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About the Faber Example

A very simple trend following strategy:.

= Faber, Mebane T., "A Quantitative Approach to Tactical
Asset Allocation." Journal of Risk Management (Spring
2007).

Buy when monthly price > 10-month SMA.

Sell and move to cash when monthly price < 10-month
SMA.

10 years of monthly data, S&P Sector ETFs.
No shorting, 'sell' goes to cash.
Positions are fixed.



Faber in R Code

currency('USD')
symbols = c("XLF", "XLP", "XLE", "XLY", "XLV", "XLI", "XLB", "XLK", "XLU")
for(symbol in symbols){ stock(symbol, currency="USD",multiplier=1) }
getSymbols (symbols, src='yahoo', index.class=c("POSIXt","POSIXct"),
from='1998-01-01")
for(symbol in symbols) {
x<-get (symbol)
x<-to.monthly(x,indexAt="'lastof',drop.time=TRUE)
colnames(x)<-gsub("x",symbol,colnames(x))
assign(symbol, x)
}
initPortf('faber', symbols=symbols, initDate='1997-12-31")
initAcct('faber', portfolios='faber', initDate='1997-12-31")
initOrders(portfolio='faber', initDate='1997-12-31")
s <- strategy("faber")
S <- add.indicator(strategy = s, name = "SMA", arguments = list(x =
quote(Cl(mktdata)), n=10), label="SMA10")
s <- add.signal(s, name="sigCrossover", arguments = list(data=quote(mktdata),
columns=c("Close","SMA"), relationship="gt"), label="Cl.gt.SMA")
s <- add.signal(s,name="sigCrossover", arguments = list(data=quote(mktdata),
columns=c("Close","SMA"), relationship="1t"),label="Cl.1lt.SMA")
s <- add.rule(s, name='ruleSignal', arguments = list(data=quote(mktdata),
sigcol="Cl.gt.SMA", sigval=TRUE, orderqty=100, ordertype='market',
orderside=NULL, threshold=NULL), type='enter')
s <- add.rule(s, name='ruleSignal', arguments = list(data=quote(mktdata),
sigcol="Cl.1lt.SMA", sigval=TRUE, orderqty='all', ordertype='market',
orderside=NULL, threshold=NULL), type='exit')
out <- try(applyStrategy(strategy='s' , portfolios='faber'))
updatePortf (Portfolio="'faber"')
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Faber Results
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Faber Results, cont.

= Strategy Is profitable over a decade on all but one sector

= Performance could be improved by capital aware position
sizing, and more sophisticated limit-based exits

= Selection of output from tradeStats( ) function:

Net Max # Profit Std Dev | Largest | Largest | Max Min Equity
Trading PL | Drawdown | Trades | Factor Trade PL | Winner | Loser Equity

XLP 7185 -4730 1035 3195 -1745 7245

XLY 8645 -8030 1852 5835 -2205 9075 -4655

XLI 5685 -8930 2201 7915 -4835 6225 -8235

XLK -7355 -15365 2540 3985 -10155 -15365




Indicators

Signals

Using quantstrat

+ Quantitative value derived from market data
+ Applied in a vectorized or streaming fashion
+ Presumed to be able to be calculated in path-

independent fashion

+ No knowledge of current position or trades
+ Examples: moving averages, volatility bands, RS,

MACD, channels, any 'technical analysis indicators'

+ Describe interaction between market data and

indicators

+ Describe the possible desire for an action, but may

not be actionable

+ Applied in a vectorized or streaming fashion
+ Used to inform rule decisions
+ Examples: Crossovers, Thresholds, Multiples

+ Evaluated in a path-dependent fashion
+ Have available all market data prior to current

observation

+ Are aware of current position at time of evaluation
+ Generate entry, exit, and risk management orders
+ May enter new orders or modify existing orders

+ Types: Entry, Exit, Risk, Rebalancing

Designed and used for
'real' quantitative strategies
at all frequencies

Many strategies may be
constructed from all open
source components

Proprietary strategies add
custom

= |ndicators
= Signal Functions
= Order Sizing Logic

Framework may be
extended for live execution

GSoC 2011 project
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