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Abstract

Dollar cost averaging (DCA) is a widely employed investment strategy in financial

markets. At the same time it is also well documented that such gradual policy is

sub-optimal from the point of view of risk averse decision makers with a fixed

investment horizon T > 0. However, an explicit strategy that would be preferred by

all risk averse decision makers did not yet appear in the literature. In this paper,

we give a novel proof for the suboptimality of DCA when (log) returns are

governed by Lévy processes and we construct a dominating strategy explicitly. The

optimal strategy we propose is static and consists in purchasing a suitable

portfolio of path-independent options. Next, we discuss a market governed by a

Brownian motion in more detail. We show that the dominating strategy amounts to

setting up a portfolio of power options. We provide evidence that the relative

performance of DCA becomes worse in volatile markets, but also give some

motivation to support its use. We also analyse DCA in presence of a minimal

guarantee, explore the continuous setting and discuss the (non) uniqueness of the

dominating strategy.

Lévy process minimal guarantee Jensen's inequality Brownian bridge

hedging Esscher transform

Download PDF

|

https://doi.org/10.1142/S0219024912500136 Cited by: 17 (Source: Crossref)

   



   

Home

Journals Open Access

Cookies Noti�cation
We use cookies on this site to enhance your user experience. By continuing to browse the site, you consent to the use

of our cookies. Learn More I Agree
××

 

Subject Books Resources For Partners About Us Help

https://www.worldscientific.com/doi/10.1142/S0219024912500124
https://www.worldscientific.com/doi/10.1142/S0219024912500148
https://www.worldscientific.com/worldscinet/ijtaf
https://www.worldscientific.com/toc/ijtaf/15/02
https://www.worldscientific.com/keyword/L%C3%A9vy+Process
https://www.worldscientific.com/keyword/Minimal+Guarantee
https://www.worldscientific.com/keyword/Jensen%27s+Inequality
https://www.worldscientific.com/keyword/Brownian+Bridge
https://www.worldscientific.com/keyword/Hedging
https://www.worldscientific.com/keyword/Esscher+Transform
https://www.worldscientific.com/doi/pdf/10.1142/S0219024912500136?download=true
https://doi.org/10.1142/S0219024912500136
https://www.worldscientific.com/page/connect
https://www.worldscientific.com/action/showCart?FlowID=1
https://www.worldscientific.com/action/ssostart?redirectUri=%2F
https://www.worldscientific.com/page/wsjournals
https://www.worldscientific.com/page/open
https://www.worldscientific.com/page/help/privacy-policy
https://www.worldscientific.com/action/showLogin?uri=%2Fdoi%2Fabs%2F10.1142%2FS0219024912500136
https://www.worldscientific.com/action/showPublications?PubType=all
https://www.worldscientific.com/page/worldscibooks


Privacy policy

© 2026 World Scienti�c Publishing Co Pte Ltd

Powered by Atypon® Literatum

     

https://www.worldscientific.com/page/help/privacy-policy
https://www.worldscientific.com/
https://www.facebook.com/worldscientific
https://x.com/worldscientific
https://www.linkedin.com/company/world-scientific-publishing/
https://www.youtube.com/channel/UCDw6b_X0ccpwcc78iMjsI_Q
https://www.worldscientific.com/page/newsletter/subscribe
https://china.worldscientific.com/wechat-qr-code/

