
 

Date Tuesday February 26 2019

Chatter 5
Example ShowcaseShowdown

Bizarre

Ain win bothPrizes
Bidwithin 250 below the truePrice ofyourprizes

Data we observe theprizeof similarPricesfromthe
last show

Total True price N Mp Tp assume Mp 35,000
Tp 7,500

Yoursuite of prizescontainsmultiple prizes with values
Prize in NCMi til

Totalprice prize t prize2 tf
error term

current
observation





Note that Bayesianmodeling t fittingwas first
to

Define loss function

Minimile expectedlossusingMonteCarlo

Example financial Prediction

AIM Predict a stock'schange

Aninteresting point squaredloss treats overtunder
predictingthesame

In thecaseof investing or shorting weshould take n
into account the sign difference of our Prediction Y
and Observed value Y

L Y J try2 Sighly Tty if y I co
y y 1 if g 520

y I do if youpredictedthewrong
direction ofthestar

Model we look at data of returns vstradingsignal
R d t ofXt E
E NCOp2 Mcmc

Ril x di tPixt E
of N N10,100

posteriordistribution on
a N O 1007 thisregression model
T UCO100



For each tradingsignal X we want the return prediction
to minimize IEEL RK r UseMonteCarlo to identify
the r across X

Our loss penalizes heavily for guessing the incorrect
direction of return So OurBayesianPrediction is Pulled
to 0 whenthe trade signal is closeto 0


