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Evaluating the Predictive Power of Underlying Factors on the Treasury Bond Risk Premium
LIU Fanggen' JI Weiwei® BAI Minghao’
(1. Finance and Accounting Department, China Construction Bank;
2. Financial Market Department, China Construction Bank)
Abstract Using Chinese inter-bank treasury bond yield data, macro financial market data and public fund releasing
data from 2010 to 2023, this paper uses a single factor regression model and a multi-factor machine learning model to
explore the effectiveness of underlying factors on long-term treasury bond risk premium. We find that the predictive
power of macro factors on bond risk premium is time-dependent. With the development of the Chinese bond market,
the expansion of financial market participants, the learning effect of investors, and information on macroeconomic and
financial markets has been reflected in bond pricing in real time. After 2015, macro factors cannot provide additional
information on risk premium prediction. Specifically, this article finds that in addition to traditional influential factors,
investor behavior is an important factor in bond risk premium. The herd effect and positive feedback strategy in the
market exacerbate unilateral volatility, while investor biases have substantial predictive power on bond risk premium.
This paper contributes to the quantitative measurement of bond risk premium, the evaluation on bond market pricing
rationality, and the monitoring of interest rate risk accumulation.
Keywords Bond Risk Premium, Forward Rate Factor, Machine Learning Model, Institutional Irrational Behavior
JEL Classification G12 G14 G23
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