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Predicting Short-term Market Trends by the Order Book

Information in Taiwan Futures Market

Student : You-Heng Zhao Advisors : Dr. Chieh-Yow ChiangLin

Institute of Finance and Information
National Kaohsiung University of Applied Sciences

ABSTRACT

This study used the order book information, including different level bid-ask price and volume,
to establish various trading models to forecast intraday short-term trends. Furthermore, this paper
applied the momentary change of bid-ask price and volume to design models. All proposed model
are tested empirically in Taiwan Futures market and compared to the buy and hold strategies by
indices of average profit and winning rate.

The empirical results showed that the price and volume information of order book indeed could
be used to pridict short-term trends in Taiwan futures market. After considering the transaction cost
of taxes and fees, the proposed model still could bring positive returns and the percent of profitable
trades were up to 61.43%. Surprisely, setting the higher weights near the best bid-ask price would
increase the number of transactions, but decreased the return. If the trade thresholds were set more
stringent, the return could be enhanced effectively.

Keywords: Order Book, Day Trading, Order Book Imbalance, High-Frequency Trading
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