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ABSTRACT

A path-dependent portfolio insurance strategy implies that its terminal result is dependent
on the path of the underlying stock price. The larger the path dependence, the more likely
the actual terminal result deviates from the expected result. The purpose of this paper is to
investigate the measurement of the path dependence, and then to measure the path
dependence of alternative portfolio insurance strategies. We use the binomial tree model to
calculate the path dependence of alternative portfolio insurance strategies. We also
investigate how path dependence is affected by variables such as stock volatility, risk-free
interest rate, insurance period, floor, and multiplier. Our results indicate that, among
alternative dynamic portfolio insurance strategies, the stop loss strategy has the largest
path dependence, and the option-based portfolio insurance strategy has the smallest path
dependence. The path dependence of a portfolio insurance strategy has an important
implication to investors who must take the tradeoff between simplicity and accuracy of a

portfolio insurance strategy.

Keywords: portfolio insurance, path dependence, binomial tree
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