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Parrondo Paradox and Stock Investment
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Abstract

Parrondo paradox is a counter-intuitive phenomenon where two losing games can be combined to win or two
winning games can be combined to lose. When we trade stocks with a history-dependent Parrondo game
rule (where we buy and sell stocks based on recent investment outcomes) we found Parrondo paradox in
stock trading. Using stock data of the KRX from 2008 to 2010, we analyzed the Parrondo paradoxical cases

in the Korean stock market.

Keywords: Parrondo paradox, Parrondo effect, reverse Parrondo effect, history-dependent Parrondo games,

Markov chains, stationary distribution, stock data.

#¢le] &E2]e} 52 % (Juan M. R. Parrondo) 7} 2z}
= A ARst7] fsl 278 A DA ALl skl
o o] 54 €77 AQE T A9 AL A% B2 PAH, A Ax Feo] e o] 1/2 - €2
AL AYAE 198 93, siwe] thed 198 gtk AY BE ALY
9 =& Azo] 39 Hjdolw %_ o] UL 5o 1/10 — €9l W FAHE A1, 39

Selo] Lhe $HBo] 3/4 - ol FE FAL UAA, AY AS TN Pele] e
sidol vhed 192 etk 22 AY Ax 0 < e < 1/29] W3 B4 Al=(losing)
Aol a1, AlY BE 0 < e < 1/100] sl 4 A= Aol Aot =, A Ak AY B= 2%
AYE A% ﬁW AlRsd, g AJRe A dojA)= A < (asymptotic) 71T dw o] &7k o] AJH
= ASE +F FAHE gl A —oooll 7R A= Aol "ot wHH wi Aol A =
A A%k B 5 hIE Q)= At ARSAY x94T F20) o5l #7140 F AYL W

sai RS AU A2A AAtgFe] P47t HE AL ¢ > 00] EAHe] AF ©]7](winning)
Ade] He G448 2L A Hot old dAHQA A4S 3EE E3}(Parrondo effect)Zkal sf
L, ol9) WlE, 249 € < 02 LA 47 o)k F AL W] A A H o FE
%= ¥ (reverse Parrondo effect) S T Utk o] AldelA FeEfste] F Alxglo] Agtsto] Ao
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SA4% e 542 Ze MER Aade] He 94 d4e s ddoleka It (Harmera}
Abbott, 2002; Abbott, 2010).

FEE dA2 27)de 2 Sl Al A7 A Aoy H2ele 28} Tte s 59
SAEZE ¥ olJz} 38} (Osipovitch 5, 2009), A58t (Boman 5, 2001; Spurgin} Tamarkin,
2005), A7 A% (Reed, 2007), 2154 ©]& (Di Crescenzo, 2007), Q1412 (Stjernberg, 2007) 5
o) Topsk ool 4 ATE ] 1 AGAAZE AR ol glTh. A4 Hokl A 5ol £ lole]
o] ZakE W YA AulsloM o & ZE5l= 2 (Bishop, 1996)2 B2 JHz A9 4 glo
o, AETJME AAFAEFA N (sickle cell anemia)©] |22 A o)A Hete]o} S TolF+=

o -

A A Q1 24t A (diffusion process) S w8Hsto] o] A A FERES 735 a,
Key (1987)+ 3l&sh= #4317 (branching process)©] dAF 07 FI7181E 5
t}. Ethier$} Lee (2010)2 7HA = AQAA F 749 o]7]& (5538 £XHAS
U AAos S o 25y £ 9 He 9 IR T EATE Ko
3t

B =RAAE olgdt stEE avket o st ARt 24 A E JEbd-S gelstaat st 1
7] AaAME E7HA 271 Ado] dREttt folA aE AlY BE @AY F& Al o AR
£ 540l 245 o] o]& 452 (capital-dependent) 32 E AFoletal Atk AFo|E FEE AY
2} AJReXS AFo]l +197 —19o AW F7h= AEHA g 7HA7] wi&oll A&l AT §l
ot wetA B dAFo e 71EY AFYE TEE AlY Bl Parrondo  (2000)°] &7Hg 7A€
Z(history-dependent) I2= AY-E HEstA} sty JAYE FEE AAE F N ALz +
A, Al A A2YE FEE ALY AY A9t sdsttt AlY Be AMEEE B30 dAY +3
ol o AA=E = Aol ohet HiE A9 F o] Als Ade] o) AAHt &, JH F W
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)
° AW 43 WEOIE Agol Thssith = ALH A o] 279 AES WY F7} lFe

2 vk o 2 o)ibAQl AE AFe) 7] Ws o' yEhlo] 7]&e] ntEz A%l (Markov chain) &
3]

4 AT = QA Bk Ao Frke} wiaste] £t A4S Sor, 2ot seeid s 2
3}

7129 54 QA7) AQE 24 £4 wYoz Wyste], AY AZ EEZ 2 (portfolio) AZ, A%
BE ZEZ2|2 BE Uellit}. ZEZE 2 AE FASH=E FAo] 1] 1, TEEZEQ BE A=
FAol 47 Yot £EZE| L B AALE L AYel g8l vid 479 F4 F o= Ag i
AJAAZF At A T Aol o 2AATE 2EZE L ASt XEZEQ B+ 474 9%
A T ZEZEQE 1/29 FEE T £4AZ Ky o sEx d4o] ushd 5 A ¢
obEth EZ AL £AE HAW F xEZL 0] Eor £95 A He dEx AR ke
A5 sjetdity. dutdos 2AL ALY 2 ot A vlgo] AT aue JEE G4 9
oA Zzte] xEEE) 07} £ AW F XEE 0] FFHOE o]9dg 2t ATt A AA
= 72 v8-e neshd A T4 el B 28 S5 vk 2Y o sjer a3 49e
7] REZE QL £ QAW F XEZ 0 E T S4AL W) oo, ok A vl
T ETE SAL B S Aotk FHEE 44 F4 dolEd 443 o slex Fvue o
FEE B B FHS FE AL o] Yol

Spurgin¥} Tamarkin (2005)= Parrondo 5 (2000)°] 27138t 7o) & 2% AYe] 7|&e] & &
T agE F7 419 B 1929 249 of o stEx 2 e 5 lee Btk 19
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ol te® 2R 4ol A F7b HlolHE Agdel HAsAE 2Tk Adulge 3
A Ax W e F42 a2 HHTOH AARozE 13242
=5 23] EAE Fo] WA B S5 weto] F

# e o
o] 57 253 93] “Fo)- 24 (Buy-and-Hold)” Aeko] o $58 4 962 HolmA sheik.

byl

ok

flo by

2ol FALE THEE AYl e ANT AW SR E3iet o SRS B} 2] A
58 4o WelE AR, 39014 L 200895 E 201097419 F4 Hlolelo] Bgsle] HEE &
she} o sheE ) o @A EAfeheA) Polich

. BlelE mEe A
Parrondo % (20000 242] A% Atel o3} thg AW 23] FEol AsAAL FAE HEE A
Qe arfsteleh. 2Ee] 278 HAYE HEE AL T el AY Ash B TR, AY A
Qo] Lhe 2ol

[a)

p=

1_
2
Uod Adaks 198 91, Sido] 4w 192 e=th AlY BE0<e<

A FAE WAA FHol
1749 #9] B4 eof T3

po:%—e, p1:p2:i—€, D3 %—e (2.1)
2 AoE e 4708 B AR e Qo] % o) A Aot - (27 A%, 5o, 5-%)
old gt o] g FE0| po(ZZ p1, p2, p3)d TAS BATE F, AR F H Al Ao wget d
A ARolA A8E B0 AAACE oh, A AR A3 A7 Az a2, 29, 55 F
X FYe FF 1/48 & Ak ZiEE 7Hg%tt AQ BAE ¢Ho] 4ed 195 41 3
ol oW 19S5 sleth AlY A8t BE 247 o8 wHEetd A3 71dE padt pp7t 5% S5

7tEE e > 02 F2 5 Jlo] A Aol Ik
o] F AY ASt BE &8 v > 02 £ d9F EFAY C:=y4+ (1 —v)BS 183d BE
0 <y < 1ol thell A4 EFAY O NFT 7T pe7t F7t He oFF 22 e > 001 EAst
o], o]7]&= AYL® v £ Yt} (Ethier?}: Lee, 2009). 39, AY AS o, AU BE b9, oA Al
d AE oW, AY BE bHoR FAAOR wESHE 27)A WMEAQY [a,b]o] IS Ethiers} Lee
(2009)= AY A9} Al ZIthAdFe] pa < 0013 Al B AT ZhAdFo] pp < 021 whde]
714 RHEAIY [a, 0] ABF 71 dFO] pap > 07 F= e > 00] 2ARE Btk HEo] (2.1)9
=43 FEoIA0 sF2E 98 B ofet k>0, A > 08 A < 1+ xoll B3l

1 A A

- =p2i=— — =1-
1tr O PBETPRRZ 376 b3 1+r

2 g9 e Ad BE 1ty steEs dAS BAsth 4 (2.1)9] FEHE £ = 1/90]1
A =1/3% 53835 Afolty. 4 (2.2)9 FE3kol thsll Ethiere} Lee (2009)+ 494 EFAY C<}
F71A EAD [a, 0N s < A<1EE k> 2> 19 0 3125 297} eI, A < min(k, 1) =

£ 2> max(k, 1) e 9 25 a7 EAFS FABATE Thek o] Adb= 4 (2.2)d14 2} 2ol
p1 = p29] 714 BlellA DoiR Zeln, B =RollMe 2™l 2AYUCl BE po,p1,p2 LI psoll thsl
ArwlE 7ol

po = — €, (2.2)
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HEE gAo A5 F9157] Y54 Ethiere} Lee (2009)+& ukEz F¢lo] s A3 = AL
FI3A 0 FFH Bake] 4] A (strong law of large numbers)3} 541534 ] (central limit
theorem) & §E59T,. 1 23 Aelshd e 2o,

{Xn}ns0S §3 A F7F oA AY = BEE 7H(irreducible) ©] i H]5 7] 4 (aperiodic) BFEZ A

olo]al P = (Pij)ijex= 1A Ao]E-&E3)H (transition probability matrix)e]2}al 3FAF. Z8]3 1
AYEEREE 7= (m)iesBL 2L FF w: L x L= RE FE W = (w(i,§))ijesE ER]
233 E (payoff matrix) o2kl dtth. 2E nof i3,

& = w(Xn-1,Xn), n>1

Sn=&+ - +&, n>1
2 BoeE 5,2 nuel AR Tl AYAe] 24 AFo) Ak (i,))9) 227} Py, BEE P
3k, Pjwy 9 BES Pty 3xp. 283 7t o] AAERE w9l Al E (square matrix) S
Ikl 5la, Aoj&Edd Poj st ZE3H (fundamental matrix, Kemeny 2} Snell, 1960)2 Z :=
(I—(P-1I))"tolgtal skx}. 28 @9E 1:= (1,1,...,1)" o th&ll Ethier®} Lee (2009)= T2
Zro| g3 B4t

u=7wP1, o’ :=7nP1— (rP1)’ +2rP(Z — 1) P1.

2 AdeR, o) Zoleel WAT FATAANE ZHAC

Hg| 2.1 (Ethier2} Lee 2009) 912 2743} o9 27148 Xool thell limyeon 'E[S,] = ol

il

& — a.s

L, T M as,

lim,, 0o n” ' Var(S,) = o%olH, Bk g2 > Qo] |,
Spn —np KX

— N(0,1)
no?

olty. whek y = 00| 02 > 00]®, —oo = liminf,—yee Sy < limsup,, . S, = 0o a.s.7} At}

HAo)E g2x AlY A B

A dole = Aol Aol w3, -,
0,1,2, 322 Jepd, 2+ A9 AF

B 27 Y = {0,1,2,3} oA FoJH 1 1A l 6013}%1‘%0] 77

1-p p 0 0 1—po po 0 0
0 0 1-— 0 0 1-—
Py = pop = prop (2.3)
1—p P 0 0 1—p2 P2 0 0
0 0 1—-p p 0 0 1-—p3 p3
ol mlm=Z Aeloew B33} & 4 Yt gL 0< p <10¢0<p1<1 1=0,1,2,3°]|2F o] ujx
Z A AL EEETIo|a v|F7|Ho|th. TS FFFE W2 F AL BF FL3HA
-1 1 0 0
00 —-1 1
W =
-1 1 0 0
00 —-1 1
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= vk 4 ek AY A9 BYHERE 7

rlr

A = TaAPa,
wal =1
& U= PAHEAN w4 = (¢°,pg, pg, pP)E BARTE 93714 ¢ := 1 — poltt. AY BY AA

HERE 75 = (M0, M, M2, M3)E wp = ©pPp% wpl = 15 W] wiEo] i = 0,1,2,30] ths)
¢ :=1—p;E o] &34,

o = Q2(137 = poqs7 - poq:),7 — Pop1 (2.4)
T T ' '
2 YeRd 4 Atk o, 7= pop1 + 2pogs + gagz ©Ith. IHEBE A A AlFF T dFS
pa=maPal=2p—1 (2.5)
olaz, A9 BY AT 71HidE2
uB = ﬂ‘BPB].
= mo(po — qo) + m1(p1 — q1) + T2(p2 — q2) + T3(p3 — ¢3)
_ PopP1 — q243 (26)

<

oltt. dHA, F AP dgH EFPAY C:=~vA+ (1 —)BE I Ho|gEqHo| Po:=~vPa+(1-
vy)PpolB& o]df t]g5+= £ ANEEEE woe 7o = wePe} el = 18 TE3= 3=
T 4 ok 53] 4 =1/201"W EFAIY CY NG 7HAELS

_ (P +po)(p+p1) — (4 +¢2)(q +¢3) 2.7)
(p+po)(p+p1) +2(p +po)(q +q3) + (¢ + ¢2)(q + g3) '

2 oAtk webd A (25), (2.6)3 (2.7)] o5

2p—1 <0,
pop1 < q243,
(p+po)(p+p1) > (¢+q2)(q+ g3)

& WEske 28 po] A9 Ak 2HE pii =0,1,2,39) Al B 4742 A= ADoAT F4E 7
Ze] ERAYD C= o7l Aol Bz 3tk Zx7F EAsH Aot 34, Wiz

N

2p—1>0,
Pop1 > q243,
(p+po)(p+p1) <(g+q2)(q+gs)

o] MY oML d sk a7y} Ex)38ic).
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2338 wWate

—d u 00

—d
Wi = 0 0 u

—d u 0 0

0 0 —d u
o2 BE AEfol thsl I AldellA] o]7|d wdE 4, AW d9S Yeth o, u,d > 00tk 9, Al
Y BY 4FdE Wi+

—d2 U2 0 0

0 0 —d3s wus
i"ﬂ Aol whe} o)7] = A9E 27 uo, ur, uz,uz > 09 B3, A wjes 242 do,di,de,ds > 09
=} o2 So] A 09 A%, & JAA A AAS} w-wo AL ehHo] UL 3Fo] pyol
%ﬁ% U232 I FHAA Gl oW uede 43, SHo] U doZ A "k WA AdHE 1,
2, 3% FAFSHAl FEnt 22d A AY BT 7tidF2

T

pa = up —dgq (2.8)
ola, A9 BY AT 71t g2 (2.4)9] m, 1 =0,1,2,3°] sl
UB =7TBP51
= 7mo(uopo — dogo) + m1(uip1 — diqr) + m2(uzp2 — d2q2) + m3(usps — dsqs) (2.9)
Z Ak g, Fdst 1A doF EFAY C = (1/2)A + (1/2)Be] A& E Pe2
(1/2)Pa + (1/2)PpEMA, A (2.3)9] Py Z+ 849 p; thalel p/2 +p;i/2, i = 0,1,2,3E& Y43}
dS 5 k. 2HEE AY C AYEEREE 7o = (o, w1, ma, m3)E A (2.4)9] piE p/2 + pi/2,
i=0,1,2,3% vl A v’ == (p+po)(p + p1) + 2(p + po)(q + g3) + (¢ + g2)(q + gs) Il THH

r_ (g+a2)(g+g3)
o = ]

-
r_ (p+po)lg+qs)
™ = 7’/ )
+ (p+po)(g+g3)
T = ’f'/ )
/_ (p+po)(p+p1)
T3 = -,

<

2 dojR AlY Co A3 E Wet (1/2)Wa + (1/2)WgolB2 AlY C2 Aldd 7|tdag2
pe = woPol (2.10)
= {mo[(u +uo)(p + po) — (d + do)(q + qo)] + 71 [(u+ u1)(p+ p1) — (d+ d1)(q + q1)]
+ m3[(u 4 u2)(p+ p2) — (d+ d2)(q + g2)] + m5[(u + us)(p + p3) — (d + ds)(q + g3)] } /4



Parrondo Paradox and Stock Investment 549

oty ZBlEg F4 £ RPN A5EE pot 45T u, sHEFY 49 1719] o2 349
EEZYL A% = 0,1,2,3°] thal Ao F5EEl pi, AsFAHOl wiy, LA FEFA0] d; <
4788 Aoz P ZEZEL Bl sl 4 (2.8), (2.9) 22| (3.2)¢] AWT 7IHFAF pa,
pB, poe AL o] gHEol pa < 0013l pp < 0WA pe > 05 W5 sFe= T7F Yeha,
HFHZ a4 > 0013 pup > 0WA] pe <0< 75‘ e o st a3 S8 "t

| atom
[el=]

3. 4 EXjollel B8

200895 E 20108744 347 B AL §7H5A Aol AFE 900e17) S5 vhde] F7b o
OBl olgdte] AT B} AelE TATE Aol vlsh T gel F77H AT Aol A
ol SFsE Aol F7bh Aol w3 ATk Aol Sl ATk F7h WEo] gl
e 239 nhmz A By A7) S8 B BN ATk 39 00749 $EE F 57
o WEol gt @ AR, F 45 B e Zo] 3de] AA AN 7559 F Aol
1009 o1l F5 2797hek 4l ol £atgict. Melel FhE sl kel I FoIA A5

3 93} sjeta o) £ Pk 27979 2 S2o)
. Er AR e &
= ASETOES
2 4598 p2 2HAT tRol
G _ENAs=Y
T EPHAsR ee &
P v C
T EFpraEa ee &

A FEL2 152702 UrE}%rD} 2797 FEA 470 F5
= 2791/275! = 5,929,770,0247] 0131, TAH 472 2o
Z 71 F pp7h0 Bt 2 %‘%t 2,945,935,416 71 ©) 2, s
2 dojzty. FdER = AUg e dEe] 59 2E

Zele A9 1527 $%3} xEEL

Be) 2983834608/191 A0 thol 1/29] $UT AF2 F TeFeILE AU £F Tudole
= (1/2)A + (1/2)B9] A#Z 71h5AF uc7t 57 5= A9z A, AA 2.91%2 Vebd
t}. ou), TEZQ A9 ZE 179} TEEZRQ B 2E 4 H% BT ge 2Emoz iy
o HEX g3 TEZES A9} TEEZE|S Br) HFHoz oo 408 A= ALoA WAl
ohopa > 091 127708k pup > 091 2,945935416712 AT 5= Qe Aol d&) 28 TEELL
(1/2)A+ (1/2)BS] AT 71N F po7t 02T 2 A97 11L16%2 dojAnt. 3, F9) 5

% Gr EEELR ASh £EEHS BE 129 HER TN FAND S0 S A9}
11.16%= Jrebstth.

7t Ao AgEE AAl F4 FEL oz AdvEzl 2R 539 F¢ =
LIG 3283 TEZ2]Q B sigdsE AthE4d, NSRS, HMCEASY, Asiate] 24t 24 &
A o3 2t

$ = 0.5196, 7 = 466.85, d = 506.56, (3.1)
Po = 0.4824, o = 353.45, do = 350.49,
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p1 = 0.4784, Gy = 872.74, di = 799.06,
P2 = 04714, G =T732.69,  ds = 643.14,
ps = 05153, a3 =492.27,  ds = 518.36.

TeE £EEeQ Ao HYSHe LIC $R Y 249 AdD Ajroze

fia = —=0.77

i =—0.84

Ql whdell, Ash Be} &% XEZR R C = (1/2)A + (1/2)BS] AT 752

fic = 1.69
R =
o SEE 898 7R ZEEFL A9} REEZER B FEEL oE 59, 45T, dAlEo|
ol, AL, FAAR, AN oR, 7 FBo| mg 2L
P = 0.4958, @ = 657.71, d = 644.80 (3.2)
po =0.4908, g = 156.37, dy = 235.56

p1=05141, @, =1060.00, dy =1010.44
P2 = 0.5153, 2 = 1490.03, dy = 1483.52
P3 = 0.4574, i3 = 677.96, ds = 678.91

EAMEY. 2EZE2 AJ AEFTIA AAT ZIve e

fic = —2.20

2 vebyict.

A9 T oAl N Bol, WS A ke Fel A7l FBe) Folol wis) v AR 29 A
oY F EEBUE FYS] G AUl HAL Jo) AieAFe T ZEFLE &
gatol 29 ZthrelFol dojAt AaHel Aol T4 AN AT 5 AL At o

U g Fas ek
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1000 -

500

S}

——Portfolio A
—=—Portfolio B

——Portfolio C

expected cumulative profit
AN
o [V
o o
(=} o

-1500

-2000 -~
0 50 100 150 200
number of trades

(a) Parrondo effect

1000

500 +

o

——Portfolio A
—=Portfolio B
—Portfolio C

expected cumulative profit
AN
) &
o o
o o

-1500

f

-2000
0 50 100 150 200
number of trades

(b) reverse Parrondo effect

Figure 3.1. Parrondo effect (a)2} reverse Parrondo effect (b)

Figure 3.1 & cjAlof| tisl] 2 ZEZE| 29 £ WS AlEH o)Az Y45t Yepd Aotk =
7] £AFd S BF %° BHA 0ol A AlFehe Aoz ZMgsta, nfEz A9l 27] AH Xoe
YIF 1/42 ARt 2 TEZF Q0 sl 4 (3.1)F (3.2)00A At A5EE 59} p o] ol
FEHPH S 0] {3} 7%?413 n > 1d4A9] nfmz A9 de) X, & AF o=z Aty BA4H
Aefel whel s ASFH 0,9 slehE dioll o8 AUY nde] $F £,2 +a; 0l A —d;©]
Ht. wets A d nd7iRe] F4 £9F S,

ftiJ

2 gojAth. Figure 3.1 AN 2009744 SYH0E 15079 F4 £9F 9 {Sa}uz0S A
gl 1 FFS e Rolth. Al7te] 5845 £ TEZQ 09 /Y 4 5o (expected
cumulative profit)o] B% AAE FEE E3 (a)9 TF TEZe|e 09 A £ oFo] AF &

Mt o BEE B3} (b)9) B2 54 2 el ok
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4. &

rh

el $4E AFoz FAL An Pl A9 F we] A Aol o5 w4 F2E APFHE
= o
€+ A

g FEE AL A§HY, 1292 L Ao AU FAB EFo o3d £4L 4t 9
SHEE Bt 2ATS 200897 H o] 34 PolEz FAstgct

o] E4lo] MASE F4L R oo HES S e TR 2ATS By 1
e Baje) e Ane] F RS AR, Ae] $A ¢ F3L sh= A Iyengars)
Kohli (2004)7} A4 3tgi5ol, £4€ B F5E0] AL sto] 1AEY AHOZ o]9)S Mo
TG B o] BEE ENE 4A| T4 TAIA B/ lE BLH ojeige] ek

B Rt HAYE SRR AYS A8 Asl Qe FE 4% mE sheehe Aow nest
ek 44 WEol gt A9E Eee] BAS) AL <427, S ohe} “uE 91879
A7 422 o 83te] 5 97he] Aele] vhaz Al BYow g Best o ok £5 A7
A7 2 Aok,
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