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Abstract

In this study, the effective strategy of financial assets allocation under uncertainty is investigated with the aim of risk
reduction, cost control, transaction volume reduction and favorable return realization. In order to implement this strategy, the
formation of an index fund using robust optimization framework and considering cardinality constraint became the agenda.
Although asset allocation through an index fund is the basis of all new investment strategies, it is less considered in Iran’s
capital market and on the other hand, its robust attribute in terms of response to uncertainty in expected return on assets has
not yet been studied. Filtering the listed companies based on market capitalization to determine the composition of the
portfolio and also modeling the index tracking problem as minimizing the absolute deviation between the expected return of
the index fund and that of the benchmark was performed in this study. The results of the analysis imply on the selection of
20 stocks as the index fund composition and the portfolio rebalancing after three months. The results also indicate good
performance of the index tracking funds based on criteria such as correlation, root mean square error and the excess return
using out of sample data.

Keywords:Index fund, Index tracking, Robust optimization.
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