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		Abstract

		A large number of quantitative hedge funds have historically sustained losses. In this study we argue that the backtesting methodology at the core of their strategy selection process may have played a role.  

* Most firms and portfolio managers rely on backtests (or historical simulations of performance) to allocate capital to investment strategies.  

* After trying only 7 strategy configurations, a researcher is expected to identify at least one 2-year long backtest with an annualized Sharpe ratio of over 1, when the expected out of sample Sharpe ratio is 0.  

* If the researcher tries a large enough number of strategy configurations, a backtest can always be fit to any desired performance for a fixed sample length. Thus, there is a minimum backtest length (MinBTL) that should be required for a given number of trials.  

* Standard statistical techniques designed to prevent regression over-fitting, such as hold-out, are inaccurate in the context of backtest evaluation.  

* The practical totality of published backtests do not report the number of trials involved.  

* Under memory effects, over-fitting leads to systematic losses, not noise. 
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