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PRODUCT REVIEW

TradeOracle

TRADING SYSTEMS ANALYSIS GROUP
PO Box 521676

Salt Lake City, UT 84152

Phone: 801 266-6100

Email: sales@tsagroup.com

I nternet: www.tsagroup.com
Product: Plug-in for MetaStock 8.0 or
higher

System requirements. Windows 2000
or higher,MetaStock 8.00r higher, 1228MB
RAM, 1024X 768 screen resolution.
Price: $697, 30-day money back
guarantee

by Dennis D. Peterson

rade Oracle (TO) is a set of

indicators, experts, explora-

tions, and systemtestsfor use

withMetaStock 8.0 or higher.

The package is composed of
90 systems selected by the Trading Sys
tems Analysis Group (TsA Group) after
testing 10,000 different systems across
4,000 different stocks. They only chose
systems that performed better than buy-
and-hold on morethan 50% of the stocks.
It hasacoupleof uniquefeaturesthat you
will likely find profitable, such astelling
you where your stops should go and how
long to stay in atrade.

Use of the package is straightfor-
ward, andsinceall thecodeiswrittenin
C and then incorporated as dynamic
link libraries(DLL), itisalsofast. How-
ever, this also means you can't see the
code directly onyour screen. All refer-
encesareto “ExtFml” — that is, exter-
nal formula. However, amanual is pro-
vided that shows the MetaStock code.

L et mesay again at theoutset that this
tool can make you money. It follows
trader Gary B. Smith’s*“ platinum rule”
of trading:

((Win rate * win percentage) — (loss rate * loss percentage))
* equity per trade * trades per year
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FIGURE 1: BEST SYSTEM INDICATOR RESULTS. The title and the red horizontal lines in the upper pane show
the top three performing systems based on points gained for the periods used with this chart. The answers come
in pairs: First, the number of the trading system, and second, the number of points gained. In this screen capture,
system number 47 performed best on QQQQ (Nasdaq) with a 36.2228-point gain. The red lines going through

the prices are a 5% zigzag.

USER INTERFACE

The manual, in addition to a set of
tutorials on the website (http://
www.tsagroup.com/trade-oracle.com/
support.php), explains the setup and
use of the indicators, experts, explora-
tions, and system tests. The manual
tellsyouthat a1024x768 screenresol u-
tion is required in order to get setup
parametersestablished, suchaswhether
you want to trade longs only, shorts
only, trade both longs and shorts, and
so on. | normally set my screen to
800x600 — my eyes aren’'t as good as
they oncewere— so| hadto changemy
screen settings temporarily to get the
setup screento appear and establish my
settings. Thetutorialsat thewebsiteare
best viewed at 1024x768, but | man-
aged okay at 800x600.

Most users will
end up going down
one of two paths:
method 1, which

Trade Oracle penalizes systemswith
few trades, and looks at win/loss rate
and win/loss percentage.

starts with a “bucket” of stocks and
looksfor the system that givesthe best
results, or method 2, which looks for

the best trading signal to use with indi-
vidual stocksin agroup of stocks (or a
sector). Method 1 means opening each
stock window individually and then
applying the Trade Oracle best-system
indicator. If your bucket isn't too big,
this might be okay as a daily endeavor.

Tolook for the best trading signal —
that is, method 2 — use MetaStock
Explorer and manually select the signal
part of each of Trade Oracle’'s 90 sys-
tems. Next, select “Useasinglesecurity
listforall explorations’ whenthe" Mul-
tiple explorations’ screen comes up.
You will get back 90 reports to sort
through. It’ sabitlaborious, but thismethod
isused by the Tsa Group, andover thelast
six monthsit hasrewarded themwitha6—
10% profit per month. Astraders, wewell
know about thebenefitsof compounding.

I’ll giveaquick overview of method 1,
but most of youwill want to usemethod 2.

METHOD 1: TO

BEST SYSTEM INDICATOR

This method requires you apply the
“TO — Best System” indicator to each
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individual stock, whichmeansyou must
first have abucket of stocks. Y ou could
create this bucket of candidates by
prefiltering using MetaStock Explorer.
For example, trader and frequent
Stocks & COMMODITIES contributor
Matt Blackman uses this prefilter:

volume>300,000, price >$2
and beta >1.2 (S&P 500)

Blackman says that gets him about
1,000 stocks, filtering through US and
Canadianexchanges. Heusestheprefilter
in conjunction with method 2. You'll
want to refine this prefilter abit more for
method 1, but you get the idea. Another
suggestion isto pick a sector viaa busi-
ness cycle model or through “Market
Carpet,” whichispart of StockCharts.com.

Alternatively, you may want to do a
fundamental analysis using a National
Association of Investors Corp. (NAIC)
tool called“ Prospector” to search based
onprice/earnings, salesgrowth, or other
such data to arrive at your candidates.
Currently, NAIC membership is $50/
year, Prospector is $59, and the data-
base for NAIC members is $25/year.
Once you have the candidates, make
them part of your MetaStock favorites
list and feed that into your explorations.

When| appliedthe Trade Oraclebest-
systemindicator to astock, it took about
one second with my 2.8 GHz PC (Fig-
ure 1). So you can determine the top
three trading systems for a particular
stock very quickly. Thetopthreereflect
thechoicesyou madeinthesetup dialog:
equity pointsor equity percentage, trade
efficiency pointsor trade efficiency per-
centage. Trade efficiency, a part of the
MetaStock Explorer, is a measure of
how well the system does whileitisin
the trades. If you want to see the indi-
vidual trades, you'll need to apply the
expert for the particular system — abit
moreonthislater. Thebest systemfound
for QQQQ was the Meisels overbought/
oversold system, which in the manual is
described asasystemthat usesanindica-
tor ranging from +10 to -10 depending
on whether today is an up or down day.

Now comes a word of caution: The
best system indicator result was ob-
tained using 1,255 periodsfor thisdaily
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FIGURE 2: DAILY INTERWOVEN (IWOV). The top chart is the stochastic RSI, and the middle chart shows the
equity curve. Attached to the chart is the TO#2 expert, the “two-day range switch.” Green up arrows are long
entries, while red down arrows are short entries. The equity curve is smooth with no major drawdowns, and
looking atthe entries, it appears this system is spot-on. However, TO may or may not give you a recommendation
to get into a trade, depending on how many backtesting periods are used.

chart. The number of periods affects
TO'sresult. Because TO appliesafilter
that encompasses a risk/reward ratio
and confidencelevel, systemsthat trade
poorly, or infrequently, are penalized (re-
cal Gary Smith’s platinum rule, which
includeswin/lossrate). Had | usedamuch
shorter period of time, say 120 periods
versus 1,255, | might have seen some-
thing quite different, such astheresultin
the daily chart of Iwov (Figure 2).

After examining the short and long
entries of the “two-day range switch”
(thisisasystemthat isalwaysinatrade),
| would argue that you would be hard-
pressed to find a better system. Y ou can
seeentriesby attaching theexpert for the
particular system. Expert commentary
provides the recommendation (Figure
3). | looked at the stochastic relative
strength index (Rs!) to see how it com-
pared with the two-day range switch.

But now comes a hit of a surprise:
Trade Oracle would only recommend
taking trades with the two-day range
switchif you usethelast six months. If
you had used the last 60 months, the
confidence level in combination with
the reward/risk ratio would not be high
enough to recommend taking a trade

with this system. It turns out that while
the range switch reverses quickly, itis
best usedwith pricesinatrend. A choppy
market is not its thing.

METHOD 2: USING

SIGNAL EXPLORATIONS

The package comes with 270 explora-
tions: 90 stock performance explora-
tions, 90 futures performance explora-
tions, and 90 signal explorations. Each
of thesignal explorationscal culatesdata
that can be put into one of six columns
that will appear in the exploration re-
port. The data recommended includes
thehistorical success, confidencelevel,
winning greater target percentage, los-
ing greater target percentage, stop-loss
percentage, and number of trades. That' s
right, this software attemptsto giveyou
targets, as well as stop-losses.

If you've done a prefilter of some
sort, then MetaStock letsyou reference
the result if you use the “Favorites’
interface. The TsAa Group likesto usea
prefilter that only considers stocks that
trade more than $5 million aday. You
are now faced with 90 reports to go
through. I wish| could giveyou ashort-
cut, but | don’t know of any. To save a
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Historical Success Rate

S714%

Total Humber of Trades

14

Humber of Long Trades

7

Humber of Shott Trades

7
Humber of Winning Trades i
Humber of Losing trades 4

Confidence Level of Next Trade Being Successful: 30%

Analyzed Future Performance*

If trade iz a winning trade, the price will most likely fall between:
Winning Feturn Potential | Price Points (Crairn) Percent (Crain)
Lowrer 10,5089 0.2589 4.5261%
Higher 118016 1.5516 15.1379%
If trade is a losing trade, the price will most likely fall hetween:
LosingLoss Potential | Price Points (Lozs) Percent (Loss)
Lower 101543 -0.0957 -0.9333% v

FIGURE 3: EXPERT COMMENTARY FOR SYSTEM IN

FIGURE 2. Expert commentary data gives you an idea

of the type of information that comes out of a signal exploration. Higher and lower percentages for winning trades
are given, whichis an interesting statistic to be able to use (along with the comparable statistics for losing trades).
Stop-loss percentages are also given. Further down the commentary screen, words appear in either red or green
depending on whether a recommendation is being made.

littletime, you could, on the setup side,
rename al signal explorations to have
like names so they appear sequentially.
This makesit easy to select them all at
once; otherwise you have to jump to
every third exploration.

Y ou will usualy find afew stocksin
each report. Trade Oracle requires a
traderecommendation ontheendingdate
of your input, which requires that you
have the right combination of risk/re-
ward ratio and confidence level. From
the columns in the report you might, if
you are conservative, choose only those
trades with a confidence level greater
than 40%, a 2-to-1 ratio for winning

greater target percentagetolosing greater
target percentage, and a stop-loss per-
centage less than -3%. These are the
criteriathe TsAa Group has used for the
last six months and found successful.
They find one or two trades per day and
stay in the trades for two to six days.

STOP-LOSSES

Martin Pring once commented to me
that he was reluctant to get into trades
where his stop-loss would be too far
from hisentry. | like the idea of a stop-
loss that is around 2%. With that in
mind, if the market opens and jumpsto
apricewhereyour entry isgreater than
the stop-loss percent-
age in your selection

better from a stop-loss perspective. It's
not enough to always use a stop-loss.
Y ou haveto consider whether your stop-
|oss placement makessensebothfroma
technical analysis and money manage-
ment or risk/reward standpoint.

A couple of other nuances worth
mentioning are that the Tsa Group will
accept a stop-loss as big as -5% if the
winning target is substantially greater
thanthelosing one. They also check the
equity curveto make sure abig portion
of the profit wasn't made with just one
or two trades. Finally, they check the
expected days for awinning trade ver-
susthe expected daysfor alosing trade.
Typically, the expected number of days
forawinningtradewill bemorethanfor
alosing trade. If, however, the reverse
should occur, then they recommend an
exit as soon as the number of winning
days occurs, if the trade hasn't already
turned against you.

SUMMARY

Robert Deadman of the Tsa Groupwrote
the C code for the trading systems. On
the whole, you will be impressed with
the speed at which this program runs.
Using a2.8 GHz PC, it took little more
than 30 minutes to run all 90 systems
against thestocksinthe S& P500. | used
an end-of-day folder. Trade Oracle’s
confidencelevel isunique, andalthough
proprietary, | think it is useful because
itiscalculated the sameway each time;
therefore, you can judge for yourself
what level to use after some paper or
simulated trading. | like this product
and | think you will, too.

Using a 2.8 GHz PC, it took little more
than 30 minutes to run all 90 systems
against the stocks in the S&P 500.

Dennis Peterson is a Saff Writer for
Srocks & COMMODITIES.

criteria, youmay want
to give the market a
chance to settle down

toseeif theentrylooks S&C

tSee Traders' Glossary for definition
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