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Enhanced Indexation Strategy with ETF and
Black-Litterman Model

Gigyoung Park*™* - WLYoungho Lee** - Jiwon Seo**

B Abstract =

In this paper, we deal with an enhanced index fund strategy by implementing the exchange trade funds
(ETFs) within the context of the Black-Litterman approach. The KOSPI200 index ETF is used to build risk-con-
trolled portfolio that tracks the benchmark index, while the proposed Black-Litterman model mitigates estimation
errors in incorporating both active investment views and equilibrium views. First, we construct a Black-Litterman
model portfolio with the active market perspective based on the momentum strategy. Then, we update the port-
folio with the KOSPI200 index ETF by using the equilibrium return ratio and weighted averages, while devising
optimization modeling for improving the information ratio (IR) of the portfolio. Finally, we demonstrate the em-
pirical viability of the proposed enhanced index strategies with KOSPI 200 data.

Keywords : Enhanced Index Funds, Black-Literman Model, Exchange Trade Funds, Information
Ratio, Momentum Strategy
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