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Anti-Martindale betting strategy, 74, 78, 79
APS Automatic Pattern Search:

abbreviations of, 137–138
attainable profitability levels example,

113–118
delayed entry signals and, 123–127
price pattern formations and, 129–135
robustness of price patterns example,

127–129
ATS (alternative trading systems), 30

Back testing:
history of term, 91
methodology for system development and,

91–98
pitfalls, 98–104
process of synthesis and, 110–111
software program limitations, 98–101
variation due to historical data, 101–104,

106–107
Bear markets:

equity markets and, 10
forex markets and, 12
futures and, 9

Bernoulli Trials, 66
Bid–ask spreads, 31–32
Bubble market period, 21–22

Capital requirements, risk management and, 7,
10, 68–73

equities trading, 71–73
futures and forex trading, 70–71

to start trading, 68–69
trading on margin, 69–70

Central banks, forex trading and, 13–14
Charting, see Technical analysis
Collateralized mortgage obligations, 6
Commissions:

effect on profitability, 53–56
forex markets and, 12
intraday trading and, 30–31
short-term trading and, 35

Commodity futures, see Futures markets
Complexity versus simplicity, in trading

systems, 86–87
Consecutive losing trades, 64–67
Continuation signals, back testing and, 99–101
Counterparty credit risk, futures markets and,

7
Currencies trend, 13, 14

Daily price limits, futures markets and, 8
Dark liquidity pools, 30
DAX futures, attainable profitability levels

example, 112–118
DAX patterns:

EasyLanguage® code, 163–165
Metastock® formula code, 163
Wealth-Lab script, 165–167

Delayed entry signal, determination example,
118–127

EasyLanguage® code:
attainable profitability levels example,

117–118
DAX patterns, 163–165
delayed entry signals and, 122–127
FTSE patterns, 169–173
QQQQ patterns, 140–145
robustness of price patterns example,

127–129
SPY patterns, 153–158

Efficient market hypothesis, 26
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Equity markets:
basics of, 6–7, 10–12
bear markets and, 9
capital requirements and, 71–73
24-hour nature of, 15
zero-sum game and, 11–12, 20

EUR/USD pair, 13, 14
Exchange traded funds, 10. See also QQQQ

patterns; SPY patterns

Fixed fractional position sizing, 73–74, 76–78
Fixed income securities, 6
Forex markets:

basics of, 6–7, 12–14
bear markets and, 9
capital requirements and, 70–71
daily limits and, 8
24-hour nature of, 15
zero-sum game and, 12, 13–14, 19–20

Forward testing, 127
FTSE futures:

attainable profitability levels example,
112–118

delayed entry signals and, 123–127
FTSE patterns:

EasyLanguage® code, 169–173
Metastock® formula code, 167–169
Wealth-Lab script, 173–178

Fundamental analysis, 25–27
used with technical analysis, 29

Fundamental law of risk management, 68
Fundamental law of trading strategies, 50–53
Futures markets:

basics of, 6–10
capital requirements and, 70–71
24-hour nature of, 15
zero-sum game and, 10, 19–20

Historical data, back testing limitations and,
101–104, 106–107

Hybrid trading methodologies, 29

Implementation, of trading system model, 94,
106

Insiders, zero-sum game and, 22
Intel Corp., 11, 39–40
Interest rate swaps, 6
Intraday trading, 30–33

back testing versus actual performance, 90
fundamental analysis and, 27
increase in volume of, 32
intraday/short-term trading, 38–40
profitability, 30–32
profitability and time frames, 56–58, 59
profit factor, 50

psychology of, 33
scalping in, 32
trading system models and, 96

Kelly formula, position sizing and, 46, 74–76, 78

Leading indicators, 87
Leverage:

equity markets and, 10
forex markets and, 12
futures markets and, 7–8

Liquidity:
equity markets and, 10
forex markets and, 12

Locked limits, on futures, 8–9
Longer-term trading, 35–38

fundamental analysis and, 27
price pattern formations and, 129–135
price patterns example, 129–134
profitability, 36
profitability and time frames, 56–58
psychology of, 38
short-term/longer-term trading, 39, 41–42
trading system models and, 96
trends and, 36–38

Losses, probability of ruin, 64–68
Lumber futures, 8–9

Margin requirements, 69–70
equity markets and, 10
futures markets and, 7

Markets, basics of, 3–16
decisions and trading in specific, 15–16
equity markets, 6–7, 10–12
forex markets, 6–7, 12–14
futures markets, 6–10
operational structure of, 3–6

Martindale betting strategy, 74, 78
Metastock® formula code:

attainable profitability levels example,
116–118

DAX patterns, 163
delayed entry signals and, 122–127
FTSE patterns, 167–169
price pattern formations and, 132–135
QQQQ patterns, 138–140
robustness of price patterns example,

127–129
SPY patterns, 149–153

Methods of trading, 25–29
combining of, 29
fundamental analysis, 25–27
technical analysis, 25–26, 27–29

Microsoft Corp., in price pattern example,
129–135
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Model identification algorithm, 109–110
Model search, during system development,

92–94
Modifications, to trading system model, 96–98,

107
Money management, see Risk and money

management
Mortgage obligations, collateralized, 6

NASDAQ QQQ, price pattern robustness
example, 127–129. See also QQQQ patterns

Online order entry:
intraday trading and, 32
markets and, 6–7
technical analysis and, 28

Optimal-f, 74
Optimized systems, 63
Optimum compromise point, in trading

systems, 86
Optimum trade input delay, example of

determination of, 118–127
Over the counter (OTC) market, 10

Participants in market, proper perspective and,
4–6

Point of optimum compromise, in trading
systems, 86

Position sizing, risk management and, 64,
73–76

Price concession, 36
Price movements, basis of, 5
Price patterns:

attainable profitability levels example,
113–118

delayed entry signal and, 118–127
introduction to, 120–122
robustness example, 127–129
short-term trading and, 35

Probability of ruin, 64–67
Probability theory, risk management and,

64–68
Profitability, see also Profitability rule

determining attainable levels example,
112–118

intraday trading and, 30–32
longer-term trading and, 36
short-term trading and, 33–34

Profitability rule, 44, 45–61
effect of commissions on, 53–56
examples, 60–61
fundamental law of trading strategies and,

50–53
importance of quantitative derivations,

45–46

mathematical derivation of, 46–50
time frames of trading and, 56–60
trading system models and, 96

Profit target, 112, 121

QQQQ patterns, 10
EasyLanguage® code, 140–145
Metastock® formula code, 138–140
Wealth-Lab script, 145–149

Random events, equity markets and, 11
Ratio of average winning to average losing

trade, see Profitability rule
Reality, importance of model’s conformance

to, 87–88
Retail disadvantage:

forex markets and, 13
zero-sum game and, 22–23

Risk and money management, 43, 63–81
beginning plan for, 78–79
capital requirements and, 68–73
examples, 80–81
fundamental law of, 68
futures markets and, 8
Kelly formula in, 75
Martindale and anti-Martindale betting

strategies and, 74, 78, 79
position sizing and, 64, 73–76
probability theory and risk of ruin, 64–68
risk percent position-sizing method, 73–74,

76–78
zero-sum game and, 18–19

Risk percent position-sizing method, 73–74,
76–78

Scalpers:
intraday trading and, 31–32
profit rule and, 60

Short-term trading, 33–35
fundamental analysis and, 27
intraday/short-term trading, 38–40
price pattern formations and, 129–135
profitability, 33–34
profitability and time frames, 56–58, 59
profit factor, 50
psychology of, 34
short-term/longer-term trading, 39, 41–42
technical analysis and, 34–35
trading system models and, 96

Simplicity versus complexity, in trading
systems, 86–87

Simulation, see Back testing
Slippage, 85
Split-adjusted stock data, back testing

limitations and, 101–104
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SPY patterns, 10
EasyLanguage® code, 153–158
Metastock® formula code, 149–153
Wealth-Lab script, 158–163

Stocks:
basics of, 6–7, 10–12
bear markets and, 9
capital requirements and, 71–73
24-hour nature of market, 15
zero-sum game and, 11–12, 20

Stop-loss, 76–77, 112, 121
Success rate, see Profitability rule
Synthesis, of trading systems, 83, 94, 105–136

attainable profitability levels example,
112–118

move from analysis to, 106–108, 111
optimum trade input delay example, 118–127
price pattern robustness example, 127–129
price pattern trend following example,

129–135
process of synthesis, 108–111
trial and error methodology and, 105–106

Systematic trading, see Trading systems,
analysis of; Trading systems, synthesis and
automation of

Technical analysis, 25–26, 27–29
intraday trading and, 32
longer-term trading and, 36–38
short-term trading and, 34–35
used with fundamental analysis, 29

Time and sales reports, forex markets, 12
Time frames of trading, 29–42

back testing versus actual performance,
90–91

intraday/short-term trading, 38–40
intraday trading, 30–33
longer-term trading, 35–38
profitability, 56–60
short-term/longer-term trading, 39, 41–42
short-term trading, 33–35
trading system models and, 96, 97

Tradestation EasyLanguage® code:
attainable profitability levels example,

117–118
DAX patterns, 163–165
delayed entry signals and, 122–127
FTSE patterns, 169–173
QQQQ patterns, 140–145
robustness of price patterns example,

127–129
SPY patterns, 153–158

Trading strategies, fundamental law of, 50–53
Trading system model, 83, 85

defined, 88
theoretical versus practical, 88–89

Trading systems, analysis of, 83, 85–104
back testing and system development,

91–98
back testing’s pitfalls, 98–104
modeling of trading systems, 87–91
simplicity versus complexity in, 86–87
suitability and, 95–96

Trading systems, synthesis and automation of,
83, 94, 105–136

attainable profitability levels example,
112–118

move from analysis to, 106–108, 111
optimum trade input delay example, 118–127
price pattern robustness example, 127–129
price pattern trend following example,

129–135
process of synthesis, 108–111
trial and error methodology and, 105–106

Trend trading/following, 35–38
fundamental analysis and, 27
price pattern formations and, 129–135
price patterns example, 129–134
profitability and, 36
psychology of, 38
short-term/longer-term trading, 39, 41–42
time frames and profitability, 56–58
trading system models and, 96
trends and, 36–38

24-hour electronic trading markets, 15

Validation, of trading system model results, 95,
107

software program limitations and, 98–101,
104

Volatility, technical analysis and, 28

Wealth creation period, 20–21
choosing market based on, 22

Wealth-Lab script:
attainable profitability levels example,

117–118
DAX patterns, 165–167
delayed entry signals and, 122–127
FTSE patterns, 173–178
QQQQ patterns, 145–149
robustness of price patterns example,

127–129
SPY patterns, 158–163

Zero-sum game, 15–16, 17–23, 136
equity markets and, 11–12, 20
forex markets and, 12, 13–14, 19–20
futures markets and, 10, 19–20
losses and profits and, 17–19
realities of, 22–23
wealth creation exception to, 20–21


