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Abstract:

Standard finance theory states that returns on assets are predictable.

However

finding empirical evidence of predictability is statistically difficult, and data-mining for detecting

more significant evidence leads to overfitting, by which it looks like significant in appearance but

is senseless in fact. Particularly in recent years, an enormous amount of information or big data

becomes available at low cost, and machine learning attracts an increasing interest in engineering

aspects. Big data and machine learning can contribute to improvement in prediction accuracy,

while they increase possibility of overfitting. This study considers data-mining with both variable

selection and model selection for return predictability in the time-series. Our results demonstrate

that overfitting makes large degree of influence on backtests, giving rise to specious identifications.
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