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Chapter 1.  Introduction 

  When reading the news about the stocks in the paper, it is almost inevitable to see 

some terms about the technical trading rules. So, these rules are just some 

superstitions or really have undiscovered power which can predict the markets, or 

just because we believed it, then make it come true, is a big question everyone trying 

to figure out. That’s why we can see so many papers for or against the effectiveness 

of the technical trading rules. But no matter how many empirical data show that it 

really can defeat the markets, they still can’t avoid the doubt that it happen only by 

chance, it means the data snooping bias.  

 

  Data-snooping bias is a form of statistical bias generated by the misuse of data 

mining techniques which can lead to bogus results in scientific research. They usually 

happen when applying a huge numbers of hypotheses to a single data set in a short 

time. Because conventional tests of statistical significance are based on the 

probability that an observation arose by chance, it is reasonable to expect that 5% of 

randomly chosen hypotheses will turn out to be significant at the 5% level, 0.1% will 

turn out to be significant at the 0.1% significance level, and so on, simply by chance. 

Thus, given enough hypotheses tested, it is virtually certain that some of them will 

appear to be highly statistically significant, even on a data set with no real 

correlations at all. Researchers who are using data mining techniques can be easily 

misled by these apparently significant results, even though they are merely chance 

artifacts.   

 

Not until White (1999) developed the White’s reality check can this problem have 

a solid statistical solution. And after that, there are several modified or new methods, 

like, SPA test (Hansen, 2005), stepwise multiple test (Romano and Wolf, 2005).  
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In my research, I will use 4444 simple trading rules, 112 learning strategies and 

two test methods, White’s reality check and stepwise multiple test to resolve the 

data snooping problem, trying find the rules which really can defeat the buy and hold 

strategy, then compare the different indices and period of time to check if the less 

mature markets or in the older time can make more profit or not. At the same time, I 

will check is it possible to have better performance in the learning strategy than the 

simple ones. Finally I will try to explain that in what kind of situation will have a 

better chance to outperform the board market by technical trading rules easier.  

 


