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Abstract: Stock value prediction and trading, a captivating and complex research domain, continues
to draw heightened attention. Ensuring profitable returns in stock market investments demands
precise and timely decision-making. The evolution of technology has introduced advanced predictive
algorithms, reshaping investment strategies. Essential to this transformation is the profound reliance
on historical data analysis, driving the automation of decisions, particularly in individual stock
contexts. Recent strides in deep reinforcement learning algorithms have emerged as a focal point for
researchers, offering promising avenues in stock market predictions. In contrast to prevailing models
rooted in artificial neural network (ANN) and long short-term memory (LSTM) algorithms, this study
introduces a pioneering approach. By integrating ANN, LSTM, and natural language processing
(NLP) techniques with the deep Q network (DQN), this research crafts a novel architecture tailored
specifically for stock market prediction. At its core, this innovative framework harnesses the wealth of
historical stock data, with a keen focus on gold stocks. Augmented by the insightful analysis of social
media data, including platforms such as S&P, Yahoo, NASDAQ), and various gold market-related
channels, this study gains depth and comprehensiveness. The predictive prowess of the developed
model is exemplified in its ability to forecast the opening stock value for the subsequent day, a feat
validated across exhaustive datasets. Through rigorous comparative analysis against benchmark
algorithms, the research spotlights the unparalleled accuracy and efficacy of the proposed combined
algorithmic architecture. This study not only presents a compelling demonstration of predictive
analytics but also engages in critical analysis, illuminating the intricate dynamics of the stock market.
Ultimately, this research contributes valuable insights and sets new horizons in the realm of stock
market predictions.

Keywords: stock trading markets; deep reinforcement learning; DRL; neural networks; stock prediction;
variational mode decomposition; BERT

1. Introduction

Stock market investment, a cornerstone of global business, has experienced unprece-
dented growth, becoming a lucrative, yet complex field [1,2]. Predictive models, powered
by cutting-edge technologies like artificial intelligence (Al), sentiment analysis, and ma-
chine learning algorithms, have emerged to guide investors in their decision-making
processes [3-5]. Key among these techniques are convolutional neural networks (CNNs),
recurrent neural networks (RNNs), and long short-term memory (LSTM), all rooted in neu-
ral network methodologies. These intelligent software systems assist traders and investors
in augmenting their trading strategies [6]. However, existing predictive models struggle to
adapt swiftly to unforeseen market events, influenced by intricate external factors such as
economic trends, market dynamics, firm growth, consumer prices, and industry-specific
shifts. These factors impact stock prices, leading to unpredictable outcomes [7,8]. Hence, a
fundamental analysis integrating economic factors and the ability to analyze financial news
and events is imperative. Historical datasets, fundamental to stock models, often contain
noisy data, demanding meticulous handling for accurate predictions. The volatile nature
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of stock markets, characterized by rapid fluctuations, requires precise predictions [9,10].
Diverse sources of stock market data, including media, news headlines, articles, and tweets,
play a crucial role. Natural language processing (NLP) algorithms, particularly sentiment
analysis, enable the extraction of sentiments from social media, news feeds, or emails.
Sentiments are categorized as positive, negative, or neutral through machine learning (ML)
or deep learning (DL) algorithms. This research pioneers a unique approach by combin-
ing deep reinforcement learning (DRL) and sentiment analysis from the NLP paradigm,
resulting in a robust cognitive decision-making system. DRL processes multidimensional
and high-dimensional resource information to generate output actions based on input data
without supervision, addressing complexities posed by rapid market changes, incomplete
information, and various external factors. This paper presents significant contributions,
including:

e  The utilization of NLP to preprocess news and media data and discern market senti-
ments related to stocks. Fine-tuning BERT is employed in conjunction with TE-IDF to
achieve maximum accuracy.

e  Sourcing historical stock price datasets from reputable platforms such as S&P, Yahoo,
NASDAQ, etc.

e  Application of variation mode decomposition (VMD) for signal decomposition, fol-
lowed by LSTM implementation to predict prices.

e Implementation of DRL, integrating NLP, historical data, and sentiment analysis from
media sources to predict stock market prices for specific businesses based on agents
and actions.

The subsequent sections of this paper are organized as follows. Section 1 provides
a comprehensive literature review on the topic, while Section 3 discusses the necessary
background. Section 4 outlines the problem statement and algorithms employed in the
project. Section 5 presents the proposed architecture for stock prediction, delving into
its components. The implementation and results are discussed in Section 6, and finally,
Section 7 concludes the paper.

2. Related Work

Stock price prediction efforts have centered on supervised learning techniques, such
as neural networks, random forests, and regression methods [11]. A detailed analysis
by authors [12] underscored the dependency of supervised models on historical data,
revealing constraints that often lead to inaccurate predictions. In a separate study [13],
speech and deep learning (DL) techniques were applied to stock prediction using Google
stock datasets from NASDAQ. The research demonstrated that employing 2D principal
component analysis (PCA) with deep neural networks (DNN) outperformed the results
obtained with two-directional PCA combined with radial bias function neural network
(RBFNN), highlighting the efficacy of specific methodologies in enhancing accuracy. An-
other comprehensive survey [14] explored various DL methods, including CNN, LSTM,
DNN, RNN, RL, and others, in conjunction with natural language processing (NLP) and
WaveNet. Utilizing datasets sourced from foreign exchange stocks in Forex markets, the
study employed metrics like mean absolute percentage error (MAPE), root mean square
error (RMSE), mean square error (MSE), and the Sharpe ratio to evaluate performance.
The findings highlighted the prominence of RL and DNN in stock prediction research,
indicating the increasing popularity of these methods in financial modeling. While this
study covered a wide array of prediction techniques, it notably emphasized the absence
of results related to combining multiple DL methods for stock prediction. In a different
studies [15,16], four DL models utilizing data from NYSE and NSE markets were examined:
MLP, RNN, CNN, and LSTM. These models, when trained separately, identified trend
patterns in stock markets, providing insights into shared dynamics between the two stock
markets. Notably, the CNN-based model exhibited superior results in predicting stock
prices for specific businesses. However, this study did not explore hybrid networks, leav-
ing unexplored potential in creating combined models for stock prediction. Additionally,
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advances in machine learning have led to considerable progress in speech recognition,
language processing, and image classification across various applications [17]. Researchers
have applied digital signal processing methods to stock data, particularly focusing on time
series data analysis [18]. Moreover, reinforcement learning (RL) has emerged as a method
capable of overcoming the limitations of traditional supervised learning approaches. By
combining financial asset price prediction with the allocation step, RL algorithms can make
optimal decisions in the complex stock market environment [19]. While LSTM techniques
have been extensively researched for stock prediction due to their ability to efficiently
process large datasets, challenges arise from the need for substantial historical data and
considerable computational resources [20]. A critical issue with LSTM models is their lim-
ited capacity to offer rational decisions to investors, such as whether to buy;, sell, or retain
stocks based on predictions [21]. However, a recent study [22] demonstrated the potential
of combining LSTM with sentiment analysis, providing valuable support to stock investors
in decision-making processes. Furthermore, researchers have explored support vector
machine (SVM) techniques in time series prediction. Despite their accuracy, SVM models
require extensive datasets and involve time-consuming training processes [23]. In the
comprehensive review of existing literature, it became evident that both supervised and un-
supervised machine learning models have limitations, despite their efficiency in predicting
time series data. Researchers have identified specific challenges associated with raw data
characteristics, leading to barriers to accurate stock market predictions [24,25]. To address
these limitations, this paper introduces a novel approach that integrates deep reinforcement
learning (DRL) and sentiment analysis. By combining these advanced techniques, the study
aims to overcome the shortcomings of traditional machine learning models, enhancing
the accuracy of stock price predictions while facilitating informed decision-making for
investors.

3. Background

This section provides essential context for understanding the research presented in
this paper.

3.1. Deep Learning

Artificial neural networks (ANNSs) replicate the complex operations of the human
brain, enabling tasks such as classification and regression. ANNs comprise interconnected
neurons organized in layers. Traditionally limited to a few layers due to computational
constraints, modern ANNSs, powered by GPUs and TPUs, support numerous hidden layers,
enhancing their ability to detect nonlinear patterns as shown in Figure 1. Deep learning
with ANNSs finds applications in diverse fields, including computer vision, health care, and
predictive analysis.

Deep neural network
Input layer Multiple hidden layers Output layer

Figure 1. The architecture of an artificial neural network.
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3.2. Recurrent Neural Network

Recurrent neural networks (RNNs) excel in processing sequential data. They possess
a memory feature, retaining information from previous steps in a sequence as shown in
Figure 2. RNNs incorporate inputs (“x”), outputs (“h”), and hidden neurons (“A”). A
self-loop on hidden neurons signifies input from the previous time step (“t — 1”). However,
RNNSs face challenges like the vanishing gradient problem, mitigated by techniques like
long short-term memory (LSTM) units. For instance, if the input sequence comprises six
days of stock opening price data, the network unfurls into six layers, each corresponding to
the opening stock price of a single day. However, a significant challenge confronting RNNs
is the vanishing gradient problem, which has been effectively addressed through various
techniques, including the incorporation of long short-term memory (LSTM) units into the
network.
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Figure 2. Unfolded recurrent neural network.

LSTM enhances RNNs’ memory, crucial for handling sequential financial data. LSTM
units, integrated into RNNs, have three gates: input gate (i), forget gate (f), and output gate
(0). These gates use sigmoid functions to write, delete, and read information, addressing
long-term dependencies and preserving data patterns. In the LSTM architecture illustrated
in Figure 3, three gates play pivotal roles:
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1.  Input Gate (i): This gate facilitates the addition of new information to the cell state.

2. Forget Gate (f): The forget gate selectively discards information that is no longer
relevant or required by the model.

3. Output Gate (0): Responsible for choosing the information to be presented as the
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Figure 3. LSTM architecture.

Each of these gates operates utilizing sigmoid functions, transforming values into a
range from zero to one. This mechanism empowers LSTMs to adeptly write, delete, and
read information from their memory, rendering them exceptionally skilled at handling
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long-term dependencies and preserving crucial patterns in data. Crucially, LSTMs address
the challenge of the vanishing gradient, ensuring that gradient values remain steep enough
during training. This characteristic significantly reduces training times and markedly
enhances accuracy, establishing LSTMs as a foundational technology in the domain of
sequence prediction, especially for intricate datasets prevalent in financial markets.

3.4. Reinforcement Learning

Reinforcement learning involves an agent making decisions in different scenarios.
It comprises the agent, environment, actions, rewards, and observations. Reinforcement
learning faces challenges such as excessive reinforcements and high computational costs, es-
pecially for complex problems. The dynamics of reinforcement learning are encapsulated in
Figure 4, illustrating the interaction between the agent and its environment. Notably, states
in this framework are stochastic, meaning the agent remains unaware of the subsequent
state, even when repeating the same action.

—>»] Environment

action Reward| |State|
a, R; St
€

Agent < 1

Figure 4. The reinforcement learning process.

Within the realm of reinforcement learning, several crucial quantities are determined:

e Reward: A scalar value from the environment that evaluates the preceding action.
Rewards can be positive or negative, contingent upon the nature of the environment
and the agent’s action.

e  Policy: This guides the agent in deciding the subsequent action based on the current
state, helping the agent navigate its actions effectively.

e  Value (V): Represents the long-term return, factoring in discount rates, rather than
focusing solely on short-term rewards (R).

e  Action Value: Like the reward value, but incorporates additional parameters from the
current action. This metric guides the agent in optimizing its actions within the given
environment.

Despite the advantages of reinforcement learning over supervised learning models, it
does come with certain drawbacks. These challenges include issues related to excessive
reinforcements, which can lead to erroneous outcomes. Additionally, reinforcement learn-
ing methods are primarily employed for solving intricate problems, requiring substantial
volumes of data and significant computational resources. The maintenance costs associated
with this approach are also notably high.

This study focuses on predicting gold prices based on next-day tweets sourced from
news and media datasets. Gold prices exhibit rapid fluctuations daily, necessitating a robust
prediction strategy. To achieve accurate predictions, this research employs a comprehensive
approach integrating deep reinforcement learning (DRL), long short-term memory (LSTM),
variational mode decomposition (VMD), and natural language processing (NLP). The
prediction time spans from 2012 to 2019, utilizing tweets related to gold prices. DRL
is enhanced by incorporating sentiment analysis of media news feeds and Twitter data,
elevating prediction accuracy. The dataset used for this analysis was retrieved from the
link https:/ /www.kaggle.com/datasets/ankurzing/sentiment-analysis-in-commodity-
market-gold accessed on 1 February 2023. This dataset, spanning from 2000 to 2021,
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encompasses diverse news sources and is meticulously classified as positive or negative by
financial experts, ensuring the robustness and reliability of the data.

3.5. Deep Reinforcement Learning

Reinforcement learning (RL) operates as a trial-and-error methodology aimed at
maximizing desired outcomes. Deep reinforcement learning (DRL) combines principles
of deep learning and RL, where neural networks are trained to generate values crucial
for reinforcement learning, as illustrated in Figure 5. DRL leverages prior learning from
the environment and applies this knowledge to new datasets, enhancing its adaptability
and learning capabilities. This approach revolves around a value function, defining the
actions undertaken by the agent. In the realm of RL, the state is inherently stochastic,
mirroring the inherent randomness and transitions found in variables within dynamic
environments like stock markets. These variables shift between states based on underlying
assumptions and probabilistic rules [26,27]. The Markov decision process (MDP) serves as
a fundamental framework for modeling stochastic processes involving random variables.
MDPs are instrumental in describing RL problems, particularly in managing tasks within
rapidly changing environments [28]. Within the RL framework, the agent, functioning as
a learner or decision-maker, interacts with the environment. In the context of MDP, the
interactions between the agent and the environment define the learning process. At each
step, denoted as t € {1, 2, 3, ..., T}, the agent receives information about the current state of
the environment, represented as s_t € S. Based on this information, the agent selects and
executes an action, denoted as a_t € A. Subsequently, if the agent transitions to a new state,
the environment provides a reward, R_(t + 1) € R, to the agent as feedback, influencing
the quality of future actions. This iterative process encapsulates the essence of MDPs in RL
problem-solving, forming a crucial foundation for adaptive learning strategies.

Deep Learning Reinforcement Learning

Deep Reinforcement
Agent + Environment E] pLearning

Figure 5. The DRL process.

Another objective of reinforcement learning is to maximize the cumulative reward
instead of the immediate reward [29]. Suppose the cumulative reward is represented by G;
and immediate reward by Ry:

E[G{] = E[R¢41+ Repo + - - - + R7] 1)

In Equation (1), the reward is received at a terminal state T. This implies Equation (1)
will hold good when the problem ends in terminal state T, also known as the episodic
task [30]. In problems involving continuous data, the terminal state is not available, i.e.,
T = co. A discount factor vy is introduced in Equation (2), which represents the cumulative
reward, and (0 < 7y < 1) to provide:

Gt = 1"Rip1 + 7 Reyp + VPRs+ - T+ -+ @)
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To perform an action in the given state by the agent, value functions in RL methods
determine the estimate of actions. The agent determines the value functions based on
what future actions will be taken [31]. Bellman’s equations are essential in RL, as they
provide the fundamental property for value functions and solve MDPs. Bellman’s equations
support the value function by calculating the sum of all possibilities of expected returns
and weighing each return by its probability of occurrence in a policy [32].

3.6. Classification of the DRL Algorithms

Learning in DRL is based on actor or action learning, where policy learning is done to
perform the best action at each state. The policy is obtained from data, and this learning
continues with actions based on the learned policy. The agent will be trained in reinforce-
ment learning based on critic-only, actor-only, and critic-actor approaches. RL algorithms
are classified based on these three approaches [33].

In the critic-only approach, the algorithm will learn to estimate the value function
by using a method known as generalized policy iteration (GPI). GPI involves the steps
of policy evaluation, i.e., determining how good a given policy is and the next step of
policy improvement. Here, the policy is improved by selecting greedy actions in relation to
value functions obtained from the evaluation step. In this manner, the optimal policy is
achieved [34].

The actor-only approach estimates the gradient of the objective by maximizing rewards
with respect to the policy parameters based on an estimate. The actor-only approach is also
known as the policy gradient method. Here, the policy function parameter will take the
state and action as input to return the probability of the action in the state [35]. Suppose 6 is
the policy parameter, G; is the expected reward at time ¢, and the estimate for maximizing
rewards is given in Equation (3), where 7t represents the policy and 4; and s; represent the
action and state, respectively, at time ¢.

6t+l = Gt + ochnn(at|st, Gt)Gt (4)

The actor—critic approach will form the policy as the actor will select actions, and the
critic will evaluate the chosen actions. Hence, in this approach, the policy parameters 6
will be adjusted for the actor to maximize the reward predicted by the critic. Here, the
value function estimate for the current state is summed as a baseline to accelerate learning.
The policy parameter 0 of the actor is adjusted to maximize the total future reward. Policy
learning is done by maximizing the value function [36].

DRL is an action—critic-based value learning function that compromises current and
future rewards [37]. The stock prediction problem can be formulated by describing the
state space, action space, and reward function. Here, the state space is the environment
designed to support single or multiple stock trading by considering the number of assets to
trade in the market. The state space will show a linear increase with increasing assets. The
state space has two components: the position state and the market signals. The position
state will provide the cash balance and shares owned in each asset, and the market signals
will contain all necessary market features for the asset as tuples [38]. The information is
provided to the agent to make predictions of market movement. Here, the information is a
hypothesis based on technical analysis and of the future behavior of the financial market
based on its past trends. The information will also be used by economic and industry
conditions, media, and news releases.

3.7. Natural Language Processing

Natural language processing (NLP) analyzes natural languages such as English,
French, etc., and makes computer systems interpret texts like humans. The human language
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is complicated to understand; hence, this is an ever-evolving field with endless applications.
Every sentence should pass a preprocessing phase with six steps to build any NLP model.
First is the tokenization phase, in which the sentence is split into a group of words. Second,
the lowercasing phase converts every word to its lowercase form. Third, the stop words
do not impact the sentence’s meaning, so they are removed in this step. Fourth, every
word is transformed into its root word in the steaming phase. Last, the lemmatization
phase reduces the number of characters representing the word. After this preprocessing
phase, there is the feature extraction in which the sentence is transformed from its textual
representation into a mathematical representation called word embedding. Many word
embedding approaches have been developed over the years. The classical approaches
involve wrod2vec and Glove, while the modern ones include BERT.

3.8. Sentiment Analysis

Sentiment analysis aims to identify the opinion toward a product from a text. There
are three modes toward a product: positive, negative, and neutral. Two main approaches
are used in sentiment analysis: the supervised approach and the lexicon approach. In the
supervised approach, the sentences are provided to the classification model along with
their label, positive or negative. Then, the sentences are transformed into vectors, and the
model makes a classification for these vectors.

On the other hand, the lexicon-based approach relies on the language dictionary itself.
The model has a list of positive and negative words. The sentences are divided into words,
each with a semantic score. Finally, the model calculates the total semantics of the sentence
and decides whether it is a positive or negative sentence.

3.9. TFIDF

TE-IDF stands for term frequency—inverse document frequency. It is used for document
search by getting a query as input and finding the relevant documents as output. Itis a
statistical analysis technique used to know the importance of a word inside a document. It
calculates the frequency of a word inside a document, compares it with the frequency of
the word inside all documents, and compares the two values. The assumption is that if the
word is repeated many times in a document and rarely appears in other documents, this
means that this word is vital for this document.

3.10. BERT

Bidirectional encoder representations from transformers (BERT) is based on deep
learning transformers for natural language processing. BERT is trained bidirectionally,
which means it analyzes the word and the surrounding words in both directions. Reading
in both directions allows the model to understand the context deeply. BERT models are
already pretrained, so they already know the word representation and the relationships
between them. BERT is a generic model that can be fine-tuned for specific tasks like
sentiment analysis tasks. BERT contains a stack of transformers, each consisting of an
encoder and decoder network. It has two versions, the base version and the large one,
which gives the best results compared to any other model.

4. Problem Statement

In the complex landscape of stock markets, the central objective of trading resides in
the precise forecasting of stock prices. This accuracy is paramount, as it directly influences
investors’ confidence, shaping their decisions on whether to buy, hold, or sell stocks amid
the inherent risks of the market. Extensive scholarly research emphasizes the critical
necessity for efficiency in addressing the challenges associated with stock price prediction.
Efficient predictions are not just advantageous but pivotal, empowering investors with the
knowledge needed for astute decision-making. Market efficiency, a foundational concept
in this domain, refers to the phenomenon where stock prices authentically mirror the
information available in the current trading markets. It is essential to recognize that
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these price adjustments might not solely stem from new information; rather, they can be
influenced by existing data, leading to outcomes that are inherently unpredictable. In
this context, our research endeavors to enhance the precision of stock price predictions,
addressing the need for informed and confident decision-making among investors.

5. Proposed Novel Architecture for Stock Market Prediction

This research is developed to predict stock prices by utilizing the DRL model, NLP,
and the variational mode decomposition plus RNN. The model receives stock historical
data and news data and generates the final trading decision (buy or sell) to achieve the
maximum profit. The architecture is provided in Figure 6. The architecture is developed
using three phases: the NLP phase, the VMD plus RNN phase, and the DRL phase.

STOCK MARKET
HISTORICAL DATA

|
v

VMD

¢ Signal Decomposition

NV |

NEWS DATA

|
~

NLP

PRE-PROCESSING MODELLING AND PREDICTION

~7

TOKFNIZATION o - EEATURE EXTRACTION
v LOWER CASING 1 . SENTIMENT ANALYSIS
Te C h n i Ca | STOP WORDS REMOVAL
R N N STEMMING
Indicators . scredeion LEWMATEATON PREDICTIONS
7 ' X

e AGENTS
o ACTIONS
« REWARDS
|
~
STOCK PRICE PREDICTION

v

DRL

Figure 6. The architecture with components of the proposed stock prediction model.

In order to facilitate the implementation of the proposed framework the code is divided
into three major modules that can be summarized in Algorithm 1.
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Algorithm 1: Stock Price prediction framework

Data: Raw news data, historical stock dataset
Result: Final trading decision (buy, sell)
NLP Module:
Input: Raw news data
Output: classified sentences to positive or negative
Preprocessing:
Read the raw news dataset.
Tokenize the sentences.
Convert words to lowercase.
Remove stop words.
Stem the sentences.
Lemmatize the words.
Feature extraction using BERT and TFIDF
Utilize BERT and TFIDF to extract features from news data.
Sentence classification as positive or negative
Prediction Module:
Input: Historical stock data
Output: Predicted stock prices
Steps:
Read stock data signal.
Signal decomposition using variational mode decomposition.
Apply decomposed signal to the LSTM.
Predict stock prices for the next days based on decomposed signal by LSTM.
Decision-Making Module:
Input: Output from NLP Module, output from prediction module
Output: Final decision (buy/sell)

Steps:
Combine sentiment analysis results with the predicted prices.
Train deep Q learning network to make trading decisions.
Implement DQN.
Results

Generate the suitable decision—sell or buy.

5.1. Sentiment Analysis Phase

NLP will determine general sentiments from news releases or social media to integrate
with state representation. Sentiment analysis is considered for better prediction because
media and news influence stock movements. Sentiment analysis uses the models, namely,
the multinomial classification model and BERT classifier, to evaluate the accuracy of
sentiment prediction. More than one model can be applied by combining them to improve
prediction accuracy. Here, NLP will demystify text data to solve the language problem.
The approach is used to identify unexplored weaknesses in the model and to understand if
media will play a role in predicting stock prices [39].

In sentiment analysis, the neural classifier TF-IDF (term frequency-inverse document
frequency) is used. This algorithm will use the frequency of words in the news or media
datasets to determine how the words are relevant in each dataset related to a particular
stock. TF-IDF in sentiment analysis is popular, as it assigns a value to a term according
to its importance in the text dataset or document [40]. The naturally occurring words are
mathematically eliminated, and the more descriptive words in the text are selected. The
other method, principal component analysis (PCA) and singular value decomposition
(SVD), is used to reduce dimensionality in the dataset.

In addition to the above techniques, BERT (bidirectional encoder representation from
transformer) is a DL model where the output of each element is connected to every input,
and the weights are dynamically calculated with respect to their connection. Usually,
language models read text from left to right or right to left, but BERT can simultaneously
read text from both directions for its bidirectional characteristic. Due to its capabilities,
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BERT is used in NLP tasks for predicting the next sentence [41]. In NLP, mixed models
tend to provide the best results from BERT. For instance, TFIDE, SVM, and BERT will
provide better sentiment output from the dataset. The sentiments are further classified into
four categories: extremely positive, positive, negative, and extremely negative. NLP will
support investors in classifying if the news is positive or negative to decide whether to sell,
buy, or hold stock.

In this phase, news data are fed to the natural language processing module to decide
whether the news is positive or negative. The BERT model is used along with TFIDF in
this task to achieve the most accurate results. Fine-tuning BERT is achieved by applying
a binary classifier on top of BERT. This NLP phase involves the stages of preprocessing,
modeling, and prediction.

e  Preprocessing: In this phase, the news dataset obtained from media or tweets is pre-
processed. The preprocessing involves reading the dataset, tokenizing the sentences,
converting words to lowercase, removing stop words, sentences stemmed, and finally,
the words with the same meaning are grouped or lemmatized.

e  Modeling: This step involves feature extraction for the model and sentiment analysis.
Sentiment analysis will first convert the tokens to the dictionary, and the dataset will
be split for training and testing the model. The model is built using an artificial neural
network classifier.

e  Prediction: This step will receive the testing news data and predict if the sentiment is
positive or negative. This result is concatenated with the historical dataset.

5.2. Price Prediction Phase

In this crucial phase, historical data are meticulously gathered and utilized to generate
accurate price predictions. Recognizing the inherent complexity of stock price data, our
approach employs long short-term memory (LSTM) due to its efficacy in handling temporal
dependencies within time series data. Stock prices often exhibit noise, making direct
analysis challenging. To mitigate this challenge, the raw signal undergoes a preprocessing
step using variational mode decomposition (VMD) before being fed into the LSTM network
as illustrated in Figure 7. VMD plays a pivotal role in enhancing the quality of our
predictions. Its unique ability lies in effectively handling noisy data and isolating essential
features. Unlike other methods, VMD excels in feature selection, making it robust against
noise interference. By identifying the intricate relationship between the asset and market
sentiment, VMD provides a solid foundation for our analysis. The architecture leverages the
VMD component to address the complexities of real-world signals, which often comprise
multiple frequency components. VMD achieves this by employing distinct filters to separate
these components. The filtering process, based on intrinsic mode functions (IMFs), proves
instrumental in denoising the signals, ensuring that the subsequent time series data are
clear and reliable. During the VMD phase, the input signal is intelligently divided into
five sub-signals. Each of these sub-signals undergoes meticulous analysis, enabling the
generation of precise predictions using the LSTM model. The resulting predicted prices,
derived from these sub-signals, are subsequently fed into our deep reinforcement learning
(DRL) model, forming a critical link in our comprehensive analysis. It is imperative to note
that the VMD phase is executed using the “vmdpy” library in Python, ensuring a robust
and efficient preprocessing step in our price prediction methodology. This meticulous
approach enhances the accuracy and reliability of our predictions, laying a solid foundation
for our subsequent analyses.
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Figure 7. The architecture of VMD plus LSTM.

5.3. The Deep Reinforcement Learning Phase

The last phase is the DRL model, from which the final decision is generated. The input
to this phase is the output from the sentiment analysis module, the predicted prices from
the LSTM, and some technical indicators. The DRL used in this phase is deep Q learning
with a reply buffer. The neural network is trained to generate the Q values for all the
possible actions based on the current environment state, which is fed to the neural network
as input.

Therefore, the proposed architecture and algorithm depend on historical and media or
news datasets. The architecture consists of three phases: NLP, prediction, and DRL. The
combined algorithm of sentiment and analysis and DRL are used to obtain predictions for
stock.

6. Implementation and Discussion of Results

The implementation of our framework is carried out utilizing cloud GPUs, leveraging
the advantages of cloud computing for enhanced processing capabilities. Rigorous evalu-
ation and fine-tuning of each code module are conducted to ensure optimal accuracy at
every phase. The efficiency of the proposed framework is comprehensively evaluated and
compared with benchmark trading strategies to validate its effectiveness.

6.1. Sentiment Analysis Phase

In the sentiment analysis phase, various classification algorithms coupled with differ-
ent preprocessing models are tested to determine the most accurate algorithm. The results,
as shown in Table 1, underscore the superiority of the combination of TFIDF and BERT,
which yielded a remarkable accuracy of 96.8%. Extensive analytics, including classification
techniques and model overfitting identification, were performed. Visualization, especially
using artificial neural networks (ANN) with BERT and TFIDF, played a crucial role in
comprehending the training-prediction dynamics. The ANN model exhibited exceptional
performance, boasting an accuracy rate of 97%, as depicted in Figure 8.

Table 1. Findings on gold data using sentiment analysis.

Model Accuracy Remarks
TFIDF + ANN 85% Base Model
BERT + ANN 96.2% 11.2% improvement over the base model

TFIDF + BERT + ANN 96.8% 0.6% improvement over BERT + ANN
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Figure 8. Plot for accuracy rate from models.

Table 1 and Figure 8 show that BERT with TFIDF and ANN provided better accuracy
than the other combinations. The BERT model is a robust predictor without bias, given
these predicted outputs and determined values. BERT provided performance based on
sensitivity to the length of sentences, number of words, and opposite statements.

The robustness of the BERT model, free from biases, is evidenced by its performance,
which was influenced by various factors such as sentence length, word count, and contra-
dictory statements.

6.2. Stock Prices Prediction Phase

The next phase is the price prediction phase, and this is done by decomposing the
signal into five sub-signals and passing the output to the LSTM to make the prediction.
The decomposing step is implemented using Python’s “vmdpy” library with the hyperpa-
rameters in Table 2.

Table 2. VMD hyperparameters.

Parameter Description Value
o Moderate bandwidth constraint 5000
T Noise tolerance with no strict fidelity enforced 0
k modes 5
DC DC part is not imposed 0
init Will initialize all omegas uniformly 1
tol — 1x1077

The price prediction is conducted via a recurrent neural network (LSTM) with the
configurations defined in Table 3.

Table 3. LSTM Parameters.

Parameter Value
Learning rate 0.001
Input size 5
Hidden size 200
Number of epochs 2000
Number of layers 2

It is important to note that the accurate prediction from this phase leads to accurate
decisions from the DRL phase. The efficiency of this prediction is evaluated, and the results
are shown in Figure 9, comparing the actual and predicted prices. The figure shows that
our prediction module works very well, as there is a significant correlation between the
actual and the predicted prices.
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Figure 9. Actual prices vs. predicted prices.

6.3. Final Decision Phase

The next phase is the deep reinforcement learning phase, which will make the final
decision. The implementation relies on the famous architecture of deep Q learning, which
belongs to the value-based category of DRL algorithms. Table 4 shows the configuration
for the implemented network. The DQN relies on a reply buffer with two deep neural
networks: one is the main network, and the other is the target network. Both networks
have the same architecture with three layers.

Table 4. Hyper-parameters adopted in the implemented DRL algorithm.

Parameter Value
Discount 0.99
Epsilon max 1.0
Epsilon min 0.01
Epsilon decay 0.001
Memory capacity 5000
Learning rate 1x 1073
Action size 4
Input layer Input size x 1000
Hidden layer 1000 x 600
Output layer 600 x output size

The final decision phase employs deep reinforcement learning (DRL), specifically the
deep Q learning architecture, a value-based DRL algorithm. The implementation details are
provided in Table 4. The state representation includes factors like historical and predicted
prices, sentiment analysis outputs, and technical indicators like relative strength index (RSI)
and momentum (MOM). The action space consists of four actions: buy, buy more, sell, and
sell more.

The efficiency of the entire framework is deeply rooted in the accurate predictions
from the stock price prediction phase. The DRL model’s capability to make informed
decisions based on these predictions is crucial for successful trading strategies.

6.4. Algorithms in Comparison

The gold dataset was processed using the algorithms, namely, best stock benchmark,
buy-and-hold benchmark, and “constantly rebalanced portfolios” (CRPs). The algorithms
provided results that were compared with the proposed architecture. The metrics and
values determined using these algorithms are provided in Table 5. The values obtained
are rounded to the nearest whole number. The classical buy-and-hold benchmark is quite
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simple, where the user buys gold with all his money at the beginning of the period and
waits till the end of the period, then sells all his gold, and the total profit is the difference
between his wealth at the start and end of the period.

Table 5. Accuracy of model performance.

Metrics Best Stock Buy and Hold (CRP) Proposed Algorithm
average_profit_return 0.0011 0.0011 0.0011 0.01
Sharpe ratio 2.5 2.4 2.4 3
Average maximum drawdown 0.0031 0.02 0.01 0.03
Calmar ratio 6.1 2.6 3 3
Annualized return rate (ARR) 0.5 0.5 0.5 1.1
Annualized Sharpe ratio (ANSR) 47.8 47 47 57.2

6.5. Evaluation Metrics

e  Accumulated wealth rate

Accumulated wealth rate (AWR) is a strategy in which the investor buys as much
as stock based on the first-day price. Every day, calculate the total stock value based on
the current price by multiplying the number of shares by the current price, then add it to
the cash to get the investor’s total wealth on that day. Finally, calculate the profit or loss
achieved and divide it by the total cash available at the start of the trading period. The
following equation describes how the AWR can be calculated.

Zthl Pyor L
AWR = == —
T Cashi—g ®)

e  Average Max drawdown

As an intermediate step, the max drawdown (MDD) is calculated, and then the
average is calculated on top of it. MMD compares the current wealth with the peak wealth
to determine the maximum loss during the trading period. Consequently, the average max
drawdown is the average value for the MDD during the trading period.

(Peak Wealth — Wealth;)
Peak Wealth

MDD; = (6)

T
AMDD7 = L1 (MDD:) (I;ADD” 7)

e Calmar ratio

This calculates the mean value for the accumulated wealth rate with respect to the
max of the max drawdown value. The following equation can calculate it.

T
AMDD; = w 8)

e  Average profit return

The profit return calculates the difference between the current and previous prices
and normalizes the result to the previous price. The average profit return is the average of
the previous value within the trading period, as shown in Equations (9) and (10).

B EtT:l(Pricet — Prices_1)
- Prices_q

PRy 9)

APRy = Avg(PRy) (10)
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e  Average Sharpe ratio

The Sharpe ratio is defined as the meaning of the accumulated wealth rate divided by
the standard deviation of the accumulated wealth rate. Moreover, the average Sharpe ratio
is the average of this value during the trading period.

_ mean(AWRry)
SRy = Std(AWRr) (1)
T
ASRy = 7&:1;5&) (12)

¢ Annualized Return Rate and Annualized Sharpe Ratio

The annualized terms mean calculating the values with respect to a full year.
They are calculated with the same equations, but the trading periods will be 365.

6.6. Technical Indicators

It is important to note that our framework also considers some technical indicators
like the RSI and MOM.

e  Relative Strength Index (RSI)

It is a technical momentum indicator that compares the magnitude of recent gains to
recent losses in a trial to see an asset’s overbought and oversold conditions. It is calculated
using the subsequent formula:

100
RSI = 100 — AT RS) (13)

where RS = average of x days’ up closes/average of x days’ down closes.
e Momentum

Momentum is the difference between the current and last prices in the last n days. As
such, it reflects the price changes speed in the stock market.

6.7. Reward Calculation

Giving the negative reward, extra weight is better to force the agent to avoid the
negative rewards. The reward is calculated since the action led to profit or loss; if the action
led to profit, the value of the reward would be equal to the profit. On the other hand, if
the action leads to loss, the value of the reward will be three times the value of the loss
that occurred. Finally, the total reward for the episode is the summation of all the rewards
achieved during the episode.

Profit in case of profit

3 x Loss in case of loss 14

Reward = {

6.8. State Representation

The state represents a significant element in DRL. State, in this case, consists of
different components. Several experiments are conducted with different combinations
of components to achieve the best state for our problem. The final state in our proposed
framework consists of several elements: first, the RSI technical indicator for the last nine
days; second, the MOM technical indicator for the last nine days; third, the simple moving
average for the last nine days; Fourth, the simple moving average for the last two days;
fifth, the predicted prices for the upcoming five days are predicted from the VMD plus
LSTM; and sixth, the sentiment analysis module generates the sentiment for the current
day.
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6.9. Proposed Framework Results Comparison

The results from the proposed framework are compared with the benchmark trading
strategies mentioned above. The results showed that the proposed framework outper-
formed the other algorithms in different evaluation criteria, as shown in Table 5.

The values for performance metrics are obtained from the same gold dataset earlier.
The DON results were compared with the other algorithms. The graphs were obtained to
show the performance of the algorithms. The annualized wealth rate algorithm provided
the following graph for metrics shown in Figure 10.

0.5 == Best Stock benchmark (BS)
= Buy-and-Hold benchmark (B&H)
= (Constant Rebalanced Portfolios (CRP)

= Proposed Algorithm

Accumulated Wealth Rate

Feb 2016 Mar 2016 Apr 2016 May 2016 Jun 2016 Jul 2016 Aug 2016 Sep 2016

Date

Figure 10. Graph showing metrics for annualized wealth rate.

The graph for the average maximum drawdown algorithm for the performance metrics
is provided in Figure 11.

= Best Stock benchmark (BS)

= Buy-and-Hold benchmark {B&H)
= Constant Rebalanced Portfolios (CRP)
== proposed Algorithm

o A
Ml

Feb 2016 Mar 20

Average Maximum Drawdown

6 Apr 2016 May 2016 Jun 2016 Jul 2016 Aug 2016 Sep 2016

Date

Figure 11. Graph showing the comparison of metrics for the average maximum drawdown algorithm.

In Figure 10, the peaks indicate the amount of profit possible at a certain point in
time. The graphs show that regarding the annualized wealth rate, the proposed algorithm
outperforms the other algorithms, and hence is effective in predicting stock value. Likewise,
in Figure 11, the peaks of the proposed algorithm indicate that the results outperform other
baseline algorithms. In addition, the NLP processing and the combined RNN, DQN, and
VMD architecture provide better prediction results.
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6.10. Ablation Study

In any Al algorithm that consists of several phases, it is essential to know the effect of
each phase on the overall performance of the algorithm, so the following two subsections
contain an ablation study to emphasize the effect of each module on the overall framework
efficiency.

6.10.1. Effect of Using the VMD on the Price Prediction Phase

Table 6 emphasizes that utilizing the VMD layer improved performance, which
reached 80% improvement in some cases. This improvement is achieved because VMD can
remove the noisy data and extract the hidden important signals from the original signal.

Table 6. Accuracy of price prediction phase.

Training Data Test Data
Metri
etrie With VMD W/O VMD With VMD W/O VMD
MAE 3.64 41 43 5.6
MSE 205 26.1 316 56.9
MAPE 0.29 0.33 0.33 0.43

6.10.2. Effect of Using Sentiment Analysis Module on the Framework Performance

In the same context, other experiments are conducted to emphasize the efficiency of
using sentiment analysis in our proposed algorithm. Figure 12 shows the performance
improvement achieved by adding the sentiment analysis module to our algorithm. The
experiments are done for different numbers of episodes. Each number of episodes is done at
least 10 times, and the average is taken. In these experiments, the performance is measured
as follows. The current day’s closing price is compared with the previous day’s closing
price. If there is a price increase and the algorithm decides to sell, this is considered the
correct action. On the other hand, if the algorithm decides to buy, this is considered a
wrong action. The performance here is calculated as the percentage of the correct actions
relative to the algorithm’s total number of actions.

-
E
§ 70
& 60
§ 50
L]
E 40
"E 30
a 20 — —
i) |t S e = ~{
]
30,000 40,000 50,000
= W/0 Sentiment Analysis 58 59 58
With Sentiment Analysis 69 81 72

Figure 12. Effect of using the sentiment analysis module.

7. Conclusions

This research introduces a novel architecture that combines various prediction al-
gorithms to tackle the challenges of stock value prediction with exceptional accuracy.
Specifically focusing on gold datasets, the study aimed to forecast gold prices for investors.
The input data encompassed gold datasets from reputable sources such as S&P, Yahoo, and
NASDAQ, representing standard stock market data. The predictive framework employed
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natural language processing (NLP) to process sentiments extracted from social media
feeds, long short-term memory (LSTM) networks to analyze historical data, variation mode
decomposition (VMD) for feature selection, and artificial neural networks (ANNSs) to make
predictions. Additionally, the research integrated deep reinforcement learning (DRL) algo-
rithms and deep Q networks (DQNs) to blend sentiments with other algorithms, enabling
the prediction of the opening stock value for the next day based on the previous day’s
data. The processes developed for training and testing data were meticulously presented,
forming the foundation of the prediction model. Comparative analysis was conducted
with benchmark performance metrics, including the best stock benchmark, buy-and-hold
benchmark, constant rebalanced portfolios, and DQN. Through rigorous evaluation, the
proposed architecture demonstrated superior accuracy in performance metrics. Graphi-
cal representations were employed to showcase peaks indicating high values at specific
times or on specific days, aligning with benchmark standards. The comparison clearly
highlighted that the DON outperformed existing algorithms, underscoring the potential of
the proposed architecture to predict stocks with unparalleled precision.

Future research, which could extend this research into real-time applications within dy-
namic environments, such as livestock markets, holds immense promise. Such applications
could provide invaluable insights into the model’s effectiveness and adaptability across
different market scenarios. Moreover, the framework’s generic nature, as demonstrated in
this study, suggests its versatility for application across diverse products beyond gold. This
versatility transforms the model into a powerful tool for traders and investors in various
sectors. Subsequent studies focusing on real-time livestock market data not only stand
to validate the framework’s effectiveness but also pave the way for tailored adaptations
customized to specific industries and the unique intricacies of each market.

The proposed framework contains three main modules. Each module can be enhanced
with different techniques. In the sentiment analysis module, the proposed framework used
classification techniques to judge whether the sentence is positive or negative. However,
another primary technique that can be used is the lexicon-based technique in which the
language dictionary is used to make the sentiment analysis.

In the price prediction module, the proposed framework considered the stock historical
prices as a signal and used VMD as a signal-processing technique to decompose the signal
into sub-signals and remove the signal noise. Several other signal-processing techniques
can be used for noise removal. This area is open to research, and other signal-processing
techniques may easily enhance this module if they exist.

Finally, the decision-making is undertaken by the deep reinforcement network. Several
DRL techniques can be utilized in this module, giving better or worse results than the
implemented one.
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