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Sammanfattning: This paper explores the possibility of backtesting trading strategies using
Monte Carlo simulation. An illustrative example is carried out by backtesting two strategies.
The main strategy is the “Magic Formula”, introduced by Joel Greenblatt in his book The
Little Book that Beats the Marketfrom 2006. A randomized version of the Magic Formula
is also backtested for comparison. The strategies are then compared to the chosen equally-
weighted index based on the investable universe of stocks.

The results indicate that Monte Carlo simulation could be a fruitful way to backtest strategies
over a shorter time period, no longer than one year. For the longer time periods employed the
backtests did not provide any informative results. The Magic Formula strategy is intended
for a holding period of three years or more so no relevant conclusions about its performance
could be drawn using Monte Carlo simulation. The paper also contains some suggestions for
future studies.

A description of the universe of investable stocks, the full code of the matlab-program and
the results from the simulation are supplied in appendices.

Alla intresserade ir vilkomna!



