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Abstract:

One of the most popular (may be
debatable too) investment strategies
IS Indexing. The objective of indexing
IS to minimize tracking error while
keeping costs as low as possible and
satisfying any other constraints that
may be imposed on the fund. In
this talk, we will discuss the
methodologies for constructing an
Index tracking fund. We will show
how to use an optimizer to make a
delicate balance between reducing
tracking error and reducing
transaction costs. An empirical
Investigation of several methods
shows that optimal indexing provides
substantially better realized tracking
errors than its competitors.
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