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Abstract

Program trading is growing rapidly in recent years, especially in the
derivatives market. Because of speculation is also essentially a zero-sum game,
many traders try to reverse engineer competitor's strategy to take advantage.

This study tested how to effectively detect competitor's strategies, and used
Microsoft “Visual Studio C#” language to develop a reverse engineering system.
This system tried to find technical analysis indicators and parameters that behind
the known trading signals. However, combinatorial explosion can occur in
computing environments. For this reason, this paper adopted Simulated Annealing
and Genetic Algorithm to cope with it. Besides, we compared the two artificial
intelligent algorithms with the brute-force method. Furthermore, this research used
the algorithms for finding optimal trading strategies in the market, and then tested
for out-of-sample predictive ability.

The empirical results showed that all the three methods can find analysis
parameters in simple cases, but only Genetic Algorithm do well in complex cases.
In addition, the optimal trading strategies’ performances between in-sample and
out-of-sample tests are uncorrelation. It means we can’t reap excess return by these
strategies.

Keywords: Technical Analysis, Artificial Intelligent, Simulated Annealing, Genetic
Algorithm
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