Part I Building a Trading Strategy in Zignals

For this article | am working with the Zignals MarketP ortal which gives full access to
all of our services ( trading system ,stock alerts , stock charts , stock screener
watchl ist and portfolio manager ) in a single application. The key advantage to the
MarketPortal over stand -alone applications is the seamless switching between
applications and is recommended for users wishing to publish their o wn trading
strategies.

The first strategy will be built around a price cross above a 20 -day Simple Moving

Average (SMA). This will be a long only strategy.
On loading the  Tradi ng System interface you will be greeted with a grid -interface;
along the top is a set of menu options and on the left is a series of steps, numbered

1to 5, whichare required to create a strategy.
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To start creating a strategy first select AMy Strategies 0.
DR DN Sel ecti ng fA My wibdpenatwiadgw e with options to set  the
risk management and exit rules employed by the trading strategy
The current (first)  version of our trading strategy builder offers exits based on
percentile targets or opt ional trailing percentile values ; w ith trailing target and stops
profitable trades are allowed run, while underperforming trades are cut short.

There is a great deal of flexibility available toadjust t hese vari aRiskes and @
Management i Zignals Style 0in Partll  will expand on this . Thereisnoone -

solution -fits -all and tinkering these values will be necessary to get the best out of

your strategy; strategies built around volatile trading instruments , like leveraged

ETFs, will likely benefit from a more open risk man agement strategy than a risk

management strategy  built for blue -chip pharmaceutical compan  ies.

Default trading strategies
start with $100,000 capital
and an allocation of $10,000
per position. Checking
Autocalculate 6will
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Target Percentage: IEE Y @Utocalculate 6a I|tt|e tOO

L}

Stop Percentage: “% e ] SenSitiV e (|e I have yet tO
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allocation per trade.

The strategy is built using

17 stocks (how to select these stocks is step 2) giving an allocation of $5,888 per
trade; | have rounded this to $6,000 per position. The com mission is setat $10 i
stand ard for most discount brokers. | have left the slippage  percentage unchanged.

The ®elay Between Trades 06is used to control whipsaw and represents  the minimum

number of days be tween signals; an entry trigger inside the set number of days
from the last exit will be ignored. For this strategy | have arbitrarily set this to 5
days.

The 6Stop Condition6 def i n@atefirstooption isalkbthes tause exi t ed



atra iling stop. If a trail is not used a position will be exited at either the target or
stop percentage from price at entry. E.g. A stock entered at $100 with a 15% target
and 8% stop will exit at $115 or $92.

To maximise the benefit of following a trend we will use a trail ing exit (check the

6Use Trailé box). 1 n this thedtia Tatgdt Rercéntageiisl ki ck s
reached, but a position will exit if prices reach the Stop Percentage before the trail

starts . Once the Target Percentage is hit the rolling target and stop defined by the

Trail Percentages is activated . Positions are exited at the Profit Target or the Trailing

Stop 1 whichever is hit first . E.g. In the case of 15% Target, 8% Stop, 10 % Trall

Target and Stop with a 25% Profit Target, a stock entered at $100 will kick in the

trail at $115 or exit at $92. If the stock gets to $115 a new trailing target will be

$126.50 with a trailing a stop at $103.50. If the stock gets to $125 then the p osition

is sold (so the position is exited before the next trailing target is reached).

The second step is to assign
B the stocks to your trading Stocklist Manager
strategy . | have created a
new stock list, called Active
Trader , with the following US stocks : Apple
(AAPL ), Boeing ( BA), Citigroup ( C),
Caterpillar ( CAT), Cisco ( CSCO), Disney Active Trader Detalls
(DIS ), Ford (F), Hewlett Packard ( HPQ), i ks e~
International Business Machine ( IBM ), Intel
(INTC ), International Paper (P ), J.P. SOEING CORP. (s, UsD)
Morgan ( JPM ), Coca Cola ( KO), Microsoft CITIGROUP INC. {NYS, USD)
(MSFT ), Starbucks ( SBUX), AT&T ( T), and CATERPILLAR INC. [NYS, USD)
Wal-mart ( WMT ). Strategies can also be built CISCO SYSTEMS, INC. [NIS, USD)
using Canadian, Indian, Australian, Irish, UK,
Frankfurt or Euronext stocks, Forex or
Commodities (Energy and Precious Metals) i
the main caveat is assets must share the

Select Stock List

Active Trader 17 stocks usp -

.' New n’ Renarr:| | ‘:,‘ Delete |

please select stock..

APPLE INC. [NMS, USD)

same currency. Manage Rules
Select a rule from the library and press "Add to Strategy’ to build your
The n eXt Step iS tO assign strategy. Use pre-built Zignals rules or edit and create your own rules.
the rules your strategy will Rule Library
use. There are a number of B Technical | | [ Candlestic | |1
preset rules you can use or you can create Category: RulS
Al © 20-d cross below 50-d SMA
your own rUIes' ﬁ]. Candlestick © 50-d cross above 200-d SMA
@Momentum © 50-d cross below 200-d SMA
To add a rule to your workspace first select Eprice © Bollinger Value Buy
the rule you want then [+ Add to Strategy]. gmnd g olinger Value sl
.. . Volume Buyers Candlestick
This introduces the rule to t he tile manager @ MACD Signal Buy

right of the grid. Zignals rules can be hidden @ MACD signal Sell
byun-checking the 6Show B | m Show Zignals Rules

To get the most out of the trading strategy
builder rules should be created . As a first rule




a simple price crossing a moving average will be used . Select [Technical] 1 this will
open the technical rule builder

To create a rule, first ~ give it a name. Rules are split into two inputs and an operator.

A detailed view of available rules is given in Appendix I. The type of rule selected as

the 6Leédatotadadwecl |l dictate available options as
example been used, price can be compared against a constant or a Trend indicator;

we have created arule  where closing price crosses above a 20 -day simple moving

average (SMA). Once ar ule is created it should be saved. The rule will now be

available for selection under O6AI 1 6 or wunder t
case OPriced).

Technical Rule

Rule narme: Price cross 20-day SMA

Left Indicator Operator Right Indicator

we RS Type:
INLEE I Stock Price - INLELI Simple Moving Average -

Parameters: Parameters:
Source Close Source

Periods

After a rule is created it needs to be introduced into the work space. Select the rule
and [ + Add to Strategy ]. This places the rule into a rule list on the right; from there
it's a matter of dragging it into the workspace.
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M the library and press ‘Add to Strategy’ to build your
-built Zignals rules or edit and create your own rules.
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The first rule dragged  -in will automatically connect to the starting point. Other rules
you drag -in can either be  connected to existing rules, or by dragging the top box
down to the new rule, connect to the dragged -in rule (see below).

Connected
Trading Strategy

Multiple rule paths are possible (see below) ; the key thing is to ensure rules are
connected from top to bottom. With multiple r  ule paths only one signal is supported
i.e. trades in a given stock are only entered once i there is no doubling, trebling etc.
of positions.
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The final step is to connect the price -cross - SMA rule
to the end -point to complete the rule flow.

Once you are happy with your strategy it should
then be saved.

Step 4 define s the back -test period.
The default period isthe past2 -
years from the previous day, but the
back -test period can be run for any period back to
2001 (for US stocks).

When a back test isrun an historical portfolio is

created displaying all the trades over the test

period . The portfolio can  be given a name (or the

default name will be used fusually &Hadi tl ed
will be listed in the drop  -down menu of the  Portfolio

Manager application. T he option to view the

portfolio is offered  at the end of the  back test run.

After viewing a back  -test portfolio two options are available:

[1] The strategy  rules can be further edited , with updated portfolios produced OR

[2] The strategy can be Published so that the trading signals can be received
by email.


http://members.zignals.com/main/portfolio_manager/portfolio_manager.aspx
http://members.zignals.com/main/portfolio_manager/portfolio_manager.aspx

