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System Robustness.

The common misperception put forward by the "Want toybees/traders” is stated forthwith:
"With computers as powerful as they are today it's easptimize a trading system to make it
look exceptional. However, an optimized system is rgiad system. Simply because you're
able to train your computer to have 20/20 hindsight does not ine@dhperform anything like
that in the future.

"For now we will set aside the topic of "how long aim®uld back test a trading system?" and
approach robustness head on.

Since 1974 with over 1,000 plus systems in our repertoirehamg ltknow for certain, you can
take the vast majority of systems and optimize theth you are blue in the face and you will
never get a respectable "historical" result from th@wer the years we have collected strategies
given to us by students, associates, bought off the, seatfinar handouts, and self developed.
To date 95% of them "just don't work!" So for these punditademics and want to bee's it is
nothing more than repeating what is the popular opinioy tonfind comfort from being
embraced by the masses? In fact they are nothing tmamepublishers of balderdash keeping the
public misinformed.

The primary problem with optimizing past performance & tharkets change in the future. Yes,
change is a constant but markets are NOT constdmlyging. In fact "trends" have a tendency
to persist much longer than the "majority" believes. tkerid's in price but trends in market
conditions! Furthermore, a good systems developer due®ptimize past performance so the
phrase itself that pundits use is misleading.

We don't dispute the facts about varied and different madkditions such as: A low volatility
market suddenly becomes a high volatility market. A markate to trends becomes a choppy
directionless market. A market that had high leveraget masrgin changed and now it has low
leverage. A regulated market suddenly becomes unregulated and\&& don't argue that
markets that have the millions of units traded daily willdss idiosyncratic than markets that
trade only 10,000. But to espouse to the public in same brestthere is no such thing as the
holy grail of trading systems (which there is not) @mednly good trading system is one that is
and | quote "Universal" (which there is not) is self cadictory! So from their point of view a
robust system is expected to be omnipotent. It should watlen "pork bellies" and the Euro
Stoxx 50 or it stock systems should trade today as wélidés in 1929.



You hear it said too often that 90% of all traders' byg$ most of the time the reason is pushed
off to lack of emotional and trading discipline. Ok, wél eoncede that point. However there is
such a plethora of "misinformation out that is so popresented in trade journals, web sites and
blogs, it is no wonder the investment public is left "iveddthe bag!"

Here is an example of what these abstract copy wiptgrsut for public consumption: "... the
system has been designed to work well in most all nevkehru Z. Now, it does not matter if
market Z starts to act like market Y or market A startact like market P. They can change as
many times as they want because the system has begmede® be universally robust with
most ALL the various markets! Once again, the markatateristics can reshuffle themselves
countless times and your system is like a Swiss Armigkhat has proven in historical testing it
can deal well with most all of those scenarios."

So what they want us - the traders of the world - tasuagack-of-all-trades systems and a
master of no market. In other words a "Swiss Army khiéhen was the last time you filleted a
fish with a Swiss Army knife?

By no means are we trying to debunk robustness in the genetu of a trading system.
Alternately we are not going to throw away the notd optimization either. In reality it is a
combination of the two, a synthesis.

Here is a list of 8 criteria CBI's uses before it iffa system publicly or privately.

1. We set high standards in performance criteria butddtlstrategies that produce Unrealistic
numbers like 80% win rate or profit factors of 4 to 1.

2. We expect systems that "day trades one market vdaly tivades other markets well, if and
only if the other markets have the type of high to tasy range that is conducive to day trading
system.

3. For each strategy we develop the same set of rulgs &xi all the markets it trades. The
more markets it produces "descent"” result on the bé@terset of rules is the same for each
system: define an extreme in price set up breakout datigg breakout entry. Some systems
will also include entry to trade the range in betweenetkiremes. The algorithms for calculating
these prices levels are the same in each system,

4. From the chart level, input can be optimized accordiragriythology with built in controls to
avoid what is commonly called back fitting. The "exaattry level will have little to do with the
rules that set up the entry.

5. Itis firm belief that markets are made up of peoplestadtstics. That advances are rules by
greed and declines are rules by fear Therefore pricesmidld differently when going up and

when they are going down. So while each systems rililbevihe same the inputs that set the

exact price levels to get in will differ for both longdashorts and exits



6. Our systems factor in the cost of doing business. $igzaonly a factor to give the end user
a "pessimistic" view of potential returns and assumesthieaentry is going to be 100% efficient.

7. Uses money management methods that don't include nmarkealization (like single
contract performance only)

8. Our systems use a "static" dollar loss on "bar tf/dut use volatility based stops that trail
market action for both profit targets and stop losses.

Tell me your style of trading and | will get you a traekard report on my system that fits
your approach.
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HYPOTHETICAL PERFORMANCE RESULTS HAVE MANY INHERENTIMITATIONS. UNLIKE AN
ACTUAL PERFORMANCE RECORD, SIMULATED RESULTS DO NOREPRESENT ACTUAL TRADING.
ALSO, SINCE THE TRADES HAVE NOT ACTUALLY BEEN EXECUED, THE RESULTS MAY HAVE
UNDER OR OVER COMPENSATED FOR THE IMPACT OF CERTAMARKET FACTORS SUCH AS
LACK OF LIQUIDITY. NO REPRESENTATION IS BEING MADEHAT ANY ACCOUNT WILL OR IS
LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO TH@&SHOWN. IN FACT, THERE ARE
FREQUENTLY SIGNIFICANT DIFFERENCES BETWEEN HYPOTHETAL PERFORMANCE RESULTS
AND THE ACTUAL RESULTS SUBSEQUENTLY ACHIEVED BY ANYPARTICULAR TRADING
PROGRAM. ONE OF THE LIMITATIONS OF HYPOTHETICAL PEHRORMANCE RESULTS IS THEY ARE
PREPARED WITH THE BENEFIT OF HIND SIGHT. ALSO, HYP®IETICAL TRADING DOES NOT
INVOLVE FINANCIAL RISK. NO HYPOTHETICAL TRADING REGORD CAN COMPLETELY ACCOUNT
FOR THE IMPACT OF FINANCIAL RISK IN ACTUAL TRADING.FOR EXAMPLE, THE ABILITY TO
WITHSTAND LO SSES OR T O ADHERE TO A PARTICULAR TRANG PROGRAM IN SPITE OF THE
TRADING LOSSES ARE MATERIAL POINTS, WHICH CAN ADVEBELY AFFECT THE ACTUAL
TRADING RESULTS. THERE ARE NUMEROUS OTHER FACTORERATED TO THE MARKETS IN
GENERAL OR TO THE IMPLEMENTATION OF ANY SPECIFIC TRDING PROGRAM WHICH CANNOT
BE FULLY ACCOUNTED FOR IN THE PREPARATION OF HYPOTETICAL PERFORMANCE RESULTS,
ALL OF WHICH CAN ADVERSELY AFFECT TRADING RESULTS.



