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Exchange Rate Forecasting Using Hybrid Models of Multilayer
Perceptrons (MLPs)and Probabilistic Neural
Networks (PNNs)

M. Khashei, M. Bijari and F. Mokhatab Rafiei
Industrial Engineering Department, Isfahan University of Technology

Abstract: Forecasting is one of the effective tools for planning and establishing the financial strategies. Forecasting accuracy
is also one of the most important factors in choosing the forecasting method. Nowadays, despite the numerous forecasting models
available, accurate forecasting is not yet a simple task, especially in financial markets. Thus, different models have been
combined together in order to achieve more accurate results. Combining different models or using hybrid forecasting models is a
common way for overcoming deficiecies of the single models and improving their performance. In the literature, several hybrid
models of multilayer perceptrons have been proposed in order to overcome the disadvantages of these models. In this paper, a new
hybrid model of multilayer perceptrons is proposed using probabilistic neural classifiers. The proposed model improves the
performance of the multilayer perceptrons using the unique advantages of the probabilistic neural classifiers in detecting the
break points and better and more complete modeling of the specific patterns in the under-study time series. Empirical results of
exchange rate forecasting indicate the efficiency of the proposed model in comparison with other models.

Keywords: Multilayer perceptrons (MLPs); Probabilistic Neural Networks (PNNs); Hybrid models; Time series forecasting;
Financial markets; Exchange rate.
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