01/26/2002 FastBreak - Year 2001 Review

============================================================================

The first version of FastBreak was release in early 1996.  Soon after this initial release we developed trading systems that we could monitor for “real time” performance purposes.  We don’t modify the trading system parameters during the performance reporting period and report on these systems on a yearly basis.  If you would like to read the reports since 1997 visit our web site (www.edge-ware.com) and go to the Strategies page.

Read about Standard FastBreak, FastGraph, and FastBreak Pro in Commentaries 8160, 8161, 8162 & 8163.
With the release of Standard FastBreak and FastBreak Pro versions 4.0 in late 2001 we now have the ability to run the same strategies in the Standard and Pro versions. All of the systems we report on here were developed with the Pro version but can now be run in the Standard version.

We plan to put FastBreak Pro developed systems on the Strategy page of our web site.  Users of both Standard and Pro versions can download these systems.  In addition, the Standard FastBreak demo that is available for downloading from the web site can run these strategies (but will not show the most recent 60 days of trades).

Unlike other trading methods, the FastBreak "mechanical" trading strategies give specific buy and sell recommendations. Mechanical trading systems leave no room for historic "revision".  These types of trading systems may not be for everyone, but we believe they should be considered if you recognize yourself in the following: 

* Do you have trouble "pulling the trigger" on trades, e.g., selling your 

  losers, taking profits on your winners, waiting for a bounce to get out of 

  a bad trade ...?

* Do you have a limited amount of time to devote to your investments?  If 

  you are a full time investor, or enjoy sitting in front of CNBC and your 

  computer all day, you may be able to do better  with other investment 

  methods.  However, if you have limited time (or better things to do with 

  your time!) 10 minutes an evening is all you need to download your FastTrack data and run your FastBreak strategies.

All the following systems were "out-of-sample" for all of 2001, i.e., trading systems were developed prior to 2001 and the trading parameters have not been modified.  Some of the trading systems go back to 1999 (developed with a pre-release version of FastBreak Pro) without any parameter changes and are somewhat out of date, i.e., these old systems don't take advantage of new options and capabilities we have added to the software nor did they consider recent FastTrack historical data during system development.  We include these older system to show how the systems "hold up" over long market time periods.  

We have stopped reporting on some of the very old FastBreak systems for a variety of reasons:  Many of the mutual funds used in these old trading system families have since been discontinued, the market timing signals (unrelated to FastBreak) used did not stand the test of time, and we can build much more effective strategies with the functionality added to FastBreak in recent years.  We felt that those systems don’t accurately reflect the performance that FastBreak can produce. 

It takes a year like 2001 to make us have pleasant thoughts about the year 2000 which was also a difficult year for most investors.  We are again very pleased with the performance of FastBreak trading systems under these terrible market conditions.  Year 2001 is the second full year that we can report on FastBreak Pro trading systems, and we encourage you to download and read the year 2000 report.

We need a yardstick with which to compare our performance.  Here are how 

three common benchmark indexes performed in 2001:


     Return, %

S&P 500     -13.0 

DJ-30        -7.1

OTC 100     -32.7

So, how did the FastBreak systems do?

System                       

  2001 Return, %

Aggressive growth hold 2 funds         
19.2

Fidelity Sectors hold 3 funds           
 0.0

Rydex hold 2 funds           

    
-9.1

Fidelity Diversified hold 2 funds       
 5.3

International hold 2 funds   

   
11.4

NASDAQ 100 hold 2 stocks    

     -16.4

Bond





    
 9.6

Only two of the above systems (Rydex and NASDAQ Stock systems) use market timing.  Based on our experience in 2000 we built these systems using the very popular “RUTTR” market timing signal that has shown reasonable performance in the last two years.     

If we were to use the RUTTR signal with all the other equity trading systems we would have seen somewhat better results:

Aggressive growth hold 2 funds        
34.0%
Fidelity Sectors hold 3 funds 
   
 5.2
Fidelity Diversified hold 2 funds 
   
 7.3
International hold 2 funds      
     
11.0

Only the Aggressive growth system shows a substantial improvement.  This validates that the systems had robust trading parameters and were able to handle a down market year unlike any in the prior FastTrack database years.

We were quite happy with these results.  The Aggressive, Fidelity Sector, Bond, and Fidelity diversified strategies have all been trading out of sample since March 2000 and are nearly two years old without any parameter changes.  We have since added additional functionality and have gained experience with building systems.  The Rydex and NASDAQ systems were developed in late 2000.

The International strategy was developed in the Fall of 1999 with a pre-release version of FastBreak Pro.  It was one of the first trading systems built with the initial version of the software.  The trading family is composed of 30 international funds available through the Fidelity NTF program.  

The trading of growth and aggressive growth funds continues to be our favorite system.  The Aggressive trading system was out of sample for most of 2000 (and all of 2001) and it gained a spectacular 52% in 2000 (with RUTTR the return was 69%).  The trading family is a group of 50 funds available through the Fidelity NTF program.  One change we are making is to add micro cap funds to the trading family.  These funds did very well in early 2001 but were lacking from our trading family.  

The Fidelity Sector strategy holds three funds.  We used the entire Fidelity Sector family excluding the gold fund because the gold fund typically does not trend very well.  Note: The gold fund was the top performing sector in 2001.  Adding this fund to the family would have added about 5% to the yearly performance.

Our biggest disappointment continues to be with the Rydex family. The Rydex sectors are very volatile and have only been in existence since 1998.  This lack of long term data makes it difficult to develop trading systems.  As we get more fund history we would expect an improvement in our Rydex trading systems.  The recent addition of small cap index funds in the Rydex family should also help future performance.  When market conditions are more cooperative the Rydex funds can be very effective. The average Rydex fund in our trading family was down over 17% in 2001.  The trading family didn’t take advantage of the Rydex Bear market funds which did very well in 2001.

The Fidelity Diversified strategy trades a family of 14 diversified Fidelity funds and will typically hold two funds at any time.  The strategy was developed as a conservative strategy to trade a 401K account.

The bond market was extremely choppy but the trading system was able to gain nearly 10% without the drawdown of a buy and hold strategy.  The trading family used has only three funds – a long term government bond fund and two high yield funds.  The family average was only 2.2% and the best fund only returned 4.6% for the full year.  The trading system was able to more than double this return.  This trading system returned nearly 15% in 2000.  This strategy has returned over 26% in 2000 and 2001.  A buy and hold in the S&P 500 index would have lost nearly 22% in the same time period.  In addition, the bond strategy never experienced a drawdown of even 6% during this two year period.  This system has performed very well and we will put the trading system on our web site.  The system can be used by users of FastBreak Pro V3.2 & V4.0, Standard FastBreak V4.0 (including the demo version).

The exact performance for our stock system is difficult to track because it uses the NASDAQ 100 index stocks.  The stocks that make up this index are modified throughout the year. The performance reported used the stocks that made up the index at the end of 2001.  It is no secret that trading just about anything related to the NDX in 2001 was a difficult task.   However, when the NASDAQ is moving up strongly (as it was in the previous years when these systems had significant returns) there may be a place in your trading tool box for a small position in these aggressive systems.  We think the individual investor has one very large advantage in trading individual stocks - liquidity.  Individuals can enter or exit their entire position in seconds.  Mutual funds typically do not have this luxury.  Some of our users are using various filtering methods to build custom stock trading families (high reward to risk ratio stocks, low PE etc.) and their results are quite impressive.  Our personal interest is in mutual funds and we have done very little research with using FastBreak to trade stocks. 

What can we do better in 2002?  We made several changes to FastBreak Pro during 2001 (the reported systems didn't take advantage of these changes).  

We added the capability to control the Beta of the trading systems, and we added several “buying” filter options (moving average, RSI, Parabolic, Beta and Correlation).  The addition of the filters is to help confirm the upward trend and prevent buying into false rallies.  As it did in 2000, the market itself provided some help for trading system development.  FastBreak and FastBreak Pro require historical data to build robust trading systems.  There wasn’t a serious market decline in the FastTrack database until 2000.  We can now build and test our trading systems with a time period in the database to check bear market performance.  This additional data should help us build even more robust trading systems. 

Edge Ware, Inc.

Standard Disclaimer

---------------------------------------------------------------------------

As the saying goes, "Past performance is not a guarantee of future results."
