
 

 

Helsinki University of Technology 

Mat-2.177 Seminar on Case Studies in Operations Research 

Spring 2008 

 

 

 

 

Optimization of variable proportion 
portfolio insurance strategy 

    
 

 

Interim Report 

26.3.2008 

 

 

 

 

 

 

 

 

Janne Kunnas (project manager)      64764P 
Juho Helander          63646T 
Sami Mikola              60775R 
Matti Sarjala             81163S 
Juho Soinio               61355E 



Mat-2.177 Seminar on Case Studies in Operations Research 
Spring 2008 
Interim Report 
 
 

  
Page 2 

 

  

 

Table of Contents 

 

1. Project Status ........................................................................ 3 

2. Project Goals ......................................................................... 4 

3. Updated Risk Assessment ..................................................... 4 

4. References ............................................................................ 6 

 



Mat-2.177 Seminar on Case Studies in Operations Research 
Spring 2008 
Interim Report 
 
 

  
Page 3 

 

  

 

1. Project Status 

The project is proceeding with a decent speed, but little bit behind the planned 

schedule. The literature review is almost completed and took more man hours than 

was predicted because it was necessary to include much more research than it was 

planned. The literature review now consists of overview of few relevant insurance 

strategies that provides a good starting-point for further research and a theoretical 

framework for VPPI and also review of a gap risk. The gap risk is a risk that an 

investment's price will change from one level to another with no trading in 

between. Usually such movements occur when there are adverse news 

announcements, which can cause a stock price to drop substantially from the previous 

day's closing price [1]. Updated project schedule is presented in table 1. 

 
 

Table 1: Updated project schedule. 

 
 
 

In table 1 the red crosses indicates no development and the darkened/softened areas 

indicate rescheduling.  Because of the delay of the literature research the model 

development and testing is behind the schedule. Despite the delays, the project can be 

assumed to be concluded in time but there is no excess time buffer available for 

unexpected future delays. The literature review was delayed because of the 

underestimated work load and inefficient distribution of tasks. 
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In model development we have completed first version. Next tasks are to find out 

what kind of results is preferred and how the performance of the strategy is measured. 

The model development activity can be divided into following problems: 

 What kind of data should be used, simulated/real data? 

o What parameters, µ & σ, should be used to simulate data? 

 How the performance of the strategy should be measured? 

 How to apply multiplier and rebalancing restrictions? 

 

2. Project Goals 

The project main target is to maximize the expected return by optimizing the multiplier 

and the rebalancing frequency. As it might be difficult to optimize those 

simultaneously we first focus on the multiplier. The multiplier is planned to optimize 

with simulated data, normally distributed stock returns with reasonable µ & σ. Model 

back testing will be done with real data provided by assignment company Sampo 

Pankki. 

Because of the lack of available literature concerning variable multiplier strategy, the 

outcome of the optimization is almost entirely dependent on project team’s 

competence. Therefore it is reasonable to keep the optimization relatively simple in 

order to acquire sensible results. 

 

3. Updated Risk Assessment  

Project planning can be seen as not realizing as expected. Time has been spent more 

than planned on all the tasks. Especially, the model development is lacking behind 

from scheduled. Therefore, time available for model testing and analysis will be the 

main limiting factor during the latter half of the project. This will be further enhanced 

due to vacations and new commitments of team members.  
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Preventive actions will be taken and available man hours will be fully utilized. To avoid 

future delays the tasks should be divided more evenly. Some of the tasks will be re-

allocated to vacant project team members. As the model is still unfinished, a question 

remains on how long it will take to run enough test data and assess the model’s 

robustness. Updated risk matrix is presented in table 2. The risk “the project outcome 

doesn’t satisfy the case company” is updated to have “low” probability. 

 

Table 2: Updated project risk matrix 
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