CANADIAN

=  UNIVERSITY DUBAI

G arnisdl aealal

cusamusvoun  YOUr portal to Canadian education

CUD Digital Repository

This work is licensed under Creative Commons License and full text is openly accessible in
CUD Digital Repository.

HOW TO GET A COPY OF THIS ARTICLE:
CUD Students, Faculty, and Staff may obtain a copy of this article through this link.

Title (Article) Application of higher-order ordinary differential equation
model in financial investment stock price forecast

Author(s) Zhang, Ligin
Tian, Xiaojing
Chabani, Zakariya

Journal Title | Applied Mathematics and Nonlinear Sciences

Citation Zhang, L., Tian, X., & Chabani, Z. (2022). Application
of higher-order ordinary differential equation model in
financial investment stock price forecast. Applied
Mathematics and Nonlinear Sciences,
https://doi.org/10.2478/amns.2021.2.00114.

Link to Publisher Website https://doi.org/10.2478/amns.2021.2.00114

IS RSB YBINTIEI NI I http://hdl.handle.net/20.500.12519/712

Date added to CUD Digital October 10, 2022
Repository

Term of Use Creative Commons Attribution 4.0 International (CC BY
4.0) License



https://doi.org/10.2478/amns.2021.2.00114
https://doi.org/10.2478/amns.2021.2.00114
http://hdl.handle.net/20.500.12519/712
https://creativecommons.org/licenses/by/4.0/
https://creativecommons.org/licenses/by/4.0/

» sclen d (@) Applied Mathematics and Nonlinear Sciences 2021(aop) 1-8

APPLIED MATHEMATICS AND
NONLINEAR SCIENCES

Applied Mathematics and Nonlinear Sciences

https://www.sciendo.com

Application of Higher-Order Ordinary Differential Equation Model in Financial
Investment Stock Price Forecast

Ligin Zhang', Xiaojing Tian', Zakariya Chabani’

! North China Institute of Aerospace Engineering, Langfang 065000, China

2 Department of International Business, Faculty of Management, Canadian University Dubai, Dubai, United
Arab Emirates

Submission Info

Communicated by Juan Luis Garcia Guirao
Received June 17th 2021

Accepted September 24th 2021

Available online December 27th 2021

Abstract

In order to improve the efficiency of dynamic system prediction modelling, this paper proposes a predictive model based on
high-order normal differential equations to obtain an explicit model. The high-order constant differential equation model
is reduced, and the numerical method is used to solve the predictive value. The results show that the method achieves
the synchronisation of model establishment and parameter optimisation, in addition to greatly enhancing the modelling
efficiency.

Keywords: High-order constant differential equation model, dynamic system modelling, financial investment, stock price
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1 Introduction

Dynamic systems, such as temperature changes, precipitation, financial data change, and so on, vary with
time in daily life. Modelling the prediction of dynamic systems with time has always been a research hot spot.
An appropriate time series model is of great significance for assessment of investment risk controlling investment
output.

Time series prediction is a method for building a model based on the regular information of existing data,
and a model is introduced to complete the prediction method. The prediction effect is mainly affected by the
model, which is because time series data constitutes a non-regular dynamic system. The data is complicated
with time volatility, and the different models have a great difference between the processing of data, building
contacts and regular discovery. The model has a different degree of deviation from the description of historical
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data, which in turn has a direct impact on the prediction. For dynamic system sampling of data over time, the
autoregressive integrated moving average (ARIMA) model is usually applied with the artificial neural network
(ANN) model. The ARIMA model is a classic linear model that poorly handles non-linear problems. In order
to improve its non-linearity, the literature combines the ARIMA model with the deep belief network, support
vector machine and generalized autoregressive conditional heteroskedasticity (GARCH) models, and it has made
a certain amount of red tide forecast, uranium price prediction, network traffic forecasting and subway passenger
short-term forecasting [1].

At the end of the 17th century, the sub-division approach was accompanied by the development of calculus,
born due to its integrity and ease of operation, so that it has quickly become a powerful tool for studying natural
science. Scientists discovered that the actual engineering issues in nature can be used to establish a sub-equation
model with initial value and boundary conditions, such as the speed resort differential model established by solv-
ing the fastest drop, the Malthus population model and the logistic model established by the population forecast;
the non-uniform beam’s horizontal vibration, the sixth-order, eighth-order, tenth-order normal differential equa-
tion model of the ring structure vibration problem, and so on. During this period, scientists established a large
number of solutions to the equation; however, solving these models is an urgent need. The simple model is also
good and can be accurately solved using the direct integral method, separation variable method, and so on; how-
ever, most models in real life cannot give precise solutions due to the particularity of their physical background
complexity and boundary problems. Therefore, it has spurred scientists to study the solution to the solution of
the problem from other aspects. Since there is no exact solution of the sub-partition, some scientists have begun
to use an approximation to solve it. Based on this idea, the numerical solution of differential equations has
become branched, and then it rapidly developed and became a hot topic in the field of mathematics research [2].

Khachay solved the boundary value problem of equations based on Meyer. In the utilisation of many so-
lutions of solutions, many approaches are favoured by many scholars due to the simple forms of solutions.
Efendiev studied the Haar function vector and established a Haar wavelet integrated calculator matrix to provide
the basis for using the Haar wavelet solution differential equation [4]. Bagd applied the Haar wavelength divi-
sion operator matrix to the power system problem and promoted the application of wavelet in power systems [5].
Xie used the Haar wavelet method to solve the linear sonocity division, non-linear sub-division, high-order dif-
ferential equations, one-dimensional diffusion equation, two-dimensional Poisson equation, and so on, as well
as a change in the variable steps of the wavelet method [6]. Cooperation extends the Haar wavelet configura-
tion method to linear integral equations, second types of Freholm non-linear integral equations and numerical
methods for non-linear solution equations [7]. In China, Karaman used Haar to solve the wavelet number of
wavelet mean for wave equations [8]. Kumar obtained a numerical solution of the development equation with
Haar slopes [9]. Kennedy used Haar to apply the eigenvalues of high-order differential equations and three-
dimensional Parsi equations and three-dimensional double-tuning and equations on the formal area [10].

2 Model establishment and solving based on high-order normal differential equations

2.1 Higher-order ordinary differential equation model

In the case of known historical data, we calculate the differential differences according to the central differ-
ence in the literature; then, we establish the function relationship between the differential value of the next time
node and the historical data difference value, such as in Eq. (1):

(D

Among them, T is the time node, X(7) represents the stock clip price of the 7 node, and x' (¢) ..., x"~D (£)x" (¢)
are the differential differences.
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With the gene expression programming (GEP) algorithm, the display expression of the high-order alternative
equation model of each stock can be obtained for subsequent analysis. At the same time, in order to achieve the
goal of utilisation of multi-factor prediction, on the basis of standard GEP, other indicators affecting the stock
price change are added to the adaptive function, and finally the high-order regular differential equation model
based on multi-factor regularisation (MFR)—GEP algorithm is obtained.

In the evolutionary algorithm, the adaptation function is the main indicator described in the individual perfor-
mance, guiding the evolutionary direction, which can affect the convergence speed of the algorithm and whether
the optimal solution can be found. Different complex systems correspond to different adaptive functions; for
the stock system, simple assessment is evaluated as adapted, which is easy to cause the predicted effect, and
the error is large. And the stock price is affected by many factors, and different indicators have different effects
on the stock price. Therefore, this paper improves the adaptation function, joining the impact indicator, and
constrains the share price as a regular item.

2.1.1 Improvement of the adaptation function

The standard regularisation theory only involves linear problems, adding constraints for experience error
functions, constrained as a priori knowledge, playing a guiding role, tending to select the direction of gradient
decrease in constraints in the process of optimising the error function, so that the ultimate prior knowledge is
solved. Simply put, regularisation thinking is to find an approximate solution close to the precise solution, to
make it as close as possible.

Since the volume of the transaction is one of the indicators of stock assessment, there is a certain degree of
influence on price fluctuations, and this function will be added to the GEP algorithm as a regular item, and the
standard GEP is improved.

Because the amount of the volume and the closing price are large, it is not convenient for data analysis; so
the transaction amount indicator must first be standardised, and the calculation is made to the interval [0, 1]
using Eq. (2).

volume (t) — volume;y (t)

v(t) =

 volumenay (t) — volumeny (t)

(2)
Where:
p(t)=x" (1)K (v(1)) 3)

And the regular item is @Y. |p (1) — p (t — 1)|, x) (¢) is the nth-order value of the predicted stock price, x) (1)
is the Nth-step Nag value of the actual stock price; @ is the weight coefficient of the regular item, reflecting the
degree of influence of the transaction index on the stock price; K(V(t)) is the mapping for the subunits. For the
problems investigated in this article, the specific the value is, the better is the result.

The above improvement adaptation function, based on the standard GEP’s adaptivity function, the absolute
error function, joining the transaction index as the regular item, constrained the stock price forecast, avoiding
a large error in using a single indicator prediction. At the same time, the enhancement algorithm jumps out of
local optimal capabilities and improves prediction accuracy. For the calculation of the regular item parameters,
this paper uses the correlation between the indicators to determine the weight coefficient and then determines the
subunits in the adaptive function based on the basic theory of the fuzzy rough set. We use improved adaptation
functions to measure the advantages and disadvantages of the model while increasing the accuracy of data
prediction [11].

2.2 Solution of high-order normal differential equation model

2.2.1 Determination of weight @

Numerous factors influence stock prices, and each indicator is different from the size of the stock price. It is
different from the correlation between the stock prices, so the weights of each indicator should also be different.
This article has the following solving method for the weight factor of the regular item in the adaptive function.
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Suppose A indicates the amount of information included in the jth indicator, i.e. the differentiated infor-
mation Z; is expressed, the correlation coefficient between the jth indicator and other indicators is rj; and the
calculation formulas of 7 and Z; are known, as shown in Egs (4) and (5):

L (X —X;) (X —Xi)

ik = — — “4)
VI —X) L (%~ %)
j=12,...,Lk=1,2,...,1
S
Z;==-L, j=12,....1 5
] X]v J [t ) ( )
1Y 5 |~ )
”:XJ:NZ,]xpjv S; =N_1 ;(ij_l-‘)
p= p=
Then, A; can be represented as
i 2
2 ik )
Aj=Z; Y | 1+rp+—L—), j=12..1 (6)
k=1 Zi=Ty

Among them, the larger the A}, the greater the amount of information contained in J IT; the greater the impor-
tance of this indicator, the greater the weight and so the weight of JU JII (7):

wj = — ™

In this article, the two indicators selected are daily stock closing prices and daily transactions. Therefore, the
weight coefficient of the regular item is @ = @, : ®;.

Thus, by equating Eq. (3)~Eq. (6), the transaction amount indicator is quantified for the importance of the
stock price, and the weight coefficient value of the regular item is given to the size of the influence on the stock
price, which can effectively reduce the effects of extreme values, making the calculation results more reasonable
and reliable.

2.2.2 Determination of sub-function k (V(¢))

The fuzzy set theory was proposed by US computer experts in 1965 and the rough set theory was proposed by
Poland mathematician Pawlak in 1982 and is a method of revealing potential laws. However, in the application
process, the rough set theory limits the development of this method due to its strict equity. So, for this problem,
Dubois and Prade proposed the concept of fuzzy rough set as a fuzzy promotion of rough sets. Instead of exact
collection with a blur collection, introducing a fuzzy similar relationship replaces the precise similar relationship
and expands the basic rough set to a fuzzy rough set. Current fuzzy rough sets can be used in multiple fields,
such as for determining fitting models based on feature selection, for securities price forecasting, and so on.

Since the volume of the transaction is related to the index of the share price, if the correlation is greater than
the index correlation, the transaction data will generate dramatic fluctuations; so, the direct use of the volume
value in calculation will result in a big error, which cannot truly reflect the relationship between the transaction
volume and the stock price. So, this paper divides the transaction volume data by introducing the fuzzy rough set
theory, dividing the value range of the indicator into several fuzzy rough sets, and determines the input function
mapping between output data.
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First, the transaction volume data is a blurred segment, and then the determination of the function mapping
is conducted according to the fuzzy rough set. After the above calculations, the subunit maps available herein
are as follows:

a,v < v
KOt)={ 22y <y<, (8)

V2=V

c, V>V

Here, A, B and C are the minimum and maximum values of the map parameters, v; and v, are the indicators,
functioning as a turning point. For transaction volume data, the transaction volume of the two ends is larger than
the fluctuation of the intermediate region, so that the data between the two ends is given the following values:
i.,e. A=0.1,C = 1.0. The parameter B of the intermediate region is determined based on the bias direction and
the mean  (v) of each stock; when the data is biased with respect to vo, b=min{p(v) —0.1,1.0 — p(v) }; when
the data is biased with respect to vi, b=max {p(v) —0.1,1.0 — . (v) }, so that the overall data is more compact,
so as to avoid the transaction amount fluctuations caused to the stock price due to other related indicators.

Through the above introduction, the MFR—GEP algorithm can be described as follows.

Enter: Dataset t,x (t),x’ (t),---,x® D (t), x(™ (t);

Function set {+, —, *,/, A 2};

Head length 4;

Iterative number N;

Output: optimal chromosome;

Begin:

Random initialisation group

i=0

while (i<N) {

Calculate the regular item weight coefficient @

Calculate the subunit mappings K (v (t))

Retains current algebraic fitness function F(¢) excellent chromosomes for selection
Genetic operation on the population (variation, string, recombination)
9. i=i+1}

10. End while

11. Return fitness function F(¢) for optimum chromosomes

End

®© Nk W=

2.2.3 Higher-order ordinary differential equation model solution

Direct solution of higher-order ordinary differential equations is a complex and difficult problem; we use the
fourth-order Longge-Kuta method to transform it into multiple first-order ordinary differential equations before
solving [12].

First, convert the formula as follows:

(x(O X @ X"V (0) = (31 (02920 v, (1) ©)
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Equation (3) transforms the following system of equations:

The initial value is

y; () =y, (1)
Yo/ (1) = y5(t)

Y(tO) = (Yl (t()) 5 (t{)) 77" Yn (to)) :

(10)

1D

Thus, the above system of equations is solved and a set of prediction values are obtained after several iterations:

<YI (t+1)7YI (t+2)7"' Y1 (t+m))

That is, the stock price forecast of m time nodes is

(x(t+1),x(t+2),...,x(t+m))

3 Simulation experiment and result analysis

3.1 Data selection and experimental parameter setting

This paper selects the closing price data of all 10 stocks, including YTO Express and Kunlun Wanwei, among
which the number of training sets is 118 and the number of test sets is 61. Data experiments are conducted using
the MFR-GEP algorithm to predict the stock price for the next 5 days and compare with the standard GEP
algorithm and the predictions of the neural network and ARIMA algorithms. The experimental parameters are
set as shown in Table 1.

§ sciendo

Table 1 Parameter settings

Parameter name

Parameter declaration

Generation times

Function set

The symbol set

Chromosome number
Number of genes

Connection function

Head length

Variability rate

IS string rate

RIS insertion rate

Gene insertion rate
Single-point reorganisation rate
Two-point reorganisation rate
Gene recombination rate

20,000

(+ -/ 2)
{t.x ()X (1) 2" (£)x"" (1) ,c}
30

3

)

8

0.044

0.1

0.1

0.1

0.3

0.3

0.1

RIS, root insertion sequence.
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For the prediction results, the average magnitude of relative error (MRE) is used as the evaluation criterion.
The MRE calculation formula is as follows:

13| .
mi= Y

where m is the total number of predicted values, §; for a forecast value, y; for the actual value.

3.2 Experimental simulation

First, we give the correlation coefficient between the closing price indexes of 10 stocks. From the coefficient,
there is a certain correlation between the transaction volume and the price of the stock. First, according to the
correlation coefficient of the stock price and trading volume given, the mean and variance of the corresponding
trading volume and stock price data of each stock are calculated; then, we calculate the amount of information
contained by the two indicators according to Eqs (5) and (6) and, finally, we calculate the weight coefficient
using Eq. (7), representing the magnitude of the influence of the stock trading volume on the stock price. Then,
the sub-function map corresponding to each stock is calculated using Eq. (8) for the complete fitness function.

Predicting 10 stocks using this method and traditional stock prediction methods, we obtain the average rela-
tive error of different prediction methods. Except for the stock of Taiyuan Heavy Industry, the results obtained
by this method have small average relative error relative to the neural network and ARIMA methods, and the
prediction results have higher accuracy. Moreover, due to the stability requirements of time series data and neu-
ral networks, the prediction error of the two methods is relatively unstable, which also reflects the effectiveness
and stability of the present algorithm. In the error comparison of this algorithm and the standard GEP algorithm,
the relative error of this method is smaller, and this algorithm improves the prediction accuracy by adding the
turnover index as the constraint on the stock price.

For the stock of Taiyuan Heavy Industry, the average relative error obtained by the neural network is smaller,
but the error value obtained by this method is not much different from it. Therefore, the model of the stock and
the forecast value comparison map are given, and the images are analysed to illustrate the accuracy of the
method. For the Taiyuan stock, the functional model obtained by this method is shown in Eq. (13)

(2t+az)x/(t)
azx(t)’
The parameters are as follows: [ag, a;, ap, az] =[—17.17, 0.20, 11.82, —7.85].

X" (t) = t+aox’ (1) x" (t) (arx” (1) +x/ (1)) + (13)

4.04
4.02 1
4.00 -

3.98

share price
w w
o o
e o3
| 1

3.92

3904 actual price
"7 | |=——— Method of this paper
388 - | Standard GEP
1 [ Neural Networks

3.86
T T T T T T T T T
1 2 3 4 5

time frame

Fig. 1 Comparison of forecast results of Taiyuan Heavy Industry
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Judging from Figure 1, the predicted value of the first node obtained by this method is closer to the actual
value. Although the average error of the neural network is smaller, the predicted value fluctuation of the neural
network is very small, which is basically in a downward state all the time, and the actual value of the change
trend cannot be completely predicted. The predictive value curve of this method is more similar to the actual
value curve, and the trend and fluctuation characteristics are the same, which is one of the advantages of the
present method, while the error accuracy is within the acceptable range. Thus, it can be concluded that the
herein-presented method has a higher accuracy and accurate trend prediction.

4 Conclusion

For the financial stock price, the paper applies the ordinary differential equation, solves the method, shows
its application and proves the feasibility and effectiveness of the method in financial investment.
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