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=KRIUSKúZUú<UR[SKúè

Welcome to Volume 2 of the Omega Research System Trading and 
Development Club,  the newest learning tool offered by Omega Research to 
help you make the most of your trading potential. 

This second volume of the Omega Research System Trading and 
Development Club contains 10 new systems we’ve created to help you get 
started developing your own systems. I t also includes a new appendix, 
Appendix A, tit led, “Volume in Review,” which contains feedback on and 
corrections, when necessary, to the previous volume, which in this case is 
Volume 1. Those wanting additional discussion on the systems wil l  benefit 
from this appendix.

The systems presented in this volume incorporate popular concepts such as 
the Head and Shoulders pattern, price and volume relationships, Boll inger 
Bands, and ADX. As in the first volume, we identify the most common 
problems with these types of systems and provide techniques to overcome 
them as well as present dif ferent ways of using them. By reviewing and 
testing these 10 systems, you’l l be able to understand these techniques and 
use them, or a variation of them, in your own systems. 

This book walks you step-by-step through the process we went through to 
develop these systems, from coming up with a feasible trading idea, to 
writing down your trading rules, to writ ing them in EasyLanguage, to taking 
into consideration money management and risk control factors. Our goal is 
for you to understand why we wrote these systems the way we did. 
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We recommend you study the EasyLanguage techniques we used, look at the System Report, 
read about the factors we took into account to deem that a system may have merit, and think 
about how you can combine some of these popular ideas with your own to develop a system 
you want to trade.

IMPORTANT NOTICE: The trading systems in this book are examples only, and have been 
included solely for educational purposes. Omega Research does not recommend that you use any 
such trading system, as the use of any such trading system does not guarantee that you will make 
profits, increase profits, or minimize losses. The sole intended uses of the trading systems included 
in this book are to demonstrate the ways in which EasyLanguage can be used to design personal 
trading systems and to show some examples of how certain popular, well-known trading strategies 
may be incorporated into personal trading systems. 

This book begins by discussing some of the broader concepts of system development before moving on 
to the description of each system. We grouped the different types of systems together. The contents are:

� Chapter 1: General System Development Concepts

� Chapter 2: Trending Systems

� Chapter 3: Support & Resistance Systems

� Chapter 4: Volatility Breakout Systems

� Appendix A: Feedback on Volume 1

� Index

IMPORTANT NOTE: We suggest you read the book from front to back because there is instructional 
material in each section and it is not repeated throughout.

When you join the Omega Research System Trading and Development Club, approximately every two 
months you’ll receive a new volume containing new systems along with the comprehensive handbook 
explaining in detail each system and the process used to develop it. 

Keep in mind that the club is risk free—if you’re not completely satisfied with any of the volumes you 
receive, simply return it within 30 days for an immediate refund. When you return a volume, unless you 
cancel your membership, you will still be a member of the club and receive the next volume. Of course, 
you can cancel your membership at any time without further obligation. But we’re confident you’ll find 
each volume worth your while! 

If you have any questions regarding the club, please call Omega Research at (800) 439-7995, or 
(305) 551-9991 outside the US. 

Omega Research is committed to enhancing individual trading potential through quality education. To 
learn more about system trading, an Omega Research product, or EasyLanguage, visit our web site at 
www.omegaresearch.com or call (800) 439-7995 (outside US 305-551-9991) and ask about the 
following educational services: 

<OJKUú)U[XYKY
We offer a comprehensive video course, called Becoming Fluent in EasyLanguage. This course 
introduces you to EasyLanguage, starting with the very basics and taking you through writing actual 

)UTZKTZYúGZúGú-RGTIK
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trading systems. It includes a follow-along workbook that contains exercises and real-life examples and 
applications. 

Once you finish this course, you’ll be able to write your own indicators, ShowMe and PaintBar studies, 
and trading systems. This course is perfect for those who want to learn EasyLanguage at their own pace. 
See for yourself, call now to place a risk-free order.  

=UXQYNUVY
Omega Research offers a variety of workshops on the products and technical analysis. Workshops are 
an excellent way to learn how to use the products, learn about technical analysis and system trading and/
or EasyLanguage. Spend a day with a Product Training Specialist and exchange ideas with other users 
like yourself. All workshops provide a 100% satisfaction guarantee. Call now for more information or 
to register—space is limited!

+GY_2GTM[GMKú8KYU[XIKú)KTZKX
One of the best ways to learn is by example, and the EasyLanguage Resource Center on our web site is 
an excellent source of examples. In this Resource Center, we list all the analysis techniques—indicators 
and trading systems—published in the Technical Analysis of Stocks and Commodities magazine, as well 
as popular analysis techniques worth taking a look at. Access to this Resource Center is free of charge, 
feel free to download and review any of the analysis techniques and their descriptions. Our web site 
address is www.omegaresearch.com.

To begin reviewing your systems, transfer the analysis techniques into your TradeStation library and 
then apply the system you want to review to a chart. Use the System Report to view the system results 
and take a look at the EasyLanguage instructions by opening the system in the PowerEditor. 

To transfer the analysis techniques into TradeStation:

1. Place the System Trading and Development Club CD in the CD-ROM drive. 

2. Start the PowerEditor. In Windows 95, click Start, choose Programs, choose Omega 
Research and choose TradeStation PowerEditor. In Windows 3.x, choose TradeStation 
PowerEditor from the Omega Research program group. 

3. In the PowerEditor, use the File - Open menu sequence. 

4. Click Transfer. 

5. Select the Transfer analysis techniques FROM EasyLanguage Archive File option and 
click OK . 

6. Click Scan.

7. In the Enter drive letter to scan edit box, enter the drive letter for your CD-ROM drive 
(normally D), and click OK . The ELA file on the CD is placed in the list. 

8. Choose MARAPR98.ELA  from the list and click OK .

9. In the Transfer dialog box, select Transfer All  and click OK . 

10. Once the files are transferred and verified, a dialog box appears informing you that the 
transfer was performed successfully. Click OK . 

For your convenience, the names of the systems in this volume all begin with STAD2. You can now open 
the systems in the PowerEditor and view the EasyLanguage instructions and/or apply them to a chart in 
TradeStation. You can remove your CD from the CD-ROM drive and store it in a safe place. As you 
apply the systems and work with them, refer to this book for detailed explanations of the systems and 
the EasyLanguage used to create them. For instructions on applying systems and viewing the System 
Report, please refer to your TradeStation User’s Manual.  

-KZZOTMú9ZGXZKJ
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Note to SuperCharts Users: To transfer the systems into SuperCharts, use the Tools - QuickEditor 
menu sequence and select Transfer. Keep in mind, however, that although you can apply the systems 
in SuperCharts, you will not be able to view the EasyLanguage instructions in the QuickEditor. This 
is because the systems were designed in the PowerEditor. Also, if you are using SuperCharts End 
of Day, some of the systems will not apply as they are designed for intraday trading. Since the 
purpose of the Club is to provide you with a learning tool, and viewing the EasyLanguage 
instructions is an essential part of this learning process, the use of this club for SuperCharts users 
is limited. 

Note to TradeStation or SuperCharts 3.x Users: The systems for the Club were designed using 
TradeStation 4. As such, some of the features used, such as automatic drawing of trendlines and/or 
text, are not available in previous versions of TradeStation (or SuperCharts). An effort is made to 
provide a variety of systems that incorporate both long standing and new features, however, keep 
in mind that as new features are developed, we will naturally want to showcase and educate users 
on these features; therefore, users of the most recent version of our software will be able to make 
the most use of the Club.  

Depending on your question, there are two resources at your disposal: the EasyLanguage Support 
Department and the STAD Club E-Mail Address.  

+GY_2GTM[GMKú9[VVUXZú*KVGXZSKTZ
The EasyLanguage Support Department provides EasyLanguage support via fax and is designed to 
help you troubleshoot an analysis technique or trading system you are currently working on. For 
example, if you are incorporating a trading system from the Club into your own and have a question 
about the implementation, the EasyLanguage Support Department can answer it. 

Please keep in mind; however, that while this department can answer any EasyLanguage question, 
it cannot answer questions about the STAD Club specifically, such as the theory behind a system in 
the Club, why a system was developed a certain way, or why the system is not performing as you 
expect it to, etc.

Fax Number
(305) 221-6831 

Be sure to include the following information in your fax:

� Name 
� Security Block or Customer ID Number
� Telephone Number
� Fax Number
� Product you own
� EasyLanguage instructions you are working on
� Detailed description of your problem

Please allow 48 hours for a response. 

9:'*ú)R[Hú+í3GORú'JJXKYY
Another resource at your disposal is the STAD Club e-mail address:

stadclub@omegaresearch.com

Please send any comment, suggestion, or question regarding the systems in the Club to the STAD 
Club e-mail address, and each subsequent volume we will publish the most common suggestions and 
questions. IMPORTANT: When you send a message to this e-mail address, you will not receive a 
response directly; your message will be reviewed and the answer incorporated into the next volume 
of the STAD Club, when applicable. 

5HZGOTOTMú:KINTOIGRú9[VVUXZ
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As you are developing your systems, there are certain rules of thumb that you should 
follow. These are guidelines that our users have discovered through years of trial and 
effort, and we are providing them for you here. 

Both Chapter 1 from Volume 1 and this chapter were adapted from Charlie Wright’s 
book on system testing and development, Trading as a Business, currently available 
from Omega Research. It is the definitive book on system testing and development and 
puts years of successful experience at your fingertips. 

This chapter discusses the idea of setup and entry, and explains how essential it is to 
use both together when developing your system. Most beginning system traders work 
on setups or entries only, completely ignoring an entire half of the system development 
puzzle. They discard valid ideas because they attempt to use them by themselves rather 
than as part of the setup and entry team, and deem them unsuccessful when in fact they 
could have been a valuable component of a successful system. 

We strongly recommend that before you begin developing your systems, you read this 
chapter—it could save you hours of work and headaches!

/Tú:NOYú)NGVZKX
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Once you have clearly defined the direction in which you are heading with your system, that is, 
once you’ve decided on the system type and market type you are going to trade, and have a feel 
for the types of patterns on which you want to capitalize, now is the time for a brainstorming 
session. You should sit down in front of your computer with TradeStation and start to develop 
the set of rules that actually make up your trading system. 

Many traders at one time or another have become frustrated with system development. Not 
because they don’t like it, but because they have run out of new ideas to test, or haven’t found 
anything that works for them. For example, most traders have tested the Dual Moving Average 
Crossover System sometime in their trading career. Usually, the trader will look at this system 
and believe that the only thing to test is the length of the two averages; they will experiment 
with many different lengths for the averages. When they don’t find any that work to their 
satisfaction, they discard the dual moving average system concept entirely, and move on to 
something else. They keep looking for that Holy Grail indicator that they can instantly make 
into a system. We have all been there, and have all discarded a lot of great ideas. However, more 
often than not, the discarding of an idea is a mistake. 

For the most part, any indicator can be made into a profitable system. Yes, any indicator. When 
we discard the moving averages, it is usually a mistake because the moving averages by 
themselves only represent one half of the system development puzzle. This half is what we refer 
to as the “Setup” of a system. The second half of a system, the half that most traders ignore 
completely, is what we call the “Entry.” 

In this chapter, we’ll talk about exactly what these two terms mean, and more importantly, how 
using them together can turn something as mundane as a moving average crossover into a 
promising new trading technique. 

:NKú3GMOIúULú9KZ;VúGTJú+TZX_ú
The secret to successful system development is to look at a method, or indicator, in an 
unconventional manner. The trick is to use it in a different and unique way. With Setup and 
Entry, you will look at system development in a completely different way. As you’ll soon see, 
it can provide you with a whole new world of exciting possibilities and ideas to test. It will lift 
you out of the rut of simply optimizing standard indicators and give you a method of organizing 
your creativity. 

:.+ú9+:;6ú
The Setup is the condition or set of conditions that are necessary prior to considering taking a 
position in the market. It is the indicator or group of indicators that tell you to get ready to buy 
or sell. Setups don’t get you in the market, they simply make you aware that a trade is in the 
making. 

Examples of setups for a trend-following system: 

� A fast moving average crossing a slow moving average 

� The ADX indicator in an up-trend 

� Prices moving outside of a price channel 

Examples of setups for a support and resistance system: 

� The RSI moving into oversold territory (below 20) or into overbought territory (above 80) 

� SlowD crossing SlowK when using the Stochastic Indicator 

� Prices reaching the upper or lower line of a moving average envelope
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Examples of setups for a volatility expansion system: 

� An opening price gap over the high of the previous bar 

� The current bar’s range is greater than the average range of the last three bars 

� The difference between two moving averages on the current bar is greater than the average 
difference of the last 10 bars 

There are countless other indicators and conditions that could be used as setups. In the final 
analysis, you are limited only by your creativity. There is only one constraint that you should 
impose upon yourself. It is essential to recognize the type of system you are trying to develop 
and use the different indicators accordingly. You do not want to use a moving average crossover 
for a support and resistance system unless you are using it in a unique way. You would not 
choose to use the stochastic indicator for a trend-following system unless you had completely 
re-configured how it is used. Most system traders do not recognize that these indicators only set 
up the trade. They are unaware that there are a multitude of ways to actually get in the market 
once the setup has occurred. They are not aware that setups are only part of the equation and 
are not particularly profitable in and of themselves. 

Beginning system developers get discouraged when they try to develop profitable systems from 
setups only. They quickly run out of ideas to test, because they use up all their ideas as setups 
without trying to combine them with various complementary entries. By trading only setups, 
you lose the added precision, accuracy and increased profitability of a system that uses both 
setup and entry. If trading setups by themselves worked, and was profitable, trading would be 
easy and all traders would be rich. 

:.+ú+4:8?ú
An entry is the signal by which the system purchases the contract in the market. It is the 
technique that you use to take a market position once the rules for the setup have been met. 
Entry selection is dependent on the type of setup you’ve designed. You may choose to trade a 
trend-following system, an S/R system, or a volatility expansion system. The entries are 
designed differently depending on the type of system you choose to trade. Many beginning 
traders devise systems that only trade entries. These are not as effective and are usually less 
profitable than systems that utilize both a setup and an entry. Systems based only on entries tend 
to have too many trades and a low percentage of profitable trades. There are two rules to which 
all entries must adhere: 

Entry Rules
1. Prices should confirm the direction indicated by the Setup before a taking a position. 

2. The Entry should guarantee that a system will capture every price move for which it is 
designed.

Entry Rule #1 requires prices to move in the expected direction before entering the market. If 
our setup indicates a long position, we would require the price action to move up in some 
specified manner before we would be comfortable taking a position. We want the price action 
to confirm the setup and force us into taking a position. For instance, let’s assume that on 
today’s close our setup has given us a long signal. We might require a breakout above the high 
of today’s bar to confirm that the market is in bullish mode. With this breakout as a condition 
of entry, we have now required specific market action in the direction of the setup before we 
risk taking a market position. 

Some examples of buy entries are: 

� A buy stop on tick above the current bar’s high 

� A buy stop over the highest high of the last three bars 
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� Buy at market after several consecutive up closes 

� Buy at market after a close over the previous bar’s high 

� Buy on a close that is greater than the open 

� Buy on a stop, one tick above the last swing high 

� Buy at the market on the close of a key reversal bar 

When deciding on what type of signal to use as your entry, it is important to keep in mind the 
type of system you are trying to create. There are certain types of entries you don’t want to use 
with setups because they have basic flaws that may allow the system to miss the big move. 

Entry Rule #2 is to make sure that our entry guarantees that we will be in on every move that 
the system was designed to catch. The strength of this guarantee is the criteria by which you 
should judge the viability of all entries. An entry is flawed if there is even a slight chance that 
there could be a big move that the entry would miss. This is a very important system 
development principle that you should think about. 

For example, you do not want to use a key reversal signal as the only entry for a trend-following 
system. There is absolutely no assurance that once the trend setup has occurred that a key 
reversal will follow. It is possible that after the moving averages have crossed, giving us a buy 
setup, the market may very well embark on a long up-trend without as much as once having a 
key reversal bar. Without the key reversal bar, we would not enter the market even though the 
trend setup has given us a signal. Without the key reversal bar, we will miss the big move. And 
missing the big move is the worst outcome for the trend trader. 

Another example of a faulty entry is an entry that consists of three consecutive up or down 
closes. There is no guarantee that given a setup, this pattern will occur. The market may embark 
on a long trend without having three consecutive up or down closes in a row. It is possible that 
a trend-following system with this entry could miss the big move, and this possibility is a flaw 
in the system design that should be avoided. That is not to say however that key reversals or 
consecutive closes should not be used. You could compensate for their shortcomings as entries 
by including an additional entry or entries in the system that would serve as a backup. The entry 
or combination of entries must guarantee that the system will be in the market should any large 
trend develop. 

;TJKXYZGTJOTMú*OLLKXKTZú5XJKXú:_VKY
The only limit to creating viable entries is your creativity. There are potentially many 
techniques that make interesting entries. However, entries are also dependent on the type of 
order used. There are four basic orders that are commonly used for entries: Market orders, Stop 
Close Only orders, Stop orders, and Limit orders. Not all of these orders are available on every 
exchange. You should check the exchange you will be trading on for a list of the available order 
types. 

3GXQKZú5XJKXYú
A market order is used to enter the market without any restrictions on what the price should be. 
This order is commonly placed on the open of the day (market on open) or close of the day 
(market on close). However, market orders may also be placed anytime during the day by 
calling your broker and either buying or selling “at market.” 

Although market orders fulfill the criteria for Entry Rule #2, they are deficient because they 
violate Entry Rule #1. Market orders (market on close, market on open) are not entries at all. 
They are simply the obvious and easiest way to put on a trade. Market orders may be turned into 
viable entries by adding another condition to them that will signal an implied direction. 

For example, an effective use of a market order would be to “buy tomorrow at market if the open 
tomorrow is greater than the high of today.” This forces the market to indicate a direction, 
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presumably in the direction of the setup (in this case up) before we enter the market. A market 
order may be used to enter the market, but should always be used with at least one more 
condition in order to fulfill Entry Rule #1. 

9ZUVú)RUYKú5TR_ú5XJKXYú
Stop Close Only (SCO) orders are market orders with an important twist. The twist is that to 
enter long, the market must close above a price that we have pre-selected. For a sell, the market 
must close below our pre-selected price. An example is to buy a contract on the close at 856.30 
SCO. This means that if the price closes at or above 856.30, the market will fill your order at 
the market. The idea is that with an SCO order, you have placed an important restriction on the 
market order, making it a viable entry. This forces the system developer to find a price that the 
market must close above (or below) before the system takes a position. By placing this 
restriction on a market order, we have turned it into a valid type of entry.

9ZUVú5XJKXYú
The easiest way to create a valid entry is to use a stop order. By its nature, a stop requires the 
market to pass through a certain pre-selected price before a contract is bought or sold. Using a 
non-removable stop order is the best way to create innovative entries and confirm the entry 
rules. The reason stop orders are generally superior to SCO orders is that they guarantee that 
your system will enter the market regardless of when during the day the price is hit. You will 
not have to wait for the close and you may catch a big intraday move that would be lost if you 
waited for an SCO. 

An example of using a stop order as an entry is the bar breakout entry. If today our setup turns 
bearish, we would place a sell order one tick below today's low. Unless prices move below this 
price, forcing a confirmation of the set-up, the system would not take a short position in the 
market. The same mechanics would hold true for a long signal. Stop orders that are not removed 
are also the best guarantee that the system will be in for the big move. 

Placing a permanent sell stop (good until cancelled) below the current price provides the best 
assurance that you will be in on any move beyond that price. The floor brokers must fill your 
order as soon as they can once that price is hit. This guarantees you will be in on the move, 
although there is no guarantee as to the exact price (this difference between the stop and the fill 
price is slippage). 

2OSOZú5XJKXYú
Limit orders are the opposite of stop orders. By their nature, limit orders require prices to be 
traveling in a direction opposite the setup. The primary intent of the limit order is to place a 
resting buy order somewhere below the present market price. This is an attempt to pick off a 
lower and better price than where the market is currently. You may also place a resting sell order 
above the current price to sell at better than current prices. 

Limit orders are primarily used in support and resistance systems and are generally not 
effective. Assume that the market is now trading at 258.00. The mechanics of a limit order are 
to place an order to buy a contract or share at 256.50 limit (or better) or sell at 258.50 or better 
(limit). This means that the floor brokers who are filling your order will only attempt to sell your 
contract at a price equal to or above 258.50. If the broker cannot sell the contract at or above 
the price, you will not be in the market. The same strategy is used with the limit buy order. 

The limit order does not conform to Entry Rule #1 because it does not force prices to move in 
the direction of the set-up before entry. There could be a case in which a lower limit price was 
not reached before the market took off in a big up move. Even if the market by chance should 
hit this price, there still is no guarantee that the broker will be able to fill the price. Unlike a 
stop, which becomes a market order at the prescribed price, a limit order must be filled at or 
better than the prescribed price. The market may trade at that price for only one or two trades, 
and then move away quickly. If your broker is not the fastest broker, you may not get filled even 
though the market traded at your prescribed price. 
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Limit orders violate both Entry Rule #1 and Entry Rule #2, therefore, we do not recommend 
them for use as an entry. 

+\GR[GZOTMú+GINú)USVUTKTZ
The basic premise is that most new system developers do not organize their systems in this 
manner. They use either setups or entries, but not both. Using a setup or entry on its own 
generally does not work. The power comes when you combine the two. 

A very effective method of evaluation is to compare the performance of each of the components 
of a system by themselves as well as the final system—take a look at how the setups perform 
on their own and at the profitability of the entry or entries by themselves. Compare these with 
the performance of the final system, which includes both the setups and entries. With this type 
of comparison, you are able to gauge what the different characteristics of each component are 
and what they add to the mix. This will let you determine whether or not the whole is greater 
than the sum of the parts. 

What you should find is that the combined setup and entry system is the most profitable. You 
should find that setup and entry, and its rules, worked its magic and gave you a better system 
than any of the components could deliver by themselves. 

By a better system, we mean one that you could trade with confidence. Ultimately, the question 
you have to ask yourself is could you trade this system? Could you trade and stick with the 
system you have designed? Just because the system is profitable and meets our system 
development criteria does not mean it is one we could or would want to trade. Just because it is 
profitable does not mean that you are emotionally able to trade it. So many traders create or 
purchase very profitable systems, but because their personality doesn’t match the system, they 
still lose money, all the while lamenting the fact that they can’t stick to the system.

9[SSGX_
Trading the setup and entry concept and making sure that you follow the rules gives far superior 
results when compared to trading either setups or entries by themselves. Using both a setup and 
an entry together enhances the performance and profitability of a system. Here’s how you can 
summarize how you should think about setups and entries: 

AIM WITH THE SETUP
PULL THE TRIGGER WITH THE ENTRY 

Always use the concept of setup and entry to develop systems. There are two distinct parts to 
system writing and keeping these two components in mind will help you to organize your 
thoughts and design a sound strategy. Above all, this blueprint for system development opens 
up a whole new range of possibilities for you to test.
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Trending systems are systems designed for trending markets—they have the following 
characteristics:

� The systems are designed never to miss the big move; they will either always be 
in the market or contain stop orders that will stop you into the market.

� They attempt to limit losses during the market’s sideways mode; no system will 
make money in every market condition, but a good system will limit losses in 
market conditions for which it was not designed.

� Profits are concentrated in a few big trades; they have a low percentage of 
profitable trades. This makes them psychologically difficult to trade and 
underscores the importance of never missing a big move.

Even though trending systems are difficult to trade, they are popular—it’s human 
nature to want to cash in on the big moves. In this chapter, we present three trending 
systems that differ in their approach but are all designed to capture big moves and limit 
losses during directionless and/or volatile phases.

/Tú:NOYú)NGVZKX
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The ADX is a unique indicator that shows the strength of the current trend; that is, whether or 
not the market is trending, and if so, how strong the trend is. The ADX Indicator does not 
indicate whether the trend is up or down, just whether or not it is trending and the strength of 
that trend. In fact, we consider the value itself of the ADX to be unimportant—what matters is 
the direction in which it is moving.  

We have seen that markets that usually trend are likely to fall into non-trending periods 
characterized by a low or decreasing ADX. These non-trending periods are called sideways 
markets, congestion, or consolidation periods, and are usually a setup phase before the next 
trending period starts. When the value of the indicator is increasing, it means that the current 
trend is strong. Therefore, we decided to build a system around an ADX Indicator, using it to 
help us determine when the market is falling into a non-trending period and when it looks like 
the market is beginning a rally, either bullish or bearish. 

To determine if the ADX is increasing or decreasing compared to the previous bar, we subtract 
the previous bar’s ADX from the current bar’s ADX. This enables us to quickly see where the 
ADX is going. Again, when the value of the indicator is increasing, it means that the current 
trend is strong, and when it is decreasing, or low, we assume the market is in a sideways mode, 
and we start looking for the expected bullish or bearish rally, characterized, again, by an 
increasing ADX. 

Following the differential value between the current ADX and the previous ADX will 
sometimes give you a large number of consecutive crosses over and under zero, so instead of 
using the raw differential, we will smooth it out by producing a 4-bar exponential average of 
the differential, and use this value instead. For the purposes of this discussion, we’ll refer to this 
exponential average of the differential as Delta Average. 

Figure 1 shows an ADX indicator that we wrote applied to a chart. We wrote this ADX Indicator 
using the exact formula we use in our system. We wrote it as an indicator as well so that we 
could visually follow the system. The indicator is called STAD2: ADX Diff.

,OM[XKúéìú:NKú9:'*è ú'*>ú*OLLú/TJOIGZUXúGVVROKJúZUúGúINGXZìú4UZOIKúZNKúXOYKúGTJúLGRRúULúZNKú*KRZGú'\KXGMKúIUSVGXKJúZUúZNKúVXOIKúJGZGìú
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When the Delta Average crosses under zero, we know that the market is entering a consolidation 
period. Conversely, when the Delta Average crosses over zero, we have a strong indication that 
the market is starting to rally. 

When the Delta Average crosses either above or below zero, we will identify the channel the 
market is forming and thereby define the upper and lower band that we will use to buy and sell, 
respectively. We will buy when the upper channel is broken and sell when the lower channel is 
broken.

We build the upper band by adding half of a 4-bar average of the range to the close of the bar 
on which the Delta Average crosses above zero. Likewise, we build the lower band by 
subtracting half of a 4-bar average of the range to the close of the bar on which the Delta 
Average crosses under zero. Figure 2 shows both the ADX Diff Indicator and the ADX 
Differential system applied to the chart. 

Once we determined how we were going to enter the market, we turned our attention to the 
method of exiting the market. We will work with a variation of a trailing stop exit technique we 
used in the a number of the systems in Volume 1 of STAD Club. 

For our long positions, we will define an arbitrary point below the Low of our entry bar. In this 
system, we will subtract a 4-bar average of the range from the Low of the bar of entry, and use 
that as our exit point for the first bar. We will use inputs so that we can tighten this stop. Then, 
we will add a third of the distance between the Low of the bar and the previous exit point to the 
current exit point to determine the next bar’s exit point. We will use this for all bars except our 
bar of entry. To cover our entry bar, we will risk the lowest low of the last 6 bars.

We will do the opposite for short positions. We will add a 4-bar average of the range to the High 
of the bar of entry and use this as a stop for the first bar. Thereafter, we will subtract a third of 
the distance from the previous stop and the High of the bar from the previous stop point to 
determine next bar’s exit price. We will use this for all bars except our bar of entry. To cover 
our entry bar, we will risk the highest high of the last 6 bars.

,OM[XKúèìú:NKú'*>ú*OLLú/TJOIGZUXúGTJú'*>ú*OLLKXKTZOGRú9_YZKSúGVVROKJúZUúGúINGXZ
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In this system, we defined both long and short entries as well as exit orders. The long and short 
entries reverse your position, whereas the exits close out your existing position and exit you 
from the market. We also performed some setup work, which involved calculating the ADX and 
the 4-bar exponential average of the ADX differential. The setup, entry and exits are described 
next.

9KZ[Vú
a) Calculate the ADX value.

b) Calculate the ADX differential. 

c) Calculate the 4-bar exponential average of the ADX differential.

2UTMú+TZXOKYú
a) If the exponential average of the ADX differential is under zero or crosses over zero, find a 
4-bar average of the range, divide this average by 2, and then add the resulting value to the Close 
of the current bar. 

b) Use the resulting value to place a stop order. This stop order will remain active for the next 
10 bars.

9NUXZú+TZXOKYú
a) Again, if the exponential average of the ADX differential is under zero or crosses over zero, 
find a 4-bar average of the range, divide this average by 2, and then subtract the resulting value 
from the Close. 

b) Use the resulting value to place a stop order. This stop order will remain active for the next 
10 bars.

+^OZYú
a) At the bar of entry for a long position, we place an exit order for long positions at the lowest 
Low of the last 8 bars.

b) When in a long position, once the bar of entry is closed, we calculate the 4-bar average of the 
range, divide the average by 4, and then subtract this value from the Low of the current bar. This 
is our long exit price for bar 2. 

c) When in a long position, for all bars after bar 2, we obtain the previously calculated exit price 
and add to it a third of the difference between the Low and the previous stop price. We repeat 
this operation at the end of every bar to give us the exit price for all subsequent bars. 

d) At the bar of entry for a short position, we place an exit order for short positions at the highest 
High of the last 8 bars. 

e) When in a short position, once the bar of entry is closed, we calculate the 4-bar average of 
the range and divide it by 4. Then, we add this value to the High of the current bar. This is our 
short exit price for bar 2. 

f) When in a short position, for all bars after bar 2, we obtain the previously calculated exit price 
and subtract from it a third of the difference between the previous stop price and the High of the 
current bar. Repeating this operation at the end of every bar will give you the exit price for bar 
three and beyond. 

g) We also place a money management protective stop (stop loss), the dollar amount of which 
will depend on what and how many shares/contracts we are trading.
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This section presents the EasyLanguage instructions and formatting for the system, with the 
EasyLanguage instructions broken down and explained line by line. 

+GY_2GTM[GMKú/TYZX[IZOUTY ú'*>ú*OLLKXKTZOGRú9_YZKSúò9:'*è ú'*>ú*OLLñ

/TV[Z ú'*>2KTòéæñîú'\M2KTòæñîú).òâñ!ú
<GXY ú;V)Nòêñîú*T)Nòêñîú36òêñîú9ZUV6XOIKòêñîú*KRZG'*>òêñîú*KRZG'\Mòêñîú2GYZ5XJKX(GXòêñ!

36ú#ú3GXQKZ6UYOZOUT!ú
<GR[Kéú#ú'*>ò'*>2KTñ!ú
*KRZG'*>ú#ú<GR[Kéúíú<GR[KéAéC!ú
*KRZG'\Mú#ú='\KXGMKò*KRZG'*>úîú'\M2KTúñ!

a)NKIQYúLUXú+TZX_úIUTJOZOUTYúGTJúIGRI[RGZKYú+TZX_ú6XOIKYc
/Lúò*KRZG'\Mú"úêúUXú*KRZG'\MúIXUYYKYúU\KXúêúñúGTJú(GX4[SHKXú$úéúZNKTú(KMOTú

;V)Nú#ú)RUYKúïú'\KXGMKò8GTMKîúæñëè!ú
*T)Nú#úú)RUYKúíú'\KXGMKò8GTMKîúæñëè!ú
2GYZ5XJKX(GXú#ú(GX4[SHKX!ú

+TJ!
/Lú36ú"$úêúZNKTú2GYZ5XJKX(GXú#úíááá!

a6RGIKYú(;?úGTJú9+22ú5XJKXYúGYú]KRRúGYúOTOZOGRú+^OZ9NUXZúGTJú+^OZ2UTMú5XJKXYcú
/Lú(GX4[SHKXú"ú2GYZ5XJKX(GXúïú).úZNKTú(KMOTú

([_úTK^ZúHGXúGZú;V)NúYZUV!ú
9KRRúTK^ZúHGXúGZú*T)NúYZUV!ú
/Lú36ú"$úéúZNKTú+^OZ2UTMúòø2+TZX_9ZUVøñúTK^ZúHGXúGZú2U]KYZò2U]îäñúYZUV!ú
/Lú36ú"$úíéúZNKTú+^OZ9NUXZúòø9+TZX_9ZUVøñúTK^ZúHGXúGZú.OMNKYZò.OMNîäñúYZUV!ú

+TJ!

a)GRI[RGZKYú9ZUVú5XJKXúVXOIKúLUXú2UTMú6UYOZOUTc
/Lú36ú#úéúGTJú36AéCú"$úéúZNKTú(KMOTú

2GYZ5XJKX(GXú#úíááá!ú
9ZUV6XOIKú#ú2U]úíú'\KXGMKò8GTMKîæñ!ú

+TJ!ú

a)GRI[RGZKYú9ZUVú5XJKXúVXOIKúLUXú9NUXZú6UYOZOUTc
/Lú36ú#úíéúGTJú36AéCú"$úíéúZNKTú(KMOTú

9ZUV6XOIKú#ú.OMNúïú'\KXGMKò8GTMKîæñ!ú
2GYZ5XJKX(GXú#úíááá!ú

+TJ!ú

a6RGIKYú2UTMú+^OZú5XJKXúGTJúIGRI[RGZKYúTK]ú9ZUVú5XJKXúVXOIKc
/Lú36ú#úéúZNKTú(KMOTú

+^OZRUTMúòø2UTM:XGOR9ZUVøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúïúò2U]í9ZUV6XOIKñëç!ú

+TJ!ú

a6RGIKYú9NUXZú+^OZú5XJKXúGTJúIGRI[RGZKYúTK]ú9ZUVú5XJKXúVXOIKc
/Lú36ú#úíéúZNKTú(KMOTú

+^OZYNUXZúòø9NUXZ:XGOR9ZUVøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúíúò9ZUV6XOIKí.OMNñëç!ú

+TJ!
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/TV[ZYú

In addition to these inputs, we define the following variables: 

<GXY ú;V)Nòêñîú*T)Nòêñîú36òêñîú9ZUV6XOIKòêñîú*KRZG'*>òêñîú*KRZG'\Mòêñîú2GYZ5XJKX(GXòêñ!

First, we use the MarketPosition function to obtain the current market position and store this 
value in the variable MP. We also use the ADX function to calculate the value of the ADX and 
store this value in the variable Value1. Then, we calculate the ADX differential and store this 
value in the variable DeltaADX:

36ú#ú3GXQKZ6UYOZOUT!ú
<GR[Kéú#ú'*>òú'*>2KTúñ!ú
*KRZG'*>ú#ú<GR[Kéúíú<GR[KéAéC!

Finally, we use the WAverage function to calculate the exponential average of the ADX 
differential, and store this value in the variable DeltaAvg:

*KRZG'\Mú#ú='\KXGMKòú*KRZG'*>úîú'\M2KTúñ!

+TZXOKY
When the DeltaAvg is negative or on the bar at which it crosses over zero, we add and subtract 
half of the average of the range of the last 4 bars to the current Close price. These values become 
our long and short entry prices and we store them in the variables UpCh and DnCh for use in 
our BUY and SELL statements. We also store the bar number of the current bar in the variable 
LastOrderBar. We can then use the LastOrderBar variable to keep the orders active for any 
number of bars, as we will explain later. 

/Lúò*KRZG'\Mú"úêúUXú*KRZG'\MúIXUYYKYúU\KXúêúñúGTJú(GX4[SHKXú$úéúZNKTú(KMOTú
;V)Nú#ú)RUYKúïú'\KXGMKò8GTMKîúæñëè!ú
*T)Nú#úú)RUYKúíú'\KXGMKò8GTMKîúæñëè!ú
2GYZ5XJKX(GXú#ú(GX4[SHKX!ú

+TJ!

EasyLanguage Note: BarNumber is a function that gives you the number of the specific 
TradeStation bar. Every bar on a chart is numbered in ascending order, starting from the left 
of the chart at 1. When checking for crossovers, you want to start checking on bar number 2 not 
bar number 1. This is because to check for cross overs, TradeStation looks at the mathematical 
values of the averages on the bar before and on the current bar. On bar 1, the previous values 
of the averages are 0 and therefore TradeStation will assume a cross over on bar 1 when none 
exists. 

This system is designed NOT to pyramid, that is, it does not allow multiple entries in the same 
direction. Therefore, we also check to see if the variable MP is not equal to zero. When it is not 
equal to zero, that is, were in either a long or a short position, the system will set the variable 
LastOrderbar to -999 instead. As explained next, this causes the system not to place any trades 
until we are in a flat position again:

/Lú36ú"$úêúZNKTú2GYZ5XJKX(GXú#úíááá!

Inputs Default Description

ADXLen 14 Number of bars used to calculate ADX. 

AvgLen 4 Number of bars used to calculate the average of the ADX 
differential. 

CH 8 Number of bars to keep entry orders active after the adx diff. 
Average crosses over zero.

,UXúGúJKYIXOVZOUTúULú
L[TIZOUTYîú\GXOGHRKYúGTJú
UZNKXú+GY_2GTM[GMKú
ZKXSOTURUM_îúVRKGYKúXKLKXú
ZUúZNKú+GY_2GTM[GMKú;YKX©Yú
3GT[GRìú

:NKúL[TIZOUTú3GXQKZ6UYOZOUTú
XKZ[XTYúíéú]NKTúOTúGúYNUXZú
VUYOZOUTîúéú]NKTúOTúGúRUTMú
VUYOZOUTîúGTJúêú]NKTúLRGZîúUXúTUú
VUYOZOUTìúú
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We use the UpCh and DnCh variables in our Buy stop and Sell stop orders, respectively. We 
also use the LastOrderBar variable and CH input to keep these orders active during the last 10 
bars (or however many bars are defined in the CH input). Once more than 10 bars have passed 
since the Delta Average was under zero or crossed over zero, the condition in the first IF-THEN 
statement evaluates to False and the orders are ignored. Also, when LastOrderBar is equal to 
-999, the condition is false and the orders are ignored. 

/Lú(GX4[SHKXú"ú2GYZ5XJKX(GXúïú).úZNKTú(KMOTú
([_úTK^ZúHGXúGZú;V)Nú9ZUV!ú
9KRRúTK^ZúHGXúGZú*T)Nú9ZUV!ú
/Lú36ú"$úéúZNKTú+^OZ2UTMúòø2+TZX_9ZUVøñúTK^ZúHGXúGZú2U]KYZò2U]îúäñú9ZUV!ú
/Lú36ú"$úíéúZNKTú+^OZ9NUXZúòø9+TZX_9ZUVøñúTK^ZúHGXúGZú.OMNKYZò.OMNîúäñú9ZUV!ú

+TJ!

The Buy stop order is placed at the value set in the UpCh variable, and the Sell stop is placed 
at the value set in the DnCh variable. We also place a long exit order at the lowest Low of the 
last 6 bars, and a short exit order at the highest High of the last 6 bars, as discussed under the 
next section, titled, “Exit Orders.”

+^OZú5XJKXY
This system uses several different exits. The first exit orders are placed on the bar of entry, 
which is why we make sure we are not in already in a long or short position when we place these 
first ExitLong and ExitShort orders. 

We will exit any long position if the lowest Low of the last 6 bars is hit, and we will exit any 
short position if the highest High of the last 6 bars is reached. The following instructions place 
the BUY and SELL stop orders, as discussed previously, and they also place the ExitLong and 
ExitShort orders. 

/Lú(GX4[SHKXú"ú2GYZ5XJKX(GXúïú).úZNKTú(KMOTú
([_úTK^ZúHGXúGZú;V)Nú9ZUV!ú
9KRRúTK^ZúHGXúGZú*T)Nú9ZUV!ú
/Lú36ú"$úéúZNKTú+^OZ2UTMúòø2+TZX_9ZUVøñúTK^ZúHGXúGZú2U]KYZò2U]îäñú9ZUV!ú
/Lú36ú"$úíéúZNKTú+^OZ9NUXZúòø9+TZX_9ZUVøñúTK^ZúHGXúGZú.OMNKYZò.OMNîäñú9ZUV!

+TJ!

On the first bar after which a long position is established, which we know by making sure that 
MP is now equal to one whereas on the previous bar it was not, we calculate a new stop price 
and store the value in the variable StopPrice. We calculate the new stop price by taking the Low 
of the current bar minus a 4-bar average of the range: 

/Lú36ú#úéúGTJú36AéCú"$úéúZNKTú(KMOTú
2GYZ5XJKX(GXú#úíááá!ú
9ZUV6XOIKú#ú2U]úíú'\KXGMKò8GTMKîúæñ!ú

+TJ!

Then, after the first bar within a long position, we place an order to exit at this stop price or 
anything lower. On subsequent bars, the stop price is calculated as the current stop price plus a 
third of the difference between the Low and the current stop price.

/Lú36ú#úéúZNKTú(KMOTú
+^OZRUTMúòø6GXGRUTMøñúTK^ZúHGXúGZú9ZUV6XOIKú9ZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúïúò2U]úíú9ZUV6XOIKñëç!ú

+TJ!

Likewise, on the first bar after which a short position is established, we calculate a new stop 
price and store the value in the variable StopPrice. We calculate the new stop price by taking 
the High of the current bar plus a 4-bar average of the range.

=KúJKYOMTKJú+GY_2GTM[GMKúYUú
ZNGZú]NKTú_U[ú[YKúZNKú]UXJú(;?ú
UXú9+22îú:XGJK9ZGZOUTú]ORRú
XK\KXYKú_U[XúVUYOZOUTìú

:UúK^OZúGúRUTMúUXúYNUXZúVUYOZOUTú
]OZNU[ZúXK\KXYOTMîú_U[ú[YKúZNKú
]UXJYú+>/:254-úUXú
+>/:9.58:îúXKYVKIZO\KR_ìú9KKú
ZNKúROYZúULú8KYKX\KJú=UXJYúOTúZNKú
+GY_2GTM[GMKú;YKX©Yú3GT[GRì
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/Lú36ú#úíéúGTJú36AéCú"$úíéúZNKTú(KMOTú
9ZUV6XOIKú#ú.OMNúïú'\KXGMKò8GTMKîæñ!ú
2GYZ5XJKX(GXú#úíááá!ú

+TJ!

Then, after the first bar within a short position, we place an order to exit at this stop price or 
anything higher. On subsequent bars, the stop price is calculated as the current stop price minus 
a third of the difference between the current stop price and the High.

/Lú36ú#úíéúZNKTú(KMOTú
+^OZYNUXZúòø6GXGYNUXZøñúTK^ZúHGXúGZú9ZUV6XOIKú9ZUV!
9ZUV6XOIKú#ú9ZUV6XOIKúíúò9ZUV6XOIKúíú.OMNñëç!ú

+TJ!

-KTKXGRú9_YZKSú,UXSGZ
When we apply this system to a chart, we use the options in the Format dialog box to format it 
as follows: 

a) In the Costs tab, we entered the appropriate amounts for commission and slippage. We did 
not include margin because we designed this system for stocks, and we specified 200 as the 
default number of contracts to trade per order. 

Note: Remember that commissions are calculated on a per contract/share basis. When you are 
trading stocks, you would enter the average commission you are charged divided by the number 
of shares the system is buying and selling. In this system, this is determined by the Default 
Contracts option on this tab. 

b) Under the Stops tab, we enabled a money management stop (the Money Mngmnt check box) 
and entered an appropriate dollar amount in the edit box. This option can hold the dollar amount 
per position or dollar amount per contract/share you want to risk before exiting out of the 
position. The default we used is $1,200. 

Note: When you are trading stocks and you choose the stop to be tracked on a per share 
(contract) basis, you will type in the number of points you are willing to lose before you are 
exited out. When you are trading futures or any instrument that has a different dollar-point 
value, you would type the maximum number of dollars you are willing to risk per contract 
traded.

c) In the Properties tab, we selected the Do not allow multiple entries in same direction 
option. If the system is in a long position and market conditions generate another long entry 
order, the order is ignored. This is also the case when we’re in a short position and market 
conditions generate another short entry order.

:KYZOTMúôú/SVXU\OTM
Figure 3 shows a sample System Report for the ADX Differential system applied to a daily chart 
of Qualcomm. This System Report shows the characteristics typical of trending systems; for 
example, percent of wining trades is under 50% yet the average win/loss ratio is close to 2.  



)NGVZKXúèúúúúúú:XKTJOTMú9_YZKSY .KGJúGTJú9NU[RJKXYúúúúúúúúúúéá

When evaluating any system, make sure you look at the largest winning trade and what 
percentage of the net profit this trade represents. Because trending systems are designed to 
capture the big moves, the percentage of the net profit represented by the largest winning trade 
will be greater than another type of system, say a Support and Resistance system. However, all 
the profit coming from one trade is not desirable. Ideally, you want part of the profit coming 
from a few big trades, not a single big trade. This report shows nearly half of the profits coming 
from one trade; we should definitely evaluate this system on additional data to determine 
whether or not these are statistical outliers.

9[MMKYZOUTYúLUXú/SVXU\KSKTZ
When determining the entry price, we wait for the 4-bar exponential average of the ADX to be 
under zero or to cross over zero to place orders at the close plus or minus half of the 4-bar 
average of the range. 

However, when this 4-bar exponential average of the ADX crosses over zero, the underlying 
symbol has already started to trend; therefore, one way we can try to improve this system is by 
trying to enter the market sooner. To do this, we can try to place tighter entry prices. 

.KGJúGTJú9NU[RJKXY
Head and Shoulders is one of the classic bar patterns that have been followed by traders 
throughout the years. It is a trend reversal pattern, meaning that it is used to determine when 
trends are reversing. One of the first publications describing them in any detail is the book by 
Robert D. Edwards and John Magee, titled Technical Analysis of Stock Trends (7th Edition, 
John Magee Inc., Chicago, IL), which uses the following terms to describe the Head and 
Shoulder Top pattern. Please refer to Figure 4 as you read this description. 

� A strong rally, climaxing a more or less extensive advance (Point A). 

� Followed by a minor recession on which the volume runs considerably less than it did 
during the days of the rally. At this point we have the left shoulder (Point D). 

� Another higher volume advance which reaches a higher level than the top of the left 
shoulder (Point B). 

,OM[XKúçìú9GSVRKú9_YZKSú8KVUXZúLUXúZNKú'*>ú*OLLKXKTZOGRú9_YZKSúú
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� A second decline that reaches a level near the bottom between the shoulder and the previous 
peak (Point E). At this point, we have completed the head of the pattern. 

� A third rally with less volume than the previous two rallies and which fails to reach prices 
of the head, which is the second rally (Point C). 

� Finally, a decline, which crosses under the neckline (a line drawn from Point D to E).

Figure 4 illustrates the descriptions used by Edward and Magee to define a Head and Shoulders 
Top formation.

The exact inverse is true for a Head and Shoulders Bottom pattern. Please refer to Figure 5 when 
reading the descriptions:

� A decline, climaxing a more or less extensive decline (Point A). 

� A minor recovery on which the volume runs less than it did during the final bars of the 
decline (Point D), representing the shoulder.

� Another decline which carries prices below the bottom of the previous shoulder (Point B).

� A second rally that carries prices near the first rally (Point E). 

� A third decline with decidedly less volume than the left shoulder or the head (Point C). 

� A final rally that crosses over the neck line.

Figure 5 illustrates the descriptions used by Edward and Magee to define a Head and Shoulders 
Bottom formation.

,OM[XKúæìú/RR[YZXGZOUTúULúGúIRGYYOIú.KGJúGTJú9NU[RJKXYú:UVúHGXúVGZZKXTìú

,OM[XKúåìú/RR[YZXGZOUTúULúGúIRGYYOIú.KGJúGTJú9NU[RJKXYú(UZZUSúHGXúVGZZKXTú
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We decided to create a trading system based on both the Head and Shoulders Top and Bottom 
patterns. We will sell short whenever the price crosses under the neckline of a Head and 
Shoulder Top pattern, and we will buy whenever the price crosses under the neckline of a Head 
and Shoulder Bottom pattern.

Once we decided upon our entries, we determined how we were going to exit the market. On 
the first bar after we enter our long position, we will define an arbitrary point below the Low of 
our entry bar. We will subtract the average of the range of the last 4 bars from the Low of the 
bar of entry and use that as our exit point for the first bar. We can always modify this at a later 
time to place a tighter stop. For our exits on the remaining bars, we will add a third of the 
distance between the low of the bar and the previous exit point to determine our next day’s exit 
point. 

We will do the exact opposite for short positions. On the first bar after we enter our short 
position, we will add a 4-bar average of the range to the High of the bar of entry and use this as 
a stop for the first bar. Thereafter, we will subtract a third of the distance from the previous stop 
and the High of the bar from the previous stop point to determine next bar’s exit price. 

Also, we will draw trendlines and text on the chart when we find the bar patterns. 

*KLOTOTMú_U[Xú:XGJOTMú8[RKY
In this system, we defined long and short entries as well as exit orders. The long and short 
entries reverse your position, whereas the exits close out your existing position and exit you 
from the market. We also performed significant setup work, which involved identifying the 
Head and Shoulders patterns and necklines. In addition, we drew trendlines and text for visual 
analysis. The setup, entry and exits are described next.

9KZ[V
A significant portion of this trading system involves setup. In order to identify the Head and 
Shoulders patterns, we used swing high and swing low patterns.

2UTMú+TZXOKYú
a) Enter a long position when the neckline of a Head and Shoulder Bottom pattern formation is 
broken.

2UTMú+TZXOKYú
a) Enter a short position when the neckline of a Head and Shoulder Top pattern formation is 
broken.

+^OZYú
a) Once the bar of entry of a long position has closed, calculate the 4-bar average of the range 
and divide it by 4. Then, subtract this value from the low. This will be our long exit price for 
bar 2. 

b) From the second bar, get the exit price calculated in the last point and add to it a third of the 
difference between the low and the previous stop price. Repeating this operation at the end of 
every bar will give you the exit price for bar three and beyond. 

c) Once the bar of entry of a short position is closed, calculate the 4-bar average of the range 
and divide it by 4. Then add this value to the high. This will be your short exit price for bar 2. 

d) From the second bar, get the exit price calculated in the last point and add to it a third of the 
difference between the low and the previous stop price. Repeating this operation at the end of 
every bar will give you the exit price for bar three and beyond. 

e) Place a money management protective stop (stop loss), the dollar amount of which will 
depend on what and how many shares/contracts are being traded.

'úY]OTMúNOMNúHGXúò]OZNúGúJKLG[RZú
YZXKTMZNúULúèñúOYúGúHGXú]NUYKúNOMNú
OYúNOMNKXúZNGTúZNKúèúHGXYúZUúOZYúRKLZú
GTJúGZúRKGYZúGYúNOMNúGYúZNKúZ]Uú
HGXYúZUúOZYúXOMNZìú

9OSORGXR_îúGúY]OTMúRU]úHGXúò]OZNú
GúJKLG[RZúYZXKTMZNúULúèñúOYúGúHGXú
]NUYKúRU]úOYúRU]KXúZNGTúZNKúèú
HGXYúZUúOZYúRKLZúGTJúGZúRKGYZúGYúRU]ú
GYúZNKúèúHGXYúUTúOZYúXOMNZìú
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*KYOMTOTMúôú,UXSGZZOTM
This section presents the EasyLanguage instructions and formatting for the system, with the 
EasyLanguage instructions broken down and explained line by line. 

We created this system in modules. We wrote the criteria for the Head and Shoulders Top bar 
pattern in one system (STAD2: H&S Top) and the criteria to follow the bottom Head and 
Shoulders Bottom bar pattern in a second system (STAD2: H&S Bot). Then we created a third 
system that references the first and second system (STAD2: H&S). You only need to apply the 
one system, STAD2: H&S. 

In order to reference one system from another, we used the ‘IncludeSystem’ EasyLanguage 
command. This command is very useful and commonly used. There are two main advantages to 
using the ‘IncludeSystem’ command:

a) In TradeStation 4, each system can be a maximum of 64K in size. If your system is large, 
it is possible to exceed this limit. One easy way to overcome this limit is to break your 
system into one or more systems and then combine them using the ‘IncludeSystem’ 
command. Then, each system has 64K allocated to it.

b) You can use the ‘IncludeSystem’ command to include instructions that you use often. 
For example, if there is an exit you use often, you can write it into a system and then include 
it any time you want to use it in a system you are writing.  

Following are the instructions for the main system. Notice how short it is. Notice also that we 
defined inputs. You don’t have to, however, if you want to be able to modify the systems you 
included, you have to define the inputs in the main system.

+GY_2GTM[GMKú/TYZX[IZOUTY ú.KGJúGTJú9NU[RJKXYú9_YZKSúò9:'*è ú.ô9ñ

/TV[Z ú:UV9ZXKTòåñîú(UZ9ZXKTòåñîú:2*XG]ò:X[Kñîú)URUXéò:UURE?KRRU]ñî
ú )URUXèò:UURE)_GTñ!

/TIR[JK9_YZKS ø9:'*è ú.ô9ú(UZøî:569:8+4î(5:9:8+4î:2*8'=î)5258éî)5258è!
/TIR[JK9_YZKS ø9:'*è ú.ô9ú:UVøî:569:8+4î(5:9:8+4î:2*8'=î)5258éî)5258è!

This system merges the two systems and converts them into one, so they can be applied as one 
system on any given chart. The EasyLanguage instructions for the Head and Shoulders Top 
system are listed next. The instructions for the Head and Shoulders Bottom system are not listed 
because they exactly mirror the H&S Top instructions. The subsequent discussion covers the 
Head and Shoulders Top system, however, the explanations can be applied to the Head and 
Shoulders Bottom system, and of course, the final main system is the two together. 

IMPORTANT NOTE: The STAD2: H&S system on your CD contains an error in the inputs. 
The correct version is the version shown above. The system on your CD will read as follows (the 
bold items are the incorrect items): 

/TV[Z ú:UV9ZXKTòåñîú(UZ9ZXKTòåñîú9NU]3YMò:X[Kñîú9NU]:2ò:X[Kñîú)URUXéò:UURE?KRRU]ñî
ú )URUXèò:UURE)_GTñ!

/TIR[JK9_YZKS ø9:'*è ú.ô9ú(UZøî:569:8+4î(5:9:8+4î9.5=:2î)5258éî)5258è!
/TIR[JK9_YZKS ø9:'*è ú.ô9ú:UVøî:569:8+4î(5:9:8+4î9.5=:2î)5258éî)5258è!

Please use the PowerEditor to correct these items before plotting the system. 

+GY_2GTM[GMKú/TYZX[IZOUTY ú.KGJúGTJú9NU[RJKXYú:UVú9_YZKSúò9:'*è ú.ô9ú:UVñ

/TV[ZY ú:UV9ZXKTòåñîú(UZ9ZXKTòåñîú:2*XG]ò:X[Kñîú)URUXéò:UURE?KRRU]ñîú)URUXèò:UURE)_GTñ!

'XXG_ ú9]OTM.OMNYAçîåCòêñîú9]OTM2U]YAçîçCòêñ!ú

<GXY ú:K^Z)URUXò)URUXèñîú:2E/*òíéñîú2GYZ)XUYYKJ:2òíéñîú36òêñîú9ZUV6XOIKòêñ!



)NGVZKXúèúúúúúú:XKTJOTMú9_YZKSY .KGJúGTJú9NU[RJKXYúúúúúúúúúúèç

a,ORRYú9]OTM.OMNYúGXXG_ú]NKTú9]OTMú.OMNúHGXYúKTIU[TZKXKJc
/Lú9]OTM.OMN(GXòéîú.OMNîú:UV9ZXKTîú:UV9ZXKTúïúéñú#ú:UV9ZXKTúZNKTú(KMOTú

LUXú<GR[Kéú#úèúJU]TZUúêú(KMOTú
9]OTM.OMNYA<GR[KéïéîêCú#ú9]OTM.OMNYA<GR[KéîêC!ú
9]OTM.OMNYA<GR[KéïéîéCú#ú9]OTM.OMNYA<GR[KéîéC!ú
9]OTM.OMNYA<GR[KéïéîèCú#ú9]OTM.OMNYA<GR[KéîèC!ú
9]OTM.OMNYA<GR[KéïéîçCú#ú9]OTM.OMNYA<GR[KéîçC!ú
9]OTM.OMNYA<GR[KéïéîæCú#ú9]OTM.OMNYA<GR[KéîæC!ú
9]OTM.OMNYA<GR[KéïéîåCú#ú9]OTM.OMNYA<GR[KéîåC!ú

+TJ!ú
9]OTM.OMNYAêîêCú#ú(GX4[SHKXA:UV9ZXKTC!ú
9]OTM.OMNYAêîéCú#ú*GZKA:UV9ZXKTC!ú
9]OTM.OMNYAêîèCú#ú:OSKA:UV9ZXKTC!ú
9]OTM.OMNYAêîçCú#ú.OMNA:UV9ZXKTC!ú
9]OTM.OMNYAêîæCú#ú2OTKGX8KM'TMRKòú<UR[SKîú:UV9ZXKTúðúèúñ!ú
9]OTM.OMNYAêîåCú#úê!ú

+TJ!
a,ORRYú9]OTM2U]YúGXXG_ú]NKTú9]OTMú2U]úHGXYúKTIU[TZKXKJc
/Lú9]OTM2U](GXòéîú2U]îú(UZ9ZXKTîú(UZ9ZXKTïéñú#ú(UZ9ZXKTúZNKTú(KMOTú

LUXú<GR[Ké#èúJU]TZUúêú(KMOTú
9]OTM2U]YA<GR[KéïéîêCú#ú9]OTM2U]YA<GR[KéîêC!ú
9]OTM2U]YA<GR[KéïéîéCú#ú9]OTM2U]YA<GR[KéîéC!ú
9]OTM2U]YA<GR[KéïéîèCú#ú9]OTM2U]YA<GR[KéîèC!ú
9]OTM2U]YA<GR[KéïéîçCú#ú9]OTM2U]YA<GR[KéîçC!ú

+TJ!ú
9]OTM2U]YAêîêCú#ú(GX4[SHKXA(UZ9ZXKTC!ú
9]OTM2U]YAêîéCú#ú*GZKA(UZ9ZXKTC!ú
9]OTM2U]YAêîèCú#ú:OSKA(UZ9ZXKTC!ú
9]OTM2U]YAêîçCú#ú2U]A(UZ9ZXKTC!ú

+TJ!

a9VKIOLOKYúIUSVGXOYUTYúZUúHKúSGJKúHKZ]KKTú9]OTMú.OMNú\GR[KYúYZUXKJúOTúZNKú9]OTM.OMNYúGXXG_c
)UTJOZOUTéú#ú9]OTM.OMNYAêîêCú$ú9]OTM2U]YAêîêCú'4*ú9]OTM2U]YAêîêCú$ú9]OTM.OMNYAéîêCú'4*ú

9]OTM.OMNYAéîêCú$ú9]OTM2U]YAéîêCú'4*ú9]OTM2U]YAéîêCú$ú9]OTM.OMNYAèîêC!ú

)UTJOZOUTèú#ú9]OTM.OMNYAéîçCú$ú9]OTM.OMNYAèîçCú'4*ú9]OTM.OMNYAéîçCú$ú9]OTM.OMNYAêîçC!ú

)UTJOZOUTçú#ú9]OTM2U]YAêîçCú"ú9]OTM.OMNYAèîçCú'4*ú9]OTM2U]YAéîçCú"ú9]OTM.OMNYAêîçC!ú

/Lú9]OTM.OMNYAéîçCúíú3OT2OYZò9]OTM2U]YAêîçCîú9]OTM2U]YAéîçCñú"$úêúZNKTú
)UTJOZOUTæú#úò'HY<GR[Kò9]OTM2U]YAêîçCúíú9]OTM2U]YAéîçCññúëúò9]OTM.OMNYAéîçCúíú

3OT2OYZò9]OTM2U]YAêîçCîú9]OTM2U]YAéîçCññúú"úìéúKRYKú)UTJOZOUTæú#ú:X[K!

a+\GR[GZKYúIUSVGXOYUTYúZUúJKZKXSOTKúOLú.KGJúôú9NU[RJKXYú:UVúVGZZKXTúOYúVXKYKTZîúGTJúOLúYUîúJXG]Yú
ZXKTJROTKúGTJúZK^Zc
/Lú)UTJOZOUTéú'4*ú)UTJOZOUTèú'4*ú)UTJOZOUTçú'4*ú)UTJOZOUTæú'4*ú9]OTM.OMNYAêîåCú#úêúZNKTú(KMOTú

/Lú:K^Z)URUXú#ú)URUXèúZNKTú:K^Z)URUXú#ú)URUXéúKRYKú:K^Z)URUXú#ú)URUXè!ú
9]OTM.OMNYAêîåCú#úé!ú
<GR[Kááú#ú:K^ZE4K]òú9]OTM.OMNYAêîéCîú9]OTM.OMNYAêîèCîú9]OTM.OMNYAêîçCîúø9NU[RJKXøúñ!ú
<GR[Káâú#ú:K^ZE9KZ9Z_RKò<GR[Kááîèîéñ!ú
<GR[Káâú#ú:K^ZE9KZ)URUXòú<GR[Kááúîú:K^Z)URUXúñ!ú
<GR[Kááú#ú:K^ZE4K]òú9]OTM.OMNYAéîéCîú9]OTM.OMNYAéîèCîú9]OTM.OMNYAéîçCîúø.KGJøúñ!ú
<GR[Káâú#ú:K^ZE9KZ9Z_RKò\GR[Kááîèîéñ!ú
<GR[Káâú#ú:K^ZE9KZ)URUXòú\GR[Kááúîú:K^Z)URUXúñ!ú
<GR[Kááú#ú:K^ZE4K]òú9]OTM.OMNYAèîéCîú9]OTM.OMNYAèîèCîú9]OTM.OMNYAèîçCîúø9NU[RJKXøúñ!ú



èæúúúúúúúúúú.KGJúGTJú9NU[RJKXYúúúúúúúúúú 5SKMGú8KYKGXINú9_YZKSú:XGJOTMúGTJú*K\KRUVSKTZú)R[Húíú<UR[SKúè

<GR[Káâú#ú:K^ZE9KZ9Z_RKò\GR[Kááîèîéñ!ú
<GR[Káâú#ú:K^ZE9KZ)URUXòú\GR[Kááúîú:K^Z)URUXúñ!
/Lú:2*XG]úZNKTú(KMOTú

:2E/*ú#ú:2E4K]òú9]OTM2U]YAéîéCîú9]OTM2U]YAéîèCîú9]OTM2U]YAéîçCî
9]OTM2U]YAêîéCîú9]OTM2U]YAêîèCîú9]OTM2U]YAêîçCúñ!ú

<GR[Kááú#ú:2E9KZ)URUXòú:2E/*îú:K^Z)URUXúñ!ú
+TJ!

+TJ!

a*KZKXSOTKYúOLúZXKTJROTKúJXG]TúGTJú]NKZNKXúOZ©Yú\GROJúZUú[YKîúZNKTúIUSVGXKYúIRUYKúVXOIKúZUú
ZXKTJROTKúZUúLOTJúVKTKZXGZOUTc
/Lú:2E/*ú$#úêú'4*ú2GYZ)XUYYKJ:2ú"$ú:2E/*úZNKTú

/Lú)RUYKúIXUYYKYú[TJKXú:2E-KZ<GR[Kòú:2E/*îú*GZKîú:OSKúñúZNKTú(KMOTú
9KRRúTK^ZúHGXúGZú5VKT!ú
2GYZ)XUYYKJ:2ú#ú:2E/*!ú

+TJ!

a)GRI[RGZKYúYZUVúVXOIKúGTJúVRGIKYúK^OZúUXJKXYc
36ú#ú3GXQKZ6UYOZOUT!
/Lú36ú#úíéúGTJú36AéCú"$úíéúZNKTú9ZUV6XOIKú#ú.OMNúïúú'\KXGMKò8GTMKîæñ!
/Lú36ú#úíéúZNKTú(KMOTú

+^OZYNUXZúòøVGXGYNUXZøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúíúòìçúðúò9ZUV6XOIKúíú.OMNññ!ú
<GR[Kááú#ú:K^ZE4K]ò*GZKî:OSKî9ZUV6XOIKîøìøñ!ú

+TJ!úú

/TV[ZY
Following is the list of all the inputs we used in the Head and Shoulders Top System:

For this system, we define the following variables: 

<GXY ú:K^Z)URUXò)URUXèñîú:2E/*òíéñîú2GYZ)XUYYKJ:2òíéñîú36òêñîú9ZUV6XOIKòêñ!

We also make use of arrays, as discussed next. 

9KZ[V
The setup for this system consists of identifying the Head and Shoulders patterns and storing the rel-
evant information for comparison, which is accomplished using arrays. 

Input Default Value Description

TopStren 5 Minimum number of bars to the left and right of the top of 
the rallies to be considered significant

BotStren 5 Minimum number of bars to the left and right of bottoms 
of declines to be considered significant

TLDraw True True/false expression that will enable or disable the 
drawing of the neck trend line

Color1 Tool_Yellow Color of the odd numbered patterns

Color2 Tool_Cyan Color of the even numbered patterns



)NGVZKXúèúúúúúú:XKTJOTMú9_YZKSY .KGJúGTJú9NU[RJKXYúúúúúúúúúúèå

'XXG_Y
In order to find the Points A, B, C, D and E, we’ll use arrays. Looking back at the chart of the 
Head and Shoulder Top formation, we can see that Points A, B and C are swing highs and Points 
C and D are swing lows. Therefore, what we will do to find these patterns is keep the 
information of the last 3 swing highs and the last 3 swing lows in two different arrays. We’ll 
call the array for the swing highs SwingHighs and the array for the swing lows SwingLows. The 
Array Declaration statement is:

'XXG_ ú9]OTM.OMNYAçîåCòêñîú9]OTM2U]YAçîçCòêñ!

The SwingHighs has 4 rows (0, 1, 2 and 3) and 6 columns (0, 1, 2, 3, 4, 5) and the SwingLows 
has 4 rows and 4 columns. The arrays hold information of the top and bottom bars of the swings. 
Specifically, they will hold the bar number, the date, the time, and the price (of the high or the 
low). The SwingHighs array holds two additional pieces of information, a switch and a volume 
calculation. Whenever the swing high is used to draw a pattern, it will be marked as used by 
means of this switch. This will avoid drawing the same pattern twice. 

Note: In the STAD2: H&S Bottom system, the opposite is true; the SwingLows array has two 
additional pieces of information. Also, even though we are using one column to store the linear 
regression angle of the volume, we do not actually use this piece of information. We were 
thinking of including a volume criteria in our system, as suggested by Edwards and Magee, but 
didn’t. We discuss this in detail in the section titled, “Suggestions for Improvement.” 

Every time a new swing high is found, we will need to move all the rest of the elements down 
one row, drop the oldest swing high and add the new swing high to the top of the array. We store 
the bar number, date, time, high and linear regression angle of the volume for each swing high:

/Lú9]OTM.OMN(GXòéîú.OMNîú:UV9ZXKTîú:UV9ZXKTúïúéñú#ú:UV9ZXKTúZNKTú(KMOTú
LUXú<GR[Ké#èúJU]TZUúêú(KMOTú

9]OTM.OMNYA<GR[KéïéîêCú#ú9]OTM.OMNYA<GR[KéîêC!ú
9]OTM.OMNYA<GR[KéïéîéCú#ú9]OTM.OMNYA<GR[KéîéC!ú
9]OTM.OMNYA<GR[KéïéîèCú#ú9]OTM.OMNYA<GR[KéîèC!ú
9]OTM.OMNYA<GR[KéïéîçCú#ú9]OTM.OMNYA<GR[KéîçC!ú
9]OTM.OMNYA<GR[KéïéîæCú#ú9]OTM.OMNYA<GR[KéîæC!ú
9]OTM.OMNYA<GR[KéïéîåCú#ú9]OTM.OMNYA<GR[KéîåC!ú

+TJ!ú
9]OTM.OMNYAêîêCú#ú(GX4[SHKXA:UV9ZXKTC!ú
9]OTM.OMNYAêîéCú#ú*GZKA:UV9ZXKTC!ú
9]OTM.OMNYAêîèCú#ú:OSKA:UV9ZXKTC!ú
9]OTM.OMNYAêîçCú#ú.OMNA:UV9ZXKTC!ú
9]OTM.OMNYAêîæCú#ú2OTKGX8KM'TMRKòú<UR[SKîú:UV9ZXKTúðúèúñ!ú
9]OTM.OMNYAêîåCú#úê!ú

+TJ!

The same procedure is used for the swing lows. When a new swing low is found, all the old 
swing lows are moved one row down and then the new swing low is added to the top of the array. 
For the swing lows, we store the bar number, the date, the time and the low:  

/Lú9]OTM2U](GXòéîú2U]îú(UZ9ZXKTîú(UZ9ZXKTïéñú#ú(UZ9ZXKTúZNKTú(KMOTú
LUXú<GR[Ké#èúJU]TZUúêú(KMOTú

9]OTM2U]YA<GR[KéïéîêCú#ú9]OTM2U]YA<GR[KéîêC!ú
9]OTM2U]YA<GR[KéïéîéCú#ú9]OTM2U]YA<GR[KéîéC!ú
9]OTM2U]YA<GR[KéïéîèCú#ú9]OTM2U]YA<GR[KéîèC!ú
9]OTM2U]YA<GR[KéïéîçCú#ú9]OTM2U]YA<GR[KéîçC!ú

+TJ!ú
9]OTM2U]YAêîêCú#ú(GX4[SHKXA(UZ9ZXKTC!ú
9]OTM2U]YAêîéCú#ú*GZKA(UZ9ZXKTC!ú
9]OTM2U]YAêîèCú#ú:OSKA(UZ9ZXKTC!ú
9]OTM2U]YAêîçCú#ú2U]A(UZ9ZXKTC!ú

+TJ!

'XXG_YúGXKúJKYIXOHKJúOTúSUXKú
JKZGORúOTú)NGVZKXúèúULúZNKú
VXK\OU[Yú9:'*ú)R[Hú\UR[SKîú
<UR[SKúéìú

'úY]OZINúOYúGúSKINGTOYSú[YKJúZUú
SUTOZUXú]NKZNKXúGTúOTIOJKTZúNGYú
UII[XXKJìú?U[úIGTú[YKúGú
\GXOGHRK¥OTúZNOYúIGYKúGTú
KRKSKTZúOTúGTúGXXG_¥]NUYKú
\GR[Kú_U[úINGTMKúUTIKúGTú
OTIOJKTZúNGYúUII[XXKJìú:NKTîú_U[ú
IGTúK^KI[ZKúIKXZGOTú
+GY_2GTM[GMKúOTYZX[IZOUTYúUXú
TUZúJKVKTJOTMúUTúZNKú\GR[KúOTú
ZNKú\GXOGHRKúUXúKRKSKTZìú



èäúúúúúúúúúú.KGJúGTJú9NU[RJKXYúúúúúúúúúú 5SKMGú8KYKGXINú9_YZKSú:XGJOTMúGTJú*K\KRUVSKTZú)R[Húíú<UR[SKúè

Once we have our significant swing points stored in our arrays, we need to define the conditions 
that will check for a combination of swing points that make up a Head and Shoulder Top 
formation. First, we need to determine the sequence of the swing points. The last swing high 
encountered (Point C) has to be more recent than the most recent swing low (Point E). The most 
recent swing low (Point E) has to be more recent than the second most recent swing high (Point 
B). The second most recent swing high (Point B) has to be newer than the second most recent 
swing low (Point D). Finally, the second most recent swing low (Point D) has to have a greater 
bar number than the third swing high (Point A). Said another way, the points have to be defined 
in the following order, from oldest to newest:

A -> D -> B -> E -> C

The EasyLanguage instructions to check for the pattern are:

)UTJOZOUTéú#ú9]OTM.OMNYAêîêCú$ú9]OTM2U]YAêîêCú'4*ú9]OTM2U]YAêîêCú$ú9]OTM.OMNYAéîêCú'4*
ú 9]OTM.OMNYAéîêCú$ú9]OTM2U]YAéîêCú'4*ú9]OTM2U]YAéîêCú$ú9]OTM.OMNYAèîêC!

Also, Point B in the chart needs to be higher than points A and C. Point D in the chart needs to 
be lower than Point C and Point E has to be lower than Point A. Finally, the distances from Point 
B to D and from Point B to E have to be within 10% of each other. This will make the neck line 
be nearly horizontal.

The EasyLanguage instructions to check for the pattern are:

)UTJOZOUTèú#ú9]OTM.OMNYAéîçCú$ú9]OTM.OMNYAèîçCú'4*ú9]OTM.OMNYAéîçCú$ú9]OTM.OMNYAêîçC!

)UTJOZOUTçú#ú9]OTM2U]YAêîçCú"ú9]OTM.OMNYAèîçCú'4*ú9]OTM2U]YAéîçCú"ú9]OTM.OMNYAêîçC!

ú/Lú9]OTM.OMNYAéîçCúíú3OT2OYZò9]OTM2U]YAêîçCîú9]OTM2U]YAéîçCñú"$úêúZNKTú
)UTJOZOUTæú#úò'HY<GR[Kò9]OTM2U]YAêîçCúíú9]OTM2U]YAéîçCññúëúò9]OTM.OMNYAéîçCúí

3OT2OYZò9]OTM2U]YAêîçCîú9]OTM2U]YAéîçCññúú"úìéúKRYKú)UTJOZOUTæú#ú:X[K!
If the conditions defined above are all true, this means that we have found most of the bar 
pattern that conforms a Head and Shoulder Top. Now, if the switch cell of the SwingHighs array 
is equal to 0 (zero), this means that we have not drawn this pattern already so we will do so. We 
will place drawing objects on the chart that represent our pattern, alternating between two colors 
when writing the Head and Shoulder messages and drawing the trend line in the chart:

/Lú)UTJOZOUTéú'4*ú)UTJOZOUTèú'4*ú)UTJOZOUTçú'4*ú)UTJOZOUTæú'4*ú9]OTM.OMNYAêîåCú#úêú
ZNKTú(KMOTú

/Lú:K^Z)URUXú#ú)URUXèúZNKTú:K^Z)URUXú#ú)URUXéúKRYKú:K^Z)URUXú#ú)URUXè!

Because we are drawing this pattern, we will change the switch cell in our SwingHighs array to 
1. We will write the word ‘Shoulder’ over Points A and C of our chart, and the word ‘Head’ 
over Point B of our chart.

9]OTM.OMNYAêîåCú#úé!ú
<GR[Kááú#ú:K^ZE4K]ò9]OTM.OMNYAêîéCîú9]OTM.OMNYAêîèCîú9]OTM.OMNYAêîçCî

úø9NU[RJKXøñ!ú
<GR[Káâú#ú:K^ZE9KZ9Z_RKò<GR[Kááîèîéñ!ú
<GR[Káâú#ú:K^ZE9KZ)URUXò<GR[Kááúîú:K^Z)URUXúñ!ú
<GR[Kááú#ú:K^ZE4K]òú9]OTM.OMNYAéîéCîú9]OTM.OMNYAéîèCîú9]OTM.OMNYAéîçCîúø.KGJøñ!ú
<GR[Káâú#ú:K^ZE9KZ9Z_RKò<GR[Kááîèîéñ!ú
<GR[Káâú#ú:K^ZE9KZ)URUXò<GR[Kááúîú:K^Z)URUXúñ!ú
<GR[Kááú#ú:K^ZE4K]òú9]OTM.OMNYAèîéCîú9]OTM.OMNYAèîèCîú9]OTM.OMNYAèîçCî

ø9NU[RJKXøñ!ú
<GR[Káâú#ú:K^ZE9KZ9Z_RKò<GR[Kááîèîéñ!ú
<GR[Káâú#ú:K^ZE9KZ)URUXò<GR[Kááúîú:K^Z)URUXúñ!



)NGVZKXúèúúúúúú:XKTJOTMú9_YZKSY .KGJúGTJú9NU[RJKXYúúúúúúúúúúèã

If the input TL_Draw is true, then we will draw a trend line from Point D to Point E on our chart.

ú /Lú:2*XG]úZNKTú(KMOTú
:2E/*ú#ú:2E4K]òú9]OTM2U]YAéîéCîú9]OTM2U]YAéîèCîú9]OTM2U]YAéîçCîú

9]OTM2U]YAêîéCîú9]OTM2U]YAêîèCîú9]OTM2U]YAêîçCúñ!ú
<GR[Kááú#ú:2E9KZ)URUXòú:2E/*îú:K^Z)URUXúñ!ú

+TJ!
+TJ!

2UTMú+TZXOKYú
First we check to make sure the trendline ID is greater than or equal to zero. If the TL_ID is less 
than zero, this would mean that either no trendlines are drawn or there was a problem drawing 
a trendline (when the TL_New() instruction cannot successfully draw a trend line it will return 
a negative number that indicates why it could not draw the trend line). 

Then, if the Close crosses under the value of the trend line for the current bar, we will sell short 
next bar at the open. We will also store the number of the trendline that generated the order in 
the variable LastCrossedTL. This variable will be used to avoid having the same trendline 
generate more than one entry order

/Lú:2E/*ú$#úêú'4*ú2GYZ)XUYYKJ:2ú"$ú:2E/*úZNKTú
/Lú)RUYKúIXUYYKYú[TJKXú:2E-KZ<GR[Kòú:2E/*îú*GZKîú:OSKúñúZNKTú(KMOTú

9KRRúTK^ZúHGXúGZú5VKT!ú
2GYZ)XUYYKJ:2ú#ú:2E/*!ú

+TJ!ú

+^OZú5XJKXYú
At the first bar of a short position, the system will define StopPrice as the low of the current bar 
minus a 4-bar average of the range.

/Lú36ú#úíéúGTJú36AéCú"$úíéúZNKTú9ZUV6XOIKú#ú.OMNúïúú'\KXGMKò8GTMKîæñ!

Then, we will then place an order to exit a short position at the stop price or anything lower. 
Once this is done, the stop price for the next bar is calculated as the current stop price plus a 
third of the difference between the Low and the current stop price. We also draw text on the 
chart at the level of the stop price (in this case we’re drawing a period).

/Lú36ú#úíéúZNKTú(KMOT
+^OZYNUXZúòøVGXGYNUXZøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!
9ZUV6XOIKú#ú9ZUV6XOIKúíúòìçúðúò9ZUV6XOIKíNOMNññ!
<GR[Kááú#ú:K^ZE4K]ò*GZKî:OSKî9ZUV6XOIKîøìøñ!

+TJ!

We use the period strictly as a visual aid. It serves to show where the stop is for the next bar. 
Sometimes we’ll use an X to make the point more visible, or we’ll eliminate it altogether. The 
text is not necessary for the system to function, it is simply for visual effect. 

The long side of the system is the mirror of these instructions. 

-KTKXGRú9_YZKSú,UXSGZ
When we apply this system to a chart, we use the options in the Format dialog box to format it 
as follows: 

a) In the Costs tab, we entered the appropriate amounts for commission and slippage. We did 
not include margin because we designed this system for stocks, and we left the default number 
of contracts to trade per order at 1.  

Note: Remember that commissions are calculated on a per contract/share basis. When you are 
trading stocks, you would enter the average commission you are charged divided by the number 

=NKTú_U[úJXG]úGúZXKTJROTKîú_U[ú
[YKúZNKú:2E4K]úL[TIZOUTîú]NOINú
_U[úGYYOMTúZUúGúT[SKXOIú\GXOGHRKìú
=NKTúZNKúZXKTJROTKúOYúJXG]Tú
Y[IIKYYL[RR_îúZNKúL[TIZOUTúXKZ[XTYú
GúVUYOZO\KúOTZKMKXúZNGZúXKVXKYKTZYú
ZNKúZXKTJROTKú/*úT[SHKXìú

=NKTúZNKúZXKTJROTKúOYúTUZúJXG]Tîú
ZNKúL[TIZOUTúXKZ[XTYúGúTKMGZO\Kú
OTZKMKXúZNGZúOJKTZOLOKYúZNKúXKGYUTú
OZú]GYúTUZúJXG]Tìú:NKúKXXUXú
IUJKYúZNGZúGVVR_úZUúZXKTJROTKYú
GXK ú

íèú:NKúUHPKIZúOJKTZOLOKXú]GYúOT\GROJ
íçú:NKúJGZGúT[SHKXúò*GZGéîúKZIìñú

VGYYKJúZUúZNKúL[TIZOUTú]GYú
OT\GROJ

íåú:NKúHKMOTTOTMúGTJúKTJOTMúVUOTZYú
]KXKúZNKúYGSK

íäú:NKúL[TIZOUTú]GYú[TGHRKúZUúRUGJú
ZNKúJKLG[RZú\GR[KYúLUXúZNKúZUUR

íãú;TGHRKúZUúGJJúZNKúUHPKIZ!úVUYYOHR_ú
J[KúZUúGTúU[ZúULúSKSUX_ú
IUTJOZOUT

íâú/T\GROJúVUOTZKX
íáú6XK\OU[YúLGOR[XK
íéêú:UUúSGT_úZXKTJROTKYúUTúZNKú

INGXZú
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of shares the system is buying and selling. In this system, this is determined by the Default 
Contracts option on this tab. 

b) Under the Stops tab, we enabled a money management stop (the Money Mngmnt check box) 
and entered an appropriate dollar amount in the edit box. This option can hold the dollar amount 
per position or dollar amount per contract/share you want to risk before exiting out of the 
position. The default we used is $1,200. 

Note: When you are trading stocks and you choose the stop to be tracked on a per share 
(contract) basis, you will type in the number of points you are willing to lose before you are 
exited out. When you are trading futures or any instrument that has a different dollar-point 
value, you would type the maximum number of dollars you are willing to risk per contract 
traded.

c) In the Properties tab, we selected the Do not allow multiple entries in same direction 
option. If the system is in a long position and market conditions generate another long entry 
order, the order is ignored. This is also the case when we’re in a short position and market 
conditions generate another short entry order.

:KYZOTMúôú/SVXU\OTM
Figure 6 shows a sample System Report for the Head and Shoulders system. Remember, we 
used a modular approach to create this system, and the system we apply is the main system, 
STAD2: H&S. The other two, STAD2: H&S Top and STAD2: H&S Bottom, are referenced by 
this main system. 

Head and Shoulder patterns are very rare, and it will be hard to find a chart that contains a 
significant number of these patterns. Therefore, it will be hard to determine if this system is 
consistently profitable. The system report in Figure x shows 12 trades of which 5 were winning 
trades, and it shows a 3.2 ratio over the 7 losers, which is typical for trending patterns. As 
encouraged as we are by this idea, this system (and these patterns) should be applied to many 
more symbols (and different data compressions) to confirm the reliability and profitability of 
this trading idea.

,OM[XKúäìú9GSVRKúY_YZKSúXKVUXZúLUXúZNKú.KGJúGTJú9NU[RJKXYúY_YZKSìú
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9[MMKYZOUTYúLUXú/SVXU\KSKTZ
The effect of a head and shoulder pattern will not last forever, we should only pay attention 
when the neck line of a recent head and shoulder is broken. As the systems currently stand, it 
looks for the price to break the trend line indefinitely or until a new pattern is detected. 

Volume is an important part of the bar pattern as originally described by Edwards and Magee. 
The system as we have written it does not include the analysis of volume, however, since we 
are already storing the results of the calculation of a linear regression angle of the volume, we 
could easily incorporate this into our analysis at a later date. 

5Tú(GRGTIKú<UR[SK ú4K]ú.OMNYîú4K]ú2U]Y
One of the most accepted trading principles is that an increase in price movement will be 
accompanied by an increase in volume. Therefore, it is generally accepted that in order for a 
rally to evolve into a trend, it must be accompanied by an increase in volume. We decided to 
look into this concept further to see if we could build a trending system based on it.

We know that On Balance Volume (OBV) is a standard indicator that shows the relationship 
between price movement and the volume that originates the price movement. It is quite simple 
in its calculation: if the close of the current bar is greater than the close of the previous bar, then 
you add the volume of the current bar to a running total; conversely, if the close of the current 
bar is less than the close of the previous bar, then you subtract the volume from the running 
total; and finally, if the price is unchanged, then the running total is left unchanged as well. The 
running total is referred to as the on balance volume. 

We began searching for instances when the OBV Indicator made new highs and lows. We 
arbitrarily chose the last 15 bars as the period in which to look for these new highs and lows. 
To find these instances, we wrote a new ShowMe Study, called OBV New H/L, and applied it 
to different charts. Figure 7 shows a chart to which we’ve applied the first version of the OBV 
New H/L ShowMe Study. Notice the dots over the bars where the OBV made a new 15-bar high 
and the dots under the bars where the OBV made a new 15-bar low. We have also applied the 
standard On Balance Volume Indicator.  

,OM[XKúãìú:NKú5(<ú4K]ú.ë2ú9NU]3KúYZ[J_úGVVROKJúZUúGúINGXZìú

:NOYúY_YZKSúOYúYOSORGXúZUúZNKú
'J\GTIKú*KIROTKú*O\KXMKTIKú
Y_YZKSìú/ZúOYúHGYKJúUTúZNKúYGSKú
VXKSOYKìú.U]K\KXîúZNKú'J\GTIKú
*KIROTKú*O\KXMKTIKúY_YZKSú
RUUQYúLUXúGúJO\KXMKTIKúHKZ]KKTú
ZNKúVXOIKúSU\KSKTZúGTJúZNKú
\UR[SKîúXGZNKXúZNGTúP[YZúTK]ú
NOMNYúGTJúRU]YúOTú\UR[SKîúOTúGTú
KLLUXZúZUúOJKTZOL_úZUVYúGTJú
HUZZUSYìú9OTIKúZNKú'*í
*O\KXMKTIKúY_YZKSúOYúRUUQOTMúLUXú
ZUVYúGTJúHUZZUSYîúOZúOYú
IUTYOJKXKJúGú9[VVUXZúGTJú
8KYOYZGTIKúY_YZKSìú
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It appears from looking at the chart that whenever there are new OBV highs or lows, the price 
tends to rally up. Also, it appears that new highs and new lows in OBV tend to group together 
before pronounced rallies. This was encouraging. However, we also noticed that new highs and 
lows in the on balance volume tend to occur frequently, a little too frequently to base a system 
on this criteria, so we decided to find the bars where the OBV has made several new highs and 
lows within a short period of time, and in this way focus in on only the pronounced rallies.     

Therefore, we rewrote the OBV New H/L ShowMe study to include inputs so we could control 
how may new highs and new lows had to occur in a specified number of bars. After enough 
testing, we decided that 5 new highs in the last 6 bars and 3 new lows in the last 6 bars are 
significant. 

Figure 8 shows the same ShowMe study, modified as described to the same chart.

The results were definitely encouraging, so we went ahead and used this as our long entry 
criteria; we decided to include only long entries at this time.  

Once we had decided upon our entry criteria, we turned our attention to exits. On the first bar 
after we enter our long position, we will define an arbitrary point below the Low of our entry 
bar. We will subtract the average of the range of the last 4 bars from the Low of the bar of entry 
and use that as our exit point for the first bar. We can always modify this at a later time to place 
a tighter stop. For our exits on the remaining bars, we will add a third of the distance between 
the low of the bar and the previous exit point to determine our next day’s exit point.  

Figure x above also shows the resulting On Balance Volume: New Highs, New Lows system 
applied.

*KLOTOTMú_U[Xú:XGJOTMú8[RKY
In this system, we defined only long entries and exit orders. There is some simple setup work 
that involves looking for new highs and new lows in the OBV. The setup, entries and exits are 
as follows:

,OM[XKúâìú:NKú5(<ú4K]ú.ë2ú9NU]3Kú9Z[J_úGTJú9_YZKSúGVVROKJúZUúGúINGXZìú
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9KZ[V
a) Compare the OBV of the current bar to the highest OBV of the last 15 bars and to the lowest 
OBV of the last 15 bars. 

2UTMú+TZXOKYú
a) If the OBV has made 5 new highs in the last 6 bars then buy 100 contracts at the open of the 
next bar.

b) If the OBV has made 3 new lows in the last 6 bars, then buy 200 contracts at the open of the 
next bar.

+^OZYú
a) Once the bar of entry is closed, we calculate the 4-bar average of the range, divide the average 
by 4, and then subtract this value from the Low of the current bar. This is our long exit price for 
bar 2. 

b) For all bars after bar 2, we obtain the previously calculated exit price and add to it a third of 
the difference between the Low and the previous stop price. We repeat this operation at the end 
of every bar to give us the exit price for all subsequent bars. 

*KYOMTOTMúôú,UXSGZZOTM
This section presents the EasyLanguage instructions and formatting for the system, with the 
EasyLanguage instructions broken down and explained line by line. 

+GY_2GTM[GMKú/TYZX[IZOUTY ú5Tú(GRGTIKú<UR[SK ú4K]ú.OMNYîú4K]ú2U]Yú9_YZKSú
ò9:'*è ú5(<ú4K]ú.OMNYñ

/TV[Z ú2KTMZNòéåñîú(GXY(GIQòäñîú4K].OMNYòåñîú4K]2U]Yòçñ!ú

<GXY ú5(<4K].OMNòLGRYKñîú36òêñîú9ZUV6XOIKòêñîú5(<4K]2U]ò,GRYKñ!

a,OTJYúTK]úNOMNYúGTJúRU]YúOTú5(<c
5(<4K].OMNú#ú5(<ú$#ú.OMNKYZòú5(<îú2KTMZNúñ!ú

5(<4K]2U]ú#ú5(<ú"#ú2U]KYZòú5(<îú2KTMZNúñ!

a*KZKXSOTKYúOLúZNKúYVKIOLOKJúT[SHKXúULúTK]úNOMNYúGTJúTK]úRU]YúNG\KúUII[XXKJúOTúZNKúYVKIOLOKJú
T[SHKXúULúHGXYúGTJúVRGIKYúH[_úUXJKXYc
/Lú385òú5(<4K].OMNúîú(GXY(GIQîú4K].OMNYúñú$úíéúZNKTú

([_úòø4K]ú.OMNøñúéêêúYNGXKYúTK^ZúHGXúGZúSGXQKZ!

/Lú385òú5(<4K]2U]úîú(GXY(GIQîú4K]2U]Yúñú$úíéúZNKTú
([_úòø4K]ú2U]øñúèêêúYNGXKYúTK^ZúHGXúGZúSGXQKZ!

a)GRI[RGZKYúYZUVúVXOIKúGTJúVRGIKYúK^OZúUXJKXc
36ú#ú3GXQKZ6UYOZOUT!

/Lú36ú#úéúGTJú36AéCú"$úéúZNKTú
9ZUV6XOIKú#úRU]úíú'\KXGMKò8GTMKîæñ!

/Lú36ú#úéúZNKTú(KMOTú
+^OZRUTMúòø+^OZ:XGJKøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúïúò2U]úí9ZUV6XOIKñëç!ú

+TJ!
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/TV[ZY
Following is the list of all the inputs we used in this system:

Additionally, we define the following variables: 

<GXY ú5(<4K].OMNò,GRYKñîú36òêñîú9ZUV6XOIKòêñîú5(<4K]2U]ò,GRYKñ!

9KZ[Vú
We will look for new highs and new lows in the OBV and assign the result of these conditions 
into the variables OBVNewHigh and OBVNewLow. The OBV function calculates and returns 
the on balance volume.  

5(<4K].OMNú#ú5(<ú$#ú.OMNKYZòú5(<îú2KTMZNúñ!ú
5(<4K]2U]ú#ú5(<ú"#ú2U]KYZòú5(<îú2KTMZNúñ!

2UTMú+TZXOKYú
If in the last 6 bars the OBV has made 5 new highs, then buy 100 shares next bar at market. We 
use the MRO function to determine whether or not this has occurred. 

/Lú385òú5(<4K].OMNúîú(GXY(GIQîú4K].OMNYúñú$úíéúZNKTú
([_úòø4K]ú.OMNøñúéêêúYNGXKYúTK^ZúHGXúGZúSGXQKZ!

If in the last 6 bars the OBV has made 3 new lows, then buy 200 shares next bar at market:

ú/Lú385òú5(<4K]2U]úîú(GXY(GIQîú4K]2U]Yúñú$úíéúZNKTú
([_úòø4K]ú2U]øñúèêêúYNGXKYúTK^ZúHGXúGZúSGXQKZ!

+^OZú5XJKXYú
At the first bar of a long position, the system will define StopPrice as the low of the current bar 
minus a 4-bar average of the range. We use the MarketPosition function to determine our 
current position in the market and assign the value to the variable MP:

36ú#ú3GXQKZ6UYOZOUT!

/Lú36ú#úéúGTJú36AéCú"$úéúZNKTú9ZUV6XOIKú#ú2U]úíú'\KXGMKò8GTMKîæñ!

If in a long position, then we will place an order to exit at the stop price or anything lower. Once 
this is done, the stop price for the next bar is calculated as the current stop price plus a third of 
the difference between the low and the current stop price.

/Lú36ú#úéúZNKTú(KMOTú
+^OZRUTMúòø+^OZ:XGJKøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúïúò2U]úíú9ZUV6XOIKñëç!ú

+TJ!

Input Default Value Description

Length 15 Number of bars to use when looking for new highs/lows

BarsBack 6 Number of bars to look back when looking for groups of 
new highs/lows

NewHighs 5 Number of new highs in the last BarsBack for the system 
to enter a position

NewLows 3 Number of new lows in the last BarsBack for the system 
to enter a position
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-KTKXGRú9_YZKSú,UXSGZú
When we apply this system to a chart, we use the options in the Format dialog box to format it: 

a) In the Costs tab, we entered the appropriate amounts for the default number of contracts to 
trade, commission and slippage. We did not include margin because we designed this system 
for stocks. 

Note: Remember that commissions are calculated on a per contract/share basis. When you are 
trading stocks, you would enter the average commission you are charged divided by the number 
of shares the system is buying and selling. Unless specified within the system, this is determined 
by the Default Contracts option on this tab. 

b) Under the Stops tab, we enabled a money management stop (the Money Mngmnt check box) 
and entered an appropriate dollar amount in the edit box. This option can hold the dollar amount 
per position or dollar amount per contract/share you want to risk before exiting the position. 

Note: When you are trading stocks and you choose the stop to be tracked on a per share 
(contract) basis, you will type in the number of points you are willing to lose before you are 
exited out. When you are trading futures or any instrument that has a different dollar-point 
value, you would type the maximum number of dollars you are willing to risk per contract 
traded.

c) In the Properties tab, we selected the option Allow Multiple Entries in the same direction 
by same and different entry orders. This is because this system is designed to scale into a 
position. 

d) Also in the Properties tab, we typed the number 4 in the option Maximum number of 
entries per position. This limits the number of times the system can enter the market in the 
same direction to 4. For example, if we type 4 in this option and the system is buying blocks of 
100 shares, the system to hold a maximum of 400 shares at any given time. 

:KYZOTMúGTJú/SVXU\OTM
This system is to an extent a hybrid between a trending and a volatility expansion system. By 
studying the OBV, the system is attempting to catch the beginning of a trend by following 
increases in price and volume (increase in volatility). This is why our system results, shown in 
Figure 9, are somewhat abnormal for a trending system; the percentage of wining trades is 
around 55% and the ratio average winning versus losing trade is somewhat low at 1.61. 

,OM[XKúáìú9GSVRKúY_YZKSúXKVUXZúLUXúZNKú5Tú(GRGTIKú<UR[SK ú4K]ú.OMNYîú4K]ú2U]YúY_YZKSú
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When evaluating any system, make sure you look at the largest winning trade and what 
percentage of the net profit this trade represents. Because trending systems are designed to 
capture the big moves, the percentage of the net profit represented by the largest winning trade 
will be greater than another type of system, say a Support and Resistance system. However, all 
the profit coming from one trade is not desirable. Ideally, you want part of the profit coming 
from a few big trades, not a single big trade. This report shows nearly half of the profits coming 
from one trade; we should definitely evaluate this system on additional data to determine 
whether or not these are statistical outliers.

9[MMKYZOUTYúLUXú/SVXU\KSKTZú
It is important to consider that a new low in OBV can be a bearish sign if the symbol under 
observation has a overall bearish outlook. In cases of securities with acceptable (positive) 
fundamental information, this can be considered a sign that the symbol has reached a support 
level. Dial Data, Inc. (and our Historical data CD) provides historical Earnings Per Share that 
can be used to determine the performance of the company, this can be used to establish a short 
position if the company is performing poorly and a new OBV low is hit.

Also, as explained before, price change will always be accompanied with high volume. If we 
establish a position and no new OBV highs are found for a extended period of time (for example 
8 bars), then we may want to exit from the position. The reasoning behind this is that the market 
may have gone stale. We could use this as a second method of exiting from positions.



C H A P T E R  3

9[VVUXZúôú8KYOYZGTIKú9_YZKSY

Support & Resistance Systems are designed for sideways or directionless markets and 
they typically have the following attributes: 

� They buy low and sell high in an attempt to take advantage of the sideways price 
movement characterizing directionless markets.

� They have a high number of winning trades, with small profits on each trade. They 
sell as the market goes higher and take small losses until the market finally turns 
down and results in a profitable trade.

� They are easier to trade emotionally.

By design, these systems miss the big move—they usually have small profits and larger 
losses as markets trend. The system keeps shorting a market that is in an up-trend or 
buying a market that is in a down-trend. Therefore, when traders use Support 
&Resistance systems, they use them within a group of systems that also includes 
trending systems and perhaps one or more volatility systems.

In this chapter, we present three Support & Resistance systems that differ in their 
approach but are all designed to make the most of the sideways movement of a market. 

/Tú:NOYú)NGVZKX

� Advance Decline Divergence .......... 36

� Stochastics ........................................ 42

� CCI Bollinger Bands: OB and OS ....48
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'J\GTIKú*KIROTKú*O\KXMKTIK
This is similar to the On Balance Volume: New Highs, New Lows System in that it is based on the 
premise that an increase in price movement will be accompanied by an increase in volume. 
Therefore, in order for a rally to evolve into a trend it will most likely be accompanied by an 
increase in volume. However, this system looks for a divergence between the price movement 
and the volume in order to identify tops and bottoms in price movement whereas the OBV: New 
Highs, New Lows system strictly looks at new highs and lows in the on balance volume to 
determine when an up rally is going to occur. Following is an explanation of our train of thought 
when developing this idea and subsequent system. 

The Accumulation Distribution Indicator is an analysis technique that incorporates both price 
movement and volume. When the price movement for the day is positive, the daily value of the 
indicator is added to a running total, and when the price movement is negative, the daily value 
of the indicator is subtracted to this running total. The formula used by the Accumulation 
Distribution Indicator is as follows: 

'II[S*OYZúULúéúHGXúGMUúïúòò)RUYKúíú5VKTñúëúò.OMNúíú2U]ñúðú<UR[SKúñú

As a result of the formula, when the Close of the current bar is greater than the Open, the higher 
the Close and the lower the Open, the more the indicator is going to advance. Likewise, when 
the Close is lower than the Open, the lower the Close and the higher the Open, the more the 
indicator will decline. 

Very often, traders look at the divergence or convergence of the price movement and the 
Accumulation Distribution Indicator in an attempt to detect tops and bottoms in price. Yet as 
with many other indicators, their accurate interpretation depends on knowing the direction of 
the indicator. The Chaiken Oscillator is an attempt at doing this. The formula used by the 
Chaiken Oscillator Indicator is as follows:

,GYZú+^VUTKTZOGRú'\KXGMKúULú'II[S*OYZúíú9RU]ú+^VUTKTZOGRú'\KXGMKúULú'II[S*OYZú

However, the averages always introduce a lag to the indicator and as a general rule are not 
adequate forecasting tools. When working with support and resistance (trying to pick tops and 
bottoms), we did not want to use averages because of the lag they introduce. 

We wanted to find a reliable technique for identifying tops and bottoms. One of the most 
commonly-used techniques is to find convergence and divergence points between price and 
volume. However, volume will increase when price moves abruptly in any direction, so we need 
to find a way to express “negative volume,” or volume when the price declined. We could have 
simply used the following formula: 

òú)RUYKúíú5VKTúñúðú<UR[SKú

However, the problem with this formula is that net change in price will have a marked influence 
on the result; in other words, the result will change significantly based on the width of the range 
between the close and the open. Since our intention is to compare the price with the volume in 
order to find divergences, instead we used the following formula:

òú)RUYKúíú5VKTúñúëúòú.OMNúíú2U]úñúðú<UR[SKú

With this new formula, the price factor will always be a number ranging from -1 to 1 regardless 
of the net move of the price. Because this produces a very choppy line that often crosses over 
and under zero, we will smooth this plot by applying a 9-bar exponential average. This formula 
is identical to that used by the Accumulation Distribution Indicator, except that we removed the 
running total. 

What we are going to do then, is enter the market long when the price and the volume move 
show a divergence. We will buy 100 shares when the price has made a new 30-day Low and the 
volume move has not made a 30-day Low in the last 5 days. We will buy 200 shares when the 
price has made a new 30-day low and the volume move has made a new 30-day High in the last 
5 days. Our thinking is that while the first scenario indicates a divergence, it is not as strong a 

:NKúUTR_úK^IKVZOUTúZUúTUZú[YOTMú
G\KXGMKYú]NKTúLOTJOTMúZUVYúGTJú
HUZZUSYúOYú]NKTú_U[ú[YKúGTú
G\KXGMKúZUúYSUUZNúGTúUZNKX]OYKú
K^ZXKSKR_ú\URGZORKúUXúINUVV_ú
OTJOIGZUXì
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divergence as the second scenario. Therefore, we’ll get into the market, but not expose 
ourselves as much as we will when the second scenario occurs. 

Likewise for the short side. We will sell 100 shares when the price had made a new 30-day High 
and the volume move has not made a 30-day High in the last 5 days, and we will sell 200 shares 
when the price has made new 30-day High and the volume move has made a 30-day Low in the 
last 5 days. 

To exit the market, we will use the same exit technique we’ve used for the previous systems in 
this volume. For our long positions, we will define an arbitrary point below the Low of our entry 
bar. We will subtract a 4-bar average of the range from the Low of the bar of entry, and use that 
as our exit point for the first bar. We will use inputs so that we can tighten this stop. Then, we 
will add a third of the distance between the Low of the bar and the previous exit point to the 
current exit point to determine the next bar’s exit point. We will use this for all bars except our 
bar of entry. 

We will do the opposite for short positions. We will add a 4-bar average of the range to the High 
of the bar of entry and use this as a stop for the first bar. Thereafter, we will subtract a third of 
the distance from the previous stop and the High of the bar from the previous stop point to 
determine next bar’s exit price. We will use this for all bars except our bar of entry.

Figure 1 shows the AD-Divergence system applied to a chart. It also shows the AD-Div 
Indicator that we wrote so we could more easily visualize the behavior of our system.

,OM[XKúéìú:NKú'*í*O\KXMKTIKúY_YZKSúGVVROKJúZUúGúINGXZîúGRUTMú]OZNúZNKú'*í*O\ú/TJOIGZUXìúú

ú

:NKúVXOIKúSGJKúGúTK]úçêíJG_ú
2U]úGTJúZNKú\UR[SKúSU\Kú
SGJKúGúçêíJG_ú.OMNúOTúZNKúRGYZú
åúJG_Yì

:NKúVXOIKúSGJKúGúTK]úçêíJG_ú
.OMNúGTJúZNKú\UR[SKúSU\Kú
NGYúTUZúSGJKúGúçêíJG_ú.OMNúOTú
ZNKúRGYZúåúJG_Yì
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*KLOTOTMú_U[Xú:XGJOTMú8[RKY
In this system, we defined both long entries and short entries as well as exit orders. We also did 
some setup work to calculate the percent change values and the spread. The setup, entries and 
exits are described next:  

9KZ[V
a) Calculate the volume move on every new bar by finding an exponential average of the 
following formula:

úúò)RUYKúíú5VKTñúëúò.OMNúíú2U]ñúðú<UR[SKú

2UTMú+TZXOKY
a) If the price has made a new 30-day Low and the volume move has not made a 30-day Low 
in the last 5 days, buy 100 shares.

b) If the price has made a new 30-day Low and the volume move made a 30-day High in the last 
5 days, buy 200 shares.

9NUXZú+TZXOKYú
a) If the price has made a new 30-day High and the volume move has not made a 30-day High 
in the last 5 days, sell 100 shares. 

b) If the price has made a new 30-day High and the volume move made a 30-day Low in the last 
5 days, sell 200 shares.

+^OZú5XJKXYú
a) When in a long position, once the bar of entry is closed, we calculate the 4-bar average of the 
range, divide the average by 4, and then subtract this value from the Low of the current bar. This 
is our long exit price for bar 2. 

b) When in a long position, for all bars after bar 2, we obtain the previously calculated exit price 
and add to it a third of the difference between the Low and the previous stop price. We repeat 
this operation at the end of every bar to give us the exit price for all subsequent bars. 

c) When in a short position, once the bar of entry is closed, we calculate the 4-bar average of 
the range and divide it by 4. Then, we add this value to the High of the current bar. This is our 
short exit price for bar 2. 

d) When in a short position, for all bars after bar 2, we obtain the previously calculated exit price 
and subtract from it a third of the difference between the previous stop price and the High of the 
current bar. Repeating this operation at the end of every bar will give you the exit price for bar 
three and beyond. 

*KYOMTOTMúôú,UXSGZZOTM
This section presents the EasyLanguage instructions and formatting for the system, with the 
EasyLanguage instructions broken down and explained line by line. 
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+GY_2GTM[GMKú/TYZX[IZOUTY ú'J\GTIKú*KIROTKú*O\KXMKTIKú9_YZKSúò9:'*è ú'*í*O\KXMKTIKñ

/TV[ZY ú'*<URò<UR[SKñîú2KTòáñîú2UUQ(GIQòçêñ!ú
<GXY ú36òêñîú9ZUV6XOIKòêñîú<UR[SK3U\Kòêñîú/TIòêñ!

a)GRI[RGZKYúZNKú\UR[SKúSU\KúUTúK\KX_úTK]úHGXc
<UR[SK3U\Kú#ú>'\KXGMKòò)RUYKúíú5VKTñúëúò.OMNúíú2U]ñúðú'*<URîúú2KTñ!

a)NKIQYúLUXúJO\KXMKTIKúHKZ]KKTúVXOIKúSU\KSKTZúGTJú\UR[SKúSU\KúGTJúVRGIKYúH[_úôúYKRRúUXJKXYc
/Lú(GX4[SHKXú$úéúZNKTú(KMOTú

/Lú2U]ú"ú2U]KYZò2U]úîú2UUQ(GIQñAéCúGTJú385òú<UR[SK3U\Kú"ú2U]KYZò<UR[SK3U\Kúîú
2UUQ(GIQúñAéCîåîéñú#úíéúZNKT([_úéêêúYNGXKYúTK^ZúHGXúGZú3GXQKZ!ú

/Lú2U]ú"ú2U]KYZò2U]îú2UUQ(GIQñAéCúGTJú<UR[SK3U\Kú$ú.OMNKYZò<UR[SK3U\Kîú2UUQ(GIQñAéCú
ZNKTú([_úèêêúYNGXKYúTK^ZúHGXúGZú3GXQKZ!

/Lú.OMNú$ú.OMNKYZò.OMNîú2UU1(GIQñAéCú'4*ú385ò<UR[SK3U\Kú$ú.OMNKYZòú<UR[SK3U\Kîú
2UUQ(GIQñAéCîåîéñú#úíéúZNKTú9KRRúéêêúYNGXKYúTK^ZúHGXúGZú3GXQKZ!ú

/Lú.OMNú$ú.OMNKYZò.OMNîú2UUQ(GIQñAéCúGTJú<UR[SK3U\Kú"ú2U]KYZò<UR[SK3U\Kîú2UUQ(GIQñAéCú
ZNKTú9KRRúèêêúYNGXKYúTK^ZúHGXúGZú3GXQKZ!ú

+TJ!

a*KZKXSOTKYúSGXQKZúVUYOZOUTúGTJúIGRI[RGZKYúYZUVúVXOIKYúLUXúLOXYZúHGXúOTúVUYOZOUTc
36ú#ú3GXQKZ6UYOZOUT!
/Lú36ú#úéúGTJú36AéCú"$úéúZNKTú(KMOTú

9ZUV6XOIKú#ú2U]úíú'\KXGMKò8GTMKîæñ!ú
/TIú#úò2U]úíú9ZUV6XOIKúñëç!ú

+TJ!
/Lú36ú#úíéúGTJú36AéCú"$úíéúZNKTú(KMOTú

9ZUV6XOIKú#ú.OMNúïú'\KXGMKò8GTMKîæñ!ú
/TIú#úúò9ZUV6XOIKúíú.OMNñëç!ú

+TJ!

a6RGIKYúK^OZúUXJKXYúGTJúIGRI[RGZKYúYZUVúVXOIKYúLUXúHGXYúGLZKXúLOXYZúHGXúOTúVUYOZOUTc
/Lú36ú#úéúZNKTú(KMOTú

+^OZRUTMúòø+^OZ2UTMøñúTK^ZúHGXúGZú9ZUV6XOIKú9ZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúïúò2U]úíú9ZUV6XOIKúñëç!ú

+TJ!ú
/Lú36ú#úíéúZNKTú(KMOTú

+^OZYNUXZúòø+^OZYNUXZøñúTK^ZúHGXúGZú9ZUV6XOIKú9ZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúíúò9ZUV6XOIKúíú.OMNñëç!ú

+TJ!

/TV[ZY
Following is the list of all the inputs we used in this system:

Input Default Value Description

ADVol Volume Volume to be used. If working with futures in intraday 
bars, Ticks can be used instead of Volume.

Len 9 Number of bars to be used when calculating the 
exponential moving average.

LookBack 30 Number of bars to look bar when establishing new highs 
and new lows.
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In addition to these inputs, we define the following variables: 

<GXY ú36òêñîú9ZUV6XOIKòêñîú<UR[SK3U\Kòêñîú/TIòêñ!

Then we calculate the volume move and assign it to the variable VolumeMove:

ú<UR[SK3U\Kú#ú>'\KXGMKòò)RUYKúíú5VKTñúëúò.OMNúíú2U]ñúðú'*<URîúú2KTñ!

2UTMú+TZXOKYú
If there is a new 30-bar low and in the last 5 bars there has been no new lows in the 
VolumeMove then buy 100 shares next bar at the open.We use the MRO function to determine 
whether there have been new lows:

/Lú2U]ú"ú2U]KYZòú2U]úîú2UUQ(GIQúñAéCúGTJú385ò<UR[SK3U\Kú"ú2U]KYZò<UR[SK3U\Kîú
2UUQ(GIQúñAéCîåîéñú#úíéúZNKTú([_úéêêúYNGXKYúTK^ZúHGXúGZú3GXQKZ!

If there is a new 30-bar low and in the last 5 bars there has been a new high in the VolumeMove 
then buy 200 shares next bar at the open:

/Lú2U]ú"ú2U]KYZòú2U]îú2UUQ(GIQúñAéCúGTJú<UR[SK3U\Kú$ú.OMNKYZòú<UR[SK3U\Kîú
2UUQ(GIQñAéCúZNKTú([_úèêêúYNGXKYúTK^ZúHGXúGZú3GXQKZ!

9NUXZú+TZXOKYú
If there is a new High and in the last 5 bars there has been no new highs in VolumeMove then 
sell 100 shares next bar at the open:

/Lú.OMNú$ú.OMNKYZòú.OMNîú2UU1(GIQúñAéCú'4*ú385ò<UR[SK3U\Kú$ú.OMNKYZòú<UR[SK3U\Kî
2UUQ(GIQñAéCîåîéñú#úíéúZNKTú9KRRúéêêúYNGXKYúTK^ZúHGXúGZú3GXQKZ!

If there is a new High and in the last 5 bars there has been a new low in VolumeMove then sell 
200 shares next bar at the open:

/Lú.OMNú$ú.OMNKYZòú.OMNîú2UUQ(GIQúñAéCúGTJú<UR[SK3U\Kú"ú2U]KYZòú<UR[SK3U\Kîú2UUQ(GIQñAéC
ZNKTú9KRRúèêêúYNGXKYúTK^ZúHGXúGZúSGXQKZ!

+^OZú5XJKXYú
At the first bar of a long position, the system will define StopPrice as the low of the current bar 
minus a 4-bar average of the range:

/Lú36ú#úéúGTJú36AéCú"$úéúZNKTú(KMOTú
2GYZ5XJKX(GXú#úíááá!ú
9ZUV6XOIKú#ú2U]úíú'\KXGMKò8GTMKîæñ!ú

+TJ!

At the first bar of a short position, the system will define StopPrice as the high of the current 
bar plus a 4-bar average of the range:

/Lú36ú#úíéúGTJú36AéCú"$úíéúZNKTú(KMOTú
9ZUV6XOIKú#ú.OMNúïú'\KXGMKò8GTMKîæñ!
2GYZ5XJKX(GXú#úíááá!ú

+TJ!

If in a long position, then we will place an order to exit at the stop price or anything lower. Once 
this is done, the stop price for the next bar is calculated as the current stop price plus a third of 
the difference between the low and the current stop price.

/Lú36ú#úéúZNKTú(KMOTú
+^OZRUTMúòøVGXGRUTMøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúïúò2U]úíú9ZUV6XOIKñëç!ú

+TJ!
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If in a short position, we will place an order to exit at the stop price or anything higher. Once 
this is done, the stop price for the next bar is calculated as the current stop price minus a third 
of the difference between the current stop price and the high.

/Lú36ú#úíéúZNKTú(KMOTú
+^OZYNUXZúòøVGXGYNUXZøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúíúò9ZUV6XOIKúíú.OMNñëç!ú

+TJ!

-KTKXGRú9_YZKSú,UXSGZ
When we apply this system to a chart, we use the options in the Format dialog box to format it 
as follows: 

a) In the Costs tab, we entered the appropriate amounts for commission and slippage. We did 
not include margin because we designed this system for stocks, and we specified 1 as the default 
number of contracts to trade per order. The system is written such that it will buy (or sell) 100 
or 200 shares depending on the criteria that is met. This overrides the setting in this tab. 

Note: Remember that commissions are calculated on a per contract/share basis. When you are 
trading stocks, you would enter the average commission you are charged divided by the number 
of shares the system is buying and selling. In this system, this is determined by the 
EasyLanguage instructions, as the number of shares is hard-coded. 

b) Under the Stops tab, we enabled a money management stop (the Money Mngmnt check box) 
and entered an appropriate dollar amount in the edit box. This option can hold the dollar amount 
per position or dollar amount per contract/share you want to risk before exiting out of the 
position. 

Note: When you are trading stocks and you choose the stop to be tracked on a per share 
(contract) basis, you will type in the number of points you are willing to lose before you are 
exited out. When you are trading futures or any instrument that has a different dollar-point 
value, you would type the maximum number of dollars you are willing to risk per contract 
traded.

c) In the Properties tab, we selected the Do not allow multiple entries in same direction 
option. If the system is in a long position and market conditions generate another long entry 
order, the order is ignored. This is also the case when we’re in a short position and market 
conditions generate another short entry order.

:KYZOTMúôú/SVXU\OTM
Figure 2 shows a sample system report for the Advance Decline Divergence system. In this 
system report, we see characteristics that are typical of trending systems. The percent of wining 
trades is under 50% yet the average win/loss ratio is close to 2.   
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This system traded quite frequently, producing 136 trades in three months of 10-minute bars. In 
order to test a system appropriately, and have the test be statistically significant, we want to 
have at least 25 instances of each order of our system. Yet the number of orders is not the only 
factor that we want to consider when reviewing system results; another crucial factor, and one 
which is overlooked surprisingly often, is that the data on which the system is tested must be 
representative of all the different modes that the market can adopt. The current system report 
shows the results for three months, which is a period of time that might not represent all the 
different market modes. 

9[MMKYZOUTYúLUXú/SVXU\KSKTZ
If you are trading futures, you will not have the volume available to you until the following day. 
Instead, you will have available the number of ticks; however, this number can be deceiving 
because one tick represents a transaction, not how many contracts were moved by that 
transaction. To avoid being deceived by an incorrect value, when trading futures, you can 
simply remove the Volume section from the formula and use: 

<UR[SK3U\Kú#úòú)RUYKúíú5VKTúñúëúòú.OMNúíú2U]úñú

The results will look different (between -1 and 1 ) but you will not be comparing price 
movement to number of transactions.  

9ZUINGYZOIYú
The Stochastics Indicator is a commonly-used overbought/oversold analysis technique used to 
determine when the market is reaching a top or bottom. However, it occurs frequently that this 
oscillator reaches the over bought area and the underlying symbol continues its rally, riding its 
momentum for several points more, which keeps the oscillator in this over bought area for some 
time before the trend finishes.

Many times, we have seen the Stochastic Indicator reach this overbought area so we place a 
short order only to watch the market continue to move up for some time. To avoid this, we will 
lower the overbought band and establish a long position when the K component of the 

,OM[XKúèìú9GSVRKúY_YZKSúXKVUXZúLUXú'J\GTIKú*KIROTKú*O\KXMKTIKúY_YZKSìú
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Stochastics Indicator (SlowK) reaches this band and then wait for the market to show signs of 
reversing before establishing our short position.   

One SlowK reaches the overbought area, we will start calculating a trailing stop that will not 
only exit from the long position, but will reverse and go short. Because we are buying when our 
indicator is signaling an overbought market, we will buy 1 contract (or 200 shares if trading 
stocks), and when our trailing stop is hit, we will reverse and go short with 2 contracts (or 400 
shares).

Our trailing stop will work as follows: at the bar of entry, we will find the 4-bar average of the 
range and we will subtract this value from the low, and this will be our reversal price. On every 
consecutive bar we will calculate the distance from the low to the reversal price of the previous 
bar and divide it into 3, we will add the result of this operation to the previous bar’s reversal 
price. As soon as this reverse price is hit, we will exit our long position and reverse. 

To cover our long position, we will place a trailing stop one tick under the lowest low of the last 
five bars. 

The opposite will be true for the short side of our system. We will up the oversold band and 
establish a short position when the SlowK reaches this band and then wait for the market to 
show signs of reversing before establishing our long position.   

One the SlowK reaches the oversold area, we will start calculating a trailing stop that will not 
only exit from the short position, but will reverse and go long. Because we are selling when our 
indicator is signaling an oversold market, we will sell 1 contract (or 200 shares if trading 
stocks), and when our trailing stop is hit we will reverse and go long with 2 contracts (or 400 
shares).

Our trailing stop will work as follows: at the bar of entry, we will find the 4-bar average of the 
range and we will add this value to the high, and this will be our reversal price. On every 
consecutive bar, we will calculate the distance from the reversal price of the previous bar to the 
high and divide it into 3, then we will subtract the result of this operation from the previous bar’s 
reversal price. As soon as this reverse price is hit, we will exit our short position and reverse.

To cover our short position, we will place a trailing stop 1 tick under the lowest low of the last 
5 bars. 

Figure 3 shows this system applied to a daily chart. The Xs are simply a visual tool we used to 
identify the position of the trailing stop. Notice that at Point A, since the SlowK had been 
greater the overbought line for the last 3 bars, we entered the market with a long position and 
placed the trailing stop. Then, on the very next bar, the trailing stop was hit so we reversed (and 
doubled) our position. 

Then, we exited our short position at Point B, when the price penetrated the highest high of the 
last 5 bars. At Point C, we went long again when the SlowK had been greater than the 
overbought line for the last 3 bars. We reversed (and doubled) our position when the price 
penetrated the reversal price (Point D).
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*KLOTOTMú_U[Xú:XGJOTMú8[RKY
In this system we defined both long and short entries as well as exit orders. The long and short 
entries will reverse your position, whereas the exits will close out your existing position and 
exit you from the market. There was essentially no setup work to do. The entry and exits are 
described next:

2UTMú+TZXOKYú
a) If the SlowK has been greater than the overbought level for 3 bars and you are currently out 
of any positions, then buy 200 shares.

b) If the system is in a short position as a result of the SlowK being under the oversold band for 
3 or more bars and the trailing stop for the short position is hit, then establish the long position 
with 400 shares.

9NUXZú+TZXOKYú
a) If the SlowK has been lower than the oversold level for 3 bars and you are currently out of 
any positions, then sell 200 shares.

b) If the system is in a long position as a result of the SlowK being greater than the overbought 
band for 3 or more bars and the trailing stop for the long position is hit, then establish a short 
position with 400 shares.

+^OZYú
a) Exit out of any long positions initiated by the reversal order when the market falls and 
penetrates a 5-bar Low channel 

,OM[XKúçìú:NKú9ZUINGYZOIYúY_YZKSúGVVROKJúZUúGúINGXZìúú

Point A

Point B

Point C

Point D
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b) Exit out of the short positions initiated by the reversal orders when the market rallies and 
breaks a 5-bar High channel

*KYOMTOTMúôú,UXSGZZOTM
This section presents the EasyLanguage instructions and formatting for the system, with the 
EasyLanguage instructions broken down and explained line by line. 

+GY_2GTM[GMKú/TYZX[IZOUTY ú9ZUINGYZOIYú9_YZKSúò9:'*è ú9ZUINGYZOIYñ

/TV[Z ú2KTMZNòéæñîú5(2K\KRòãåñîú592K\KRòèåñ!ú
<GXY ú36òêñîú3UJKòêñîú8K\KXYK6XOIKòêñ!ú
36ú#ú3GXQKZ6UYOZOUT!

a*KZKXSOTKYú]NKZNKXúZNKú9RU]1ú\GR[KúNGYúHKKTúRKYYúZNGTúZNKúU\KXHU[MNZúRK\KRúLUXúZNKúRGYZúçúHGXYú
GTJúVRGIKYúH[_úUXJKXc
/Lú385ò9RU]1òú2KTMZNúñú"ú5(2K\KRîçîéñú#úíéúúZNKTú(KMOTú

/Lú3GXQKZ6UYOZOUTú"$úíéúZNKTú(KMOTú
([_úèêêúYNGXKYúTK^ZúHGXúGZúSGXQKZ!ú
3UJKú#úé!ú

+TJ!ú
+TJ!ú

a)GRI[RGZKYúXK\KXYGRúVXOIKúGTJúVRGIKYúYKRRúYZUVúUXJKXúHGYKJúUTúTK]úXK\KXYGRúVXOIKc
/Lú36ú#úéúGTJú36AéCú"$úéúZNKTú8K\KXYK6XOIKú#ú2U]úíú'\KXGMKò8GTMKîæñ!ú

/Lú36ú#úéúGTJú3UJKú#úéúZNKTú(KMOTú
9KRRúòø8K\KXYK2UTMøñúæêêúYNGXKYúTK^ZúHGXúGZú8K\KXYK6XOIKúYZUV!ú
8K\KXYK6XOIKú#ú8K\KXYK6XOIKúïúò2U]úíú8K\KXYK6XOIKñëç!ú

+TJ!ú

a+^OZúUXJKXúLUXúYNUXZúVUYOZOUTYc
+^OZ9NUXZúLXUSúKTZX_úòø8K\KXYK2UTMøñúGZú.OMNKYZò.OMNîúåñúYZUV!

/Lú385ò9RU]1òú2KTMZNúñú$ú592K\KRîçîéñú#úíéúZNKTú(KMOTú
/Lú3GXQKZ6UYOZOUTú"$úéúZNKTú(KMOTú

9KRRúèêêúYNGXKYúTK^ZúHGXúGZú3GXQKZ!ú
3UJKú#úíé!ú

+TJ!ú
+TJ!ú

a)GRI[RGZKYúXK\KXYGRúVXOIKúGTJúVRGIKYúH[_úYZUVúUXJKXúHGYKJúUTúTK]úXK\KXYGRúVXOIKc
/Lú36ú#úíéúGTJú36AéCú"$úíéúZNKTú8K\KXYK6XOIKú#ú.OMNúïú'\KXGMKò8GTMKîæñ!ú

/Lú36ú#úíéúGTJú3UJKú#úíéúZNKTú(KMOTú
([_úòø8K\KXYK9NUXZøñúæêêúYNGXKYúTK^ZúHGXúGZú8K\KXYK6XOIKúYZUV!ú
8K\KXYK6XOIKú#ú8K\KXYK6XOIKúíúò8K\KXYK6XOIKúíú.OMNñëç!ú

+TJ!ú

a+^OZúUXJKXúLUXúRUTMúVUYOZOUTYc
+^OZ2UTMúLXUSúKTZX_úòø8K\KXYK9NUXZøñúGZú2U]KYZò2U]îúåñúYZUV!
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/TV[ZYú

For this system, we will use the following inputs:  

In addition to these inputs, we define the following variables:

<GXY ú36òêñîú3UJKòêñîú8K\KXYK6XOIKòêñ!

2UTMú+TZXOKYú
If the SlowK has been greater than the overbought level for 3 consecutive bars, and the system 
is not holding a short position, then we will buy 200 shares next bar at the open. Additionally, 
we will use the variable called Mode as a switch, and set it to 1. 

/Lú385ò9RU]1òú2KTMZNúñú"ú5(2K\KRîçîéñú#úíéúúZNKTú(KMOTú
/Lú3GXQKZ6UYOZOUTú"$úíéúZNKTú(KMOTú

([_úèêêúYNGXKYúTK^ZúHGXúGZúSGXQKZ!ú
3UJKú#úé!ú

+TJ!ú
+TJ!

If the system is in the first bar of short position, then we calculate the reverse price as the High 
plus the 4-bar average of the range.

/Lú36ú#úíéúGTJú36AéCú"$úíéúZNKTú8K\KXYK6XOIKú#ú.OMNúïú'\KXGMKò8GTMKîæñ!

If the system is in a short position, that was initiated by the SlowK being in the over sold area 
for 3 consecutive bars (Mode = -1) then we will look to buy 400 shares next bar at the reverse 
price defined above. And we will set the reverse price for the next bar as the reverse price minus 
a third of the reverse price minus the High.

/Lú36ú#úíéúGTJú3UJKú#úíéúZNKTú(KMOTú
([_úòø8K\KXYK9NUXZøñúæêêúYNGXKYúTK^ZúHGXúGZú8K\KXYK6XOIKúYZUV!ú
8K\KXYK6XOIKú#ú8K\KXYK6XOIKúíúò8K\KXYK6XOIKíNOMNñëç!ú

+TJ!

9NUXZú+TZXOKYú
If the SlowK is under the over sold band for 3 consecutive bars, and the system is not in a long 
position, then it will short 200 shares of the stock. It will also set the variable Mode to -1.

/Lú385ò9RU]1òú2KTMZNñú$ú592K\KRîçîéñú#úíéúZNKTú(KMOTú
/Lú3GXQKZ6UYOZOUTú"$úéúZNKTú(KMOTú

9KRRúèêêúYNGXKYúTK^ZúHGXúGZú3GXQKZ!ú
3UJKú#úíé!ú

+TJ!ú
+TJ!

If the system is in the first bar of long position, then we calculate the reversal price as the low 
minus the 4-bar average of the range.

/Lú36ú#úéúGTJú36AéCú"$úéúZNKT8K\KXYK6XOIKú#ú2U]úíú'\KXGMKò8GTMKîæñ!

Input Default Value Description

Length 14 Number of bars used when calculating stochastics

OBLevel 75 Overbought level for stochastics

OSLevel 25 Oversold level for stochastics

/3658:'4: ú:NKú385úL[TIZOUTú
XKZ[XTYúZNKúT[SHKXúULúZNKúHGXúUTú
]NOINúZNKúIUTJOZOUTYúSUYZú
XKIKTZR_úUII[XXKJìú=NKTúOZú
XKZ[XTYúíéîúOZúSKGTYúZNKúIUTJOZOUTú
JOJúTUZúUII[Xìú

:NKXKLUXKîú]KúGXKúINKIQOTMúZUú
SGQKúY[XKúZNKú9RU]1úNGYú45:ú
HKKTú[TJKXúZNKú5(2K\KRúJ[XOTMú
ZNKúRGYZúçúHGXYîúOTú]NOINúIGYKúOZú
NGYúHKKTúKW[GRúZUúUXúU\KXìú
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If the system is in a long position initiated by the SlowK being in the over bought area for 3 
consecutive bars (Mode = 1) then we will look to sell 400 shares next bar at the reverse price 
defined above. Additionally, we will set the reverse price for the next bar as the reverse price 
plus a third of the difference between the low and the reverse price.

/Lú36ú#úéúGTJú3UJKú#úéúZNKTú(KMOTú
9KRRúòø8K\KXYK2UTMøñúæêêúYNGXKYúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
8K\KXYK6XOIKú#ú8K\KXYK6XOIKúïúò2U]í8K\KXYK6XOIKñëç!ú

+TJ!

+^OZú5XJKXYú
Exit out of any long positions initiated by the reversal order when the market falls and 
penetrates a 5-bar Low channel:

+^OZ9NUXZúLXUSúKTZX_úòø8K\KXYK2UTMøñúGZú.OMNKYZò.OMNîúåñúYZUV!

Exit out of the short positions initiated by the reversal orders when the market rallies and breaks 
a 5-bar High channel:

+^OZ2UTMúLXUSúKTZX_úòø8K\KXYK9NUXZøñúGZú2U]KYZò2U]îúåñúYZUV!

-KTKXGRú9_YZKSú,UXSGZ
When we apply this system to a chart, we use the options in the Format dialog box to format it 
as follows: 

a) In the Costs tab, we entered the appropriate amounts for commission and slippage. We did 
not include margin because we designed this system for stocks, and we specified 1 as the default 
number of contracts to trade per order. The system is written such that it will buy (or sell) 200 
or 400 shares depending on the criteria that is met. This overrides the setting in this tab. 

Note: Remember that commissions are calculated on a per contract/share basis. When you are 
trading stocks, you would enter the average commission you are charged divided by the number 
of shares the system is buying and selling. In this system, this is determined by the 
EasyLanguage instructions, because the number of shares is hard-coded. 

b) Under the Stops tab, we enabled a money management stop (the Money Mngmnt check box) 
and entered an appropriate dollar amount in the edit box. This option can hold the dollar amount 
per position or dollar amount per contract/share you want to risk before exiting out of the 
position. 

Note: When you are trading stocks and you choose the stop to be tracked on a per share 
(contract) basis, you will type in the number of points you are willing to lose before you are 
exited out. When you are trading futures or any instrument that has a different dollar-point 
value, you would type the maximum number of dollars you are willing to risk per contract 
traded.

c) In the Properties tab, we selected the Do not allow multiple entries in same direction 
option. If the system is in a long position and market conditions generate another long entry 
order, the order is ignored. This is also the case when we’re in a short position and market 
conditions generate another short entry order.

:KYZOTMúôú/SVXU\OTM
Figure 4 shows a sample system report for the Stochastics System. This system report shows 
typical numbers for a Support and Resistance system. Notice that the percentage of profitable 
trades is near 50% and the win/loss average ratio is above 1 yet not spectacular by any means.   
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One statistic that jumps out in this report is the size of the largest losing trade. The system had 
a loss of 42-3/4 points in one trade while the average losing trade was 1-5/8 points. This would 
lead us to believe that our protective stops failed to detect this trade and may fail again in the 
future. These extremely large losing trades are probably the most important trades we will find 
when back testing any system as they can tell us how and when our system is failing to protect 
its capital.

9[MMKYZOUTYúLUXú/SVXU\KSKTZ
If the system has a low percentage profitable trades, we can try removing the initial buy when 
the SlowK is greater than the overbought band for 3 bars, and simply enter the short position 
when the reversal order is hit. 

Likewise, we may want to try removing the initial sell order when the SlowK is lower than the 
oversold band for 3 bars, and simply enter the long position when the reversal order is hit.

))/ú(URROTMKXú(GTJYúíú5\KXHU[MNZúGTJú5\KXYURJú
Bollinger Bands are a very popular technical analysis tool often used to determine when the 
market is trading outside of the ‘normal’ trading range. Bollinger Bands are lines plotted +2 and 
-2 standard deviations above and below a moving average. In data that is distributed normally, 
99% of prices is enclosed within these 2 standards deviations of the average price. Therefore, 
we can safely assume that prices that trade outside of the Bollinger Bands are significant.

In trending markets, prices trading outside of the Bollinger Bands usually signify that the 
market has a great deal of momentum and is moving strongly with the trend.  In choppy markets, 
Bollinger Bands can indicate that the market is oversold or overbought and is bound to change 
direction. 

Because of this dual interpretation, we will use a secondary condition to confirm the 
relationship of the price to the Bollinger Bands. To do so, we will use the CCI Indicator. The 
CCI Indicator is an oscillator that indicates overbought and oversold conditions in the market 
when the indicator is over 100 or under -100, respectively. The CCI is designed so that about 
75% of the trading activity falls in the neutral territory. We will look for this oscillator to turn 

,OM[XKúæìú9GSVRKúY_YZKSúXKVUXZúLUXú9ZUINGYZOIYúY_YZKS
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up while it is in the oversold area and for it to turn down when it is in the overbought area and 
consider these to be significant conditions for this system. 

Combining these two analysis techniques, CCI and Bollinger Bands, will give us our setup and 
entry conditions. When the price activity has recently crossed under the lower Bollinger Band 
and the CCI is in the oversold territory and turns up, we will buy. If the price has recently traded 
over the Bollinger Band and the CCI is in the overought territory and turns down, we will sell.

Figure 5 shows this system applied to a chart. We also applied the Bollinger Bands and CCI 
Indicators to the chart, so we could more easily visualize the system’s behavior.  

Now we need a method of exiting the market. We will work with a variation of a trailing stop 
exit technique used in the previous volume of STAD Club. For our long positions, we will 
define an arbitrary point below the Low of our entry bar. In this system, we will subtract the 
average of the range of the last 4 bars from the Low of the bar of entry and use that as our exit 
point for the first bar. From then on, we will add a third of the distance between the Low of the 
bar and the previous exit point to determine our next day’s exit point. 

We will do the opposite for our short positions. We will add a 4-bar average of the range to the 
High of the bar of entry and use this as a stop for the first bar. Thereafter, we will subtract a 
third of the distance from the previous stop and the High of the bar from the previous stop point 
to determine next bar’s exit price. 

This will work for any bar except for our bar of entry. To cover our entry bar, when in a long 
position, we will risk the lowest Low of the last 6 bars, and when in a short position, we will 
risk the highest High of the last 6 bars.

,OM[XKúåìú:NKú))/ú(URROTMKXúíú5\KXHU[MNZú5\KXYURJúY_YZKSúGVVROKJúZUúGúINGXZ

=NKTú_U[úGVVR_úGTúOTJOIGZUXúZNGZú
VKXLUXSYúZNKúYGSKúIGRI[RGZOUTú
GYú_U[XúY_YZKSúZUúGúINGXZîúSGQKú
Y[XKúZNKúOTV[ZYúGXKúYKZúZNKúYGSKú
LUXúHUZNìú'RYUîúSGQKúY[XKúZNKú
SG^OS[SúT[SHKXúULúHGXYúZNKú
YZ[J_ú]ORRúXKLKXKTIKú
ò3G^(GXY(GIQñúOYúGRYUúYKZúZNKú
YGSKìú

/Lú_U[úZNKúOTV[ZYúGTJëUXú
3G^(GXY(GIQúYKZZOTMúGXKú
JOLLKXKTZîúZNKúXKY[RZYú]ORRúHKú
JOLLKXKTZúGTJú_U[úSG_úZNOTQú_U[Xú
Y_YZKSúOYúTUZúIGRI[RGZOTMú
IUXXKIZR_îú]NKTúOZúGIZ[GRR_úOYì
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*KLOTOTMú_U[Xú:XGJOTMú8[RKY
In this system, we defined both long and short entries as well as exit orders. We also performed 
some setup work, which involved calculating the Bollinger Bands and determining where the 
prices of the current bar are in relation to the bands. The long and short entries will reverse your 
position, whereas the exits will close out your existing position and exit you from the market. 
The setup, entry and exits are described next:

9KZ[Vú
a) We will calculate the position of the Close in regard to the Bollinger Bands by using the 
following formula:  

ò)RUYKúíú(UZZUSú(GTJñúëúòú:UVú(GTJúíú(UZZUSú(GTJúñú

b) If Close crosses over or under 0.5, then we will not produce any trades. 

c) If the High of the current bar crosses over the top band, we will look for short positions. 

d) If the Low of the current bar crosses under the bottom band, we will look for long positions.

2UTMú+TZXOKYú
a) If the CCI is declining and turns up while in the oversold band, we will find the highest High 
of the last 3 bars. This will be our entry price 

b) During the next 5 bars, we will look for the price to rally and buy at our entry price.

9NUXZú+TZXOKYú
a) If the CCI is rising and turns down while in the overbought band, we will find the lowest Low 
of the last 3 bars. This will be our entry price. 

b) During the next 5 bars, we will look for the price to decline and establish a short position at 
our entry price.

+^OZYú
a) Once the bar of entry of a long position is closed, calculate the 4-bar average of the range and 
divide it by 4. We will then subtract this value from the low. This will be our long exit price for 
bar 2. 

b) From the second bar, we obtain the exit price calculated in the last point and add to it a third 
of the difference between the Low and the previous stop price. Repeating this operation at the 
end of every bar will give us the exit price for bar 3 and beyond. 

c) At the bar of entry of a short position, we will place an exit order for short positions at the 
highest High of the last 8 bars. 

d) Once the bar of entry of a short position is closed, calculate the 4-bar average of the range 
and divide it by 4. We then add this value to the High. This will be our short exit price for bar 2. 

e) From the second bar, we obtain the exit price calculated in the last point and add to it a third 
of the difference between the Low and the previous stop price.  Repeating this operation at the 
end of every bar will give us the exit price for bar 3 and beyond. 

f) Place a money management protective stop (stop loss), the dollar amount of which will 
depend on what and how many shares/contracts are being traded.

*KYOMTOTMúôú,UXSGZZOTM
This section presents the EasyLanguage instructions and formatting for the system, with the 
EasyLanguage instructions broken down and explained line by line. 
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+GY_2GTM[GMKú/TYZX[IZOUTY ú))/ú(URROTMKXú(GTJYúíú5\KXHU[MNZúGTJú5\KXYURJú9_YZKSú
ò9:'*è ú))Oú(URROTMKXñ

/TV[ZY ú((2KTòáñîú((9Z*\òèñî))/2KTòéæñîú))/'\M2Tòèñ!ú
<GXY ú6UYOZOUTòêñîú:UV(GTJòêñîú(UZ(GTJòêñî((9ZGZ[Yòêñîú))/'\Mòêñîú)/:[XTY;Vò,GRYKñî

))/:[XTY*U]Tò,GRYKñîú9ZUV6XOIKòêñîú)6òêñîú2UTM)U[TZòêñîú9NUXZ)U[TZòêñîú2+6òêñîú9+6òêñ!

a)GRI[RGZKú(URROTMKXú(GTJYúGTJú))/c
:UV(GTJú#ú(URROTMKX(GTJò)RUYKîú((2KTîú((9Z*\ñ!
(UZ(GTJú#ú(URROTMKX(GTJò)RUYKîú((2KTîúí((9Z*\ñ!ú
))/'\Mú#ú>'\KXGMKò))/ò))/2KTñîú))/'\M2Tñ!úú

a*KZKXSOTKYúRUIGZOUTúULúVXOIKYúOTúXKRGZOUTúZUúHGTJYc
/Lú:UV(GTJú"$ú(UZ(GTJúZNKTú6UYOZOUTú#úò)RUYKúíú(UZ(GTJñúëúò:UV(GTJúíú(UZ(GTJñ!

/Lú)[XXKTZ(GXú$úéúZNKTú(KMOTú
/Lú6UYOZOUTúIXUYYKYúU\KXúìåúZNKTú((9ZGZ[Yú#úê!ú
/Lú6UYOZOUTúIXUYYKYú[TJKXúìåúZNKTú((9ZGZ[Yú#úê!ú
/Lú2U]úIXUYYKYú[TJKXú(UZ(GTJúZNKTú((9ZGZ[Yú#úíé!ú
/Lú.OMNúIXUYYKYúU\KXú:UV(GTJúZNKTú((9ZGZ[Yú#úé!ú

+TJ!

a*KZKXSOTKYúRUIGZOUTúULú))/c
))/:[XTY;Vú#ú9]OTM2U](GXòéîú))/'\Mîúéîúçñú#úéú'4*ú))/'\MAéCú"úíéêê!
))/:[XTY*U]Tú#ú9]OTM.OMNHGXòéîú))/'\Mîúèîúçñú#úèú'4*ú))/'\MAèCú$úéêê!

a)GRI[RGZKYúRUTMúKTZX_úVXOIKc
/Lú((9ZGZ[Yú#úíéúGTJú))/:[XTY;VúúZNKTú(KMOTú

2UTM)U[TZú#ú)[XXKTZ(GX!ú
2+6ú#ú.OMNKYZò.OMNîçñ!ú

+TJ!ú

a6RGIKYúRUTMúKTZX_úUXJKXîúQKKVOTMúOZúGIZO\KúLUXúåúHGXYc
/Lú)[XXKTZ(GXú"ú2UTM)U[TZúïúåúGTJú3GXQKZ6UYOZOUTú"$úéúZNKTú([_úTK^ZúHGXúGZú2+6úYZUV!

a)GRI[RGZKYúYNUXZúKTZX_úVXOIKc
/Lú((9ZGZ[Yú#úéúGTJú))/:[XTY*U]TúZNKTú(KMOTú

9NUXZ)U[TZú#ú)[XXKTZ(GX!ú
9+6ú#ú2U]KYZòRU]îçñ!ú

+TJ!ú

a6RGIKYúYNUXZúKTZX_úUXJKXîúQKKVOTMúOZúGIZO\KúLUXúåúHGXYc
/Lú)[XXKTZ(GXú"ú9NUXZ)U[TZúïúåúGTJú3GXQKZ6UYOZOUTú"$úíéúZNKTú9KRRúTK^ZúHGXúGZú9+6úYZUV!

a)NGTMKYú\GR[KúULú2UTM)U[TZú\GXOGHRKú]NKTúOTúGúRUTMúUXúYNUXZúVUYOZOUTîúZUúG\UOJúVRGIOTMúGTUZNKXú
H[_úUXúYKRRúUXJKXc
/Lú3GXQKZ6UYOZOUTú#úéúZNKTú2UTM)U[TZú#úíááá!ú
/Lú3GXQKZ6UYOZOUTú#úíéúZNKTú2UTM)U[TZú#úíááá!

a)GRI[RGZKYúYZUVúVXOIKúGTJúVRGIKYúK^OZúUXJKXYcú
)6ú#ú3GXQKZ6UYOZOUT!
OLú)6ú#úéúGTJú)6AéCú"$úéúZNKTú9ZUV6XOIKú#ú2U]úíú'\KXGMKò8GTMKîæñðèëç!ú
/Lú)6ú#úíéúGTJú)6AéCú"$úíéúZNKTú9ZUV6XOIKú#ú.OMNúïú'\KXGMKò8GTMKîæñðèëç!ú
/Lú)6ú#úéúZNKTú(KMOTú

<GR[Kááú#ú:K^ZE4K]ò*GZKî:OSKî9ZUV6XOIKîøìøñ!ú
+^OZRUTMúòø+^OZ2UTMøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúïúòúìçúðò2U]úíú9ZUV6XOIKññ!ú
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+TJ!ú
/Lú)6ú#úíéúZNKTú(KMOTú

<GR[Kááú#ú:K^ZE4K]ò*GZKî:OSKî9ZUV6XOIKîøìøñ!ú
+^OZYNUXZúòø+^OZ9NUXZøñúTK^ZúHGXúGZúYZUVVXOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúíúòìçúðúò9ZUV6XOIKúíú.OMNññ!ú

+TJ!

/TV[ZYú

For this system, we will use the following inputs:  

Additionally we will declare the following variables: 

<GXY ú6UYOZOUTòêñîú:UV(GTJòêñîú(UZ(GTJòêñîú((9ZGZ[Yòêñîú))/'\Mòêñîú))/:[XTY;VòLGRYKñî
ú))/:[XTY*U]TòLGRYKñ!ú<GXY ú9ZUV6XOIKòêñîú)6òêñîú2UTM)U[TZòêñîú9NUXZ)U[TZòêñî
2+6òêñîú9+6òêñ!

9KZ[Vú
We will first define the TopBand and BotBand variables as our Bollinger Bands, and the 
CCIAvg variable as the exponential average of the CCI.

:UV(GTJú#ú(URROTMKX(GTJò)RUYKîú((2KTîú((9Z*\ñ!ú
(UZ(GTJú#ú(URROTMKX(GTJò)RUYKîú((2KTîúí((9Z*\ñ!ú
))/'\Mú#ú>'\KXGMKò))/ò))/2KTñîú))/'\M2Tñ!

We will first define the variable Position as the position where the close is with respect to the 
two bands (checking for division by zero first):  

/Lú:UV(GTJú"$ú(UZ(GTJúZNKTú6UYOZOUTú#úò)RUYKúíú(UZ(GTJñúëúò:UV(GTJúíú(UZ(GTJñ!

Then we look for the Position variable to cross over or under the middle distance of the two 
Bollinger Bands (Position crosses over 0) and for the Low to cross under the bottom band or the 
High to cross over the top band:

ú/Lú)[XXKTZ(GXú$úéúZNKTú(KMOTú
/Lú6UYOZOUTúIXUYYKYúU\KXúìåúZNKTú((9ZGZ[Yú#úê!ú
/Lú6UYOZOUTúIXUYYKYú[TJKXúìåúZNKTú((9ZGZ[Yú#úê!ú
/Lú2U]úIXUYYKYú[TJKXú(UZ(GTJúZNKTú((9ZGZ[Yú#úíé!ú
/Lú.OMNúIXUYYKYúU\KXú:UV(GTJúZNKTú((9ZGZ[Yú#úé!ú

+TJ!

Finally, we will look for the CCI average to turn up while it is under -100, or for the CCI average 
to turn down while it is over 100. The result of these true/false expressions are stored in the 
variables CCITrunsUp and CCITurnsDown, respectively.

))/:[XTY;Vú#ú9]OTM2U](GXòéîú))/'\Mîúéîúçñú#úéú'4*ú))/'\MAéCú"úíéêê!
))/:[XTY*U]Tú#ú9]OTM.OMNHGXòéîú))/'\Mîúèîúçñú#úèú'4*ú))/'\MAèCú$úéêê!

Input Default Value Description

BBLen 9 Number of bars used to calculate Bollinger bands

BBStDv 2 Number of standard deviations used to calculate Bollinger 
Bands

CCILen 14 Number of bars used to calculate CCI

CCIAvgLn 2 Number of bars used in the average of the CCI
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2UTMú+TZXOKYú
When the Low has crossed under the bottom band (BBStatus = -1) and the CCI has turned up,  
we will store the current bar’s bar number in the LongCount variable and we will define our 
long entry price as the highest High of the last three bars. We store this long entry price in the 
variable LEP.

/Lú((9ZGZ[Yú#úíéúGTJú))/:[XTY;VúúZNKTú(KMOTú
2UTM)U[TZú#ú)[XXKTZ(GX!ú
2+6ú#ú.OMNKYZòNOMNîçñ!ú

+TJ!

If the High crossed over the top Bollinger Band and the CCI turned up in the last 5 bars, then 
we will buy next bar at our long entry price.

ú/Lú)[XXKTZHGXú"ú2UTM)U[TZúïúåúGTJú3GXQKZ6UYOZOUTú"$úéúZNKTú([_úTK^ZúHGXúGZú2+6úYZUV!

9NUXZú+TZXOKYú
When the high has crossed over the top band (BBStatus = 1) and the CCI has turned down then 
we will hold the current bar’s bar number in the ShortCount variable and we will define our 
short entry price as the lowest Low of the last 3 bars.

/Lú((9ZGZ[Yú#úéúGTJú))/:[XTY*U]TúúZNKTú(KMOTú
9NUXZ)U[TZú#ú)[XXKTZ(GX!ú
9+6ú#ú2U]KYZò2U]îçñ!ú

+TJ!

If the High crossed under the bottom Bollinger Band and the CCI turned down in the last 5 bars, 
then we will sell next bar at our short entry price. 

/Lú)[XXKTZ(GXú"ú9NUXZ)U[TZúïúåúGTJú3GXQKZ6UYOZOUTú"$úíéúZNKTú9KRRúTK^ZúHGXúGZú9+6úYZUV!

+^OZú5XJKXYú
At the first bar of a long position, the system will define StopPrice as the Low of the current bar 
minus a 4-bar average of the range.

/Lú36ú#úéúGTJú36AéCú"$úéúZNKTú(KMOTú
2GYZ5XJKX(GXú#úíááá!ú
9ZUV6XOIKú#ú2U]úíú'\KXGMKò8GTMKîæñ!ú

+TJ!

At the first bar of a short position, the system will define StopPrice as the High of the current 
bar plus a 4-bar average of the range.

/Lú36ú#úíéúGTJú36AéCú"$úíéúZNKTú(KMOTú
9ZUV6XOIKú#ú.OMNúïú'\KXGMKò8GTMKîæñ!ú
2GYZ5XJKX(GXú#úíááá!ú

+TJ!

If in a long position, we will place an order to exit at the stop price or anything lower. Once this 
is done, the stop price for the next bar is calculated as the current stop price plus a third of the 
difference between the Low and the current stop price.

/Lú36ú#úéúZNKTú(KMOTú
+^OZRUTMúòø+^OZ2UTMøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúïúò2U]íú9ZUV6XOIKñëç!ú

+TJ!

If in a short position, we will place an order to exit at the stop price or anything higher. Once 
this is done, the stop price for the next bar is calculated as the current stop price minus a third 
of the difference between the current stop price and the High.
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/Lú36ú#úíéúZNKTú(KMOTú
+^OZYNUXZúòø+^OZ9NUXZøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúíúò9ZUV6XOIKúíú.OMNñëç!ú

+TJ!

-KTKXGRú9_YZKSú,UXSGZ
When we apply this system to a chart, we use the options in the Format dialog box to format it 
as follows: 

a) In the Costs tab, we entered the appropriate amounts for commission and slippage. We did 
not include margin because we designed this system for stocks, and we specified 1as the default 
number of contracts/shares to trade per order. 

Note: Remember that commissions are calculated on a per contract/share basis. When you are 
trading stocks, you would enter the average commission you are charged divided by the number 
of shares the system is buying and selling. In this system, this is determined by the Default 
Contracts option on this tab. 

b) Under the Stops tab, we enabled a money management stop (the Money Mngmnt check box) 
and entered an appropriate dollar amount in the edit box. This option can hold the dollar amount 
per position or dollar amount per contract/share you want to risk before exiting out of the 
position.

Note: When you are trading stocks and you choose the stop to be tracked on a per share 
(contract) basis, you will type in the number of points you are willing to lose before you are 
exited out. When you are trading futures or any instrument that has a different dollar-point 
value, you would type the maximum number of dollars you are willing to risk per contract 
traded.

c) In the Properties tab, we selected the Do not allow multiple entries in same direction 
option. If the system is in a long position and market conditions generate another long entry 
order, the order is ignored. This is also the case when we’re in a short position and market 
conditions generate another short entry order.

:KYZOTMúôú/SVXU\OTM
The CCI-Bollinger system analyzes support and resistance levels and has unusual results for a 
system of this nature. Figure 6 shows a sample System Report. Notice that the percentage of 
wining trades is typical (if not low at 46%) yet the ratio of average winning versus losing trades 
is very high at 2.5. This high ratio could be attributed to an effective exit technique. It produced 
around 160 trades in 12 years for this stock, which would amount to about one trade every 
month, so the trading system is not over-trading. Also, the largest winning trade and the largest 
losing trade are very low compared to the net gain, and closer to the average winning and losing 
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trade, respectively. This would indicate that the system is performing consistently throughout 
the entire sample data used for this test.

9[MMKYZOUTYúLUXú/SVXU\KSKTZ
We may find that this system is too sensitive (trades too often) or is missing too many moves 
(rarely trades). In this case, we may want to try adjusting the number of standard deviations we 
use to calculate Bollinger Bands. Using a higher number will make the system trade less often 
since we are moving the bands away from the price.  

,OM[XKúäìú9GSVRKúY_YZKSúXKVUXZúLUXúZNKú))/ú(URROTMKXúíú5\KXHU[MNZú5\KXYURJúY_YZKS
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C H A P T E R  4

<URGZOROZ_ú(XKGQU[Zú9_YZKSY

Volatile markets are characterized by sharp jumps in price, and volatility breakout 
systems are designed to take advantage of this type of change in volatility. Volatility 
breakout systems generally have the following characteristics: 

� Substantial amount of time out of the market.

� High percentage of winning trades, but with a small profit per trade.

� Don’t take advantage of big moves.

� Exciting to trade because trades are quick and short-term.

� Based solely on price movement.

When designing this type of system, the key is to effectively anticipate and take 
advantage of a significant change in volatility and then exit the position before a loss 
of profit. In this chapter, we present three volatility breakout systems, all of which are 
designed to capture significant change in volatility and limit losses during directionless 
and/or trending phases. We also present a somewhat different section on determining 
short-term market outlook

/Tú:NOYú)NGVZKX

� Percent Change Channel..................58

� Bull Beater .......................................62

� Opening Gap ...................................68

� Determining Short-Term Market Outlook
75
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6KXIKTZú)NGTMKú)NGTTKR
One of the most important concepts in trading is volatility—specifically, how markets react to 
extreme moves. The age-old principle that states that for every action there is a reaction also 
applies to trading. When there is a sudden extreme move in one direction, the market will tend 
to make a correction. It is very hard to catch the initial move and act upon it, but it is not so hard 
to catch and act upon the correction that usually follows these sudden moves. This is the basis 
for this system. 

We will look for the percent change of the last 5 closes to be greater than 102% (2 percent 
increase in the last 5 bars) and then place an order to buy at the Low of the bar. Likewise, when 
the percent change of the Close is lower than 98% (2 percent decrease), we will place an order 
to sell at the High of the bar. These orders will remain active for 3 bars, at which point they will 
be cancelled if they haven’t been filled. 

Because we want to take a quick profit, we will exit at the first open that gives us a profit: an 
open greater than our entry price in long positions and an open lower than our entry price for 
short positions. Also, to exit quickly from any bad positions, we will exit out of our long 
positions at the lowest Low of the last five bars and we will exit out of our short positions at the 
highest High of the last five bars.

Figure 1 shows the system applied to a chart. 

,OM[XKúéìú:NKú6KXIKTZú)NGTMKú)NGTTKRú9_YZKSúGVVROKJúZUúGúINGXZ
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*KLOTOTMú_U[Xú:XGJOTMú8[RKY
In this system, we defined both long entries and short entries as well as exit orders. We also did 
some setup work which included calculating the percent change. How we calculated the setup, 
entries and exits is described next. 

9KZ[Vú
a) We will calculate the percent change as the Close of the current bar divided by the Close of 
5 bars ago and multiply the result by 100.

2UTMú+TZXOKYú
a) If the price has declined more than 2%, then we will place an order to buy at the High of the 
bar that declined 2% or anything higher. This order will remain active for 3 bars.

9NUXZú+TZXOKYú
a) If the price has increased more than 2%, then we will place an order to sell short at the Low 
of the bar that declined 2% or anything lower. This order will remain active for 3 bars.

+^OZYú
a) We will exit from both long and short positions at the first profitable open. 

b) We will exit from any long positions at the lowest Low of the last 5 bars.

c) We will exit form any short positions at the highest High of the last 5 bars. 

d) We will place a money management stop for both long and short positions.

*KYOMTOTMúôú,UXSGZZOTM
This section presents the EasyLanguage instructions and formatting for the system, with the 
EasyLanguage instructions broken down and explained line by line. 

+GY_2GTM[GMKú/TYZX[IZOUTY ú6KXIKTZú)NGTMKú)NGTTKRú9_YZKSúò9:'*è úõú)NGTMKú)NTRñ

/TV[Z ú6INTMòåñîú5(U[MNZòéêèñîú59URJòáâñîú(GTJYòçñ!ú
<GXY ú6ITZ)NGTMKòêñîú.OMN(GTJòêñîú2U](GTJòêñîú59ò,'29+ñîú5(ò,'29+ñ!

a)GRI[RGZKYúZNKúVKXIKTZúINGTMKc
6ITZ)NGTMKú#ú)RUYKúëú)RUYKA6)NTMCúðúéêê!

a)USVGXKYúZNKúVKXIKTZúINGTMKúZUúZNKúU\KXYURJúRK\KRúGTJúIGRI[RGZKYúZNKúRUTMúKTZX_úVXOIKc
/Lú6ITZ)NGTMKú"ú59URJúZNKTú(KMOTú

59ú#ú:8;+!ú
.OMN(GTJú#ú.OMNKYZòú.OMNúîú(GTJYúñ!ú

+TJ!

a)USVGXKYúZNKúVKXIKTZúINGTMKúZUúZNKúU\KXHU[MNZúRK\KRúGTJúIGRI[RGZKYúZNKúYNUXZúKTZX_úVXOIKc
/Lú6ITZ)NGTMKú$ú5(U[MNZúZNKTú(KMOTú

5(ú#ú:8;+!ú
2U](GTJú#ú2U]KYZòú2U]îú(GTJYñ!ú

+TJ!
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a6RGIKYúYNUXZúGTJúRUTMúKTZX_úUXJKXYc
/Lú59úGTJú3GXQKZ6UYOZOUTú"$úéú:NKTú([_úTK^ZúHGXúGZú.OMNHGTJúYZUV!ú
/Lú5(úGTJú3GXQKZ6UYOZOUTú"$úíéúZNKTú9KRRúTK^ZúHGXúGZúRU]HGTJúYZUV!

a6RGIKYúK^OZúUXJKXYúGTJúXKYKZYú59úGTJú5(ú\GXOGHRKYc
/Lú3GXQKZ6UYOZOUTú#úéúZNKTú/LúUVKTúTK^ZúHGXú$ú+TZX_VXOIKúZNKTúK^OZRUTMúTK^ZúHGXúGZúUVKT!
OLú3GXQKZ6UYOZOUTú#úíéúZNKT/LúUVKTúTK^ZúHGXú"ú+TZX_VXOIKúZNKTK^OZYNUXZúTK^ZúHGXúGZúUVKT!

/Lú385òú59ú#ú,GRYKîúèîúéúñú#úíéúZNKTú59ú#ú,GRYK!ú
/Lú385òú5(ú#ú,GRYKîúèîúéúñú#úíéúZNKTú5(ú#ú,GRYK!

+^OZRUTMúGZú2U]KYZò2U]îåñúYZUV!ú
+^OZYNUXZúGZú.OMNKYZò.OMNîåñúYZUV!

/TV[ZY
Following is the list of all the inputs we used in this system:

We will also declare the following variables: 

<GXY ú6ITZ)NGTMKòêñîú.OMN(GTJòêñîú2U](GTJòêñîú59ò,'29+ñîú5(ò,'29+ñ!

9KZ[Vú
We calculate the percent change using the following EasyLanguage instructions: 

6ITZ)NGTMKú#ú)RUYKúëú)RUYKA6)NTMCúðúéêê!

2UTMú+TZXOKYú
If the percent change is under the OSold value (set by default to 98), then we will set the variable 
OS to TRUE and we will define our entry price as the highest High of the last 3 bars:

/Lú6ITZ)NGTMKú"ú59URJúZNKTú(KMOTú
59ú#ú:8;+!ú
.OMN(GTJú#ú.OMNKYZòú.OMNúîú(GTJYúñ!ú

+TJ!

If the OS variable is True and we are not in a long position, then we will buy on the next bar at 
our entry price (HighBand) or anything higher:

/Lú59úGTJú3GXQKZ6UYOZOUTú"$úéú:NKTú([_úTK^ZúHGXúGZú.OMNHGTJúYZUV!

Input Default 
Value

Description

PChng 5 Number of bars to use when calculating percent change

OBought 102 Percent over which we will consider the market had a significant move 

OSold 98 Percent under which we will consider the market had a significant 
move 

Bands 3 Number of bars used to determine entry price in both long and short 
price 



)NGVZKXúæúúúúúú<URGZOROZ_ú(XKGQU[Zú9_YZKSY 6KXIKTZú)NGTMKú)NGTTKRúúúúúúúúúúäé

If the variable OS has been True for the last 2 bars, then we will set it to False. Thus cancelling 
the order placed above.

/Lú385òú59ú#ú,GRYKîúèîúéúñú#úíéúZNKTú59ú#ú,GRYK!

9NUXZú+TZXOKYú
If the percent change is over the OBought input (set as default as 102) then we will set the 
variable OB to TRUE and we will define our entry price as the lowest low of the last 3 bars.

/Lú6ITZ)NGTMKú$ú5(U[MNZúZNKTú(KMOTú
5(ú#ú:8;+!ú
2U](GTJú#ú2U]KYZòú2U]îú(GTJYñ!ú

+TJ!

If the OB variable is true and we are not in a short position then we will sell short next bar at 
our entry price (LowBand) or anything lower.

/Lú5(úGTJú3GXQKZ6UYOZOUTú"$úíéúZNKTúYKRRúTK^ZúHGXúGZú2U](GTJúYZUV!

If the variable OB has been true for the last 2 bars, then we will set it to False. Thus cancelling 
the order placed above. This is an effective way of keeping the order active for only 3 bars.

/Lú385òú5(ú#ú,GRYKîúèîúéúñú#úíéúZNKTú5(ú#úLGRYK!

+^OZú5XJKXYú
/Lú3GXQKZ6UYOZOUTú#úéúZNKTúOLú5VKTúTK^ZúHGXú$úKTZX_VXOIKúZNKTú+^OZRUTMúTK^ZúHGXúGZúUVKT!
/Lú3GXQKZ6UYOZOUTú#úíéúZNKTúOLú5VKTúTK^ZúHGXú"úKTZX_VXOIKúZNKT+K^OZYNUXZúTK^ZúHGXúGZúUVKT!
+^OZRUTMúGZú2U]KYZò2U]îåñúYZUV!ú
+^OZYNUXZúGZú.OMNKYZò.OMNîåñúYZUV!

-KTKXGRú9_YZKSú,UXSGZ
When we apply this system to a chart, we use the options in the Format dialog box to format it 
as follows: 

a) In the Costs tab, we entered the appropriate amounts for commission and slippage. We 
specified 1 as the default number of contracts to trade per order. 

Note: Remember that commissions are calculated on a per contract/share basis. When you are 
trading stocks, you would enter the average commission you are charged divided by the number 
of shares the system is buying and selling. In this system, this is determined by the Default 
Contracts option on this tab. 

b) Under the Stops tab, we enabled a money management stop (the Money Mngmnt check box) 
and entered an appropriate dollar amount in the edit box. This option can hold the dollar amount 
per position or dollar amount per contract/share you want to risk before exiting out of the 
position. 

Note: When you are trading stocks and you choose the stop to be tracked on a per share 
(contract) basis, you will type in the number of points you are willing to lose before you are 
exited out. When you are trading futures or any instrument that has a different dollar-point 
value, you would type the maximum number of dollars you are willing to risk per contract 
traded.

c) In the Properties tab, we selected the Do not allow multiple entries in same direction 
option. If the system is in a long position and market conditions generate another long entry 
order, the order is ignored. This is also the case when we’re in a short position and market 
conditions generate another short entry order.
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:KYZOTMúôú/SVXU\OTM
Figure 2 shows a sample System Report for the Percent Change Channel System. As you can 
see, this system shows results typical of a volatility expansion system, with a very high percent 
of profitable trades at 68% and a low win/loss ratio at .77. Notice also how the largest winning 
trades represents nearly 11% of the total net profit, and most importantly, how the maximum 
losing trade is just one point away from the average winning trade. This leads us to believe that 
the system has a very stable and effective method of detecting bad trades and cutting the losses 
early. 

9[MMKYZOUTYúLUXú/SVXU\KSKTZ
The more prone the symbol is to volatility and violent moves, the greater number we will want 
to use for the OBBand and the smaller the number for OSBand. Moving these numbers away 
from 100 will reduce the number of trades but will probably increase the profitability and 
percent of winning trades.

([RRú(KGZKX
This system is based on an idea provided by Jack Cahn. 

A strategy commonly-used to trade a volatile market is to identify quiet or sideways periods in 
an attempt to capitalize on up or down market moves. As discussed in Chapter 3, when 
describing the CCI-Bollinger System, Bollinger Bands is a very popular technical analysis tool 
often used to determine when the market is trading outside of ‘normal’ trading ranges. Bollinger 
Bands are 2 lines, each plotted 2 standard deviations above or below a moving average. In data 
that is normally distributed, 99% of the prices are enclosed within these 2 standards deviations, 
so we could safely assume that prices that trade outside of the Bollinger Bands are significant.

Since we can use Bollinger Bands to determine when prices are moving outside of normal 
ranges, we can also use them to determine when prices are trading within the normal range 
(moving sideways). As we look at Bollinger Bands in a chart, we will notice that the bands move 
away from the price when the price becomes volatile (or gaps) and that they move closer to the 
price as it stabilizes. 

,OM[XKúèìúú'úYGSVRKú9_YZKSú8KVUXZúLUXúZNKú6KXIKTZú)NGTMKú)NGTTKRú9_YZKS
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We will do a few things then, to determine when we are in a sideways period. First, we will look 
for the Bollinger Bands to get closer to the price bars. We will write an indicator called STAD2: 
BullBeater to easily see when this is occurring. The indicator will subtract the bottom Bollinger 
Band from the top Bollinger Band and display the result as a histogram. We will also look for 
low volatility and define low volatility as being when 1.5 times the average range for the last 4 
bars is greater than the difference between the two Bollinger Bands. 

In addition, we can determine when the market is oversold or overbought by looking at the RSI 
level when the market falls into this sideways period. If the RSI is greater than 55, we will 
consider the market as prone to fall and place an order to buy at a channel break out. If the RSI 
is less than 45, we will consider the market as prone to rise and place an order to sell short at a 
channel break under. Also, night activity (or second session price movement) is very different, 
so we will only trade a symbol’s day session. 

Now that we have defined our entries, we will define the exits. For our long positions, we will 
define an arbitrary point below the Low of our entry bar. In this system, we will subtract a 4-
bar average of the range from the Low of the bar of entry, and use that as our exit point for the 
first bar. We will use inputs so that we can tighten this stop. Then, we will add a third of the 
distance between the Low of the bar and the previous exit point to the current exit point to 
determine the next bar’s exit point. We will use this for all bars except our bar of entry. To cover 
our entry bar, we will risk a predetermined amount by using a stop loss (money management 
stop).

We will do the opposite for short positions. We will add a 4-bar average of the range to the High 
of the bar of entry and use this as a stop for the first bar. Thereafter, we will subtract a third of 
the distance from the previous stop and the High of the bar from the previous stop point to 
determine next bar’s exit price. We will use this for all bars except our bar of entry. For our bar 
of entry, we will place a stop order at the highest High of the last 8 bars. 

Figure 3 shows the BullBeater system applied to a chart along with the Bollinger Bands 
Indicator and the RSI Indicator.

,OM[XKúçìú:NKú([RR(KGZKXú9_YZKSúGVVROKJúZUúGúINGXZ
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*KLOTOTMú_U[Xú:XGJOTMú8[RKY
In this system, we defined both long entries and short entries as well as exit orders. Again, the 
long and short entries reverse your position, whereas the exits will close out your existing 
position and exit you from the market. There was really no setup involved for this system other 
than calculating the Bollinger Bands and RSI values as well as defining the trading time. The 
setup, entries and exits are described next. 

9KZ[Vú
a) Calculate the Bollinger Bands. 

b) Calculate the RSI values. 

c) Define our trading time as after 9:30am and before 4:30pm.

2UTMú+TZXOKYú
a) If 1.5 times the 4-bar average of the range is greater than the difference between the two 
Bollinger Bands and the RSI is in the oversold area, then we will place an order to buy at the 
highest High of the last 5 bars. The order will remain active for 5 bars. 

9NUXZú+TZXOKYú
a) If 1.5 times the 4-bar average of the range is greater than the difference between the two 
Bollinger Bands and the RSI is in the overbought area, then we will place an order to sell at the 
lowest Low of the last 5 bars. The order will remain active for 5 bars. 

+^OZYú
a) Once the bar of entry of a long position is closed, calculate the 4-bar average of the range and 
divide it by 4, then subtract this value from the Low. This will be our long exit price for bar 2. 

b) From the second bar, we obtain the exit price calculated in the last point and add to it a third 
of the difference between the Low and the previous stop price. Repeating this operation at the 
end of every bar will give us the exit price for all subsequent bars. 

c) At the bar of entry of a short position, we will place an short exit order at the highest High 
of the last 8 bars 

d) Once the bar of entry of a short position is closed, calculate the 4-bar average of the range 
and divide it by 4, then add this value to the High. This will be our short exit price for bar 2. 

e) From the second bar, we obtain the exit price calculated in the last point and add to it a third 
of the difference between the Low and the previous stop price. Repeating this operation at the 
end of every bar will give us the exit price for all subsequent bars. 

f) We will also place a money management protective stop (stop loss), the dollar amount of 
which will depend on what and how many shares/contracts we are trading.

*KYOMTOTMúôú,UXSGZZOTM
This section presents the EasyLanguage instructions and formatting for the system, with the 
EasyLanguage instructions broken down and explained line by line.
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+GY_2GTM[GMKú/TYZX[IZOUTY ú([RR(KGZKXú9_YZKSúò9:'*è ú([RR(KGZKXñ

/TV[Z ú2KTMZNòáñîú9*K\òèñîú59URJòååñîú5(U[MNZòæåñîú9ZGXZ:SKòáçêñîú+TJ:SKòéäçêñ!ú
<GXY ú:((òêñîú(((òêñîú36òêñîú9ZUV6XOIKòêñîú:XGJK:OSKò,GRYKñîú59ò,GRYKñîú5(ò,GRYKñ!

a)GRI[RGZKYúZNKú(URROTMKXú(GTJYîú89/úGTJúJKZKXSOTKYúOLúOZúOYúI[XXKTZR_úZNKúJG_úYKYYOUTc
:((ú#ú(URROTMKX(GTJò)î2KTMZNîú9*K\ñ!ú
(((ú#ú(URROTMKX(GTJò)îú2KTMZNîúí9*K\ñ!
5(ú#ú89/ò)îæñú$ú59URJ!ú
59ú#ú89/ò)îæñú"ú5(U[MNZ!ú
:XGJK:OSKú#úú:OSKú$ú9ZGXZ:SKúGTJúZOSKú"ú+TJ:SK!

a*KZKXSOTKYúOLú\URGZOROZ_úOYúRU]c
/Lúò:((í(((ñú"úéìåð'\KXGMKò8GTMKîæñúZNKTú<GR[Kéú#ú(GX4[SHKX!

a6RGIKYúH[_úGTJúYKRRúUXJKXYc
/Lú(GX4[SHKXú"ú<GR[KéúïúúåúGTJú:XGJK:OSKúZNKTú(KMOTú

/Lú59úZNKTú([_úTK^ZúHGXúGZú.OMNKYZò.OMNîåñúYZUV!ú
/Lú5(úZNKTú9KRRúTK^ZúHGXúGZú2U]KYZò2U]îåñúYZUV!ú

+TJ!

a)GRI[RGZKYúYZUVúVXOIKúGTJúVRGIKYúK^OZúUXJKXYc
36ú#ú3GXQKZ6UYOZOUT!ú
/Lú36ú#úíéúGTJú36AéCú"$úíéúZNKTú9ZUV6XOIKú#ú.OMNúïú'\KXGMKòXGTMKîæñ!ú
OLú36ú#úéúGTJú36AéCú"$úéúZNKTú9ZUV6XOIKú#ú2U]úíú'\KXGMKòXGTMKîæñ!

/Lú36ú#úéúZNKTú(KMOTú
+^OZRUTMúòøVGXGRUTMøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#úYZUVVXOIKúïúò2U]úíú9ZUV6XOIKñëç!ú

+TJ!ú
/Lú36ú#úíéúZNKTú(KMOTú

+^OZYNUXZúòøVGXGYNUXZøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúíúò9ZUV6XOIKíú.OMNñëç!ú

+TJ!

/TV[ZY
Following is the list of all the inputs we used in this system:

Input Default Value Description

Length 9 Number of bars used to calculate Bollinger Bands

SDev 2 Number of standard deviations used for Bollinger Bands

OSold 55 Value at which RSI is considered at an over sold level 

OBought 45 Value at which RSI is considered at an over bought level 

StartTme 930 Time at which the system will start looking at trading 
rules 
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9KZ[Vú
We will calculate the Bollinger Bands and store them into variables.

:((ú#ú(URROTMKX(GTJò)î2KTMZNîú9*K\ñ!ú
(((ú#ú(URROTMKX(GTJò)îú2KTMZNîúí9*K\ñ!

We will then calculate the RSI and determine if it is overbought or oversold as well as see if the 
current time is within our defined trading time. We will store the result of these expressions in 
the OB, OS and TradeTime variables:

ú5(ú#ú89/ò)îæñú$ú59URJ!ú59ú#ú89/ò)îæñú"ú5(U[MNZ!ú
:XGJK:OSKú#úú:OSKú$ú9ZGXZ:SKúGTJúZOSKú"ú+TJ:SK!

If we find that the difference between the Bollinger bands is less than 1.5 times the 4-bar 
average of the range, then we will store the bar number in the variable Value1:

/Lúò:((í(((ñú"úéìåð'\KXGMKò8GTMKîæñúZNKTú<GR[Kéú#ú(GX4[SHKX!

2UTMú+TZXOKYú
If less than 5 bars have closed since the Bollinger Bands narrowed (indicating low price 
movement), the time of the current bar is within our trading times, and the RSI is in the oversold 
area, we will buy at the highest High of the last 5 bars:

/Lú(GX4[SHKXú"ú<GR[KéúïúåúGTJú:XGJK:OSKúZNKTú(KMOTú
/Lú59úZNKTú([_úTK^ZúHGXúGZú.OMNKYZò.OMNîåñúYZUV!ú
/Lú5(úZNKTú9KRRúTK^ZúHGXúGZú2U]KYZò2U]îåñúYZUV!ú

+TJ!

9NUXZú+TZXOKY
 If less than 5 bars have closed since the Bollinger Bands narrowed (indicating low price 
movement), the time of the current bar is within our trading times, and the RSI is in the 
overbought area. we will sell short at the lowest Low of the last 5 bars: 

/Lú(GX4[SHKXú"ú\GR[KéúïúåúGTJú:XGJK:OSKúZNKTú(KMOTú
/Lú59úZNKTú([_úTK^ZúHGXúGZú.OMNKYZò.OMNîåñúYZUV!ú
/Lú5(úZNKTú9KRRúTK^ZúHGXúGZú2U]KYZò2U]îåñúYZUV!ú

+TJ!

+^OZú5XJKXYú
At the first bar of a long position, the system will define StopPrice as the Low of the current bar 
minus a 4-bar average of the range.

/Lú36ú#úíéúGTJú36AéCú"$úíéúZNKTú9ZUV6XOIKú#ú.OMNúïú'\KXGMKò8GTMKîæñ!

At the first bar of a short position, the system will define StopPrice as the High of the current 
bar plus a 4-bar average of the range.

/Lú36ú#úéúGTJú36AéCú"$úéúZNKTú9ZUV6XOIKú#ú2U]úíú'\KXGMKò8GTMKîæñ!

If in a long position, we will place an order to exit at the stop price or anything lower. Once this 
is done, the stop price for the next bar is calculated as the current stop price plus a third of the 
difference between the Low and the current stop price:

EndTme 1630 Time at which the system will stop looking at trading 
rules

Input Default Value Description
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/Lú36ú#úéúZNKTú(KMOTú
+^OZRUTMúòøVGXGRUTMøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúïúò2U]úíú9ZUV6XOIKñëç!ú

+TJ!

If in a short position, we will place an order to exit at the stop price or anything higher. Once 
this is done, the stop price for the next bar is calculated as the current stop price minus a third 
of the difference between the current stop price and the High:

/Lú36ú#úíéúZNKTú(KMOTú
+^OZYNUXZúòøVGXGYNUXZøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúíúò9ZUV6XOIKúíú.OMNñëç!ú

+TJ!

-KTKXGRú9_YZKSú,UXSGZ
When we apply this system to a chart, we use the options in the Format dialog box to format it 
as follows: 

a) In the Costs tab, we entered the appropriate amounts for commission and slippage. We 
specified 1 as the default number of contracts to trade per order. 

Note: Remember that commissions are calculated on a per contract/share basis. When you are 
trading stocks, you would enter the average commission you are charged divided by the number 
of shares the system is buying and selling. In this system, this is determined by the Default 
Contracts option on this tab. 

b) Under the Stops tab, we enabled a money management stop (the Money Mngmnt check box) 
and entered an appropriate dollar amount in the edit box. This option can hold the dollar amount 
per position or dollar amount per contract/share you want to risk before exiting out of the 
position. 

Note: When you are trading stocks and you choose the stop to be tracked on a per share 
(contract) basis, you will type in the number of points you are willing to lose before you are 
exited out. When you are trading futures or any instrument that has a different dollar-point 
value, you would type the maximum number of dollars you are willing to risk per contract 
traded.

c) In the Properties tab, we selected the Do not allow multiple entries in same direction 
option. If the system is in a long position and market conditions generate another long entry 
order, the order is ignored. This is also the case when we’re in a short position and market 
conditions generate another short entry order.

:KYZOTMúôú/SVXU\OTM
Figure 4 shows a sample System Report for the BullBeater System. As is the case with most 
volatility expansion systems, this System Report shows a high percentage of winning trades of 
short duration, with a low ratio between average winning and loosing trades. The percentage of 
winning trades is near 60% and the win/loss ratio is under 1. 

In spite of the high percentage of winning trades, it is very disturbing that all of the net profit 
is coming from the largest winning trade. This can be corrected in one of two ways, improving 
the winners or limiting the losing trades. This system seems to have very good accuracy (60% 
of winning trades), so the obvious area that we should work on is reducing our losses. It seems 
necessary to study the losing trades to try to minimize both their occurrence and the average 
loss they incur.
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9[MMKYZOUTYúLUXú/SVXU\KSKTZ
When the market falls into a congestion area (sideways mode), it will eventually break out, 
either on the up side or on the down side. If the market is overbought, it will probably decline, 
but chances are that this period is just a correction to the up trend (or as it is called, the market 
breathing before continuing the trend) so we would miss this move if it did happen. We may 
want to try placing an buy order farther away from the market when the RSI is in the overbought 
area and a short order when the RSI is in the oversold area. 

5VKTOTMú-GV
Opening Gap, like Percent Change Channel, is another system that looks at the volatility of a 
symbol and how markets react to extreme moves; however it is based on the opening gap and 
designed for intraday charts. 

In designing this system, we decided to look at the opening gap at the market’s open. In other 
words, when the market opens above the previous day's high or below the previous day’s Low. 
This indicates a sudden, extreme move. 

Our assumption will be that if the market is in a long-term up trend and it opens for the day 
under the previous day’s Low, then it will try to correct this with a rally. Likewise, if the market 
is in a long-term down trend and it opens for the day over the previous day’s High, it will try to 
correct this with a decline.

Therefore, we will look at a fast and slow exponential moving average of daily bars to determine 
the direction of the market in daily bars. When the fast daily average is over the slow daily 
average, then the market is in a bullish trend. This means we will need to create a chart with two 
data streams. The symbol is plotted as Data1,as usual, with an intraday data compression, and 
the same symbol is plotted again in the same chart as Data2, with a daily data compression. 

If the market is in a bullish trend and it opens under the Low of the previous day, we will buy 
at the first price available. Additionally, it may happen that the market continues to move down 
because of the momentum caused by the down gap, so we will place a trailing buy throughout 
the day: we will buy whenever the price breaks the highest High of the last bar. 

,OM[XKúæìú'úYGSVRKú9_YZKSú8KVUXZúLUXúZNKú([RR(KGZKXú9_YZKS



)NGVZKXúæúúúúúú<URGZOROZ_ú(XKGQU[Zú9_YZKSY 5VKTOTMú-GVúúúúúúúúúúäá

If the market is in a bearish trend and it opens over the High of the previous day, we will sell at 
the first price available. Additionally, it may happen that the market continues to move up 
because of the momentum caused by the down gap, so we will place a trailing sell throughout 
the day: we will sell whenever the price breaks the lowest Low of the last bar.

Now we need a method of exiting the market. We will work with a variation of the trailing stop 
exit technique we used in most of the other systems in this volume. For our long positions, we 
will define an arbitrary point below the Low of our entry bar. We will subtract the average of 
the range of the last 4 bars from the Low of the bar of entry and use that as our exit point for 
the first bar. From there on, we will add a third of the distance between the Low of the bar and 
the previous exit point to determine the exit point for all subsequent bars. 

We will do the opposite for short positions. We will add a 4-bar average of the range to the High 
of the bar of entry and use this as a stop for the first bar. Thereafter, we will subtract a third of 
the distance from the previous stop to the High of the bar from the previous stop point to 
determine the exit point for all subsequent bars. 

This will work for any bar except for our bar of entry. To cover our entry bar, we will place a 
stop loss 2 points away from the entry price.

Figure 5 shows the Opening Gap system applied to a chart. This chart only shows one data 
stream; the other is hidden.  

,OM[XKúåìú:NKú5VKTOTMú-GVú9_YZKSúGVVROKJúZUúGúINGXZ
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*KLOTOTMú_U[Xú:XGJOTMú8[RKY
In this system, we defined both long and short entries as well as exit orders. The long and short 
entries will reverse your position, whereas the exits will close out your existing position and 
exit you from the market. We did some simple setup work which involved calculating the 
exponential averages. The setup, entries and exits are described next:

9KZ[Vú
a) We will determine there is a bull market whenever the 3-day exponential average is greater 
than the 6-day exponential average.

b) We will determine there is a bear market whenever the 3-day exponential average is lower 
than the 6-day exponential average.

2UTMú+TZXOKYú
a) If we have determined the market is bullish, we will buy if the first bar of the day closes below 
the Low of the previous day.

b) If the Close of the first bar of the day is below the previous days Low, we will buy whenever 
the High of the previous intraday bar is broken.

9NUXZú+TZXOKYú
a) If we have determined the market is bearish, we will sell if the first bar of the day closes 
above the High of the previous day. 

b) If the Close of the first ar of the day is above the previous day’s High, we will sell whenever 
the low of the previous intraday bar is broken.

+^OZYú
a) Once the bar of entry of a long position is closed, calculate the 4-bar average of the range and 
divide it by 4, then subtract this value from the Low. This will be our long exit price for bar 2. 

b) From the second bar, we obtain the exit price calculated in the last point and add to it a third 
of the difference between the Low and the previous stop price. Repeating this operation at the 
end of every bar will give us the exit price for all subsequent bars. 

d) Once the bar of entry of a short position is closed, calculate the 4-bar average of the range 
and divide it by 4, then add this value to the High. This will be our short exit price for bar 2. 

e) From the second bar, we obtain the exit price calculated in the last point and add to it a third 
of the difference between the Low and the previous stop price. Repeating this operation at the 
end of every bar will give use the exit price for all subsequent bars. 

f) We will place a money management protective stop (stop loss), the dollar amount of which 
will depend on what and how many shares/contracts are being traded.

*KYOMTOTMúôú,UXSGZZOTM
This section presents the EasyLanguage instructions and formatting for the system, with the 
EasyLanguage instructions broken down and explained line by line. 
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+GY_2GTM[GMKú/TYZX[IZOUTY ú5VKTOTMú-GVú9_YZKSúò9:'*è ú5VKTOTMú-GVñ

<GXY ú9NUXZ*G_'\Mòêñîú2UTM*G_'\Mòêñîú9ZUV6XOIKòêñîú([RR:XKTJò,GRYKñîú(KGX:XKTJò:X[Kñîú
9KRR5T9]OTM.OMNò,GRYKñîú([_5T9]OTM2U]ò,GRYKñîú36òêñ!

a)GRI[RGZKYúZNKúK^VUTKTZOGRúG\KXGMKYúGTJúIUSVGXKYúZNKSúZUúJKZKXSOTKúHKGXOYNúUXúH[RROYNúZXKTJc
9NUXZ*G_'\Mú#ú>'\KXGMKò)RUYKîúçñúULú*GZGè!ú
2UTM*G_'\Mú#ú>'\KXGMKò)RUYKîúäñúULú*GZGè!
([RR:XKTJú#ú9NUXZ*G_'\Mú$#ú2UTM*G_'\M!ú
(KGX:XKTJú#ú9NUXZ*G_'\Mú"ú2UTM*G_'\M!

a5TúLOXYZúHGXúULúZNKúJG_îúVRGIKYúH[_úGTJúYKRRúUXJKXYú]NKTúGJJOZOUTGRúIXOZKXOGúOYúSKZc
/Lú*GZKú"$ú*GZKAéCúZNKTú(KMOTú

9KRR5T9]OTM.OMNú#ú,GRYK!ú
([_5T9]OTM2U]ú#ú,GRYK!
/Lú([RR:XKTJúZNKTú(KMOTú

/Lú)RUYKú"ú2U]úULú*GZGèúZNKTú(KMOTú
([_úZNOYúHGXúGZúZNKúIRUYK!ú
([_5T9]OTM2U]ú#ú:X[K!ú

+TJ!ú
/Lú)RUYKú$ú.OMNúULú*GZGèúZNKTú9KRR5T9]OTM.OMNú#ú:X[K!ú

+TJ!ú
/Lú(KGX:XKTJúZNKTú(KMOTú

/Lú)RUYKú$ú.OMNúULú*GZGèúZNKTú(KMOTú
9KRRúZNOYúHGXúGZúZNKúIRUYK!ú
9KRR5T9]OTM.OMNú#ú:X[K!ú

+TJ!ú
/Lú)RUYKú"ú2U]úULú*GZGèúZNKTú([_5T9]OTM2U]ú#ú:X[K!ú

+TJ!ú
+TJ!ú
ú
a6RGIKYúH[_úGTJúYKRRúUXJKXYú]NKTúGJJOZOUTGRúIXOZKXOGúOYúSKZc
/Lú*GZKú#ú*GZKAéCú:NKTú(KMOTú

/Lú9KRR5T9]OTM.OMNúZNKTú9KRRúTK^ZúHGXúGZú2U]AéCúYZUV!ú
/Lú([_5T9]OTM2U]úZNKTú([_úTK^ZúHGXúGZú.OMNAéCúYZUV!ú
/Lú3GXQKZ6UYOZOUTú#úíéúZNKTú9KRR5T9]OTM.OMNú#ú,GRYK!ú
/Lú3GXQKZ6UYOZOUTú#úéúZNKTú([_5T9]OTM2U]ú#ú,GRYK!ú

+TJ!

a)GRI[RGZKYúYZUVúVXOIKYúGTJúVRGIKYúK^OZúUXJKXYc
36ú#ú3GXQKZ6UYOZOUT!ú
/Lú36ú#úéúGTJú36AéCú"$úéúZNKTú9ZUV6XOIKú#ú2U]úíú'\KXGMKò8GTMKîæñ!
/Lú36ú#úíéúGTJú36AéCú"$úíéúZNKTú9ZUV6XOIKú#ú.OMNúïú'\KXGMKò8GTMKîæñ!

/Lú36ú#úéúZNKTúHKMOTú
+^OZRUTMúòø+^OZ2UTMøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúïúò2U]úíú9ZUV6XOIKñëç!ú

+TJ!ú

/Lú36ú#úíéúZNKTú(KMOTú
+^OZYNUXZúòø+^OZ9NUXZøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúíúò9ZUV6XOIKúíú.OMNñëç!ú

+TJ!
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/TV[ZY
This system uses no inputs. However, we will declare the following variables:

<GXY ú9NUXZ*G_'\Mòêñîú2UTM*G_'\Mòêñîú9ZUV6XOIKòêñîú([RR:XKTJòLGRYKñîú(KGX:XKTJòZX[Kñî
9KRR5T9]OTM.OMNòLGRYKñîú([_5T9]OTM2U]òLGRYKñîú36òêñ!

9KZ[Vú
We will define the variables ShortDayAvg and LongDayAvg as the 3- and 6-day exponential 
averages of the Close of Data2. Data2 should be daily bars of the symbol defined as Data1.

9NUXZ*G_'\Mú#ú>'\KXGMKò)RUYKîúçñúULú*GZGè!ú
2UTM*G_'\Mú#ú>'\KXGMKò)RUYKîúäñúULú*GZGè!

Additionally, we will define a bull trend whenever the short average is greater or equal to the 
long average, and a bear trend whenever the short average is lower than the long average:

([RR:XKTJú#ú9NUXZ*G_'\Mú$#ú2UTM*G_'\M!ú
(KGX:XKTJú#ú9NUXZ*G_'\Mú"ú2UTM*G_'\M!

2UTMú+TZXOKYú
When a new day starts, we will set the variable BuyOnSwingLow to FALSE. Also, if we detect 
a bull trend, and the Close is lower than the daily Close, we will buy at the Close of the first 
intraday bar. We will also set the variable BuyOnSwingLow to TRUE.  

However, if we detect a bear trend, and the Close is lower than the Low of Data2, we will set 
the variable BuyOnSwingHigh to TRUE.

/Lú*GZKú"$ú*GZKAéCúZNKTú(KMOTú
9KRR5T9]OTM.OMNú#ú,GRYK!ú
([_5T9]OTM2U]ú#ú,GRYK!
/Lú([RR:XKTJúZNKTú(KMOTú

/Lú)RUYKú"ú2U]úULú*GZGèúZNKTú(KMOTú
([_úZNOYúHGXúGZúZNKúIRUYK!ú
([_5T9]OTM2U]ú#ú:X[K!ú

+TJ!ú
/Lú)RUYKú$ú.OMNúULú*GZGèúZNKTú9KRR5T9]OTM.OMNú#ú:X[K!ú

+TJ!ú
/Lú(KGX:XKTJúZNKTú(KMOTú

/Lú)RUYKú$ú.OMNúULú*GZGèúZNKTú(KMOTú
9KRRúZNOYúHGXúGZúZNKúIRUYK!ú
9KRR5T9]OTM.OMNú#ú:X[K!ú

+TJ!ú
/Lú)RUYKú"ú2U]úULú*GZGèúZNKTú([_5T9]OTM2U]ú#ú:X[K!ú

+TJ!ú
+TJ!ú ú

After the first bar of the day is closed (Date = Date[1]) then we will look to buy at the High of 
the previous bar if the condition BuyOnSwingLow is true. BuyOnSwingLow will be true 
whenever the Close of the first bar of the day is lower than the Low of the previous day. Also, 
because we only want one trade during the day, once we are in a long position, we will set this 
variable to false:

/Lú*GZKú#ú*GZKAéCú:NKTú(KMOTú
/Lú9KRR5T9]OTM.OMNúZNKT9KRRúTK^ZúHGXúGZú2U]AéCúYZUV!ú
/Lú([_5T9]OTM2U]úZNKTú([_úTK^ZúHGXúGZúNOMNAéCúYZUV!ú
/Lú3GXQKZ6UYOZOUTú#úíéúZNKTú9KRR5T9]OTM.OMNú#ú,GRYK!ú
/Lú3GXQKZ6UYOZOUTú#úéúZNKTú([_5T9]OTM2U]ú#ú,GRYK!ú

+TJ!
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9NUXZú+TZXOKYú
When a new day starts, we will set the variable SellOnSwingHigh to FALSE. Then, if we detect 
a bear trend, and the Close is higher than the daily Close, we will sell at the Close of the first 
intraday bar. We will also set the variable SellOnSwingHigh to TRUE. 

If we detect a bear trend, and the Close is higher than the High of Data2, we will set the variable 
SellOnSwingLow to TRUE.

ú/Lú*GZKú"$ú*GZKAéCúZNKTú(KMOTú
9KRR5T9]OTM.OMNú#ú,GRYK!ú
([_5T9]OTM2U]ú#ú,GRYK!
/Lú([RR:XKTJúZNKTú(KMOTú

/Lú)RUYKú"ú2U]úULú*GZGèúZNKTú(KMOTú
([_úZNOYúHGXúGZúZNKúIRUYK!ú
([_5T9]OTM2U]ú#ú:X[K!ú

+TJ!ú
/Lú)RUYKú$ú.OMNúULú*GZGèúZNKTú9KRR5T9]OTM.OMNú#ú:X[K!ú

+TJ!ú
/Lú(KGX:XKTJúZNKTú(KMOTú

/Lú)RUYKú$ú.OMNúULú*GZGèúZNKTú(KMOTú
9KRRúZNOYúHGXúGZúZNKúIRUYK!ú
9KRR5T9]OTM.OMNú#ú:X[K!ú

+TJ!ú
/Lú)RUYKú"ú2U]úULú*GZGèúZNKTú([_5T9]OTM2U]ú#ú:X[K!ú

+TJ!ú
+TJ!

After the first bar of the day is closed (Date = Date[1]) then we will look to sell at the Low of 
the previous bar if the condition SellOnSwingHigh is true. SellOnSwingHigh will be true 
whenever the Close of the first bar of the day is higher than the High of the previous day. Also, 
because we only want one trade during the day, once we are in a short position, we will set the 
SellOnSwingHigh variable to False.

ú/Lú*GZKú#ú*GZKAéCú:NKTú(KMOTú
/Lú9KRR5T9]OTM.OMNúZNKTú9KRRúTK^ZúHGXúGZú2U]AéCúYZUV!ú
/Lú([_5T9]OTM2U]úZNKTú([_úTK^ZúHGXúGZúNOMNAéCúYZUV!ú
/Lú3GXQKZ6UYOZOUTú#úíéúZNKTú9KRR5T9]OTM.OMNú#ú,GRYK!ú
/Lú3GXQKZ6UYOZOUTú#úéúZNKTú([_5T9]OTM2U]ú#ú,GRYK!ú

+TJ!

+^OZú5XJKXYú
At the first bar of a long position, the system will define StopPrice as the low of the current bar 
minus a 4-bar average of the range:

/Lú36ú#úéúGTJú36AéCú"$úéúZNKTú9ZUV6XOIKú#ú2U]úíú'\KXGMKò8GTMKîæñ!

At the first bar of a short position, the system will define StopPrice as the high of the current 
bar plus a 4-bar average of the range:

/Lú36ú#úíéúGTJú36AéCú"$úíéúZNKT9ZUV6XOIKú#ú.OMNúïú'\KXGMKò8GTMKîæñ!
If in a long position, then we will place an order to exit at the stop price or anything lower. Once 
this is done, the stop price for the next bar is calculated as the current stop price plus a third of 
the difference between the Low and the current stop price.

/Lú36ú#úéúZNKTú(KMOTú
+^OZRUTMúòø+^OZ2UTMøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúïúò2U]úíú9ZUV6XOIKñëç!ú

+TJ!
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If in a short position, we will place an order to exit at the stop price or anything higher. Once 
this is done, the stop price for the next bar is calculated as the current stop price minus a third 
of the difference between the current stop price and the High.

/Lú36ú#úíéúZNKTú(KMOTú
+^OZYNUXZúòø+^OZ9NUXZøñúTK^ZúHGXúGZú9ZUV6XOIKúYZUV!ú
9ZUV6XOIKú#ú9ZUV6XOIKúíúò9ZUV6XOIKúíú.OMNñëç!

+TJ!

-KTKXGRú9_YZKSú,UXSGZ
Again, this system was designed to be applied to a multi-data chart, with intraday bars as Data1 
and daily bars as Data2. When we apply this system to our multi-data chart, we use the options 
in the Format dialog box to format it as follows: 

a) In the Costs tab, we entered the appropriate amounts for the default number of contracts to 
trade, commission and slippage.  

Note: Remember that commissions are calculated on a per contract/share basis. When you are 
trading stocks, you would enter the average commission you are charged divided by the number 
of shares the system is buying and selling. Unless specified within the system, this is determined 
by the Default Contracts option on this tab. 

b) Under the Stops tab, we enabled a money management stop (the Money Mngmnt check box) 
and entered an appropriate dollar amount in the edit box. This option can hold the dollar amount 
per position or dollar amount per contract/share you want to risk before exiting out of the 
position. 

Note: When you are trading stocks and you choose the stop to be tracked on a per share 
(contract) basis, you will type in the number of points you are willing to lose before you are 
exited out. When you are trading futures or any instrument that has a different dollar-point 
value, you would type the maximum number of dollars you are willing to risk per contract 
traded.

c) In the Properties tab, we selected the option Allow Multiple Entries in the same direction 
by same and different entry orders. This is because this system is designed to scale into a 
position. 

d) Also in the Properties tab, we typed the number 4 in the option Maximum number of 
entries per position. This limits the number of times the system can enter the market in the 
same direction to 4. For example, if we type 4 in this option and the system is buying blocks of 
100 shares, the system to hold a maximum of 400 shares at any given time. 

:KYZOTMúôú/SVXU\OTM
Figure 6 shows a sample System Report for the Opening Gap system. This system has very 
positive numbers in this report—while the average winning versus losing trades are near 50%, 
it has a very high win/loss ratio at 4.5. This System Report shows the results of the last 3 months 
and only has 16 trades, which means this system trades infrequently (approximately once a 
week). This is an important factor to consider; we will have to be very patient to trade this 
system.



)NGVZKXúæúúúúúú<URGZOROZ_ú(XKGQU[Zú9_YZKSY *KZKXSOTOTMú9NUXZí:KXSú3GXQKZú5[ZRUUQúúúúúúúúúúãå

 

Again, this system trades infrequently by design as it is looking for gap-up and gap-down days, 
which are not every day events. The number of orders is not the only factor that we need to 
consider when reviewing system results; a crucial factor is to have the data on which the system 
is tested be representative of all the different modes the market can adopt. The current system 
report has the results for 3 months, which is a period that might not represent all the different 
market modes.

9[MMKYZOUTYúLUXú/SVXU\KSKTZ
We can adjust this system in two ways. 

First, we will want to define Data1 as longer or shorter bars, depending on how fast we can 
trade. If we are using smaller bars (i.e., 5-minute or 2-minute bars), we may want to modify the 
EntryOnSwing conditions to buy or sell at the highest High of the last 5 or 10 bars to avoid 
entering the market because of noise in the smaller data compression. 

Second, we can define a method other than the fast and slow exponential moving average for 
determining the longer trend of the market. We can use any other analysis technique for this 
purpose, basing it on Data2. 

*KZKXSOTOTMú9NUXZí:KXSú3GXQKZú5[ZRUUQ
Trading systems can have an “alternate” use—they can help you determine short-term market 
outlook through statistics on how the market has reacted under certain circumstances. You can 
use this information, for example, to bias your trading towards bullish or bearish signals or as 
a filter for other systems.

One of the most simple systems of this nature is buy at the open of the first day of the week and 
exit from the position at the end of the day. By creating a trading system using this criteria, you 
will be able to determine what percentage of the first days of the week have been up days, the 
average points that it went up, and so on. We created a system using this criteria and called it 

,OM[XKúäìú'úYGSVRKú9_YZKSú8KVUXZúLUXúZNKú5VKTOTMú-GVú9_YZKSìú
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STAD2: Stats #2. Figure 7 shows the System Report for the Stats #2 System applied to a daily 
chart of the Dow Industrials:

We can see that during the last 10 years, over 65% of Mondays have been up days, averaging 
better than 27 points. When we have had a down Monday, it has averaged a little over 24 points.   
Very similar results can be found for the S&P 500 Stock Index.  

Now we can use this information as part of another trading strategy, perhaps as a filter or as an 
aid in defining the best entry point for long position, or we could try to improve on this simple 
concept and turn it into a trading system by itself. 

For instance, we can see how different the system results are for Mondays while we are in a 
down trend than they are for Mondays while we are in a up trend. When analyzing this kind of 
system, don’t limit your analysis to the average number of points per winning trade or the 
percentage of winners. Look at information like Maximum Draw Down and largest losing trades 
to see how these numbers are affected by variations on the original idea.

When testing these types of ideas, use one (or more) control groups in addition to your 
experimental group. For instance, for the DJIA buying Tuesdays, Wednesdays, Thursdays or 
Fridays all gave about 50% winning trades (each individually). This would lead you to believe 
that Mondays are statistically prone to be up days.

Another assumption we might want to investigate is that Friday the 13ths are down days. We 
can create a system that sells short at the open of every Friday the 13th and closes the position 
at the end of the day. We created a system called STAD2: Stats #3 with this criteria. Figure 8 
shows the System Report for this system applied to the same DJIA. Notice that the Dow had a 
little under 50% of profitable trades, but the average profitable trade was nearly twice as large 
as the average losing trade.

,OM[XKúãìú:NKú9_YZKSú8KVUXZúLUXúZNKú9ZGZYú÷èú9_YZKSúGVVROKJúZUúGúJGOR_ú*0/'úINGXZ
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Continuing with the idea of maintaining a control group, we can compare these results versus 
selling short every Friday. Selling short every Friday gave us a slightly better percentage, but 
the average win versus loss ratio was significantly affected. And when selling short on each of 
the days of the week for both the S&P 500 stock index and the Dow Industrials, Thursday 
appears to be the ‘most negative day’ (the best day to initiate short positions), with a little better 
than 50% of down days and the best average win/loss ratio, yet still not better than Friday the 
13ths.

With these ideas, we can start to develop more refined systems that will give us valuable 
information for our trading. An example would be buying on Friday at the highest High of the 
week, staying in the market on Monday and exiting Tuesday at the Open. We wrote this simple 
system and called it STAD2: Stats #1. Figure 9 shows the System Report for the Stats #1 System 
on the S&P 500 stock index:

,OM[XKúâìú:NKú9_YZKSú8KVUXZúLUXúZNKú9ZGZYú÷çú9_YZKSúUTúZNKú*0/'

,OM[XKúáìú:NKú9_YZKSú8KVUXZúLUXúZNKú9ZGZYú÷éú9_YZKSúUTúZNKú9ô6úYZUIQúOTJK^
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You can see that buying and staying in the market through Monday (which approximately 60% 
of Mondays close up) and exiting at the open of Tuesday gives us some very interesting results.

The EasyLanguage instructions for these 3 systems is very simple and as such it is not listed 
or discussed in this manual. Feel free to open the systems in the PowerEditor and review the 
EasyLanguage instructions. 



A P P E N D I X  A

,KKJHGIQúUTú<UR[SKúé

Each volume of  the System Trading and Development  Club wi l l  provide 
feedback on the previous volume. 

Feedback can include general  comments f rom c l ients,  or  genera l 
omissions we made from Volume 1.  I t  can a lso include discussion on one 
or more of  the systems, inc luding answers to quest ions c l ients have asked 
regarding the speci f ic  system. This appendix wi l l  a lso address any errors,  
i f  any,  found in the systems from the previous volume. 

Please feel  f ree to send us your comments and/or quest ions on the current 
volume, and we wi l l  inc lude them in the next volume.  Send your 
comments v ia  e-mai l  to:  

stadclub@omegaresearch.com

Thank you for your cont inued support!
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-KTKXGRú)USSKTZY
Volume 1 of the System Trading and Development Club included a system called Pivot Points. 
This system idea was provided by Stanley Dash. We apologize for not giving due credit in the 
previous manual. 

3U\OTMú'\KXGMKú)XUYYU\KXú9_YZKS
A client inquired as to why the Moving Average Crossover System did not generate any trades 
when applied to the $OEX (S&P 500). The reason no trades were generated on an $OEX chart 
is as follows: 

The MACO System determines entry prices by calculating a value of 3% above the highest High 
and 3% below the lowest Low. Please see STAD Club Volume 1, pages 16 - 17). When you 
apply the system to symbols that trade in the 1000s like the S&P 500, the resulting entry prices 
are too far away from the market action to be realistic entry prices. For these types of markets, 
3 percent is an invalid number. A more useful percentage to use would be something closer to 
1 percent. Likewise, if you applied the system to a symbol and were getting too many trades, 
you would have to increase the percentage. 

We recommend that you use an input for the percent and then change this value according to 
the market you are trading.  The system as we designed it does not use an input for the percent 
but you can easily include one. 

:XKTJú2OTKú'[ZUSGZOIú9_YZKS
A client reported a problem with this system. 

:NKú6XUHRKS
The algorithm for determining the angle of the trendline and basing your trades on a slope 
greater than 10 does not work. Trades were generated or not generated regardless of this value. 

The system was originally designed as follows (please see STAD Club Volume 1, page 33):

2UTMú+TZXOKY
If the close of the current bar crosses over the down-trend line and this trend line has a slope 
greater than 10 degrees, then the system will place a buy order on the next bar at the open. 8.:2í
8KL is a variable that holds the ID number of the down-trend line. We set the value of this vari-
able to -1, and it will hold this value until the first trend line is drawn. Therefore, before we 
obtain the trend line information and check for the cross over and slope, we will check 8.:28KL 
to make sure it is not equal to -1:

/Lú8.:28KLú"$úíéúZNKTú(KMOT
([_6XOIKú#ú:2E-KZ<GR[Kòú8.:28KLúîú*GZKîú:OSKúñ!
6XK\([_6XOIKú#ú:2E-KZ<GR[Kòú8.:28KLúîú*GZKAéCúîú:OSKAéCúñ!
/Lú)RUYKú)XUYYKYú5\KXú([_6XOIKú'4*ú'XI:GTMKTZòú6XK\([_6XOIKúëú([_6XOIKñú$éêú

ZNKT
([_úTK^ZúHGXúGZú3GXQKZ!

+TJ!

9NUXZú+TZXOKY
If the close of the current bar crosses under the up-trend line and this trend line has a slope 
greater than 10 degrees, then the system will place a sell order on the next bar at the open. As 
with the long entry, we use the variable 82:28KL to make sure a trend line is drawn before we 
obtain the trend line information and check for both the cross over and slope:
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/Lú82:28KLú"$úíéúZNKTú(KMOT
9KRR6XOIKú#ú:2E-KZ<GR[Kòú82:28KLúîú*GZKúîú:OSKúñ!
6XK\9KRR6XOIKú#ú:2E-KZ\GR[Kòú82:28KLúîú*GZKAéCúîú:OSKAéCúñ!
/Lú)RUYKúIXUYYKYú[TJKXú9KRR6XOIKú'4*ú'XI:GTMKTZò9KRR6XOIKúëú6XK\9KRR6XOIKñ$éêú

ZNKT
9KRRúTK^ZúHGXúGZú3GXQKZ!

+TJ!ú

'TGR_YOYúGTJú)UXXKIZOUT
The portions that are in bold were supposed to determine when the slope of the trendline was 
greater than 10. However, we realized that the algorithm to determine the slope is more involved 
than simply using the ArcTangent function. We therefore determined that instead of looking at 
the slope of the trendline, a better way to accomplish our goal is to look at the number of points 
the trendline has increased per bar. This is a much simpler calculation. The resulting 
instructions are: 

2UTMú+TZXOKY
/Lú8.:28KLú"$úíéúZNKTú(KMOT

([_6XOIKú#ú:2E-KZ<GR[Kòú8.:28KLúîú*GZKîú:OSKúñ!
6XK\([_6XOIKú#ú:2E-KZ<GR[Kòú8.:28KLúîú*GZKAéCúîú:OSKAéCúñ!
/Lú)RUYKú)XUYYKYú5\KXú([_6XOIKú'4*ú'(9<GR[Kòú([_6XOIKúúíú6XK\([_6XOIKñú$úèúZNKT

([_úTK^ZúHGXúGZú3GXQKZ!
+TJ!

9NUXZú+TZXOKY
/Lú82:28KLú"$úíéúZNKTú(KMOT

9KRR6XOIKú#ú:2E-KZ<GR[Kòú82:28KLúîú*GZKúîú:OSKúñ!
6XK\9KRR6XOIKú#ú:2E-KZ\GR[Kòú82:28KLúîú*GZKAéCúîú:OSKAéCúñ!
/Lú)RUYKúIXUYYKYú[TJKXú9KRR6XOIKú'4*ú'(9<GR[Kò9KRR6XOIKúíú6XK\9KRR6XOIKñú$úèúZNKT

9KRRúTK^ZúHGXúGZú3GXQKZ!
+TJ!ú

We used the Absolute Value function (ABSValue) to determine the number of points the 
trendline has increased per bar. When the trendline is horizontal, the resulting value is zero, so 
the greater the increase, the greater the resulting value. 
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