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Abstract:

Bond price is affected by main two factors; fundamentals,and forces of demand and

supply. The latter impact on prices has a tendency to extinguish in less time compared to the

former one. This papers provides an investment strategy focused on forces of demand and supply.

We analyze a time series of bonds prices using Principal Component Regression and Partial Least

Squares Regression to detect the forces of demand and supply that skews the equilibrium price

and generates arbitrage oppotunities.
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1|USGG10YR Index KEN0ESF
2|FARBAST Index FRBI#AE RS
3|SPX Index S&P500$54
4|VIX Index VIXEH
5|CESIUSD Index CitiTa/IvoHTS54 g8
6|LUACOAS Index Barclays US7 %) —h#54#0AS
7|LF980AS Index Barclays US/\A 1 —/JLR$54(0AS
8|USSP10 Curncy KREN0ERFRTvIL—b

©

US 5Y/5Y1>IL—av Ry L—hk
iShares MSCI EM ETF

iShares Mortgage Real Estate ETF
3MA—OFLEFIEM(ESRA)
3SMAA—ORILEREMEIRA)
Cleveland Financial Stress Index
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1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16

-0.18 1
-0.18 0.97 1
-0.11 -0.34 -0.49 1

-0.36 -0.45 -0.54 0.71 -0.01 1
-0.45 -0.27 -0.36 0.71 -0.10 0.93 1

-0.15 -0.46 -0.49 0.02 0.14 002 -0.12 043 0.63 0.28 0.49 1

-0.63 -0.20 -0.25 0.55 -0.15 0.81

1

0.13 -0.23 -0.19 -0.10 1

0.29 -0.44 -0.49 0.18 0.09 -0.01 -0.27 1

045 -0.76 -0.75 0.00 0.26 -0.09 -0.28 0.66 1

0.55 -0.55 -0.48 -0.22 0.17 -0.33 -0.50 0.57 0.79 1

0.27 -0.84 -0.77 0.01 0.18 0.01 -0.18 059 086 0.80 1

0.46 -0.07 -0.06 -0.28 0.05 -0.60 -0.71 0.64 056 061 043 0.37 1

0.86 -0.31 -0.36 -0.42 -0.15 -0.09 -0.75 1

045 -0.76 -0.77 0.10 0.25 -0.01 -0.25 0.75 093 0.82 0.86 0.56 0.53 -0.27 1

035 048 0.53 -0.18 -0.11 -0.25 -0.11 -0.44 -0.50 -0.19 -0.42 -0.89 -0.10 -0.19 -0.50 1
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~2007/12 11.7% 10.0% 1.18 10.1% 3.8% 267 7.4% 3.2% 227
~2008/12 26.0% 15.0% 173 39.0% 8.6% 452 39.3% 8.9% 442
~2009/12 -17.2% 17.1% -1.00 18.4% 6.6% 2.81 29.5% 9.9% 299
~2010/12 9.9% 14.9% 0.66 24.7% 8.4% 293 20.5% 8.2% 249
~2011/12 28.4% 17.6% 161 28.1% 10.9% 257 35.3% 10.7% 331
~2012/12 4.1% 13.1% 031 21.4% 8.9% 239 16.4% 8.2% 2.00
~2013/12 -13.3% 11.9% 111 6.5% 4.7% 1.39 8.2% 5.1% 162
~2014/12 23.6% 9.9% 239 27.2% 7.0% 391 23.8% 5.9% 4.00
~2015/12 -0.3% 15.4% -0.02 13.0% 7.2% 1.80 13.7% 5.2% 261
~2016/8 23.9% 12.3% 1.94 24.3% 7.9% 3.07 12.0% 7.9% 153
£ 1R 9.7% 13.7% 0.77 21.3% 7.4% 2.81 20.6% 7.3% 2.72
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