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Comparison: the volatility forecasting of BP algorithm and

symmetric ARCH model to stock market
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(1. Department of Mathematics, Jinan University, Guangzhou Guangdong 510632, China;
2. College of Traffic and Communications, South China University of Technology, Guangzhou Guangdong 510640, China)
Abstract: Three forecasting models, called BP algorithm, ARCH(1) and GARCH(1,1), are established based on the
actual data of Shenzhen stock market, China. The proposed three models are respectively used to predict the volatility of
the weekly closing price of the composition indexes in Shenzhen Stock Exchange. Furthermore, six common statistical
methods of the forecasting error, i.e., mean error (ME), mean absolute error (MAE), root mean squared error (RMSE),
mean absolute percentage error (MAPE), Akaike’s information criterion (AIC) and Bayesian information criterion (BIC)

are used to test the forecasting results of the out-of-sample data. The results show that the forecasting result of BP algorithm

is the best, the ARCH(1) model takes the second place and the GARCH(1,1) model is the worst.
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1 5|E (Introduction)

19824, Engle!!1 15 WK #37 A [7] )5 4 11 57 77 =45
%4 (autoregressive conditional heteroskedasticity model,
faJ FRARCHAR ), F RN JE & 1t < Bl I 1) 2 57 2647
TRIAN 73 4. ARCHAR R R ], MARAS 238 1 1%
FSHAGTHINERBOT Z A E BTk K28
IR CE R, AT EARCHR N I, #4751
T3 22 0 B A A/ SRR A o B H AR R S
B, R A TN 45 SR AR i 2=, AR AR TR ) #E
Hi%. 19864F, Bollerslev® ¥ ARCHIE AL HEATHE) ™, &
FERA) X (generalized) ARCHAR Y, B GARCHAR

WA H #A: 2004—09—14; BB ECRR H #: 2005—12-21.

1. GARCH B BE G 4k L ARCHAR 2 (140 i, BPAR
T MOS0 TIT 3 % B B AR B IR IR 5, g AL U Hh
B K 2 Bl 18] 5 51 1) )R R L. Akgiray IR
FIGARCH(1, 1) B4 %} 36 [ I 22 117 7 19 7 8 3 1 2
AT PRI FA 53 H7.

TR, fHZE W 4% (neural network) 4% F T4 Bl i
1) 50 B T AN 43 4. AP 4 T R A T RIE
18 R 2 M R I BE 7 LA KO R ELAE BN 4R e T,
A Z AR PR A < Rl 8] PP 51 4347 O RIE S # A Bernd
& Klaus! I F # 28 o 4% FIGARCH(1, 1458 54 5%} 48 [
5% T 3 1 38 3h 1k HEAT B B %, Donaldson(®)F)
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FIS&P 500454k, i T N T M %% . GARCHA
R B 5y F4 A5 R 3 A /)N 3R vk 1 T M A
. Min Qil® & 37 T 3EBPHEIE M B HF 5T S&P 500 Fi5
#5355 B A 2 A0 2R 00 A A B0 Y T R
K135 B8 A 1TV ) Y o 0 0 49 st A SRV IR & 4R
WSS BEAT T TN PE R BREIR B T e Sk
XF LogisticBE B S HOHAT A v, F R T = I
T HLEA R B A T .

A 3L 4 A B B RN I 52 7 3% B $8 B HoE,
F) FIBP& ¥ . ARCH(1)FIGARCH(1, 1) %1 of H; 3%
S EBEAT U, L BB PAL VL AN R ARCHZE A5 2 Xt
SRl 18] 5 51 (1 TR0
2 FIEFEA R EH (Selection for data samples)

AR 3R 3R I R e 5 T 3 A Fa B (T ARV %
Fe B0/ AR KL, DI ZZ 17 37 A AR W
B R Bh M, B I IR B B N19914F4 He H
(Z J8 A ¥ BT 508 1% 10 351 8) 3112004427 23 H
L6684 X 5 F, H H Ri569E (199144 Ho H F
20024E7 H26 EDIEE M R INAE{yr, T = 1,2, -,
569} H Tl v B 40, FR 2 IHFEA P (in-sample) %X
P, JE99JE (M20024E8 H2 H 200447 H23 H )i
BN WIAE{yr, T = 570,571, - - -, 668} B4 1 Tl
K5, FRZ A AEA Sb(out-of-sample) B H5. ¥R B8 21
) 1 Wi 2 8 (B 6 SR P 0 B 22 40 T R v B

rr=InPr—InPr_y, T=1,2,---,668.

Hr: Pr(T =1,2,---,668)FRM19914E4 H6H
ﬁ@%T’V\EJHB’JL&ﬁ% Py 199144 A3 H
(BP1991F4 HoH iX — A 38 — AN A2 & HDHI il £
M. AR SCAE W 2 26 1 48 S ELAE D JR i s il
N

or=|rr|, T=1,2,---,668.

Hodr: AR T A NIAE M 199144 A6 H E L i A %
(T = 1RR-EIR T =2 RRH2R; -, T = 668
RINF668 ), re h 5 T KW %

1A % s 48 50 W A8 A () WL DA, 1224 A
BB F WA, 78 B B 50 I AR A XA o, R K
FRECE W IR K BB B), B KB — O 58 1725 (BP
M19944E8 H 1 H F19944E8 H5H), IH s H M £ —
A 19970.48 55 £ TF A1527.83 55, WK Noyy, =
0.197088. H- 228 FEP M 1991410 H7 H R
199110 H12H), IR EN £ — 442255 1
THH687.20 5, BB HE Koo = 0.191415. Elh: CF
WA, VRSB ShE.
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Fig. 1 Observation values of the weekly closing price
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Fig. 2 Observation values of the weekly volatility

FE AR A Sh H g X 18] N, A20045E4 H12H =
20044E4 A16H BIT = 655K 3% 3h R & K, ¥R R
O\ b —JH 4151.96 5 F B 43491.07 53, P B 2
Hogss = 0.075295.

3 ETBPH KM 2 P (Forecasting anal-
ysis based on BP algorithm)

A7 R FIBPAL VL JR B, M i — N HA3E KA

] W9 4% SR HF 5% K AR 95694 B3 7 51l {0} (T =
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Fig. 3 Network structure of BP algorithm
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MR A B 31K X 4 4 0y, w2 i NI FBPAEYE R
TR AR 7Y

5
y = g(Zlvj[g<wjx) +b;] +b). (1
i=
B ()T H &R A
Y =g (V[g(W'X) + Bi] + By) . 2)

He: X = (o) ZEANE,Y = (y)2%HHE,
W = (wy, w2, ws, wy, ws) " RHNJEFFEE Z 8] (1)
BEARLV = (01,02, v3, va, vs) 22 BB BRI E 2 18]
%J@%ﬂ, B, = (b1>bzab3,b4>b5)T$nBZ = (b)ﬁ’%ﬂ
A2 Ra E % E BB, g(-) Alogistic BREL.
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Fig. 4 Comparison between forecasting values and

observation values of BP algorithm

4 ARCH (1)7 J #5 &Y ff) # S7.(Establish for
ARCH(1) forecasting model)
B FH {0} ¢ = 1,2,---,T) K—FKEHL

SRR, WIE 8 BHARK) T FE TR R A

Oy = Q1041+ Q2040+ -+ aroi_r +¢. (3)
KoM FHMe, ~ NO ), IRk
MAR (p)id 72, B

e = g+ aig;_ +ong] 4+l + . (4)
Horp 52 F o3 A, JF B2 E(n) = 0, D(n,) =

N2, IFRAEAY (2) 0 B B3 444 57 7 Z2 ARCHAE Y, 3
MR ZEF5{e, } IRMARCH(p)id 2.

XA SCHF T HIS69MEAR N B R P 51{or} (T =
1,2,---,569) HATARCHRL N AG K. 28 ) IR 56 401,
HIEE ARG KRGS 5k < AR, BFTE RN BE
PR 565 T-95% (1) B FE ¥l i, 5 B0 I PR 51 A 7
TEARCH()ZA M. T 4 U J5 2 8k = 3, i &
B B3 A I F95% ) B A5 FE B L, 1 HAF
FEARCH(1)ZX N, (HAFFEARCHQ)B M. T 42, JA
BB R IIFEA N E R 751 {o, } FIAR(3)-ARCH(1)#
SR VA

o, = 0.4141210,_, + 0.2691150;_5 +
0.2001180;_5 + &, (5)

h; = 0.000275 + 0.669509¢7 . (6)

HFa; = 0.669509 < 1, Fr DAV R Fs 250 3 30
REEANESE I or} (T =1,2,---,569) & —
ANFRIARCH()TFE.

5 GARCH(1,1) 58U 45 % i) % 57 (Establish
for GARCH(1,1) forecasting model)

L ARCHAR ! — £, GARCHHE 2 38 % B A -F %
(B )3 B 5 (1] )5 A5 7Y 1) BE AL 48 3 Ik A7 A, 2R
K6) A F g

hy = ag + alsf_l + agaf_Q +---+ oapef_p +

Or1hi—1 +0shy_o+ -+ 0,hi—y =
P q
ap+ Yo auE;_ + D Oihe_j, @)
i=1 j=1

MFRFe 31 ik MGARCH(p, )it #2. Hp > 0, ¢ > 0,
(&%) > Oaai 2 O(Z - 1727”'7p)90j 2 0(.7 =
1,2,---,q). ﬁﬂ%zp:aﬁ— ] B; < 1, MIGARCHiZ
i=1 j=1

XA SCHF I S69 N FEAR W38 751 {0} (T =
1,2,---,569) , & R EELKM, XERFKFRa =
0.058F, p > 2Hq > 2R EF I A FAEGARCHEL
N. M%4p = 1, ¢ = 10, TERHMWEZF
PR 56 X T95% ) B 15 B ¥l i, Wk = 75
7 7EGARCH(L,LDF Y. T /&, A sh XA
W EHE F 5 {or} (T = 1,2,---,569) HIAR(3)-
GARCH(1, BRI T

o, = 0.4066250;_, + 0.4379400;_5 +

0‘0724110'15—3 + &4, (8)
hy = 0.0000144 + 0.423719¢2_, + 0.723631h,_;.
)

B T a4 01 =0.423719+0.723631 = 1.14735 >
L P DL PR A W 3 R A A SR
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F5l{ory (T = 1,2,--,569) & — A4 F 5

FIGARCH(1,1)id #2.

6 ARCH(1) A1l GARCH(1,1) B Wil 43 #r
(Forecasting Analysis of both ARCH(1) and
GARCH(1,1))

) A 3 8 37 FARCH(1) 4% B FIGARCH(1,1)
BERY XFFE A AhooAS B HE AT T, ESHN
El6% ) 45 H TARCH(1) #% % | GARCH(1,1)#% 7Y
B 0000 4 FD UL B R BE B B W B A )
ARCH(1)FIGARCH(1, 145 &4 T #h 2% 1) & # ik A
ALl th £t % i) ARCH(1)FIGARCH(1,1)#
R0 {0 FR0 gt e X LI ) R it R LA SR R
I, H B it 2 LA SR B 2, T B IR A
i 25 0L I R 2 bL BB B i) AE B2 R IR B
6558, BIEEA SR H 48 FA o 3 Bl e KR HR —
IR, ARCH(1)FIGARCH(1,1)#5 2 (¥ 500 ith 2 38 3 1)
W 55 328 3z /)N U0 it 28 38 3 (i R, i _EL Y
St B0 E M A i S R 2. B VSRR
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Fig. 5 Comparison between forecasting values and
observation values of ARCH(1)
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Fig. 6 Comparison between forecasting values and
observation values of ARCH(1,1)

7 PR Z KB (Test of the forecasting errors)

X — A5 B A BE A AR09AN H HE 1 IR 22 4 06 2K
Bk L EBPEL 3 . ARCH(1)FIGARCH(1,1)8 %4 1
M EE . EWHRWMMNRZESRITEAR: P
¥] iR Z(ME), “F ¥ 48 % % Z2(MAE), 33 77 #f &
ZZ(RMSE), V- 34 4t % bt % 1% Z2(MAPE), Akaike 15
B YE N(AIC)FBayesfs & #E M(BIC)k £ K:BPH
¥ ARCH()BLE FIGARCH(1, 1 )R 2 Xof JE 38 3y e b
2 AP E Y B TR R X6 R 2= i B ] 4 B R
A

1 668 ,
ME =|— > (UT—UT) ,
99T:570
1 668
MAE = — Y |62 — o2,
T=570
1 668 )
RMSE = ([ — > (62 — o2)
99T:570
1 668 |52 _ o2
MAPE = — Y 2277
99 rS570 ar
1 668 s 2
AIC = log — — —
8 g9 T:ZE;7O(UT or)” + 99’
1 668 . plog99
BIC = log — — .
og 99T:2570(UT or)” + 99
oA p AR S E N5

A X eMRZE S T B X BPAE . ARCH(1)
MGARCH(1, 1) B %F 99N A 1 Hir 4 1 T = 2=
HATRR, N R EEWMRIFTIR. RINGRE
B, BPH.VE 64N 1R 22 Go 1F & 1R 22 (E AR 35 /D,
IEBPHELVE I IO AR HE 55 1. ARCH(1) R XTMER) i
Z R 5 fH LEGARCH(L DI K, HARSAN MR ZE R R
fE#RELGARCH(1,1) )i />, EELH AT A 5 ARCH(1) Y
TR % SR HE 252, GARCH(1, 1)ff 70 25 SR HE 283, B
A3 T 0045 28 E 18 38 55 1 HE B IR 2. BPELV I
T 2% SR B 4F, ARCH(DBE AL K 2, GARCH(1,1)#%
B 2.

& 1 6FF MR £ %=
Table 1 Statistical values of the 6 forecasting errors
WESITRE  BPHIE
ME 1.7086x 1075 8.25929x 107" 6.96245x107°
MAE  2.70952x107° 0.000186811 0.000192971
RMSE  4.23963x107° 0.000609358 0.000626132
MAPE  156.4311929 171.5068494 178.1494362

AIC -4.960344008 -3.885711852 -3.87972141
BIC -4.961049431 -3.885844119 -3.879853676

3PP TR Y 1 2 3

ARCH(1) GARCH(1,1)
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A SCFK B BRI 52 1 5 i FR B A R R
KW, FFIBPEYE. ARCH(1)MGARCH(1, 1)
RV HO S R AT IO AT R 1) BPAAI T
il 2 X I IAE P b ih AU A R BRAE, B0 R Y i
25 B A 3R 85 2 ii) ARCH(1)FIGARCH (1,1) 1
T Hh 2 1 P AR A WL i 2% 1 R B TR
T ity £ o UL IUAE 1 T o it £ L SR R AL,
XF bt il e LA RBOR R 2E, T BB B E A
B £ i) ANOFPIR 2 ZE T B IR E R KA
S50, BPRLE B T 25 SR B F, ARCH(D)#E AN IR 2,
GARCH(1, BRI R 7 .
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