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7sisters Ultradefensive 10 stocks - Introduction 

"7sisters Ultradefensive 10 stocks" is a defensive equity portfolio based on an algorithm 

developed on portfolio123.com. It is primarily oriented towards capital preservation, in 

particular during economic downturns. Given the potential of a recession and stock 

market declines over the next 12-18 month (as of March 2016), it is an interesting 

period to test this trading system. 

 

Some of the model goals are:  

- in-line performance during times of economic expansion; 

- outperformance during recessions and subsequent recoveries; 

- relatively low drawdowns; 

- high liquidity (minimum $ 10 MM); 

- moderate trading requirement (<900% turnover per annum). 

 

The stock picking is based on a ranking system and several buy rule filters. The stock 

universe is limited to the defensive S&P500 sectors healthcare, staples, telecom & 

utilities, while the IEF (7-10 year bond ETF) serves as hedge instrument.  

 

With high liquidity of the underlying universe this model is suited as defensive strategy 

for both individual investors and small mutual funds and allows conservative capital 

allocation without considerable slippage. 
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"7sisters Ultradefensive 10 stocks" has the 

following setup: 

 

• a universe limited to defensive sectors 

(healthcare, staples, telecom & utilities) 

within the S&P500;  corresponds to 

approximately 130 stocks; 

• a 10 factor ranking system (based on 

weekly rebalance shown on the right); 

the uppermost quintile is considered in 

the buy rule Rank > 79;  

• weekly rebalance; 

• variable slippage; 

• 6 buy rules; 

• 2 sell rules & mergers not allowed; 

• 2 rules triggering hedge entry and exit 

based on 2 custom series; 50% of total 

assets are invested in IEF during hedge 

periods. 
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This model uses a market timing which detects weakness of a larger universe of stocks 

based on two proprietary custom series generated at Portfolio123. This weakness can 

occur both in uptrending and downtrending markets. It is independent of the 

benchmarks’ performance and thus not curve-fitted to a benchclose moving average. 

 

The hedge is triggered when the weakness is detected. As the hedge is triggered, the 

model sells 50% of current equities and invests the resulting cash in IEF (7-10 year 

bond ETF). When the model exits the hedge, the cash from the IEF sale is used to 

either double the share of existing stock holdings or to buy new ones based on the 

ranking recommendations. 

 

Over the entire simulation period the hedge was active 53% of the time (see green 

graph below). 58% of the hedge periods ended with a positive investment in IEF with an 

average 2.3% return. 
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A rolling test is a backtest intended to illustrate the robustness of an algorithm by 

changing the start date and the investment period of a simulation.  

 

The following page gives a Portfolio123 rolling test summary for 7sisters Ultradefensive 

10 stocks model. In this test an industry-standard 1 year investment period was used. 

The simulation start date of 4 January 1999 was shifted in one week steps, resulting in 

a total of 847 samples (investment periods).  

 

The two histograms show a split-down of portfolio returns (red bars) and excess returns 

against the S&P500 benchmark (grey bars). Around 90% of investment periods result in 

positive returns and over 80% of samples beat the benchmark performance. In order to 

decrease the risk of negative returns from 10% to >1% in the simulation, an increase in 

the investment period from 1 year to 3 years is required.  

 

In the graphs underneath the histograms are the results of the 847 individual 

investment periods plotted along a time series. For example, at the red line with the 

label “Jan,25 2005” the returns of a 1 year investment starting on 26 Jan 2004 are 

plotted. For this sample we can see that the excess return was 12% (grey graph), the 

portfolio return was 14.3% (red graph) and the benchmark return was 2.3% (blue 

graph). 
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83% of investment periods 

beat the benchmark 

92% of investment periods 

generate positive returns 
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IEF (default) 

iShares 7-10 year 

Treasury Bond ETF 
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TLT  
iShares 20 plus year 

Treasury Bond ETF 

SH 
ProShares Short 

S&P500 

  
Go to cash. This 

results in the lowest 

turnover & MDD, but 

also in a lower return. 

All else being equal let’s test a selection of alternative hedge options: 
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All else being equal let’s test the algo’s robustness by changing the universe:  
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S&P500  
(default) 

S&P1500  

PRussell 3000 

  

S&P400 (Midcap) & 

S&P600 (Smallcap) 
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Overlap 

analysis 



Next to the rolling test and alternative universe test, this last robustness test uses the 

EvenID function on portfolio123. It splits the universe in half by applying one of the 

following buy rules: EvenID=0 or EvenID=1. If the algorithm is robust, both halves 

should produce approximately the same performance. 

 

So all else being equal, here the results of the split S&P500 universe: 
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Lastly, a two page comparison of this model with Keating’s Ultra Defensive Portfolio. 

The latter is the Portfolio123 Smart Alpha model with the highest out-of-sample Sharpe 

Ratio (2.12) as of 27 March 2016.   

 

Below is a risk statistics summary of the two models: 

7SIS - 7sisters Ultradefensive 10 stocks  

KEAT - Keating’s Ultra Defensive Portfolio 

Model - a book combining both portfolios with equal weight 

 

The next page illustrates backtest vs real performance for the last two years. 
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Keating’s Ultra Defensive Portfolio 

Out-of-sample performance since launch 

Model has 50/50 split of TLT and equities (20 stocks) 

TLT is used as constant hedge.  

7sisters Ultradefensive 10 stocks 

Simulated performance prior to launch 

Model has 10 stocks and uses intermittent hedge 

IEF is used as hedge at 50% of total holdings. 
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Personal disclaimer 
 

The description of this Smart Alpha model is provided for information purposes only. The information 

is not intended to be and does not constitute financial advice or an encouragement for investing into 

this model. This model is based on backtests, and hence there is no guarantee for similar 

performance in the future. All else being equal, models with better out-of-sample and liquidity 

statistics are better. 

Please note that I am not a financial adviser. If you are unsure about the suitability of investing in this 

algorithm please seek advice from a registered investment adviser. I don’t assume any responsibility 

for losses incurred through investing into this model. 

 

Portfolio123 disclaimers 
 

DISCLOSURE: The content provided in Portfolio123's website and emails is for information purposes 

only. It does not constitute an offer or an invitation to subscribe for or purchase securities nor an 

investment recommendation. Portfolio123's Models represent hypothetical or simulated performance, 

not actual trading. Since the trades have not actually been executed, the results may have under-or-

over compensated for the impact of certain market factors, such as liquidity. Remember that past 

returns are no guarantee of future returns. 

 

WARNING: Simulated results may give you false expectations: they are based on hypothetical trades 

signaled by a model created with full access to knowledge of which stocks did well in the past and 

which ones did not. Given that we have not (yet) mastered time travel, past performance may not be 

indicative of future results.  
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