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Stability analysis of foreign exchange markets based on agent-based models

Kanazawa, Kiyoshi
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Recentl¥, microscopic financial data ésuch as order-book data) is becoming
available, which has greatly helped researchers to study the detail of strategies by financial
traders in real markets. In this study, we have revealed the strategic behavior of individual
traders in a foreign exchange markets by analyzing high frequency data to track all the orders
including trader IDs. We apply several clustering methods for traders’ strategies, and have shown
their relevance to the market liquidity. We then propose a microscopic model of this FX market by
incorporating the above empirical findings. This model is solved theoretically by extending the
kinetic theory in statistical physics. This theoretical program has enabled us to study the
macroscopic characters of this system (such as volatility and liquidity) from its microscopic
dynamics (such as trend-following strategies at the microscopic trader level).
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