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Obligatory legal bit

Nothing in this presentation constitutes investment advice, or an
offer or solicitation to conduct investment business. The material
here Is solely for educational purposes.

| am not currently regulated or authorised by the FCA or any other
regulatory body to give investment advice, or indeed to do
anything else.

Futures trading carries significant risks and is not suitable for all
Investors. Back tested and actual historic results are no
guarantee of future performance.

Use of the material in this presentation is entirely at your own risk.



CMC risk warning

CMC Markets is an execution only service provider.

Spread bets and Contracts for Difference ("CFDs") are leveraged products and carry a high level of risk to
your capital as prices may move rapidly against you. Losses can exceed your deposits and you may be
required to make further payments. Binary products (including Countdowns) carry a level of risk to your capital
as you could lose all of your investment. Invest only what you can afford to lose.

These products may not be suitable for all clients therefore ensure you understand the risks and seek
Independent advice.

CMC Markets UK plc and CMC Spreadbet plc are authorised and regulated by the Financial Conduct
Authority in the United Kingdom except for the provision of Countdowns for which CMC Markets is licensed
and regulated by the Gambling Commission, reference number 42013. CMC Markets supports responsible
gambling, for information and advice please visit www.gambleaware.co.uk.

Robert Carver, Market Technicians Association (“MTA”) and any representatives thereof are not employees,
agents or representatives of CMC Markets. As such, they are not in a position to answer any questions that
relate to CMC Markets, its products or its Platforms. Any discussions held, views and opinions expressed and
materials provided during this session are the views, opinions and materials of Robert Carver alone and do
not represent the views or opinions of CMC Markets.

All information and materials provided are not independent investment research and are provided for general
information purposes only and does not take into account your personal circumstances or objectives. These
sessions or any materials provided are not and shall not be construed as financial promotion, nor are they (or
should be construed to be) financial, investment or other advice upon which reliance should be placed.

Nothing in any material provided or in any views and opinions expressed constitutes a recommendation by
CMC Markets that any particular investment or investment strategy is suitable for any specific person.

CMC Markets does not endorse or offer opinion on the trading strategies used by Robert Carver. The trading
strategies do not guarantee any return and CMC Markets shall not be held responsible for any loss that you
may incur, either directly or indirectly, arising from any investment based on any information contained herein.
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The lure of complexity...

* High expectations of performance

= Assume complexity = high performance
=P \More complexity is needed to meet expectations

* Markets are complicated

= Complicated models are needed to predict markets
 Markets are complicated / | am smart

= | need a complicated model to utilise my 1Q

* Narrative fallacy

= \\/e see the world in stories, not simple models
 Recency bias

= Fighting the last battle; continuous evolution



Two key principles:
1) Fully systematic

Riobochild




The model development cycle

Develop model

Check performance

Adapt model

Trade model
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* The seductive lure of complexity
Introducing a basic continuous indicator
*“Improving” an indicator

e Time varying an indicator

e Varying indicators by instrument

e The best Imperfect system






Continous, volatility adjusted,
position

Position = scalar * (ewmac_f — ewmac_S)

[G( pt_pt-l)]2



* The seductive lure of complexity
* Introducing a basic continuous indicator

* “Improving” an indicator



EWMAC64 256

Mostly =64, s=256 (daily data)

e Across 37 futures markets, average Sharpe
Ratio = 0.33

High expectations of performance

Assume complexity = high performance
More complexity is needed to meet expectations



Heard on the street...

» “Especially in equities, trend following seems to
work better on the long side than on the short
side”

» “Trends fail when they are overextended”









Things we notice....

» “Especially in equities, trend following seems to
work better on the long side than on the short side”

 Asymmetric response to short/ long forecasts
* Response fitted differently for different instruments
* “Trends fail when they are overextended”

» Varying response to lower / higher levels of
forecasts
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Does it pass Occam's razor?

» Sharpe improves from 0.94 to 1.03
» 42% probabillity this is only luck
o FAIL
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Does it pass Occam's razor?

» Sharpe improves from 0.94 to 1.65
* 0.0001% probability this is only luck
 PASS
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Ouch
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Source: Futures prices from quandl.com. Analysis based on authors own research.



* The seductive lure of complexity
* Introducing a basic continuous indicator
*“Improving” an indicator

* Time varying an indicator
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Timing on system performance

» “X IS not currently working — trade Y*

- System returns have positive autocorrelation
- Equity curve trading
- Fits better with human nature
» “Every dog has it's day”
- System returns have negative autocorrelation

- Allocate to losing systems
- People seem to hate doing this



Timing on system performance
This doesn't work:

o “X ISTIetcurrently working — trade Y*

- System returns have=pgsitive autocorrelation
- Equity_curve trading
- Fits better with human nature

Every dog has it's day Avnual
- System returns have negative autocorrelation

~ Allocate to losing systems What about kelly?
- People seem to hate doing this g certainly do..

PS Don't torget costs:



Other methods of timing...

* “Trend following does / doesn't work in a low /
high volatility environment*

- True ex-post. Doesn't mean we can predict ex-ante!
— Correct system already incorporates predictable vol

e “ .. 0rin alow interest rate environment”

— No evidence of this

- Again, rate changes aren't predictable (that's what
the system is for)



* The seductive lure of complexity

* Introducing a basic continuous indicator
*“Improving” an indicator

e Time varying an indicator

* Varying indicators by instrument
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* The seductive lure of complexity

* Introducing a basic continuous indicator
*“Improving” an indicator

e Time varying an indicator

 VVarying indicators by instrument

*The best imperfect system



Diversification of simple, “imperfect”,
stuff pays...
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Avg rule / instr Avg instr across rules Avg rule across instr Portfolio

Source: Futures prices from quandl.com. Analysis based on authors own research.



Cumulative Return = Underwater Chart € Annualized Volatility (2] Account size history (2]

Jul 10,2013/ Apr 4, 2016

Monthly Cumulative
10.4% 59.9%
8.3% A7.9%
6.2% 35.9%

4.2% 23.9%

2.1% 12.0%
o mal im _ B .
-12.0%

-23.9%
Mov|Dec | Jan Feb Mar Apr May Jun| Jul |Aug|Sep | Oct Mow Dec | Jan Feb| Mar | Apr May Jun| Jul | Aug Sep|Oct | Mowv Dec| Jan |Feb Mar Apr
2014 2015 2016

Account size (MAS) Annualized Return Cumulative Return FS Score B4

Strategy Annualized Volatility Maximum Drawdown Daily GPR 0.33

Assets traded Sharpe Ratio . Sortino Ratio /2 Monthly GPR 1.85

MAR Expected Shortfall Skewness Kurtosis 151

CALMAR VAR Daily Mean Return . Daily Standard Deviation 0.61%




Some other reasons to hate
complexity
Easier to automate (“if this... then that...”)

Simplicity = Trust. Easier to let system run
unimpeded

Simpler rules = Better intuition. Appeals to
narrative fallacy.

Less work. More time to focus on important
stuff
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and python code links:
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