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Disclaimer

This book is provided for educational and informational purposes only. Nothing in this text 
constitutes financial, investment, trading, or legal advice, and nothing in it should be construed as 
a recommendation to buy, sell, or hold any security, futures contract, index contract, prediction 
market contract, or other financial instrument.

Trading index prediction contracts, futures, options, and other derivatives carries substantial risk 
of loss and is not suitable for every investor. Past patterns described in this book, including any 
illustrative or historical figures, are not indicative of future results. Any performance figures, win 
rates, or return estimates referenced anywhere in this book are explicitly hypothetical or 
illustrative unless stated to be drawn from the reader's own logged, verifiable trading history. The 
author and publisher make no representation that any reader will or is likely to achieve profits or 
losses similar to any example discussed.

The frameworks, formulas, and worksheets presented here are starting hypotheses intended for 
the reader's own testing and validation, not fixed rules guaranteed to produce an edge. Readers 
are solely responsible for their own trading decisions and should consult a licensed financial 
advisor before committing capital to any strategy.
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Preface

This book started with a folder of trading notes that weren't mine and a request to make 
sense of them.

Whoever wrote those notes knew markets. They had clearly spent a lot of time watching 
prediction contracts trade. These are the short-term, binary-settlement contracts that 
retail platforms now offer next to regular stocks and options. The notes had some real 
insight in them. The author had a feel for how these contracts act differently in the 
morning than in the afternoon. They sensed that volatility changes what a boundary 
should mean. And they understood that time works differently on a contract that settles 
at a fixed moment than it does on a position you can hold as long as you like.

The notes also had problems. Some strategies leaned on performance numbers I couldn't 
verify. Some of the math quietly assumed a contract multiplier that might not match the 
platform being described. A few ideas sounded smart until you asked what would have to 
be true for them to work, and then nobody had an answer.

Sorting the good instincts from the shaky assumptions turned out to be more interesting 
than either one alone. That's the book you're holding. It isn't a copy of someone else's 
trading system, and it isn't a takedown of one either. I took a real set of observations 
about how these markets behave and rebuilt them on something you can test. That 
means probability instead of hunches, expected value instead of excitement, and a 
written record you can check instead of a story you remember later.

I got interested in prediction contracts for a reason that has little to do with how much 
money anyone makes trading them. They're one of the few things a regular person can 
trade where what you're buying is a probability, and the price is that probability. There's 
no dividend, no growth story, and no big economic narrative sitting between you and the 
number.

That simplicity fools people. The contract looks easy to think about, until you notice how 
much market mechanics, statistics, and plain self-control it takes to think about it well. A 
binary contract boils trading down to four things: an estimate, a price, a clock, and a 
decision about how much to risk on the gap between the first two before the third one 
runs out. That's small enough to understand completely, which makes it a good way to 
teach a process and not just a market.

The problem this book tackles is narrower than "how to win," and I think it's more useful. 
Most retail material on these products fails in one of two ways. Some treats a prediction 
contract like a sports bet: gut feel with a bit of jargon on top. Some borrows all the math 
from listed options and never checks whether those assumptions still hold for a binary 
contract. In both cases, the reader never learns to separate what's actually known from 
what just feels true.
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This book builds that separation into its structure. You state a hypothesis before you look 
at the data. You define a falsification test in advance. You keep a complete log that 
includes the days when nothing happened. And you get a validation chapter that asks 
whether an edge survives real costs before you're allowed to call it real. None of that 
guarantees a profit. It's meant to give you something smaller and, I think, more valuable: 
an honest answer to whether an idea works, reached the same way every time, whether 
the answer is yes or no.

The name of the instrument is easy to misread, so let's slow down on it. A prediction 
contract doesn't pay you for predicting. It pays you for estimating a probability a little 
more accurately than the price already does. That's a narrower job than forecasting what 
will happen. The whole book leans on this difference. It's also why the win-rate and 
return numbers from the original notes don't show up anywhere in these pages. A 
number from one dataset, with no validation behind it, is the kind of unverified claim 
this framework exists to guard against. Printing it would have broken the book's own rule 
on its first real test.

Who is this for? It's for someone who already knows basic market mechanics (the next 
section spells out what that means) and wants a repeatable, testable process more than a 
pile of tips. You might trade prediction contracts directly, on whatever platform offers 
them. You might trade futures or options and wonder whether the same volatility scaling 
and validation habits carry over. Or you might be a systematic trader, a data scientist, or 
a finance student who wants a compact, fully worked example of building a trading 
framework and testing it honestly. This book uses a binary contract as its example. The 
habits underneath it go a lot further: telling a real edge from a good story, sizing for the 
chance you're wrong, logging everything, and testing before you believe.

Who is it not for? It's not for anyone looking for a guaranteed system, a verified track 
record, or a promise that these chapters will make money. The book says that directly, 
more than once, because it means it. It also isn't a good fit if you won't keep your own log 
or test your own results. The whole second half assumes you'll do that work, and the 
framework falls apart without it. If you want someone to tell you what to do, this is 
probably the wrong book. If you want a disciplined way to find out for yourself whether 
an idea about these markets holds up, it was written for you.

By the end, you'll understand how binary prediction contracts work. You'll know how to 
judge them as probability instruments instead of bets on direction. You'll know how to 
size and manage trades inside a disciplined risk framework. And you'll know how to test 
whether an apparent edge survives objective validation.
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What This Book Assumes

I'm assuming you already know some basics about markets. That way Chapter 1 can stick 
to what's new here: probability, price, and how a binary contract works. I won't re-
explain things you already know. Specifically, you should be comfortable with these:

• Basic stock market words. You know what a ticker, a share, an index, and a broker 
are.

• Limit orders and market orders. A limit order names your price. A market order 
takes whatever price is available.

• Candlestick charts. You can read the open, high, low, and close from one candle 
and spot the timeframe.

• Support and resistance. Price tends to pause or turn around near certain levels.

• Percentage returns. You can easily switch between a dollar move and a percentage 
move.

If any of these are new to you, take some time with a beginner's guide to stock trading or 
technical analysis before starting Chapter 1. Most big brokerages publish free ones, and 
any of them will do. Everything after this point assumes you know these five things.
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How to Use This Book

You can use this book two ways at once. It works as a story to read in order, and it works 
as a reference you come back to. Figure out which mode you're in before you start.

• Read Chapters 1 through 18 in order the first time through. The argument builds. 
Each chapter assumes you read the ones before it, and skipping ahead means 
missing context you'll need.

• Treat the appendices as a reference. The Pine Script, the formula tables, and the 
verification worksheets are there to look things up, not to read straight through.

• Check the Glossary whenever a term is unfamiliar, and use the Index to find any 
topic by chapter.

• Go back to the Framework Summary (Appendix G) once you start putting the 
system to work. It's a one-page map to every recurring tool in the book, by name 
and by location.

This book is a framework and a set of ideas you can test. It is not a finished system with a 
guarantee. Chapters 14 and 17 help you find out, honestly, which parts hold up for you.

Figure 0.1 — Every chapter that follows is one stop on this same line. Keep this page in mind. It's the whole  
book in eight words.
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Part I — Understanding the Clock

Foundations · Chapters 1–4
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Chapter 1: What a Prediction Contract Actually Is

It's 8:31 in the morning. You're watching the S&P 500, a number that tracks how big U.S. 
companies are doing today. It just ticked up a little. Nothing wild. But the contract you've 
been watching, the one that pays off if the S&P finishes above a certain level today, just 
jumped from 44 cents to 51 cents. You didn't touch anything. The market moved and the 
price moved with it. So what did you just watch happen?

Lots of people see these contracts as a simpler, cheaper stock option. They think it's just a 
bet on which way the market goes. That's not quite right, and it can cost you money. This 
chapter explains what these contracts really are. They aren't a bet on direction. They're a 
disagreement with a number the market already put on your screen.

Binary Settlement: There Is No Curve

A regular stock option can be worth different amounts depending on how much time is 
left and how the stock moves. Its value slides along a curve. Even an option that looks 
unlikely to pay off still holds a little value, because there's still time for things to change.

A prediction contract doesn't do that. When it settles, it's worth exactly one of two things: 
one dollar or zero. Nothing in between. Say a contract trades at 62 cents an hour before 
the close. That doesn't mean it's "worth 62 cents" the way a stock is worth its price. It 
means the market thinks there's a 62% chance it ends up worth a dollar and a 38% chance 
it ends up worth nothing.

That's a big difference. With a stock option, you have to think about price, time, and how 
jumpy the market is, all at once. You can even lose money when you guessed the 
direction right. With one of these contracts, only one thing matters: where the index ends 
up compared to your target, at the very end. Everything the price does before that is 
noise. It doesn't decide anything on its own.

Someone still has to buy and sell each side of that payoff, though. How that works is its 
own subject: order matching, bid and ask, and why a quiet contract can show a stale, 
misleading price. Chapter 2 covers all of it.

Price as Probability

These contracts only settle at $1 or $0, so the price tells you something specific. It's the 
market's best current guess at the odds. A contract at 30 cents isn't "cheap" the way a 
beaten-down stock can be cheap. It means the market thinks there's about a 30% chance 
this outcome happens.

That changes how you should think about trading them. You're not guessing a price 
target, like someone who thinks a stock will hit a certain number. You're disagreeing 
with the market's odds. Every time you buy a contract, you're saying, "I think the real 
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chance of this is different from what the price says." If you buy at 30 cents, you're betting 
the real odds are higher than 30%. And you need to be right often enough, and by 
enough, to make up for the times you're wrong.

But the price only tells you so much by itself. It doesn't come out of one neat calculation. 
It's whatever a buyer and a seller just agreed on. A contract's displayed price, midpoint, 
bid, ask, and last trade are five different numbers, and they aren't interchangeable. The 
price you'd pay to buy right now (the ask) isn't the price you'd get selling right now (the 
bid). And the last trade might be ten minutes old, on a contract nobody has touched 
since. Chapter 2 walks through why these numbers split apart and what each one tells 
you. For now, keep the simple version in mind. When this book says "the price," it means 
the price you could actually trade at, not whichever of the five numbers looks best.

Figure 1.1 — The gap between what the market says and what you think is the entire trade.

The Expected-Value Framework

Here's the basic math under everything else in this book. Say p is your honest estimate of 
the real chance a contract settles at $1. Say c is the price you'd pay to buy it. Before costs, 
your expected value on that trade is p minus c.

If p is bigger than c, the trade is worth taking on average. Not every time, but across lots 
of similar situations. If p is smaller than c, it loses money on average, no matter how 
good it feels in the moment. If p equals c, you're breaking even. The price already 
matches your estimate, so there's no edge either way.

Now a full example with real numbers. Say a contract asks whether the S&P 500 finishes 
above a certain level today. The ask price, what you'd actually pay, is 44 cents. You look 
at the setup using the tools in Parts I and II, and you put the real probability closer to 
55%. Before any costs, your expected value is 0.55 minus 0.44, which is 11 cents of edge 
per contract.
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Next, subtract what it costs to trade. Say 1 cent of spread and a flat 1-cent platform fee, so 
2 cents total. Your net expected value is 9 cents per contract. That's still a real edge, just 
smaller than the gross number made it look.

Buy 100 contracts at that price and you spend $44. If the contract settles at $1.00, the 
position pays $100. That's a gross profit of $56, and a net profit of $54 after the 2-cent-per-
contract cost. If it settles at $0.00, the full $44 is gone. Both outcomes are normal. The 9-
cent net edge is what justified the trade before either outcome happened. It didn't 
guarantee anything.

Every setup in this book comes down to this one bit of arithmetic. The ATR-based 
boundary in Chapter 5, the VWAP filter in Chapter 7, and the fade-the-extreme setup in 
Chapter 8 aren't magic. They're all different ways to estimate p a little better than the 
market's c. Everything else, like sizing, logging, and testing whether any of it works, 
exists to protect that small edge (p minus c) from fees, spread, and bad luck.

The Clock Is the Product: Time Decay of Probability, Not Value

A stock option loses value as it gets closer to expiring, because it's running out of time to 
become profitable. A prediction contract works differently, and that difference is where 
this book gets its name.

Picture a morning with a big economic report. The report comes out, the market jumps, 
and by 8:32 the index sits comfortably above a level you've been watching. But the 
"ABOVE" contract only trades up to 75 cents, not 95. Why? There are still six and a half 
hours left in the day, which is plenty of time for things to change.

Now jump ahead to 2:55 in the afternoon. The index hasn't moved much all day. It's still 
sitting in the same spot. But that same contract now trades at 97 cents. Almost nothing 
about the actual situation changed. What changed was the clock.

That's the role remaining time plays in every price in this book. As settlement gets closer, 
probability gets squeezed toward zero or toward one. But the squeeze isn't smooth, and it 
isn't guaranteed. A contract can sit near 50 cents for hours and then swing hard in the last 
twenty minutes if something happens. Time changes how confident a price is allowed to 
be. It doesn't promise the price won't move.

Edge Versus Variance

These contracts settle at $1 or $0, so it's really easy to mix up a winning trade with a smart 
decision, and a losing trade with a mistake. Say you bought a contract for 30 cents and it 
paid off. That wasn't necessarily a smart trade. It might have been the 30% chance 
hitting. Say you bought one for 70 cents and it didn't pay. That wasn't necessarily a bad 
decision. Even a 70% favorite loses 30% of the time.
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A sound trade can lose, and an unsound trade can win. "Edge" describes a decision-
making process, tested over lots of trades. It doesn't describe any single result. "Variance" 
is the natural noise around that edge. It's why a smart process can lose money for a while 
and a bad process can look great for a while.

This matters enough to get its own treatment later. Chapter 14 builds the mindset for 
testing it honestly, and Chapter 17 supplies the statistics. For now, remember one thing: 
judge the process, not the result of any one trade.

What This Book Is (and Isn't)

This book lays out a framework and a set of ideas worth testing for trading index 
prediction contracts. It isn't a proven record of past success. Any performance numbers 
in these pages, like win rates, returns, or dollar amounts, are examples that explain an 
idea. The only exception is where the text clearly says the numbers come from your own 
real, tracked trades. Chapter 17 teaches you how to tell an idea that holds up from one 
that just sounds good.

Key Takeaways

• A contract settles at exactly $1.00 or $0.00. There's no value curve to argue about, only 
a probability to estimate.

• The quoted price is the market's implied probability, not a guarantee of what will 
happen.

• Expected value is p minus c: your probability estimate minus the price you pay, before 
any other cost.

• Displayed price, midpoint, bid, and ask aren't interchangeable. Which one you trade 
against changes the real cost.

• Time squeezes probability toward 0 or 1, but not smoothly and not on a guaranteed 
schedule.

• A real edge still loses sometimes. Edge and variance are different questions.

The next chapter stays with mechanics a bit longer. It moves from what a contract is to how its 
price gets made: order matching, limit and market orders, and why a quiet contract's last trade 
can lie to you. After that, Chapter 3 uses the original fixed-percentage breakout system as a 
teaching case for what goes wrong when a boundary doesn't scale with the market's mood. 
Chapter 4 covers the instruments themselves, including the one detail that will quietly wreck 
your position size if you get it wrong.
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Want the Rest?

You've read the front matter and Chapter 1. The complete book picks up from here with
17 more chapters in four parts:

Part I: Understanding the Clock, continued, with market microstructure, why fixed-
percentage breakouts break, and the contract conventions and multiplier check.

Part II: Reading the Clock, with ATR boundaries, the morning routine, VWAP, mean
reversion, afternoon structure, and volatility-expansion structures.

Part III: Trading the Clock, with the VIX regime filter, the psychology of mispricing,
and where the framework breaks.

Part IV: Measuring the Clock, with thinking like a researcher, position sizing,
building a trading log, and validating a system before you trust it.

It also has the conclusion, seven appendices, a glossary, a bibliography, and an
index.

Get the complete book at CouncilMinds.com/order
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