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© ATM | Investor Association, Octávio Viana 2009 
 
Print Version 
On-line Version 
 
 
The copyright and intellectual property rights of this software, Pair Trading V.15.7.5, and all its 
documentation, including this manual system, are owned by ATM | Investor Association, Octávio 
Viana, and are protected by copyright laws and international intellectual property right treaties. 
You may not copy any portion of the software or documentation in any form, except to use this 
software in accordance with the terms of the agreement or to make one copy for backup 
purposes. You may not alter the software in any way. If copies of the documentation must be 
made, you should make them in printed form only 
 
All trademarks and registered trademarks appearing in this manual are the property of their 
respective holders. 
 
 
 
On-line copies of this Manual are available from: 
 
www.investorassociation.eu 
 
Bound copies of this Manual are available from: 
 
info@investorassociation.eu 
 
 

 

 

 

CAUTIONARY STATEMENT 

 
This manual is provided “as is” without a warranty of any kind, expressed or implied, including, but not limited to, 

the implied warranty of profitable and fitness for a particular purpose. The author has made every effort to ensure 

the accuracy of the contents of this manual, however, it is possible that it may contain technical inaccuracies, 

typographical or other errors. No liability is assumed for any inaccuracy found in this publication, nor for direct or 

indirect, incidental, consequential or other damages that may result from such an inaccuracy, including, but not 

limited to, loss of data or profits. Please report any inaccuracies found to info@investorassociation.eu  

 

All statements included or incorporated by reference in this manual, other than statements or characterizations of 

historical fact, are forward-looking statements based on estimates, assumptions and projections, all of which are 

subject to change. These forward-looking statements are not guarantees of future results and are subject to risks, 

uncertainties and assumptions that are difficult to predict and that could cause our actual results to differ materially 

and adversely from those expressed in any forward-looking statement. The risks and uncertainties referred to above 

include, but are not limited to, risks associated with our pairs trading strategy; our ability to develop a good trading 

trigger, and other factors such as the availability to predict the volatility, Beta, ratios, and the resulting effects of 

technology errors; system latency; system ability to make profitable operations; interruptions or delays; breaches of 

system security measures, if any; and various other factors  We undertake no obligation to revise or update publicly 

any statement for any reason. 

 



PAIRS TRADING – algorithmic and program trading V. 15.7.5. 16 de Agosto de 2009 

 

Pairs Trading System Manual           © ATM | Investors Association, Octávio Viana 2009  4 

PAIR TRADING 
Algorithmic and program trading 
 
Pair Trading – algorithmic and program trading V.15.7.5 is a useful real-time algorithmic and 
program trading system used as a pair trading strategy in stocks.  
 
This trading tool, as the name suggests, is a complete auto piloted system that can be used 
without any human intervention. You can just leave the system running and the program will 
continue trading in accordance to the price of the stocks based on the custom build signals. 
 
This is a Pairs Trading Strategy system for Microsoft Excel 2007 for execution on the Interactive Brokers 
Platform through Interactive Brokers’s TWS Application Programming Interface (TWS API).  
 

We can’t post the system on a server or give to everyone a demo, but we can email the program 
to trusted people who would like to test the system. 
 
Pair Trading – algorithmic and program trading V.15.7.5 benefits are:  
 

1. User friendly, extremely functional, and safe 
2. Performs in Microsoft Excel environment, offering the same Excel experience and look 
3.  Accessible to traders of all skill levels (quite handy to work with) 
4. Combines the ability to trade live (over the internet) with a Pair Trading strategy 
5. Ability to open trades (multiple trades) in a single click or automatically  
6. Analyze statistics   
7. Box-language for coding your own triggers and signals 
8. Alerts and others automatic features 

 
How to install the program and get started is explained in the “Installation” section. 
 
The application's dialogs are explained in the “Using the program” section.  
 
How to trade is explained in the “Starting trade” section.  
 
For any questions, please refer to http://www.investorassociation.eu  
 
For any suggestions contact info@investorassociation.eu  

 
 

.  
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Requirements: 

Intel Core 2 Duo 3.16 GHz processor or equivalent AMD processor or fast processor 

4Gigabytes (GB) of Memory (RAM) or higher 

4 Megabytes (MB) free Hard Disk space. 

Monitor, 256 colors, 1280x1024 

Microsoft Windows XP or Microsoft Windows Vista 

Microsoft Excel 2007 

High speed internet (20 MBS) or better 
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Installation 
To install Pairs Trading – algorithmic and program trading V. 15.7.5. 

 

In order to use “Pairs Trading – Algorithmic and program trading”, the IB’S API must be installed and IB’S 

TWS must be running.   

To install the IB’S API:  

1. Download the file from www.interactivebrokers.com/en/p.php?f=programInterface&ib_entity=llc (Proprietary 
Tab) and save the file to your hard drive. 

2. Double-click the InstallAX_962.exe program file on your hard disk to start the installation 
program.  

3. Follow the instructions on the screen to complete the installation. 

To enable IB’S API on IB’s TWS.  

1. Open the IB’s TWS and Login (to log in double-click the TWS icon on your desktop, enter your 
username and password, and click Login) 

 

2. On the Tool Bar, click on Configure tab, and choose API. 
3. Mark the box labeled Enable ActiveX and Socket Clients 
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Install and start the Pair Trading V. 15. 7: 

Once you have installed and enabled the IB’s API on IB’s TWS: 

1. You must use a file-unzipping program to unzip Pair Trading file. If you already have a utility to unzip 

the file, please proceed to next step, if not, you can download an unzip program from www.7-zip.org 

2. Unzipped the Pair Trading files. You can do this by right clicking in the zipped file and click Extract. 

3. Open the unzip Pair Trading folder by double clicking on it and: 

3.1. Double click Pair Trading V. 15.7 datafeedIB to open the worksheet in Microsoft Excel 2007, go to 

Security Alert options, and when prompted, click to enable Macros. 

 

3.2. Double click Pair Trading V. 15.7 - AUTO to open the worksheet in Microsoft Excel 2007, go to 

Security Alert options, and when prompted, click to enable Macros & ActiveX and embedded links 

 

At this point, the Pair Trading system is ready to use.  
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Using the program 

Real Time DataFeed 

1- In the Market Depth sheet fill User Name and Refresh Data, then click Create Pair button. 

 

2- Input the request information in the popup box, then click OK to create the pair. 
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3- Ask for data feed selecting the security ticker (“leg” A) and requesting Market Depth and Market Data.  

  

 

4- Repeat the same procedure with the other “leg”. 

When the quotes and market depth request has been submitted successfully, the market depth screen will 

return the real time quotes and market depth.  
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Historical Data 

Input the request information (symbols and last date) in the Data sheet (Pair Trading V. 15.7 Auto 

workbook); that will download historical trading data for the last 2001 trading days and issue 

symbol, including indexes. It will automatically update existing data if ran again at a later date.  

 

Note 1: If one of the securities or one of the indexes didn’t have enough historical trading data, 

the system will return a error massage.  

Note 2: If you don't know a company's ticker symbol, you can find it in Yahoo! Finance using 

their "symbol lookup" function. 
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User Options 

The Pair Trading system includes a flexible user options to customize the trading rules depending on the 

time frame, scale, leverage, strategy, trigger, stop loss, etc. 

 

Initial Capital: The amount of money allocated to this particular strategy. (Recommended minimum 10k) 

Scale: You can choose between nominal or logarithmic scale. (Recommended logarithmic to the long periods) 

Beta: The relation of security returns with market as a whole (index). You can choose from 1 month until 5 years.  

Volatility: Standard Deviation of compounded returns of a security to a specific time frame. You can choose from 2 weeks until 5 

years, and daily, monthly or annually.  

Price: Close price - daily. You can choose from 2 weeks until 5 years.  

Standard Deviation: Is the variability of the price ratio. A pair with a high STD is more profitable but is considered more risky.  

Correlation Method: You can choose between Pearson (price), Pearson (returns), and Spearman correlation coefficients. 

Leverage Control: You can control the amount of debt used in the trade. More leverage increase the returns (maximizing the 

gains or losses). 

Strategy: The strategy is the Pair Trading’s “secret sauce”. You can choose between six market strategies.  

Trigger: Is an event that triggers market entry, based on STD or Price Ratio signal.  

Profit Taking: Is an event that triggers market exit (with profit), based on STD or Price Ratio signal.  

Stop Loss: Is an event that triggers market exit (with loss) to limit losses, based on STD, Price Ratio or Percentage Loss signal.  
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Statistics  

Once you have your indicators, triggers, and time frames selected, you have an easy way to analyze the 

pair. The price statistics, on the Statistics sheet, provide that easy way to measure various characteristics 

of the pair, namely the correlation, volatility, Beta, etc. 

 

The most important statistics are highlighted.  

Price correlation: More price correlation better is the pair to trade. 90% of correlation is liked  

Average ratio: If your input to trigger (market entry or exit) is the Price Ratio, you need this average price 

ratio. 

Standard Deviation: A pair with a high STD is more profitable but is considered more risky 

Beta: A pair with similar betas is better. Betas greater than 1 may allow to trade more frequently.  

Beta Correlation: More Beta correlation better is the pair to trade. 

Volatility: If you are a day trader, the daily volatility can be a good indicator for your perceptual stop loss 

limit, the same for other time frame.  
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Charts 

Sometimes complex statistics and data make more sense when you have a visual representation, 

because charts can help you to visualize the completed picture of the pair correlations. In the Chart sheet 

you can find some statistics charts. 
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Starting trade 

Trading 

The Trading Station sheet is your order entry and trading signal application.  

 

In this sheet you can monitor the quotes of the chosen pair (market depth – prices available bid and ask 

quantities) and transmit the “basket” order with a single click when you get (or not) the signal to trade.  

The “basket order” gives you the facility to trade the pair as a package (buy one leg and sell other) in nano 

seconds. When you fire the “basket order”, you are automatically redirected to the Orders Confirmations 

sheet where you can see the progress of your “basket order” and received alerts from TWS. 
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1. Execute a Buy Order to the “basket” (pair) simply by clicking the BUY button (in green color) and your 

“basket order” is submitted directly to Interactive Brokers TWS. You will create an order to buy one leg at 

the asking price for the quantity shown in the ask price window and at the same time you will create 

another offer for the other leg, to sell at bid price the quantity shown in the bid price window. When the pair 

is open, the green button (BUY) changes to red and turns to SELL, and you can close the pair, executing 

a Sell. Your basket order is submitted to Interactive Brokers TWS at ask and bid price to the leg to sell and 

to the leg to buy respectively. The quantity of each leg is the same quantity you bought and sell in that 

order.  

To deactivate a pending order you just need to click on BUY WAIT or SELL WAIT button which is show in 

BUY or SELL button place while the system is waiting to fill the “basket order”. 

This “basket orders” are not “combo legs”. If you reprogram the system to executed “combo legs” (you 

need reprogram in VBA language) the Interactive Brokers SmartRouting guarantees best execution for 

each leg and entire order, with Interactive brokers taking the risk for partially executed orders.  

2. In this window you can view the prices available bid and ask quantities (market depth) in real time. In 

the blue boxes of this window you can choose the type of order you want. 

Limit Order- Limit Order is an order with price limit. In other words, is an order to buy or sell a set quantity 

of securities at a specified price or below. 

FOK Order – Fill or Kill order is an order to fill a set quantity of securities at a specified price immediately 

and must be complete filled or killed (cancel). Is a simple limit order to execute immediately or, if not, is 

cancel.   
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Market Order – Market Order is an order to fill a set quantity of securities at the best available price. 

When you select Market Order the system will show you a blue rectangle where you can choose “protect 

market order” or “unprotect market order”. If you select “protect market order” your other will be killed 

(cancel) if the first five available bid/ask quantities didn’t fill your order completed. 

Average Price - Average Price is not an order. The average price provides the information about the 

compounded average price for the five available bid/ask quantities.  

3. This window is your trading signal box where you get the information to trade (buy or sell) the pair. 

Additional shows a chart (two bars) with the impact of each “leg” in the current (Profit/Loss) Pair. 

4. In this window you get the trades and orders confirmations for the last trade of current pair. You use the 

blue box below to choose in which account you want record the trade (stock account or margin account). 

You can choose for manual, semi auto or auto trading. 

Manual trading – You can buy and sell the pair clicking in the execution button (box 1). 

Semi Auto Trading – The system automatically buys and sells the pair, running and executing the trade 

(buy pair and sell pair) only once. When the trade is close, the system turn to standby mode awaiting 

authorization to begin a new trade. 

Auto Trading – The system automatically runs and executes the trades (buy and sell pair) continuously. It 

doesn’t require human intervention, but is better a human monitor the system continuously… If you don’t 

want continuously monitor the system, you better learn to pray.   
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Account 

Summary Account 

The Summary Account shows you the real time account balance, net margin available for trading, non-

margin position not booked, unrealized margin profit/loss, cost to close, recent transition booked, net 

exposure, exposure coverage, market value of your open orders (current Pair Trading portfolio), etc. 

 
This sheet displays real time reports to the open orders: Symbol, price, open ratio, amount of shares, 

Status Trade (is always OPEN), current price of each leg, current market value for each leg, and the 

profit/loss for each leg. 
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Transactions Book 

The Transactions Book shows you the real time account balance, net margin available for trading, non-

margin position not booked, unrealized margin profit/loss, cost to close, recent transition booked, net 

exposure, exposure coverage, market value of your open orders (current Pair Trading portfolio), etc., like 

the Account Summary. But this sheet shows you the execution report for every trade made (and closed), 

including symbol, date of execution, amount, open price, close price, fees, profit/loss, net profit loss, etc.  
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Uninstallation 
To uninstall Pairs Trading – algorithmic and program trading V. 15.7.5. 
 
1. Select Pair Trading folder with the right button of the mouse; 
2. Then click the [Delete...] button to delete the folder so that it can be automatically removed.  

  
Registration 
 

To register go to http://www.investorassociation.eu  
 
Registration benefits are:  

1. Get information on updates 
2. New versions are free 
3. Get support by E-mail 

 
For any questions contact us directly, E-mail: info@investorassociation.eu 

 
Support 
 
You can consult http://www.investorassociation.eu 24-hours-a-day to find the latest product information, 
product updates, and answers to common questions.  
 
For technical support contact us directly, E-mail: info@investorassociation.eu  
 

 

 

 

 

 

 

 

 

 

 

 

 

 
 



PAIRS TRADING – algorithmic and program trading V. 15.7.5. 16 de Agosto de 2009 

 

Pairs Trading System Manual           © ATM | Investors Association, Octávio Viana 2009  20 

 

 

 

DISCLAIMER 
 

The Pairs Trading – algorithmic and program trading is provided for the ATM members only, with the objective to 
promote the study and finance formation. Any use of the provided system as is without warranty of any kind. The user of 
the Pairs Trading – algorithmic and program trading assumes the entire risk of any use made of the system. In no event 

shall the author of the Pairs Trading – algorithmic and program trading be liable to the user for any direct or indirect 
damages, including without limitation any lost profits, lost savings or other incidental or consequential damages arising 

out of the use of the system. 
 

The trading signals are not a recommendation to buy or sell, but a statistical interpretation and opinion of the possible 

evolution of the stock pair without any guarantee.  The trading signal shouldn’t be used by anyone to trade. The author 

accepts no liability whatsoever for any loss arising from any use of this statistical interpretation and opinion. 

 

This Manual may contain confidential and/or privileged information. If you are not the intended recipient (or have 

received in error) please notify the sender immediately and destroy this manual. Any unauthorized copying, disclosure 

or distribution of the material in this Manual is strictly forbidden. 

 

 

TRADE IN LIQUID AND ACTIVE MARKETS 

Trade in liquid and active markets (special in short-term) where you can move in and out ease. 
 

REWARD TO RISK 

Watch for a reward-to-risk ratio at least of 2:1. You must stipulate a confidence level according the risk-to-reward and 
allocate capital as this confidence level. If you have a higher reward-to-risk your confidence level is higher too and you 

can allocate more capital in that trade. 
 

FIXED-PERCENTAGE BET  
If you use a fixed-percentage bet you are automatic decrease the allocated capital when you loss and consequential 
reduce the futures loss; and increase the allocate capital when you win and consequential you have an exponential 

growth.   
 

LIMIT LOSSES 

As soon as position is initiated, you should have a stop loss. Stops may be used to limit losses and protect profits. Stop 
orders must be placed in appropriate relation to the reason to enter in trade, outside of the price range determined by 

the volatility and far enough if stop you to know that you were wrong, avoiding getting stopped out by the normal “noise” 
of the market. If the original reason for entering the trade may no longer be valid, get out. Mental stops do not work. 

 
WHEN IN DOUBT, GET OUT 

If the market doesn’t move immediately in the way of your Pair, then there’s no need to remain in the pair. In most cases 
you are better out of position and waiting for the market move to jump in again. Off course you need give time to the 

things happen (your time frame) but always use a time stop. 
 
 

WATCH FOR A GOOD PAIR 

Choose a highly correlating pair and that this correlation makes sense. Don’t get in and out every time trying to catch a 
good chance. Wait for the good buying /selling opportunities. If you lose an opportunity don’t force a trade, the market 

will continue to be there give you new opportunities. 
 
 

REMAIN CONSISTENT 

Find a formula (user options) that works for you, test and back testing consecutively and stick to it. You have to be 
disciplined and respect the trading plan integrally. 

 
STOP TRADING AND RE-EVALUATE 

Consider the impact of losing money in your capacity to analyze the next trade. If you have consecutive losses get out 
and re-evaluate what you are doing wrong, the market will still be there once you have a new plan of action. 

 

 


