Predictions – What do you predict?
1. Problems:

a. Predicting a fully normalized output (% change in price) works fine in cycle mode, but falls apart during trending periods.  

b. Predicting a signal (H,L,O,C/4) can fall apart depending on the scale of the signal.  With short predictions (4 period) often times the best correlation is simply with the input signal.

c. Solutions – None to date.  Will be testing “cumulative sum of absolute value of all changes in price close-to-close” with a scaling factor.  The one time I tried that I had a similar problem as b, but I think I gave up too easily.
2. Inputs into predictions – What to use?
a. Leading data – Solutions

i. Use different markets as an input into a prediction.  Look at input contributions in prediction.

ii. CSI has a multi-market analyzer that is extremely powerful.  While not worth the price of CSI data, maybe you know somebody who does.  More convenient and powerful then Neuroshell.
b. Momentum can be a leading indicator if it is a true smoothed oscillator (RSI is not).  Martin Pring’s KST indicator can be built.  Just purchased Jurik’s VEL indicator and will be testing that.
c. TDDs – Already covered in web site
3. Misc. thoughts on predictions

a. Prediction length is important.  Have not developed a method to identify that yet.
b. Lag is the enemy – But Marc has already taught that.

i. The math behind the Hilbert transform made me think of the number 4 as a limit, but Marc has already proven that.

4. Conventional versus Unconventional
a. Conventional – Typical commercial trading systems as outlined in George Pruitt’s  and John Hill’s (of Futures Truth magazine) book which when I looked for the title of the book, has disappeared from my shelf.  These include trending, channel break-out, etc.

b. Unconventional – What other people are not doing.
5. Heisenberg – How to beat it?
a. Wavelets – I have barely touched the surface on this, and I doubt I will be able to without custom programming (frequency and amplitude all have meaning, and I cannot look at trends without programming).  I can predict major moves with Wavefin, but I cannot predict which way they will go.
6. Magic bullet – How to predict when markets change from trading (cyclic) to trending?

a. VHF is not good since it introduces lag – IE the market changed is already obvious when the VHF indicator says it exists by exceeding a threshold

b. Momentum indicators can work well when “tuned” to peaks.  

i. Requires higher quality signal to work well, such as hourly data for daily trading (Nyquest theorem anybody?)

ii. Price divergence is the test, 

1. Momentum indicator drops and either a sudden strong move higher, or an extended sideways movement while indicator drops.

2. Momentum indicator continues up while price goes sideways

iii. Have not figured out how to tune using neural networks.
iv. Scaling problems between modeling in MetaStock and implementation in NeuroShell.

v. Shorter term momentum indictors often give clues to behavior in longer term indictors.
c. Just purchased Jurik’s fractal indicator, will be testing that.

7. Filters - What can we do to identify the signal?

a. Mark already covered in detail what I know.

8. Stop loss methods – Take the money and run

a. Trailing stops work best with my trend reversal system (email me for details), but that is probably due to the system looking for dynamic moves. No major moves (such as the Japanesse Yen) means no profits.

b. Current belief – Stop loss methods and scale really depend on the nature of the entry and exit signals just as much as the traditional volatility of the market.
9. Currently under research besides what is already mentioned.
a. Fine tuning daily profitable systems by using intraday data.  

b. Using probability to identify highly probability profits, low frequency trades.  (Solution to low frequency trades is to trade a dozen highly liquid, highly leveraged markets and use money management concepts).  

i. Initial thrilling results in turning point indicators later fizzled, but that was not figuring out how to tune nhood.
ii. Have used Z scores to as a filter to increase probability of trades.
c. Will be thinking about 

10. Dealing with over optimization

a. Locking all parameters into variables 

b. Not doing too much normalization, such as using log scales instead of arithmetic scales.

c. Optimize parameters separately, then combine.

d. Number of neurons is a two edged sword.  Too many can over-optimize, but can also increase smoothing.

e. Not sure about all the check boxes in predictions (trending markets and all the checkmarks on the optimization tab).  Sometimes I find my selection of them is a form of over optimization since I will check and uncheck them to improve performance.

11. We are sitting on a gold mine with Marc Simpson.

