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We at Mathematical Investment Decisions rotate stock assets by
scoring them with various regression based momentum strategies
and investing in those assets with the best scores.  Scoring is done
each day, and the portfolio is changed at regular intervals.  In
building scoring models or doing many other types of market
analysis, the choice of lookback period can be the difference
between profits and losses.  Trying all possible lookback periods
over time and then selecting the optimal one is usually not the
best idea, as this “curve-fitting” seldom has any predictive value.  

We have experimented with a number of ways to circumvent this
delemma, and one of the best is to have the lookback period
change dynamically with market conditions.  In this vein we have
found Jurik Research’s CFB to be most useful.  CFB has the
characteristic of being larger during trending periods and smaller
during trading periods.  We have also found that longer lookback
periods work best in trendy periods, and shorter lookback periods
do better (or at least, less bad) during trading periods.   We find
that multiplying CFB by a suitable factor (2 and 3 are appropriate
in a number of markets) can produce excellent dynamic lookback
periods.

Two illustrations show the result of trading a basket of several
hundred small cap stocks by this method. To the right is
performance in LOG SCALE, often preferred and recommended
by market professionals. The next page has a performance
summary table and a plot in linear scale.
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