
Question:  Can one achieve superior risk adjusted returns using options on an  “All 
Weather” strategy? 
 
The general approach used is to start with small edges and stack them.  Then apply a very 
simple option system to execute the trades. 
 
Edges to test/investigate: 

1. Sell premium 
2. Long dated options offer better risk adjusted returns than those near expiration 
3. Filter out unfavorable market conditions 
4. Diversify across multiple markets 
5. Rebalance a portfolio periodically 

 
 
Let’s start with the S&P 500 ETF, SPY from 2008 to present. For all the experiments, 100,000 
was used as the starting capital. 
 

Edge #1: For this investigation, premium will come from selling naket puts. Will look at 
selling the 50, 30 and 10 delta puts sold continuously at 45DTE and exciting by allowing 
them to expire.  The metrics are kept to a minimum to keep the analysis simpler. 

 

 
 

Observations/Comments: 
● While the win rates improved selling puts, the risk adjusted returns did not.  
● Selling premium limits the potential gains but are still subject to the same 

significant loss as the underlying.  
 

Edge #2: Next, the option DTE will be shifted out to 90 days.  The options will be closed 
out when they become approximately 45DTE.  

 



 
 

Observations/Comments: 
● This shift to selling options farther out in time reduced the maximum drawdown 

(MDD) and increased the annualized return (aRet) across all options.  
● Options that are farther out in time will be typically be farther away from the 

current price assuming the same delta. 
● Options farther out in time are typically less sensitive to price movement.  

 
Edge #3 Apply a filter to keep the trade out of the market during extended pullbacks. 
For this example, the 200 day simple moving average will be used. 

 

 
 



 
 

 
 
Observations/Comments: 

● The 50 and 10 delta put selling achieved better risk adjusted returns. 



● The 200d SMA significantly improves returns by not participating in the market 
during the 2008 - 2009 timeframe. 

● Covered calls and naked puts strategies do not do as well as owning the 
underlying in strong bull markets because of the limited gain potential. 

● The 30 delta does not collect enough premium to keep up with the underlying in 
the strong bull market  The 50 delta collects more extrinsic premium wich allows 
it to keep up with the market better. 

 
 
 
Next the long term US Treasury Bonds, TLT will be looked at (from 2008 to present) 
 

Edge #1: Same as SPY, for this investigation, premium will come from selling naket puts. 
Will look at selling the 50, 30 and 10 delta puts sold continuously at 45DTE and exciting 
by allowing them to expire.  
 

 
 

Observations/Comments: 
● Selling premium has significantly better risk adjusted returns than buy-and-hold. 
● While TLT is bullish, it has not appreciated as much as SPY and has seen more 

significant swings in the 11 years under investigation.  
 

Edge #2: Next, the option DTE will be shifted out to 90 days.  The options will be closed 
out when they become approximately 45DTE. 
 

 
 
Observations/Comments: 



● This shift to selling options farther out in time reduced the maximum drawdown 
(MDD) and increased the annualized return (aRet) across all options.  

 
Edge #3 Apply a filter to keep the trade out of the market during extended pullbacks. 
For this example, the 200 day simple moving average will be used. 
 

 
 

Observations/Comments: 
● This filter was not effective.  The annualized returns were significantly reduced, 

where the maximum drawdowns increased. 
● Depending on the nature of a market, different filters may be needed. 

 
Edge #3B: Did a few tests on other filters and settled on the 21d EMA. 

 

 
 



 
 

 
 
Observations/Comments: 

● The 21d EMA filter was much more effective, significantly reducing the 
drawdowns.  



● While the risk adjusted returns were better using the 10 delta puts, the 30 delta 
puts returned significantly more (over 2.5 times) for the same amount of 
investment capital. 

 
 
Next the gold ETF, GLD will be looked at (from 2008 to present) 
 

Edge #1: Same as SPY and TLT, for this investigation, premium will come from selling 
naket puts. Will look at selling the 50, 30 and 10 delta puts sold continuously at 45DTE 
and exciting by allowing them to expire.  
 

 
 
  Observations/Comments: 

● The risk adjusted returns on GLD are aweful, both for the underlying and the 
options. 
 

Edge #2: Next, the option DTE will be shifted out to 90 days.  The options will be closed 
out when they become approximately 45DTE. 
 

 
 
 Observations/Comments: 

● In all cases the risk adjusted returns improved.  However, they are still rather 
poor. 

 
 



 Edge #3 Apply a filter to keep the trade out of the market during extended pullbacks.  As 
with TLT, the 200d SMA did not look good.  THe 50d SMA was settled on for this 
underlying. 
 

 
 

 
 
 Observations/Comments: 

● GLD had a strong rally and then decline, followed by a long period of choppy 
behavior. 

● The 50d SMA filter kept the options out of the market so the drawdown was 
minor.  Overall the return was low though. 

 
Edge #4: Combine all three markets together. 
 

● Selected the best risk adjusted returns from each and combined together.. 



  



 
 

Observations/Comments: 
● While the risk adjusted return is better than the market, the overall return is so 

poor that investing in a simple CD would likely beat it. 
 

Next try all 30 deltas: 
 



 



 
 

Observations/Comments: 
● The return more than doubled and the max drawdown only moved up slightly. 

This was a better solution to get more premium 
 

Try the 50 delta version for all to get more premium. 
 



 
 

 



. 
 

Observations/Comments: 
● Using 50 delta, the return is almost the same as the underlying and the 

drawdown is only 27% of this. 
 

Test the yearly portfolio rebalancing: 
 



 



 
 

Observations/Comments: 
● While portfolio rebalancing  works for the underlying ETFs, it was not effective for 

the option strategy. 
 
 
 
 
 
Next Ideas to improve system: 

● Add leverage using spreads to reduce absolute max risk. 
● Change the percentage of capital applied to each of the investments 


