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Supplement : How Pairs Trading Works in the Japanese Stock Market

Hideya ISHIZUCHI (School of Network and Information, Senshu University)

This article is a supplement of the author’s paper (Ishizuchi [2009]), and two relevant issues
are reviewed. The first is on the performance indices of trade. In the paper, it is assumed we
can use short selling with at most one-to-one leverage ratio, and trading performance is mainly
measured by total return. Ratio of total selling price to total buying price is used as a
performance index in the paper, but it is not necessarily consistent with total return because of
the leverage constraint. The second is on portfolio selection. In the paper, a portfolio is
composed according to the traditional mean-variance theory, while many traders supposedly see
their growth of asset as a major matter. We will briefly look at a portfolio with respect to
growth.
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Table 2 Performance Index (2)
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Figure 2 Portfolio Performances (1)
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Figure 3 Portfolio Performances (2)
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Figure 4 Portfolio Performances (3)
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Figure 5 Portfolio Performances (4)

32 WHREHREORRE R

RABRERERR— b 7 4 ) A IR ERCE L G R 1337 Ch 20, ThETRTEREIIE,
WAL | HBRDRT « L —RIZBWTIED FBEL sk 5 Th b, Figure 4, Figure S 505
DEEIMOR—F 7+ VA LB LTRELRRT T 4 ) T 4 BRON, VA7 OS5
LI ThHs, 22T, R=1 75 VA EBRKT 27 HEH~NI,

Figure 6 O_ED 7 Z 7 1%, A 1% LLEDRT OBERT FHZ, FMMEAR—1 7+ VA (eq weight-
ed) IZOWTIE, R—M7 3 VADEHERDIRTHZDOLDDEERL TV 5, FEGRTEIL, 5
(7.72), B/ (7.68), SEfNE (194), AR (144) THS, TORIL, BEHRiL R 5_TITHL
TEHAD NBALEDORT DEGERLTOL, SIMER— N7 4+ VA TE, I 1 LR 2DTEEL T
%o VIDOEIEX, s (47.9%), /N (472%), SEANE (100.0%), RABERE (11.3%) THb, *
D, AEEFRR— 74 )3 2RI 2RENRTE, TRXTOFELCBNT, fietbl TIERFI
DI WEFZ b,

R— b 73 )4 OBHE 72 57 %, IFISBIRIC D 2 & HE S e RT 2 (ERAME0.1) WA
1256 GRSLTD ¢ 7 7 A) WWHBUEPHELDTARTH D, THAD 1% LA EDORT O L E1E % Rk
FIHT 2 & Figure 7D X 5127 %, T HUL, B (8.88), F/IN (8.96), FEMIIE (29.92), ek
BRE (148) THS, AR — b7 12 VA ENIBR— b 74 VA TIEFILTIRTLAEEZ T
WBED, IABERR— P 7+ VA OWTIRIEEA LML TR W ER3D N5, 58, 1% ED




66 THEREIERISE No. 31 (2010)

2
—— max Sr
=== minvar
e A T 2 Y S S S A eq weighted
----- max Gr
4
5 g
9 -
o -
T T I T [ T
1985 1990 1995 2000 2005 2010
year
o ]
\
@ | . — max Sr
= 1 === minvar
o V| 7Y ] ewems
o oS
©
- N\
g = f\\
S ,
O- _ - —
= T T T T T T
1985 1990 1995 2000 2005 2010

year

Figure 6 Number and Selection Ratio of Trading Pairs (1)
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Figure 7 Number and Selection Ratio of Trading Pairs (2)
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Figure 8 Portfolio Performances (5)
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