DISCUSSION OF THE FILES IN CFI-MAM.ZIP





This is a discussion of the rest of the files in CFI-MAM.ZIP.   It will make more sense if you have read my article, WARNING DANGEROUS CURVEfitting AHEAD, in the Fall 1998 issue of the FastTrack Monitor.  If you don't have this issue, you can order it by calling the FastTrack Monitor at 1-888-927-9891.





The material in this discussion represents everything that was left out of my article in order to keep it short enough to fit in the FastTrack Monitor.  If you are technically inclined, and want all the details or insist on proof of the claims in my article, then this is for you.   








FORMATS USED FOR THE FILES





The rest of the files in CFI-MAM.ZIP are in older Microsoft Office formats (Microsoft Word 6.0 and Excel 4.0) so that more people can view them.  These include both data files and comparison files.  





The data files are the results of optimizations and back-tests using FastBreak. These are Word documents and they are the raw laboratory data.  They are labeled data1.doc through data6.doc.  They give you all the information that you need to repeat any of the optimizations and back-tests that I performed.  See Figure A below for a more detailed explanation of each of them.  As you can see, they represent comparing either EMAR or MAM to RANK.  They represent sorting either for best annual gain or for best UPI.   They employ the same buy-and-sell parameters versus using different buy-and-sell parameters.
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Figure A.  Data files collected in Word 6.0/95 format. �
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�
The comparison files are Excel spreadsheets, which use the relevant part of the data files to make comparisons. Even though I am not discussing the spreadsheet formulas, which I used, you should be able to understand them through examination.  The comparison files are labeled compare1.xls through compare5.xls.  See Figure B below. The purpose of compare1.xls through compare4.xls is to compare RANK, EMAR, and MAM, but I could include EMAR in only one of them: compare1.xls.  It is the only comparison file using the same buy-and-sell parameters exclusively.  All the others compare only RANK and MAM.   FastBreak keeps the buy-and-sell parameters the same when EMAR is selected, but the buy-and-sell parameters can differ when RANK or MAM is selected.  Compare5.xls has a different purpose.
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Figure B. Comparison files collected in Excel 4.0 format�
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�
DATA NOT USED IN ARTICLE 





Originally, I used all eleven trading systems available from the Edge Ware web site, along with their buy-and-sell strategies.  I substituted MAM for the buy-and-sell strategy in every one of them for comparison.  After doing this work, I realized that three of the buy-and-sell strategies are not close enough relatives of RANK to fairly substitute for it.  That is why only seven were used for my FastTrack Monitor article.  Four of the trading systems used three buy-and-sell strategies that should not have MAM, EMAR or RANK substituted for the buy-and-sell strategies.  This work is still in the data files for anything that you might glean from it.  These buy-and-sell strategies are:





   	Buy and Sell Using AccuTrack





   	Buy and Sell Using Long Gain and Short Gain





   	Buy and Sell Using Slope, Buy Slope Type = Linear, Sell Slope Type = Linear








A GOOD WORD ABOUT AccuTrack





It is noteworthy that the AccuTrack trading systems (from the Edge Ware web site) performed quite well.  The figures for UI, UPI, annual gain, and CFI were quite respectable in every AccuTrack test. Based on this and other experimenting that I have done with AccuTrack, I myself would not hesitate to use AccuTrack in a trading system.  As with any trading system, an AccuTrack trading system would have to be tested in an out-of-sample period, as I suggest in my article.  Also, the CFI would have to be small.








MORE CONCLUSIONS





Originally, I was only going to compare RANK, EMAR, and MAM.  As I was digging in, I became curious about a couple of other things.  I wanted to know if it is best to use the same buy-and-sell parameters or to use different ones.  Also, I wanted to know if, when optimizing the parameters, it is preferable to sort for best annual gain or for best UPI.  Even though the extra work was done to answer these questions, I left it out of my first article because it would have made the article too long.  This extra work is discussed here and it is included in the other files in CFI-MAM.ZIP.   Look at Figure B above and notice that these added purposes are listed there.   Figure C below best answers these questions.
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Figure C.  Best choices for sorting.





As you can see, the choice of sorting by best annual gain versus sorting by best UPI is linked to whether or not we use the same buy-and-sell parameters. 





Assuming that you want to use MAM to gain an edge, which combination above works best for your purpose?  By the way, Average Percentage Annual Gain will be referred to as APAG.  As far as UI, UPI, and APAG, it does not make much difference, but for best Curve Fitting Index, it does.  When using MAM, it is preferable to sort by best UPI using the same buy-and-sell parameters.  You have as good a chance of making money this way as you do by sorting for best annual gain using different buy-and-sell parameters.  However, you have an even better chance of making what you think you will after you have optimized the parameters.  In other words, the CFI is smaller.








DISCUSSION ABOUT FastGraph





FastBreak can be used with or without FastGraph.  If you use FastBreak alone with MAM, using the same buy-and-sell parameters and sorting for best UPI would make sense.  If you have FastGraph, I suggest that you experiment with the contour graphs and other tools it provides to help you choose the best parameters.  You can divide the test time period into two smaller periods to compute the UI, UPI using two out-of-sample periods as I did in my article.  Also you should compute the CFI. I strongly recommend that you do these things as a check to see how robust your trading system and buy-and-sell parameters are.  The only difference is that you would be using the tools in FastGraph to determine parameters instead of obtaining them by sorting in FastBreak. 





You might argue that you are forced to choose two optimal parameters when FastGraph is used and that optimizing one parameter alone gives less opportunity to curve fit the data.  That is true, but it is likely that the advantages of choosing parameters in FastGraph will outweigh the disadvantage of using two optimal parameters instead of one. 





�
THE TWO FACES OF MAM





MAM as presented in my FastTrack Monitor article looks different from MAM as presented in my TASC article.  The exception is that the Trade script I presented in my FastTrack Monitor article uses MAM as presented in my TASC article. 





 There are two differences between the two ways of presenting MAM: the scale used, and where the "zero" line is.  The "zero" line is at “one” for MAM in the FastTrack Monitor Article for the sake of simplicity and to be consistent with the way it is implemented in FastBreak.  When I wrote the TASC article, I had been using MAM as an indicator on a chart.  I believe a chart looks better when the "zero" line is really at zero.  A larger scale is easier to interpret on a chart; therefore I used the 100 multiplier.  





In addition, this form of MAM, with zero centerline and 100 multiplier, has other advantages.  





1) It is better for general ranking of funds because the results are comparable to ranking in FastTrack.  In other words, a FastTrack rank and a MAM rank as presented in my TASC article share the same centerline and scale.  





2) The 100 multiplier makes MAM into a percentage and that is better to work with.  Let's say that you use a momentum period of 10 days on a chart for a fund and the MAM indicator is at 6 for today.  The momentum, actually Most Anchored Momentum, is now 6 percent over a period of 10 days.   If the NAV of the fund continues at exactly the same rate, it will increase by 6 percent during the next 10 days.





MAM AS PRESENTED IN THE TASC ARTICLE:





   	MAM, as presented in TASC = MAM for viewing = 100 * ( (EMA / SMA) - 1 ) 





Now let’s convert this to MAM as presented in my FastTrack Monitor article.  You can see that if you remove the 100 multiplier and shift the "zero" line to “one”, it becomes:





   	MAM, as presented in FT Monitor article = EMA / SMA





In both cases, the SMA period = (2 X Momentum-Period) + 1. 








�
RANK AND EMAR CAN HAVE TWO FACES TOO





If you wish to create indicators in technical analysis software similar to MetaStock and SuperCharts and view them, then you might like to see RANK and EMAR converted to a form similar to MAM, as presented in the TASC article.  The "zero" line is really at zero and the scale would make these indicators similar to a percentage.  This form is better for viewing.





   	RANK for viewing = 100 * ( (Today's NAV/ Older NAV) - 1)  





 Here the momentum period is the number of days between today's NAV and the older NAV.





   	EMAR for viewing = 100 * ( (Short EMA / Long EMA) -1)








WHAT ABOUT A MOMENTUM PERIOD FOR EMAR?





I don't know a way of relating a Long EMA period to a momentum period for EMAR in the same way that the SMA period is related to the momentum period for MAM.   I have found it useful to approximate a similar relationship by using the relationship between the SMA period and the momentum period from MAM.  





Let the Long EMA period for EMAR be equal to:  (2 X Momentum-Period) + 1.





Actually, an EMA leads an SMA that has the same period, so you might want to use something larger than (2 X Momentum-Period) + 1 for the Long EMA period (but I don't know what it would be).  If you plot EMAR and MAM on top of each other, you will see that they are quite similar  when you use (2 X Momentum-Period) + 1 as both the Long EMA period for EMAR and the SMA period of MAM.  For this reason, (2 X Momentum-Period) + 1,  is  practical  for the Long EMA period of an EMAR, even though it does not correctly represent a momentum period.  








MORE GORY DETAILS ABOUT THE COMPARISONS: 





Most of the results are summarized in compare1.xls through compare5.xls;  they are all similar.  If you stick with me as I go through the details of compare1.xls, you will understand the rest.


 


Compare1.xls is a combination of three sub-tables: left, middle, and right, for using the same buy-and-sell parameters.  It serves several purposes.  The left and middle sub-tables are set up to compare RANK, MAM, and EMAR.  They use two sorting methods: best UPI and best annual gain respectively.  The right sub-table uses data from the left and middle sub-tables to determine if it is better to sort for best UPI or best annual gain when using the same buy-and-sell parameters.   


�


�
We get two tests for the price of one.  Notice that two sets of two buy-and-sell parameters are listed.  The first set was determined from optimization during Period 1.  In this case, Period 2 was the out-of-sample period.  The second set of buy-and-sell parameters were determined by optimizing during Period 2.  Period 1 is the out-of-sample period.   This is equivalent to testing fourteen trading systems by conventional means instead of testing only seven trading systems.





The numbers in all of these tables for UI, UPI, and APAG are honest numbers; only the results from the out-of-sample periods are used to calculate each of them.  Each is an average taken from two separate tests. As an example, UI is actually the average of two UI's, one in which the in-sample period is first and one in which the in-sample period is last.  CFI requires numbers from both the in-sample and out-of-sample to make a comparison between those periods.  It too uses an average of two tests.





Notice the in-sample row at the bottom of the left and middle sub-tables.  There are three relative percent UI's shown: one for RANK, one for MAM and one for EMAR.  It works the same way for UPI, APAG, and CFI.  Notice that the three related in-sample UI numbers add up to 100.  Similarly, so do the numbers for UPI, APAG, and CFI.   The bottom left number, 33.4 in-sample UI, is a percentage of the in-sample UI for RANK, MAM, and EMAR totaled.  If the in-sample UI were the same for each, then each would be 33.3.  Since we want UI to be as small as possible, MAM is the best with an in-sample UI of 30.1.  Now you can judge UPI, APAG, and CFI, too, for each sub-table.  Look at the top of the two left sub-graphs.  You are reminded that the smallest number is best for UI and CFI.  Similarly, the largest number is best for UPI and APAG.   





Notice that each buy-and-sell strategy gives similar results when you look at UI, UPI, and APAG.  The big difference is with CFI.  This tells us that in general, if we use one of the buy-and-sell strategies that is not as good as MAM, we will probably make nearly as much money.  The difference is on the order of only a few percent annually.  See the bottom of compare1.xls through compare4.xls.  The biggest advantage of MAM, in comparison to RANK and EMAR, is that its CFI is significantly less.  In other words, its curve fits the data significantly less.  Your expectations will be more realistic when you use MAM.





Now look at the right-hand sub-table compare1.xls.  The numbers here are calculated from the left and middle sub-tables.  As an example, the in-sample UI for RANK from the left and middle left sub-tables contribute to the relative ulcer index.  The relative ulcer indexes related to RANK for all the trading systems is averaged and listed at the bottom and similarly for EMAR and MAM. 





Each column of the right sub-table works the same way; if you understand this average relative ulcer index, you will understand the others.  In the case of RANK, it is telling you that if you use same buy-and-sell parameters and you optimize for best UPI, you're going to get a relative UI that is likely to be 8.9 percent greater than if you optimize for best APAG.  So, for best UI when using the same buy-and-sell parameters, it is advisable to sort for best annual gain. 





Since the relative UI is  -1.9 for MAM (and this is so close to zero), it hardly makes any difference if we sort for best APAG or best UPI, as far as UI is concerned,  when using the same buy-and-sell parameters with MAM.  


�
The conclusions for Figure 1 (Results of comparing RANK, MAM and EMAR) in my FastTrack Monitor article came from the left and middle sub-table of each compare1.xls through compare4.xls.  Likewise, the conclusions for Figure C here came from the conclusions listed at the bottom of the right sub-tables on compare1.xls through compare4.xls. 








CONTACT ME IF YOU HAVE QUESTIONS





I am happy to answer questions and I like to hear about your experiences. Let me know about your use of MAM in trading systems or for ranking, and how the CFI (Curve Fitting Index) has benefited you.  My Internet address is:  Rudy_S@Pacbell.net.





Rudy Stefenel


