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Abstract:

Today’s complexity of financial markets particularly wide range of investment instruments and various
factors that affect them, as well as, financial crises and uncertainty about capital return, cause some
obstacle for investors in decision making for choosing the type of assets. In these circumstances,
investors have always confronted with choosing and optimizing a collection of assets to invest. Because
of this finding a low risk and efficient strategy is more crucial. One of these strategies is efforts to achieve
approximately the same return as a specified market index by investing in a few number of the index
constitutive items. This strategy is called “forming index fund” in investment management literature. In
other words, index funds are portfolios which design to decrease the transactions costs to provide return
near to the market return.

For this reason, this research wants to create an index fund which can produce same return as market
return. In this study, priority function will be used for choosing the share of companies that should place
in index fund. This priority function selects the shares that have the highest impact on the index, and
then with genetic algorithm, the efficient weight of these shares will be calculated. To create this fund,
shares of companies in Tehran stock exchange will be used.
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