Effect of Continuous Patterns in the Short-term Price Forecast
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Abstract: We examine the effect of introducing continuous variables into forecasting of the short-term
price changes and compare the result with the case of using discrete signals. Though the price
fluctuation is highly random, it has been observed that many arbitrage chances exist in the financial
market and they are indeed used by many investors. We first present our result of forecasting the price
movement by adaptively selecting the optimum set of various indicators. Although these indicators by
themselves continuous, the signal extracted from the technical analysis by means of those indicators is
intrinsically discrete. Namely, the question asked in the technical analysis is usually the price range
compared to some moving averages. In this paper, we ask a question whether the detailed information
such as the slope (first derivative) or the degree of the slope (second derivative) on top of the price

changes give us better insight for the short-term price forecast.
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