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sample period, and again successfully predicts a bear market in late 2008 and early 2009 ahead of the 

benchmark model or even the actual state, which confirms its market-timing ability. In the out-of-sample 

forecasting period, the PCM model also outperforms the benchmark model in predicting market state change 

from bullish to bearish market in 2011 and 2012. These findings further confirm the better predictive and 

market-timing abilities of the PCM model than the benchmark model, which have eventually led to the high 

return. 

5. CONCLUDING REMARKS

We have employed a combined model of both parametric Markov Logistic model and a nonparametric 

multilayer feedforward neural network coupled with technical trading rules to predict the macro-cycles of 

three selected currencies, namely, USD/CAD, USD/JPY and CAD/JPY by using the macroeconomic 

fundamental variables as inputs. The results confirm that the combination models have a significant 

predictive and market timing ability and outperform the benchmark models in terms of returns, even although 

their advantage diminishes in the periods of central bank intervention. 
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