
 
Question:  There are many rules in Trend-Long strategy. Can this ruleset be simplified?  
 
Experiment: To answer the driving question, first let  determine which of these rules are 
contributing the most?  
 
To do this, each of the rules will be removed one by one.  The metrics will be observed to 
understand the effects each rule has on a wide range of underlying assets.  This experiment 
was implemented using the Python program.  The rules tested are based on the documentation 
and TOS script shared by Eric Hoyle in the Falde Trading Strategy Challenge in 2019.  The 
rules were isolated as follows: 
 
Entry Rules 

● E1: (close > open and close > 70% of day's range)   or   close > yesterday's high 

● E2: SMA-20 is up today 

● E3: SMA-20 was up yesterday   or   SMA-20 is up today by at least 0.03 * ATR 

● E4: SMA-50 is up today   or   today's SMA-50 minus 3 days ago's SMA-50 > -0.12 * ATR 

● E5: close < SMA-20 + 2.5 * ATR 

● E6: close < SMA-50 + 3.5 * ATR 

● E7: close > SMA-20   or   close > SMA-50 

● E8: SMA-20 < SMA-50 + 2.5 * ATR 

 

Exit Rules 

● X1: 1st profit target: Exit ¼ position on a daily close > 2.0 * ATR above the entry price. 

● X2: 2nd profit target:  Exit ¼ of original size (1/3 of remaining size) on a daily close > 5.0 * ATR 

above the entry price. 

● X3_all: Big extension trailing stop: (all conditions in one) 

● X3_1:  close is at least 3.0 * ATR above the lowest close of the previous 5 bars 

● X3_2:  close is at least 4.0 * ATR above the SMA-20 

● X3_3: close is at least 8.0 * ATR above the SMA-50 

● X3_4:  SMA-20 is at least 3.0 * ATR above the SMA-50 

● X4_all: Price stop: On the day of entry, set this stop at 3.0 * ATR below the entry price. 

● X4_b: Initial stop loss: Base: On the day of entry, set this stop at 3.0 * ATR below the entry price. 

● X4_1: Starting on the first day that price closes more than 2.0 * ATR above the SMA-50, the price 

stop is raised to the lower of these two prices (measuring with the previous day's ATR value): (1) 

4.0 * ATR below the highest high of the last 4 bars 

● X4_2: Starting on the first day that price closes more than 2.0 * ATR above the SMA-50, the price 

stop is raised to the lower of these two prices (measuring with the previous day's ATR value): (2) 

0.75 * ATR below yesterday's SMA-50 

● X4_2_1: Both X4_1 and X4_2 rules excluded 

● X5_all: Slow MA Stop: All the rules excluded together 

● X5_1: If the SMA-50 is falling today and the SMA-20 is rising today, the stop price is 1.5 * ATR 

below the SMA-50 



● X5_2: If the SMA-50 and the SMA-20 are both falling today, the stop price is 1.0 * ATR below the 

SMA-50. 

● X5_3: If the SMA-50and the SMA-20 are both rising today, the stop price is 2.25 * ATR below the 

SMA-50. 

● x_DIT: Exit the trade after 70 calendar days  

 

Tested Underlying Assets 

● GroupA 

○ DIA, IWM, QQQ, SPY 

● GroupB 

○ IEF, TLT 

● GroupC 

○ GLD, SLV, USO 

● GroupD 

○ AAPL, ADSK, AMAT, AMZN, BA, CAT, CME, F, FB, GOOG, HD, MSFT, LMT, NFLX, NVDA, 

PEP, PG, T, TXN, VZ, WMT, XOM 

● GroupE 

○ ALK, ETFC, JBHT, KSS, MRO, RE, ROKU UA, URI, XRX 

● GroupF 

○ ADC, CLW, CRUS, HLIT, MYE, NHC, THS, VSAT, VSI 

 
● 100k base Investment per trade 

● 30 years of OHLC data used (when available) 

 

Results (See Spreadsheet Trend-Long_Rule_Isolation.xlsx): 

● Baseline Data 

 



 

 
Note: Removed ROKU because the results were skewing the Group E metrics.  Since the intent was to get a general 

feel for how each group performed, this outlier was removed from the data. 

 
Summarized results data for removal of each rule. 
 



 
 
Discussion of Results 

● Entry Rules: 

○ Entry rule E2, entering the trade on an up date for the SMA-20 was significant.  While 

this did not have a significant effect on the win rate, the other metrics were strongly 

degraded by removing this rule. 

○ The next most significant rule was E4, entering when the SMA-50 was rising or declining 

a small amount over the past 3 days. 

○ The equity indexes were improved by removing rules E1, E5, E6, E7, and E8.  However, 

the treasuries were negatively impacted and the the other assets tested did not change 

significantly.  This highlights the difference in volatility between an indexes, treasuries 

and individual equities.  A rule change improve the results when trading indexes, 

treasuries vs individual stocks.  

● Exit Rules 

○ X_1, the first profit target, significantly helped the win percentage and max drawdowns, 

while negatively impacting the annualized return and trade expectancy. 

○ Rule x4_2, the price stop ¾ of an ATR below SMA50 was the most significant rule by far. 

Removing this rule showed great improvement of the metrics for all asset classes.  

○ Rule X4_1, the price stop 4 ATRs below the highest bar of the past 4 days was not 

triggered as can be seen by not changes in the x4_2 and x4_1_2 tests.  This rule could be 

removed as coded or tightened to see if it helps the overall results. 

○ The E5 rules, based on the slow SMA50 were beneficial to the strategy but mostly for 

the indexes, treasuries and commodities over the individual stocks. 

○ The x_DIT rule, negatively impacts the overall performance, indicating some of the 

trends last longer and therefore this might be extended out farther.  Extending the long 

call option expiration may not be as favorable, so this would need to be evaluated with 

the options.  



● Since several of the tests showed differences between indexes, bonds, and commodities, it may 

be advantageous to have a set of rules for the broader market ETFs and a set of rules for 

individual stocks.  

 

Conclusion: 

There are several rules which appear to be more significant than others and rules which have not 

contributed to the overall performance.  However, before reaching a final conclusion on simplification of 

the rules, further testing is needed. 

 

Possible Next Steps: 

● Rerun test matrix with Rule X4_2 removed to see more granularity in the other rules 

● Test with minimal rulesets, building a strategy from only the most significant rules. 

● Improve equity selection by filtering equities using fundamental analysis 

 

 


