


	
		×
		

	






    
        
            
                
                    
                        
                    
                

                
                    
                        
                    
                

                
                    
                        
                            
							
                        

                    

                

                
                    	
                            Log in
                        
	
                            Upload File
                        


                

            


            
                
                    	
                            Most Popular
                        
	
                            Art & Photos
                        
	
                            Automotive
                        
	
                            Business
                        
	
                            Career
                        
	
                            Design
                        
	
                            Education
                        
	
                            Hi-Tech
                        


                    + Browse for More
                

            

        

    



    
        
            
                
                

                
                	Home
	Documents

	Martingale Bet Sizing in Drawdowns



                

    
        
            

                
                    

                        
                            
                                




                            

                        


                    

                

            

        

    


    
        
            prev

            next

        

        
            
                
            

            out of 4

        

    








                
                    Martingale Bet Sizing in Drawdowns


                    
                                                Download PDF
                        
                        Report
                    

                    
                        	
								Upload

									buzz-gordon
								

							
	
                                View

                                    229
                                

                            
	
                                Download

                                    0
                                

                            


                    

                    
                    
                        
                        
                            
                                    
Facebook

                        

                        
                        
                            
                                    
Twitter

                        

                        
                        
                            
                                    
E-Mail

                        

                        
                        
                            
                                    
LinkedIn

                        

                        
                        
                            
                            
Pinterest

                        

                    


                    
                

                

                    
                    Embed Size (px)
                        344 x 292
429 x 357
514 x 422
599 x 487


                    

                    

                    
                                        Citation preview

                    	
8/2/2019 Martingale Bet Sizing in Drawdowns

1/4

Te Future of System Developmet Part 4

Martingale Bet Sizing in Drawdowns

A small Martale bet-sze stratey could mprove te performace of a
trad system, especallywe t comes to te frequecy ad let of ts
drawdows. But t also comes wt a few eatve

aspects wort cosder before t s added to te overall stratey.
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F1) Drawdow Aalyss i

Fure 1 sows te developmet of all drawdows over twt te developmet
of te averae drawdow.

Source: Tra

Do you beleve your tradsystem? if so, ow do you adlets drawdows?
At least amote tred-follow traders wtte maaed-futures world tas bee
a lo-tme trut tatte tme to vest s we tsare look te worst ad
tesystem actually s los moey.Te reaso as bee tat teequty stream of
a tred-followsystem follows a so-called

mea-reverso patter, wcstpulates tat after bad tmes,ood tmes
always follow.

Aoter way to put ts would be:Te worse ts look te bettertey
actually are, f you ca olyovercome your fears of vestwt a stratey
tat curretly sdo poorly.

if you subscrbe to te aboveas true, ad you really wat to putyour
moey were your mouts, te t to do a drawdowwould be to crease
your

posto sze for all upcomtrades stead of scal back,as you ormally
would. Te mostextreme of suc stratees softe referred to as a
Martale

bett stratey. Us a trueMartale stratey you woulddouble your bet
sze after everylos bet, so tat we younally have a winner you
wouldend up with a net prot equal tote tal bet. however, f tatwer
fals to materalse wta few trades you wll quckly obroke.

it follows te tat us aMartale bet-sz stratey,

you ave to be careful.Remember suc trad debaclesas Lo Term
Captal te 90s,or, for tat matter, every rouetrader tat as bee te
ewsover te last several years. Wattey all dd was to o from badto
worse by creas ter betszes too aressvely, wctey tred too ard to et
backto eve after a los streak. its process tey all sfted tertrad
oals from maxmsprots in the long run to showing

any type of prot as soon aspossble preferably already byte ext
perod or trade.

Tat sad, aoter mstaketey probably all dd was to

F2) Drawdow Aalyss ii

Fure 2 sows te amout of tme spet drawddrawdows, toeter wt te
developmet of te averdrawdow.

Source: Tr

Tomas Strdsma

Mr Tomas Strdsma s a

parter of Alfakraft Foder,

were e maaes two

fuds (Alfa Commodty ad

Alfa Eery). he as bee

develop stratees for

model-based vest sce

te early 1990s. Pror to jo

Alfakraft Foder, Mr Strdsma

maaed clet moey

te FX markets. he also s a

freelace aalyst ad autor

of te two books Trad

Systems Tat Work (2000) adTrad Systems ad Moey

Maaemet (2003).
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act pac, wtout a toutout ad tested stratey. Aswt everyt else
trad,Martale bett does ot aveto be all black or wte. Terestll are
several sades of rey betwee te extremes ad usa systematc trad
approac

this can be ne-tuned to increaseyour systems performace orat
least create a performacepatter better suted to yourtrad style ad
psycolocalmakeup.

The Theoryi s book Te Leverae SpaceTrad Model (Wley Trad,2009),
te famous moeymaaer ad autor Ralp Vcedscusses suc a rey-areamodel
for Martale bett

wt a systematc tradstratey, wc e calls a smallMartale bett
approac.He does so after rst concludingtat most traders or vestors
doot prmarly cocer temselveswith maximising prots in thelong run,
but rather rst andforemost strve to sow ayprot at all over the next
tradingperod. i do so, ordaryxed-fractional or optimal f typebett
stratees wll fal tem assuc stratees ted to produce

lo perods of modest eatvereturs, followed by quck adue postve
returs. (.e. teretur stream would follow aslow mea-reverso patter
as t

would uctuate around its long-term averae rowt rate.)

Accord to Vce a smallMartale bett strateysould be
psycolocallyeaser to mplemet as t woulddecrease te amout of tmespet
a drawdow. Tat s,

the ebbs and ows of yoursystems equty stream wouldrepeat
temselves qucker admore frequently. The ip side totat co, accord to
Vce,s tat te drawdows weus a Mar tale-type strateyare lkely to
become larer. Tequesto te s: how mucsorter ad/or larer wll
tedrawdows become we usa Martale-type stratey?

Luckly for us ts ca betested, us a moder system-

test platform, suc asTradersStudo or Trad B lox,wc bot allow us
to testdyamc moey maaemetprcples o a larer portfolo.For ts test we
wll be usTradersStudo ad a basctred-follow stratey appledto a
basket of 20 commodtyfutures markets. Te actualetry/ext stratey s
ot ofterest ere, so t wll ot bedscussed. istead, wat we wlllook at
s ow to make smple

alteratos to te bet-szformula te TradePla moduleof te software
to see watwe ca lear about Martalebett.

The Codei s book, Ralp Vce used arater complcated formula for
ssmall-Martale stratey. For ourpurposes we wll keep ts abt smpler.
Frst, we eed to keeptrack of our latest equty peakwt te elp of a
max fucto:

HighEquity = Max(HighEquity[1], SummEquity)

Secod, we eed to calculatete curret drawdow per cetfrom ts
peak:

HighEquity / SummEquity - 1

Wt tese steps doe we wll oo ad troduce a drawdowfactor
(DDFactor) ad apply tas dcated te fully coded

TradePla scrpt (see fo box).

Running a Few TestsFrom te scrpt t follows tat aDDFactor of zero
wll keep tebet sze costat relatve to tecurret equty at all tmes,
wlea DDFactor of 1 wll keep tebet sze costat relatve teamout as t
were at te equty. Tus, as te drawdowcreases dept te bet szewll row
relatve to te amoutof rema accout equty.

icreas te DDFactor to 2 ad3 wll accelerate te rowt of tebet sze
furter as te drawdowcreases dept. A DDFactorof 3 would te mea tat
te

Test Statistic 0 (0.190%) 1 (0.176%) 2 (0.163%) 3 (0.1

AAR 23.65% 23.56% 23.23 22.6

Sharpe ratio 1.1671 1.1762 1.1810 1.18

Max DD 22.77% 23.57% 24.14% 24.7

Longest DD 321 days 321 days 249 days 248 d

Avg. DD depth 3.68% 3.61% 3.53% 3.3

Avg. DD time 26 days 25 days 25 days 24 d

Tot. DDs # 188 194 199 20

Tot. Peaks # 423 433 444 45

T1) Drawdow Factors ad Base Rsk per Trade

best sze would crease at twcete pace t ormally would
avedecreased, so tat at a drawdowof te per cet te best sze wllbe 20
per cet larer ta t wasat te equty or over 30 percet larer ta t
sould avebee for te curret equty.

To start test we eed to

set some becmark values.Sett te DDFactor at zero, te

costat rsk perper cet of te cad ru te markets over a 2perod, we
et tstatstcs:

Averae Aual 23.65%

Sarpe Rato: 1.1Max Drawdow

Markets Used in these Tests

Curreces: Australa Dollar, Euro, Japaese Ye

Eeres: Crude Ol, natural gas, gasole, heat

gras: Cor, Soybeas, Soybea Ol

iterest rates: germa Bud, US 10-year Bod

Metals: gold, Slver, Palladum, Copper

Msc: Coffee, Cotto

idexes: DAX, DJ Euro Top-50
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Loest DD: 321 daysAverae DD dept: 3.68%Averae DD tme: 26
daysTotal number of DDs: 188Total number of Peaks: 423

now, we wll test for dfferetDDFactors, wc meas we

eed to lower te base rskper trade so tat we am for asmlar averae
aual retur.Te base rsk per trade ssmply te smallest percetaeamout
of equty we wll rskper trade, wc we wll do atte equty peaks. Table
1 vesus some terest statstcs toaalyse (te rtmost colum,

wt a DDFactor of -1 wll becommeted later te artcle).

The rst thing we notice is thatte larest drawdow creasesfrom
22.8 per cet wtoutMartale bett to 24.8 percet wt te most
aressveMartale bett, wle te

loest drawdow peroddecreases from 321 days to 248days. Bot tese
observatosare accordace wt Ralp

Vces teory. Wat s surprss tat te larest drawdowcreases wt a
relatvelymodest amout wle te loestdrawdow perod
decreasessignicantly.

note tat for temost aressveMartale stratey,wt a larest

drawdow of 25 percet te bet sze wllbe twce te sze tsould ave bee
or50 per cet larer tat was at te equtypeak, so tat te rskper trade
would beapproxmately 0.3per cet (0.151 * 2) ofequty. however, tss
stll oly 50 per cetlarer ta te oralbet sze of 0.19 per

cet of equty tatwe would ave keptcostat a ormalo-Martale
bettstratey. Clearly ts

speaks for us a small (yetaressve) Martale stratey.

Te developmet of teaverae drawdow deptalso speaks for us
teMartale stratey as t surprsly decreases wt tearessveess of te
bett.

Te bottom two rowsconrm the theory thatMartale bett wllcrease te
frequecywt wc te accoutequity will ebb and owaroud te
systemslo-term averaerowt rate. Lastly,te Sarpe Ratoalso creases as
wecrease te Martalearesso, wcas to be cosdered

aoter postve.i total, ad so far,everyt seems to be speakfor us a
Martale bettstratey.

To someow verfy tat teseresults are no uke we alsoreverse te
reaso for tedrawdow bet sze ad testow te stratey wll perform fwe
decrease te bet sze adrawdow more ta wat wouldave bee te case for a
statcxed-fractional betting model.

i ts case we wll decreasete posto sze wt twce teormal speed. To
do so, wesmply alter oe le of code te TradePla scrpt to:

Sub SizeRunningEQ (PercentRisk as Double)

Drawdown Martingale WeightDm TsBar As iteer

Dm DDFactor, DDWet As Double

Dm hEquty As BarArray

TsBar = Barnumber - FrstBar

if TsBar > 0 Te

hEquty = Ma x(hEquty[1], SummEquty)

DDFactor = 0

DDWet = (hEquty / SummEquty - 1)

* DDFactor + 1

Else

DDWet = 1

Ed if

Adjusted Risk per Trade

PercetRsk = PercetRsk * DDWet

SzeUsTradeRsk(SummEquty, PercetRsk, -1)SzeForTotalExts

Ed Sub

DDWeight =(SummEquity / HighEquity - 1)* DDFactor + 1Where:
DDFactor = 1

Te results are sow te rtmost colum (wt aDDFactor of -1) Table 1.
Tey

bascally sow te opposteresults of te oter colums,conrming the
validity of theMartale stratey.

ConclusionWeever we alter or addcomplexty to a trad system be t
te executo code or te moey maaemet code t s mportat to rememberwe
are also creas te curve

tting of the model. Thereforewe eed to always keep mdwy we do te
alteratos adbe careful decd wetereac cae s wort t or ot.

i ts case te of te measuredrater small, wus to decde tewort
t.

however, keeprmary reaso ts mt sway

ddmoprodelelofro30taqucco

AMa

strsydecrease te amspet drawdothe system be pofte. Te eatstratey
s tat tmt become sFor our tred-foa signicant declet of our locombed
wt mequty s, dclude ts bet-

te system for mperformace. hooter trad sysbe aalysed
adcase-by-case ba

Adding a small-Martingale bet-sizestrategy to a trading

system could decreasethe amount of time

spent in drawdowns.
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