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		This paper addresses questions regarding the dimensionality of the stochastic discount factor and the selection of the best factors that enter it. We analyze these questions theoretically and empirically with a novel methodology which performs both (i) estimation of factor loadings and (ii) best subset selection of factors in a single step via Mixed-Integer Linear Programming. We empirically illustrate how our approach eliminates worthless factors. Further, we rigorously justify our approach with formal statistical guarantees. Our methodology identifies the best five factors as (i) market, (ii) conservative minus aggressive, (iii) betting against beta, (iv) long-term reversal, and (v) leverage. 
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