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by Guy R. Fleury

“If you want more, you have to do more”

This short paper deals with the impact of using stop losses in a long term
stock trading strategy. It concludes with they are not that helpful in the
alpha generation department since overall the system presented can't
even beat the market averages.

The Stop Loss Revisited

What is it you want? The money, the entertainment, recognition, or maybe just something to
talk about as if you were in the know of worldly events. Just in case it is the money, then you
might appreciate what follows since it is all about your long term portfolio protection.

This is a 3-part series that elaborates on the use of stop losses in stock trading strategies. |
think you will be able to benefit from my observations. To skip the text, examine the charts for
what they have to say.

From the outside, the “game” is easy. You buy shares of some prospering company, wait for
the price to go higher, then sell back at a profit, if so desired. Easy, and yet, from what we can
see from all market participants, so difficult. Most trying to play the trading game have a hard
time just beating the averages. Not surprisingly, some go as far as failing at it altogether.

The problem does not come from not understanding what to do.

You don't need to explain to anyone the mechanics of a trade for too long. It is not as if there
was something esoteric or mysterious in its execution. On our computers: we screen
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candidates, select a stock, an entry price, press enter, wait for some time (could be a long
time) and then press enter again to exit the trade. You can even automate the process and
have a machine do it all for you.

The real problem is in the ability to extract lasting profits, and | do put emphasis on lasting
profits. It is not in one's ability to extract some profits on a trade here and there. It is over the
long term, say over 20 or 30+ years that the real challenge resides. It requires knowledge,
skills, and patience to extract more profits than losses from one's trading activity. Meaning the
accumulated profits generated alpha over the years, thereby exceeding average market
returns, hopefully by a wide margin.

A single trade is nothing, especially if it is short term. Because from there, the immediate
question is: what next? What do you do for an encore? With for second question: how big was
that short term profit anyway? What bet size was required to achieve it? Can it be duplicated
and how often?

If you are building a retirement portfolio for yourself, or managing other people's portfolios, the
longevity problem is a major concern. It will be followed by more questions: can you assure
me your portfolio will be worth more in 30+ years than today? Will it outperform index
averages? Will you really generate positive alpha? You should want answers to these
questions now, before undertaking this long journey.

If you consider answering those questions as depending on the outcome of a series of
applied random bets and say: maybe. Then, my suggestion is stop reading this, and stop
playing. You are simply gambling your future away with for final probable outcome nothing
substantial to show for it. Might as well quit while you are still ahead and do some good; give
away what is left of your portfolio to needy people. Or, buy some low cost index funds, at
least, by doing so you will end up positive, even if it is most likely just average positive which
is still much better than just preserving one's capital or losing it.

When you lose at this game, you are feeding the rich and those that have learned to play the
game. Somehow, the cash you lose will end up in somebody else's hands, and most probably,
they are not poor hands, since poor people simply can not afford to play the game.

Take a closer look at long term winners. What do you see? Short term traders? No, all you
see are long term traders/investors having mostly a Buy & Hold mentality, and can swing
trade whenever they find it appropriate, meaning potentially rewarding. At the end of the day,
all shares are in someone's hands.

Some don't get the math underneath it all. Like you will often hear: always use a stop loss to
protect your capital. But you seldom see any kind of demonstration as to the effectiveness or
validity of the saying. Answers to questions like: is it more profitable to have a systematic stop
loss in place in your long term trading strategy? Can your trading strategy really last that
long? How many times over a stock's price history can you execute your type of trade? Will
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your trading strategy fail with time as so many do? All valid questions, but most often, not
answered.

Just yesterday, | read the following conclusion to someone's article on trading, here is a direct
quote:

No matter what your strategy or when you decide to enter, always
remember to use protective stops and you’'ll be around for the next trade.
Capital preservation is always key!

It is said as part of what | consider trading advice folklore, is widespread, and can be seen in
financial literature all the time. But, usually, nothing is provided to substantiate the claim.

Sure, on one trade it appears as common sense: preserve your capital, and it is key,
otherwise, not preserving implies you are losing or going broke. But, what happens when you
really apply stops to a trading strategy is not covered, only that you should execute stops. It is
not enough.

You should know why you apply stops and what they will do to your long term portfolio.
Otherwise, you are operating in the dark, and if you don't know why you are doing something
in this game, then you should not be surprised if the market has more than a few surprises
(lessons) in store for you. A lot of them, and not so pleasant since most probably they will cost
you.

There are not that many ways to show if a stop loss trading strategy has value or not. It is
easy to demonstrate on a single trade that a stop loss was a good idea. | could show you
hundreds of example where getting out of a trade using a stop was the thing to do. But how
about over a long term trading interval? How about over hundreds of trades? Will the winning
trades more than compensate for all the executed stops?

One can test this on long term historical stock prices series and tabulate the results. Doing
such a back test will also reveal the strengths and weaknesses of the programmed trading
procedures and show their general behavior over time. But, if you do not do the testing job
properly, then what would have been the purpose of having done those tests? You need to
build on solid foundations.

There is also this notion that if you don't do the tests, then what could you claim? Wouldn't
that advice be just other expressed opinions without corroborating statistical evidence? A
backtest can certainly be revealing by showing a strategy's idiosyncrasies when put on the
table for all to see.

Common sense still needs to prevail.
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An Inquisitive Backtest

| opted to test the protective stop loss hypothesis starting with the notion of having a 10%
trailing stop loss. The intention is to buy stocks on their way up and sell them later at a higher
prices (see intro, part 1). To execute a trailing stop, you first need to buy some shares, so |
also put in a 10% trailing buy order from a bottom.

The price will need to go up by 10%, after having reached some lower point. Then a purchase
will be automatically initiated after that 10% rise, actually the day after. It is the same kind of
operation as the trailing stop, but on the buy side.

Based on these simple conditions one should profit long term since stock prices over
extended periods of time tend to go up. You wait for the stock to go up 10% and buy, then
wait until a 10% drop in price from its next high mark to get out. If the stock price does not
drop by 10%, it will result in you holding on to the shares for as long as it takes to get a 10%
dip. The method almost guarantees you to have some winning trades. The probability of
having some profitable trades is asymptotically approaching 1, if not almost surely equal to 1.
Overall long term portfolio profitability is another question.

Designing such a trading script is relatively easy to code, but if you do only the 10% trailing
stop case, it might not be that revealing or conclusive. So, | went for changing the stop loss
setting from 1% to 40% by 1% increments and doing the test over a 20-year period, actually
over 5,281 trading days (20.9 years). More than sufficient to make a point. At least long
enough to silence those that would say: you selected too short a period where it work or didn't
work.

The purpose of doing the test is to also answer questions like: what should be the preferred
stop loss setting? How many stops will be executed over the trading interval? How much
overall ending profits were generated using this supposedly “protective” stop loss technique?

Initially, trades were set at $10k each with a $100k reserves, thereby starting with a 10%

portfolio bet. The outcome of the test - using the same stocks as in previous recent tests - is
shown in chart #1 below.
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#1 ABT - Trailing Stop (1% to 40% trailing stops)
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ABT 1 202233 028 £64,00 40,3 1,29 1,90 259 BEE 0,31 2,04 0,34 21 042 042 102 254
ABT 2 1140906 052 380,00 874 1.21 184 132 74 030 567 024 1,76 029 225 8.4 425
ABT 3 1420236 063 234,00 4017 139 2,08 235 543 061 853 036 1,03 062 0,20 7.03 2,15
ABT 4 1093424 050 173,00 36,99 132 226 1,65 536 055 639 028 1,24 040 021 7.2 279
ABT 5 1602604 07 122,00 4344 1.60 208 274 548 132 824 03 1,22 058 0,00 8.14 237
ABT & E40294 0,30 95,00 4316 1,35 166 066 833 068 346 017 1,86 016 0,00 778 5.45
ABT 7 3aEE 01e 77,00 45,45 114 1,38 032 980 046 196 0,10 1,72 0,09 1998 7.8 592
ABT 8 171740 0,08 61,00 4262 033 125 014 11,70 027 119 003 1.8 0,04 .47 775 639
ABT 8 115144 0,08 43,00 42,86 1,06 143 012 3,34 028 064 0,04 1,74 0,03 3152 776 575
ABT 10 205704 010 42,00 133 113 226 028 71 049 115 007 1,38 007 587 783 4,08
ABT 11 22005 010 34,00 235 114 240 022 430 066 119 007 151 007 2474 788 552
ABT 12 122283 0,06 30,00 W/ET 1,08 1,86 013 834 041 065 0,04 1,44 0.04 17.08 8.07 550
ABT 13 1042286 047 24,00 45,83 1,78 210 1132 809 433 49 024 1,69 028 210 8,78 412
ABT 14 30953 042 22,00 50,00 172 172 034 52 413 430 021 159 026 1,36 8.83 442
ABT 15 1666352 0,74 13,00 3333 236 455 1,31 10,41 936 6,84 034 231 032 0,00 554 553
ABT 16 180220 0,79 16,00 2,25 264 582 154 EL:E 1127 7,26 037 28 037 0,00 98 555
ABT 17 2000583 047 13,00 B46 352 565 1.94 452 1544 747 040 1,85 047 0o 1013 474
ABT 18 2756999 117 11,00 5455 7.3z 611 321 703 2510 10,03 052 2,00 053 1241073 282
ABT 19 2862008 1.21 9,00 £6,67 1402 7.07 430 553 3200 1077 054 194 062 0o 1089 210
ABT 20 28MLH 119 2,00 66,67 1237 621 422 558 3164 1068 053 192 0,62 000 105 214
ABT 21 571543 1.08 3,00 66,67 9,04 453 348 5351 2867 966 048 1,47 056 030 1067 248
ABT 22 2469442 1,08 2,00 75,00 11.44 384 344 597 091 9732 042 199 053 0o 1020 241
ABT 23 2189009 035 8,00 75,00 679 227 248 735 7. 848 042 211 045 000 1033 353
ABT 24 2262902 0,43 7.00 7143 6,65 268 244 773 3247 7.98 041 2,03 043 0o 1128 340
ABT 25 2511029 1.07 500 100,00 IMF INF 312 £.71 5039 243 0432 1,85 053 083 1188 303
ABT 2% 2453453 1.0 500 100,00 INF INF 308 668 4335 831 042 1,86 056 0s0 1179 306
ABT 27 2442448 1.05 5,00 100,00 INF INF 308 £64 48,09 828 042 1,64 057 05 1179 303
ABT 28 2338702 1,00 500 100,00 IMF INF 290 B 4689 7.99 041 187 054 043 1173 312
ABT 23 3245365 1.3 4,00 100,00 INF INF 263 54 80.97 830 045 234 057 047 1483 302
ABT 30 15TEITS 0,74 4,00 100,00 INF INF 2,05 £31 4150 1230 033 168 044 077 534 253
ABT 3N 16437 073 400 100,00 IMF INF 191 726 4122 11,09 037 158 048 053 £.02 254
ABT 32 1599989 07 4,00 100,00 INF INF 1,78 60 4024 1054 03 155 046 1,27 £.21 318
ABT 33 1552218 0,63 4,00 100,00 INF INF 1,70 Rk 3897 1023 035 152 045 1.4 £.18 326
ABT 4 1410234 063 400 75,00 54,69 1812 1.3 882 %39 331 032 148 043 1,88 817 407
ABT B 1388623 062 4,00 75,00 3208 1065 1,29 412 3466 843 031 145 043 1.81 631 420
ABT 3 1329585 0,60 4,00 75,00 1714 577 1,24 303 3383 902 031 143 042 0,00 6.0 432
ABT 37 124%75 056 4,00 75,00 1617 545 110 4.7 3181 832 029 140 040 0,00 6,10 482
ABT B/ 1192125 054 4,00 75,00 1083 37 1,03 441 3046 7.47 028 1,38 039 0,00 £.07 436
ABT 33 1115004 0,50 4,00 75,00 7.94 270 0,40 1057 2853 7,38 026 1,38 037 0,00 g1 547
ABT 40 1115004 050 400 75,00 7.94 270 090 1057 2853 7.38 0.2 138 037 0,00 6.1 547

In 39 of the 40 scenarios, the simulation ended with a positive result over the 20-year trading
interval. However, when one looks at the result from a profitability standpoint, it is not so hot.
In fact, those are dismal performance results. The APR column show that none of the
scenarios produce anything above a 1.5% CAGR (compounded annual growth rate), and that
is over a 20-year investment period. Drawdowns were tolerable, as could be expected, since
they were set by design at a 10% mark. After all, you were only risking $10k at a time. The
exposure column can attest to that too.

What stands out is the diminishing number of trades as the percent stop loss setting is
increased from 1 to 40 (see second column #OptVar1 on chart #1).
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#2 ABT - Number of Positions vs APR
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The above chart is also revealing, it shows that as the % trailing stop increased (#OptVar1 in
chart #1), the number of executed trades decreased (fifth column in chart #1), and a lot faster
than might be expected. This is normal since there are a lot more 1% drops than 10%, or 20%
ones. As the trailing stop percent increases, we see less and less trades. This is perfectly
depicted in the above chart.

So, technically, nothing of note except maybe gaining a better understanding of the stop loss
scenario process. With a $10k bet out of a $100k stake, the 10% trailing stop is not that
interesting after all, especially in the CAGR department. It surely suffers from low market
exposure or has a real allocation problem. But in building a diversified portfolio, one might find
a 10% of portfolio stake to be quite high for a single stock. Most often, that figure is much
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lower, especially if you put 50 to 100 stocks in your portfolio.

#3 ABT - Number of Positions vs Profit
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700 - 35000
500 A 1 30000
1 25000
500 A
'K 1 20000
400
M /\ 1 15000 &
(=18
0 iy
1 10000
200
1 5000
" K |
U T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T -SUUU
1 3 5 7 9 11 13 15 17 19 21 23 25 27 29 31 33 35 37 39

Trailing Stop (Percent)

|—Trades —u— Profit ‘

This can raise the question that the number of trades over the lifespan of a trading system will
more than matter, and most probably a lot. In the above chart (#3), only the right hand scale
changed compared to chart #2. Both charts are expressing the same thing, one as a percent,
the other as a dollar amount.

ABT did the most trades at the 1% trailing stop level (664 ), but it could not even come close to
achieving the performance level of a single trade as in a Buy & Hold scenario. Even the most
favorable outcome came in short by a factor of 20 to 1. This saying that the Buy & Hold
scenario was by far more rewarding.
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There is no surprise in these results. It is what logically should have been expected.

Anyone could have reached the same conclusions without even doing this kind of test. The
more you increase the stop loss level (from 1% to 40% in this study), the less the number of
trades.

It is like measuring how many trading opportunities were available over the entire trading
interval. The larger the trailing stop, the smaller the number of opportunities, or trades. This is
not for just one stock as depicted above, but can stand on its own as a general rule.

By increasing the stop loss level, one is also increasing the average percent profit per trade
as can be seen in the average profit % column of chart #1. But, this is done on a diminishing
number of trades. To the point where at about the 10% stop loss level, one might consider
that the trading method is losing statistical significance due to the reduced number of trades
(42 trades) over the 20-year period. The best behavior appears to be between the 17% to
29% stop loss level. At those levels, it is not everyone that would trade like that knowing
beforehand they will underperform even the averages of index funds. There is no alpha there.

A trading program applies a set of trading rules. In this case rather simple ones: rise by x%
from a bottom, get in; drop by x% from a top, get out. And none of the trailing stop scenarios
proved worthwhile even though almost all came out positive. It is just that it really was not
enough for the efforts deployed, and furthermore, this was a scenario requiring constant
monitoring of the situation over the years, day in and day out.

The trailing stop scenario as presented could be viewed as a variant of a simply moving
average crossover system. Instead of having variable entries and exits points, these points
are preset as a fix percent of price moves (from highs and lows). It becomes like changing the
length of the lookback period for a moving average, and as in this test simulate for a range of
lookback settings.

This view of variable entry and exit points has been covered before, for example in the Stock
Trading Strategy Experiment or more recently in the Value of a Stock Trading Strategy.

Too Much Reserves
Was it a case of too much reserves? After all, bets were only $10k on a $100k stake. This can

easily be answered. Simply redo the simulation with a $10k portfolio with $10k bets. Here is
that test:
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#4 ABT - Trailing Stop with $10k Bets & $10k Reserves

Chart | Peformance | Irades | Prgfit | MAE/MFE | Editor | Description | Analysis | Optimization  Results Explorer |
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5. = ‘ #Optv/ar | Prafit | APR | Trades | WwinfLoss | Profit Fac.. | Payaff Ratio | Recovery Faclorl Drawdawn % ‘ Avwg Profit % ‘ WL Scaore | Sharpe Ratio | WL Ertor Term | WL Reward Ra... | Equity Drop ... | Exposure ‘ Ulcer Index |
ABT 1 7I7.62 037 404,00 4035 1.02 157 017 -42,38 0.08 071 0,039 1307 03 2307 29,50 19.25
ABT 2 1887.09 0,83 225,00 40,00 1.06 1.66 029 -43.93 014 142 014 845 010 £.590 32.60 2306
ABT 3 11 017.43 360 137.00 4307 143 195 20 -35.24 064 E18 036 752 0,48 102 3768 1220
ABT 4 224645 097 101,00 I E2 109 195 0.34 43,26 037 14 014 1051 0,03 586 3|92 2818
ABT 5 776D 093 79,00 39.24 0.8 1.47 0.36 -46.11 on 338 -0 1204 0,08 523 40.0 2920
ABT [ 37336 -018 56.00 4464 057 135 0.06 -48.33 025 063 0,06 1754 001 -26.81 38,20 34.04
ABT 7 -1 647,66 080 45,00 46 67 088 115 025 52,25 om 338 0o 1757 004 749 3550 3351
ABT 8 138827 070 38.00 50,00 0388 098 025 -4B.77 012 252 0.0 734 009 786 40,51 2988
ABT 9 703844 257 26,00 57.14 169 1.36 118 -42.17 259 352 0.27 1213 021 20 4213 19,07
ABT 10 -904.65 -0.45 22,00 3182 088 221 0,15 60,32 013 173 001 131 003 1011 37.88 3058
ABT 1 588397 223 20,00 35,00 180 33 0.78 -48.86 3,28 228 024 1386 018 188 43,85 2494
ABT 12 -320,39 015 17.00 /23 036 2,04 005 -45.14 058 050 0.05 1231 -0 36,28 45,37 2735
ABT 13 4044.95 163 1200 467 145 269 0.34 -52.00 441 183 019 1354 012 231 42,60 422
ABT 14 7EIBTT 278 9,00 EEB7 23 161 054 377 837 434 030 1 024 142 3395 2507
ABT 158 1862292 513 9,00 jechel] 223 976 mm 37,24 21,43 651 044 1794 023 097 58,37 17.97
ABT 16 2509044 6.28 9,00 4444 280 7.26 1.66 3612 23 559 0.48 17.22 036 0e2 71.69 1721
ABT 17 1068121 352 7.00 4286 231 601 085 -43.55 1827 401 033 1243 028 129 45,44 2147
ABT 18 177777 4138 7.00 5714 364 5,85 124 -38.04 2240 587 0.41 1641 030 034 5167 1849
ABT 19 2689521 640 4,00 100,00 INF INF 249 3348 45,82 938 052 1729 037 05e 45,44 1BE5
ABT 20 56E24.83 9.45 6.00 8333 19.44 5.20 33 -36.29 45,74 7.23 0,62 1382 058 040 83.26 1493
ABT 21 1609242 457 £.00 EEB7 31 323 116 -38.88 2443 545 033 1687 023 037 5233 1888
ABT 22 11 084.34 3E1 3,00 EEB7 503 535 122 3179 3984 E78 038 1210 030 030 3B.31 2383
ABT 23 FREp=] 278 4,00 75.00 227 1.60 0.54 -43,95 2615 270 026 1431 013 160 51.10 3130
ABT 24 1194273 38 3,00 6667 298 2,86 083 -50.43 4352 365 033 1458 0.26 118 51.67 2453
ABT 25 21 368,64 553 3,00 100,00 INF INF 186 -41.11 5238 565 0.41 1634 035 084 58,18 19.47
ABT 26 4298270 825 4,00 100,00 INF INF 2,08 EAR| 5E,71 626 052 1488 058 055 92,38 1833
ABT 27 4319661 827 4,00 100,00 INF INF 2,06 411 56,66 527 052 1464 056 055 92.40 16.27
ABT 28 25 801.85 625 3,00 100,00 INF INF 183 -40.07 58,47 585 047 1825 034 068 64,07 23492
ABT 29 1072370 353 2,00 100,00 INF INF 1.06 3343 5247 781 034 1206 029 036 30.04 2788
ABT a0 1072370 383 2,00 100,00 INF INF 1.08 3343 6247 7.8 034 12,08 023 038 30,04 2788
ABT 3 5243453 910 3,00 100,00 INF INF 214 -43.36 102,39 5.27 0.56 14.30 0,64 053 97.85 1482
ABT 32 60 738,30 836 3,00 100,00 INF INF 213 -43.35 101,21 516 055 1450 062 052 98,34 15,00
ABT 33 43 834.95 8,88 3,00 100,00 INF INF 213 -43.35 10029 512 055 1453 0E1 053 98.38 1613
ABT 34 43 563,47 831 3,00 66,67 9284 54.11 2,08 -48.56 94.80 436 051 15.87 052 0s0 98.08 17.86
ABT k) 728276 263 2,00 50,00 998 1812 061 -41.77 3833 454 0.26 1053 0,25 136 3370 34,00
ABT 36 3826389 788 3,00 EEB7 27.08 17.20 206 -61.21 5233 4.00 050 1687 047 062 96.08 1933
ABT I TN 7E 200 EEE7 2672 1EE3 2,02 83,72 89,24 3EL 043 1740 044 0ES 9E 42 2107
ABT 38 4092104 805 2,00 100,00 INF INF 2,08 -43.56 1380 450 055 1466 055 055 90,30 21.26
ABT ezl 35 504.16 7.40 2,00 100,00 INF INF 2.06 -50.95 13560 429 054 1514 052 057 90,34 2218
ABT 40 33604.16 7.40 2,00 100,00 INF INF 206 -60.95 13560 423 054 1614 052 057 90,34 2218

Since this test is totally scalable, if you want to see bigger numbers, just add zeros to the
profit figure as well as the bet size and reserves. However, it should not change the number of
trades, the APR column, or the average profit % column as presented in chart #4. This to say

you would get the same CAGR as can be seen in chart #4.

A more visual representation of the profit distribution in chart #4 is given below:
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#5 ABT - Trailing Stop with $10k Reserves - Profit Distribution
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From the above chart, the profit distribution does not appear as if part of a robust system. The
highest profit occurred at the 20% trailing stop setting and you could get 8 times less by
setting it to 23%. Not that desirable a characteristic, too much dependence on a slight
variation. In no case any of the trailing stop settings exceeded the Buy & Hold profit ($72.879)
or its long term CAGR (9.9%), see chart #6.

The general drawdown level increased significantly compared to chart #1. This goes as well
for the exposure ratio which is more elevated. However, the number of trades was reduced
compared to chart #1. This is understandable too, the excess reserves in the first case
allowed for more trading. So, limiting the reserves does have an effect on performance.
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The Stop Loss Revisited

#6 ABT - Trailing Stop with $10k Reserves — APR Distribution

Number of Positions vs APR (ABT)
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Maybe the most important point being presented is that as the trailing stop setting is
increased, the number of trade opportunities decreases to a point where only one trade might
remain in the portfolio and thereby asymptotically approaching the Buy & Hold scenario from
under, just as the trend seems to suggest in chart #6.

At the 40% trailing stop level, there were only 2 trades executed over the 20-year period.
Another way of saying not statistically significant. And a system that trade only twice in 20
years is more a variant of a Buy & Hold proposition than anything else. One could call it a
system, but not that much a trading system.

It is however quite understandable that as you increase the trailing stop percentage less and

© 2016 June, Guy R. Fleury Page 11


http://alphapowertrading.com/index.php/about-me
http://alphapowertrading.com/images/divers/ABT_Trailing_Stop_Percent_10K_Positions.png

The Stop Loss Revisited

less trade opportunities exist. This is quite explicit in chart #3, the number of trades decreases
significantly having a steep negative slope at the lower stop loss levels. Levels at which
profitability is also decreasing, especially below the 10% trailing stop level. Above the 10%
trailing stop mark, one has to consider that such a system becomes statistically not that
relevant or significant even if it can show some profits.

Operating with a 30% trailing stop, which | think requires character, is shown in chart #5 as
not that productive whereas the 31% level produced 5 times more. It makes it a system that is
too sensitive to slight setting variations, and you don't know if another stock would respond
the same. Well, in fact, you do: they won't, each stock will behave differently.

Another Stock
Should the picture change that much if | change the stock under the microscope?

| picked FDX from the same 10-stock list | often use in testing trading procedures. If a stock
can pass my preliminary tests, then | can go further with the exploratory analysis.

It is when you change the stock under study that you can better view common elements. And
from there maybe extract further trading rules designed to help at the portfolio level and not
just apply to a single stock.

This trailing stop strategy does not care what the stock is in the sense that it is concerned
only with price movements. And all stocks, whatever their respective paths, with have variable
price fluctuations, each having their own signature. Still, for any stock, the number of tailing
stops are numbered. They get executed or not but the stops will be the same for everyone at
a particular setting. If a stock has dropped 10% from its recent high, it can be seen and acted
upon by all participants.

Notwithstanding, here are the results for FDX on the $10k scenario as in chart #1:
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#7 FDX - Trailing Stop (1% to 40%)

Chart | Performance | Trades | Profit | MAE/MFE | Edior | Description | Analysis | Optimization Resulls Explarer

Result Set Filter and Grouping Change #Optar Yalue
H savetofils .. " Show all Symbols —  Average HOptar: 1 =
L = & Show only Symboal: Value m -
oad from Fill ... m %

Graph Options

Yalus: ‘PlDfIl j First: ‘1 ﬂ

5. Al HOptart | Prafit | APR | Trades | Win/Loss | Prafit Fac... | Payoff Batio ‘ Recovery Factor ‘ Drawdown % | Awg Profit % | WL Score | Sharpe Ratio ‘ WL Error Term | WL Reward Ra. | Equity Drop .. | Exposure | Ulcer Indes ‘
FDX 1 60 791.08 197 7EE.00 3838 161 256 449 818 0EE 1910 0.50 493 040 0.45 948 2.08
FDX 2 2408923 1.03 471.00 3567 135 241 3,04 6497 051 1325 0.36 256 040 0.80 7.24 224
FDX 3 2067534 030 315800 3954 136 2,08 191 845 0B5 9,838 0.31 2086 044 243 823 238
FDX 4 1439681 0B4 22300 347 130 193 167 786 0E3 8,03 0.2¢ 173 037 0s7 73 240
FDX ) 1112735 0gn 172,00 4413 125 158 1.49 .75 0ES 7.3 023 134 032 0,00 ED02 283
FDX 6 1669329 0,74 13100 41,98 145 2m 255 5,74 128 11.25 0.4 117 063 012 B17 225
FDX 7 1010853 046 11200 3839 125 2m 1.03 873 050 647 0.21 113 040 343 EA7 4.98
FDX ki 17 B57.46 078 85,00 3647 152 266 166 829 203 11.05 0.33 148 053 135 E37 426
FDX El 1380823 g2 7E.00 40,79 14 2,05 1.04 1178 124 214 027 157 039 0g2 EE9 6,25
FDX 0 1988212 0587 6200 45,16 173 210 214 820 322 11.13 0.37 135 064 1.83 715 2,88
FDX 2008428 087 5100 45,10 183 224 1.75 4013 39 1073 0.37 167 052 273 7.32 4.44
FDX 12 2573888 110 4200 4524 219 265 245 -BAE Al 1381 0.45 130 084 182 722 3,08
FDX 12 2528205 102 3700 45,95 222 281 2,57 838 E2E 1228 0.44 142 075 1.2 7.3 317
FDX 14 2197053 095 3200 50,00 227 226 23 -8.23 684 11.38 0.38 127 0.7 1.48 786 3m
FDX 15 1807864 079 300 45,16 203 2,46 1.60 870 582 916 0.32 150 053 2,86 7.82 332
FDX 16 24 546,92 107 26,00 3846 237 378 1.96 1053 457 1085 0.33 207 051 226 878 432
FDX 17 2316378 122 2200 45,45 313 373 296 -B22 1375 1309 0.48 210 058 1.00 853 343
FDX it 26 324,98 112 20000 45,00 am am 281 -850 1278 1.4 0.42 185 0Eo 097 896 323
FDX 19 304792 127 17.00 5294 387 344 355 -7.04 17.91 1304 0.47 165 077 019 9.06 328
FDX 20 34 069,47 140 15,00 46,67 463 535 356 B12 2263 1374 0.43 164 086 0,90 933 338
FDX 21 3196373 133 15,00 4B.67 413 470 327 B30 2126 1265 0.48 170 078 0,80 962 364
FDX 22 3083817 1.29 14,00 4286 452 6. 308 859 2209 12,44 0.44 1.72 074 097 945 382
FDX 23 267822 114 1400 42,86 344 459 257 B84 1916 10,96 0.39 182 0e2 11 945 354
FDX 24 2835429 113 1300 46,15 356 416 273 B84 2183 1042 0.40 173 0E7 1.08 10,45 410
FDX 25 26154.94 i 1300 46,15 328 384 236 -BA0 2023 951 0.38 183 061 1.08 1054 420
FDX 28 21863229 035 1300 4815 270 314 1.92 930 1678 7.96 0.2 187 051 1.08 10,78 4,70
FDX 27 2337147 1.00 11.00 54.55 383 320 210 945 2133 793 0.32 175 057 132 11.46 467
FDX 28 21 56R7 0493 1100 54.55 323 258 .87 983 19.72 7.30 0.29 1.78 052 155 1154 4,95
FDX 29 20 23361 088 11.00 54.55 a0z 251 170 A0.14 1856 6.83 0.28 184 048 163 1161 518
FDX 30 2168022 034 1000 50,00 292 2,96 1.69 1087 2192 B.75 028 207 045 188 1238 5,40
FDX kil 24 ME00 102 9,00 55,56 347 278 1.79 1088 2684 73 0.20 218 047 221 1258 5,26
FDX 32 2475704 1.06 8,00 6250 468 283 1.6 4057 3oz 7.27 0.x 230 046 223 130 4,89
FDX 33 2397364 103 800 E2.50 456 278 176 1056 30,31 7.05 0.30 234 044 214 1303 494
FDX 34 1874799 03s2 E00 EB.E7 377 183 1.34 10,94 3178 827 0.28 240 034 253 884 585
FDX ) 2181186 034 500 80,00 974 213 1.72 977 4229 9.94 0.20 231 04 037 856 4,94
FDX 36 2298796 099 4,00 100,00 INF INF 217 899 57.82 1050 0.32 218 045 0,68 857 450
FDX 7 2152898 053 4.00 100,00 INF INF 1.88 821 5383 945 0.30 217 043 060 850 4.85
FDX 38 2061996 030 400 100,00 INF INF 1.85 047 51,76 973 0.23 203 043 073 828 482
FDX el 19 442,08 025 400 100,00 INF INF 183 1011 4885 912 028 212 040 097 837 516
FDX 40 1871334 082 4,00 100,00 INF INF 1.50 ADES 47.03 850 0.26 2N 039 0.87 862 537

From the above, we see about the same general behavior. As the trailing stop percent
increases (#OptVar1), the number of trades declines, even if, in FDX's case, the number of
trades starts with a higher number, meaning that there were more trading opportunities. And
as a corollary, this implies more price volatility.
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#8 FDX - Number of Positions vs APR (1% to 40% trailing stops)

Number of Positions vs Profit (FDX)
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The number of trades in chart #8 maintains about the same general shape as in chart #2
which was expected as well.

As for the profit generation, FDX produced:
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#9 FDX - Number of Positions vs Profit (1% to 40% trailing stops)

Number of Positions vs Profit (FDX)
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So, even though FDX was profitable for every trailing stop value, it never exceeded a 2.0%
CAGR compared to a 12.31% for the Buy & Hold scenario based on the same initial capital.
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The Stop Loss Revisited

#10 FDX - Summary Performance Report (10% trailing stop)

[ Use a PerfScript; | J [
| Larg + Short | Laong Only | Shart Only | Buy & Hold |
Starting Capital 100 000,00 % 100 000,00 % 100 000,00 & 100 000,00 %
Ending Capital 11988212 % 11988212 % 100 000,00 1148 733600%
Met Profit 1388212 % 1388212 % 0o0% 1048 73300%
Met Profit % 13.88% 19.88% 0.00% 1048,73%
Annualized Gain % 0.87% 0,87 0,003 12.31%
Expozure 7AR% TR% 0,003 100,005
Mumber of Trades B2 B2 1 1
Ay Profit/Loss 32063 % 320,68 % Q.00 % 1048733080 %
Ayg Profit/Loss & 3.22% 322% 0,003 1 046,643
Avg Bars Held 57.98 57,92 Q.00 5281.00
Winning Trades 28 28 ] 1
Winning % 4516% 4516% M 100,005
Grosz Profit 4717200 % 4717200 % 0o0% 1048 73300%
Aveg Profit 162471 % 163471 % 0o0% 1048 73300%
Areg Profit % 16.89% 16.89% 0.00% 1 046,643
Avg Bars Held 97.33 97,33 Q.00 5281.00
b ax Conzecutive G B 1 I i,
Lozing Trades 34 34 ] 0
Lozing & 04.84% 04, 84% A, 0,00%
Grosz Loss 27 289.88 % 2728883 % 0.00% 0.00%
Arwg Lozs 80264 % 20264 % 0o0% 0.00%
Awg Loss & -8.05% -8.05% 0,003 0,00
Awg Barz Held 25,53 25,53 0,00 0,00
b ax Conzecutive G B 1 I i,
b aw Diravedomn 927349 % 327349 % 0.00% A3 15560 %
bl aw Diravedown & -8.20% -8.20% 0,003 -F1.33%
bdaw Diravedown D ate 13/03/09 13/03/09 M 18/03/13
YWealth-Lab Score 1113 11.13 0,00 34h3
Profit Factor 1.73 1.73 0,00 IMF
Recaoven Factar 214 214 M 1,78
Payoff Fatia 210 210 0,00 INF
Sharpe R atio 037 0,37 0,00 0.55
lzer Index 2,88 2,83 0,00 22,53
WWealth-Lab Error Term 1.35 1.35 Q.00 16.29
WWealth-Lab Reward R atio 064 0.64 P, 0.76
Luck, Coefficient 3EE 366 0,00 1.00
Pezzimistic A ate of Return 1.20 1.20 Q.00 0.00
E quity D'rop Ratio 1.83 1.83 0,00 043

Doing the same $10k test as with ABT with a 10% trailing stop still did not produce enough to
beat the Buy & Hold as can be seen in chart #10. Simply look at the net profit in the first and
last column for both scenarios. So, clearly, again, the 10% stake is not enough.
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The Stop Loss Revisited

Pushing for full capital utilization as was presented in chart #4 for ABT, the following chart
(#11) shows the 100% of equity bets, starting with a $10k bet:

#11 FDX - Tra|I|n Stop W|th $10k Bets & $10k Reserves

Chett | Performance | Trades | Profit | MAEAMFE | Editor | Deseription | Analysis | Optimization

Result Set Filter and Grauping Change #0pivar Value
 savetoFie . " Show all Symbols  © Average Bopvar 7 <]
@ Show anly Symbol:
Value |
4 Load from File ... m =

Graph Options

Vale: [Pt =] Fit 5 =

5. & | HOpWarl | Profit | AR | Tiades | WinLoss | Profit Fac... | Payolf Ratio | Recovery Factor | Drawdawn % |_Avg Profit % | wl Score | Sharpe Ratio | WL Enor Term | 'wL Reward Ra... | Equity Drop ... | Eposure | Ulcer Index |
FOX 1 BMIE 218 504,00 51 108 1,95 06 4518 014 352 0,21 16,28 [IRE] 268 3334 2280
FDX 2 47 1,74 320,00 34,38 109 218 07z 46,24 0.2 235 019 12.68 014 284 3974 2061
FDX 3 1409813 427 199,00 38,19 1.25 219 150 4161 058 B34 034 1239 0.34 13 323 1948
FDX 4 118287 053 147.00 .73 103 1.0 o1z -4351 022 0,67 0.1 1343 0.04 1095 4009 2769
FDX 5 5242 002 122,00 44.26 100 137 001 -47.53 0.2 0,03 009 14,18 000 20759 4452 25.00
FDX 6 38355 156 83,00 38,20 113 2,04 055 AZFS 073 1.87 017 11,60 013 353 4538 7156
FDX 7 383128 217 £7.00 3333 0,84 1.97 035 7420 0,08 795 0,00 17.54 012 274 4750 52 86
FDX 8 108773 356 56,00 37,88 146 243 152 5428 182 3m 028 15,53 023 154 5415 2304
FOX R PR ERE 459 56,00 44,54 150 FAN 2,26 45,75 281 517 032 15,18 032 148 H132 .26
FDX 10 1514026 448 43.00 4651 157 209 1.45 48,80 335 4.26 03z 17.16 0.26 148 5389 2158
FDX 11 1450625 437 38,00 44.74 177 22 167 5219 378 352 03 18.79 023 145 5236 2702
FDX 12 1980378 533 29,00 51.72 249 2.00 246 51,73 54 43 037 17.05 030 102 5a74 2124
FDX 13 B9003e 207 26.00 46,15 164 200 127 55,75 429 247 0.26 19.44 016 187 5496 2643
FDX 14 217488 0,94 22,00 45,45 118 1.64 0.3 BTE2 248 074 0,15 21,38 0,04 513 5372 576
FDX 15 162 0,03 17,00 4118 101 1.75 oo 575R 167 0,03 0,08 20,05 0,00 19653 4350 360
FDX 16 BE97SE 302 14,00 42,86 1,80 281 099 EE 56 914 245 027 22,28 014 158 5484 2651
FOX 17 21 095 11,00 45,45 1,21 1,88 019 ] 44 1,07 015 15,39 005 B17 3789 053
FDX 18 1005441 236 12.00 46,15 172 268 069 5286 B.2% 335 028 14.74 023 17 4732 2542
FDX 19 884023 306 7.00 42,06 217 460 072 39,78 12,74 579 029 17.82 017 186 381 2741
FDX 20 74002 268 9.00 44.44 209 327 117 -38.32 1084 369 0.25 14,85 018 183 4481 1932
FDX 21 276980 117 10.00 40.00 133 266 0.40 4747 651 132 016 1241 008 500 4657 2137
FDX 22 1540166 453 10,00 40,00 285 4491 1,85 A7z 15,06 334 0,34 17,08 027 121 8 1826
FDX 3 428 169 8,00 37.50 152 363 033 £230 517 1.07 014 2218 0,08 387 5340 2307
FDX 24 B2BI52 234 7.00 42,86 186 338 04 5277 1362 138 023 21,43 011 27 B3O8 2856
FOX 5 1408108 427 .00 50,00 198 3,29 057 B2 17,95 222 03z .03 015 136 B833 758
FDX % 795284 282 8,00 50.00 205 243 08z 5956 12,99 267 0.25 13.38 021 222 428 2369
FDX 27 2550294 .21 8,00 £2.50 457 2,64 1.79 -47.68 2248 4,08 039 1343 046 07 7454 1825
FDX 28 2069748 548 8,00 £2.50 356 238 159 50,70 21.00 344 0.36 1401 039 093 7848 1854
FDX 29 1869015 514 8.00 £2.50 335 223 142 5206 1979 315 034 1430 036 0% 7823 19.07
FDX 0 2012400 536 7.00 57.14 402 286 141 BE2T 25,55 299 0,35 22,24 0,24 085 8041 25,47
FDX El 6753 -0.08 5,00 40,00 087 214 0.0z B8 543 052 0,08 23,04 0,00 J7E5 2408 3873
FDX 32 967582 327 5,00 50,00 303 2,61 083 EE 6 1930 282 027 21,26 015 164 5116 3807
FOX @ eI g9 £.00 £6.57 641 339 135 £1,95 .89 291 0,39 16,82 0.3 07g 8505 2518
FDX 34 1433248 432 2.00 50.00 550 8,25 154 34,96 11216 5.34 0.34 1.96 014 114 5257 2181
FDX B 4008423 7.96 3.00 £6.67 949 .22 209 5368 10651 429 046 15.69 051 060 85.99 1356
FDX 3% 55683936 9,38 200 100,00 INF INF 221 -39.18 1725 553 053 15,16 062 048 67.38 1252
FDX 7 R9737 g.14 2,00 100,00 INF INF 213 41,11 167,75 .21 052 15,34 060 050 8687 1282
FDX 3B 4741080 867 2,00 100,00 INF INF 215 4041 155,71 501 050 15,56 056 053 8583 1233
FDX 38 4595850 853 2,00 100,00 INF INF 214 4142 15455 578 050 15,62 055 054 8576 1317
FDX 40 4560939 850 2,00 100,00 INF INF 214 -42.34 153,34 56 043 15,43 055 056 BGE1 1257

Here too, as in chart #4, we see a reduction in trading activity due to more restricted reserves,
much higher drawdowns across the board accompanied with higher market exposure.

More Capital at Play

The next scenario was to put all the capital at play. Meaning putting on 100% equity bets on
the original $100k reserves. If you have just $100k, this scenario would be the equivalent to
an all-in play in a single stock which is not that great an idea. One building a portfolio should
diversify, not just for the fun of it, but simply to spread out the risk. In whatever trading
scenario there is always risk. That is why some people make money at this game, it is by
taking the financial risks other people are not or no longer willing to take.

At the 10% trailing stop level using 100% equity bets, ABT and FDX produced the following
charts:
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#12 ABT — Summary Perfprmancg Report (10% trailing stop, 100% equity)

Symbol |Fos = s Chart i Trades ] Profit ] MAEAFE ] Editor ] Description ] Analysis ] Dptimization ] Results Explon
|ﬂ|l Data J [~ Usze a PerfScript: | J [
|$.| 00K, Pt of Equity 'IEIEI,EIEI%ﬂ . : | Long + Shart | Lang Only | Shart Oy | Buy & Hold |
_ Starting Capital 100 000,00 % 100 000,00 £ 100 000,00 % 100 000,00 %
[ Include Trendine Alerts Ending Capital 21754019 % 21754019 % 100000004 1158589.50 %
S 10MewT est20y Het Profit 11754019 % 1754019 % 0oo% 105858950 %
_____ 3 Dl Met Profit % 117.54% 117.54% 0.00% 1 068.59%
_____ W HIC Annualized Gain & 37R% 3TRE 0,003 12.35%
Exposure 43.47% 43.47% 0,00z 100,00%
..... * ABRT
----- e ALl Mumber of Trades 7 a 0 1
..... 3 ElE Axg Profit/Lozs 317676 § 317E7E$ 0004 105858960 %
_____ W Vs Avwg Profit/Loss % 3IVE 3AVE 0.00% 1 056,45%
_____ % D Avg Barz Held 53,65 58,65 0,00 5 286,00
----- M FDx Winning Trades 17 17 0 1
----- B D Winning = 45 95% 45 95% M 100,003
..... ¥ GILD Gross Profit 327 534E5 3 J2VHIMEE$ 0004 105858960 %
_____ 3 HD Axg Profit 1929027 % 1929027 ¢ 000% 105858950 %
_____ W LMT Avg Profit % 16.39% 16,393 0.00% 1 066,483
Awg Barz Held 97 47 97 .47 0,00 5 286,00
""" W LOW/ b ax Congecutive 4 4 0 [ A,
-] Crow 30
- Port_1 Losing Trades 20 20 0 0
Losing & 54,05% 54 05% M 0,00%
Grogz Loss 21033446 % -210334 46 000% 0.00%
Awg Loss 051872 % 1061972 0004 000%
Awg Lozs FE SFATE 0,00z 0,00z
Ay Bars Held 28,65 26,65 0,00 0.00
M ax Congecutive b b 0 M A8,
M ax Drawdawn 9209270 % S22 092,70 % 000% A8 15550 %
b an Drravwdoven % -49,45% -49, 453 0.00% 1.3
M ax Dravwdovn D ate 080709 0240709 M 18/09M13
wiealth-Lab Score 4,38 4,38 0,00 354
Profit Factor 156 1.56 0,00 INF
Fecoven Factor 1.28 1.28 HAA 1.80
Payoff Fatio 213 213 0,00 INF
Sharpe Ratio 029 0,29 0,00 055
Ulzer Index 2317 2377 0,00 2253
Wiealth-Lab Error Tem 13.83 13.83 0,00 16,28
Wiealth-Lab Reward A atio 027 0.27 MR 0,76
Luck Coeffizient 377 377 0,00 1.00
Peszimistic Rate of Return 112 112 0,00 0,00
E quity Dirop B atia 1.75 1.75 0.a0 043
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#13 FDX - Summary Performance Report (10% trailing stop, 100% equity)
Symbol m F Chart ] Irades] Praofit ] M.-’-‘-.EHMFE] Editor ] Qescription] .-'-‘-.nalygis] Dptim_izatian] Results Explon

|.-'1‘«|| Data J [~ Use a PerfScript: | J I
|$.| 00K Pet of E quity 'IDD,DD%j | Long + Shart | Long Only | Short Oy | Buy & Hold |
_ Starting Capital 100 000,00 % 100 000,00 100 000,00 % 100 000,00 %
[ Include Trendine Alerts Ending Capital 21754019 % 21754019 % 100000003 1158589504
S 10MewT est20y Met Profit 11754019 % 174019 0004 105858960 %
_____ 3 Dl Met Profit 2 117 54% 117.54% 0.00% 1 058 559%
_____ W HC Annualized Gain & 376% 376% 0.00% 12.35%
Exposure 4347 43,473 0,003 100,00%
..... * ABT
----- e ALl Mumber of Trades 7 ar 0 1
..... 3 Bue Avwg Profit/Lozs 317676 § 31TEFE$ 0004 105858960 %
_____ M Cvs Avg Profit/Lozs % CRCT 4 337 .00z 1 066483
_____ W D Awg Barz Held 53,65 58,65 0,00 5 286,00
----- W FO Winning Trades 17 17 0 1
----- ¥ GD Winning = 45 95% 45 95% M 100,00%
..... M GILD Grozs Profit 27934 ER S J27 94 ERE 0004 105858950 %
_____ M HD Avg Profit 1923027 % 1323027 ¢ 000 105858960 %
_____ W LT Avg Profit % 16.39% 16.39% .00z 1 066,483
Awg Barz Held 97 47 97 .47 0,00 5 286,00
""" * L0 M ax Consecutive 4 4 0 A8,
-] Dow 30
-] Poart_1 Lozing Trades 20 20 0 0
Losing & 54,05% 54,05% M 0,00
Gross Loss 210354 46 210334 46 § noog 0.00%
Avwg Loss A0518.72 % 051972 % 0004 000%
Avwg Loss % FoAE A% .00z 0,002
Ay Bars Held 28,65 25,65 0,00 0.00
M ax Consecutive 5 5 0 A8,
b ax Dravdown 9209270 % S92 092,70 % 000% ABE 15660 %
b an Dravdoven % -39, 45% -49 455 0,00% 1.33%
b ax Dravwdovn Date 0a/07./09 080709 M 18/09M13
Wiealth-Lab Score 438 4,38 0,00 3.54
Prafit Factor 156 1,56 0,00 INF
Recoven Factor 1.28 1.28 MR 1.80
Payoff Ratio 213 213 0,00 INF
Sharpe Ratio 029 0,29 0,00 0hes
Ulcer Index 2317 2317 0,00 2253
wigalth-Lab Error Term 13.83 13.83 0,00 16.28
Wiealth-Lab Reward R atio 027 0.27 R EF 0.76
Luck Coeffizignt 377 377 0,00 1.00
Peszzimistic Rate of Return 112 112 0.00 0,00
Equity Drop R atio 1.75 1.75 0,00 0.43

Both stocks failing to generate impressive results showing that at the 10% trailing stop levels
this trading strategy is not worth trading at all.

Their respective simulation reports (ABT and FDX) came out with the following numbers:
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#14 ABT Trailing Stop (1% to 40%, 100% equity)

The Stop Loss Revisited

Symbol [4BT @ Chart | Perfomance | Trades | Profi
Result Set Filter and Grouping Change #ptYar Vel
il Data ] Bl Save toFie £ Show all Symbols © Averans pvar  [1 <]
00K, Pt of Equity 100,00% = # Shaw only Symbcl, )
2 HEID i &3 Load hom Fle T Value: 0 =
I Include Trendiine Aletts hd
E-C 10NewT est20y Bl e
3 D Vae: [Fraft ] Fist [q =]
¥ b
2 46T 5. | HOphar | Prafit | APR | Trades | win/Lass | Profit Fac: Payclf Ratio | Recovery Factor | Drawdown % | Avg Profit %2 | WL Score | Sharpe Ratio | WL Emor Term | WL Rewsid Ra.. | Equity Diop .. | Exposure
¥ AL ABT 1 906269 045 F9.00 3928 097 156 021 4169 002 262 002 10.26 004 870 2434
] ABT 2 1773986 078 20800 3990 106 157 033 4157 014 152 014 589 an 73 2a87
3 Bie ABT 3 5489940 210 12100 4132 126 188 057 4041 045 29 05 542 039 173 346
- TS ABT 4 1905188 k] 33,00 656 109 203 032 41,04 036 1.40 013 799 010 684 3506
-3 DI& ABT 5 94357 047 £8.00 4265 033 134 e 4538 am 2000 00 858 0,05 000 M3
» FOx ABT 6 1243910 063 51.00 43,74 09 135 019 4323 008 266 002 1243 0,05 74 BB
¥ o0 ABT 7 1852480 097 3800 47,37 08 107 03 5096 013 518 003 12,82 0,08 598 2834
] ABT 8 1415889 072 .00 51,61 08 0 029 4147 019 306 000 641 an 813 3344
¥ GILD ABT 9 gamse 313 2600 6154 193 129 159 36,92 322 478 032 B+ 03% 168 413
3¢ Ho ABT 0 ares 044 19.00 758 088 224 015 48,41 015 1.9 001 10,20 0,04 W7 3R2E0
3 LT ABT 1 sszrea 208 17.00 3529 165 24 056 48,87 355 254 024 11.88 018 21 419
» Low ABT 12 9esEes 043 1400 .71 088 183 015 47.03 008 197 002 954 0,05 28 ;A
) Dow 3 ABT 13 1978 009 1000 4000 0% 1,66 i) 48,36 055 045 005 748 am 4430 3057
£l Dow ABT 14 £82.74 003 £.00 6667 038 055 o0z 3081 049 02 004 546 am 11883 1904
i1 Port 1 ABT 15 1775346 ikl 800 25,00 128 535 02 37,25 611 115 013 10,75 007 865 4250
ABT 16 S062366 197 800 3750 184 447 077 3612 942 224 022 12,26 016 23 80
ABT 1T 13E6421 070 £.00 Eckd] 082 143 03 3208 .78 282 002 604 012 756 3259
ABT 13 1BE0252 074 £.00 50,00 156 152 027 39,05 332 118 014 619 01z 0 3842
ABT 19 s3t4z3E 223 300 100,00 IHF INF 127 2644 1685 475 025 718 031 183 3E
ABT 20 183097.70 517 500 8000 15,18 350 255 36,29 2849 453 0.41 984 053 08 712
ABT 21 878,30 004 400 50,00 103 121 an 3753 141 010 008 532 o0 1152 4B
ABT FR T 255 300 66,67 451 418 106 3184 024 593 032 93 032 116 3359
ABT 3 4347iSE 173 300 66,67 152 173 039 4443 2269 262 0.21 10,87 016 263 ®A
ABT 24 gagnes 307 300 66,67 27 23 a7 5042 339 312 0.23 1,32 027 154 4879
ABT 5 1702356 454 200 100,00 INF INF 153 41,12 4253 509 038 1253 039 100 5556
ABT 2% 3204159 743 400 100,00 INF INF 198 41,12 4314 455 0.48 157 054 063 a0z
ABT 27 341363 7.40 400 100,00 INF INF 197 41,12 4281 453 048 1150 054 064 902
ABT 2 19835969 533 300 100,00 INF INF 158 4007 47,96 5.21 042 1444 037 084 BLE
ABT 2 72E%E59 263 200 100,00 INF INF 056 346 E 47 0.28 B34 030 13 @07
ABT W 204 014 1,00 100,00 INF INF 006 3288 305 07 005 355 004 27 1246
ABT ozl 556 200 100,00 INF INF ikl 433 10350 367 042 10,97 051 [T R
ABT 30258 785 3,00 100,00 INF INF 2m 433 12 452 051 11,30 059 0E1 2
ABT I ATE 4T 79 300 100,00 INF INF 199 433 96,43 453 050 1,32 058 063 %08
ABT 34 19303361 524 200 50,00 74,47 76,20 186 45,84 3373 334 0,40 1,77 045 105 8493
ABT B 447050 022 1,00 0,00 0,00 000 008 35,65 448 23 0,02 38 0,06 1606 1265
ABT 3 28212047 658 3,00 66,67 24,86 1458 1588 51,28 7789 344 045 13,12 050 077 9o
ABT 37 165 407.41 477 200 50,00 2118 L] 159 47,83 511 3,03 038 12,61 038 197 818
ABT 3 28761856 6E5 200 100,00 INF INF 189 4356 1610 384 048 1156 058 088 8743
ABT 3 27EEET.5 651 200 100,00 INF INF 1588 50,95 114,24 365 0.47 12,01 054 0t s
ABT 40 27EEET.5 651 200 100,00 INF INF 1588 50,95 14,24 365 047 12,01 054 0r s
ili % to 40%, 100% i
#15 FDX - Trailing Stop (1% to 0, o equity
Symbol [FDx o Chart | Perfornance | Trades | Profit | MAE/MFE | Editor | Description | Ar\a\yslsl Optimzation | Hesilts Expigrer |
Fesult Set Fiter and Grauping Change #0pt/ar Valuz
Al Data | H savetoFie. © Showall Symbls Average uoptvar [ =
100K Pet of Equity 100,003 == (8" Show only Symbal
£ oy £ Load from File . o = Value: o3
[ Include Trendine Alstts
201 10NewTest20y Graph Options
Value: [Froit ELCEE =
S | HOptar | Profit | 4PR | Trades | ‘WindLoss | Profit Fac Payoff Ratio | Recovery Factor | Drawdown % | Ava Profit % | WL Seore | Sharpe Ratio | WL Erar Term | WL Reward Ra... | Equity Drop .. | Exposue | |
FDX 1 612032 028 422,00 55 1,01 191 010 4288 0,07 (5] 003 11,38 002 213 2857
FDX 2 4024827 162 269,00 3420 110 218 07 3703 022 239 019 10.78 015 317 3398
FDX 3 12683537 397 175,00 7.7 125 225 158 e 061 754 03 909 044 139 3300
FDX 4 2171781 118 128,00 2281 032 200 03 4778 005 536 o0 10,76 o1 5% 390
FDX 5 999s? 045 100,00 4300 104 150 018 e 032 052 o 1045 004 1221 359
FDX £ 304045 144 79.00 39,24 114 197 054 4158 0.7 2,3 017 871 017 378 3531
FDX 7 085683 054 74.00 3,14 035 203 01z £559 038 213 007 13.09 004 A 4243
FDX 8 2342230 10 56,00 750 112 21 03 5347 0% 125 015 10,87 009 533 3738
FDX 5 15595531 457 45,00 44,44 174 227 1,74 5277 316 538 032 15,38 030 146 4007
FDX 10 1754018 37 37.00 45,95 155 213 1,28 4345 33 438 029 13,83 0.2 175 4347
FDX 1 20370689 542 .00 4848 228 221 261 5224 433 475 037 15,74 034 115 6455
FDX 12 25506238 621 27.00 55,56 315 1,34 384 5181 542 501 042 14,85 0.4z 083 5367
Don 30 FDX 13 7027028 256 22,00 45,45 157 205 1,04 B343 443 261 023 1343 018 220 4580
w0 Do FDX 14 4336292 068 18,00 36,89 085 176 0 63,23 033 24 0,05 19,20 0,04 743 w7
=3 Poi 1 FDX 15 198550 0,09 17.00 4118 1,02 177 003 5771 174 003 0,03 16,04 0.0 HE 4382
FDX 16 12545331 334 13.00 46,15 213 287 1,20 5568 1,17 305 032 17.40 023 110 5722
FDX 17 2336409 1.00 11.00 4545 1,22 1,89 020 5754 452 112 015 12,86 00 535 3809
FDX 18 B574322 243 12,00 4157 148 288 045 5288 77 23 023 1419 017 245 4854
FDX 19 06875 an 700 42,96 224 474 074 -3381 1290 568 023 1444 022 183 3189
FDX 0 2 3wEM 056 700 4295 145 261 0% 4172 522 137 014 1343 007 578 4104
FDX 2 avearz 018 800 750 0% 205 004 5202 185 063 006 16,37 20 ETE 4376
FDX 22 s010030 15 300 3333 159 445 052 5490 832 142 02 16,76 012 299 170
FDX 23 4361734 174 800 P50 155 370 034 5240 931 110 019 17.85 010 376 5951
FDX 24 B402910 238 700 42,96 188 344 04 6230 13.78 140 023 17.30 014 267 6318
FDX 25 14352995 432 800 5000 202 33 058 B4E1 18,09 22 032 212 0.20 134 6848
FDX 6 209534 28 800 50,00 209 247 053 5953 1313 269 025 10,78 0.2 220 4230
FDX 27 25344445 £.37 800 £250 435 231 181 4771 22 41 039 10,91 057 07s 7363
FDX 8 205 553 800 £250 372 23 162 5070 213 347 036 11,34 0.43 0% 7353
FDX 23 13051042 520 8,00 £250 343 227 1.45 £212 1993 318 034 1158 045 0% 783
FDX 30 20475658 544 7.00 57.14 423 232 143 5534 5,71 302 035 17.88 030 034 2048
FDX 3 41530 002 5,00 40,00 0,98 EAL] ] 534 5,71 013 0,08 18,40 0,00 386 2423
FDX 3 9315903 333 5,00 50,00 317 270 085 56,01 1952 2,85 0,27 17,11 013 161 5130
FDX 33 28030509 6.5 5,00 56,57 7.00 351 137 B1.87 3207 293 033 13,65 048 077 8515
FDX 34 14661634 438 200 5000 570 8,38 157 -35.01 1518 540 0,34 25,62 017 112 8279
FDX 3B 40754575 803 3,00 86,57 360 629 212 5375 107,87 43 046 12,73 063 059 8812
FDX 36 56705098 344 200 10000 INF INF 224 -39.22 174,28 656 053 12,29 077 048 8748
FDX 37 25858777 526 1,00 10000 INF INF 190 3356 261,60 7.45 046 17.50 036 089 5574
FDX |48 9675 873 200 10000 INF INF 218 4044 158,56 6.04 050 1261 083 053 8@
FDX 9 46722108 260 200 10000 INF INF 217 4195 156,50 531 050 1266 08 054 8589
FDX 40 46300308 EES 200 10000 INF INF 217 4238 155,89 559 049 1255 058 055 8869
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The profit distribution charts for ABT and FDX produced the following:

#16 ABT - Trailing Stop - 100% Equity Bets - Profit Distribution
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#17 FDX - Trailing Stop - 100% Equity Bets - Profit Distribution
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The Stop Loss Revisited

The 100% equity bets with $100k initial capital still underperformed the old standby: the Buy &
Hold which required a lot less work than the investigated stop loss trading strategy.

I ran all 10 stocks in the list, the same list as used in The Stock Trading Strategy
Experiment. They all performed similarly to ABT and FDX. None outperformed the Buy &
Hold, even at the 100% of equity bet level. So, adding more charts would be like saying the
same thing over and over again.

Conclusion

You often see mentioned in financial literature that one must use stop losses, whereas here it
is stated that they might not be worth much. | could run this test on more stocks, but it would
not provide more insight, only confirmations of what has already been shown: increasing the
stop loss value is certainly no guarantee to outperform the averages. You can win at the
game, meaning ending with a profit, but, in all the scenarios presented, the Buy & Hold would
have been preferable, and a lot less work.

Naturally, one should still use some forms of stop loss once in a while, but maybe only the
kind that gets you out of troubled companies. You are in the business of buying stocks that
can prosper over time. Your job is not to hold no matter what, it is however to invest wisely by
also putting some common sense on the table.

Why play when you know you will underperform over the long run? Is it for the entertainment
or some kind of destructive death wish? A quick look at charts #12 and #13 (the 100%
invested with a 10% trailing stop scenario) tends to show how much that kind of entertainment
might cost. Take the difference between the net profit Buy & Hold column and the first column.

This type of entertainment can be quite expensive, but if it is what you want to do, all | can
say is: it is your ball game, you play it as you wish.

Applying a stop loss scenario as depicted in this article can serve as portfolio protection, but
one should also accept that it might be a sure way to underperform market averages. And as
such, should be frowned upon.

In the end, you are the one pressing enter, that it be manually or automatically using a trading
program.

There are better ways to trade with better trading techniques.

Some worthwhile trading techniques are covered in my ebook where a more elaborate
structure is provided. In case you might be interested, here is the Amazon link.
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The Stop Loss Revisited

The best thing | think anyone should do is: do your own tests. Prove
to yourself that what you want to do can stand the test of time, and
at the portfolio level.

If you don't do this kind of test, then on what basis could you ever make any claim, really
meaning any claim at all. You want to start with an idea you have which has not been tested
but that you think should work, well, no kidding, but an idea is not enough. | need more than
ideas or opinions when it is related to short term trading. Show me numbers, and overall, they
better show some alpha, otherwise | will lose interest very quickly, if not on your very first
unsubstantiated “claim”.

Best of luck.
Second Conclusion

This is more an unsolicited piece of advice than anything else. So, here it goes. Whenever
you see someone promoting a trading strategy where they say they use protective stops, may
| suggest you run away. Based on all that has been presented in this paper, they are assuring
you, declaring in your face, that you will underperform the averages over the long term. They
will have a trade here and there that did protect some of the capital, but it won't compensate
for the damage done over the long term since you will still generate less overall profits than
even the index averages.

You would be better off instead buying index funds where you could do it all yourself at your
own pace. At least, you would get about the same as the index average, not below it by
design. As always, it is all up to you.

The best way to go might be for you to do your homework, and if you do, you might find that a
Buffett style portfolio mimicking his methodology might be the way to go. You will find many
examples of trading strategies based on such a Buffett methodology on my site, and it is all
free. You might even find some of that stuff interesting.

My preferred stock trading strategy in my collection is currently DEVXS in its latest iteration. It
is designed to accumulate shares over the long term and trade over the process. The
generated trading profits are reinvested into accumulating more shares producing a positive
feedback loop. It is also an automated long term trading strategy designed to be controllable
from the outside if so desired. | think anyone could design such a trading strategy based on
their own long term views of the market.

All my best.

Website: www.alphapowertrading.com
email: guyrfleury@gmail.com
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