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Short-term forecasting of the EUR/HUF foreign exchange rate based on technical indicators with the use of TAR models
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The present paper seeks to answer the question whether the use of moving average indicators - used in technical analysis - and threshold autoregressive (TAR) models can provide a more accurate out-of-sample 1-day-ahead forecast of the daily log return of the EUR/HUF exchange rate than random walk or ARMA-GARCH models. The hypothesis of this paper is that the prevalence of technical analysis and algorithmic trading means that the indicators used in these models can significantly influence the data generation process of the exchange rate. To analyse this issue, the paper first identifies the potentially best ARMA-GARCH and - after conducting threshold nonlinearity tests - TAR models in-sample, then analyses the coefficients of the latter in each regime, and finally performs an out-of-sample forecast for the period between April 2022 and April 2024. The paper concludes that, although significantly different regimes describing price behaviour can be identified - with properties consistent with the logic of financial market trading - the TAR models perform significantly better in the out-of-sample forecasting only when compared to random walk, but not when compared to the ARMA-GARCH models.



