CITY UNIVERSITY OF HONG KONG
EAEWTASE

The Effectiveness of Enhanced Dollar
Cost-Averaging Strategy: Evidence from
China's Mutual Funds

SRR ATEIER B RE  RE FBEE
[ERZLiNE R

Submitted to
College of Business
PR
in Partial Fulfillment of the Requirements
for the Degree of Doctor of Business Administration

TrER M2

by

Lin Chunjiang
AL

February 2024
—ZUE_HA



HHOCHE

e #IE (Dollar Cost-Averaging, DCA, X8 A A 1475 &

FE RS AT E— MU HR G T, M =0 2 — LRI S RS E R
g —TJ7k. ARG T RIEA £, B Vanguard Group 2 1987 fE 1 {4
H, BT BEAEIEZEH . DCA i 5& & MR BN, Lo
MR UE IR A TR (R, e, mile g, fEd
RE 44 73 T 5 Bl U, R 2R A AT S 1 0 BRELRS P RECE AN [R] 1 7T 53R
BB H . DCA RERYIBANAS, GMRRIBREE, WHEEET
AR BT S E AR . S DCA M & # I 75 R B 5 B, [
FRESHREER, AR EE, B IRAZ AT S B
bEE R B RIS AT M ELE, M ENBLE DCA HIHERE b BH 9 i 1G58
A5 WIE REH %2 (Enhanced Dollar Cost-Averaging, EDCA, X FEH8sa%l i,
A7) . EDCA B AE 75 R IR Z I i NI B B, R IR A7 IR s>
W& e, DEFHItET G e . SRR EEARTSEN T EARE
FI, EDCA AE & —FiliE YR & Jing . EDCA KB REME & {1 L 5 id
JESEAL (M T 5 A, A B T8 R it s ) 15 5 AR, PR S AR S IR Bl
B2, &5 DCA f1 EDCA KA BRI M AIZ R —5. 5%,
DCA [ HE # WAL T 5 (1) = B ICEG ( HH IE T B ISR, T A
% (Market Efficiency) FITEW T, DCA $REUE W& 177 20T DLSRIA 4% &
FAEHIE EIA R . E R AT AR AHER 22 1 SRR 1A RO G G, E T
S5 ] DUTEIR AU 25 5L R, DCA A ROvE I 59 st . FERE & oA
JiTH, —RERREER A — U BN T BEE T I B A AR A, 1 DCA
Beg e gritimig et &, B EDCA, Fig R EEPAERE S 2T
FETRITT 3 L, DM A RO R B S 4H. 5 M VA A3 YR 1 1 J
TR AF N 8, — LB 40 EDCA Pl R BUEE AT 5y, SAEH T BG4
BEPTREIGINAE ) A, MR ¥ (W45 A Tl s AR BT R 2. EDCA A &L
MR BEEA R T IS EREE A BT A . fEAmss i 5 B ~, EDCA 1)



Bl B R T v R SE KPR SR

AW FEERIUE T 2002 £ 2022 FE P A B A K, T8 DCA M1 EDCA
SRS B A SEHE S AT BB K, SREBE DCA Rl EDCA SR WS SE FH 78 H B
HETIHIA R AP EDCA SR 4G 3E 9 1<l 1 AR, B &
M TRk Z BN, & EEM IR D E N RO TE AR T
DEDCA (Dynamics EDCA) ili%, RI7EFF BRI T tE TH, EDCA
SR T 1 EONBR SR ITE T B KB FF A &, {H/2 DEDCA A LA LA 57
REHBERENG E; R, FERHA 2 68 518 R T DU BT 355 7] 26 A=
MIFE. 2T BTG 1A 3k, AWF5 %4 DCA. EDCA fil DEDCA
AR T — . ZEMIERA . &y 7T SRS B R IR AL S H B AE R
BE R IRTL, ARSI NBEIR P A FIR S RS . B8, ASCRTHA T i 4
REPE, BInZE SR, e g s, SR ER%, B DCA. EDCA M
DEDCA LA K =R W BT A s AR R IR 5 28 . 709538, EDCA.
DEDCA SRBSAE 2 Ml FEms AR 5 W 0T DCA e, RIIHCE SR A Bt
PR, ERIBCE RIS T, JE G108 JRS S SR (0l AR RS R A 2 AR

A A rs B e T R, BT SR I 1 2 kL
HIEE e i, OFEREEIESE . BEE. REEES, W HPBR S
G BN PR sy, P AR VB TR T 5 ARk o ASHIT FC R BT SR AT
ST AT R, B0

Bg T AEeiEnn WIREEEIER, BIRBIEORIL EE

i



Abstract

Dollar Cost-Averaging (DCA) is a popular investment method in China's fund
industry, used by more than one-third of mutual fund investors. Originating in the
U.S. and first proposed by the Vanguard Group in 1987, DCA allows investors to
purchase investment instruments (e.g., stocks, funds, etc.) at regular intervals for
the same amount of money. By investing at regular intervals, investors are able to
diversify the risk of market volatility, as the price of the shares they purchase may
fluctuate in different market conditions. DCA fits the concept of long-term
investment, helping to build assets over time and reduce short-term losses due to
market volatility. Investors who utilize DCA do not need to be overly concerned
about market fluctuations because the amount invested is fixed, helping to maintain
emotional stability and prevent decisions from being influenced by short-term
market fluctuations. With the boom of the mutual fund industry in the U.S., fund
practitioners developed Enhanced Dollar Cost-Averaging (EDCA) based on DCA.
EDCA helps investors better capitalize on market opportunities by increasing the
amount of money invested when the market performs poorly and decreasing the
amount of money invested when the market performs well. market opportunities.
This strategy is designed to optimize investment performance under different
market conditions, and EDCA is also essentially a countercyclical investment
strategy. The dynamic nature of EDCA makes it more adaptable to changing market
conditions, helping to control investment risk more proactively and reduce portfolio

volatility.

However, the financial community has not yet agreed on the effectiveness of DCA
and EDCA. First, DCA assumes that investors are unable to make correct timing
decisions at high and low points in the market, and under Market Efficiency, DCA
can compensate for investors' deficiencies in judgment by adopting a timed

investment approach. However, more and more evidence has recently challenged
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the efficient market hypothesis, and when market anomalies can predict future
returns, the effectiveness of DCA should be treated differently. In terms of
opportunity costs, some scholars have argued that a one-time buy may result in
lower prices at market lows, and that DCA investments may miss these
opportunities. In the case of EDCA, the controversy centers on the ability of
investors to accurately predict market performance in order to effectively adjust the
amount invested. The complexity of the market makes accurate short-term
forecasting difficult, and some scholars are concerned that EDCA may lead to over-
trading, and that frequent adjustments to the amount invested may increase
transaction costs and negatively affect investors' overall returns. The effectiveness
of EDCA may vary in different market environments. Dynamic adjustment of

EDCA may be riskier under extreme market volatility.

This study takes a simulated investment in Chinese public funds using DCA and
EDCA strategies using Chinese public fund data from 2002 to 2022 to confirm the
effectiveness of the use of DCA and EDCA strategies in the Chinese fund market.
This study innovatively changes the core idea of EDCA from the original "counter-
cyclical" investment strategy to a "pro-cyclical" investment strategy, i.e., sell when
the previous position is losing and buy when the previous position is gaining. This
change makes EDCA consistent with the Momentum Factor strategy. This study
also innovatively proposes the DEDCA (Dynamics EDCA) strategy, that is, when
the position is added to the financing tool, EDCA's strategy judgment of the
purchase amount is limited to the maximum cash holdings, but DEDCA can be at
the market rate of interest rate loan cash and then buy the asset; similarly, when
holding excess cash can also be obtained when the interest rate generated by the
market rate. In order to demonstrate the effectiveness of long-term investing, this
study creates one-, three-, and five-year holding periods for the DCA, EDCA, and
DEDCA strategies. Finally, this paper also examines the impact of fund

characteristics, such as fund type, fund investment style, and management fee rates,
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on the returns and risks generated by DCA, EDCA, and DEDCA and the three
holding periods. It is found that the EDCA and DEDCA strategies beat the DCA
strategy in terms of a number of strategy end-value variables, that the long-term
investment strategy helps to control risk, and that the fund investment style has no

effect on the return and risk of the strategy under the long-term investment strategy.

The fixed-term strategy fits well with the characteristics of China's fund market.
China's fund industry offers a diverse range of fund products, including stock funds,
bond funds, and hybrid funds, etc. Moreover, the volatility of China's stock market
and fund market is high, and it is difficult for investors to accurately predict the ups
and downs of the market. The innovative strategies in this study are expected to

play a role and shine in China's fund industry.
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