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Exchange and Industry Sponsored Webinars are presented by unaffiliated third parties. Interactive Brokers LLC is not responsible for the content of these

presentations. You should review the contents of each presentation and make your own judgment as to whether the content is appropriate for you.

Interactive Brokers LLC does not provide recommendations or advice. This presentation is not an advertisement or solicitation for new customers. It is

intended only as an educational presentation.



Options involve risk and are not suitable for all investors. For information on the uses and risks of 
options, you can obtain a copy of the Options Clearing Corporation risk disclosure document titled 
Characteristics and Risks of Standardized Options by calling (312) 542-6901.

Futures are not suitable for all investors. The amount you may lose may be greater than your initial 
investment. Before trading futures, please read the CFTC Risk Disclosure. For a copy visit 
interactivebrokers.com. 

Security futures involve a high degree of risk and are not suitable for all investors. The amount you may 
lose may be greater than your initial investment. Before trading security futures, please read the Security 
Futures Risk Disclosure Statement. For a copy visit Interactivebrokers.com. 

There is a substantial risk of loss in foreign exchange trading. The settlement date of foreign exchange 
trades can vary due to time zone differences and bank holidays. When trading across foreign exchange 
markets, this may necessitate borrowing funds to settle foreign exchange trades. The interest rate on 
borrowed funds must be considered when computing the cost of trades across multiple markets.

The Order types available through Interactive Brokers LLC’s Trader Workstation are designed to help you 
limit your loss and/or lock in a profit. Market conditions and other factors may affect execution.  In 
general, orders guarantee a fill or guarantee a price, but not both. In extreme market conditions, an order 
may either be executed at a different price than anticipated or may not be filled in the marketplace.

There is a substantial risk of loss in trading futures and options. Past performance is not indicative of 
future results. 

Any stock, options or futures symbols displayed are for illustrative purposes only and are not intended to 
portray recommendations.

•IRS Circular 230 Notice: These statements are provided for information purposes only, are not 
intended to constitute tax advice which may be relied upon to avoid penalties under any federal, 
state, local or other tax statutes or regulations, and do not resolve any tax issues in your favor.

•Interactive Brokers LLC is a member of NYSE FINRA SIPC

Disclosure:

http://www.optionsclearing.com/about/publications/character-risks.jsp
https://www.interactivebrokers.com/Universal/servlet/Registration.formSampleView?file=registration_1/cftc_risk_disclosure.html
https://www.nfa.futures.org/members/member-resources/files/security-futures-disclosure.pdf
http://www.nyse.com/
http://www.finra.org/
http://www.sipc.org/
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● This material is provided for information only and is not an offer to sell or the 
solicitation of an offer to buy any financial instrument or asset class.

● This material does not and is not intended to take into account the particular 
financial conditions, investment objectives or requirements of individual 
customers. Before acting on this material, you should consider whether it is 
suitable for your particular circumstances and, as necessary, seek 
professional advice.

● The information provided in this presentation is believed to be accurate, but 
the accuracy and completeness of the information is not guaranteed.

● Past performance is not indicative of future results.

Disclosure
In The Webinar
In this webinar, we’ll discuss the importance 
of automation. We’ll scope the limitations 
and delve into important concepts to keep 
in mind when automating any trading 
strategy.

We’ll look at how backtesting can be used to 
improve and optimize your trading 
strategies and then automate the 
best-performing strategies in fee-style text. 

 As well, for the first time, we’re going to be 
showing how you can now automate your 
trading from a price chat.

Backtesting Analysis



WHAT IS BACKTESTING?

3Backtesting Analysis

Understanding The Limitations 
& The Benefits

● Backtesting seeks to 
estimate the performance 
of a strategy.

● How well a strategy or 
model would have done 
ex-post.

● Discovering how the 
strategy would play out 
using historical data.

BACKTESTING IS A TERM USED IN MODELING TO REFER TO TESTING A STRATEGY OR MODEL ON HISTORICAL DATA.

● Confidence.



WHY BACKTESTING?
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#1
Prove Your Strategy Works

It’s difficult to create a strategy or 
trading plan that really works without 
extensively testing it over historical 
data, first.

The amount of time it takes to 
forward-test strategies is extremely 
limiting.

Without backtesting you are essentially 
trading blind.



WHY BACKTESTING?
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#2
Optimize Your Approach

You can painlessly determine whether or not a strategy is for you 
without losing any money in the process.

Identify your strategy’s flaws and introduce new filters that  
increase its potential returns and reduce its drawdown.



WHY BACKTESTING?
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#3
Create Trading Ideas

Backtesting is like a mirror to reality.With backtesting you can come up with 
an idea and then put it through the 
grinder, whatever comes out is what 
you pay attention to.

The feedback loop allows you to tweak 
and perfect your approach until you 
find a set of filters, rules, or as we at 
Capitalise.ai refer to conditions,  that 
not only work, but play to your 
psychological strengths.



WHY BACKTESTING?
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#4
Gain Confidence

Your backtest is a good marker to 
compare with to your live strategy.

Make Key decisions.Know what to expect from your 
strategy.



LIMITATIONS
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#1
Data

Historical market data could be one dimensional (e.g. market 
prices only), or could be multidimensional and taking in 
consideration different kinds of datasets such as prices, news 
events, market events, etc.

The quality of a backtest is determined by the level of details and  
quality of the historical market data used for the test.



LIMITATIONS

9Backtesting Analysis

#2
Market Effects

e.g the effect of very large short order on a specific stock.When running a backtest, none of our simulated trades have an 
effect on the markets.



LIMITATIONS
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#3
Over Fitting

A possible solution for such a scenario is to test the strategy on 
multiple instruments/data sets.

We run the potential of overfitting, when we decide on our trading 
scenario and adjust its parameters, what we might inadvertently 
do is overfit our criteria to the historical data set at hand. 



LIMITATIONS
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● Take into account the broad market trends in 
the time frame a given strategy was tested.

● Determining optimal position sizing and money 
management.

● Take into account the universe in which 
backtesting occurred.

● Backtesting is not always the most accurate 
way to gauge the effectiveness of a given 
trading system.

Rules Of Backtesting



ADVANTAGES
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Shows if a strategy performs well in 
periods when it is supposed to, and 
vice versa.

Provides an understanding of how the 
strategy performs in different markets.

Produces insights on how the strategy 
might be improved on.

1 2 3

Backtesting Accomplishes 3 Things:



THE WIZARD
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PRODUCT DEMONSTRATION
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