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Prediction of Foreign Exchange Rates
by Collective Knowledge of Individual Traders
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Abstract:
stock investment.

Foreign-exchange trading (FX) is well known as an asset management method like
Individual traders basically send their orders to an FX broker, and the FX
broker executes cover transactions with global megabanks to prevent the price-fluctuation risk. If
it is possible to foresee the future price movement, FX brokers can make their cover transactions
more efficient. Fortunately, FX brokers can see the trading positions of their customers. If each
customer has a little predictive power, the aggregation of all customers’ positions might improve
the predictive power in terms of the wisdom of crowds. From this viewpoint, we tried to extract
the collective knowledge from all customers and applied it to improve cover transactions. As a
result, our idea worked well to make FX brokerage business less risky and more profitable.
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