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Excel in Multiple Hypothesis Testing (MHT)

Construction of strategy space:

Harvey, Liu, and Zhu (2015)—316

Green, Hand, and Zhang (2013)—400

This paper—2.4 million!

—have been studied and published

—have been studied but not published (statistical hurdles)

—have yet to be studied (economic foundations, missed)
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Excel in Multiple Hypothesis Testing (MHT)

Proper evaluations of tests:

FWER (Bonferroni and Holm)

FDR (BH and BHY)

FDP (FDP-StepM)

—Reasonable size and power (esp. adaptive)

—3.79 for alpha and 3.12 for FM

—CHT gives false detection 91% for alpha and 59% for FM
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Excel in Multiple Hypothesis Testing (MHT)

—Well executed

—Comprehensive

—Guidance for empirical factor search, model search, etc.

What else could be done (differently)?
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Comments

Theory motivation

Alternative strategies

Investment funds

Minor comments
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Comment 1: Theory Motivation

Harvey: “...theory motivated factor only need 2...” (1.96)

Leverage: Merton (1973)

Investment : ..., Zhang (2005)

Pure empirical factor: size, B/M, etc.

—Theory research ex ante and ex post

—Bayesian approach?
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Comment 2: Alternative Strategies

Why limited to CRSP/COMPUSTAT?

For example, OptionMetrics:

Trading volume, open interest, ...

Implied volatility, VIX, ...

Option returns, implied skews, ...

—Maybe too much, 1 billion strategies?

—Maybe restricted, only motivated by economics?
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Comment 3: Investment Funds

In addition to the statistical hurdle and economic significance
used by economists:

How many funds are trading on a particular strategy?

How much capital is invested in a particular strategy?

Real world economic significance

—Self reporting fund style?

—Could it be measured? (FinTech, big data approach)
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Comment 3: Investment Funds

Online filling:

The new fund will focus on "Variance risk premium", which
Stone Ridge defines as; "The tendency for "implied volatility" -
the expected level of volatility priced into different types of
investments - to be higher, on average, than the volatility
actually experienced on the asset underlying the investment."
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Minor Comments

—Level, growth, ratio of two, ratio of three

—Model mining exercise by Kogan and Tian (2015)

—Market efficiency?
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Summary

Interesting, fun paper to read

At the apex of multiple hypothesis testing

Think outside the box—Bayesian

Bigger data approach—web-based

Real world investor approach—all signals
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