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How to choose the best ETF portfolio model:

Take the Greater China ETFs as an example
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Abstract

At present, investment tools in the financial market are becoming various and
complicated. Exchange Traded Fund (ETF), as a fund that passively pursues index
performance, has higher liquidity, lower management fees and transaction costs. At
the same time, ETFs can avoid the subjective error of mutual fund managers. When
trading stock-type and bond-type ETFs, it is same to trade a basket of financial
products, which can diversify risks and is not prone to large fluctuations in value.
These advantages make investors favor ETFs.

So how to invest in ETFs to get better performance? This is a question that every
investor is curious about. This research combines quantitative investment and Modern
Portfolio Theory to explore the pros and cons of various portfolio models that use
ETFs as investment targets, and further consider whether ETFs that already have risk
diversification effects need to further control risks through portfolios models. Due to
the home bias of many investors, the target assets of this study are all ETFs in the
Greater China region, namely Huatai-PB CSI 300 ETF, Yuanta/P-shares Taiwan Top
50 ETF, Hang Seng Index ETF, Hang Seng China Enterprises Index ETF, Guotai SSE
Delivrb 5 Yr Trs Bd Idx ETF and ABF Hong Kong Bond Index Fund.

The empirical results are as follows: (1) When using risk-oriented portfolio
models such as minimum variance, maximum diversification, and risk parity, it may
be overly dependent on low-risk assets, resulting in excessive sacrifice of upside
potential in exchange for risk control (2) The risk parity portfolio model distributes
risks equally, which has a certain effect on reducing the concentration of assets and
retaining a part of the ability to obtain rewards; (3) Equally weighted model, which is
also called Naive Diversification has merits. It can retain part of the upward potential.
The logic is simple and clear for investors, but it cannot withstand external shocks; (4)
The maximum Sharpe ratio portfolio model considers both returns and risks, but the
model requires frequent adjustment of weights. The transaction costs and taxes
generated by the characteristics of the model may greatly erode the return of the
portfolio; (5) Some good ETFs already have tracked indexes with diversified risks,
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and achieved a good balance between risk and return. Therefore, there is no need to
construct a portfolio anymore. Therefore, when investors construct an ETF portfolio,
they must take into account the characteristics of the index tracked by the ETFs, while

taking into account the return and risk objective of the investment portfolio model.

Keywords : ETF portfolio, Maximum diversification, Risk parity
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