float ofa given stock 0K

The transfer process will begin. Possibly, a Confirm file replace dialog
box will appear asking if you would like to replace an existing analysis
technique. Click:

11.2Compilation No to all
13. A Reminder dialog box will appear saying:

[ g . B T Iy A Lee bl malambad Abeeeboed o omae 8 A e T
Rlylldlz dlld FULCLLIOLE Uzed RY Ll SeleClLed olldueyles dilu olyldls

will be automatically transferred as well.

AcmeCetFloatBars Function Calculate the bar nuinber for a float turnover 12

11.2.1 Creating an Archive

Once the code has been created and verified m TradeStation, the user should 14, Click:
create an EasyLanguage archive file to store all ofthe Acme code. Further, ifthe 0K
trader uses the combination of TradeStation 20001 and TradeStation 6, then 15. A Reminder dialoq box will appear saying:
the archive should be created in 20001 and then imported into TradeStation 6 Functions used by Studies you selected will be automatically trans-
because the old signal names will be automatically converted. forred as well. i )
TradeStation 2000 o géld{:
To create an archive in TradeStation 20001 application, follow these steps: 17. An Export Success dialog box will appear saying:
1. In the Easyl.anguage PowerEditor, select: You have successfully exported your analysis techniques
File-=Imnport and Export... 18. Click:
2. Click on: OK
Export Easylanguage Storage File (ELS) 19. The archive file named Acine.els has been created in the directory:
3. Click: ¢:\temnpt
Next > The archive file can now be distributed and imported inte both TradeStation
4. Under the Analysis Type: dropdown menu, select: 20000 and TradeStation 6.

All  Techniques
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TradeStation & 11.2.2 Importing the Code into TradeStation 6

To create an archive m TradeStation 6, take the following steps: Once the archive has been created, it can be imported into TradeStation 6 with

1. In the TradeStation ¢ application, select:
File->Import/Export EasyLanguage...

the following steps:

1. In the TradeStation 6 application, select:

2. Click on: File->Iinport/Export EasyLanguage...

Export EasylLanguage Documents File (ELD) 2 Click on:
3. (dick: Import EasyLanguage file (ELD, ELS, or ELA)

Next > 3. Click:
4. Under the Analysis Type: dropdown menu, select: Next »

All Techniques 4. Type the location and name where the archive file is located, e.g.,
5. Scroll down until you see the Acme prefix. Highlight: cMtemplAcme.els

Acme All Strategies 5 Click:
6. Click the > button repeatedly until all of the Acme techniques have Next >

been transferred to the Techniques to Export: pane on the right 6. The analysis types will be displayed and checked. Ifnot checked, click:
7. Click: Select All

Next > 7. Click:
8. Enter the location and name where the archive file will be created, e.g., Next >

ciitemplAcine.eld 8. The available analysis techniques will be displayed and checked. If not
9. Qick: checked, click-

Finish Select All
10. A Reminder dialog box will appear saying: 8. (lick:

Strategies and Functions used by the selected Strategies will be Finish

automatically transferred as well. 10. A Reminder dialog box will appear sayirg:
11. Click: Strategies and Functions used by the selected Strategies will be

0K automatically transferred as well.
12. The transfer process will begin. An Export Success dialog box will ap- 11. Chick:

pear saying: 0K

You have successfully exported your analysis techniques 12. The transfer process will begim. Possibly, a Confirm file replace dialog
13. Click: box will appear asking if vou would like to replace an existing analysis

OK technique. Depending on whether or not the file to import is newer
14. The archive filenamed Acme_eld has been created in the directory: than the existing one, select Yes ifnewer, No ifnot.

c:\temph 13. TradeStation will begin verifying all of the code.

14. An Iinport Success dialog box will appear saying:

The archive file can now be distributed and imported into TradeStation 6.

You have successfully imported your analysis techniques

15.Click:

oK
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11.3 Using the Software

The Acme systems and indicators are applied using the standard Trade Station
Windows menus:

a Insert—Indicator...
a Insert->PaintBar...

a Insert->Strategy...

11.3.1 Acme All Strategies

A Strategy named 4 cme A1l Strategies has been created that combines the Acme
Systems F, M, N, R, and V. This strategy can be inserted into a TradeStation
chart like any other strategy (the Acme P system has been excluded because it is
a special intraday strategy).

11.3.2 Acme Spread Indicator

The 4cme Spread Indicator requires four Data charts for the two stock symbols
in its Chart window. The first two charts are intraday (Datal and Data2), and
the second two charts are daily (Data3 and Data4) as follows:

Stock A : Intraday
Stock B : Intraday
Stock A : Daily (hidden optional)
4. StockB : Daily (hidden optional)

W

The spread indicator uses the daily data for calculating historical volatility and
correlation values. The daily data is required in the chart window but does not

need to be displayed. We recommend 3- or 5-minute charts for pair trading.

11.3.3 AcmeGetFloat Function

The Acme F System requires the use of a functiondcmeGetFloat. Since the float
is fundamental information and cannot be obtained through the TradeStation
interface, the AcmeGetlloat function contains the float values for over 1500
commonly traded stocks. Ifa symbol is not listed in this function, then the float
analysis techniques simply do nothing because the float value is zero. To add a
stockto the list in the AcmeGetFloaf function, perform the following steps:

1. Open the EasyLanguage function Acme GetFloat.
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2. Scroll down the document to insert the new symbol alphabetically.
The function uses a binary sort to locate a symbol quickly, so it must
be in alphabetical order; otherwise, it will not be found.

3. Copy and paste one ofthe surrounding lines in the function. Update
the line with the new symbol and float value (refer to Chapter 4 for
getting the float value).

4, After the symbol has been added, Verify the function (F3).

}J'\

The float analysis techniques should now appear in the symbol's chart
window.

11.4 Source Code

All of the Acme code is iisted in aiphabeticai order. Every signai, indicator, and
function has been written in Easyl.anguage. To build each ofthe strategies, use
the TradeStation StrategyBuilder™ to create a new strategy using the following
steps:

a Create the new strategy with the proper name.

a  Add each signal to the strategy.

a Each strategy should contain the signals shown in each table.

For TradeStation 6, insert each system from the table into the chart window
to form the overall strategy.

Acme All Strategies
Strategy

Table 11.10. Acme All Strategies

Signal Name Long Entry | LongExit | Short Eniry | Short Exit
Acme F System 178 124

Acme M System 178 12

Acme N System 7

Acme R System 17 Vv

Acme V System 174

Acme Trade Manager P v
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Inputs:

{F Parameters}
FloatFactor{i.0),
Baselars(7),
Basefactor(0.25),
TableFactor({0.35),
(Filter Farameters}
FiltersonfTrue),
FilterLength{3c),
MinimumPrice(15),
{Position Paranmeters}
Equity(100000),
RiskModel{3),
RiskPercernt(2.0),
FiskaTR(1.0),
tor(0.3),
Drawlargets(Trve);

Variables:

n(o}.
ATR(D.0),
ATR (20},
Ma(o.o), }
BaLengthi(50),
TradeFilter(True),
0.0,
ShortStop(o.o),
{F Variables}
TheFleat(o.0),
Floathd ght (0.0
FloatHigh (0.0) ,
HighBaseCount(1),
Flmtl.ﬂhllsﬂ.ﬂ},
FloatLowz{0.0),
LowdaseCount(1),
BaseDelta(0.0),
TableDelta(0.0);

If TheFloat = ©.0 Then
Begin

{Compute the nusber of base bars based on float turnover}

Thael Yual Tk Bapi leen * Remelaed T Lanal [ Qi) Ssyimbo DN 5
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End Else If Thefloat » 0.0 Then
Begin
{Initialize varizbles}

ATE = Awer E{nge Al'li.ength .
Ma - Amaﬁ{ﬂuse, »

FloatHight = Aanlnatunn (Thefloat);
Floatlowl = AcecFloatChanne n-eFlnth

{Fun trade filters}

If Filtersin Then
TradeFilter - Close »= MinimunPrice;

If TradeFilter Then Begin

{Calculate shares based on risk model}
N = AcmeletShares(Equity, RiskModel, RiskPercent, RiskATR);:

{Ertry Signals}

BuyStop = High + (EntxyFactor * ATR);
ShortStop = Low - (EntryFactor * ATR);
BaseDelta = BaseFactor * ATR;
TableDelta = TableFactor * ATR;

If HighBaseCourt >= BaseBars and
Wigh » (FloatHight - ATE) and
kighest(High, TableBars) - Lowest{High, TableBars) <= TableDelta and
Close » M4 Then Begin

{Drew Entry Targets on the Chart}

If Drawlargets Then

Conditionl = AcmefntryTargets("F”, BuyStop, o, 0, 0);

Erdm_\-{“m LE FE"} N Shates Next Bar at BuyStop Stop;

£l

If LowBaselount »= BaseBars and
Low ¢ (FloatLowl + ATR) and
Highest{low, TableBars) - Lowest{Low, TableBars) ¢= TableDelta and
Close ¢ MA Then Begin

{Czam Entry Targets om the Chart}

If Drawlargets Then

Conditionl = AcmeEntryTargets(“F", 0, 0, ShortStop, 0);

End; Sell(“Acse SE FB™) N Shares Next Bar at H‘lﬂt‘ti‘lﬂp Stop;

It Low ¢= (Flostlowl + ATR) and
PMIFlus(Filterlength) » DRIMinus{F1lierLengih) and
Close » B4 Then Beglin
[Oraw Entry Targets on Qe Charl |
I Dot pet s Then
Comslh b ool Baseed ot il et (") = Bany*sbanps, a1, 0, w6},
Bapg C"Aawe 08 0BTY W Shoness Nesl Bap ol Bug®sSop Sbag,
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End;

If High 2= (FloatHight - ATR) and
CHIMinus(FilterLength) » DMIPLus(Filterlength) and
Close < MA Then Begin

(Draw Entry Targets on the Chart}

If CrawTargets Then

Conditicni - AcmetntryTargets(“F", 0, 0, ShortStop, O);
Sell(“Acme SE FP") N Shares Next Bar on ShortStop Stop;

End;
End;

{Calculate runring base count and changing float channel values}

If .lhs\':lm[Flmﬂﬁlu - FloatHigh?) ¢= BaseDelta Then
HighBaselount = HighBaselount + 1
!'.I.ive

F.'luatl-lighz Flna'li-HEhI,

If AbsValue(Floatlowl - Floatlow?) <= BaseDelta Then
LowBaselount = LowBaseCount + 1
Else
LowBaseloumt = 1;
Floatlow? = Floatlowl;
End;

Acme Float Box

s ik R Papa——

L Lol TEETERN .

Au:ne Fluat Bowx: Plnt the upper and Lower float nﬂumr lines

This is an implesentaticn of the Cumulative-¥oluse
Float Indicator described on Page 74 of the book
“The Precizion Profit Float Indicator” by Steve Woods.

Three dashed lines have been added to indicate
Fibonacci retracement levels at the 38X, 50%, and
62% mark.

s i i i k. i

L —
T L] ¥ b

ts:
FloatFactor{1.0);

Variables:
TheFloat{0.0),
FloatBars{o),

F Ll llighin.e),
I Daayall st 0006,

* 41--!-1-}

If
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Float38{0.0},
Floatso{o.o),

Fleat&z{o.0),
Plnt[nf!.nr{ﬁ]ack],
L‘Fﬂ—lm{'lgr
LowerLine(-1
Line3s(-1},
Linesoi-1),
Line2(-1);

LastBarOnChart Then Begin
FlostBars = 0;
TheFleat = FlostFactor * AcmeletFloat(CetSymbollame);
If TheFloat » O Then Btil;
FloatBars = AcmeGetFloatBars(TheFloat);
If FloatBars » © Then Begin
FloatHigh - AcrefloatChannelHigh(Therloat);
Flogtlow = AcweFloatChannellow TheFloat);
If GetBackGroundColor = 1 Then
Flotiolor = White;
UpperLine = TL Hﬂvlnatelﬂ]; Tire[D], FleatHigh,
Date| FloatBars], Ti-e[ﬂnatnarsl, FloatHigh);
If Upperline »= O Then
TL_SetColor(Upperline, Flntl:n.'lnr],
TL SetSize(UpperLine, 1);
End;
LowerLine = TL_hew{Date[o], Time[o], Floatlow,
Date| FleatBars], Tise[FleatBars], Flostlow);
IF Lowerline »= O Then Begin
TL_SetColor(Lewerline, FlotColor);
Endﬂ Sethize(Lowerline, 1);
Float3s - FloatHigh - 0.38 * (FloatHigh - Floatlow);
Line3f = TL hew(Cate[c], Time{c], Flozt3g,
Date[FloatBars], Tile-[FluatHats], Flnatjﬂ_‘_l,
If Line3d »= O Then
TL_SetSrylefLineas, Iml Dashed):
TL_SetColor{Lline3#, FlotColor);
TL_SetSize(LinelE, 0);
End;
Float50 - FloatHigh - 0.50 * (FloatHigh - FloatLow);
Lineso - TL_Mew(Date[o], Time[0], Fleatso,
Date|FloatBars], Time|FleatBars], Flestso);
If Lineso »= 0 Then Begin
TL_SetStyle{Lineso, Tool Dashed);
TL SetColor{Liresd, FlotColor);
TL SetSize(Lineso, O);
End;
Floatér « | loatHigh - ¢.62 * {F loatHigh T loall ow);
Limda - 11 Mew{iatelo]. Tieclo], | loatoe,
LY O L CETELATEN [ AT | FETHLRTEN e N PP Y3
[ L T S | TR E (LSS T
LI R Y U ONTTEE P PR By | O R )

=4
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TL_SetColer(Limeé2, Plotfolor);
TL_SetSize{Linet2, 0):
End;
End;
End;
End;

Aeme Float Channel
Indleatar

o o o T PRI EE R — ra—— & o

femie Fleat Channel: Plot the float charrels based on turnouver

This s an implerertation of the Cusulative-\Violure Channel
Indicator described on Page 78 of the book
“The Precision Profit Fleet Indicator™ by Steve Woods

Rt LR PR PN L LRl I E o P e e L T Ll l'l'l'i"i'H'H'H'H'II‘l!‘lﬂ'ﬂ"i‘-ﬂ"“"'ll'}

Fln;rtractnr{l.u},
BaseBars(7),
FangeFactor(0.3);

Varishles:
TheFleat{0.0),
(High Parameters}
Floathighi (0.0),
Floathigh2(p.0),

(1},
(Low Farameters}
Floatlowi(o.0),
FloatLowz (0.0),
LowBaseCount{1),
{&lert Parameters]
Alextstring(*™),
RangeDelta(0.0),
PercentlLimit{Q.?5),
tnckha-dcﬂm a0},

1f TheFloat = 0.0 Then Begin
{Compute the nusber of base bars based on Float turnover)

TheFleat = FleatFactor * AcmeCetFloat{GetSymholName);

tnd Else If TheFloat » 0.0 Then Begin
{Compure the channel limes)

Vlimilieplin  fowed Ginal 4 b b Db Dol 35

11.4 Lonpos O ke 2z

Plota(FloatHight, “High®);

Floatiowl = AcmeFloatChannellow(Thefloat);
Plot2{FloatLowl, “Lew™);

{Lenerate alerts}
Rangelelta = RangeFactor * Volatility(LookbackBars);
If {High »= Flotl or (High + FangeDelta »= Ploti and

AcrmeRanpePercent(Close, 1) »= (1 - PercentLimit))) and
I'lighllautu.l'rt »= BaseBars Then in

AlertString = “Upper Fleat Channel Breakout: ™
Elert{Alertstring);
End;

If [Low <= Flet? or (Low - RangeDelta <= Plot? and
AomcRangePercent(Close, 1) <= Percentlimit]) and
LowBaseCount »= BaseBars Then Bagin
AlertSiring - “Lower Float Chanrel Breakout: Shert™;
Alert(alertstring);
End;

IF High + RangeDelta »= Plotl and

ADX[ LookbackBars) »= Alamit and

DMIMinus(LockbackBars) » DMIPlus(LookbackBars) Then Begin
AlextString = "Towch Uppexr Flost Chanmel in Downtrend: Short™;
AleTtSiring = AlertStr
* (ADE: " 4 Mnﬂnﬁh'{ﬂﬂ;fl.udﬁhaﬂhnh o) + )™

'ﬂﬂlﬂt[ﬂerﬁhﬁg};

Ena

If Low - RanpeDelta <= Plot2 and

AlX{LockbackBars) »= ADKLimit and

DMIFlus [ LockbackBars) > DRIMinus (LookbackBars) Then in
AlextString = “Touch Lower Float Channel in z Long";
AlertString = AlertString +
" O(ADK: " + KueToStr{ADK{LockbackBars), o) + “)";
Alert{Alertstring);

End;

Length? = AcecloubleTop(LookbackBars, Strength, RangeFactor);
I High + RangeDelta :-ﬁpluu and - :"
Length? » O Then Begin

AlertString = “Double Top: Short™;

Alertst rl.ng = .!-lerﬁtrinf

“ (Length: ™ + NusToStr{lengthz, 0) + ")*;

Alert{AlertString);

End;

Lergthz - Bomelowh Lefot o ookbse BRars, SUoeng i, Bl b i )
e Kool Dl = ot 2 sl
Pemgihd = o Dhiie Begin
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AlertString = “Double Bottos: Long"; FoundLowBase(False),
.l.lut_‘.tﬂ = BlertString + LowBaselount (1},
tng! A + MumTostr{lengthz, o) + “y"; LowBaseVolure(0),
Alert{AlertString); LowPercent (0.0},
End; {Alert Farapcters}
AlertString (™),
{Calculate Tunning base count and changing float channel wvalves} FangeDelta(o.0);
If FloatHighl - FloatHighz = © Then If TheFloat = 0.0 Then Begin
Hi t = Hi E+1 TheFleat = FloatFacter * Acselettlost(GetSys=bolName);
e End Else If TheFloat > 0 Then Begin
punt = 1; {Calculations)
Flual:l-li;glnl = FloatHighi; FloatHighl = AcmeFloatCharmelHigh{TheFloat);
Floatiowl = AcmeFloatChannellow|TheFloat);
If FloatLowl - Floatlow? = 0 Then I‘.ingellglta = RangeFactor * h'n]atﬂit}r{ﬁaseﬂaﬁ.};
LowBaseCount = LowlaseCount + 1 Logick
Else If HighBaseCount >- BaseBars and High > FloatHigh2 Then Begin
LowBaseCount = 1; FoundHighBlase = True;
Floatlow? = Floatlow; HighBaseVoluse = 0;
End; End;

If FoundHighBase Then Begin
If HighBaseWclume ¢= TheFloat Then Begin

. . - HighBaselolune = BaseViolume + Volume;
B,CIG Flipt PR nﬂwm e HighBaseVglume / TheFloat;
Fndicarar If HighPercent »= Fercemtdlert Then
Ploti(HighPercent, “High %", DarkBlue)
LEREL LRSS S Tl LEEE S TRttty L R LS L L L] Elll‘
Acme Float H-tcenr I:risp'.l:;r the float turnowvers on base breakouts Floti{HighPercent, “High %', Blue);
If Plotl 3= PercentAlert Then Begin
This iz an implementation of the Cusulative-Velume Percentage If High »= (FloatHighi - Ranpelelta) Them Begin
Indicator described on Page 76 of the book I'f HighPercent »= Percert9s Then Begin
“The Precision Profit l-‘lﬂat Indicator” bI Steve Woods AlertString = “High Break Turnowver (" +
PP Aot R s b | MusToStr(HighPercent, ©) + “%) at High: Short ";
Mllerttﬂﬂtgh'il'g};
= End;

FloatFactor(i.oc), End;

BaseBars(7), If Low <= {Floatlowy + RanpeDelta) Then Begin

PercentAlert{s0. 0}, If HighPercent >= Percent®s Then Begin

RangeFactor(0.3); AlertString = “High Break Turnowver (* +

MumToStr| Percent, ©) + "%) at Low: Long ™;

Variaskles: Alert{flertString);

TheFloat{0.0}, End;

{High Paramstezs) End;

Flmtl-lighlium;. End;

FloatHigh(c.0 End Else

FoundHighBase(False), F ighBase = False;

HighBaseCount{1), HighBasevolume = 0]

HighBasevolume {0}, Erl;

HighPercent{p.o), End;

Percentas(95.0), If FloatHight - FloatHigh? - © Then

{Low Paramctors}) HighRarwe{ount = Highfase ounl @ )

B lowad o {0 40) . bl

1 Dewtd | st {0y, it el gl 1,
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FloatHigha = FloatHighl;
{Low Logic}
If LowSaseCount »= BaseSars and Low < Floallowd Then Begin
FoundLowBase = True;
LowBaseWolume = o;
End;
1f FoundlowBase Then n
If LowBaseVolume <= TheFloat Then Begin
LowBasevolume = LowBaseVolume + Volume;
LowPercent = 100.0 * LowBaseViolume / TheFloat;
If LowPercent »= PercemtAlert Then
Flot2{Lowfercent, “Low &, Darkied)
Else
Plota{LonPercent, “Low &, Red);
If Flotl »= PercentAlert Then Begin
If Low <= (Flostlowl + Fangepelta) Then Begin
If LowPexcent >= Percent95 Then Begin
plertString = “low Break Turnower {° +
WumToStr{lowPercent, o) + ") at Low: Long ™
mlert{AlertString);
End;
End;
If High »= (FloatHighl - RamgeDelta) Then Begin
If LowPercert »= Fercentds Then Begin
AlertString = “Low Break Ternover (" +

turToStr{LowPercent, ©) + “K) at High: Shart “;

Alert (AlertString);
End;
End;
End;
End Else Begin
FoundLewBase = False;
LowSasevolume = O
End;
End;
If Flostlowl - Floatlowz = © Then
LowBaselount = LowBasefount + 1
Else
Lowkaselfount = 1;
Floatliwm? = Floatiowi;
End;

14 Source Code

Acme HV
Irdficatar

" TET FEEF AR RS SEE T e e g

Acee HY: I}isp].a}r the Hi_"i-tl:l.'l'.l.l__n!]. Vulatlhty

rera— ik i
L33 ERWEY ¥

Inputs:
o aD:

Ploti{AceeVelatility(Length), “Hv"};
rlntztlfcul:nﬂ-', '*u:mwf-';“}; : g

Acme IDZ
FairtBar

s P Fe 2

(
Acre D Hark an inside da]r within an inside davy
ELEERERd ebp eI A ma TR |

If Low » Lun['.l] and High « High[1] and

Low[1] » Lew[2] and High[1] < High[2] Then Eegin
FlotPaintSar{High, Low, “fcme 1027);
Alert("fcme 102 Alert™):

End

Elze Begin
NoPlot(1);
HoFlot{z);
»

Acme IDNR

Paimcfiar

LR, o

(
e ]l:lm, D.i;phy Ins-iﬂe D-Hjl' / l'urrcu Rarge Combirations

Fper)

Inputss
Rangelength(s);

If Bemelns idelayhR(Rangelength, O) Thn Beyin
PlotPaintBar(High, |ow, “Aone JINE™);
Alerd (“Aaowe UNHE Al 1)

Iyl

I Heas B am



248

MoPlot(1);
MoPlot(2);
End;

Acme M Strategy
Berolepy

Table 11.12. Acme M Straegy

11 Sowrce Code

Signicd Nizve

Long Exit | Short Enfry

Acme M System

o

Aeme Trade Manager

I:_.l

Aome B Systerm
Sigrad

.
TR LR g

{
Acee B System: Look for sultiple mﬁimﬂmﬂ of mrl'.!l: patterns

. Cobra (C}
Hook {H)

. Imside Day 2 (1)

. Tail (L)

. Harami (M)

. 1-2-3 Pullback (F)
. Test {T}

. V Tone (V)

Qualifiers

1. Mow A A
LB

B0 ] T e e R

P -
FEEEEEEE

FEFYTrEN

L

11111

w

Inputs:
{M Para=mecters}
HinisusPatterns{3},
{Filter Parameters}
FiltersOn{True),
FilterLength{i4},
MinisusPrice{is),
MinimusATR( 1.0},
LTI TR SR TR TN |

bk

114 Sowrce Code

Equi ty{ 100000},
RiskModel(3),
RiskPercent{z.0},
RiskATR{1.0},
EntryFactor{n.i0),
CDrawTargets{True);

Variables:
R{o),
ATR(C.0),
ATRLength{ 20},
Tradepflttr{hua},
BuyStop(0.0),
ShortStop(0.o),
{M variables)
PatternString(™"),
LongS s

tring(" )
ShartString("™),
Fetu o),

th(so),

tion{False),
CPercent(0.25),
CRangeFactor(0.8),
Hlength{1}),
HPercent{t.2),
LPercent(0.3),

m;fﬂl{?}:
25},
PLength(14},
VFactor(1.5),
NRFactor{0.7),
“.'E\"EH"Illi.s}r
KLengtha{10),
Hmﬂea?}.
S
MRangePercent (0.4},
HighText(0),
LowText(o);

ATR = , ATRLengt

Bu = Enty tor ¥ ATR);
i nif:ir (El'lti::;:tm ¥ l%:l;

ShortStop
{Fun trade filters})
If FiltersOn Then

TradeFilter = Close » MinlsumPrice and ATR 3= MinieusmATR
T4 TradeFilter Then Bagin

PatternString - "

Lompsli b - =
Shoot Sl by =

hy;

S
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ReturriValue = AcmeCobra{CPercent, CRangeFactor);
If Returmalue > © Then Begin
FPatternString = “C";
If ReturnWalue = 1 Then
LengString = LongString + PatternString
Else
ShortsString = ShortString + PatternString;
End;

FeturnValue = AcneHook({HLength, HPercent);
If ReturrValue > © Then
FatternString = “H";
If Returrvalie = 1 Then
LengString = LongString + PatternString
Else
Shoriftring = ShoriString + FatternString;
End;

It AcmelnsideDiy? Then Begin

Patternstring = “I%;

LongString - LongString + PatternString;
Shortstring = ShortSiring + PatternString;
End;

Returnvalue = Acmelail{LPercent, LLength);
If Returrvalee » © Then Begin
PatternString = “L%;
If ReturnValue = 1 Then
’ Long5tring = LongString + PatternString
Else

Shortstring = ShortString + Patterndtring;
End;

ReturmValue = Acmebarami;
If Returrialue » © Then Bagin

Fatternstring = “W;

If ReturrValue = 1 Then

hl.nngﬁttirg = Longstring + PatternString

Else

ShortString = ShortString + PatternString;

End;

FeturnValue = AceePullback{PACDK, PlLength);
If ReturnValue » © Then Begin

Fatternstring = “F";

If Returmialue = 1 Then

. LongString = LongString + Fatternitring

Else

ShortString - ShortString + PatternString;

End;

Beluymbdalm:  faase lend

afl#
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If ReturnValue > O Then Begin
Fatternstring = *T;
If Returmalue = 1 Then
ml.nrgﬁtrmg = LorgString + PatternString
E
ShortString - ShortString + PatternString:
End;

If High »= AcsevHi actor, Filterlemgth) Then
Shartstring = Shortstring + “v*;

If Low ¢- AcueViow{VFactor, Filterlength) Then
LongString = LengString + "u";

{Pattern Qualifiers)

Alondition - AcmeOnfwerape(f th);
If ACondition Then iﬁ# o
PatternString = "A;
Long5tring = LongString + PatternString;
rd.'nlmtﬁtrlng = ShortString + PatternString;
End;

Conditionl = AcseNarrocwRange(Mlengthl, 1) and
AceeNarrowRange(NLength, o)[1];

Condition? = Low » Low[1] and High « High[1] and
Low[1] » Low[2] and High[1] ¢ High[z];

Conditiond = AceeNarrowkenge(blengthl, o);
Conditiong = AceelnsideDayNR{MLengthl, ©);
Conditions = Range <= MRFactoz * ATE;

If {Conditionl or Condition? or Conditiond or
Conditiond or Conditicas) Then Begin
FatternString = “N";
If strlen{LongString) » O Then
iring = LongString + PatternString;
If Strien{ShortString) » O Then
- ShortString = ShortString + PatbternString;
End;

{Calculate shares based on Tisk model)
M = AcmeletShares{Equity, RiskModel, RiskPercent, RiskaTk);

(Multiple Pattern Buy Signal}

If Strien{lLongString) »— MinimmPattorns and
Lind ¢ Lowest{Low, = 1)[1] and
AcmoRangePereent (High, MEmge) « MRamgoPeroent aml
Hipgh » low]| 1] Then Brgin

{iv e Dok oy vl s i Dhwe © bl

P Ieboaegete Dlaag
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Conditioml = AcmeEntryTargets("W”, BuyStop, 0, 0, 0);
Buy(“Acme LE M"} N Shares Next Bar on BuyStop Step;
End;

{Multiple pattern Sell Signal}

If Strien{ShortString) »= Mi“}ffra:ﬁ and
High » Highest(High, MRange - 13]1
.l:ﬂﬂu'gepmmtflm, MRange) »= {1 - MRangePercert) and
Low « High[1] Then Begin
{Oraw Entry Targets on the Chart}
If DrawTargets Then
Conditionl = AceefrtryTargets(“M”, ©, 0, ShortStop, 0);
Sell{“Acee SE M) N Shares Mext Bar on ShortStop Step;
End;
End;

Acme Market Mode!
fndlicaror

aaaaaaa
sk wikgodod & ' EELEPL LI

Apme Market Model: Label Market Model Patterns

1. VIE {\)

2. PutfCall Ratio (F)

3, Mew Highs (H)

&, New Lows (L)

5. frms Index, or TRIN (T}
E. Bullish Consersus {B)
7. Short Sales Ratio (5)

Dakal: Market Index

Cataz: VIX

Datai: PutfCall Ratio

[atas: New Highs

Datas: New Lows

Datab: TRIN

Data7: Market Vame Bullish Consensus

DataB: Public / Specialist Short Sales Ratio

i [
qqqqqqqqqqqq

Inputs:
MinimmPatterns(2),

Length{20);

Variahles:
PatternString(*~),
LongString(“").
Short sty bng (™).
Kl e riva he{a),

114 Soane 3=

FriceDelta{o),
HighLow({D},
ATE{0.0},
Saooth(4),
HighText {0},
LowText{0);

If DatalConpression < 2 Then

Commertary(“This indicator must be applied to a daily bar *

“interval or longer.”) i S
Else Begin

FatternString = **;

LengString = ™";

ShortString = ""';

ATR = Volatility{Length);

FriceDelta = ATR / 4;

If Close of Data2 » ¢ Then Begin
ﬁhtemsl:rirg =
ighlow = AceHighLowIndex({Close of Dataz Length);
If Highlow = 1 Then i =
Ting = LongString + PatternStri
Else If Highlow - 2 Then -
- ShortString = ShartString + FatternString;
'l

If Close of Datad » ¢ Then Begin
FattermString = “p~;
Highlow = i Index{Close of Data3, L :
Fihlow - Akt (Close of bt Leng
LongString = LongString + PattemnStr
— ShortString - ShortString + PatternString;
g

If Close of Datas » 0 Then Begin
PatternString - “H";

m;wmmmm of Datay, Length);

tring = tring + PatternStri
Else T nghrfm -LTE#MM B

_— ShortString = ShortString + PatternString:
§

If Close of Datas » © Then Begin
PatternString = “L":
Highlew - AceeHighl ewlndes{Clo f Dot H
If Hmd.wq;ﬂ. e
Longstring = LongString + Fatternstri
Else If Highlow = 2 Thea "I!':
ShortSiring - ShorlSieing Faltransie ing,

I o
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If Close of Dataé » O Then Begin
Patternstring = “T";
MighLow = Acmebighl owndex(Average(Close of Date6, Smooth),

Length)
If Highl'.au = 1 Then
L ing = LongString + PatternString
Else If Highlow = 2 Then
ShortString = ShortString + PatternString;
End;

If Close of Datal » 0 Then Begin
Patternstring = “B";
Highlow = AcseHighlowIndex(Close of Dataf, Length);
If Highlow = 2 Then
LongString = LongString + PatternString
Else If Highlow = 1 Then
ShortString = ShortString + PatternString;
End;

If Close of Data8 » 0 Then Begin
PatternString = “5%;
HighLow = Amﬂ_:ﬁﬂlcﬂnh{{luse of DataB, Length);
IF Highlew = 1
LongString = LongString + PatternString

Else If Highlow = 2 Then
ShortString = ShertString + PattexnString;
End;

If LongString <> “* Then Begin .
Waluel f'?m:t New{Date, Time, High + PriceDelta, LongString);

HighText = Text_SetStyle(Valuei, 2, 2);

If GetBackGroundColor = 1 Then
Text SetColor{Valuei, Fool Yellow)

Else
Text_SetColor{Valuei, Tool Black);

If AlertEnabled or Strien{ tring) »= MinisusPatterns Then
Alert{“Long " + LongString);

Erd;

If ShortString <» “* Then Begin )
Valuei = Text Wew(Date, Time, Low - PriceDelta, ShortString);
If GetBackGroumdColor = 1 Then
Text_SetColor{Valuei, Tocl Yellow)

Else
Text_SetColer(Valuei, Toal Black);

LowText = Text SetStyle(Valuel, I, 0); o

1f AlertEnabled cr Strien{ShortString) = MiniswsPatterns Then
Mert{*short * + ShortString);

End;
Eind;

114 SoameaToda

hemaberiat Partoims
Indlicaror

3 P
" L J s

Acme Market Patterns: Label Bar l;'attms

1. Cobra (C)

2. Hook (H)

3. Inside Day 2 (I}
4. Tail (L)

5. Harami (M}

6. 1-2-3 Pullback (P)
7. Test {T)

8.V Zore (V)

Qualifiers

1. Average (A)
#. Narrow Range (N}

e — I "
" TR ¥tk = ......1-]

hiniwmhlu{:m'_l,
Length{1a};

Var iables:
FatternString("™},
LongString(™),
ShortString(*™),
Returnvalue{o),
PriceDelta{n),
ADE(0.0},
Alength{se),
ACondi tion{False),
CPercent(0,25),
[RangeFactor{p.82),
Hiength{1),
HPercent (0.2},
LPercent({0.3},

Length{1c),
FAIX(25),
Plength{14),
VFactor(i.o),
WHighZone(o.0),
VlowZona{0.0),
MLengthi(s),
MLengthz(1o),
MLengthi(a),
HighText (o),
Towaleml (in);

255
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If DztaCompression = 0 and BarInterval <= 5 Then )
EmTtplf}r{'lhh indicator nust be applied te a bar interval® +
“ larger than 5 ticks.™)
IElg,E'I" Datal ession = § Then
I "
Cn—eﬂﬂr;rﬂ'l'hh indicator cannot be applied to
* point and Figure charts. ")
Else If Clese »= MindmumPrice Then Begin
FatternString = ";
La ring = “;
Slwr?ftitrir%g et
Pricelelta = Volatility(L }ra
AR = Puerage(Range, Length);

Eeturmvaluve = Acmelobra(CPercent, CRangefacter);
If Returnvalue > © Then Begin
FatternSiring = “C%;
If Returnialue = 1 Then
LongString = LongString + FatiernString
Els:
ShortString = ShortString + PatternString;
End;

FeturnValue = AceeHook({HLength, WPercent);
If ReturrValue > 0 Then Bagin
FatterrString = “H';
If ReturrValue = 1 Then
LongString = LongString + PatternString
Else
ShortString = ShortString + PatternString;
End;

1f acmeInsideDay2 Then Begin
FatternString = "1 p—
LongString = LongString + Patt ring;
Sl-rurts-l;rilsrg = ShortString + PattexnString;
End;

Feturrvalue = AceeTail{LPercent, LRangelength};
If Returrialue » © Then Begin
Patterrstring = “L%;
It ReturnValue = 1 Then
LongString = LongString + PatternString

Else
ShortString = ShortString + PatternString;

End;

Returmvalue = AemeHarani;
If ReturmValue » © Then Begin
FatternSiring = “M;
1F RetucoWalee 91 Then
Dol r e Bewmghn paggs v Dol Deeeid®s Db viagl
1 s
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ShoritString = ShortString + PatternString;

-

]

FeturmValue = AceePullback(PADX, PLength);
If Returrvalue > © Then Begin
PatternString = “P";
If Returrvalue = 1 Then
h:mitrinﬂ = LengString + PatternString
E

ShortString = ShortString + FatternString;

¥

Returrivalue = AcmeTest;
If Returrvalue » O Then Begin

FatterrString = *T";

If Returnvaluve = 1 Then

hel-nngStrim = LongString + PatternString
E
short5tring = ShartString + PatternString;

End;

WHi = ApmeVHigh{WFactor, Length);
If High »= WHighZone and VHighZone » 0 Then
ShortString = ShortString + *W*;

Vigwione = AcmeVlow(VFactor, Length);
If Low <= ViowZone and ViowZone > O Then
LongString = LongString + "W";

{Qualifiers}

ACondition = Acrelndwverage{dlength);
If ACondition Then n .
PatternString = “A%;
LongString = LongString + PatternString;
ShortString = Shortstring « I’atlmnsggﬁg;
End;

Conditioni = AomeNarrowRange(MLengthi, 1) and
RomeNarroskfange(Nlengthl, 0)[1];

Conditionz = Low » Low[1] and High ¢ High[1] and
Low[1] > Low[z] and High[1] « Wigh[2];

Condition3 - AceeNarrowRange(NLengthz, 0);
Conditiong - hﬂelnsidenayliﬂil.:iﬂi;, o);
ConditionS = Range <= (RangeFactor * ADR;
If (Condiliont or Condition2 or Conditioni or
Conditicng or Conditions) Then Bogin
Patbermsleing - "N";
S0 el DamnpStn g ) > 6 Dl
Buwgtal o pings Disvig™ol g Dome 0 100 Nasnni®el w nigi
B st nbenf b 50 o oegedy = ot Dl
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shortString = ShortString + PatternString;
End;

If LorgString <» ™" Then Bagin
Valuel = Text New{Date, Time, High + PriceDelta, LongString);
HighText = Text SetStyle(valuvei, 2, 2);
It GetBackfroundlolor = 1 Then
Text_SetColor{valuel, Toal Yellow)
Else
Text_SetColor{Valued, Tool Black);
If AlertEnabled or Strien( tring) »= 2 Then
Alert{“Long * + LongString);
End;

1f ShortString <@ “~ Then Begin
Valuel = Text New(Date, Time, Low - Pricelelta, ShortStrisg);
If GetBackGroundColor = 1 Then
Text_SetColer(Valuel, Teal Yellow)
Else
Text_SetColor(valuer, Tool Black);
LewText = Text SetStyle(Valuwel, 2, 0);
If AlertEnzbled or Strien{ShortString) »= 2 Then
lert{“Short * + ShortString);
End;
End;

Acme Market Strategy
Siralegy

Table 1113, Acme Marke! Stratesy

Signef Nome Long Eniry | LongExii | Short Eniry | Short Exit
Acme Market System v v
fAcme Trade Manager A -

14 Sowrce Code

Acme Market System
Pegveal

e i -
aaaaaa &
¥ g

( L] L rirdd ¥
Acme Market Systes: Look for combinations of multiple market pattexns

1. VIX (V)

2. Put/Call Ratis (P}

3. New Highs

4. New Lows (L)

5. Ares Index, or TRIN (T)
6. Bull/Bear Consensus {E)
7. Short Sales Ratio (S)

Datal: Market Index

Dataz: VIK

Data3d: PutiCall Ratio

Datad: Mew Highs

Datas: MNew Lows

DataG: TEIN

Dataf: Market Vape Bullish Consensus

Datak: Public / Specialist Short Sales Batio

ket B e A AR S e R Bk :‘-“'-.-.-"‘].

Inputs:
{Market Parameters}
MinimmPatterns(2},

(20},

{Position Paraseters}
Equity{100000),
EiskMedel(3),
FiskPercent{2.0),
RiskATR{1.0),
EntryFactor(o.2),
DramTavgets{True);

Variables:
N{E),
ATR{0.0),
PatternString(*™),
I-witrim#'.ﬁg,
shortString(™™}),
Eeturralue(o),
Fricefielta{c),
Highlow(0),
Snmmmj. )
BuySiup(0.0),
Shat | Stopo.a);

A Aaergee (R, Leiglh),
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= EntryFactor * ATR);
mt?t}np :ﬂghgui—{{lintr:yﬁ:b:r = ﬁT;:'.ii

If DataCompression ¢ 2 Then

Conmentary(“This indicator must be applied to a daily bar " +

“interval or longer.™)
Else Begin

PatternString = “™;

LongString = ™;

Shortstring = “™;

ATR = Volatility(length);

Pricebelta = ATE / &;

If Close of Data? > © Then Begin
PatternString = “V*';
H.}ghl.m = AcmeHighlowlndex(Close of Dataz, Length);
If Highlow = 1 Then .
L tring = LongString + PatiermString
Else If Highlow = 2 Then
Shortstring = ShortString + PatternString;
End;

:fumnfnataa}“g__mnﬂesin
PatternString = H
H?Mm - Eﬁmwm:m(ﬂm of Data3, Length);
If Highlow = 1 Then
LongString = LongString + PatTernstring
Else If Highlew = 2 Then
Shortstring = ShortString + PatternString;
End;

If Close of Datad » © Then Begin
PattemString = “H";
Highlow = AcmeHighlculndex(Close of Dataq, Length);
If Highlow = 2 Then
mr?“m = Longstring + FatternString
Else If Hightow = 1 Then i
ShortString = ShortString + PattemString;
End;

If Close of Datas » © Then Begin
PatternString = “L";
Highlow = hﬂ%ﬂnﬂmfﬂm of Datas, Length);
If Highlow = 1

Ln.?grjng = LongString + FatternString

Else If Highlow = 2 Then .
Shortstring = ShortString + PatternString;

End;;

If {lose of Datat > 0 Then Begin
Pal leenStping - “T";

Miphtons Ao il il ewl ides {Bavnage{t leae ol Dabab, Smnth),

(FRTTHLITH

114 Sapes s 261

If Highlow = 3 Then

LongString = LongString + PatternString
Flse I ow = 2 Then

ShortString = ShertString + PatternString;

If Close of Data7 » O Then Begin
HlﬂPatl:errﬁtring = M9
ighlow = AcmeHighlowIndex(Close of Data? th;
Tf Highlow = 2 Then ol
Lm?.‘-trlq = LongString + FatternStri
Else If Highlow = 2 Then i

- ShortString = ShortString + PatternString;
i

If Close of Datak » 0 Then Begin
PatternString = “57;
Highlow = AcmeHighLowIndex(Clese of Datag, Length);
If I;I_i,gﬂ.uu_- 1 Then ;
o = bongstring + FatternString
Else Eﬁlhr;hnsl.m =2 lhenm
a5 ShortString = ShortString + PatternString;
F]

{Calculate shares based on risk model}
N = honeGetShares(Equity, RiskModel, RiskPercert, RiskATR);

(Miltiple Pattern Buy Sigaal}

If Strlen(LongString) »= Minimmfatterns Then Begin
{Draw Entry Targets on the Chart}
If DrawT Then
Condition - AcmeEntryTargets(“M", BuyStcp, 0, 0, 0);
Buy(“fcme LE Market™) K Shares Hext ﬁr o Bu,-’StEp gtup:

E ]

{Multiple Fattern Sell Signal}

If Strlen{ShortString) >= MinlsumPatterns Then Begin
{0raw Entry Targets on the Chart)
If DrawTaggets Then
Conditionl = AcmeEntryTargets("M”, o, 0, ShortStop, €);
mielll,"‘km SE Market™) N Shares Next Bar on ShortStop Stop;
E
End;
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Aome N Strategy
frafigT

Table 11.14. Acme M Straregy

11 Soamrce Code

Sipracd Nezwae Fong Frfry | Lomg Fxai | STor Entry | Short Ext
Acme M System P W
Acme Tmde Mannger ol v
Acme N Systemn
signat
eI TR IR I Fahed 4 Sk bERER R R SR ETE
Ac=e H Range find Marrow Range Patterns
w=r R Ef'i':he s T;m-.-j?jn bk EEER ]

Input

5
{N Parameters)
Hati.nlﬂlgthlil}-
Miﬂmm{?h]
RangePercent{C.7
MaxRangeRatio(o.7),
RetraceBars (2},
{Filter Farameters)
FiltersOn{True},
FilterLength{14),
MindmumPrice{20},
MircdmumBOK {18,
MininusHy{0.5),
(Position Parameters)
Erquity(100000),
Riskitodal(3},
RiskPercent(1.0),
FiskATR{1.0},
EntryFactor(0.10),
CrawTargets|True);

Variables:

No),

ATR{0.0),

ATHL h{20},
MA{D.D E[ )
MALergth( 50},
Tooadhl 1 Ui D eiiin ),
(TN TV R

ild Sowrce Code

shortstop(o.o),

ETH = Volatility(n th);
MA = Mlgﬂtlmrmmthi

{5et Entry and Exit Stops}

BuyStop = Kigh + (EntryFactor * ATR);
ShortStop = Low - (EntryFactor * ATR);

{hcme N Setup}

Conditioni = AcseMarrowRange(NLengthi, 1) and
AcmeNarrowRange(MLengthl, O)[1];
Condition2 = Low » Low[1] and High < High[1] and Lew[1] » Low[2] and
Eﬂﬂ] ; Hm;-!:!ﬁa owRang e ML h2, 0}

i3 = IY , O);
Conditiong = ﬂ-cmlnsid&m}"l’f["l-:"ﬂfﬁis o);

Conditions = io(Ratiolengthi, Ratiolength?) ¢- MaxRangeRatic;
LowiolatiLity = Conditiont or Condition? cr Conditions or Conditfong or
Conditfons:

{Run trade filters}

If FiltersOn Then
TradeFilter = Close » MiniFusPrice and
ADX(FilterLength) »= MinimusADX and
AcmeVolatility(FilterLength) »>= MindnunHy;

If Lowvolatility and

Rarge <= RangePercent * ATR and
TI-EFIHH Then Begin

{Calculate shares based on risk model}
N = komeGetShares(Equity, RiskModel, RiskPercemt, RiskATR);

{Narrow Eange}

TradeFilter = True;
If FiltersDn Then
TradeFilter = MedianPrice » MA;

If Tradefilver and
Acmefet raceDown{Ret raceBars ) and
Tragdefilter Then Regin
{ibeow Futiy Tarprds om e (ol }
L 1T TR R | T
Vol i e AwvelonLay gl "W, Wytslags, o, @8, a),

263
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Buy(“Acme LE N™) W Shares Next EBar at BuyStop Stop;
End;

TradeFilter = True;
I+ FiltersOn Then
TradeFilter = MedianFrice < MA;

If TradeFilter and
RcmeRetracellp{FetraceBars) and
TradeFilter Then Begin
{lraw Entry largeis on the Chart}
If Twawlargets Then
Conditioni = AcmeEntryTargets(“W', 0, 0, ShortStop, 0);
Sell({“Acme SE N") N Shares Mext Bar at ShortStop Stop;
End;
End;

Acme MR
—
Paintfar

2ok i ETRTTE

Sl b

Bome MR: thla;.r ﬂ-fe narrowest range baxr in n bars

I
b B S L ]-

L5z
RangeLength{10);

If AcmeNarrowRange(Rangelength, O) Then Begin
PlotPaintBar{High, Low, “Acme NR");
Alert(“hcme NR AleTt™};

End

Els¢ Begin
NoFlot 1};
NoFlot(2);

Acrme MRS

Fafntfiar

ik Lol ey

Ay

L B

{
Acme NEZL: Nsp]ayamrwrauebarh-xuf.ﬂﬁ

FEPR R bk L

-
H

RangeLength(10),
RangeFactor(o.€5);

Variables:
ATR{D.0);

ATR = Volatility(RangeLength);
If Range <= KangeFactor * ATR Then Begin
PlotPaintBar(High, Low, “Ache NRX");
#Mlert("Aome NRE Alert™);
Eind
Else
KoFlot(1);
NoFlet(2);
End;

Acme MR2

Patnrfar

P Par—— . e

aaaaa

yarary

Aome NE2: Di;pla,rznarrmm-geharsinam

p——

Las L n L Ly

uts:

Rangelength(s);
If AcmeNarrowRange(Rangelength, 1) and
ﬂmﬂlrmh-#[ h, 0}[1iﬂmhgln

PletPaintBar{High, Low, “Acme NE2™);
Alert{“fome NRZ Alert™);
End
Else Begin
Hcli'lo‘tEI;;
NoFlot{2);
End;

b
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Acme PStrategy
Srategy

11 Sowrce Code

The Acme F System 1= a self-comtained system with its own exil stralegy, thus,
1t does not use the Acme Trade Mamager.

Table 11,15, Acme P Siratezy

Signal Newwe

Tomg Enfry

Lome Exit

Silwort Erifry

St Exir |

Acime P System

'k

]'l_.l'

e i
|

Faome P System

Signal

o w L

Beme P System; Pairs Trading

[ ——

Datadi: Stock 1 Intraday
Data?: Steck 2 Intw

Data3: Steck 1 Daily ( }
Datad: Stock 2 Daily (hidden)

Lodeibricicieinded i
¥

Inputs:
Pricei(Close of Data3),
Pricez(Close of Datad);
StandardDeviations(1.5},

{Pmitlm}ﬁzw Paramietirs )

Equity{ 100000},
RiskModel(3),
RiskPercent(2.0},
RiskATR{1.0),

{Trade Logging)
LogTrades(False),
LogFile “Orders. txt™);

Variables:
N{D),
HY1{0.0},
W (n.ny,
Wi},
Yol ok o Lid b ey,

ErrkapiREGae

o }
L L

11.4 Sanos 3=

WolatilityConstart{D.0523),

UpperBand(0.0),
LowerBand{o. 0},

Spread{0.0);
If Date < Date[1] Then

Begin
N = AcaeletShares{bquity, RiskModel, RiskPercent, FiskATR)

of Data3;

HY1 = AcmeVolatility(Length) of Datal;
HVz = AcméVolatility(Length) of Datad;
OV = Correlation{Price1, Price2, Length);

volatilityBand = VolatilityConstant * [H'lﬂ + H¥2) * {1 - C¥);

UpperBand = StandardDeviations * VolatilityBand;

LowerBand = StandardDeviations * {-VelatilityBand);

End;

Spread = {Close of Datal 7 Pricel) -

Buy(“Acme P LE") M Shares This Bar on Close;

It Spread crosses above O Then
Exitlong{“Acme F LX +") This Bar on Close
Else If Spread ¢= StandardDevistions * LowerBand Then
Exitlong(“Acme P LX -™) This Bar on (lose;

If Spread crosses below

UpperBand Then

Sell{"Acme P SE™) N Shares This Ear on Close;

If Spread crvsses below o Then
ExdtShort(“mcme P SX +*) This Bar on Close

Else If Spread »= StandardDeviations *
ExitShort(“Bcme P 5% -} This Bar on

{Lpg Trades for Spreadshest Expart}
Conditionl = AcwelogTrades(LogTrades, LogFile, “P™);

Rowe R Stiat sgy
Stpateqy

Table 11.16. Acme B Strategy

0se;

Then

(Close of Dataz / Price?);
If Spread crosses above LowerBand Then

Sipad Nemne Lo Bty | Lowge Exit | St Thowt Eiat
Acme B Syetem o I~
Acme Trade Manager Y Er
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Aeme R System
Signal

r— ik i dekk i i 2 3 i

Rk

Acme B System: Look for Rectangle Breakouts

aea—— ik

EERPE

Inpits:
{¥ Parameters}

RectangleRatic(0.3),
{Filter Parametey
Filterson{True),
FilterLength{14),
MininumATR({1.0),
{Position Parameters}
Equity(100000),
RiskModel(3),
RiskPercent(2.0),
RiskATR(1.0),
EntryFactor(o. 257,
DrawTargets(True);

Variables:
N(D),
:;:iﬂm#m}
T.adlﬁuunhﬂ.
BuyStop{0.0},
Shortst n:En}.
(R variables}
Inkectangle{False),
Eectangledigh(0.0),
kectanglelow(D.0);

ATR = Volatility(ATRLength);

Recta igh = Highest{High, Rectanglelength);
hitaﬁl.;uﬁ- lmtfliwfﬁlﬂﬁmhlmg?h?;

Stop = Rectangl EntryFactor * ATR);
mrtstuiup g m%+—[{mtr}$uw . u%i;

If Filtersin Then
TradeFilter = ATE »= MinisusATE;

If TradeFilter Then Begin

L alondoles whaiies Dupasl oe 1ivk pusiles| }
W Bometaed Sharea (gt y, KeskBudel, BekPeonent, EeshAlk);

114 Sogeos Qs ]

{Determine whether or rot we are in a rectangle}

InRectangle = Mmekectangular(Rectanglelength, Rectanglefange,
Rectangleactor, mm?m:gn}; . e

If InRectangle Then Begin
{Draw Entry Targets on the Chart}
If DrawTargets Then
Conditionl = AcmeEntryTargets{“k", BuyStep, 0, 0, 0);
Buy(“Acee LE B*) N Shaves hext Bar on mt:,?'s:ép;' !
{Draww Entry Targets on the Chart}
If O Then
Conditiom = AcmeEntryTargets(“R", ©, 0, ShortStop, 0):
¢ SeLIChere SE ) W Shares Next o on ShortStop Stop;
End; ’

Acme Range Ratio
dnadicaror

[""'"'"" < ¥ i ook e S EELEL LIRS LEE L)
Acme Range Ratio: Display the raiffn of two bar ranges

b EE Ll % * s

l!";“ﬂgl'.!},
I‘ »
ﬁrﬂiﬂ (.73,
UpperLimit(1.3);

Flot2{Lowerlimit, “Lower Limit™);

Flota(Upperiimit, “Upper Limit");

If Date ¢ Curremtbate Then
Ploti{AcmeRangeRatio{Lengthl, Length2), “Acme RE™);
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TL SetColor{Upperline, Yellow)
Else
TL_SetColor{UpperLine, Black);
TL_SetSize(UpperLine, 1};
Endl;

If Date <> Date[1] Then Begin
HV1 = AcmeVolatility(Length) of Data3;
HV2 = AcneVolatility(Length) of Datad;

Acme Spread
Acme Rectangle e
w {-!—|'|'|'-| “‘. h“ i i i i -
Acme Spread: Plu-t the Spread behuun 2 Securities

[ ] -t L TEELL PSSt S LU LT X
Acme He-:tar?l! Draw a rectangle ) Requiremerts
el oo b S o o g R e LE R L L il [ ——
Irputs: Datad: Stock 1

Rectanglelength{4) Dataz: Stock 2 Intr.

RangeLength(12), Data3: Stock 1 Daily (

RangeFactor(1.0), Datad: Stock 2 Daily {hidden}

RangeRatioLinit({c.3); koot ik FRAR AT S T R
Variables: Inputs:

Rectangledighfo. o), Fricea{Close of natagz,

Fectanglelow(0.0), Pricez(Close of Datas),

Lpperline{-1), StandardDeviations(1.5),

LowerLine(-1); Length{30);
RectangleHigh = Highest(High, Rectangle | H Variables:
Fectanglelow = Lowest{Low, Rectanglelength); H{0.0F 5
If AcmeRectangulzr(RectangleLength, Emgel.a-gth FangeFactor, Ha(o.o),

atiolindt) Then Begin WD, 0},
ine = TL mnau[ne:wﬂmm-il, VolatilityBand(0.0),

1 rmlﬂettahgleiﬂgth -1}, ke VolatilityConstant (0.0523),

patelo], Tine[o], RectangleHigh); UpperBand(o.0),

1f UpperLine 3= 0 Then LowerBand(0.0),

If GetBacklroundColor = Black Then Spread{o.0);

LV - Correlation{Pricei, Pricer, Length);

LowerLine = TU ﬂm{[ﬁah[lﬂtanglel.mgth—ll,

Time| Rectanglelength-1], Rectanglelow
Date[c), Tire[0}, RectangleLow);
If Lowerline »= O Then Begin
If GetBackiroundlolor = Elack Then
TL_SetColor(Lewerline, Yellow)
Else
TL_SetColor{LowerLine, Black);
TL_SetSize(Lowerline, 1);
End;
End;

VelatilityBand - ViolatilityConstant * (H¥1 + Hv2) * (1 - CV);
UpperBand .

=5

iations * VelatilityBand;

LowerBand = StandardDeviations * {-VolatilityBand);

End;

ead = (Close of Datal / Price1) - (Clese of Dstaz / Pricez);

ot1(Spread, “"Spread™)
Plot2{UpperBand, “UB");
Plota(o, “Zerc");
Plota(LowerBand, “LE");
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Meime Trade Manager

Figral

ey

b b g o g

{ 44 +
Acme Trade Manager: Set stops and profit targets

bk

Inputs:
Syst “¥s
{Position Management Paramsters}
ExitFactor(0.25),
5t rsf{l),
Hﬁﬂugﬂ{l‘ml.
ProfitFactor(0.9),
HoldBars(S),
DrawTargets(True),
ade

mhﬂﬁEFﬂui.
LogFile("Orders. txt™};

Varisbles:
ATR{C.0),
ATRLength{20),
KETRFactor (0.0},
ProfitBars(o),
SellStop(D.0),
SellTargeti(o.o},
SellTarget (0.0},
CoverStop{0.0),
CoverTargeti(D.0),
CoverTarpet2{p.0);

ATR = Volatility(ATRLength);
ATRFactor = ProfitFactor = ATR;

ProfitBars = IntPortion{HoldBars/2) + 1;

Sall5top = Lowest{Low, 5 15) - (EsitFactor * ATR);
Exitlong(“Acme LX-") Mext Bar at SellStop Stop;
If ProfitTaxget Then Begin
SellTarget1 = High + ATRFactor;
Exditlong(“Acme LX+") CurrentContracts/2 Shares Next Ear at
SellTargeti Limit;
SellTargst? = High[ProfitBars] + (2 * ATkFactor);
Exitlong("Acme Li++") Current{ontracts/2 Shares Next Bar at
SellTargetz Limdt;
End;
If BarsSinceEntry »= HoldBars - 1 Then
Teitlonp{=Arme 1X7) Mexl Bar on Open,

CoweSlop  Ighesd (Hugh, Slopaes) v (Pel0)aton * AIK)G

114 Source Code

ExitShort({"Acme SX-") Next Bar at CoverStop Stop;

If ProfitTarget Then Begin
CoverTargetl = Low - ATRFactor;
ExitShort(“Acme Si+™) CurremtContracts/2 Shares Mext Bar at
CoverTargeti Limit;
CoverTargets = Low[ProfitBars] - (2 * ATRFactor);
ExitShort(“Acme 5¥e+™) CurrentContracts/2 Shares Next Bar at
CoverTarget? Limit;

End;

If BarsSinceErtry »>= HoldBars - 1 Then
ExitShort{“Acme SX") Mext Bar on Open;

{Draw Exit Targets on the Chart}
If DrawTargets Then
If MarketPosition = 1 Then
Conditioni = AcmeExitTar SystenlD, SellStop,
sellTargeti, SellTargetz
Else If MarketPosition = -1 Then
Conditioml = AcseExitTargets(Systesll, Cover
CowerTargetd, twer'lnguﬂj;{ il

{Leg Trades for Spreadsheet Export
Conditioni = Ammrﬁa[l&ﬁaﬁti. LogFile, SystesID);

.ﬁ.cmeTriarg'le

Indicarar

Y T & e -
i

Acme Trd e: Flot Trl.ansle Foreatinns
angl Il

& o deleob foleh Sk ok o e i S

L H
Length{20)
Strength(3),
Maxinuaslope(D.5),
MaximnPivots(3);

Variables:
Foundkighfivot{False},
FoundLowfivot{False),
K(0),
ﬂ“{'!jr
m{'ih
5"'2{' 1} []

SL2({-1}),

TH{-1),

TL({-1),
HighSlope{o.a),
s Tanpi-{n.m),
IUETTIER LT TR
[LTETY [C N T Te)

PR RN
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M=1;
SHi = SwingHighBar (N, lﬂs‘h. Strength, Length);
If SH1 <» -1 Then Boegin
H=2;
FoundHighPivet = False;
While FoundHighPivot = False and N <= MaximmPivots Begin

SH2 = SwingHighBar(N, High, Str Lengthl,
If!'rillf}—liiﬂl'ﬂ.gh[fll‘ll]':mﬂh SHz] Then
FoundHighFivet = True;
N=N+1i;
End;
End;
H=1;

SL1 = SwinglowBar(N, Low, Strength, Length);
If 5L1 <> I. Then Begin
K= 2;
FoundLow?ivot = False;
Wnile FoundlowPivob = False and N ¢= MawimunPivots Begin
Gl2 = SwinglowBar(M, Low, itlenfﬂn Length);
If 512 <» -1 and Low[5L1)] » Low[5L2] Then
FoundLowFivet = True;
H=HN=+*1;
End;
End;

If FoundHighfivot and FoundLowPivet Then Beagin
lope = TLSlopeEasy(High, SH2, SHi);
LowSlope = TLSlopeEasy(low, 5L2, 5L1);
FrojectHigh = TLValuefasy(High, SH1, SH2, ©);
Projectlow = TLValuefasy(Low, 5L1, su ay;
If mvalm{ﬁiglﬁlape} €= Max "and
High ¢= Projecth
AbsValve{Lowslope) <= Harlnlfﬁlnpa e
Low »= Projectlow Then Begin
TH = TL_Mew({Date[SH1], Time[SH1], High[SkK1],
Date, Tise, High);
TL = TL_Mew(Date[5L1], Time[SL1], Low[SLi],
Date, Time, Low);
End;
End;

11.4 Souros Dol

Acme Triple Bortom

Indicanor

B - A R ——

w L L. 3

.i-vl:ue Trip.'le Buttm Draw a l'l.'iple Bottom line

F——

ook B Sl ok R

Inputs:
LockbackBars{40) ,
Strength{3),
RangeFactor(0.3),
MaLength{s0);

Variables:
ATR{D.0),
TEBar({-1),
TiLine(-1}),
AlertString(™™):

AT = Velatility({LockbackBars);
TBBar = AcmeTripleBottom{Lookbackiars, Strength, RangeFactor);
If TBBar <> -1 Then Begin

TBLine = TL_New(Date[0}, li-e;u] Lew,

Date[TBBar), Time[TBBar], Low

Alert = “Rcme Botton™;

I OMIF]us l.n-uikhacmars » [‘.I'IIHillE{I.uul:hacl-Bars] Then
Conditiom = AbsValue{low - fverage{Close, MELength)) <=
RangeFactor * ATR s >

Else If MIFlus{LookbackBars) ¢ DMIMinus({LookbackBars) Then
Conditionl = Hﬁ'ld'alm{blm Avarage(Close, MAlength)) <=

actor * ATR;

If Conditiona Then
MertString = AlertString + ™ Near ™ +
NunToStr{EALength, ©) + * Bar Moving Average";

T4 AlertEnabled or Condition1 Then i '
Alert(AlertString);

End;

Acme Triple Top

*}

Indicaror

el b il i
t**t*llt # o

Acme Triple Top: Draw a Triple Top lime

e e s SR LT T IR PP T I T AE RN T T

e s e e T R e T R R e T R L P e F Y PP T T ) I

[LUETIEN
[T AT NI NTEA P
el 13,
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RangeFactor(0.3),
FALength{50);

Variables:
RTR(0.0C),
TTBar(-1),
TTLine(-1},
AlertString("™);

ATR = Volatility(LookbackBars);
TThar = AcmeTripleTop(LlookbackBars, Strength, RangeFactor);
If TTear <> -1 Then Begin

TTLine = TL New(Date[o], Time[o], High,

Date[TTBar), Time[TTBar}, High);

MlextString = “Acme Triple Top™;

If DMIPlus(LockbackBars) > DMIMinus(LookbackBars) Then
Conditioni = MbsValue(Low - fverapge(Close, Milength)) <=
RangefFactor * AT

Else If DMIPlus{LookbackBars) < DMIMinus(LookbackBars) Then
Conditionl = AbsValue(High - Average(Close, Milength)) <=
FangeFactor * &TEK;

If Conditioni Then
AlertString = AlertString + ™ Mear ™ 4
MusToStr{Milength, O} + * Bar Mowving Average™;

If AlertErabled or Conditioni Then
Blert{AlertString);

End;

Acme WV High Zone

FPainfiar

= = bk Grlicliol sk ol b ol
L1 LEEa il L o

-ﬂi.‘le'hfl-li.ﬂl'nne Iﬂuu%thvﬂi@lmum

&3 3 il i
EREE Rk - e

ts:
VolatiliryFactor(0.9),
Length{1c);
Variables:
VHighZone(0.0);

VHighZone = AceeVitigh(VelatilityFactor, urgmj,

If VHighZone > 0.0 and Migh »= VHighZone Then
Plnthmm:;r{l-ligh. l.nfh“if High Zone™});

11-4 Sovroes Do T

Acrme V Low Zone
———
FaimiBar

— . R o

&
L L St EL LS

.l'a:rmne*'!-fanmlzn:lme+ Inﬁuhﬂmth“[mzmﬁhi.t

Y EFTEFETIT 1 dd— e ks
L EE LT LY "il}

Inpurts:
Velatilit ox{D.9},
Length(i0);

Variables:
ViowZone(0.0),;

VimwZone = AcmeVLlew{VolatilityFactor, L!n,g'l.‘h,'l.

If ViowZone » 0.0 and Low <= ViewZone Then
FlotPaintBax{High, Low, “¥ Low Fone™);

AemeV Strategy

Strategy

Table11.17. Acine V' Strategy

S grraeal Newrae Long Frtry | LoneBxdd | Short Bty | Shord Exil

Acme 'V System I

Ace Trade MMansger v

Aeome V' System

Slgral

llltlh" i e e

Acme V System: ,lrrticlp:te a W ln'l'.t-l:ﬂ'l has!d on Linear Regression

R R ik g g ok ok Ll s LT ——.tf*ﬂ}

Inputs:
iV Farameters}
VelatilityFactor(2.0),
RepressionBars(s),
EangeFactor(i.0),
{Pusiﬁcn Farameters }
ity{100000),
Eﬁm-mm,]
RiskPevoond (2.0),
RiskAIR] 1.0},
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EntryFactor(0.25),
DrawTargets(True);

Variables:
E{ﬂa o)
ﬁ ' thm],
KA{D.O

o S

ATR = i'ﬂlahlity{.l.'lﬁ!l.mg'l‘.hh
MA = Average(Close, Malength);
LRValue = LinearRegvalue{low, RegressionBars, -1);

{entry Signal)
If (DayOfeck(Date) = 1 or DayOfkeek{Date) = 2) Then Begin

{Caleulate shares based on risk model}
N = AceeGetShares(Equity, RiskModel, RiskPercent, RiskATR);

IF High ¢ Lowsst{High, RegressionBars - 1)[1] and
Range <= RangeFactor = ATR and
Low > LEValue and
Low » Mé ;{nd
High » Low[1} Then Begin

{Draw Entry Targets on the Chart}

It DrawTargets Then

Conditioni = AcmeBntryTargets(*v®, Close + EntryFactor,

O, 0, 0);
Buy({ "Acme I!l V™) N Shares Next Bar on Close + EntxyFactor Stop;

End;
End;

AcmeCobra

114 S I

ATR = Velatility(Length);

If AcmeRangePercent{Dpen, 0) <= Percent and
AcmeRangePercent (Close, ) »= (1 - Percent) and
Kange <= RangeFactor * ATR Then

AcrmCobra = 1;

If AcmeRangePercent({Open, 0) »= (1 - Percent) and
Acmefangefercent {Closs, ©) <= Percent and
Fange <= RangeFactor * ATR Then

AcmeCobra = 2;

AcmeDoubleBorrom

Fuction

&

TEIFETS EEPEEER

Saarch fm' the Cobra Pattern

i
L k ey L

ko -l-t-i-ﬂ}

Inpuis:
Percent{Mmeric),
RangeFacter{Mumeric);

Variables:
ATE{0.0),
Length{20);

RN T TP

Farction

otk ek L s &

hﬂlﬂlﬂﬂﬂottﬂl Find a dml;rla bottom formation

I- ™ " F—— & T

ERAAAENREE SRy b d A

M S

Inputs:
LockbackBars{Numeric),
5tx 4c),

EangeFa:t-nr[nmnc ;

Variables:
Rangelelta{p.0),
HighPivot(0,0),
Lowivot{0.0),
LowkHinisun{7);

AcneloubleBotton - -1;
lta = RangeFactor * Volatility{lookbackBars);

ivot = PivotHighVsBar(i, Wigh, Strength, Strength, LookbackBars);

LenPivot = PivotlowVSBar{l, Low, Stremgth, Strength, LookbackBars);

If HighPivat < -1 and
LowPivat ¢» -1 and
LowFivot »= LowMinisus and
AbsWaluef{bow - Low|LowPivot}) <= 1ta and
Absvalue(low - Lowsstilow, LowPivot)) <= BangeDelta and
HighPivot ¢ LowPivat and
Low <= Lew[1] Then
AcreDoubleBotion = LowPivaol;

AcmeDoubleTop

Fanrciaon

I-l-li-ll-l-l-l-l--llh-l-{.lii-l-l-lllllii-&1.+4|Iq-l'||lllpp.p||“||-..,',r|.11.|||..

Fuwscd o das bogs - | il o3 choali b e Bprimmal faomg
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Tnputs:
LogkbackBars{NuseTic),
Strength{MNumeric),
kengeFac tor{bureric) ;

Variables:
talo.0),
HighPivot{o.o},
LowPivet{0.0},
HighMinisun{7);

ReweDoubleTop = -1;

Rangelelta » RangefFacior ® Wlﬁhmm;m;h ookbackBars)
HighFivot = pivotHightsBar(i, High, Strength, Strength, L rs);
LowFivot = PivetlowdSBar(y, f_nu, ﬁrength. simgu-l, L&tbacthn}; i

If HighPivet <> -1 and
LowPivet <> -1 and
Hl.ﬂ" Wivot 3= I'HEMiI‘Iil'I!'I and
absValue(Kigh - High[Hi vt }) «= Ita and
AbsValue(Wipgh - Highest{High, HighPivot)) <= RamgeDella and
HighPivot » LowFivot Then

AemeDoubleTop = HighPivot;

AcmeEntryTargets

Fumoiian

{ L L T T ‘ T L)
AcweErtryTargets: Plot the entry peints for stop and limit nrﬁ‘ri .
LIS #4A i A e e L L P L R L ¥

Inputs:
SystealD(String),
BuyStop(Mumeric),
BuyLimit{Munsric),
ShortStop{Mumeric),
ShoxrtLisit{Nmeric);

Variables:
PlotColor (Black),
BSLine(-1},
BLLine(-1),
S5Line(-1),
SLLine{-1},
BS5tring(""),
BLString ("™},
S55Ting(""},
SESE i),
sl 1),

1.4 52 e

BLText(-1},
SSText(-1),
SLText(-1);

AcmeEntryTargets = False;
If LastBarOnChart Then Begin
If CetBackGroundColor = 1 Then
FlokColor = White;
If BuyStop > ¢ Then Begin
BSString = ™ LE " + SysteslD +  Stop *;
BSLine = TL New(Date[e], Time[0], BuyStop,
Date[1), Tine[1}, BuyStop);
If Biline »= © Then Begin
TL_SetColor(BSLine, PlotColor);
TL_SetSize{BSLing, 1);
TL_SetExtRight(BESLine, True};
BiText = Text Hew{Dste, Time, BuyStop, BSString);
Text_SetColer{BSText, PlotColor);
End;
Erid;
It BuyLimit » O Then
Elstring = ¥ LE * + SystesID + * Limit *;
BlLine = TL Mew{Dste[0]}, Time[n], Buylimdit,
Date[1], Time[1], Buylimit);
If Blline 3= 0 Then Bagin
TL_SetColor(BLLine, PlotColer);
TL SetSize{BLLine, 1);
TL_SetExtRight(BLLine, True);
BLText = Text_hew{Date, Tise, Limit, BLStr =
Text SetColor(BLText, Pll:lt{ﬂu?ﬁ ek
End;
End;
If ShortStop » @ Then Begin
555tring = “ 5E " # SystemiD + ¥ Stop ™;
S5Line = TL_New(Date{o), Time[o}, ShortStop,
Date[1), Time[1), ShortStop);
If S5Line p= 0 Then He
TL_SetColor{SSLine, PlotColor);
TL Setsize(Ssline, 1);
TL SetExtRight{SSLine, True);
SSText = Tewt Wew(Date, Time, ShortStop, S5String);
ImTth_Sﬂtﬂlur{SS‘lﬂt. FlotColox);
£

End,
If ShortLimit > 0 Then Begin
5|5tring = * 5 " + SystenID + ™ Limit “;
SlLine = T Mew{Date[o], Time[o], Shortlimit,
Date[1], Time[1], ShortLiedt);
Lf Slline »= 0 Then Begin
TL SetColor(SlLine, PlotColos);
noSetshae(SIine, 1):
PE et U B i % e, Do),
Sllewl - Tesl New{ILide, Dloe, cdua LD pmil, o0 ng);

281
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Text SetColor{SiText, PlotColor);
End;
Eml;
End;

RomeEntryTargets = Troe;

.ﬁ.:;n'rz[xitl'aliﬂl

Function

ik

e -
e T e oo kb

. . it tar
AcmeExitTargets: Plot the stop loss points and 3 iﬂ-ﬁ:‘_:fﬁ“ln}

T L T SR E P LTI IR R RS E R L]

ts:

SystenlD(String),
StopLoss{Munsric),
'P:uf.it‘largutl{hmri.cg,
ProfitTarget2{Kumeric);

Variables:
PlotColor({Black),
il.:l..!{"i) ]
PTiLine(-1},
FT2Lline( -1}
sLString(“),
SLText(-1),
FTiString (™),
PTIText{-1),
Flrastring ("™,
PTaText(-1);

hemebxitTazgets - False;

If LastBarOnChart Then Begin

If MarketPosition - 1 Then Begin
SU5tring - ~ LE " + SystealD + *-%;
PFTi5tring = © LK ™ + SystenlD + “+";
FTastring = * LK * + SystenID + "+

End;

If MarketPosition = -1 Then Begin
SLString = “ 5% " + Sys i -
FTiString = * SX " + SystenID + “+7;
FTa5tring = ¥ 5K ¥ + SystenlD + “++7;

End;

- White:
$lline - TL New{Date[0], Time[o], Stoploss,
Date[1], Time[1], Stoptoss);
10 S0 3 0 Ll Baegrin
B Sacid eelow 0¥ viw=, Flook @ efoni ),

Tl Sopos Cods

TL_SetSire{SlLine, 1);

TL_SetExtRight(Slline, True);

SLText = Text New(Date, Time, Stopless, SLString);
. Text SetCclor(SLTest, hn:caiw;c;w " e
PTaline = TL Nesw(Date[c], Time[o], ProfitTarget:,
Datef1], Timef1), ProfitTazget1);
If PTiline »= 0 Then Begin

TL_SetColox{PTiline, FlotColor);

TL_Set5ize(PTiline, 1);

TL SetExtRight (PTaLine, True);

PTiText = Tewt New{Date, Time, ProfitTargeti, PTiString);

Text_SetColor(FTiText, PlotColor);
End;
PT2Line = TL _New{Cate[0], Time[o], ProfitTaxgetz,
Date[1], Time[1], ProfitTarget2);
If PT2Line »= © Then Begi
TL_SetColar{PTiline, PlotColor);
TL SetSize{PTaLine, 1);
TL_SetExtRight(FTzLine, Toue);

PT2Text = Text_Mew(Date, Time, ProfitTargetz, PTiStrirg);

Text_SetColon(PT2Text, Flotfelor):
End;
End;

AemeExitTargets = True;

Am:eﬂnatchlmle!,h

Funcrion

.

LT THTET p— P ——

AcneF LoatChanneliigh: Return the value of the upper Float channel

P — e ————
L ook b

homeFloatChannelHigh = O;
FloatBars = ©;
If TheFloat > 0 Then Begin
FloatBars = AcmeCetFloatBars{TheFloat);
If FloatBars > 0 Then
- ErmeF lostChanneltigh = Highest{High, TloaiBars);
End;

A%
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AcmeFloatChannell.ow

Funcoioe

aaaaaaa

ar—
{"" qqqqqqq Lhla ol

AcmeFloatChannellow: Returmn thE value ﬂf the lower float r.hml

L pe L]

Inputs:

TheFleat{Mmeric);

Variables:
FloatBars{0);

AcmeF loatChannellow = ©;
FloatBars = O

If TheFloat * O Then n
FloatBars = !ueﬁeﬁ:ainau{ﬂﬂuﬂ};
1f FloatBars > © Then

AcmeFloatChannellow = Lowest{Low, FloatBars);
End;

AcmeCetFloar
Furiction

This listing contains only a partial st of float values. Refer to Chapter 4 for ob-
taining and adding a floar value to the AemeGetFlpar function.

- il il ] i
T N e FRAAEE

Ew LLELET

RemelGetFloat: Get ﬂ-e float of a given sl:m:lc

i

L i
RAL L Ll -.r'rr}

Inputs:
Symbol(String};

variables:

Array:

Symbols[2048](),
Floats[ 2048 (0.0);

i = 13

Symbols[ix] = “A"; Floats[in] = 36B.5; ix = iw 4 1
Symbols| ix] - “Aa"; Floats[ix] 74620 0x 0w o0 1g
Synbals] ix]  “AAMY; Hloal~]ix]  §idFp i w1

114 Source Code

Symbols[ix] = "ABC"; Floats[ix] = 201.7; i = ix + 1;
Symbolslix] = “RBF"; Floats[ix] = 37.0; ix = ix + 1;
Symbols[ix] = “ABFS"; Floats[ix] = 15.1; ix = ix & 1;
Symbels[ix] = “ABOX"; F]gats[ix] = 6.7; ix = In + 1;

ax| = “ABI"; Floats[ix] = 142.5; in = ix + 1;
Symbols[ix] = “AEK™; Floats[ix] = 75.2; ix = ix + 13
Symbols[ix] = “ABM"; Floats[ix] = 15.0; ix = ix + 1;
Synbols[ix] = "'.Iﬂm”, Fluats i:r. = 2.7 I = ix o+ 1
Symbela[ix -“'I[ﬂ.,l:.'l.l:latsh = 2B.1; ix = ix + 1;
Symbols[ix] = “.Elﬂl"l' Floats[ix] = 7.6; ix = ix + 1;
Symbolsix] = “ZINI®; Floats[ix] = 11.4; ix = dix + 1;
Symbols|ix| = "ZOLL"; Fleats[ix] = 6.9; ix = ix + 1;
Symbols{ix] = "Z0ME"; Floats[ix] = 28.B; ix = ix + 1;
Sysbols[ix] = “Z0&"; Floats[ix] = 12.9; ix = ix + 1;
Symbols[ix] = “ZRAN"; Floats[ix] = 9.5;

1Found = False;
= ':I;
iu = ix + 1
While SymbolFound = False and {iv - il) > 1 Begin
im = ImtPortion{{il + iu) 5 2};
If Symbol = Synbols[im] Then
True

Elu::ﬁnm Eitml: Symbols[im] Then

Elsw
il = im;

-
El

ArmeGetFloat = o
If SymbglFound Then
AcmeGetFloat = Flosts[im] * 1000000.00;

AcmeCetFloarBars

Furction

b y

bk s o ok

{
Amﬁetﬂna!:ﬁm Caloulate the bar l"llb!r for a ﬂuat turnover

SEEEE R e p——
il R L Sk

Inputs:
Floatvalue{Numeric);
Variables:

TotalVolune{0.0),
BarIndex{0);

Totalvolume - oo
BarIndes - 03

HE Caie poeril Iod = 60 Dwemn (G

285
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If FloatValue » 0.0 Then Begin .
While TotalVolume ¢ FlostValue and Barlndex ¢ MaxBarsBack Begin
TotalVolume = TotalVeluse + Violume]BarIndex];
BarIndix = Barlndex + 1;
End;
End;
End;

AcmeletFloatBars = BarIndex;

AcmeCetShares
Function

{1‘#1‘ “““ 3 F TRy PR = ok o o o o o o o
AcmeletShares: {llmh'te thl.- nunber of shares based on rlsk model

RiskModel = 1, Equal Value Units Model
RiskModel = 2, Percent Risk Model
RiskModel = 3, Percent Volatility Model

LEd e R ALl Rl L L Ll L Ll L e e e S o ' -------]

I 5
- uperic),

RiskModel (Numeric),
RiskPercent{Mumeric),
RiskUnits(Numeric);

Variables:
MinimumShares(200),
RiskShares{o),
ERP{C.O),
Length{20);

ERF = Equity * RiskPercent / 100;

If RiskModel = 1 and Close » © Then
FiskShares = MawList{MinimumShares,
100 * IntPortion{Equity / (100 * Close})};

If RiskModel = 2 and RiskUnits » © Then
FiskShares = MawList{MinimumShares,
100 * IntPorticn{ERF / (100 * RiskUnits}}});

If RiskModel = 3 and Velatility(Length) » © Then
RiskShares = MaxList(MdnisunShares,
100 * IntPorticn(ERP / (100 * Volatility(Length)}});

hemeGetShares = RiskShares;

11.4 Soagpoes Code

AometHararm

Function

i s

i
oo b o e e i

Ac-eHarul.' i&a:r:h far the extended Harami Pattern

bk N
L1l b Lyl 1—-.—-.—}

Variables:
FPLI=at(0.45),
FRLimit{0.60),
Haramii(False),
Haramiz2(False),
Haramii(False);

AomeHarami = 03

If Range[1] » ¢ and Range(2] > © and Range[3] > O Then Bagin
Conditionl = Low 3= Low[1] and High <= High[1]; -
ConditionZ = Close » Open;

Conditiond = AcmeRangePercent{Close, 1}[1] <= RPLimit and
AcmeRangePercent (Open, 1)[1] 3= (1 - RPLimit);
Conditiond = (Range / [1]} <= RRLimit;

Haramil = Conditiond and Condition2 and Conditiond and
Conditiong;

Conditionl = Low 3= Lew(2] and High ¢= High[2];
Condition? = Low[1] »= I..i:m 2] and 1] <= High[2
G i oo ARIEERE .
Conditiong = Mmgerermmuse, 1)[2] ¢= BPLinit and
ﬁcﬂmge?emnt{ﬂpm, 1)[2] »= {1 - RPLimit);
Conditions = (Range / Range[z]) <= RRLimit;

Harami? = Conditioni and Condition? and Conditiond and
Conditiond and Conditiong;

Conditionl = Low »= Low[3] and High <= High

Condition2 = L::[i] »= Low[3] and Highl:} High[3];
Conditiond = Low[2] »= 3| and High[2] <= High[3];
Conditiond = Close » Open;

Conditions = RemeRangePercent(Close, 1)[3] ¢= RPLimit and
AcmeRangePercent (Open, 1)[3] »= (1 - EFLimit);
Conditions = (Range / Range[3]) <= RRLimit;

Harand3 = Conditicni and Condition? and Conditiond and
Conditiond and Conditions and Conditiong;

If Haramil or Karami? or Haramii Then
AomcHarami = 1;

Conditioni - Low » Low[1] and Migh < High|1];

Condilt lon? -« Clase ¢ Open;

Conditbond  hemeRangePeroend (Open, 000 0] = P Lk ek
AR e Peve awd (0 b, 03[0+ 00 BN bl g,

Comdal g {Rampe & Ko 1)) < KKt
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Haranil = Conditiond and Condition? and Conditiond and
Conditiond;

Conditionl = Low = Low[2] and [2);

Condition? = Low[1] »= Lew[2] mmﬂ'ﬂ Hl.gﬂ[z],

Conditiond = Close < Open;

Conditiong = AceeRangePercent(Open, 1)[2] <= RPLimit and
cent (Close, 1}[?]]:;- {1 - BPLimit);

ConditionS = (Range / Range[2]) <= RRLimit;

Harani? = Conditionl and Condition? and Condition3 and

Conditiond and Conditions;

Conditioni = Low »= Low[3] amd High <= [31;
Condition? = Low[1] >= Low[3] and High[1] <= IH.,!"I[;{;
Conditiond = Low[2] »= Low[3] and High[z] <~ Wigh[3];
Conditiond = Close < Open;

Conditions = AceeRanpePercent(Open, 1}[3) <= RPLimit and
#oeekangePercent (Close, 1}[3] »= (1 - RPLimit);
Conditiont = (Range / Range[3]) <= RRLimit;

Haraeil = Conditionl and Condition2 and Condition and
Conditions and Conditions ang ConditionG;

If Haramii or Harami? or Harami3 Then
ArseHarami = 2;
End;

.ﬁcmel-ﬁgli.nwhﬂu
Function

e

Acmﬂighl.m[nde:, l:,a'.l.-:ulate the High Low Index

qqqqqqqq LAALLE P ttfi##'iii‘iiit-t}

111111

Inputs:
Price{bumeric),
Length(Numeric);

McmeHighlowIndex = 0O;

If Price[1] »=- Wighest(Price, Length - 1)[2] and
Price < Price[1] Then

AcmeHighLosIndex = 1
Else If Price[1] <= Lowest(Price, Length - 1)[2] and
Price » 1| Then

AcmeHighlowIndex = Z;

1.4 Sopes dods W

Acmetook

Frunciion

{ & - PR ———
y *

AopeHook : iurchiﬂamdnl*ﬂtm

ERE R ¥ 1

Inputs:
thi( Numeric),
l’m[mii};

AceeHook = 0

If AceeRetracelp({Length}[1] and
Low £ Low[1] and

RceeRangePercent(Close, 1) »= (1 - Percent) Then
AcmeMook = 1;

If AceeRetraceDown(Lengthi[1] and

High » High[i] and
ent(Close, 1) <= Percent Then
AcmeHook = 2

AcrmeinsideDay?
Funcrion

{ e *
¢ Search for two Inside Days in a row

FEEEEEE Eh b ik LB R LR L ]

I Low > Low[1] and High ¢ High{1] and

Lew{1] > Low[2] and High[1] < High[2] Then
Acmelnsidelay? = Trie;

AcmelnsideDaytR
Funcmion

{*’*ﬂm“‘““'“ e - FAP——

fcmelnsicelayNR: Find an i.rrs.ide dq.r { narTow rangt‘bn

e et LLELL LI S Sl L e Ll LT ity ].

Inputs:
Rt b Mumse e},
Hinehrsc{ Nz i )

Paiwelee, eyl 1ade
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If Fanpe ¢ Lowest({Range, F - 1}[Index + 1] and
Low > Low[1] and High < High[1] 'lhm
Acmelnsidebaylik = True;

AcmelogTrades

Furchom

{ A o s o e o B e R

Trades: lﬂgtmdestoaﬁlefarilpuﬂin’ma readsheet

e T L T S e ey R T R T R YR PP E PR T E R TR mmiindt-t].

4 (TrueFalse),
LogFileName(String),
SystenlD(String):

Variables:
) {14},
Length{3n),
TradeString(**);

hooeLogTrades = False;

If Loged and Category = 2 Then Begin
{Log C Fositions}
If BarsSinceExit{1) = 1 Then Begin
TradeString = GetSysbolMame + ™,°
MusToStr(EntryDate(1), 0) +
MusToStr{EntryPrice(1), 3} + ="
WusToStr{Exitlate(1), 0) + *," +
NusToStr{ExitPrice(1}, 3) + ~," +
NusTostr{PositionProfit{1}, 3} + " »
HusTeStr{ADY{ Al Length) [BarsSinceEntry (1} ], O i e
NusToStr(Volatility{Length)[BarsSincebntry(1) ], 2} « “," +
Mﬁt:{ﬂmﬂﬂalil.ttﬂl.ﬂngtl-\}[h:ﬁin:einlw{l} 1)+
¥+ SystenlD + Newline;
Fllel;pﬂﬂsalugFﬂﬂhle, 'I'ﬂde'&triﬂﬂi
End;
{Log Open Positions)
If LastBarinChart and CurrentEmtries » O Then Begin
TradeString = CetSymbolMame + *," +
WusTostz{Entrybate(c), ©) + *,"
HNusTosStr| EntryPrice(o}, 3) + “ .
MusTestr{Date, o} « “,"
MusTestr{Close, 3} + " +
HusTast sitionProfit, 3) + "," +
NusToStr{ADK{ ADKLength) [ BarsSinceEntry(o}], o) + "," +
HusToStr(Volatilit |er?lﬁgth}[ﬂar551m’rlni (0¥, 2) ¢ " 0
BTk r{ eV bab i Di Ve (enpbb ] B i eEwd oy (03], 43 0
= e hemEl o N e
1o befgupenmdf Fagd 4 lebom=,  Draabesdnomgt),

*

3I':'|'l-

11,4 S s Oods

End;
AcmelogTrades = True;
Emd;

AcmeMarrowRange

Funceion

oy FAr——
Wi bbb R bR EELELILL Lt S o B R L L (22

ﬂ:mﬂanwartge: Is the spaclﬂ.ed ba:r A narrow range bar?

LA AL L LD ¥t Ll ¥ o o} ].

I'.argal.u‘ng: th(Mumeric),
Inl!x{Hl.-ﬂ'Lh o

AcmelarTowiange = Falze;
If Range « Lowest{Range, Eangength = 1)[Index & 1] Then
AcneNarzowRange =

AcmeOnAverage
Funciron
[ qqqqqqqqqqqqqqqqq b
AcmeOnverage: Isﬂmmnmtharsiﬂhumﬂnemdrgmagﬂ
bk EELLEE -.-..+H'I-lll"l-l:Ht"ll:l:l-tl]
I E
Length(Nuseric);
Variables:
MA{0.0);
acmeOndverage = False;

MA = et {Elnrse Length
IfH!.}-szﬁdH!t{- i'hen
AcseOniverage = True;

AcmePullback

Fufterion

{l:ttﬂ LEE S S TR A LT e N r e R PP s s s s P R R R R A E R R L R PR A T A T R Y

AcsePul lback : Search for a Gann Pul lback Pativin

L L e e s e et it R R B LRl R e e Rl A R L PR R I SRR L) I.

Irpiat &
BARD i B e §,
Bomnge o] Mg na )5
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Variables:
PullbackBars(3},
Percent(0.35),

5
RangeFactor(0.7);
hemePullback = 0;

Conditioni = AceeRetraceDown({FullbackBars) = True;
Cenditicn2 = AceeTail({Percent, Rangelemghh) = 1;
Condition3 = AomeCobra({Percent, RangeFactor} = 1;

If .ﬂmtﬂ.ength',ij:v- AELEmit and a
DMIPlus (Length) » [MIMinus{Length} and
cent(Close, Rangelenpth} <= Percent and
(Conditionl or Condition? or Cendition3} Then
AemePullback = 13

Conditicona = AcmeRetracellp{PullbackBars) = True;
Condtition? = AcmeTail(Percent, Rangelength) = 2;
Condition) = AcmeCobra(Percent, RangeFactor) = 2;

If BDi(Length) »= ADNLimit and

DMIMinus (Length} > DHIPlus{Length) and

nm:gwumﬂ[{lnu, Rangelength) »= (1 - Percent) and

{Conditionl or Conditicn? or Condition3} Then
femePullback = 23

Atnuku'!,e?el'cent

Funceion

11.4 Semipos Code

.ﬁ.umﬂangeﬂam
Fumerhan

253

{
AcmeRangeRatio: Ealculate the Range Ratio

I

LA ALEE LR L LIS L] ok Wk

leuéwl{lh-utic},
Length{Numeric);

Variables:

Rangea(0.0),
Range2(0.0);

AcpeRangeRatic = ©;
Range1 - Average(Range, Lengthi);

2 = Awer thi);
I?E;'gunmw I.mg :'hen

AcncRangekatio » Ha‘lgr_l ! I!ange.'*.;

Anmﬂectar?.ilr

.

L
L R i ALl Sl L2

{
reont: Caloulate the range percentage owver n bars
mﬁw#l-tt-lttltttlltﬂ#iilllﬂ#!HHH-“*!HH’-“!*-’I‘W"I-

Inputs:
Price(Mumeric),
Lemgth{Mumeric);

Variables: :I
High(0.0),
m&.n];

AcmeRangePercent = 0.0;
Rangedigh = Wighest(High, Length);
Rangelow = Lowest(Low, Length);
If (RangeHigh - Ramgelow} » O 'I'I'nm
hemeRangePorcent - (Price - Rangrlow) /7 (RangeHigh - Ranpelow);

Funceion

PP RN S T wr

Ty

{
Amﬂe:tmwlar Deteraing H'I:"II'I.‘]' the regim is a rﬂtﬂ‘ﬂll

o Rk

i leLeng ic
Rectang thKumeric),
1 ie),
o ek s
FangeRatio{Museric);

Variables:
ATR(D.0),
Viength{3c),

Rangekeight(c.0);

AcmeRectangular = False;
ATR = pverage(Range, Viength);

RectangleHigh - Highest(High, Roolanglelengih);
B Eomgelbeding Fawwes {0 i, Rirs Lamsgr Vel e s
Bosi Eamgzledbeaphl Ko DangleHiph W Lang vl o,
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Rangeiigh = Highest{High, R ength)[Rectanglelength];
Rangelow = Lmsttlmﬁm;lﬁlgﬂ:?[mtmmm .
RangeHeight = RamgeHigh -

If Rectanglelieight > 0 and Ranpebeipht > O Then
If (RectangleHeipht / RangeHeight) <= RangeRatio and
Rectangleveipght <= EangeFactor * ATR Then
hcmefectangular = True;

AcmeRetracelown

Functron

ra——— "
ianl R bS] oy

ﬁuﬂﬂmm S-EEIIZh ﬁn‘ a n=haxr pu].'l.l:m:l

e

ITR T T LETLLLE ".‘}

Inputs:
Length{Mumeric);

Variables:

Lrsidelays (0},
LowerBars (o) ;

1:‘ mﬁtmuzﬂm:n;:ﬁe Lew[1] and H Kigh[1], Length)
s Low[1] a { N H
L':.E:Baﬁ cunt[r{Ln:' ¢ Low[1] and High < High[1], Length);
If (LowerBars = Length or
(Insidelays = 1 and LowerBars = Length - 1)) Then
hoseRetraceDown = True;

AcmefemracelUp

Funcrion

&

T .
Rk

Mﬂ:uwg Search for an n-bar retmcemn‘t mmrd;

- 1

Inpurts:
Length kumeric};

Variables:
——v 0),
H.ighetnau::jn;;

AcreRetracellp - False;

Tiwidclbys  Comard [ (hawe > Bon] 1] omed High < gl o], Fewgth);
Blypheittats  Coash D (Dows - Qo] 8] el Hageds o Mgl ol bemgtich,
b (HnpleaBans Beagelly o0

11.4 SoamposJoda

(InsideDays = 1 and HigherBars = Length - 1)) Then
AcmeRetracellp = True;
AcmeTail
Funceion
i.........-. o =2 LR bk LA E LR Ll LE L)

BcmeTail: Search for a Tail Pattera

R T— & p— ek
FErtRet et A L] ¥ ]

Pﬂienl:{lh-r_ﬁc},
Rangelength(Numeric);

Variables:
EP(C.0O},
lrzs .25 ;
kP50 mm 3

hemeTail = o
RP = (AcmeRangePercenmt{Open, 1) + AceeRangePercent(Close, 1)) F 23

Conditionl = RP »= (1 - Percemt);
Condition? = AcmeRangePercent(Close, 1) »= (1 - RF25);
If (Conditioni or Conditionz) and ) 5
AoeeRangePercent(Low, Rangelength) <= Percent and
AcmeRangePercent(Open, 1) > RPSO and
homeRangePercent(Close, 1) » REPs0 Then

femeTail = 1;

Conditionl = RP <= Percent;
Condition? = Ac l:!l'l-t{(lﬂﬂ!, 1:' £= I:F:s;
If (Conditioni or Condition2} and
AcmeRangePercent(High, Rangelength} »= (1 - Percent) and
AcmeRangePercent{Opan, 1} < RPS0 and
cent{Close, 1} < RPSO Then
hoeeTail = 23

MameTest

_—

FarcEiarn
[ AT R R R A

AemeTest: Search for o Iesi Pattern
ulnmlﬂﬂi-H-1-1-1-l|-u-l-"ln+1.-|--|-1-1-u-1:-:.|-nrﬂ.H++H;hrﬂuu.ufuni.u““j

Vai gahfies:
brimel b M),
R ] T STER S
Tl w5}

A5
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BcmeTest = 0O

If Low « Lowest{Low, Length - 1}[1] andt
NthLowestBar(2, Low, Length} »= SeparationBars and
AcmeRangePercent(Close, 1) » Kalf Then

AemeTest = 13
If Hi Highest y» Length - 1)[1] and
nmhsgétmu, o  Lengkh) 3= ;Eplratluﬂars and

MW&::HL’{M. 1) < Kalf Then
AcmeTest = I

AcmeTripleBottom

11.4 Soamema Doda

AcmeTripleTop

Funceion

&
Ry o et

{
AcmeTripleBotton: F'.ir-d a triple bottom formation

LR R LR L L L L L R s PR s EEELLEE LEEL Lt E st bl L, ‘rf#"}

I 2
LookbackBars{MNumeric),
Strength(Mumeric},
EangeFactor{Numeric);

Variables:
Delta(p.0), }
HighFiveti{0.0
Lmﬁu‘ntt{ﬂ.ﬂ],‘

KighFivet2({0.0),
LowFivot2(o.0);

AcmeTripleBotton = -1;

Delta = EangeFactor ¥ Volatility{LookbackBars);

HighPivotl = FivotHighVSEar(i, . Strength, Strength, LockbackBars);
LowPivotl = PivotLowVsBar(1, Low, Strength, Strength, LeckbackBars);
Highfivet2 = FivotHighUSEar(2, High, 5Strength, Strength, LookbackBars);
LowPivet2 = PivotlowvsBar(2, Low, Strength, Strength, LookbackBars);

If HighPivotl < -1 and
LowPivotl <» =1 and
Higﬂ"l'lmtl £r =1 and
LowPivot2 <» -1 and
Absvalue({Low - LowFivoti]) <= Delta and
Aesalue{Low - LowFivetz [} <= Delta and
HosValue(low - Lowest{Low, LowPivot?)) ¢= Delta and
HighPivotl < Lowfivotl and
Highfivet2 « LowPivot? and
Low <= Low[1] Then
femeTeaplefotbom  Fosl* ol F;

Funchion

"
e L L, i Ak .

i
AﬂeTripleTnp: Find a2 triple top forsation

LLE LA A P Ll e S AL PR SR L S, o ].

Inputs:
LookbackBaxs(Kuseric),
5k b {Murmeric ),

E; actor{Numeric});

Variables:
bihiglﬁnatﬂnﬂin o)
LowPivot1(0.0),
HighPivot2(0.0),
LowP ivot2(0.0);

AcseTripleTop = -1;

Delta = RangeFactor * Volatility(LockbackBars);

HighPiveti = PivotHighVsBar{1, Mipgh, 5trength, Strength, LookbackBars):
LowPivoti = PivotLowvSBar(i, Low, Strength, Strength, LockbackBars):
HighPivotz = PivotHighVsBar(z, High, Strength, 5trength, LookbackBars);
LowPivot2 = PivotLowVSBar(2, Low, Strength, Strength, LookbackBars);

If HighPivoti <> -1 and
LowPivotl < -1 and
HighPivet? <» -1 and
LowPivot? «» -1 and
AbsValue(High - High Higﬂiwti { ¢= Delta and
AbsValue(High - High[H at2]) ¢= Delta and
.llzrs'h'all.te High - Highest gl'-, HighPivet2)) <= Delta ang
ivotl » LowPivotl and
:lgH"wntI » LowPivotz and
High »= High[1] Then
AcmeTripleTop = HighPivotl;
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AcmevHigh
Fumction

PR — e ey
o L b L T

AcmeVigh: Find the V High Price

Last il "Er

Unlitilitﬁxtm{hmﬂ:},
Length{umeric);

FomeViph = 0.0
If HighW(1) » 0 and
volatility(Length) » © Then
AcmeVHigh = Highw({i) « (VolatilityFactor * Volatility(Length)};

= I

Acmevlow
Funchion
{H—HH%“".“ # T Fedbidd gttt

AcocWLow: Find the V Low Pric

ik FE T P RS T e Y '_]

L L - EE LE Bt

Inpiits:
WolatilityFactor (Nuseric),
LengthiMumeric);

fomelLow = 0.0;
If 1) » 0 and
wlztuﬂit;{mﬂij » 0O Then
AcmeViow = Lowhi(1) - (VolatilityFactor * Velatility(length));

114 Source Code

AcmeVolatilicy
Funceion

FE R ook S R SR b Zetl]

AcseVolatility: {ﬂul.'ll_:.itit[e annualized historic wolatility

o .****1."-.'ltlf+...#'liilllt+t{}

Length(tumeric);

Variables:
DawysInYear {365 ),
DaysInMorth(30),
DaysInbeek(T},
TimeFactor(0.0};

AcweVplatility = o;

If Close » 0 and Close{1] > 0 Then Begin
If Datalcmpression »>= 2 and DataCospression < 5 Then Begin

If DataCompression = 2 Then {Daily}
TimeFactor = DaysInYear

Else If Datalompression = 3 Then {keekly)
TimeFactor = DaysInYear / DaysIrbieak

Else If DataCompression = § Then {Meathly}
TineFactor = DaysInYear / DaysIntonth;

Acmevelatility = Stdbev(leg{Clese / Close[1]), vLength} =
Eﬂmeﬂmtﬂ'imia:tnr};

End;
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Abgenix + 58, 79
Acambis + 211
Acme components

Acme All Strategies strategy » 234,

235
Acme Double Bottom indicator +
236
Acme Double Top indicator « 237
Acme F Strategy strategy » 237
Acme F System signal + 94, 238
Acme Float Box indicator » 240
Acme Float Channel indicator »

24D
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Acme Float Percent indicator » 244

Acme HV indicator » 247

Acme ID2 PaintBar » 247

Acme IDNR PaintBar + 247

Acme M Strategy strategy + 248

Acme M System signal = 75, 169,
248

Acme Market Model indicator »
252

Acme Market Patterns indicator »
255

Acme Market Strategy strategy +
258

Acme Market System signal » 259

Acme N Strategy strategy » 262

Acme N System signal » 142, 262

Acme NR PaintBar + 264

Acme NR% PaintBar « 265

Acme NR2 Paintbar « 265

Acme P Strategy strategy « 266

Acine P Systemn signal * 49, 266

Acme R strategy srategy ¢ 267

Acme R System signal + 110, 268

Acme Range Ratio indicator » 269

Acme Rectangle indicator » 108,
270

Acme Spread indicator » 234, 271

Acme Trade Manager signal + 16,
272

Acme Triangle indicator » 273

Acme Triple Bottom indicator +
275

Acme Triple Top indicator + 275

Acme V High Zone indicator » 276

Acme V Low Zone indicator « 277

Acme V Strategy strategy + 277

Acme V System signal » 128, 277

AcmeCobra function » 278

AcmeDoubleBottom function » 279

AcmeDoubleTop function » 117,
279

AcmeEntryTargets function + 183,
280

A el it Taroa
AT AL AT T

183, 282

AcmeFloatChannelHigh function »
283

AcmeFloatChannell.ow function »
284

AcmeGetFloat function » 94, 234,
284

AcmeGetFloatBars function » 285

AcmeGetShares function 11-12,
266

AcmeHarami function « 287

AcmeHighLowlndex function «
160, 288

AcmeHook function « 289

AcmelnsideDay2  function = 289

AcmelnsideDayNR function + 289
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AcmeLogTrade function + 103
AcmeLogTrades function « 290
AcmeNarrowRange function « 291
AcmeOnAverage function * 291
AcmePullback function * 67, 291
AcmeRangePercent function « 64,
292
AcmeRangeRatio function » 293
AcmeRectangular function ¢ 109,
293
AcmeRetraceDown function + 294
AcmeRetraceUp function « 294
AcmeTail function ¢ 65, 295

A e Tact Frimatinm- o J0OK
Fan L WX N LWEN LW ) By § L-I-Jl\-l Livrpl P

AcmeTripleBottom function * 296
AcmeTripleTop function » 297
AcmeVHigh function » 298
AcmeVLow function « 70, 298
AcmeVolatility function » 27, 299

Acme F System « 90-94

Acme FB System « 91-92

Acme FP System + 92-93

Acme Indicators « 5

Acme M System « 72-74

Acme Market System ¢ 167-69
performance« 174

Acme N System « 14042
performance* 146

Acme P System + 4648

Acme R System + 100-10

Acme Range Patterns « 137

Acme Trade Filters « 22

Acme Trade Manager + 1213

Acme Trading Systems + 2-5

Acme V System + 126-27
performance « 130

Activision ¢ 43, 51, 58

ADV ¢ See Average Daily Volume

Advanc efDeC lineRatio« 164

ATYVT maromatar = AR
ADXLimit pdiaiiicics = o

after the bell + 223

news * 223
agency trades » 197
AirGate PCS « 112
Allstate » 55, 58
Altera » 58
Amgen + 133
Anadarko * 54
Anadarko Petroleum + 58
Analog Devices + 149

Apache » 38
Arch Coal « 58
Ariba« 99

Arms Index » 164

ATR o Upo Avaraoga Trm e
AN T See n\r\.dasu 1TUc ixa Tige

Average Daily Range « 127

average daily volume+ 213

Average Directional Index » 30-31
absolutevalue « 30

Average Pattern Qualifier 71

Average True Range « 21, 23-24, 136

Asp e 197

B

back testing « 19

Ballard Power « 58

base+ 86

basket « 147

bearish patterns + 72
before the bell « 216
Biogen + 133
Biotechnology Index « 133
BT's Wholesale Club + 58

11~ nl- 2 N A
UJVLK T 2V

size + 213

trading  213-14
Bollinger Bands « 221
bullet« 45
Bullish Consensus * 165
bullish patterns 72
Business Objects + 186

CACT International » 186

Calpine « 58

Capital One * 58

Carnival * 58

Caterpillar + 58

Centex « 58

Cepheid » 223

Check Point Software « 81, 101

Ciena * 34-37, 100, 206, 218

Cigna= 3436

Cisco * 199

Citigroup * 38

CMGI, Inc. +24

Cobra pattern ¢ 61, 62-63

Coetficient R » See Correlation
Coefficient

Cohen, Max ¢ 1

comfort factor « 130

Computer Associates ¢ 84, 133
Comverse Technology + 83, 203
confirmation + 159
high « 159
low + 159
Consumer Price Index « 220
continuation trading + 209-13
breakout « 212
gap + 209
news * 210
conversion « 45
Copper Mountain « 24
Corporate Executive Board + 191
corporate spin * 211
correlated « 40
Correlation Coefficient » 41
Costco * 58
CPI « See Consumer Price Index

Index 305

D

data
clean » 180
download « 181
feeds + 180
mining * 34
day trader « 194
decimalization * 200
Directional Movement Index « 31
+DMI « 31
crossover ¢ 31
-DMT + 31
ratio ¢ 131
divergence ¢« 162, 206
DMI « See Directional Movement
Index
double bottom * 115-16

double top ¢ 116-18
down bid « 45

GOWI DIG

drawdown * 32
DuPont Photomasks « 58
Dynegy « 58

E

earnings * 210

eBay+24

EC ¢ See Equity Curve

ECN ¢ See Electronic Communication
Network

Electronic Communication Network ¢
197

Electro-Optical Engineering + 114

EMC+ 58

Emulex + 56, 58

Engineered Support Systems ¢ 186

EPS ranking + 150

Equal Value Umts Model + 10

ity (hirua - 22
J_t\.iulb)' LAY

ETF * see Exchange Traded Funds
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Exchange Traded Fund « 56, 147, 154
ExitFactor « 183
ExitFactor parameter ¢ 15

F

Factory Orders report + 220
fade » 3, 102

swing traders « 81
fair value-217-18

filtar
i

FilterLength parameter ¢ 90
FiltersOn parameter ¢ 23
price+23
technical+ 23
trade 22

FLIR Systems « 102

float + 85

Float Box + 87

float breakout « 86

Float Breakout System * See Acme FB
System

Float Channel « 88
lower » 98
resistance* 99
support » 99
upper * 97

Float Percentage « 89

Float Fullback System ¢ See Acme FP
System

float trading
channelbreakout « 90
channels * 89
double bottom « 102
double top « 102
Float Percentage + 102

multinla cionale « Q8
muitipie signais * ¥&

pullback« 90
stock split « 103
Test pattern = 102

Float Trading System * See Acme F
System

float turnover » 86, 101, 102

FloatFactor parameter » §8

forward guidance + 211

FuelCell Energy * 58

Function
AcmeCobra + 278
AemeDoubleBottom * 279
AcmeDoubleTop « 279
AcmeEntryTargets « 280
AcmeExitTargets « 282
AcmeFloatChannelHigh « 283
AcmeFIoatChannellLow « 284
AcmeGetFloat « 234, 284
AcmeGetFloatBars = 285
AcmeGetShares » 286
AcmeHarami « 287
AcmeHighLowIndex « 288
AcmeHook ¢ 289
AcmelnsideDay?2 « 289
AcmelnsideDayNR « 289
AcmeLogTrades « 290
AcmeNarrowRange « 291
AcmeOnAverage » 291
AcmePullback « 291
AcmeRangePercent » 292
AcmeRangeRatio « 293
AcmeRectangular » 293
AcmeRetrace[Down » 294
AcmeRetraceUp « 294
AcmeTail » 295
AcmeTest » 295
AcmeTripleBottom * 296
AcmeTripleTop = 297
AcmeVHigh » 298
AcmcVLowe 298
AcmcVolatility « 299

G

gap trading * 207-8
geometric trading
breakouts « 119
consolidation + 113
multiple signals « 114
reversal « 113
trade entry 115
trend filters » 114
goes green * 116
Goldman Sachs ¢ 38
government reports « 220
Gross Domestic Product report « 220
gurus « 188

Harami pattern * 66
hedge + 45
hedged « 4
high confirmation * 159
Historical Volatility » 27-29
30-day « 43
minimum ¢ 29
holdmg period » 18-19, 183
HoldBars parameter » 19
HOLDRS -« 182
Home Depot « 58
Hook pattern * 63, 79, 80
Household International « 58
Human Genome Sciences ¢ 58
HYV « See Historical Volatility

Navy 7 satterm
LAdy < pdliiciil

IDNR, * See Inside Day-Narrow
Range 4 pattern

ImClone Systems=201

Implied Volatility « 29
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Indicator
Acme Double Bottom + 236
Acme Double Top + 237
Acme Float Box + 240
Acme Float Channel * 242
Acme Float Percent « 244
Acme HV » 247
Acme Market Model = 252
Acme Market Patterns * 255
Acme Range Ratio « 269
Acme Rectangle = 270
Acme Spread « 234, 271
Acme Triangle * 273
Acme Triple Bottom « 275
Acme Triple Top « 275
Acme V High Zone « 276
Acme V Low Zone *« 277
indices
Arms Index (TRIN) « 164
breadth « 154
Bullish Concensus * 165
correlation < 160
market correlations + 167
New Highs * 162-63
New Lows » 163
Put/Call Ratio « 161-62
sentiment ¢ 154
Short Sales Ratio * 165-66
Volatility Index (VIX) ¢ 158-59
Ingersoll-Rand « 58
inside day » 64
Inside Day 2 pattern « 64, 137
Inside Day-Narrow Range 4 pattern »
138
inside market ¢ 198
Instinct KCN » 197
Internet Security Systems * 58
Internet stocks
crash * 85 86
Investors Business Daily « 150
Island ECN 197
It's a Mad Mad Mod  Med, World « 82



308 Index

TV ¢ See Implied Volatility

J

IP. Morgan Chase ¢ 58
Jabil Circuit « 58

Jones Apparel + 58
Juniper Networks « 98

L

Laboratory Corporation ¢ 58
least squares fitting + 124
leggmg in * 44

Lennar ¢« 58

letters and lines « 100

Level T quote « 198

Level IT quote « 198

linear regression ¢ 124
linear regression curve * 125
lines and letters « 5

liquidity « 44

Liz Claiborne « 58
LongString parameter « 167
LongString variable « 74

LookbackBars parameter ¢ 118

low confirmation * 159
low float + 85

Lowe's Companies ¢ 58
lunch « 221

M

M top ¢ 221
MA « See Movmg Average
Manugistics « 90
margin * %10
market
close + 221
open * 220
Market cycle 175

market maker + 196-97

Market Participant ID « 197

Market Patterns * 62

Market Trading System ¢ See Acme
Market System

market-neutral » 2, 39

Marriott + 58

Massey Energy * 58

Medarex » 38

Mercury Interactive + 58

MF « See Money Flow

MFT + See Money Flow Index

Micromuse « 58

Microsemi Corporation ¢ 129

Millennium Pharmaceuticals + 58

MinimumPatterns parameter » 74

minus tick « 44

model

Sentiment Model = 158-66
Monev Flow » 206

Money Flo
Money Flow Index + 206
Morgan Stanley + 58
Consumer index (CMR) « 157
Cyclical index (CYC) » 157
Moving Average ¢ 24—25
MP » See Minimum Price
MPID ¢ See Market Participant ID
multi-bar target « 16
Multimedia Games + 151
multiplicity » 114, 117

N

naming convention ¢ 13

Narrow Range « 29-30
NR4pattern « 29
Percentage « 29
Qualifier » 70

Narrow Range % pattern *+ 139

Narrow Rance 10 nattern s 130
NAITOW mangd [V paticrn 137

Narrow Range 2 pattern » 138

Nasdaq 100 Series Trust « 147, 154

Nasdaq Composite Index « 83, 145,
181

Nasdaq Workstation « 198

Network Appliance « 58

New Highs + 162-63

New Lows « 163

New York Futures Exchange + 82

Non-Farm Payrolls report « 220

NR + See Narrow Range

NR% » See Narrow Range % pattern

NRp ¢ See Narrow Range 10 pattern

NR; ¢ See Narrow Range 2 pattern

0]

open source + 4
opening range breakout « 207
ORB ¢ See Openmg Range Breakout
order
active ¢ 183
alert » 186
exit « 183
new short + 185
OSCAInc. * 205
Overture Services ¢ 186

P

PaintBar
Acme D2 « 247
Acme IDNR » 247
Acme NR « 264
Acme NRY% « 265
Acme NR2 » 265

pair trading
closmg bell » 56
closing out + 59
correlation period * 54
gaps * 12
Leader/Laggard*® 55

Index 309

leggingim « 59
morning reversal « 57
news * 56
NYSE « 54
opening bell * 56
time frame + 59
Pair Trading System * See Acme P
System
Panera « 209
paranoia * 61
pattern
bearish ¢ 72
bullish + 72
convergence * 100
earnings ¢ 61
Harami* 66
Hook « 63
Inside Day 2-64,137
Tnside Day-Narrow Range 4 « 138
Narrow Range % ¢« 139
Narrow Range 10+ 139
Narrow Range 2-138
Fullback « 67
qualifier « 70
reversal » 221
Tail * 64-66
Test- 68
V Zone + 70
Pattern Qualifier « 70
Average+ 71
Narrow Range « 70
Pattern Trading System ¢ See Acme M
System
PeopleSofts 58
Percent RiskModel » 10
Percent Volatility Model + 10-11
Philadelphia Stock Exchange
Semiconductor Sector index (SOX)
)
Uity  Sector Index (UTYy ¢ 157
Photronics * 58
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Pi-1
pivot -117
high « 117
low 117
plus tick » 44
PMC-Sierra « 80
portfolio « 7-12
positionsizing+ 10-12, 52
Equal Value Units Model « 10
Percent Risk Model « 10
Percent Volatility Model « 11
position trader + 194
PPI « See Producer Price Index
PQ - See Pattern Qualifer
price
high-priced stocks * 26
low-priced stocks ¢ 26
news * 2
principal trades « 197
Producer Price Index = 220
profit factor ¢ 32
profit target « 81
multi-bar+ 16
single-bar ¢ 16
ProfitBars parameter ¢ 16
ProfitFactor parameter « 16
Progressive » 55, 58
Protein Design Labs « 133
public display of affection + 197
Fullback pattern + 67
Put/Call Ratio = 161-62

Q

QLogic « 56, 58
QQQ + See Nasdaq 100 Series Trust
Quest Diagnostics » 58
quote
Level T« 198

T a::=1 TT 2 100Q OO
LCYCL 11 ¥ 170-7%

R

Rambus « 113, 212
range * 135
patterns « 137
Range Percentage * 64
Range Ratio « 130
range trading
consolidation + 145
DMI « 145
Range Ratio « 149
retracement ¢ 145
risk/reward ratio + 149
Range Trading System ¢ See Acme N
System
RangeFactor parameter « 106, 116
RangelLength parameter ¢ 68
RangePercent parameter + 140
RangeRatio parameter ¢ 108

ractanole o 160
1\.}\-!‘-“1151\.’ ERW ey

double « 112

intraday « 113

multiple + 114

reversal tool « 113

trend filters + 114
Rectangle Trading System + See Acme

R System
Redback Networks » 24
reference range « 106
Rent-a-Center « 191
RetraceBars parameter ¢ 130
RF Micro Devices * 57, 59
risk/reward ratio * 30
Rovyal Caribbean * 58
RP » See Range Percentage
RR ¢ See Range Ratio
RS ranking » 150, 191

A

S&P 500 « 42

fair value -217

futures « 217

futures bug « 217
Sanmina ¢ 58
SB + See Spread Band
scanning

end-of-day + 179

gaps * 206

real-time * 212
SeaChange * 132
Securities Broker/Dealer Index (X{BD)

+ 147
Sentiment Model « 158-66
Short Sales Ratio * 165-66
short selling » 44-45
ShortString parameter « 167

[ PRSI, PRS-V ) R |
DHOLLOTINE YdlldUIe = 74

Siebel Systems ¢ 58

Signal
Acme F System + 238
Acme M System » 248
Acme Market System + 259
Acme N System + 262
Acme P System » 266
Acme R System * 268
Acme Trade Manager « 272
Acme V System + 277

signal qualifiers « 13

single-bar target « 16

slope « 120

SOES « 200

software » 180-81
FirstAlert « 180
TradeStation « 180

spike ¢ 159

spoofing = 199

SpreadBand» 40, 41 - 43
Narrow 54

spread tradmg ® 215

Index

spread, bid/ask « 198
Spread, pair trading * 40
standard deviation * 43
Starwood Hotels ¢ 58
Stealth Triangle » 119
Stericycle « 114

stop
buy = 14
short+ 14

stop limit order ¢ 15
stop loss « 20
StopBars parameter * 15
Strategy
Acme All Strategies « 234, 235
Acme F Strategy « 237
Acme M Strategy * 248
Acme Market Strategy « 258
Acme N Strategy » 262
Acme P Strategy + 266
Acme R Strategy » 267
Acme V Strategy « 277
strength « 117
left » 117
right + 118
Sun-Tzu « 193
swing + 117
trader « 194
system
ATR standard « 21
buyinga+ 19
design ¢ 19, 20-21
filters « 22
rules « 21
swing trading « 3
trader « 194
SystemID parameter « 13
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table « 90
TableFactor parameter « 90
Tail pattern « 64-66, 79, 80
tape reading ¢ 203
Taro Pharmaceutical ¢ 150
Taylor Technicque
Buying Day « 19
Selling Day « 19
Short Sell Day « 19
Test pattern « 68, 79, 80, 115
THQIncorporated < 43, 51, 58, 97
Three V's « 27
TimeFactor parameter « 28
Tombstone « 223
trade
catalyst s 177
counter-trend « 101
momentuim < 199
swing * 5
trade distribution « 20
trade entry « 14-15
intraday « 115
trade exit = 15-18, 81
profit target « 149
Trade Filter
Average Directional Index « 30-31
Average True Range « 23-24
Directional Movement Index « 31
Historical Volatility « 27-29
Minimum Price « 26-27
Mowving Average * 24-25
Narrow Range = 29-30
trader
day + 194
position « 194
swing « 194
system ¢ 194
TradeStation « 234
creating a TradeStation M
archive « 230 - 31

creating a Trade Station ¢ archive
232
GlobalServer « 181
Performance Report « 32
signal names * 225
workspace ¢ 50
WorkspaceAssistant « 182
trading
automated ¢ 151
capital « 7-8
firm « 19495
fixed costs « 8-9
halt « 218
income* 8
Level Il = 203
margin ¢ 10
system « 19-20
Trading Model ¢ 6-31
Portfolio « 6
trading system
design « 20-21
filters « 22-31
performance « 32-34
rules « 21
trend reversal « 214
triangle+ 11921
descending + 188
symmetrical « 188
trend « 120
trend line « 120
TRIN « See Arms Index
triple bottom « 118
triple top * 119
TriQuint Semiconductor + 57, 59
True High » 23
True Low « 23
True Range * 23
Tuesday Turnaround = 123
Tyco« 178

U

UnitedHealth Group « 59

up bid « 45

Upside/Downside Ratio + 164
uptick rule « 45

vV

V bottom « 221
V Zone pattern « 70, 124
VeriSign « 58
Veritas Software « 131
vigorish « 27
VEX ¢ See Volatility Index
volatility « 26, 36
Volatility Index « 158-59
Volatility Percentage « 24
volatility trading
50-day moving average ¢ 130
gap down « 133
intraday « 131

Volatility Trading System ¢ See Acme

V System
VolatilityFactor parameter « 70
volume

average daily « 205

Index

filter » 205
VP « See Volatility Percentage

w

W bottom « 221
watch list « 178
webMethods « 131
weekend « 123
WellPoint Health « 59
Wide Range « 30, 136
Williams, Ted « 135
WR- See Wide Range

X
Xilinx « 58
A"

s

Yahoo = 24

Ve

zero-minus tick « 44
zero-plus tick « 44
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