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Research on Optimization of Paired Trading Strategies for Shanghai and
Shenzhen 300 Stocks

Based on LSTM dynamic parameter adjustment and market value filtering
DIAO Haican and ZHANG Yanqun

Abstract: Building a dynamic and resilient capital market is crucial for promoting the high—quality development of listed
companies and optimizing the investment and financing functions of the financial market. Traditional pair trading strategies,
with their relatively fixed trading parameters and a lack of flexible pre—screening rules, are limited in their dynamic response to
market fluctuations. To overcome these limitations, this paper proposes an optimized strategy that integrates market value
screening rules with a multi—stock pairs trading framework, ensuring that selected stocks can effectively identify undervalued,
high—quality targets. The strategy employs Long Short—Term Memory (LSTM) networks to dynamically adjust trading
parameters, enhancing prediction accuracy. Empirical analysis reveals that, compared to strategies with fixed parameters, the
optimized strategy developed in this study not only enhances price discovery capabilities in the Chinese stock market but also
achieves higher investment returns. This research expands the theoretical domain of pair trading and provides model and
algorithmic guidance for uncovering high—quality and undervalued assets in the Chinese stock market, thereby helping to boost
market confidence and improve long—term investment expectations.

Keywords:
short—term memory (LSTM)

multi—stock pairs trading; cointegration test; trading parameters; market capitalization filtering; long
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