PART 1 Structural Foundations for Improving Technical Trdeg
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Linear Regression of Unstable Equity Curve.
then flattens towards the end of the test,

The equity curve above performs well in the first halfbut



CHAPTER 4 Evaluating Trading Strategy Performance 8
Day System 1 System 2
[ 000 0.00
1 015 176
2 072 355
3 123 399
4 250 5.90
5 233 7.18
6 254 741
7 363 764
8 491 8.84
9 625 1035
10 632 1105
11 660 1159
12 675 10.90
13 7.92 125
14 830 11,60
15 9.00 1199
16 922 .16
7 9.36 .67
18 937 1089
19 1047 1030
b1 LOPE(B2:821,8A2:8A21)  =SLOPE(C2:C21 5A2:5A21)
se.bt TEYX(B2:B21,5A2:5A21) / =STEYX(C2:C21.5A2:8A21)/
SQRT(DEVSQ($A2:8A21))  SQRT(DEVSQ(SAZ:$A21))
Observations 20 20
Keratio =B22/(823"A24) =C22/(C23'A24)
b1 058 055
se.bt 0.02 007
Keratio 132 040
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Excel formulas for calculating the K-atio, The K-ratio can be calculated in Excel using the above formulas.

The K-ratio is a unitless measure of performance that can be compared
across markets and time periods. Weekly performance of corn futures can be com-
pared with tick data performance of trading IBM. Traders should search for strate-
gies yielding K-ratios greater than +0.50. Together. the Sharpe ratio and K-ratio
are the most important measures when evaluating trading strategy performance.

Note: When | created the K-ratio in 1996, 1 thought 1 had created a robust
measure to evaluate performance. In mid-2000, trader Bob Fuchs brought a small
error to my attention regarding the scaling of the K-ratio. He was correct in his ri-
tique and I have corrected the error in this text. Publications prior to 2002 will show
a different formula for the K-ratio. The updated formula in this book is correct.




	KRatio1.jpg
	KRatio2.jpg

