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Optimal Introductive Sequence of Hedge Fund Baskets in the
Korean Market

Do-gyun Kwon - Hee Hwan Park + Dong Hun Kang - Min Jeong Kim

Department of Industrial and Systems Engineering, KAIST

Hedge funds can be established in Korea after the deregulation about setting up private equity funds on
September, 2011. Although the variety of asset allocation strategies is the strength of hedge funds, most of
Korean hedge funds uses only the equity long/short strategy. Therefore, it is need to introduce other strategies
into Korea hedge funds, however all strategies can not be adopted at once because of the infrastructure of Korea
financial market. In this paper, we find the optimal introductive order of strategies for Korea hedge fund in view
of individual or institutional investors. For this analysis, HFRI data are used for the historical return of each
hedge fund strategy and three methods (network visualization, principle component analysis and efficient
frontier optimization) are used for finding the optimal order.
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Table 1. Hedge fund strategy data of HFRI
Strategy Class

Specific Strategy

. 1. Distressed/Restructuring
Event Driven .
(ED) 2. Merger Arbitrage
3. Private Issue/Regulation D
4. Equity Market Neutral
. 5. Quantitative Directional
Equl%l_gedge 6. Sector-Energy/Basic Materials
7. Sector-Technology/Healthcare
8. Short Bias

Global Macro

(Macro) 9. Systematic Diversified

10. Fixed Income-Asset Backed

11. Fixed Income-Convertible Arbitrage
12. Fixed Income-Corporate

13. Yield Alternatives

Relative Value
(RV)
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3.1 Network Visualization
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Figure 3. Simplified correlation network : after crisis

3.2 Principle component analysis
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Table 2. Optimal order from PCA : using 4 PCs

Optimal Order Specific Strategy
- Equity Market Neutral
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Figure 6. Efficient frontier of 13 strategies
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Table 3. Optimal order and Sharpe ratio from EFO

Og:g::l Specific Strategy Sizgge
- Equity Market Neutral 3.5094
1 Distressed/Restructuring 3.9151
2 Short Bias 4.0314
3 Fixed Income-Corporate 4.1026
4 Sector-Energy/Basic Materials 4.1686
5 Yield Alternatives 42215
6 Fixed Income-Asset Backed 4.2348
7 Systematic Diversified 4.2348
8 Private Issue/Regulation D 4.2348
9 Fixed Income-Convertible Arbitrage 4.2348
10 Quantitative Directional 4.2348
11 Sector-Technology/Healthcare 4.2348
12 Merger Arbitrage 4.2348
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