
complete the model with a brief analysis of some common technical analysis in-
dicators and t h e i r impact on system performance.

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

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

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

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

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

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

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

Mark Conway
Aaron Behle

San Diego, California
April 2002
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1 Introduction

Millions of human hands at work,

billions of minds... a vast network,

screaming with life: an organism.

A natural organism.

Max Cohen, Pi the Motion Picture

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

An avid student of the market maybe compelled to translating license plates
into stock symbols or composing phrases from symbols, e.g., EYE LUV U1. The
market can easily become an obsession as one jumps from one trading system to
another without gaining a single insight and losing capital during the process.
Immersion in technical analysis is a cornerstone of success, but managing risk
and temperament are equally important.

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

Trading is insight through observation. A professional trader exploits two or
three unique insights to consistently pull money out of the stock market. Over
t ime, the trai ler bui lds up a portfolio of trading systems and techniques, jus t as a




