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FORECASTING AND INVESTING USING TIME SERIES MODELS
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This study addresses the predictability of stock returns, examining the methods that enable stock return forecasting, with a particular focus on the Europe STOXX600 stock index. The paper employs various time series models, such as ARMA, ARMA-GARCH, and VAR. These models utilize different data sets for forecasting, including historical stock market data and supplementary information from the U.S. S&P500 index. The aim of the study is to demonstrate opportunities for effective, low-cost return enhancement, even for small investors.
Considering the results of the analysis, it can be concluded that the application of combined models generally provides better forecasts than using individual models separately. Based on the tests, the VAR model proved particularly effective, as it utilizes U.S. market data to better predict the returns of the European stock index. The study supports the accuracy of the forecasts with various statistical error measurement methods and presents trading strategies that leverage the information generated by the models to achieve potential return growth.
The study also highlights the importance of considering transaction costs when applying trading strategies, as these can significantly impact the actual realized returns. Overall, the paper substantiates that the effective application of forecasting models enables small investors to achieve excess returns in the market compared to the stock index.



