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HAIZHEN WANG : BAYESIAN PROBABILISTIC INFERENCE
ON FIRM-LEVEL STOCK PRICE DYNAMICS. THESIS ADVISOR

PROF. PAIROTE SATTAYATHAM. Ph.D. 104 PP.

BAYESIAN INFERENCE/ DYNAMIC' BAYESIAN NETWORI/

FUNDAMENTAL INVESTMENT/ PE RATIO / EQUITY RISK PREMIUAI

When considering daily investiment decisions in a security market, recent
academic developments in financial econometrics and machine learning have rarelv
looked at fundamental estimation. In this thesis. we take such fundamental in-
formation into account to estimate the firm-level stock price dyvnamics. Due to
behavioral finance evidence of volatility. the stock price mav temporarily sway
away from its value from time to time. We simplify and formalize the stock price
dynamics by employing an advanced dynamic Bayesian network (DBN) combined
with the expectation maximization (EN) algorithm for calculating parameters and
the forward-backward algorithm for filtering and smoothing.

A simple but practical trading strategy is invented hased on the results
of onr model. We make stock trading experiments in the markets from different
countries, namely from the SET in Thailand, NYSE and NASDAQ in US. Ex-
fensive experiments show that our trading strategy outperforins the huy-and-hold

strategy significantly.
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