Project for De’Anna Fulcher

Modeling Financial Markets

A number of researchers have investigated statistical tools to better understand financial markets and try to better predict the movement of stocks. One person who developed a very successful mathematical model based on complicated time-series and neural net modeling is Doyne Farmer. Your project is to investigate this type of modeling or related methods to check stock price fluctuation. 

1. Examine the article http://www.santafe.edu/sfi/publications/Working-Papers/99-10-073.pdf from the web and create a summary of the results outlined in this paper. What are the power law models that are being discussed and how can they be used to predict trends in the future?
2. Track the stock prices of 10 companies (all in some related area) for a 2-week period. Graph the prices and do a statistical analysis of the stock prices. Also, graph the rate of change of these company prices (derivatives) and do a statistical analysis of these price changes. Then either create or explain how you would produce a neural net based model for these 10 companies from the time series analysis. Find some literature to support or contradict the idea that this method gives a more reliable means of predicting future stock prices.
