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Introduction

The problem

@ Predict the movement of asset prices
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Introduction

The problem

@ Focus only on the sign of the movement
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Introduction

Technical trading

o Evidence suggests markets are not efficient
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Introduction

Technical trading

@ Technical trading rules do not work over long periods of time
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Introduction

Technical trading

@ Trading rules need to adapt to changing environment
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Introduction

Minority game

@ Uses past M time periods to predict predict future movements
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Introduction

Minority game

@ All possible trading strategies are evaluated and best
performing is used
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Introduction

Minority game

@ Strategies continuously adapted to market environment
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The prediction mechanism

A simple idea

@ Use the minority game mechanism
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The prediction mechanism

A simple idea

@ Include optimal choice of memory length in the same way
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The prediction mechanism

A simple idea

@ We use different discount factors
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The prediction mechanism

Data used

@ 375 stocks from S&P500 1991-2006
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The prediction mechanism

Data used

o Daily data
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The prediction mechanism

Data used

@ Out-of-sample prediction 1 day ahead
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Prediction performance

Fraction of correct prediction
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Prediction performance

Distribution of the optimal memory length

Fraction of observations
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Prediction performance

Aggregate median performance of the trading strategies
including trading costs of 0.1%
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Prediction performance

Efficient frontiers of 50 randomly selected stocks
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Prediction performance

Distribution of the time periods between subsequent trades
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Conclusions

Summary

@ Prediction of movement based on minority game, optimizing
also over memory length for various discount factors
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Conclusions

Summary

@ Shows good predictions of next-day’s movement
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Conclusions

Summary

@ Generates superior portfolios of assets
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Conclusions

Summary

@ More testing is required
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