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The index-type funds and exchange traded funds have been
drastically growing in recent years. Additionally, the index-type
investments, and index speculations and arbitrages are more
frequent than the past because of program trading system constantly
evolving and prevalent. As a result, an effective approach for
quickly constituting the portfolio, which can effectively simulate
the given stock index, is required. More specifically, the concerned
asset management institutes and fund managers presently are in
more urgent need of developing a searching approach that can be
easily and straightforwardly implemented, greatly reduce searching
time and realize acceptable tracking error when they intend to build
up the portfolio, which can imitate the performance of the given
stock index. To this end, this study aims at developing a marginal
analysis-based portfolio selection approach to effectively simulate
the given stock index. The reason is that the marginal analysis is

generally characterized by significant search efficiency, extensively
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applicable flexibility, and relatively easy to implement when
comparing to other heuristics. These features make the margin
analysis being particularly suitable for large asset management
institutes and mutual funds. Finally, a given bullish and bearish
periods for Taiwanese stock market are respectively examined in
order to rule out market effect. The empirical results show that the
marginal analysis is as expected able to easily and quickly build up
the portfolio for perfectly projecting the give stock index. Moreover,
the tracking capability also is apt to be reliable and stable according

to the performance tests.

Keywords: portfolio selection; simulating stock index; tracking

stock index; marginal analysis.
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