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ABSTRACT

The efficiency of index-tracking in index fund, which has been built, has usually
been incapable to meet the needs after a period of time. In this moment, the managers
have to face with the problems of the adjusting for index fund portfolio. In this paper,
we integrate the methods of constructing index fund and the concepts of minimum
transaction cost with it, and propose a new mixed integer linear program model to
adjust the index fund portfolio. Moreover, the model also considers some limitations,
such as the transaction costs, minimum transaction units and lots, fixed proportional
transaction rates, and cardinality constraint in practical operating. For this reason, a
set of integer variables and binary variables are introduced. However, they increase
the computational complexity in model solution. Due to the difficulty of the MILP
problem, a heuristic algorithm has been developed for the solution. The computational

results are presented by applying the model to the Taiwan 50 index.
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