Hi Brad,

i am trading since a long time an intraday future system based on three timeframe each with about three or four indicators/price/statistic relations. It is difficult to code because the last decision is still a result of my estimation of the overall sentiment, in which market phase we are, what the reaction on the last support and resist was and so on. I still believe that I localize support/resist and marketphase better and faster than I ever could programm it into an automatic system for this futures, but I’m planning to integrate some details in an longer-term system for stocks.

Without going into details of an specific system I hope you can answer me some general questions from your experience:

1. How many inputs do good systems use, what is a reasonable upper limit? 

It really all depends on the system.   There is no minimum or maximum.  Some systems I’ve seen/created have more than 100, others only 5 or 6.  I like the “KISS” method.  I personally believe there are a few “simple factors” that apply to all markets and it is just a matter of finding them and exploiting them.

Is smaller better to avoid curvefitting?

Curve-fitting is generally a DANGEROUS aspect of system development.  Of course, you want to explore your system to determine the most consistent and profitable settings, but one should not depend on curve-fitting to make a system work.  What happened in the past (and one’s attempt to curve-fit a system to the past price action) – will not guarantee success.


2. How many timeframes are normally used? Do most system use a larger timeframe to estimate the overall situation and a smaller to determine the entries/exits?

Most of the systems I’ve developed use ONE time-frame.  Although, I have created systems that use multiple time-frames.  Some systems I’ve developed use a DAILY chart (and some indicators) to feed trend/other data back to an intra-day chart.


3. Is it better to construct a system which works only at specific conditions (trend, range trading, fast market) or are systems who are always in the market preferable? 

This comes down to personal preference…  I’ve seen a variety and seen that many of the TYPES you have indicated CAN produce profits.  As I tell my clients, “there is more than one way to skin a cat” – crude – but true.   And there is more than one way to approach the markets.

Are statistic results (day of week/time of day, hit rate of candlesticks or formations, average hit rate of reaching high probability zones/pivot zones) integrated in some systems coded with efs?

Yes, yes and yes…  I’ve developed all kinds of systems…

Trend line systems

Indicator based systems

Price range systems

Time based systems

Time/range combinations

Time/range/pattern combinations

Price pattern systems

Fib systems

Pivot systems

And many others

What I’ve found is that systems really have to be “tuned” for the type of action/signals the system is designed to generate.  If you develop a “fast” system (a system designed to trigger entry signals quickly with trend changes), then you have to tune it to maximize the opportunities of the entry signals.  If you develop a “slower” system, then you have to tune it to maximize these types of signals.

What do I mean by “Tune”???

Tuning consists of….

A. Developing Risk Management strategies

B. Developing Equity Protection strategies

C. Developing “Fail-Safe” strategies

D. Developing “filters” or methods of improving the accuracy of the system.

 
4. Generally, do price based systems perform better than indicator based?

No – not really.  This comes down to the phrase “to each his/her own”..  Meaning, I’ve seen all types of traders and thus all types of profitable strategies.  Some are human based, others a computer based.  Again, how many ways are there to skin a cat??


5. Most systems I saw are still based on standard indicators. Is the secret still the right composite and good money management rules or use for example the system you programmed for the hedge fund some indicators which could not found with some modifications/ enhancements here on the webpages/books and magazines? 

Without giving away any details….  The system’s I’ve created for the hedge fund include the following components.

A. Some Standard Indicators

B. Some Specialized Indicators and Price Pattern Systems

C. Specialized Price “Lookback” functions

D. Risk Management

E. Trade Management (Filters to prevent Longs/Shorts throughout the day)

F. Multiple Profit Target Systems

G. Multiple Stop Placement/Trailing systems

None of this is really “Rocket Science” stuff.  I mean – some of it may be a bit advanced for some people, but when you get right down to it – it is common sense based rules.  You would not leave a long trade open (exposed) for very long in real-life – so you don’t with a system.

I’ll offer a hint for everyone….   (**** Big Hint Below ****)

There are basically three types of systems…

A. Buy/Sell and hold – with a trailing stop or stop system.  These systems try to let profits run (when they are correct).

B. Buy/Sell with an established PT.  When the PT is hit, all shares are exited and the system waits for the next entry trigger.  Stops can be used – or some time of “fail-safe” method – in case the entry trigger is wrong.

C. Buy/Sell “Scalping” system – these systems wait for specific conditions/price patters to happen, then try to quickly trade for small profits.  PTs are used (sometimes with limit orders) and stops are used as a “fail-safe” method.

Now, knowing these basic types, people should be able to determine which category their system falls into and then TUNE it.  You can see that each system “attacks” the market in a different way – so they all can’t use the same protective strategies.

Yes, you can find a lot of interesting things in books and magazines.  Not all of it is really appropriate for system development and sometimes you have to take a published concept and think “far outside the box” to see how you can use it.


6. How often is there a need to adjust good/poor systems or use good systems always adaptive variables to fit different market conditions? Or have all short term systems an expiration date?

This is the old “holy-grail” discussion..  Anyone in the industry knows that systems don’t work forever.  You’ll need to continually “tweek” your system as you find faults.  Eventually, you may find that you system is “self-contained” enough to let it run thru any market condition.

Systems don’t have expiration dates, the markets just go thru different phases.  These phases cause systems to “phase in” or “phase out”.  That is the reason we developed three different systems for the hedge fund.  This diversification is the key to the success of the system.  If we find that one system is not doing well, we may shut it down for a while.  Also, when we identify WHY the system is not doing well (a certain type of market phase), we’ll be able to develop a filter to handle this.


7. What is the best ratio to evaluate a systems performance? What is the best rule for position sizes (every time same size, fixed fractional, kelly f, vola based ...)?

Again, to each his/her own…  This is a really tough question…  

Of course, we all want “the best”, but sometimes we have to settle for “just good enough”.

As a general rule – test with a small number of shares/contracts and include commissions/slippage (extra if necessary).  If your system still shows consistent results, then you need to really TEST TEST TEST.  I can’t tell you how many times I’ve seen systems people develop that are “forward looking” or have some other type of “systemic flaw” – even I sometimes make this mistake while coding.

It all comes down to “can you live with trading the system” – a personal choice.  If your answer is yes, then you can use it.  If not, then you should continue looking for an alternate.

