Optimization mistakes that can kill trading
strategy performance

Bob Pardo from Pardo Capital shares optimization mistakes that impact traders




Disclaimer

Government Required Disclaimer - Commodity Futures Trading Commission states:

Futures and Options trading has large potential rewards, but also large potential risk. You must be aware of the risks and be willing to
accept them in order to invest in the futures and options markets. Don't trade with money you can't afford to lose. This is neither a
solicitation nor an offer to Buy/Sell futures, stocks or options on the same. No representation is being made that any account will or is likely
to achieve profits or losses similar to those discussed in this document. The past performance of any trading system or methodology is not
necessarily indicative of future results.

CFTC RULE 4.41 - HYPOTHETICAL OR SIMULATED PERFORMANCE RESULTS HAVE CERTAIN LIMITATIONS. UNLIKE AN ACTUAL PERFORMANCE
RECORD, SIMULATED RESULTS DO NOT REPRESENT ACTUAL TRADING. ALSO, SINCE THE TRADES HAVE NOT BEEN EXECUTED, THE RESULTS
MAY HAVE UNDER-OR-OVER COMPENSATED FOR THE IMPACT, IF ANY, OF CERTAIN MARKET FACTORS, SUCH AS LACK OF LIQUIDITY.
SIMULATED TRADING PROGRAMS IN GENERAL ARE ALSO SUBJECT TO THE FACT THAT THEY ARE DESIGNED WITH THE BENEFIT OF
HINDSIGHT. NO REPRESENTATION IS BEING MADE THAT ANY ACCOUNT WILL OR IS LIKELY TO ACHIEVE PROFIT OR LOSSES SIMILAR TO THOSE
SHOWN.

Data, information, and material (“content”) is provided for informational and educational purposes only. This material neither is, nor should
be construed as an offer, solicitation, or recommendation to buy or sell any securities. Any investment decisions made by the user through
the use of such content is solely based on the users independent analysis taking into consideration your financial circumstances, investment
objectives, and risk tolerance.
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#1 - Analysis of optimization runs

e Overall % of profitable optimizations is low
* Majority of optimization results should be profitable
e Optimization results should be evenly distributed

e Optimization results are relatively interchangeable —

= would you be comfortable with the least profitable as well as
the most profitable?

» Prefer a small range of profits rather than large variations

e Lower profitability runs are at the outskirts of the
optimization space

Bob Pardo
Pardocapital.com

LR N
oooooooooo
''''''''''

system trader:::iiiiiiiis Capital Limited

vy
m
-
_I
m
N




#2 - Targeted optimization

e Optimizing to reduce a specific losing period
e Relying on one extremely profitable period
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#2 - Targeted optimization

“You’re much better off with a robust system with a large drawdown than
a system with a small drawdown that is not going to perform at all.”
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#3 - Step size and parameters

e Small step sizes can lead to curve-fitting

 Want stable optimization results for all steps - peaks in
results can be dangerous

« Some parameters may not be suitable for optimization at all
e Optimizing stop loss and target size can lead to over-
fitting/cherry picking

e Does the parameter change impact a small number of trades
or a large number of trades?
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#3 - Step size and parameters

“If your optimizations are really only knocking out one or two big losers,
or picking one or two really big winners...

that’s very, very dangerous.”
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Ssummary

* % of optimization runs that are profitable
e Optimization targeting a specific drawdown or profitable move

e Size of optimization steps and parameters suitable for
optimization
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