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At the end of January 2015, David Varadi published a very simple strategy that applies Percentile Channels to a tactical asset allocation strategy.[footnoteRef:1] Since then, this method has been used in our AdvancedUberTAA strategies (GameChangers and GlobalAssets). In 2017, Tamas wrote a study in connection with Sharpe ratio as an asset allocation indicator[footnoteRef:2]. [1:  https://cssanalytics.wordpress.com/2015/01/26/a-simple-tactical-asset-allocation-portfolio-with-percentile-channels/]  [2:  Momentum, Seasonality and Correlation in GameChanger Stocks 2004-2017
] 


After the results of these studies, we sought to answer the question of whether percentile channel or Sharpe ratio is the better allocation indicator. As a first step, a simple investigation has been made using an Excel application, which can be downloaded from here. In this analysis, only one asset, the QQQ was used and these indicators determined when to be in position and when not.
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During the analysis, adjusted daily close prices of QQQ from 1999-04-01 to 2021-07-30 were used.

Methodology:
· Percentile channel strategy:
A long position would be initiated if the price exceeds the “k”-th percentile of prices (upper threshold) over the last “n” days. The position would be closed if the price falls below the “l”-th percentile of prices (lower threshold) over the last “n” days.

· Sharpe ratio strategy:
A long position would be initiated if the Sharpe ratio over the last “t” days exceeds a threshold value “s”. The position would be closed if the Sharpe ratio over the last “t” days falls below this “s” threshold value.

Parameters of the calculator:
· General parameters:
· Start Date: range of selectable values: 1999-04-01 - 2021-07-30;
· End Date: range of selectable values: 1999-04-01 - 2021-07-30;
· Short Allowed: boolean type variable (TRUE or FALSE). One can decide whether or not to use the calculator as a SAR model (stop and reverse = always in the market). When the value is true, it becomes a SAR: once you go long above the upper threshold you stay long until you go below the lower threshold where you would go short (and vice versa). Otherwise you would go into cash instead of short.
· Percentile Channel parameters:
· Lookback Period: “n”, the number of trading days used to calculate channels.
· Lower Threshold Percentile: “l”, a percentile value between 0% and the upper threshold. Default value: 25% based on Varadi’s study.
· Upper Threshold Percentile: “k”, a percentile value between the lower threshold and 100%. Default value: 75% based on Varadi’s study.
· Sharpe Ratio Momentum parameters:
· Lookback Period: “t”, the number of trading days used to calculate Sharpe ratios.
· Threshold Sharpe Ratio Value: “s”.

Structure of UI:
· Table of parameters;
· Table of results: results of selected and full periods as well;
· Chart of Portfolio Value in selected period;
· Chart of Portfolio Value in full period.


Chart 1: Structure of UI
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After testing several different sets of parameters, we came to the following conclusions:
· Allowing short transactions significantly reduces the performance of both methods. 
· Daily and monthly rebalance periods have almost the same effect on performance, while weekly rebalance seems less advisable.
· Using default parameters (can be seen in Chart1), in the long run (e.g. using the full period), when both bullish and bearish periods appear, both methods perform better in terms of Sharpe ratio and MAR ratio than the simple buy&hold strategy.
· Using default parameters, during the internet bubble bursting (from peak on 2000-03-27 to bottom on 2002-10-09) and the financial crisis of 2007-2008 (from peak on 2007-10-31 to bottom on 2008-11-20), the percentile channel method reacted faster and had better results than the Share ratio momentum method. During the recovery phases, the percentile channel method also slightly outperformed its rival.
· In the long run, the percentile channel method seems somewhat better than the Sharpe ratio method.
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Based on this brief investigation, the percentile channel method seems slightly better than the Sharpe ratio based.
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