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Does a Bayesian approach generate robust forecasts?
Evidence from applications in portfolio investment
decisions
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Abstract We employ a statistical criterion (out-of-sample hit rate) and a financial
market measure (portfolio performance) to compare the forecasting accuracy of three
model selection approaches: Bayesian information criterion (BIC), model averaging,
and model mixing. While the more recent approaches of model averaging and model
mixing surpass the Bayesian information criterion in their out-of-sample hit rates, the
predicted portfolios from these new approaches do not significantly outperform the
portfolio obtained via the BIC subset selection method.
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1 Introduction

In the context of financial economics, forecasting future stock market movement
has always been a focal topic. Over a century ago, the famous Austrian economist
William S. Jevons related stock market returns to sun spot activities (Peart 1996). With
the development of statistics and computational science, practitioners and academics
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