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Preface(2)

Kiho Jeong”

It is my great pleasure to write this preface for Dr. Shiyi Chen’s book. Dr.
Chen was one of my students at the PhD graduate program of Kyungpook Na-
tional University (KNU) , the Republic of Korea, from 2003 to 2005. I will re-
place the preface with my personal memories on Dr. Chen.

Dr. Chen entered the graduate school in the department of economics at
KNU with the Excellent International Students Scholarship of KNU. In all cour-
ses in the field of statistics, econometrics and machine learning, he had dem-
onstrated an outstanding understanding of the basics and core analytical skills of
quantitative methods, with the highest class performance.

As a PhD student, he majored econometrics with focus on forecasting. To
my knowledge, he was the first student at Kyungpook National University who
had completed PhD degree within three years. His dissertation was to develop
new forecasting methods based on Support Vector Machine, one of the most
promising among recently developed statistical techniques, and to apply the
new methods to financial forecasting such as exchange rates, stock prices and
their volatilities. In applications to real data, his new forecasting methods
showed the outstanding forecasting ability, outperforming the competing forecas-
ting methods.

After finishing his Ph. D. course, I and Dr. Chen kept in touch each oth-
er by either his visit to my university or my visit to Fudan University where Dr.
Chen works now. In summer of 2007, we visited Humboldt University at Ber-

lin, Germany, together for research there. In Berlin, there was one episode re-

» Professor of Econometrics, School of Economics and Trade, Kyungpook National University, Re-
public of Korea.
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garding to Dr. Chen’s diligence. We stayed at the same guest house. One day,

he told me that a lady working at the guest house had never changed his room
since his arrival at Berlin. I delivered his complain to the guest house’ manag-
er. A few days later, the manager said to me that he asked the lady why she
did not change Dr. Chen’s room and her answer was that she could not change
his room because she always found him sleep in the bed about at 11 am. In
Berlin, Dr. Chen always w.orked at his office from noon to 7 am in the morning
of next day and then returned back to the guest house to sleep until noon. So
the poor lady could not have any chance to change his room. I have never seen
persons as diligent as Dr. Chen.

Now I am very glad to see another evidence of Dr. Chen’s diligence, this
book , which contains his research results so far. Considering Dr. Chen’s poten-
tial research capability and diligence, I am sure he will again ask me to write a

preface of his another book within a few years. I wish readers of this book share
with my joy about the author.

December 10, 2007



- Preface(3)

Wolfgang Karl Hardle®

Support Vector Machines (SVM) is a modern statistical tool for classifica-.
tion and regression studies. This non-linear statistical learning technique has
been shown to be superior to traditional approaches such as linear discrimina-
tion analysis or neural networks. The application of SVMs has, so far, mainly
only been carried out in the field of pattern recognition and the classification of
for example, hand-written letters and numbers.

This book however opens this dynamic non-linear statistical learning tech-
nique up to a full new set of applications where one can expect profitable re-
sults, particularly in the field of financial econometrics where one typically ap-
plies linear estimation techniques of finite dimensions. One important field in
finance econometrics is the analysis of exchange rates. In chapter 3 Chen uses
feed forward SVM regression for non-linear ARI models to forecast exchange
rates fluctuations. In chapter 4 he extends this concept to non-linear ARMA
models and then finally in chapter 5 he applies it to GARCH models. The
chapter 6 is related to support vector classification and its application to analy-
zing the default risk of German companies.

This work brings the notion of SVMs into a totally new and exciting domain
and Chen’s fresh and innovative concepts are certain to become bench marks for

future work in this ever important field.

November 29, 2007

* Professor of Econometrics and Statistics, Center for Applied Statistics and Economics, Institute for
Statistics and Econometrics, Humboldt-Universitdt zu Berlin, German.
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