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Abstract 

Paired/basket trading is one of the popular trading strategies.  Typically, the first step of 
the basket trading is to identify cointegrated portfolios.  However such cointegrated 
portfolios by construction are not necessarily market neutral.  In this talk, methods of 
constructing cointegrated and market neutral (COINMAN) portfolio are proposed.  
When there are a large number of assets in the portfolio, most of the portfolio weights 
will become very small and hence it is more reasonable to develop a sparse version of 
the COINMAN portfolio.  Simulation and empirical studies of the proposed 
methodologies will be considered. 
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