‘7‘

INTERVIEW

The Rise Of Automation

lAT he T’K A il

V Vith Tomas N

trading strategies.

Tomas, could you tell
us about what got you
interested in trading?

I am a European-based
U trader who trades the US
markets.I was born in the Czech Repub-
lic buthave been living and trading from
the very south of Spain for about seven
years now. My original professional
background is in the movie industry (I
graduated from a film school),but I found
that my true passion is for the markets.
I decided to trade to fulfill my two big
dreams—to live on a sunny beach and to
travel alot. Thanks to trading, I achieved
both: I am living in a beautiful location,
right on the beach, and I have traveled
to 65 countries. In fact, your wonderful
magazine published my article “Around
The World In Trading Days” in your June
2016issue, which tells more about that. A
lot of people who read that article didn’t
believe it was true—that I really travel
so much while fully automated trading
makes money for me.

Butitistrue; [ have been living exactly
like that for many years. It is absolutely
doable and absolutely achievable.

Since the time you published that 2016
article about how I trade while travel-
ing around the world, I have had one
significant trading-related news event in
my trading life: Last year, in November,
I launched my own private hedge fund,
which, so far—knock on wood—hasbeen
performing well.

Travel, eat, meditate, make money, and enjoy life. That’s how Tomas Nesnidal
describes his life. And it’s a life many traders would covet. Nesnidal has been
a full-time trader for over 11 years, specializing in automated algorithmic
trading strategies. Although he has developed strategies for different trading
styles, his affinity is for breakout trading systems and market internals. His
personal blog at www.SystemsOnTheRoad.com contains some practical posts
with tips, videos, and a free breakout strategy.

STOCKS & COMMODITIES Editor Jayanthi Gopalakrishnan communicated
with Tomas Nesnidal via email in July 2018 to find out more about his breakout

That’s good to hear. I know you’ve
traded different strategies, but
you’re known for breakout trading
strategies. What is it about breakout
trading strategies that appeals to
you?

Yes, breakout trading strategies are
my area of specialization. I have been
trading these strategies for about eight
years now, full-time. And what I like
about them is they are very universal.
They work on any market, timeframe,
both in daytrading and swing trading.
T'have developed a universal breakout
strategies model, which is very robust.
With this model, it is pretty simple to
build powerful, highly robust breakout
trading strategies almost on any mar-
ket in the world. In our hedge fund, we
have 913 breakout trading strategies we
built with this model, and after two years
of tracking them, 93% of the strategies
that passed the hardest robustness level
keep making money. That’s what I truly
love about breakout trading strategies—
they simply work and I think of them as
a timeless trading approach.

You mentor several traders. One of
the aspects you often discuss is there’s
moretotradingthanthe desire to make
money.There’s adeeper purpose—one
of self-discovery. Could you talk more
about that?

Tradingis a very demanding business.
To succeed in the long term, you need
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Once you are “all in,”

it hecomes much more
than just a quest to

make money. It literally
pushes your personality to
constantly grow.

to learn not only about a lot of techni-
cal and conceptual aspects but also the
psychological aspects of trading. At the
beginning, most traders think they are
already Zen masters—until their first
drawdown. When that first drawdown
strikes, they are freaked out. They
become very emotional, start making
mistakes, and stop being disciplined.
Fear and greed simply take over the
rational mind—and their trading dreams
are buried fast.

So, to be a successful trader, you
need to “conquer” these two trading
emotions—fear and greed. But that can
only be achieved through honest and
deep self-discovery. Thanks to trading
and thanks to the constant need to chal-
lenge the emotions of fear and greed, I
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Trading is a very demanding
business. To succeed in
the long term, you need to
learn not only about a lot of

technical and conceptual
aspects hut also the
psychological aspects of
trading.

learned a lot about myself: I learned to
meditate regularly; I became calmer,
more centered, more self-confident but
also happier and able to enjoy life much
more. All thanks to this amazing trading
journey.Once youare “allin,” itbecomes
much more than just a quest for the idea
of making money.Itliterally pushes your
personality to constantly grow.

What do you trade— equities, indexes,
futures? Do you have any favorites?
Itrade only the futures markets.Ifound
the futures contracts to be the easiest to
achieve truly low correlations between
different trading strategies. In general,
stocks are highly correlated, and so are
indexes, but if you trade futures and
focus on very different markets—like,
for example, soybeans versus the emini
S&P 500—you can achieve some truly
low correlations and therefore amazing
and very powerful diversification, which
then leads to asmoother equity curve and
more stable distribution of profits.

That’s all true. Why do you think retail
traders are hesitant to trade futures?

I think the first reason is that the fu-
tures markets are not as hyped as forex
and aren’t as heavily traded as stocks.
So many traders think that futures are
something inferior orriskier. Butinreal-
ity,I personally found the futures markets
to be the most interesting markets with
the highest potential,and also the easiest
markets to achieve the diversification I
am looking for.

The second reason could be that
there is a learning curve in the futures
markets. That means traders will have to
understand things like margins,contract

margins, contract delivery
months, rolling, different
contract specs, and so on.
But once traders understand
these differentnuances, they
may find that the benefits of
futures markets compen-
sate for that extra required
learning.

From the perspective of a
beginner trader who wants
todevelop atrading system,
what’s a good starting
point? In other words,whatinitiates the
development of a trading system?

There is no one definite way, but from
my experience, the best starting point is
a combination of experimentation and
creativity. A beginner trader must not be
afraid of “not knowing it all.” They need
to think of the idea of creating a trading
system as an advantage. They should be
open—deliberately and willingly—to
the learning process through testing and
trying crazy ideas and combinations of
different approaches, trading conditions,
risk-management techniques, trading
indicators, and so on.

Ibelieve that creativity and experience
are the best teachers for creating trading
systems, as well as many other things.
It’s okay to start with the very little you
know, but you should experiment with
it as much as possible. Try many differ-
ent variations and combinations of what
you already know, even if it’s not much;
try it in a creative way, assemble your
first strategy candidates out of what you
already know, and then backtest using
historical data to see what the results
show.

Once you’ve mastered that starting
point, what would be the next steps in
the process?
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Creativity and experience give you a
greatbase for learning how to start build-
ing many trading strategy candidates
out of nothing. That is a great start, and
with a bit of creativity, you will quickly
learn how to put together different trad-
ing concepts and ideas that show some
promise in backtests. But really, this is
the very beginning. About 99% of those
ideas will just be overoptimized junk
and won’t lead you to a viable trading
strategy. So the next step is to learn as
much as you can about robustness-testing
procedures and figure out how to distin-
guish bad strategy candidates from the
potentially good ones.

And once you’ve graduated from
beginner to intermediate, what should
you focus on?

Once you’ve progressed to intermedi-
ate, you should focus on your portfolio.
That’s when you truly start making a
living from trading consistently. Once
you have a good portfolio consisting of
low-correlated, robust trading strategies,
you can start seeing some really nice,
smooth equity lines—even in your live
trading. The distribution of your profits
will become much more stable with
well-designed portfolios, and you can
start making a living from that. In fact,
you don’t even need much at the very
beginning—even a good portfolio of
three to five great trading strategies can
be enough to start making a living from
trading full-time.

Do you have different trading systems
for different market scenarios or
different tradables?

I don’t have different trading systems
specifically, but in our hedge fund, we
change our risk based on different trad-
ing scenarios. Forexample, if the current
trading scenario is highly favorable, we
can risk as much as 1.5-2% per trade.
If the market scenario is not persuasive,
we allocate only 0.5% on such a trade, or
even less. If the market scenario seems
to be highly unfavorable, we can skip the
trade completely. We designed a special
algorithm for this dynamicrisk approach,
so it is all fully automated.

In spite of having a system, system
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traders still could fail. What are the
main reasons, in your opinion, for
these failures?

I have spent years trying to figure
out the main reasons why both trading
systems and the traders who trade those
systems fail. When it comes to trading
systems,the biggestreason for the failure,
from my observation and experience, is
the lack of a truly comprehensive, tough
robustness-testing procedure. Today, the
commonly available and commonly fol-
lowed robustness testing and validation
methods either don’t work anymore or
are far from being sufficient.

Itis becoming more and more difficult
to beat the markets. The competition is
growing fast, as systematic trading is
more accessible than ever, fast comput-
ers are getting cheaper every day, big
banks now own supercomputers on the
level of those at NASA, and artificial
intelligence is showing more and more
incredible capabilities.

So every day, there is a tough war
of trading algorithms going on in the
markets, and only the strongest, most
robust and fittest algorithms can survive.
So the demand for tougher robustness-
testing procedures is higher than ever.
It’s not enough to just have a “winning”
strategy right now. You need to have a
“super-robust and highly adaptive win-
ning” strategy.

Because 99% of trading strategies fail,
you need to really be able to recognize
the successful 1%, and that can only be
achieved through exceptional robustness-
testing and validation procedures (that’s
also where I spend 80% of my time as
atrader—making my robustness-testing
procedures better every day).

When it comes to the reason why
traders fail, I would say that mostly has
to do with undercapitalization, lack of
experience, and underestimation of the
psychological impact of drawdowns.
Most beginning traders think they can
handle big drawdowns but in reality,
they become highly emotional even with
small losses. Trading, especially in the
beginning stages, requires quite a lot of
humility and self-honesty.

Getting back to breakout
trading strategies: On your site,

SystemsOnTheRoad.com,
you share the results of
a survey you conducted
among your students
that revealed the biggest
challenge in trading
breakout strategiesis false
breakouts. What are some
waysfortraderstoovercome
these challenges?

Yes, this was a very exten-
sive survey among hundreds of traders
from all around the world. We did this
together with www.BetterTraderAcad-
emy.com and www.BetterSystemTrader.
com. And we were blown away when we
saw that coming across false breakouts
is the number-one problem for most
breakout traders!

Now, the first thing to understand
about false breakouts is that you can’t
just filter them out. This is what a lot of
traders try to do, but it only leads to more
overoptimization and overfitting.

The solution to reducing false break-
outs is not about blindly trying to filter
them out; it is all about the right timing
and adeep understanding of it. And when
you truly deconstruct timing, yourealize
there are many levels to it: there is what I
call general timing, system-level timing,
volatility timing,and market timing.Itis
important to understand these four types
of timing, since each has a pretty strong
impact on the breakout trading results.
And then you should start thinking about
where you canimprove, just by alittle bit,
each of these four timing levels. Then you
may be able to achieve some significant
reduction of false breakouts.

Reducing false breakouts is a pretty
comprehensive topic, so I have written a
small, completely free ebook about that
titled How To Fix False Breakouts Fast—
Quick Guide,which can be downloaded
from SmashingFalseBreakouts.com.

Copyright © Technical Analysis Inc.

It isn’t about finding the

‘perfect’ strategy; it’s
about finding the most
robust ones.

So should the effort be on having a
robust trading system at all times?

If you truly want to become a long-
term successful trader, put most of your
time into improving your robustness-
testing procedures first. It isn’t about
finding the “perfect strategy”; it is
about finding the “perfect evaluation
and validation process that can identify
dangerous strategies (usually 99% of
them) so only the truly viable ones are
left.” And once you have this, you can
focus on portfolio building, which is the
easiest way to smooth out your equity
curve and maximize the stability of the
distribution of your profits. If automated
breakout trading is what appeals to you,
you can listen to my podcast episodes
at https://www.BetterTraderAcademy.
com, where I share a lot of my experi-
ences and know-how from my breakout
trading journey, as well in my personal
blog posts at www.SystemsOnTheRoad.
com. It is my hope that visitors will find
a few trading gems at my site.

Thank you for sharing your thoughts
with us, Tomas.

FURTHER READING
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Looking to take your trading to the next level?

Check out these exclusive trading courses with top traders, produced by
Better Trader Academy:

UNLEASH

UNLEASHED

The Ultimate Quick Start Roz with
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The Ultimate Quick Start Road Map
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‘System Trading Unleashed’

A complete beginners road-map to
successful systematic trading. A veteran
broker shares deep insights from
executing almost 1,000 strategies during
his career — unleashing what works, what
doesn’t, and what’s the quickest path to

success.

Click for more details

‘Build E-mini Breakout Strategies
Fast’

Learn how to build E-mini intraday
breakout strategies FAST, using the same
proven techniques that have helped
hundreds of successful breakout traders
already... to even launch their own hedge
funds!

Click for more details

‘The Breakout Strategies Masterclass’

The most complete course on building
and trading breakout strategies ever. This
course covers everything from A to Z that
you need to build truly viable breakout
strategies. These exact same techniques
have been used to launch a Hedge Fund!

Click for more details

(c) 2018 BetterTraderAcademy.com / Distribution without author’s approval is not permitted.
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PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS


https://systemtradingunleashed.com/sotr?utm_source=www-sotr&utm_medium=blog-post&utm_campaign=stu&utm_content=tasc
https://systemtradingunleashed.com/sotr?utm_source=www-sotr&utm_medium=blog-post&utm_campaign=stu&utm_content=tasc
https://eminibreakoutstrategies.com/sotr?utm_source=www-sotr&utm_medium=blog-post&utm_campaign=emini&utm_content=tasc
https://breakoutstrategiesmasterclass.com/?utm_source=www-sotr&utm_medium=blog-post&utm_campaign=bosm&utm_content=tasc
https://systemtradingunleashed.com/sotr?utm_source=www-sotr&utm_medium=blog-post&utm_campaign=stu&utm_content=tasc
https://eminibreakoutstrategies.com/sotr?utm_source=www-sotr&utm_medium=blog-post&utm_campaign=emini&utm_content=tasc
https://breakoutstrategiesmasterclass.com/?utm_source=www-sotr&utm_medium=blog-post&utm_campaign=bosm&utm_content=tasc

BETTER

TRADER ACADEMY

The algorithmic trading specialists

‘Trading Market Internals’

m MARKET Reduce drawdowns, adapt to changing
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Wil A MARKET increase trading performance using these
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Click for more details

‘Building Robust Trading Strategies
Masterclass’

Professional Fund Manager and inventor
of Walk Forward Analysis Bob Pardo
shares the trading secrets he has used to
extract millions from the markets for
himself and his clients — and these
techniques can be used by all traders, big
and small, even you!

Click for more details

‘Smashing False Breakouts’

Smash  through  frustrating  false
RIS breakouts, stop taking low-quality trades,
and slash those painful drawdowns.

Click for more details
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