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Day-trader's paradise

By James T. Holter
There's more than just knowing how to day-trade. Y ou must
know where to day-trade. Good day-tradable markets have

certain attributes. Knowing these, and which markets have them,

at least puts you in the right arena.

All in a day's work
By Mark Etzkorn

Why day-trade? It's a good way to control risk for one thing. But

it's al'so a unique game. We'll give you some ideas on how to
make the most of the advantages and avoid the pitfalls.

What you need for day-trading
speed

By Darrell Jobman

Before you can put even stellar day-trading ideas to work, you
must have away to get price datato you and your order to the
floor. Here's what the prospective day-trader needs to set up
shop.

Day-trading: Not what you think

By Mark D. Cook
From a 25-year veteran of day-trading, here are the rules for
succeeding in this most difficult of time periods.

Day-trading overview

By Jake Bernstein

Day-trading's time has come with the advent of intraday quotes
and software availability. Still, some technical analysis
transcends time. Here an old pro provides the strengths and
weaknesses of applying those to day-trading.

Key to day-trading:

Have your 'team' in place

By Chris McGinnis

More important for the day-trader than othersisto have the
proper ‘team'’ in place. Y ou especially need agood floor broker
who can execute your trades in a heartbeat. But, you must pay
him well.
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FREE STUFF PRODUCTS
How to find the right

support and

resistance

By Joe Duffy

Finding support and resistance for a
day-trader can keep him adiveina
volatile market. Here's one idea,
implemented with others, to find
those target areas.

S&P day-trading
systems:
What works and

what doesn't

By George Pruitt

If you want to develop a system,
here are some ideas gleaned from
studying top performing day-trading
systems. If you would rather buy a
system, those that only trade the
S& P 500 seem to do best.

Getting the 'edge’

By Frank J. Alfonso

The best advice for an off-floor
trader who wants to day- trade isto
develop or buy a system that will
force him into action. Buying a
system may save you time, but you
should use the same rigorous rules
to test it.

Applying TD
Sequential to

intraday charts

By Tom DeMark

Originally designed for daily
analysis, Tom DeMark's TD
Sequential indicator also works for
intraday analysis. It is especially
effective for targeting high- and
low-risk entry points.

Taking advantage of

the big event

By Mitchell Holland

Day-trading takes more finesse than
most techniques. Hereis away to
take advantage of market reports,
etc. without being taken out before
the market moves.

Get ready: How an
options specialist
prepares for the

market opening

By Jon Najarian

When a professional options trader
prepares for the day's market, he
looks at much more than technical
indicators. Here's a personal account
of what it takes to be prepared for
the day.
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Special Online Offer:
Day-Trading Ideas & Strategies

If you found some profitible ideas in the online special issue The Art of
Day-Trading, you're sure to enjoy the even more comprehensive Day-Trading
ldeas & Strategies.

This special issue is now available as an electronic, fully viewable *.pdf file
exclusively to online readers of The Art of Day-Trading at the special price of
$19.95 (regular price: $24.95). Using Adobe's free Acrobat Reader (download

from Adobe here), you can read, navigate and study the valuable strategies and
information in this popular special issue right from your own computer!

Here are just a few of the topics in Day-Trading Ideas & Strategies:
Successfully Scalping the S&P 500 by Linda Raschke.
The Devil's in the Data by Bob Buran.

Day-Trader's Doom: Whipsaws & How to Avoid Them by Cynthia
Kase.

Day-Trading Software Shootout by James T. Holter.
Plus much more!

To order this electronic special issue for speedy e-mail delivery, just call our
operators with your credit card information handy at (800) 972-9316, ext. 255.
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e How to find the right

andl reskstance for a
caytiader can fee support and resistance

volatlle market. _ .
Here’s one Idea, My persona preference for day-trading and short-term trading isto

Implementec with buy dips and sell rallies.

others, to find Two components are needed to make this strategy work. First, you
L Sl R ISl oy e to be trading in the direction that gives you the best chance of
success. Second, you have to be able to identify potential support or
resistance for that trading day. I'll discuss one technique from each
of these two components that make up my day-trading approach.

B Joe Diffy

Thefirst step isto determine which way the market is likely to go today -- in other words,
isthe trend up, down or sideways?

One method to determine the market trend involves a couple of old standby technical
indicators that are available on virtually any charting software: the Moving Average
Convergence Divergence (MACD) and the stochastic indicators. These oldies but goodies
really can be useful if used in the proper combination.

: T Look at both the MACD and the Slow Stochastic on a
F&;} i ML 2 daily chart to determine in which direction you want to
j : trade the next day. For the MACD, | use alittle longer

Maiih EAF 00 des iviams

B |, gt !
—-H-EE o f’ﬂ -3‘“:5 . time value for my inputs then the standard -- say, around a
Sy RS & ~1%10-30-10 exponential moving average combination. | also
7T . = =useasow stochastic indicator with an input value of
L D . . .. 1"somewhere around 20 days.

Both of these indicators should be displayed together under the price data. Look for
situations when both the MACD indicator and the stochastic indicator are on the same side
of the signdl line.

If both are above their respective signal lines, then trade the buy side. If both are below
their respective signal lines, trade the sell side. Quite often you'll find the MACD and the
stochastic indicators are on opposite sides of their respective signal lines. In these
Instances, avoid the market.

The accompanying charts show this simple combination eliminates alot of noise from the
market and identifies those times when the market has the best chance to make atrend
- move. Throw these indicators up on any chart together,

" =/and you will see this combination works infinitely better
= than either indicator alone.

Maiih FAF [0 Wdes ivlamd

:Once you've determined the direction to trade, the next
.stepisto find support if you want to buy or resistance if
' |=you want to sell. There are several waysto do this, and
= my usual strategy isto employ several methodologies to
come up with a confluence or a"keypoint" high-probability trading zone.

Sepgor and ressiance ines
Blarch Gl 500 e, dsily

Iz

Here is one methodology that is being described for the first time. There is no neat name
for thisindicator, so I'll just call it the 3xX5ATR. To construct it:

1. Add up the true ranges for the last five days and divide by five. Thisisthe 5ATR.

2. Calculate athree-day simple moving average of the highs and athree-day simple
moving average of the lows.

3. To calculate the 3X5A TR for potential resistance, add the SATR to the three-day moving
average of the lows. To calculate the 3x5ATR for support, subtract the 5ATR from the
three-day average of the highs.

An important point isthat thisis not atotal day-trading strategy. Look to combine other
techniques that identify potential support and resistance points. A good ruleto live by isto
look for a confluence of support or resistance by integrating analysis techniques and
Integrating time frames.

Joe Duffy isa former trading contest champion and author of three books and videos on
his trading techniques. A private trader, he contributes research and analysis to the
"Professional Traders Advisory," a daily market letter specializing in stock indexes, bonds
and selected special situations in the futures markets. E-mail: Joeduffy@interlog.com.

Back to contents page

Copyright © 2000 Futures Magazine Inc.
http://www.futuresmag.com/library/daytrade97/day7.html [5/14/2001 2:44:48 am]


http://www.futuresmag.com/
http://www.futuresmag.com/djnews/djintro.html
http://www.futuresmag.com/news/news.html
http://www.futuresmag.com/library/contents.html
http://www.futuresmag.com/cgi-bin/ubbcgi/Ultimate.cgi
http://www.futuresmag.com/resources/newlinks/linkshome.html
http://www.futuresmag.com/freestuff/freebies.asp
http://www.futuresmag.com/products.html

March S&P 500 index futures/March T-bond futures

www.futuresmag.com

i ..-"}"'-.
w MAGAZINE GROUP

HOME DOW JOMES HEWS HOT MARKETS CURRENT ISSUE FUTURES TALK INDUSTRY LINKS FREE STUFF PRODUCTS

The alignment of the MACD and stochastic indicator stogether shows you the market trend.
When both indicators are below the signal line, asthey werein early December for both the S& P
500 Index and T-bonds, you should be a seller; if both are above the signal line, asthey werein
early February, you should be a buyer.
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By combining the five-day average true range with simple three-day moving aver ages of the highs
and lows, you can create the 3xX5ATR indicator to find support and resistance areas that can be
used in a day-trading strategy of buying on dipsand selling on rallies. The S& P charts above and
the above, left T-bond chart show examples of support linesusing the 3x5ATR; the above, right
T-bond chart illustrates a resistance line using the 3x5ATR.

Support and resistance lines
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If you want to S&P day-tradlng

develop a system,

sy stems:What works and

kieas gkaned from

stuclying to '
sl Nat doesn't

trading systems. If
e R e il Of all the day-trading systems I've tested over the years, 90% of

buy a system, them trade the S& P 500. Thisis the market of choice for most
those that trade day-traders because it affords enough potential to make it a

WA L TR T e worthwhile venture (see “Volatility heaven,” below). By definition,
YR R s o e M (lay - trading means you exit at the end of the day, so your profits
must at least cover your commissions and slippage.

Bn Greorge Proitt

Although a key difference with the S& P systems I've tested is their
approach to entering the market -- they have ranged from basic breakout systemsto
systems based on the phases of the moon -- the exit signals usually fall into four
categories. protective stop, profit target, trailing stop and, of course, market on close.
Many of the systems use a combination of these exits.

Because the exit technique is as much or more important than the entry in day-trading the
S& P 500, I'll demonstrate that different types of exits work with various types of systems.

Over the past eight years I've often been asked which exit technique is the best. The
answer is it depends on the system; there is no black or white answer. However, through
research, I've found the success of these exit techniques usually depends upon the
frequency of trades a system generates:. More frequent trading systems need tighter exits
whereas |ess frequent trading systems need looser exits.

Volatility heaven

et v To demonstrate the success or failure of protective stops,
R AL e profit targets and trailing stops, I've created two systems
and tested them over the past 11 years.

Ly IR AL E

These systems use basically the same entry technique,

™ lexcept one trades about five times as much as the other.
Buy and sell signals are calculated by adding/subtracting
a certain percentage of the 10-day-average range to yesterday's close. In addition, today's
range must be less than the 10-day-average range before a buy/sell signal can be placed.
The only difference in the two systems s the percentage used to calculate the buy/sell
signals. System A uses 50% and System B uses 120%. These percentages were determined
by the frequency of trades | was trying to attain.

The systems were tested using five-minute bar data and deducting $100 commission/
slippage per trade. | ran three tests on each system, optimizing different dollar levels for
each exit technique. None of the test results of these two systems includes any trades that
took place during October 1987 and October 1989. Due to extremely high market
volatility, these two time periods can skew performance data.

Protective stop If a system has a high frequency of trades, tight stops usually work best.
My definition of atight stop is anywhere between $300 and $750. Systems that trade
frequently are trying to make money almost on adaily basis. If the system takes a small
loss, then there is aways tomorrow; why take a mgjor loss when you know atrade
probably will be generated tomorrow?

System A (see "Protective stop comparison,” right) ShOWS | ¥mmetsa see compartzan
. . _}?.‘I-lrlrlll1ﬂ'.’l'lw1._m'h
the performance of the system using severd different ap P ulh ANERIOL R 8
protective stop levels. Notice that too tight of astop also | =& £ii £ idn ©F 345 15 & ,‘ o i
degrades performance. A protective stop, at the right o SR R AR 0 S
. . . 15 - & B0 Soma i ofE L3RR oar
level, can turn alosing system into awinner. A system e g R TR I
that trades less frequently usually will need alarger stop. |3 i & PN i
FEMEATRE RS SR L IR
Unlike faster approaches, these systems areinthe market || wan oK gmlgigen=t o
for considerably lesstime and therefore need to make | % 3 & 3l ottcom Tl
more money per trade. A larger stop prevents a premature i“;; eIE o EF &% :
loss due to market volatility. System B shows the EA R R R R BV
. . TR Cala sy e L 11 an
performance of the slower system using different IR S R R I I,
protective stop levels. Asyou can see, alarger stop is '
needed in this case.
Profit tar gets Pure profit targets generally don't work. A | usuanon = piant tamets
good portion of the profit that is generated by an S& P ae T o R SERREGT, L g
day-trading system comes from those dayswhenthe S& P | i iz fin -0 B 507 34 o &
takes off and keeps going in the same direction. If you RN R s R S R R |
limit these potential high-profit days, then you limit the- iE t,;e: TE i{fﬁ 5 }: EE , ;: ¥
overall profit of your system. System A (see"Variation in| #i e b sk 38 5 85 § 5 & 0
profit targets,” right) shows terrible performance using a b o MR A,
. . . 2% Lo 2nT .-E-'.‘. z: r o '-.‘ :: -\1! <
tighter profit targets. Dueto itsfrequency of trades, the | & @& o2 58 i3 e Ra iR §
. .. - . LAY TR T P - I oo
risk reward ratio is out of whack. Areyou willingtorisk | i & & %5 (2 a2 o 1o
trading the S& P 500 on adaily basisin hopesof a$250 i & & g ki @it § 58
win? System B also shows degraded performance by ah wa i naalen Yl ow b

using tight profit targets. This system trades so
infrequently, it almost has to hit a home run on every trade.

Trailing stops A trailing stop is a combination of a protective stop and profit target. This
type of stop gives the market room to breath but at the same time tries to lock in profit. In
thisanalysis, | trailed the high/low of the day by x-amount after atrade wasinitiated. The
trailing stop did not help System A (see "Hitting the trailing stops,” below, left) as much as
the fixed protective stop. The profit target aspect of the trailing stop was too limiting on
the big profit days. Nonetheless, the trailing stop turned alosing system into awinner.
System B showed a slight increase in performance at the high end of the trailing stop. This
re-emphasi zes the need for alarge protective stop and large profit target.

Hitfing e Iralling atopa All tests were done using static stop amounts. In today's
EME ATVEIN CWITH BN IH'I'II:I . . . .

W Tieiev 5 o s market, $500 istotally different than it wasin 1986. |

?. -IEI"" LrEU I LR L L ".- 5 2T E | . - -

BOR é‘: e 0 z-%; Cng have found, in almost al cases, that self-adjusting

ok olSE el o Rl it 3 parameters create amuch more robust system. An

e md e R EE LR G 2 U T dlternative to static dollar stops, would be to use

an A% AT et i S35 - 3 yolatility-based, self-adjusting stops. For example, instead
v o mememana ame o of $500 fixed stop, use 10% of the past 10-day average

3 bl T AT =1 IlsIF 11 37 L S, ] L . . .

TR oA N Ed! ko 3 range. This market-defined stop would change with

A g 2L B market conditions.

Rl giEmeniy

woam ons MR g ot 4 D3 Thereisno black or white answer to which type of stopis

G Em d oim s R REp 1013 the best to use in aday-trading system. The results shown

are consistent with my research; however, it is not a guarantee that all systems will follow
suit. A large portion of S& P day-trading systems use a combination of these exits. | have
seen systems that will use a protective stop early in the day and atrailing stop later in the
afternoon. Whichever stop you pick, it should be based on thorough research. The longer
time frame over which you can test, the more robust your parameter selection will be.

We are fortunate to have so much intraday data at our disposal, yet at the same time the
datais somewhat skewed. We basically have been in abull market ever since the S& P 500
futures contract has been traded. Close to 100% of the symmetrical S& P day-trading
systems (buy/sell signals are mirror images of each other) have shown much more profit
on the long side. With this fact, the question "Why short the S& P?' always arises. And of
course the answer alwaysis: "Who knows when amajor retracement or bear market is
going to occur." The second question is: "Isit okay for a system to have abullish bias?' In
other words, should a system try to buy more often than it sells? Again, therereally isno
correct answer. There won't be good answer until we have a good sample of bear market
data on which to test.

Before and all
Let'slook at some before and after performance numbers | o A
Soskem L [beFar

on System A and System B (see "Before and after,” right). | i5ama s FATH o reha T

System A, without an exit, was a big loser. However, with :rif'n' e 8 1aﬂ o __-c-L',j;j_’;‘-‘;;f E*;H:
asimple $500 protective stop, the system turnsinto a [t ol | e e
winner. System B was a mediocre winner without any Bamud ki )
type of stop, but with a$1,250 protective stop and a R i B
$3,000 profit target, the system's overall drawdown it R il
decreased by about 60%. Notice the profit/loss that came | ™" ..
from the long and short positions. DRI

A FIT O Pt [t Y I T R i T

.1 L TP G M E T I Y R O LN [T e e

The changes we made look great, but | must warn you Lo, erl £0M $leowvl dlda

about curve fitting, which iswhen you historically back | ¥ S
test to derive a parameter. Don't fool yoursalf into L —

[

thinking you've found the holy grail, when in fact you had jhfrmerees | L5 o e el i o
your 166 MHz computer run two weeks optimizing six | g5t i et #a
parameters. Y ou don't want history to have to repeat itself

exactly for your system to make money. Never test the S& P with less than $100
commission/dippage; in fact real-time analysis has shown dlippage to be well over $100. A
system tested at $50 commission/slippage looks totally different than one tested at $100.

Top SAP day-tending systomss The lack-luster performance of System A and System B

"“'““"5‘"5_"’-:"_,-“‘_-:":"‘51 may lead you to believe that day-trading the S& P 500 is
ey 413 i 1 i not your cup of tea. | derived these systems for

S EAE SRR E TS L demonstration purposes only and didn't strive to make
e s 50 500w faow e &0 them profitable. Futures Truth monitors about 20 S& P

day-trading systems, and about nine of them have shown a profit since they were released

to the public (see "Top S& P day-trading systems,” above).

!

-
“.';l-'!:
Falre
o il
“all
T |
Fi

-
i L |
ared s RIS BT [IETE TR wal TITE 1Y
vy R WL e T b D i

"

..,
U ETER

The best two systems, R-Breaker and R-Levels by Richard Saidenberg, have shown
real-time performance similar to hypothetical performance (see "Top performers,” below,
left). These systems were released to the public in July 1993. The equity curve after this
date looks as good as the equity curve before. These systems have been successful because
of Saidenberg's countertrend approach to entry and his exit mechanisms. He incorporates a
combination of the exit techniques discussed here. His two systems took advantage of the
heightened volatility in 1996. In the 1980s, any simple breakout approach seemed to work
in the S& P. But during the 1990s, other types of entry and exit techniques have excelled.

TOp pIMEEE oot . e |Becauseno system winsall the
e e LTI | 1_,-.'*-5.-:.- ’I:"_‘m AR ; : L"’J e ti me, exit techni ques pI’OVi dea
AT BT l." A i1 L, form of insurance when the
ST 'i*" ; Lt "“"“’ZJ L1 | . Systemiswrong. Aswith all
A : rooioi 11 Titrading, risk should be measured
bk ! TR I i i i . . . .

PV IO S PO POPR VPR oy Loy and taken into consideration

o Tt s e 0 MR T A v v w2 Y T hefore placing an order. Don't

arbitrarily place some type of exit technique without knowing the mentality of the system.
I've been told that 40% of research should be spent on the system and 60% should be spent
on money management. In day-trading, your exit is your money management.

George Pruitt isdirector of research of the independent system testing firm, Futures Truth
Inc., in Hendersonville, N.C., which publishes a monthly review of the systemsiit tests. A
top-10 system performance list can be found in Futures on a bi-monthly basis.
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Yolatility heaven

4000 v Average annual 10-day average range In dollars
2500

2000
2500
2000
1800
1000
200
i

6 a7 83 3 a0 =) 4z 43 94 52 96
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Protective stop comparison

Systam A at different protective stop levels
Tolal A Max n Lasii2mn Trades 9% %o Yaan
Shop $PL $PLYT DvawDn  %PL DvawDn At Wins TIM W-L Mr-DD

oo -23se0 2441 A3 000 1ea0 Fos0 123 187 7 0O 53 5P
2000 18500 1682 M 4580 12380 4375 123 235 11 14 58 5P
250 41800 3800 13080 0325 5275 123 276 12 11 1582 5P
aOO 632580 5205 25175 4700 1047a 123 AFR 20 11 184 5P
a0 20175 2852 A E80 111258 11400 123 4237 M4 11 b4 5P
1,000 U2 B4 43025 FeWS 1802s 123 430 2p 10 02 5P
1,260 14380 1306 61,900 14500 13100 123 463 2% {10 45 &SP
1500 30050 2814 72,700 10,600 13475 123 458 20 {0 35 5P
1,780 35600 3236  A3025 2050 13400 123 463 30 05 38 5P
2000 47100 4,282 85125 18,975 16,500 123 484 30 00 45 SP
2280 45778 4161 Weys 23200 13775 123 468 M 0L 49 GP
2600 51450 4677 BOa7s 25125 11675 123 466 A 0L 44 5P
2780 -850 52341 03050 22100 12525 123 466 M 0L 45 5P
000 -5 Fre 5707 108550 23050 12125 123 466 M 0O 40 5P
Mostop -63,080 -5732 106050 20850 13178 123 466 231 05 50 5P

System B at different protective stop levelks )
Tolal Arg Max Lasl 2mn Tades Y% % YGam
shop $PL  $PLYt  DrawDn %FL vawDn M Wins TIM WL /MrDD

F250 20825 4883 2675 1250 3¥e0 7 230 2 07 56 5P
A0 -2.380 214 27425 els Ayms 17 Ars 3 10 06 5P
a0 1000 1000 24700 B00 028 27 442 3 11 31 5P
000 15200 1332 1717 48 Feds 27 472 4 1A 57 5P
1,260 26480 2406 14550 5325 417 27 486 4 13 111 &SP
1800 26325 2303 17B2s gvs0 5175 27 G024 12 06 5P
1780 22125 2011 027 7425 61vs 27 606 4 112 74 5P
2000 233ys 2125 0457s 525 Y200 0 27 608 4 12 77 &P
2280 25980 2450 22325 11 R00 5575 2F 51 & 1.2 834 5P
2800 27675 2516 23425 14e00 5200 27 515 5 1.2 83 5P
2780 2Mdys 2225 24375 13e00 5700 27 515 &5 12 71 5P
oo 23 0ve 2652 M 2¥s 12600 g200 27 &Als 5 12 G 5P
Mostop 26575 2416 23176 13750 bs54y8 27 616 &5 1.2 8d 5P
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Variation in profit targets
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Variation in profit targets

oystam A at different profit target levelks
Tokal A Max n Lasl12mn Trades 9% %o Ydaam
Shop $PL  $PLYt DvawDn %WPL DrawDn At Wins TIM W:L /MDD

260 115360 10850 130650 10025 4500 123 73 10 06 75 5P
00 -bR4is 8848 120225 165950 6225 123 ee2 16 0&  -70 5P
a0 -B03s0 B33 124275 2¥Eys 547 123 877 04 B2 5P
1,000 115650 10863 148250 23000 10280 123 517 24 08 70 5P
1,250 116,875 106258 144 4256 10625 14075 123 400 26 08 70 &SP
1,500 -B3075 7634 114850 20775 15775 123 486 W 0O B3 SP
1,790 B4 200 -Bs5bd 128450 23350 15275 123 475 1 0b B3 GSP
2000 Ldeve -B416 128675 211126 14775 123 472 320 0O B2 5P
2260 D2 2ye R3320 119850 13025 14275 123 465 A0 05 -BE SP
2500 B3 760 -7eld 119325 18275 14025 123 468 A0 0O B0 5P
2750 756258 -6875 112125 1e8s0 13775 123 467 XM 06 58 P
2000 72Ul -5630 111425 20475 135625 123 467 A 05 -5 5P
Motarget-63,050 -5732 106050 20850 13175 123 466 21 0O 50 5P
System E at different profit target levels
Tolal A May nlasli?2mn Trades % % YdEam

Shop $PL  $PLM  DrawDn  2%PL DvawDn At Wins TIM  W:L /MDD

20 -2BL00 2627 35725 2675 4650 27 Y42 0k -B1 0 SP
500 Ooa b2 20850 BAXS 4850 27 els 2 0O 25 5P
750 B12s B30 A Ays bU2s 4ps0 27 B85 3 0O A2 5P
1000 260 232 25200 11526 4880 2¥ 838 4 1.0 07 5P
1,250 13600 1238 22700 14475 4680 27 536 4 14 42 5P
1,600 2,000 1900 20275 15200 4680 27 532 4 12 70 5P
1,790 22000 2000 25175 18700 4e80 27 525 4 112 B2 5P
2000 25200 2382 25350 20050 4g80 27 Bl6 4 11 73 5P
2260 25528 2320 24850 198225 4e80 27 522 4 112 FR T
2800 23828 2620 24380 10pZ5 4e80 27 512 4 1.3 83 oF
2750 2L2ve 2661 24200 20400 4e50 27 518 5 1.3 g5 of
J000 37685 2002 23700 M LO0 4p50 27 A8 5 13 04 5P
Motarget 26676 2416 23176 13750 8475 27 516 &5 11 8.3 5P
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Hitting the trailing stops

System A at different tralling stop levels
Tolal Aing Max n Lasii2mn Trades %% %o YGam
Shop $PL  $PLAT DvawDn 2%PL DrvawDn A1 Wins TIM WL MDD

$250  -613y5 5500 61700 2825 5075 423 Me 2 07 &1 5P
aO0 12475 1134 20225 &0 FO026 123 A4 7 10 A1 5P
700 14088 127 28600 4450 5700 123 400 15 1.0 A6 5P
1000 208125 2857 35275 BEVS 8425 123 425 M 11 BO 5P
1,250 13200 1200 41800 8200 L¥7s 423 430 M4 10 25 &P
1,800 7200 Bes 4837 Md4s0 B67S 123 455 27 10 12 5P
1,750 25 2 67875 23075 BETE 123 460 20 A0 no o 5P
2000 6225 1475 6BBRSO 20250 10825 123 462 2% 10 45 &SP
2,250 3327 3025 Bhes0 32500 Gohe0 423 481 A0 08 31 &SP
2500 43050 300 fA4Ts 25725 12500 423 482 30 00 40 5P
27650 47675 4334 0EA00 23025 11800 123 482 20 05 42 5P
3,000 -51475 4R8O 101450 28100 11675 123 484 31 09 43 5P
Motral -63,050 -5732 108,050 20,850 13175 123 4686 M 05 50 5P

System A at different tralling stop levals
Tolal Alrg Max n Lasii2mon Trades % %o YdGam

shp $PL $PLAYT DvawDn  %PL DvawDn At Wins TIM UWEL  MrDD

F250 -21.800 4082 24380 1050 2150 2F 2L 0 06 -H3 5P
s00 42475 A07 22600 4100 2075 27 A02 1 08 A7 5P
750 A50 -7 .00 Z2evs 3sys 27 Arw 2 400 03 5P
1000 687 516 21850 23vs 5128 27 435 3 11 18 5P
1,250 13178 1198 18475 4000 4400 27 458 4 11 47 5P
1,500 2027 1343 1567 GE25 B100 27 482 4 17 a1  sP
1,750 20250 181 16725 g400 g100 27 402 4 117 77 &P
2000 23200 2409 A7eTS  BATS 5080 27 502 4 12 a5 5P
2260 22250 2023 Ab4ve DFFE B200 27 &O2 4 112 7B 5P
2500 21300 1536 21000 D525 570 27 &05 4 17 by =P
2750 21300 15938 23750 &5 FO00 27 &05 4 17 Bd 5P
Jooo 22 Fre 207 25080 0875 4075 27 512 4 12 T
Motral 26575 2416 23176 13,750 85478 27 &5 &5 112 83 5P
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Before and after

System A (hefore)

Total net P/L J-62080  Bvg. netérear J-5, 732

N inning months 0% Awg. ¥Bet. Max DDA ear -5%

Max Drawlin GlsTrd  F1086, 050

or -.05 ratio, on 04 705

Long net PfL J27.725  Short net PrL J-00,775
Besttrade J6,175  Warst trade J-4 675
System A [aften
Total net PYL Ja2 260 Ay netérear g5, 205
INinning manths A9%  Awg. ¥Het. MaxDDear 168%.
Max Drawlin GlsTrd 325,175 or .21 ratio, on 064 54
Long net PAL F21,675  Short net PrL J-23,425
Best trade J6 175 Woarst trade J-2 100
System B (hefore)
Tatal net PYL F26,575  Avn. netdear 52,416
N inning months 8%  Awg. %Bet. MaxDDAear Bl
Mz DrawDin GlsTrd 323,175 or 10 ratio, on 0200304
Long net PYL J12.000  Short net PYL 14,575
Best trade 5,080 Warst trade J-4 550
System B [after
Tatal net PYL F21,880  Avq. netdrear J2 877
N inning months 58%  fuwg. % Bet. WMaxDDAear 13%,
Mz DrawDn GlsTrd 319,500 ord % ratio; on OB/223054
Long net PfL J24 825 Short net PrL g6, 825
Best trade 32,900 Warst trade J-4 250
back

http://www.futuresmag.com/library/daytrade97/daypicl4.html [5/14/2001 2:45:26 am]


http://www.futuresmag.com/
http://www.futuresmag.com/djnews/djintro.html
http://www.futuresmag.com/news/news.html
http://www.futuresmag.com/library/contents.html
http://www.futuresmag.com/cgi-bin/ubbcgi/Ultimate.cgi
http://www.futuresmag.com/resources/newlinks/linkshome.html
http://www.futuresmag.com/freestuff/freebies.asp
http://www.futuresmag.com/products.html

Top S&P day-trading systems

futuresmag t
; MAGAZINE GROUP
HOME WO IOMES HEWS HOT MARKETS RRENT I55UE FUTURES TALKE IHDUSTRY LINKS FREE STUFF PRODWCTS

Top S&P day-trading systems

S&P day-trading systems that have zhown profits since release date

Het Max vawDown # of Avg. Coms. Flat %% “LGain
N ClsTid wTE tades °CWiks win  loss #days TIM MDD PRR
R-Brealer 72026 14600 14600 511 482% 1020 & 244 25 G050 1325

H-Lewels 48,700 11,275 1,27 284 &510% 968 & 26 14 75 1.5
Stafford S&P 36425 23075 23075 B8 422% 1123 12 B4 27 264 142
Gary Smith #2 14525 13675 13675 184  440% 1066 10 210 19 250 110
a&F Hourly 20100 §650 8650 188 471% 053 7 182 10 426 140
GPR 21575 8475 6475 166 514% 1376 8§ nfa nfa BBE  nfa
Blue Maonday 265975 5400 5400 17 432% 1027 O 827 5 412 182
ol pat 20625 3BA2e 6325 WT  482% Do g 1382 26 &3 1.07

DeltaThrshld 14125 23475 23475 469 254% 1005 1065 10 74 1.06
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Top perturmers R-l evels
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Getting the 'edge’

—_ Get a copy of Futures magazine's 1999

“*""j“_":‘j‘[!”__ Daytrading Ideas and Strategies » (UK HERE
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The best acivice for Getting the 'edge'

an off-floor trader

who wants to day- _ _
e Y Rt Y 9l | €S no secret most day-trading profits are made by floor traders.

or buy a system They not only have the advantages of low commissions and ease of
TRy T execution, but they have the "edge” or the ability to buy at the bid
Into action. Buying price and sell at the ask price. Although day-trading off the floor is
a system may save acompletely diff_eren_t game, traders_ also must have some sort of
you time, but you advantage that will give them atrading edge.

shoukl use the Certainly live, tick-by-tick quoting equipment is necessary, along

=1 Pl RTS8 \ith charting and technical analysis software. Most novice

to test it. day-traders watch prices, anayze various intraday charts and

indicators, thinking they can assimilate this flow of information and
By Frank J Alfonso | make profitable trades. They often hope for some sort of "sixth

sense” to give them an advantage. Unfortunately, the market usually demonstratesit has

more of a sixth sense and soon separates the trader from his money.

Something concrete is needed to give atrader the confidence and commitment to "pull the
trigger." There are so many examples in books and magazine articles isolating some guru's
favorite chart formation or technical indicator that shows where to buy or sell. New traders
follow this advice based on "trust” that the author or guru knows from experience what he
istalking about. But doesn't it make sense to ask, "How many times in the past when this
indicator signaled a buy, did the price actually go up?' Or, "If we use a close $200 stop as
suggested, how many times did we get stopped out for aloss, only to have the market turn
around and produce what would have been a profitable trade?' Or, "If we buy a breakout
of the previous day's high, how many ticks in profits can we expect, given various market
conditions?’

Knowing the answers to such questions will give you an "edge" to win at day-trading.
With all the computing power and historical data available today at relatively inexpensive
prices, you have no excuse to day-trade without hard statistical facts.

Results of historical testing on technical indicators, chart formations or price patterns can
be combined with a"signal generator” to form atrading system. Actual buy and sell
signals are generated throughout the day based on trading models devel oped with historical
testing. If you have alimited degree of computer knowledge, use TradeStation or
SuperCharts RT by Omega Research or MetaStock RT by Equis International to test a
myriad of day-trading strategies and create trading systems. Expert computer users can
develop more advanced strategies using Microsoft Visual Basic or C++.

To develop a day-trading system, you must obtain historical data and one of the "toolbox"
software programs that can test trading ideas.

There are five main rules to follow when devel oping a day-trading system:

1.Uselong test periods Novice traders often test a strategy back over several contracts, or
even severa years, and think they have a tradable method. Unfortunately, day-trading
based on this limited testing will end in disaster. Any trading method must be tested for a
minimum of five years and preferably 10 years or longer. Then, the reality of more
down-to-earth performance statistics appear.

2.Robust variables When testing, or incrementing variables for a system, it is important
that wide ranges of values generate favorable results. If just afew variable increments
produce acceptable results, the trading rule is fragile. Future results will be poor.

3.Limited number of rules Any trading method could be 100% accurate and display
impressive profitsif an unlimited number of rules were used, however the method will
amost certainly fail in real-time trading with new data. Keep the number of rules or
conditions a system uses to less than five or six for a 10-year period or dlightly higher if
the number of trades or occurrencesis high.

4.Real-time or out-of-sampletesting After historical tests have been completed over
reasonably long time periods, and variable values have been selected, the trading method
should then be tested over new or "real-time" data. This " out-of-sample” test is usually
over current data, using a shorter period of one to two years. The results will give agood
Idea of system performance, just asif the trader were using it in the market during thistime
period. Out-of-sample tests on periods prior to the historical testing period also are
acceptable but not as useful as tests over more recent data.

5.Walk-forward testing Most testing programs do not have this advanced feature, which
Isreally an automated way of generating a whole series of out-of-sample tests. This
approach increments or optimizes system variables over a moderate time period, such as
two years. The variable values that produce the best results over this"learning" period are
then used on the next quarter (three months), which is new or "real-time" data. The results
should be profitable. Then, the first quarter of the learning period is eliminated, and the
next quarter in the database is added to the multi-year learning period. Variables again are
incremented and the best ones are selected for use in the next out-of-sample quarter.
Testing continues like this all the way through the database. The net performance of all
out-of-sample tests is summarized. Overall, the results should be profitable to consider the
system valid for trading with real funds. If the system doesn't hold up to this testing
method, it won't make money in the future...period!

Purchasing a system After new traders discover developing their own system is not that
easy, they may consider purchasing atrading method from a system developer. But how do
you decide which system to purchase?

First, all the rules given previously for developing your own system should have been used
by the vendor. Ask him how the method was devel oped. Were long test periods used?
Does the system have robust variables? Are only alimited number of rules or conditions
used? Was walk-forward-testing employed, etc.?

Then, once you receive the program, you must be able to verify the vendor's marketing
material with the software itself. Don't just buy a"signal-generator.” The system you
purchase should duplicate the results advertised. Y ou should be able to run historical tests
over data and see for yourself the smulated performance of the system.

Don't just rely on the vendor's brochure or performance numbers. Go back and run long
historical tests over the data. Increment the variables and check for robustness. Change the
system variables, and do some out-of-sample tests. Then, if the method holds up to the five
rules for developing a system, it can be relied upon for real trading.

Capital Next you need to determine the right amount of capital to use. Thisis where the
results of historical testing are helpful.

The account size should be large enough to cover the largest maximum drawdown (largest
historical account equity decrease) of the system, plus margin amounts. Again, thisis
where the importance of using long test periods shows up. If the maximum drawdown for
the last two years was only $1,800, and you don't realize a big drawdown of $5,000
occurred six years ago, you are not aware of the potential risks of trading the method and
will not allocate enough trading capital.

Plan for drawdowns. Assume the maximum drawdown will start on the day you start
trading the program. Also, be aware that future drawdowns can exceed previous historical
maximum drawdowns.

Knowing the maximum drawdown also can be used to improve day-trading performance --
one technique isto wait for a good-sized drawdown to occur on paper before starting to
trade the system.

Another technique is to keep an eye on systems and variable sets that are not performing
well and are in adrawdown. Start trading them with a small profit objective. If the trades
are profitable immediately, take the profits and stand aside, and wait for another
drawdown. If the trades go against you, continue trading the system until the profit
objectives are reached. However, you need to have the additional capital available to stay
with the system until it beginsto recover from the drawdown.

Developing a day-trading system Y ou also must have ahigh level of confidencein a
- System to start trading when it isin a drawdown.
RiR n . 1= Systemstendto runin cycles. Most traders will hop
PR D EaE E oo W & onand start trading a system after it has had a very
cmiE e s En m A L 8 profitable period, only to catch the next down
' Comm o me =m0 W eycle. Then, whenit isin alosing period, they start
tinkering with it, trying to second guess the system, instead of just sticking with it. Often
they end up missing the next big profitable cycle. Following the five rules for historical
testing will give you the confidence to start trading a system when it isin a drawdown.

i F @ L il
1 i H HHE H¥3E
1 frie

1

1

Many traders also try to add additional filters or rules during drawdowns. However, this
breaks one of the primary rules of developing a system. Adding additional conditions or
rules just makes the method less reliable in the future. Accept the drawdown as part of a
necessary risk of trading. Let the system run its course and stick with it. Execute your
plan...that's your "edge!"

Frank J. Alfonso is president of MicroStar Research & Trading Inc. in Sarasota, Fla. He
has devel oped trading systems for 20 years, is a former CPA, floor trader and member of
the Chicago Board of Trade.

Back to contents page

Copyright © 2000 Futures Magazine Inc.
http://www.futuresmag.com/library/daytrade97/day9.html [5/14/2001 2:45:36 am]


http://www.futuresmag.com/
http://www.futuresmag.com/djnews/djintro.html
http://www.futuresmag.com/news/news.html
http://www.futuresmag.com/library/contents.html
http://www.futuresmag.com/cgi-bin/ubbcgi/Ultimate.cgi
http://www.futuresmag.com/resources/newlinks/linkshome.html
http://www.futuresmag.com/freestuff/freebies.asp
http://www.futuresmag.com/products.html

Developing a day-trading system
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Thebelow test demonstrates several of the important rulesrequired to develop a profitable day-trading
system. Thetest coversatrading system for T-bond futuresfrom 1983 through February 1997 (long test
period). Thereareeight variables, A through H (limited number of rules), which isreasonable given the
long test period and the morethan 3,500 trades. Variable A isincremented from 100 to 200, with the other
variables held constant. System performance, measured by net profit and loss and maximum drawdown,
demonstrates robust variables, as large changesin Variable A still produce very good results.

| ncrementing the other variables also should produce similar results.

Developing a day-trading system

systerm vanables system performance
A B C D E F G H HNetP/L MaxDD #trades Win% Avg. win  Profit ratio
00 170 & 70 1 67 41 34 Fd4685%  §6 385 4 466 44 100 165
110 170 & 70 1 &F 41 34 455770 5 675 4 374 44 104 174
120 170 & 70 1 &7 41 34 458276 5020 4232 5] 107 175
130 170 & 70 1 &7 41 34 456710 67T 4 2 511 105 165
140 170 & 70 1 &7F 41 34 464 555 7451 4 (145 511 114 177
150 170 & 70 1 & 41 34 459805 T2 3080 5] 116 173
160 170 & 70 1 &af 41 34 448 371 T 671 3 505 511 115 168
70 1r0 & 70 1 &7 41 34 467 053 B e2o 3,80 51 123 180
180 170 & 70 1 67 41 34 461184 T 484 3 6A8 52 125 174
190 170 & 70 1 &6F 41 34 436,876 0124 3 585 he 122 1610
200 170 & 70 1 &7 41 34 42rrFis 879s 3812 5e 122 153
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el APPlying TD Sequential to

tor dally analysls,

Tom DeMarks 10 [TaRA @510 ay C harts

Seqjuentlal Indicator
also works for

Intraclay analysks. It When | entered the investment business more than 25 years ago,
s eft :{hr ] ' volume on the New Y ork Stock Exchange was approximately 6
S ellective Tor million shares a day. Stock quotations appeared on aticker tape,

LR kel 2 futures quotes were on alarge wallboard.
high- and low-risk

entry polnts. | did my market timing research by poring over weekly printed
charts with amagnifying glass. Analysis was limited to conclusions
regarding daily price activity because intraday price data were not
available until the 1980s. As such, once it became available, | was
pleasantly surprised to see that the TD Sequential worked on intraday price movements as
well.

By Torm Deliortc

My research showed price movement of most markets displayed a natural rhythmic motion
that could be measured by a combination of factors that either compared closing price
levels or closing prices with extreme price highs and lows. Simply put, TD Sequential
consists of three distinct stages: setup, intersection and countdown.

Setup Theinitia setup phase consists of a series of at least nine consecutive closes less
than the close four trading bars earlier for a buy setup and at |east nine consecutive closes
greater than the close four trading bars earlier for a sell setup. Setup establishes the
environment or the context for the market and determines whether a trader should be
looking to buy or sell the market.

| have added a caveat to the phrase "The trend is your friend." Itis"...unlessthetrend is
about to end.” At that point it is not prudent to trade with the trend. Most of my market
timing indicators, asisthe TD Sequential, are designed to anticipate trend reversals.

| nter section Once the setup series has been defined, | review price activity beginning on
day 8 of setup to determine whether the setup process has been perfected and countdown
can begin. To accomplish this, | require aphase | refer to asintersection.

I ntersection requires the high of bar 8 of abuy setup be greater than or equal to the low of
bars 5, 4, 3, 2 or 1 of the buy setup. If this requirement is not met, then the high of bar 9 of
the buy setup must be greater than or equal to the low of buy setup bar 6 or any other price
bar back to bar 1 of the buy setup. If thisis not fulfilled, then each successive price bar is
compared until its high is greater than or equal to the low of the price bar three or more
price bars earlier back to bar 1 of the buy setup.

For intersection to occur in asell setup, the low of setup price bar 8, 9 or the first
subsequent bar must be less than or equal to the high three or more price bars earlier al the
way back to bar 1 of the sell setup.

Intersection is arequired step because it assures that the rate of decline or advanceis
decelerating sufficiently to enter the final phase, which is countdown.

Countdown TD Sequential buy countdown consists of a series of 13 successive closes less
than or equal to the low two price bars earlier. Once that has been accomplished, the
market generally isin alow-risk buy entry zone. The TD Sequential sell countdown
consists of a series of 13 successive closes greater than or equal to the high two price bars
earlier. This generally indicates alow-risk sell entry zone.

Whereas setup requires the price comparisons be maintained consecutively, countdown
does not apply such restrictions. To prevent high-level, low-risk buy countdown 13 entries
and low-level, low-risk sell countdown 13 entries, |'ve installed the requirement that day
13 of abuy countdown be postponed until it occurs below day 8 of the buy countdown
and, conversely, that day 13 of a sell countdown be postponed until it occurs above day 8
of the sell countdown. "Recycling" is a concern that could arise in a strongly trending
market. Generally speaking, if a subsequent setup occurs prior to completion of
countdown, then a new countdown process must begin.

TD Sequential in action The TD Sequential is versatile over various time frames. The
charts of the March 1997 S& P 500 Index futures contract on Jan. 23 ("Market fall," |eft)
show the contract declined from approximately 800 to 773, roughly a 27-point collapse, in
1 1/2 hours.

Elomnrinak 4t _--|To demonstrate the sensitivity of the TD Sequential to identify

i zitheexact [~ = LTI T

W Tohighand | |

w m . a = |lowonthe | l] 4 _

chart to the minute, I've applied it to o 55

this time period. The respective sell : Tl e ey

countdown 13 and buy countdown13 | = 4 - - =

are not levels of entry; rather, they ' Ll :
I

1", "
|
.|| -III I

| A cleaer look #2

Tl

accurately define levels of low-risk
entry. "Market fall" provides you with e 2
a perspective of how thepricetopand TRt

bottom were formed. ; h l -

"Closer ook #1 (above) and #2" }J
(right) magnifiesthe sell setup period |fmee 1
and the buy setup period to illustrate

the ssimplicity in calculating the respective price setups and countdowns. Note that, in the
case of the market advance, | insert both setup and countdown numbers above the price bar
and, conversely, in the case of a market decline, the numbers appear beneath the respective
price bars.

4771

—— Furthermore, it is apparent in "Market fall” that,

N s
‘M_ . o E""J"ﬁ"'l1l o - —7coincident with the completion of the ninth bar of
v w e T T the sell setup (@ series of nine or more consecutive
MRS | .- |closes greater than the close four price bars earlier),
A . #* |~ price has atendency to retrace. A similar
_ . ZTE Ty |7loceurrence is observed at 1:45 p.m. when the ninth

price bar of sell setup is recorded.

LI R LT~
bR AT

Buy setups demonstrate a similar behavior only in reverse. At approximately 1:15 p.m. the
ninth price bar of buy setup (a series of nine or more consecutive closes less than the close
four trading bars earlier) was recorded, and prices subsequently rallied. A similar event
took place at 2:10 p.m.

However, not every setup elicits such aresponse, as you can readily see at 2:35 p.m. when
the ninth bar of a buy setup failed to generate any price movement to the upside.

To demonstrate the application of TD Sequential to other Catree TD Saquential
markets and time periods, I've included afive-minute chart of |+ etetzera 0
May 1997 coffee futuresin "Coffee TD Sequential” (right), : . -

which identifiesa TD Sequential high-risk buy countdown
completion just prior to the Feb. 20 early morning price peak v T
before a 10-point plus decline. - e e
Also, in "Longer count" (right), the March S& P 500 Index B MR A
futures chart on a 10-minute basis, | identify the TD Sequential |Soechs 0 sqmatialbo afie umste chat
nine-13 high-risk buy indication on Feb. 19, coincident with the ‘Leiiger enmit

price peak. ;m”“ﬂl e
R -
Although TD Sequential has worked effectively on adaily basis | 1" W, oo
for more than two decades, only within thelast fiveyearshasit | == 7 771§ Hw.'v: o
become apparent that this technique can be appliedtointraday =~~~ I,-! -
price charts as well. Because it originally was designed to be e E =
applied to longer time periods, its ability to identify high-and | Loy e oo v
low-risk entry zones on an intraday basisis atestimony to its Tt e

adaptability and dynamic design.

Tom DeMark is president of Market Sudies Inc., a provider of indicator software for most
major guote vendors, a consultant to large fund managers and author of The New Science
of Technical Analysis and Market Timing Techniques: Innovative Studiesin Market
Rhythm and Price Exhaustion, published by John Wiley & Sons. TD Sequential isa
registered trademark.
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back

http://www.futuresmag.com/library/daytrade97/daypic19.html [5/14/2001 2:46:09 am]


http://www.futuresmag.com/
http://www.futuresmag.com/djnews/djintro.html
http://www.futuresmag.com/news/news.html
http://www.futuresmag.com/library/contents.html
http://www.futuresmag.com/cgi-bin/ubbcgi/Ultimate.cgi
http://www.futuresmag.com/resources/newlinks/linkshome.html
http://www.futuresmag.com/freestuff/freebies.asp
http://www.futuresmag.com/products.html

Coffee TD Sequential/Longer count

www.futuresmag.com

" “Futures

', MAGAZINE GROUP

HOME DOW JOMES HEWS HOT MARKETS CURRENT ISSUE FUTURES TALK INDUSTRY LINKS FREE STUFF PRODUCTS

Way 97 coffes, five minute

Fehb. 19-20, 1997 Dalkars
pat [k,

T
0
Nats)

als
5
G5
G0
Res)

ela
5

RN U K K KN KA S S S KA —

10:00  11:00 515 am
Stretching TD Sequential to a five-minute chart.
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Taking advantage of
the big event

Day-trading takes

more flnesse than _ _ _ o _
most technlques. The bottom line for any trading technique or system isits practical

application in the real world, regardless of the lovely theories that
::-I:g ;:;Er E?ﬂf may have been used in back-testing its strategies.

LED oA T ey BBl H 0wy reproduci ble our trading results are often stems not from the
gt lidecl] b a1 Il right execution technique but from how close the current conditions
out before the are to a previous time when a similar trading opportunity last arose
market moves, and how well we are able to identify these certain conditions -- in

other words, the right execution needs the right conditions to be
By Mitchell Hollond  |gccessful.

Like scientists, many trading systems are forced to focus on anarrow set of parametersin
this regard because the broader the parameters are, the harder it becomes to reproduce the
result. Time also is afactor: The more time that goes by following the last set of results,
the less likely it becomes that similar trading conditions still exist.

Some factors that allow you to make a simple execution technique work are:
1) A set of conditionsto track.

2) A techniquethat appliesitself to the conditions so you can choose appropriate
entry and exit points.

3) A set of resultsfollowing the use of the techniqueto seeif it workswhen tested in
real time.

Here are the terms and defined parameters for a day-trading approach:

Market selection Market selection primarily is based upon one factor: market efficiency.
Because you are looking at a short-term trade, the market must be efficient and respond
optimally to your orders. Several factors make markets efficient, the most obvious, of
course, isliquidity.

Y our association with the trading floors aso is key. If the trader on the floor will not or is
unable to execute the trades quickly, you lose! Because the bracket trading technique
places orders before the markets open, direct floor accessislessimportant than it would be
in an intraday technique. But your ability to get filled when the market starts moving is key
with this technique.

Perhaps the most important factor to the day-trader is the ability of these markets to
process information quickly. Again, experience being the great teacher it is, you can see
clearly in ashort time whether a market is responding in atimely fashion to

changes in important information regarding that market.

Based on these considerations, the Chicago Board of Trade's 30-year Treasury bond
market is a good market because it has great liquidity and is perhaps the most efficient of
all markets. Not only isinformation processed quickly, but the ability to get immediate
price information and excellent trade execution also makes this a prime candidate for this
day-trading technique.

The event Event-based trading means taking advantage of an important upcoming event
with the hope it will create an impetus to increase market volatility dramatically.

Events are plentiful in the bigger and more-liquid markets. The art of using this
information is assigning some form of a priority to the events that will occur in the near
future. Use the dates of important information releases that are bound to cause market
moves as a primary basis for timing these trades. In the bond market, these are plentiful
and, in many cases, will create the market follow-through you are seeking.

Some important events for interest rate markets, placed roughly in order of significance,
include:

1) Federal Reserve Bank meetings and announcements

2) Economic reports, especially critical when released on Fridays befor e holiday
weekends (U.S. employment reports, jobless claims, etc.)

3) Options expirations

4) Currency policy meetings or G7 summits

5) Political announcements

6) Intermarket relationships (historic sell-off in stocks, large oil price changes, etc.)

When the markets appear to become indecisive and choppy, many traders ook for
confirmation regarding future direction of the market, and the influence of these events
rises dramatically. It is your job to determine the event's significance by paying attention to
the general mood of the markets.

Volatility The basis behind the bracket technique is to take advantage of contractionsin
market volatility to create ideal entry points, which act as springboards when the market
regainsitsvolatility and breaks out. These contractions frequently are referred to asa
"volatility squeeze" -- markets are strongly volatile but experience a day with a small
trading range in anticipation of the following day's report or event.

This trade depends upon volatility contractions to execute entries and expansions to
execute exits. The conditions that make the trade work solely rely upon your ability to note
when it's likely the market will move in your favor but not with the kind of volatility that
makes successful entry points impossible.

Caveats Thistechnigue also alows for stop outs, which iswhen your stop is taken out by
the trading floor just before the market movesin your favor. These are minimized by
proper stop placement and also by the use of avolatility contraction to mark your
entrances.

Negative signals Avoiding the trading days when the best conditions don't exist is an
important skill that improves the bottom line. After many years as a professional trader,
I've had chances to trade futures in many different time periods. Day-trading of any market
likely isthe most challenging time period to trade. For that reason | more carefully pick
my battles when day-trading than | would when trading within another time frame.

The technique After giving all this attention to determining that the conditions are "right,"
now we come to the technique -- asimple T-bond bracket trade. The trade is done by
placing two orders into the market before the open, one to buy and oneto sell. The buy is
placed above the sell so when oneisfilled, the other isleft in place to become the stop
loss.

A short profit target is chosen, and the trade is exited with any profits at the end of the day
(regardless of size), or the trade is carried over to the next trading session if itisin
drawdown but not stopped out.

The mechanics of this trade are ssmple. Assuming you have followed the market over the
course of several days or weeks, you notice the market appears to be exhibiting a volatility
contraction on aday before an important report or announcement is expected. When both
the volatility contraction and the appearance of an event of significance are present, you
are ready to place your day-trade order for the beginning of trading the following morning.

The orders Two day orders are placed simultaneously for the opening of the following
day'strading:

1) Buy the market several ticks above the previous close.
2) Sell the market several ticks below the previous close.
The nearest support or resistance level is used as a basis for the closest order.

The two orders should be placed strategically to alow entry only if the market moves
through one of them. At the same time, the order should not be placed any further than you
arewilling to risk on asingle trade (never more than 16 ticksin bonds). Thisisthe critical
step but becomes easy when the trading range is contracted enough to allow alow-risk
entry with the buy order above the previous day's high and the sell order below the
previous day's low.

L et the market enter you into a position. Don't try to double guess or pick direction. If you
aren't filled, the orders are canceled at the end of the day.

Y ou exit under any of these conditions:

1) If the market moves mor e than 16 tickswith you at any time, take profits.

2) If you get stopped out.

3) If the market appearsto be ending the day with any profits, exit on the close.

Tale of the tape Some examples over the last few months illustrate where this trade has
worked or not worked and the risk or reward associated with the trades on an after-
the-fact basis. These are real trades that were executed.

Feb. 7, 1997

Two orders were placed the evening of Thursday, Feb. 6, prior to the next morning's U.S.
employment report release:

1) Buy March T-bonds at 112-06.
2) Sell March T-bondsat 111-19.

Thistrade risked 19 ticks ($594) and had a good potential to return between $500 and
$2,000 by day's end.

The relief of inflationary pressure from the employment numbers released Feb. 7 and the
drop in oil pricestook the lid off the bond market for the near term. The only saving grace
was a declining Nikkei, which encouraged the Japanese to continue their strong U.S. bond

sales
Crplapmasl gk The employment report at 7:30 am. (CST) Feb. 7 got me long
L caL .. with abuy stop in March T-bonds at 112-06 as the market
ool PR oty iskyrocketed up to 113-00 (see "Employment perks,” 1eft). When
AN T o "; it hit 112-30, | got out with a 24-tick instant profit of $750. The
+ stop at 111-19 never came close to being triggered, and if

anyone got stuck wa|t| ng until the close, the trade still pocketed 10 points or $312 profit.

Nov. 1, 1996 Ehellan iauks ]
After a sharp move up earlier in the week, the market TR g
consolidated as | expected (see "Election results," right), and | 5 & 1 D,
Friday, Nov. 1, looked like a great day to put on a bracket A el iy
day-trade: There was a Federal Reserve announcement, and the R R

Presidential election was looming heavily on the markets. Two |z s
orders were placed for the Nov. 1 open.

1) Buy December T-bondsat 113-05.
2) Sell December T-bonds at 112-26.

If one wasfilled, the other became the stop. The difference between them was only 11
ticks ($344). One of my rulesisI'll take profitsif I'm up six ticks at any point after my fill
or if | have any profit at the end of the day.

This day-trade in December T-bonds worked like a charm. | wasfilled long on the open at
113-10 and exited at 113-18 for a quick eight-tick gain ($250 minus commissions per
contract). After that, | stayed out and |et the market go nuts without me.

Aug. 23, 1996

This trade was interesting because there was alag time of one day between the volatility
contraction on Aug. 21 and event day (an employment report) on Aug. 23 (see "Short and

quick,"). Two orders were placed for Friday's opening, using the Aug. 21 range as a guide:

1) Buy December T-bondsat 110-11.
2) Sell December T-bonds at 109-28.
The difference between them isonly 15 ticks ($468), which is the size of the stop.

| was filled short 10 minutes after the open at 109-26 and exited at 109-10 for a quick
16-tick gain. The profit was $500 per contract minus commissions.

Summary of results Over five months, | made 14 of these trades; 11 were profitable and
only three were losers. Of the three that lost, the amount lost was roughly equal to the gain
on any one winner, so the ratio of winnersto losers becomes the most important statistic in
this case. For this reason, the effect of the commissions and slippage were incidental to the
result of this trading technique.

Aswith any technique or system, this bracketing day-trading concept will work when the
conditions are right for the entry or exit points you are seeing. But over time, |'ve cometo
realize one key aspect to my successis"if the odds of success don't weigh in my favor,
stand aside.”

In other words, the key to successful day-trading is not developing entry points; it is
knowing when not to trade. Having mixed technical and fundamental indicators may be
enough reason to persuade me to stand aside. On the other hand, a small range day right
before the release of an important report is enough reason for me to climb aboard.

Mitchell Holland is a full-time trader, futures educator and author of the recent book, The
Master Trader. Heresides in San Diego. E-mail: trader @trillions.com.
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When a professional (@21 ready: How an

options trader

prepares for the Optl()nS SpeC|a||St

day's market, he

s lorepares for the market

than technical .
indicators. Here’s (@) p enin g

a personal acount

of what it takes At 6:45 a.m. the traffic already is building on the expressways that

LT LR =T i o i nto downtown Chicago.
the day.

From inside your car, the only real difference between winter and
By Jor Najamar summer at this time of day isthat in summer the sunis already up.
In the dead of winter, traders only see the sunshine on vacation.
When we drive to work, it's dark; when we're through for the day, it's dark again. But just
like the screaming and shoving down in the pits, you get used to it.

I've been trading upstairs and in the pits of Chicago for the last 15 years. Getting up early
never bothered me as much as how cold it getsin January -- ungodly cold. But | suppose
that's just one more thing that separates the players from the pretendersin this high-stakes
game we play.

While | cameto Chicago to play football for the Chicago Bears, al | really have to show
for that is four pre-season games and a few great friendships. | took my agent's advice and
traded a career as a backup football player for ajob on the floor of the Chicago Board
Options Exchange (CBOE) -- probably the best trade of my career.

While the trading floor immediately was intensely exciting, options trading didn't come
easy. My college studies prepared me for ajob in advertising or design, not sophisticated
financia instruments like options and futures. However, hard work and mentors such as
Tom Haugh, general securities principal at PTI Securities & Futures, helped me see the
light at the end of the tunnel.

Although I've traded everything from equity and index options to futures and warrants, |'ve
never stopped learning. If you ever think your education is complete, somebody else who's
hungrier will figure out a better way and take your edge away.

Morning prep When | get into our officesat 7 am., our clerks already have been at work
for about an hour. As we trade tens of thousands of options and 1-2 million shares of stock
every trading day, it's extremely important to check our options and stock confirmations
vs. what our computers say we've traded the pervious day. Mistakes in clearing of either
stock or options could cost us thousands of dollars fast, so this trade-checking session is
essential for us to start each day with the correct position.

Our main trading room -- the so-called war room -- is an octagon shaped room with 30
running feet of trading desk on the west wall and a 12-foot-by-12-foot conference tablein
the middle.

The room gets more boisterous and energized with each tick of the clock. Our head of
research will hand me the critical overnight news stories that will affect our trading that
day. By 7 am. he will have run severa search programs on a host of computers that
incorporate fuzzy and Boolean logic to hunt for key words in news stories that he feels will
influence the markets.

The computers assemble and search through news feeds from more than 20 news services
such as Dow Jones, Bloomberg and Reuters. These feeds cost us more than $5,000 per
month; such is the value of information. However, it's only slightly less important to get
that information to our traders as fast as possible. That's why the computers are networked
throughout our offices and down to our traders on the floor.

My $1 rule If astory is compelling enough, my next step isto find the average trading
range for the stock. If the range between the high and the low islessthan $1, | usually take
apass. There simply isn't enough edge for me to jump in and trade when the average daily
range of the stock is so small.

Just like most traders, when | have to buy, | pay the offer; when | haveto sdll, | hit the bid.
Therefore, if the stock trades an eighth wide between the bid and the offer, | give away a
quarter point to trade in and out. With an average daily range of lessthan $1, an
extraordinary percentage of my trades would have to be right to make any money. Hence,
my $1 rule.

Liquidity My next step isto check the average daily volume the stock trades. | can't step
in and buy 1,000 shares of some off-the-wall stock without knowing how much trades each
day. In some of these stocks, 1,000 shares could represent nearly 20% of the average daily
volume. So knowing there usually is enough volume to get in and out without impacting
price helps me avoid the dogs.

Timeliness | view the news that is out before the opening in a different way than the news
that comes out during the trading day because al option models are forced to make some
assumptions as they seek to tell us the correct value of acall or put.

One obvious mistaken assumption is that there is continuous pricing of a given stock or
future. Only foreign currencies come close to living up to that presumption. Stocks and
most futures have specific trading hours and are closed for several hours of each 24-hour
day and over weekends. Therefore, the likelihood of news causing a rapid ascent or
descent of a stock or futures contract is greatest before the opening.

CNBC and CNNfn are likely to have many of the 20 different news sources we have, but
clearly the more expensive sources have fewer eyes watching for market-moving
information and are, thus, all the more valuable. If a story we deem a market-mover comes
out on the Dow Jones news wire, for instance, the world will know about it within minutes,
If asimilar story comes out from some other vendor, however, that information might not
be widely disseminated for several hours.

Obvioudly, the search for market-moving news continues from the beginning of our day
straight through until the last trader locks the door. To make sure we stay on top of the
stories, we have audio, visual and printed alerts that flash, beep and print throughout the

day.

Strategy planning Armed with the news of the day, our traders take turns sitting around
our conference table going over our stock and option positions and plotting strategies for
the day. We begin with our Chicago Designated Primary Market Maker (DPM) group, go
through the rest of our specialist books and finish with our independent floor traders. The
DPM unit carries our largest positions in about 30 option classes and, consequently,
requires the greatest amount of time to complete the daily review and tactics planning.

Just asit isimportant for us to know the average daily range of the stock, we have to know
the range of volatility for a given security or future. For instance, if a stock such as Micron
(MU) has traded in arangein volatility from 45% to 80%, we would be aggressive buyers
of call and put options on the lower end of that scale and an aggressive seller of both if the
volatility were on the high end of the range.

Aswe go over the MU positions, for example, we discuss the overnight news that will
affect MU. If our position islong gamma (that is, one in which we own option premiums
vs. short gamma in which we are net short option premium), and the overnight newsis
positive, we would plan which calls and putsto price attractively to draw buyersinto the
market. Conversely, if we were short gamma with the same news overnight, we would bid
calls and puts such that we would attract option sellers into the markets.

If there were known news events occurring during the day or after the close (such as new
product announcements or earnings), we would keep the options bid higher until the news
broke and then sell as aggressively as possible.

By knowing the dates of the news events (government releases, stock dividends, earnings
reports, etc.), we can plan to carry long gamma into those situations. If, however, someone
iIswilling to bet that the news will be either so good -- or so bad -- that it will move the
stock outside the expected range, we will sell them options and take the risk of going into
the news event short gamma. If we've done our homework, the odds will be solidly on our
side.

We follow the same procedure for each position each trader has. Between tradersin
Chicago, Philadelphia and New Y ork, we go through alittle more than 100 such positions
every morning. By 8:15 am. everyone is heading to the trading floor, and I'm sitting in
front of the 20 monitors, watching S& P's, T-bonds and CNBC.

Just 15 minutes to showtime.

Jon Najarian is president of Chicago-based Mercury Trading Co., an options specialist.
He has traded on the CBOE since 1981, both on and off the floor. Web page:
www.DrJsPlanet.com.
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k. Day-trader's paradise

just knowing how to

S R LR EELLEN | o traders have their favorite markets. n many cases, though,
know where to the same markets you excel in with interday trading, you may
daytrade. Good perish in with intraday trading. It's vital, then, to know how to pick
day-tradable good markets for your day-trading strategies.

markets have certain

But one market can't be a panaceafor all day-trading problems. It's
these. and swhich still important to know what you trade, warns William Darby,

i president and chief executive officer of Darby Trading Consultants
LI LR LLR UL 1 \Vhite Plains, N.Y . "Professional traders often find they have a
R L Eh DU i) knack for some markets, whether it's from past job
the right arena experience, training, whatever. Some people just perform better in

By dJames T, Holter  |Certain markets.”

Still, if amarket doesn't have awide price range as well as considerable volatility, liquidity
and consistency Darby says, it can be a bust for day-trading no matter how well you know
it.

attributes. Knowing

Range of opportunity Barring options, it's hard to make money trading aflat market. This
stands for any type of trader -- short term, long term, etc. -- but it's particularly true for
day-traders. By definition, day-traders liquidate any open positions at the close; they don't
have the luxury of waiting to see if tomorrow brings the expected price move. (They also
avoid any adverse overnight moves.) So if amarket doesn't exhibit a healthy range of daily
prices, forget about day-trading it.

"One of the necessities in day-trading is having markets that move enough. If there's no
range, then the prospects for day-trading are just terrible," says Ralph Greenberg, president
of Exel Inc., asystem designer in New Y ork.

Blarnn b s
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SR T EEE T s even better to trade markets with wide ranges within a

s e wewe|lONGer-trending market, he says. Trading when ranges widen,
T particularly in the direction of an intraday trend, can improve a
day-trader's chances. Greenberg likens this to a surfer catching a much better wave if the
wave is going with the tide rather than against it.

How large the daily range must be depends on your profit objectives. One guide is using
the average daily costs of trading as an absolute minimum. But many markets are tradable
using this bottom-line criterion. So you should look for the market that has the largest price
range; it should be the best candidate for day-trading.

To compare the typical daily price ranges of markets, you need to standardize their ranges.
To do this, find each market's average point range and multiply that by the dollar value of
each point.

For example, from Jan. 1, 1997, to Feb. 28, 1997, June S& P 500 futures had an average
daily range of 1,098 basis points. At $5 per point, that's an average daily dollar range of
$5,490. (See "Brief glance," below, for a particularly strong move in the S& P 500.) The
S& P 500 obviously has a considerable amount of profit potential -- or loss potential, as

Greenberg points out -- for the day-trader.

Brief glanc e

... Brief glance

== Near the other end of the profit scale are Eurodollar

== futures. From Jan. 1, 1997, to Feb. 28, 1997, the June

.. /contract had adaily range of six basis points. With each

____one-point move worth $25, the average daily dollar range
of Eurodollarsis $150.
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But average daily range merely represents the maximum profit potential of an average day
making two trades -- buying at the top, selling at the bottom, not always arealistic
scenario. But there's more to consider, which can improve a market's prospects, than just
average daily range.

Specifically, there's the ssmple fact traders can make more than two trades a day. Knowing
that, it's obvious volatility, aswell as daily range, is an important consideration for
day-traders.

Widening the window If amarket isvolatile, it may be agood candidate for day-trading
even if itsdaily rangeis lacking.

Consider amarket with adaily price range of only $500: If it hits each barrier six times,
that's still more profit potential than a market with double the price range that only makes a
straight shot from bottom to top (or vice versa).

Buying soybeans at $7 per bu. and selling at $7.09 1/2 earns you a net profit of $475. But
selling corn at $2.54 3/4, buying at $2.50, buying again at $2.50 1/4, selling at $2.55, going
short one more time at $2.54 and finishing the day getting out at $2.49 1/4 earns you a net
profit of $712.50.

But when volatility increases, so does dlippage, which means lost opportunity. Darby
points to the coffee market in early March 1997: "Y ou would see 50 to 100 points between
ticks. That's $375. Y ou're looking at about $700 just to get in and out of a position.”

Volatility aso isdifficult to predict: "Some markets will just go dead," Darby says.

Troy Pugh, a broker with Allendale, adds that also means typically dead markets can
suddenly come alive: "Government reports and various seasons can cause an otherwise flat
market to move considerably," such as spring for grains and during cattle-on-feed reports
for live cattle.

Another strike against volatility is that to take advantage of it, you must make more trades.
And that means paying more commissions, Greenberg says. "Commissions are avery large
part of the day-trading equation. Y ou don't want to nickel and dime yourself to death,” he

says.

But despite the risks of slippage and commissions, market professionals agree volatility
definitely is aplus for the day-trader.

As Dave Eberhart, analyst with the market research firm Optima Investment Research in
Chicago, points out: "Typically, the more volatile, the better. There's more opportunity
where there's volatility."

B led § prwli et b Perf&t mar ket’)

o o 7 Takemy trade...please Liquidity is the most difficult
4 ' variable to measure, traders and analysts say. Volume and
open interest are quantifiable aspects of a market that
TR TR S i measure its activity and level of participation, but other
R PLTPRR PORPI TR I 1 i aspects, such as activity of the locals and the intraday
——— S ~~°Jamount of commercial participation, are hard to put a
finger on, particularly for the upstairs trader.

.....

Some traders contend certain markets, such as energies, precious metals and some softs,
are dominated by groups of floor traders who make it difficult for upstairs traders to get
decent fillsintraday. Floor traders, of course, don't have a vendetta against off-floor
traders, they ssimply are looking out for their own interests. Other attributes of such
markets, (for example, low open interest and choppy volume) compound the problem of
getting good fills.

"A thinly traded market can be put out of whack by big locals on the floor [or] by large
commercial orders coming in," Eberhart says.

Pugh says day-trading only the markets and contract months with the highest open interest
isvital "to get the best liquidity.” Volume, of course, also isimportant. When volumeis
steadily rising and is high relative to its average, it indicates a market may be ripe for
day-trading. But also be aware of markets where volume spikes suddenly. Tomorrow may
not be as liquid because such spikes often are do to some short-term fundamental factor,

Pugh says.

Another factor that often overrides most measures of liquidity isyour broker. The point of
liquidity isto get good fills, and your broker often has more to do with this than the
market.

"Y our trading system doesn't have awhole lot of value if you can't get your order down to
the floor fast enough,” Eberhart says.

Greenberg says short of trial and error in picking the most efficient broker, the day-trader
can be sure he calls his order directly to the floor instead of to an order desk.

"Most houses take the order at an order desk," Greenberg says. "First you have to wait for
them to answer the phone, then take your account number, then repeat the order back to
you, then send the order down to the floor, which prints out and must be ran to the ring

[pit]."

No sur prises Day-traders can expect most markets that are good day-trading prospects
over time to continue to be good prospects into the future. Using the past to predict a
market's future intraday profit potential works great, Darby says, unless yesterday's
potential was the result of a market shock.

"News events can cause nice, wide ranges,” Darby says. "But you can't necessarily expect
those same ranges the following day."

In the absence of news events and market shocks, though, daily price range, volume, open
interest and price movement generally are stable.

Eberhart, who works a great deal measuring and assessing volatility, points out: "If you
have a market where volatility is trending higher, chances are the next day will be more
volatile aswell."

So once you've found a day-tradable market, you can expect the track to be stable,
Eberhart says. It's up to each trader to figure out which way prices will run.
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Sounce: Fuunssource
The front month S& P 500 futures contract jumped 1,020 basis points the afternoon of March 5,
1997. This 2 1/2 hour move ear ned longs a net $5,100.
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Perfect market?
June S&F 500, daily
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benindelAll IN & day's work

a good way to

control risk, for one _ _ _
thing. But It's also The small trader sometimes seems like a candidate for the

endangered species list. The flood of institutional money combined
with increasingly competitive and volatile markets effectively has
sgqueezed out many smaller-scale speculators, leaving a perception
that few opportunities remain for the off-floor commodities trader
who does not have Paul Tudor Jones-size pockets.

a unlgue game,
Wwe’ll glve you some

kleas on how to

make the most of
the acvantages and
vl Al 1l Fortunately, thisis not entirely true. While futures trading certainly
day-trading. is not agame for the uninformed or under-financed, there still are

ways for the smaller or more conservative trader to participate in
Biy Mark Etzkom the markets.

One way isthrough day-trading. Although it hasinherent qualities that attract naturally
cautious traders, day-trading is not reserved exclusively for the small fry. Many large
traders and money managers who handle millions of dollars are drawn to the "clean date"
aspect of day-trading as well.

The upside The benefit of day-trading can be summed up with one word: control. The
name of the game in futures trading is risk control, and day-trading provides one of the
best methods for limiting market exposure by allowing you to sidestep two potential
obstacles. heavy margins and overnight risk.

Margin ratesinitialy are set by exchanges. Clearing firms generally margin customers at a
rate in line with the exchange figures -- sometimes more, but never less, because the firms
themselves are margined by the exchange. (Rates range from less than $100 per contract to
more than $15,000 for contracts like the S& P 500.) If a market moves against atrader, the
clearing firm may issue amargin call, instructing the trader to deposit more margin money
into his account to cover potential losses.

However, if you only trade on an intraday basis, offsetting all positions by the close, you
will avoid expensive margins that might otherwise prevent you from trading. If you have
$7,500 in your trading account, you can theoretically buy and sell an S& P 500 contract
during one trading session and take your profit (or loss). If you wanted to hold an S& P 500
position over a number of days or weeks, you would have to have at least the minimum
margin requirement in your account at all times. If you didn't, you might have to come up
with more margin money immediately or risk having your position liquidated. It's
Important to remember, though, that your system will ultimately dictate the capital you
need to trade responsibly; there's a direct correlation between available capital and the
probability of success.

Intraday trading also protects you from the adverse effects of events that occur while the
markets are closed, resulting in large gap openings. Although some electronic overnight
markets now exist, the 24-hour global trading village still isalong way from redlity, and
you have no control over world events that may turn a market against you while you sleep,
whether it's a government affecting your currency position, awar affecting your oil
position or a monsoon affecting your rice position.

The catch The other half of the equation, as you might expect, is that day-trading limits
your options in other ways; it shuts certain doors while it opens others. The day-trader
must adjust profit objectives to the shortened time horizon.

Day-trading rarely will give you the big trade you've been waiting for your whole life, but
on the other hand, you might sleep better at night without having to worry about the
market opening 10 points against you in the morning. Every day starts with a clean date.
In football terms, day-trading might be considered the grind-it-out ground game vs. the
flashy passing game. Ball control vs. big play. Y ou give up throwing the bomb but at the
same time remove the chance of the devastating interception.

L aying the foundation Most technical analysis that can be applied to monthly, weekly or
daily datawill work on an intraday scale, at least to an extent. Indicators that are too
noise-sensitive or have atendency to lag might give a distorted view of a market and lack
practical applications.

It's also important not to trade in avacuum: Don't treat each day as an independent entity;
look at the longer-term picture to determine if you're operating in alarger uptrend or
downtrend, etc., so you have a better idea of what to expect.

Y ou also must focus on contracts with enough liquidity to get good fills and enough
volatility for decent size price moves. Thinly traded contracts with narrow ranges can be
exercisesin futility and frustration (see "A trader's paradise,”).

Opening bell One decision every day-trader has to make is whether or not to trade on the
opening. Many on- and off-floor day-traders establish positions on the opening for two
reasons. First, the open usually is a heavy volume period. Second, the open usually is one
of the most volatile periods, as the market seeks to establish atrend or stable price level.

The opening often will introduce a short-term trend that may either indicate the direction
for the day, or give afalse signal, in which case the day-trader can "fade" the early trend,
that is, buy or sell against it in anticipation of areversal.

Day-trader, author and system designer George Angell lectures on day-trading the S& P
500 and offers food for thought: One extreme of the day's range usually is contained in the
first 30 minutes of trading.

Mind the gap Every trader has heard something along the lines of "gaps were meant to be
filled." Like many old sayings, this one has more than akernel of truth in it. Markets often
exhibit a strong tendency to fill price gaps. The gap functions like a magnet, drawing
prices back before they can take off again.

Filling the gap The market gaps lower on the
| . Sell as market { i1 60 opening but soon risesto fill the
‘ " fils@p ' gap. Tradershad the

opportunity to buy the opening
‘ and sell asthe market roseto
|‘ |W “H ] 451.20 fill thegap, or sell the gap and
|| ‘ wait for the downtrend to
‘ “ resume.

notice that on gap openings the market often

” |‘ " 450,80 1f you look at an intraday bar chart, you will
I
trades away from the gap for the first few

By ; : :

D;Tgw d 450,40 mMinutes, then quickly reverses and "fills' the gap.
= - For example, a market that gaps lower initially
5';; ';1':."0“ ¢ may trend downward, leading everyone to believe

that adowntrend isin effect. After five minutes,

however, the price shoots to the upside, closes the
, 9ap and reverses again, trading lower on the day.

This scenario presents two options. Y ou could
buy the opening and then sell when the market rises back to the gap; or sell asthe price
fills the gap, expecting the downtrend to resume (see "Filling the gap,” left). If the opening
gap isnot filled within five or 10 minutes, there is a strong possibility the early trend may
be the dominant trend of the day.
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One advantage to trading the opening: If you hit the market correctly, you can take your
profits and go home early. If you're wrong, you still have the rest of the day to ook for
trading opportunities. But the characteristics of the opening period (high volatility and
liquidity) that make it such a potentially lucrative time to trade also make it risky.
Unfortunately, day-traders do not have a surplus of time to design strategies and make
decisions -- the average exchange trading session lasts six hours.

Theflip side of this coin is presented by John Hill Sr., atrader, CTA and publisher of
Futures Truth newsdletter. He thinks the early morning gives too many "false signals' and
suggests waiting for the second or third hour of trading to put on positions because the
primary trend for the day often establishesitself at that time. This method allows a trader
to avoid the uncertainty of trading volatile openings.

Market profile Another popular technique for gaining insight into intra-day price action is
the Market Profile, amethod designed by J. Peter Steidlmayer and developed in
cooperation with the Chicago Board of Trade. In "Profile of amarket”" (below), the letter
designation of each time bracket is placed next to every price that traded within that time
bracket. The resulting "profile" shows the distribution of prices over the trading day.

Profile of a market Thisday's profile exhibitsthe
common bell-shaped curve of

. Zell abowe the" normal day" profile. The
walle area

4540 £ value area representstherange
2840 EI to which price keepsreturning.
SEFGT o _ o

3338 ZBCDEFA LY value Themain |o!ea behind Market _Profl I eis that

ZSFCDEFGHID - area market profiles have three basic variations: the
2835 ZSABCBEGH1J normal day profile, the trending day profile and
3834 ] EEEGH = the non-trending day profile. Theidealized

i T normal day profile forms the familiar bell-shaped
AL SEKer curve, with most of the trading falling in the
830 1 fatter middle range (the "value aread"), with a

X ~-- Buy below smaller amount of activity at the extremes of the
2330 value area day’s range (70% of profilesfall into this

category). In the trending day, the value area will
20 ﬁg appear at one end of the range. Non-trending
days do not exhibit a predominant value area.
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When atrader sees anormal day profile forming, for example, he can sell when price
moves above the value area and buy when price dips below it. Market Profile is useful in
determining the perceived value of a market on a given day and gives the day-trader a
method to evaluate the trading landscape heisin.

Another ideaisto look at inter-market relationships. Floor traders especially look at
tick-by-tick movements in cash and correlated markets, buying or selling when they feel
priceisout of line with these barometers. The influence of each tick in the T-bonds on the
S& P 500 can be very strong on a short-term basis.

Risk control, money management principles and common-sense trading are just as
important for day-traders as they are for large-position traders. Take your losses, don't
average trades, don't add on to losers and don't overtrade. Just because you're a day-trader
doesn't mean you have to trade every day. Wait for good opportunities. Tomorrow's
another day.

Pivot profits

William Greenspan is a day-trader who practices what he preaches. In addition to trading,
he runs a day-trading strategy school called Commaodity Traders Boot Camp Ltd. in
Chicago. One of his cardinal rules: "Make 10 points on amillion trades -- not amillion
points on 10 trades." One method he uses successfully is called the pivot technique.

The basic pivot approach involves trading with support and resistance levels derived from
the previous day's high, low and closing prices. The ideaisto sell when price violates these
levelsin abreak and buy when price pushes through them on the upside. Here are the

formulas:

1l(H+L+C)/3=P Where

2.2P-L =R1 P = Pivot, H = High,
3.2P-H=91 L =Low, C =Close

4. (P-S1)+R1=R2 R1=Resistancelevel 1

5P-(R1-S1)=%2 S1 = Support level 1
R2 = Resistance level 2
S2 = Support level 2

Because former resistance becomes future support and vice versa, these levels provide key
stop-loss levels. For example, if you sold when the market broke through support level 1,
you immediately would place your stop at or just above the support level 1 price. If the
market reverses, you're out quickly with asmall loss. If price continues to drop, you can
follow the market with atrailing stop.

mmwiei [ Pivot points

i A F bl 2
e e i '« Although these levels sometimes will provide valid
T =L 7o, | support and resistance levels throughout atrading day,
“#, | _their significance diminishes as they are repeatedly
| \violated. The first penetration is the most important.
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e " Y ou al'so can use the opening range prices and the weekly
highs and lows as support and resistance levels.

Mark Etzkorn is a Chicago-based financial writer, researcher and trader.
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Before you can put What y()u need for

avan shallar )
i erdl 02y -trading speed

a way to get price ' _ N _
data to you and Day-traders aren't much different from position traders in what

your order to the they need to do their business well -- information on which to base

adecision, price quotes to determine when to act, away to analyze
thisdatato turn it into atrading plan and a broker to put that plan
into action.

floor. Here's what

the prospective

day-trader needs to

sat up shop. Day-traders just need more of it; they need it faster; they need it

more reliably. The magnitude of fluctuations in markets viable for

By Larrell Jobmar | gay-trading requires that day-traders deal with changes quickly if
they hope to survive.

Unless you're afloor trader, you will need at least a 486/66 MHz PC with 16MB of RAM
running a Windows operating system, but most recommend a Pentium with 32MB of
RAM and a one-gigabyte hard drive. Macintosh owners will find the field of real-time
products to be pretty slim.

From there you have a number of choices for getting real-time prices, information and
analysis. You can buy comprehensive turnkey packages or combine programs specializing
in certain features. Y ou also must decide which features you need, such as news, specific
trading ideas or stocks and options datain addition to futures. At a minimum, you probably
will pay for three things:

* Data feed -- Price quotes must be fast, accurate and reliable. Keep in mind you will
make two payments for real-time data: exchange fees and vendor charges. Depending on
your situation, delivery can be by dedicated phone line, satellite dish or cable. The number
of exchanges or means of delivery will affect your data costs.

* Analysis -- Whether you want to analyze markets yourself or take trading
recommendations from another, you will be paying someone who has programmed the
analytical studies or the trading system or has made it possible for you to develop your
own.

* Information -- News services are included in some real-time packages, or news or
advisory services may be available as add-on features. While price data and some means to
analyze it may be more essentia for the day-trader, it's nice to have event news and
insights, too, unless you have trading system software that does everything for you.

Futures 1997 SourceBook lists 154 firms as suppliers of electronic
price quotes, 234 providers of charting or technical analysis The Internet
software, nearly 300 trading system vendors, 45 news servicesand  jg 1 potential
numerous advisory services or other information sources.

goldmine for
Thefollowing is asample of what is available from afew major - .
providers of real-time products and services for day-traders. Readers traders ”r
also should refer to Futures' 1996 Guide to Computerized Trading  they can _find
for more information about real-time products. .

the time to
For alarger list of firmsin these categories and hot links to those
with Web sites, check Futures Web site get the most
(http://www.futuresmag.com/aboutf m/fosites3.html). out of it.’

Data sour ces Signal from Data Broadcasting Corp.

(http://www.dbc.com, 800-826-0098) is one example of a data vendor that offers real-time
quotes on al futures, stocks, options, cash and international markets for traders interested
In investment areas beyond futures.

Signal does not offer analytical studies, although company officials say many are coming
with the next release. It does include DBC Newsroom, which gives news, commentary and
analysis. Among programs that use the Signal data stream are TradeStation, MetaStock,
Aspen Graphics and OptionV ue.

Theinitial cost ranges from $195 to $495, depending on the type of installation. The
monthly cost for real-time quotes is $220.

Other major real-time quote providersinclude BMI (Bonneville Market Information at
http://www.bmiquotes.com, 801-532-3400) and Standard & Poor's ComStock
(914-381-7000). FutureSource (see below), which covers futures and options on futures
but not stocks, also is a data source for TradeStation for $195 a month.

Delayed and end-of-day data also are available, and may be sufficient for some, but most
active day-traders will find real-time quotes a necessity.

Turnkey packages The trading packages that have everything in one box run the gamut --
and price range -- from the sophisticated terminals, such as those from Bloomberg
Financial Markets, found on the desks of institutional traders, to the units that deliver only
basic quotes and analysis and offer other services as add-ons.

FutureSource (http://www.futuresource.com, 800-621-2628) offers two futures versions
with more than 50 technical studies plus the ability to add services such as Futures World
News, BTU, Platt's Commodity News, Natural Gas Intelligence Daily and Weekly, Pro
Farmer and Hightower News. FutureSource Expert, compatible with Windows 95, is $420
amonth; FutureSource Technical is $370 a month.

CQG for Windows from CQG Inc. (http://www.cqg.com, 800-525-7082) covers futures
and options on futures and requires a Pentium 166 MHz and Windows 95 (24MB RAM) or
Windows NT (32MB RAM). CQG pioneered the computerization of Tom DeMark
indicators and offers more than 60 studies. A special featureisalink to Excel for custom
portfolio management. The monthly cost averages around $585 plus exchange fees.

Other productsin this category include Dow Jones Telerate (http://www.telerate.com,
800-334-3813); MarketPro from Market Communications Group and Reuters America
(800-810-0111); and DTNstant/Knight-Ridder as well as several other products from Data
Transmission Network (800-397-7000).

Analytical software Y ou can break down this areainto several general categories:

* Charting and analysis. Buy and analyze -- Stand-alone software programs can be
purchased rather economically and used with live data feeds to produce charts and
technical studies. Examplesinclude ASCTrend Software from AbleSys Corp.
(http://www.ablesys.com, 510-538-0926); LiveWire (805-646-0094); Candlestick

Forecaster (real-time edition) from International Pacific Trading Co. (http://www.iptc.com,

800-444-9993); TradeWind from MarketSoft Research (800-495-7638); and one of the few
products designed specifically for the Mac, Trendsetter (800-825-1852).

* Charting and analysis. L ease and analyze -- Rather than purchase analytical software
that will work on real-time data, you can lease it. An example is Aspen Graphics from
Aspen Research Group (http://www.aspenres.com, 800-359-1121), which can use seven
datafeeds (ADP, Bridge, BMI, S& P ComStock, CMA, BisNews, DBC Signal), offers
more than 50 studies plus DeMark indicators and costs $195 a month. Y ou also can write
your own studies with canned or user-defined formulas.

* Charting and analysis plus: Buy, analyze, build and test systems-- A popular
program in this areais TradeStation from Omega Research
(http://www.omegaresearch.com, 800-497-8713). It not only has numerous built-in
charting and technical analysis studies but allows day-traders to program and test almost
any trading technique or concept they can expressin words.

Real-time data formats supported include BMI, DBC Signal, FutureSource and S& P
ComsStock in addition to a number of end-of-day formats. TradeStation 4.0 currently is
offered for about $2,400 (12 "easy" monthly payments of $199.95).

* Trading system softwar e -- Real-time trading system software also is available on a
purchase or |ease basis. Sometimes the day-trader has the choice of either, although the
purchase price tends to be expensive.

Rather than a one-time purchase of a pricey system that may not turn out to be what you
want, the argument for leasing is you always have the latest upgrade and better support at a
lower price; if you don't like the system, you can walk away at aminimal cost.

Examples of thistype of real-time software include %C-DT Trading System from Creative
Breakthrough Inc. (http://www.futures-chi.com/~creative, 561-776-0895) and Recurrence

IV from Avco Financial Corp. (203-661-7381).

* Options specialty products -- Options trading is becoming a mathematical game that is
impossible for the day-trader to play without increasingly sophisticated and specialized
computer assistance.

Examples of real-time software for the options trader include Option Station from Omega
Research (see above); Orion from Optionomics (http://optionomics.com, 801-466-2111);
OptionSource from The Options Co. (800-393-6442); and OptionVue IV from OptionVue
Systems International (http://www.optionvue.com, 800-733-6610).

News services News services may be incorporated into packages such as those from Data
Broadcasting Corp., FutureSource, Dow Jones, Reuters and others or may be an add-on
feature. A broad range of advisory services, weather services and other specialized services
are available.

Thisis an areawhere the day-trader has a great deal of flexibility in tailoring servicesto
needs. If you have a blackbox real-time trading system, you may not need anything more.
If your analysisis event-sensitive or if you are a trader who must have some explanation
for why the market does what it does, you might find some type of information add-on
service valuable.

Keep in mind a day-trader with a computer and access to the Internet already has access to
aworld of information. Government reports, exchange data and many other items are free,
and the number of services offering data and information on afor-pay basisis growing.
The Internet is a potential goldmine for traders -- if they can find the time to get the most
out of it.

Darrell Jobman is a freelance writer in Chicago and a contributing editor to Futures
magazine.
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kol Doy -trading: Not what you

veteran of day- i
trading, here are th N k
the rules for

succeading In this _ _ _
most difficult of The day-trader is a cross between an extrovert and an introvert with

time periods. both characteristics in balance.

By Mark D, Codk Theintrovert aspect is depicted by the disciplined workaholic with
areclusive concentration. The extrovert aspect is depicted by an
aggressive, competitive, self-motivated individual striving to be the best in a selective
profession.

If you think you have that Dr. Jekyll/Mr. Hyde personality, then you are invited to explore
my world -- the world of the professional trader.

| am easy to describe. | have an insane personality that is intermittently interrupted by
craziness. Why else would anyone set up a multi-million dollar trading businessin arural
surrounding in his great-grandfather's farm house, working five 12-hour days a week as
well as apartia six-hour day thrown in on Saturday?

The intermittent craziness occurs when | try to find ways to spend the money. A true test
of your success is to make more money than your kids can spend with constant spending
influences of a"Honey, can |..." wife -- which always means get out the checkbook.

Why do | do it? It's one of the last bastions of pure capitalism. It gives the same
opportunity to a hillbilly farm boy in bib overallsliving in East Sparta, Ohio, asit doesto
an lvy League university graduate in a tailor-made suit on Wall Street.

Each day | am acreature of habit, going through a daily ritual before the markets open. |
outlinein detail all three possible scenarios for that day: up, down or sideways. | assign a
probability to that scenario and make awritten strategy plan, which has been incorporated
into atrading fax service that is devoted to teaching people how to trade. Thus, a
disciplined trading plan isimposed on me.

Every successful trader must be flexible, alert and feisty. The flexibility must be used to
shift from being long to being short literally within seconds. The alertnessis used for
observing price movements that are an aberration from the norm. Feistiness is the savvy
aggressiveness to fight back with a vengeance to regain money you lost. | don't know how
many times |I've seen people lose money in the morning and quit. My most profitable days
are when | lose money in the morning and stay in because | want to get it back.

Once the trading day begins, all of my focusis on my quote screen and three markets: S& P
500 Stock Index futures, 30-year T-bond futures and the S& P 100 Index options (OEX).

All day long | record adiary of the trading patterns for that It’s one of the lasi
day. Thisisaritual I've donefor 12 years, and the diaries have hastions of pure
been priceless. Recurring patterns are much more frequent capitalism. It gives
than people realize, and referring to the diaries has reinforced )
the adage, "If you don't know history, you are doomed to —
repeat it." The diaries clearly show that trading is actually a toa ,hm'bflu-u Jarm
composite of many ebbs and flows at different timesof the 20U in bib overalls
day. They have helped me develop the following set of daily ~ living in East Sparta.
trading rules: Ohio, as it does to
an vy League
university graduate
in a tailor-made suit
The probabilities of a successful trade diminish in thistime on Wrell Street.’

frame due to the impulsive and reckless buying and selling by
institutions just because they didn't get their trading done earlier.

the same opportunity

1) Do not trade the last hour of the day in the S& P futures
market.

2) If you don't likethe trade you're holding,
get out.

Thisis where my emotions do come to the forefront because | hate to lose. Not liking a
trade simply comes from analyzing in my mind that this "hated" position has more
probability to separate me from my objective of making money and must be eliminated.
Have you ever had afeeling of relief after exiting a bad trade just because you were out of
amess? Losing trades use more mental energy than winning ones.

A day-trader must become very mechanical, almost robotic. Many people who have come
to the office to observe my trading style have commented that | appear almost emotionless.
| believe to show emotion isto show fear: When your hand is shaking so much you can't
pick up the phone, the market senses a victim is about to be slain and goes out for blood.
This rule has evolved out of this fear factor.

3) After two hours of trading, ask yourself, " Do | feel good about my trading today?"

Once two hours have passed in the trading day, you should have made at |east two, or
perhaps more, trades but enough to evaluate what you have done. If you can answer "yes"
to the question, continue trading. If your answer is"no," stop trading. Y ou can't bring
happiness to a"blue" day by trading. Y our emotions won't allow it, and abig losing day is
likely to be the result.

September 1995 is a true example for me of turning a bad family health situation into a bad
financial situation. My father suffered a heart attack. He always was the pillar of strength
to me, and to see him in intensive care was just too difficult.

Some people drown their problems with alcohol. My escape is trading, but during that
time, my heart wasn't in it: My focus was gone; my energy level was low; my enthusiasm
was non-existent. It turned out to be the worst trading month | had had in seven years.

The person who knows you best is yourself. Listen to yourself.
4) All cylinder s of the engine must be running efficiently.

Keep in mind, as your trading day progresses, what money you have made or lost. It is
much like knowing the score of a basketball game when you are the coach. Day-trading is
ajob, and your paycheck is determined by your ability. You only can maximize your
ability if you have all the information you need to make trading decisions.

If your phone, quote machine or any other mechanical function of your daily routine is out
of whack, stop trading. Frustration is the best friend of alosing day. The more frustrated
you are, the less efficient your trading decisions will be, lowering the probability of a
winning day. Don't fight alosing battle; there is always another day with opportunities.

5) Have complete faith in your indicators.

Thisisamust for success. Many times your indicators give abuy or asell signal, and you
don't follow it because you just don't have the confidence the signal is right thistime.
Successful day-traders believe in their indicators but also are aware that nothing is 100%
fool proof.

Not taking atrade that is set up using indicators you have developed is calling yourself a
liar.

Theindicator is aproduct of you telling yourself to do atrade. When you regject it, you are
responding by saying, "Indicator, you are not giving me atrue signal." Grade yourself with
abigred"F," and go sit in the corner.

6) To anyone who aspiresto become a day-trader, obser ve those who ar e successful.

Any information you can procure on the trading philosophies, mechanics and techniques of
the professionalsis well worth your while. If learning from those who have experience
cuts down your learning curvetime, isn't it worth it?

I've heard people say they were going to learn by themselves. Learning for yourself will
work if you have the time and financial resources. Stubbornness and pride can be
hazardous to your wealth.

If you do pursue learning from the "masters,”" do not be surprised to find that there are
many different ways to day-trade profitably. Do not try to clone another individual,
because your personality is never exactly the same as his. Observe, learn and test the
waters to arrive at the confidence level you will need to achieve consistent success.

7) Day-trading isa long-term commitment.

| fervently believe it takes severa years to become atrue professional. Each year you
should become more consistent in your profits and enjoy more confidence in your
indicators. My final daily rule means taking every trade and dissecting it. Thiswill provide
aroadmap for success by showing you where you have been, which mistakes you can learn
from and which situations to avoid.

Day-trading is not easy, but as a business, it can provide the American dream -- financia
Independence.

Mark D. Cook is a professional trader in East Sparta, Ohio. He has been trading for 22
years and won the 1992 U.S. Investment Championship with a 563% return. Cook offers a
fax advisory service, Mark D. Cook's Trader Fax, www.markcook.com, on S& P and

T-bond futures and OEX options that is structured specifically to teach people to trade
better.
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e andll Day-trading overview

has come with the

actvent of Intraday _ _ . :
guotes and software Day-trading, which was once the exclusive domain of the floor

avallabllity, Still, trader, isnow fair game for al speculators. Inspired in part by large
' intraday price swings, instant availability of quotes, affordable
some technkal . . L
high-powered computers and competitive commissions, the new
wave of day-trading methods and systems has attracted thousands
of tradersin recent years. The undeniable thrill of trading within
the time span of one day is, however, a double-edged sword: one
strengths and weak- that can hurt aswell as heal. To be successful, a day-trader must
Ll L Bl o e the discipline of a machine, the ingtincts of afox, the
pcaladeo ielall 8l emotions of arock, the skills of a surgeon and the patience of a
By Jatce Bernatain saint. (And alittle luck wouldn't hurt either.)

analysk transcencs
time. Here an okl

pro provies the

What is it about day-trading that attracts so many speculators to the markets? Are there
effective methods for day-trading? |'s successful day-trading more luck than skill? Is
day-trading the proverbial "crap shoot?' Can day-trading be learned? | s the successful
day-trader a different breed of "cat" than the successful position trader? Does day-trading
offer advantages above and beyond position trading? Read on for the answers.

Day-trading defined In the summer of 1968, after making my first few tradesin the
commodity market (asit was called then), | learned quickly that floor traders clearly had
the "edge" over the public. Floor traders were in the pits where the action was. They knew
prices before the rest of us did. They traded for minimum commissions, and they seemed
to know the news that affected prices before the rest of us. During one of my visitsto the
Chicago Mercantile Exchange, | was chatting with aretired floor trader in the visitors
balcony, and he asked what my trading interests were. | told him | was there to learn, that a
broker was handling my account and that my knowledge of trading was very limited. He
asked meif | was a"position trader” or a"day-trader." | confessed | hadn't heard either of
those terms before. He offered the following definitions: A day-trader trades within the
time frame of one day, entering and exiting positions within the day but always closing out
trades by the end of the day, win, lose or draw.

This definition seemed logical enough to me. But the "old timers™ definition of position
trading gave me cause to stop and ponder momentarily. He defined the position trade as a
day-trade that ends the day at aloss.

After afew moments the definition struck home, and | laughed. But under the surface of
my apparent amusement was an inherent market truth that has not left my mind since that
day. Clearly, the ability to take aloss by the end of the day likely may be the salvation of
many traders because the vast majority cannot take their losses when required to do so by
their system(s), assuming, of course, they even have a system!

Giving up old ideas While many traders strongly oppose day-trading, | disagree. The
long-standing "bad press* that has been given to day-trading and day-traders needs to be
re-evaluated and abandoned. As | noted previously, computer technology and competitive
commissions have changed day-trading forever. In fact, when examined logically in terms
of the assets and liabilities of day-trading in comparison to position trading, the balance
tilts clearly in favor of day-trading. Hereis my list:

Day.tra ["ng pros and cons And there may be many other pros and

Pros Cons cons as well. Of the above, the most

1. Mo cancerns abaut 1. Intrad v woketilite can ke Significant pros are (1) forced to exit losses
Dvemight nevs signifizart, in:Esind rsk- and (2) immediate feedback of results.

e 2. Requirs close atemion  Thjnle ot |ength about these two cogent

3. Fomed exiteliminates 3. Misses the lame benefits of day-trading, and | suspect you
riding losses “secular terds will agree with my assessment. But

4.C la 4. [ften mquires lve, costly, i -
pg&?ﬂﬂ& e imrr':aéﬂgtg";lf g C he en9ugh of ph!losophy_and psychology

B e dvariege of P e <tort o let's get on with techniques and methods.
ernotion based on mowes well a5 osses . .

& Limited 1o active 6. Fequires active trading, Technical day-trader No’gethat I cons der
rarkets only whchincesses costs the day-trader to be the ultimate technical

7 Immediate edbackof esuts 7. Requies "ion® disciplive  trader as opposed to a fundamentalist.
tekich nestdsslil - \While fundamentals may rule amarket in
the long run, they are not nearly as important within the time frame of a day, other than,
perhaps, to result in price swings based on news. The effective day-trader has methods for
capturing moves based on the emotional response to fundamentally based news.

In my book, The Compleat Day Trader (McGraw-Hill, 1995), | distinguish between four
basic approaches to day-trading: trend following and support/resistance trading. All are
viable methods, which, alone, mimic what | consider to be the four basic technical
methods of position trading. Here is a brief overview of each method as well asits assets
and liabilities:

* Trend breakouts and trend following -- Of all the SRP 500 vt 97, tamo i .
trading methods, following new trends or buying on 1 g
breakouts to the upside and selling on breakouts to the _|J*I i ™
downside ultimately may prove to be the most effective. 4 b
In so doing, atrader follows prices higher or lower, taking Tk
stock in the belief that "new highs beget new highs® and
"new lows beget new lows." Breakout systems date back
to the excellent work of Keltner in the 1960s who
pioneered various methods for taking advantage of price
highs and lows for a given time frame. "S& P 500" (right) shows the ideal situation for a
day-trader who buys a "breakout" of resistance. The good news here is athough buying
breakouts to the upside or selling breakouts to the downside tends to work well, it is
psychologically difficult for most traders to do, and it requires traders to reverse positions
when wrong. There are numerous methods for finding, validating and managing therisk in
breakout systems.

* Support and resistance trading -- This approach appears to make the most sense to
traders. It involves two aspects: First, atrader must determine the underlying trend of the
day and second, once the trend has been determined, a trader must determine the technical
support level in an uptrend and the technical resistance level in a downtrend. When the
trend is defined as up, atrader will buy at support levels, and when the trend is defined as
down, atrader will sell at resistance levels. Profit taking and risk management strategies
accompany this approach. While you may think this approach is obvious and self-evident,
few traders actually can define the above terms operationally.

* Daily seasonal trading -- Very few traders use this Daily sessoral compesite

approach, yet | think it is a viable and worthwhile method.| =
The pioneering work of Art Merrill in his classic book,
The Behavior of Prices on Wall Street, clearly
demonstrates the statistical reliability of pre-holiday
behavior in the Dow Jones Industrial Average. Merrill
showed that the odds of a higher-price close on the day L
before mgjor U.S. holidays were not only very high but
also statistically significant. Yae Hirsch in his outstanding book, Don't Sell Sock on
Monday, demonstrated the value of using day-of-week statistics for market timing and
trading. | have extrapolated from both of these works to determine the percentage of time
the various futures markets have closed the day higher or lower than the previous daily
close. Naturaly the reliability of such dataisafunction of the data history. "Daily seasonal
composite” (above) shows a portion of the daily seasonal futures charts | have devel oped
for this purpose.

* Daily sentiment trading -- The pioneering work of R.E. Hadaday in developing his
Bullish Consensus indicator was instrumental in my development of the Daily Sentiment
Index. The index provides a measure of public sentiment on adaily basis. This alows
day-traders who follow a contrary opinion approach to fade the public sentiment when it
reaches to levels that are too high or too low. The theory isthat when daily sentiment is at
90% bullish or more, the public will be wrong, and hence, the day-trader will ook for
timing signalsto trigger short-side entry and vice versa when the sentiment is 10% or
lower.

Risk endures These are the major technical, philosophical and psychological issues the
day-trader faces. They don't differ significantly from the issues that face the position
trader. The only major difference is the time frame.

Because our world is growing rapidly smaller, and because market moves tend to be larger
now within the smaller time frames than ever before, day-trading is not only viable and
manageable but aso preferable in many cases for the reasons cited previously. Of course,
the viability of day-trading methods does not negate the risk of trading. Risk always lurks
under the surface. No trading method is complete without an accompanying method for
managing risk and dealing with the reality of losses, commissions and the cost of quotes,
equipment and time.

Jake Bernstein is publisher of the MBH Weekly Commodity Letter and author of 27 books
on trading. Heresidesin Highland Park, I11.
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el K ey to day-trading:

for the day-trader : -
bkl Have your 'team' in place
have the proper
team’ In place,

You especlally neecl Day-trading is avery serious business; if you don't have all the

right ingredients in place before you begin trading, you're dead.

a good floor broker
Wwho can execute One of the most important aspects of the day-trading businessis
your trackes Ina your "team:"

heartheat. But, you

T AR TR Y our broker

* Y our trading advisor

By Cits Mcldnnis — |* Your live quote feed

* Your trading software
* Your back office (clearing firm)

Best broker If you think you're going to be doing size -- 10-100 contracts -- then you must
have a great relationship with your broker. The broker isjust as valuable as the
methodol ogy.

Before the opening bell, I'm in contact with my floor broker to find out what has occurred
in the overseas and night sessions and what information is coming out that could affect the
markets. | never trade in the face of information. Y ou shouldn't either unless you
understand what could happen if you're wrong.

The broker is my eyes and ears on the floor -- after all, that ishisjob. | pay my broker
well; however, | expect him to look after my best interests. Never select a broker on the
basis of cheapest commissions.

| also expect excellent executions on my orders, and | get them. | picked my clearing firm
because of its commitment to the client. My clearing firm also allows every client
electronic order placement directly to the trading floor with the "ZAP" system, which is
cutting-edge technology and the future of day-trading.

With the pace and stress involved in day-trading, it's essential to your style to trade within
the capabilities of the broker and clearing firm so you can eliminate from your trading the
worry of order placement and execution. For me, it'simportant for the brokerage firm to

have great floor presence, offer 24-hour access to my account and have afast back office.

When it comesto floor brokers, | use one who has years of experience in the pits and
understands my needs, which fosters a special relationship because of his patience and
concern for al of my clients. Friends like these in the pits are extremely important for an
off-the-floor day-trader to be successful.

The trading way With a great team in place, next you add the trading methodol ogy.
Anyone trading the markets should learn and understand as much as he or she can about
what to do before trading begins. It's an outrage to pay avendor a steep price for a system
when you don't know how or why it performs as it does.

The markets are based upon supply, demand and psychology. To trade, you must be aware
of many different scenarios and factors that will occur every day.

Thefirst item your methodology must have is a strict money management system. | don't
care what you think about the market -- you need to know where you are getting out before
you get in and what is the maximum loss you will sustain.

| do not go into the market, for example, unless certain psychological price levels, like 50s,
hold twice. Understand that in the United States we are brought up to round numbers off.
(If the cab ride is $4.30, we say, "Make it $5" and add another 50¢ for atip.) Most of the
time we round off to psychological numberslike 25, 50, 75, 100. The big ones are 50 and
100.

The same thing occurs in the markets every day. | challenge you to go over your charts --
you'll find that markets hold big psychological points every day.

When you begin to understand this, you'll start to see there are more desirable numbers off
which to buy and sell. But the markets are funny; each day the same patterns occur and it
Isour job to react when this happens.

Every day the market goes up, down, up, etc, which is called backing and filling. The
market backs and fills within a certain mathematical number every day (at least most of the
time), similar to a Fibonacci parameter.

By knowing this occurs every day, | never want to get into the market unless I'm as certain
as possible that it is finished backing and filling. In the methodology used by my company,
If the market has backed and filled 1.45, held psychological points twice, and the pattern
we are looking for has occurred, we are getting ready to execute atrade.

In many respects, day-trading is not much different than war -- if you are not totally
prepared to react to something you've been waiting for, you should not be trading.

Let's assume you are ready to take along position. When executing atrade, you need to
know exactly where you're going to get out, both on the upside and downside. This should
be done systematically through strict money management techniques.

The market does not know where your stops are unless you are doing size. When in the
market, however, your broker should be aware of your trading strategies and understand
exactly where to trail your stops the second you get into a position. Y ou should not have to
pester your broker with stops; if you do, you have no game plan.

Never trade without a game plan. Paying money for a computerized trading system and a
live quote feed and waiting all day for the system to issue asignal is not a game plan; it's
an insane way to trade. If that's the case, give your money to a professional to trade.

My methodology looks at two different time horizons. The first is along-term, 90-minute
time frame in which we get an ideafor the trend. (Note: Only trade when you know the
trend.) The second time frame is a shorter-term, 13-21-minute period to get our entry.

| use my long- and short-term charts, along with my brokers' assessments of the markets,
to form the basis for my trade. | react only to the market; | never give my opinion.

My methodology uses anywhere from $325 to $1,500 stops. | like to use a bit larger stops
when trading the S& P 500 Index futures. However, stops are a personal decision and one
you will need to evaluate to determine the amount you can handle.

Finally, never hold trades overnight because the second you let your guard down and
forget you are aday-trader, it's likely you'll get slaughtered.

Chris McGinnisis president of Tradingroom Inc. (TRI), a trading advisory service in New
York that provides free daily updates via the Internet (www.tradingroom.com).
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