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Abstract

Following the increasing awareness of the risk from volatility fluctuations, the market

for hedging contracts written on realized volatility has surged. Companies looking for

means to secure against unexpected accumulation of market activity can find over‐the‐

counter products written on volatility indices. Since the Black and Scholes model

require a constant volatility the need to consider other models is obvious. Swaps

written on powers of realized volatility in the stochastic volatility model proposed by

Barndorff‐Nielsen and Shephard are investigated. A key formula is derived for the

realized variance able to represent the swap price dynamics in terms of Laplace

transforms, which makes fast numerical inversion methods viable. An example using

the fast Fourier transform is shown and compared with the approximation proposed by

Brockhaus and Long.



 

We Care About Your Privacy

We and our 842 partners store and/or access information on

a device, such as unique IDs in cookies to process personal

data. You may accept or manage your choices by clicking

below, including your right to object where legitimate

interest is used, or at any time in the privacy policy page.

These choices will be signaled to our partners and will not

affect browsing data. Privacy Policy

We and our partners process data to provide:

Use precise geolocation data. Actively scan device

characteristics for identification. Store and/or access

information on a device. Personalised advertising and

content, advertising and content measurement, audience

research and services development.

List of Partners (vendors)

I Accept

Essential Only

Show Purpose

https://www.tandfonline.com/
https://www.tandfonline.com/action/showPublications?pubType=journal
https://www.tandfonline.com/ramf20
https://www.tandfonline.com/loi/ramf20
https://www.tandfonline.com/toc/ramf20/14/4
https://www.tandfonline.com/toc/ramf20/14/4
https://www.tandfonline.com/journals/ramf20
https://www.tandfonline.com/author/Benth%2C+Fred+Espen
https://www.tandfonline.com/author/Groth%2C+Martin
https://www.tandfonline.com/author/Kufakunesu%2C+Rodwell
https://doi.org/10.1080/13504860601170609
https://www.tandfonline.com/action/clickThrough?id=5943&url=%2Fr%2Fsubjectsample-mathstats&loc=%2Fdoi%2Fabs%2F10.1080%2F13504860601170609&pubId=41196768&placeholderId=1074&productId=1843
https://www.tandfonline.com/doi/full/10.1080/13504860601170609?scroll=top&needAccess=true
https://www.tandfonline.com/doi/figure/10.1080/13504860601170609?scroll=top&needAccess=true
https://www.tandfonline.com/doi/ref/10.1080/13504860601170609?scroll=top
https://www.tandfonline.com/doi/citedby/10.1080/13504860601170609?scroll=top&needAccess=true
https://www.tandfonline.com/doi/metrics/10.1080/13504860601170609?scroll=top
https://www.tandfonline.com/doi/permissions/10.1080/13504860601170609?scroll=top
https://www.tandfonline.com/doi/abs/10.1080/13504860601170609
https://www.tandfonline.com/
https://www.tandfonline.com/action/showCart?FlowID=1
https://www.informa.com/privacy-policy/


 Keywords: Risk hedging contracts realized volatility stochastic volatility Levy processes

Laplace transforms

Acknowledgments

The authors thank Carl Lindberg for providing parameter estimates and an anonymous

referee for very useful comments and suggestions.

Related research 

Recommended articles Cited by 

45

People also read

https://www.tandfonline.com/keyword/Risk
https://www.tandfonline.com/keyword/hedging+contracts
https://www.tandfonline.com/keyword/realized+volatility
https://www.tandfonline.com/keyword/stochastic+volatility
https://www.tandfonline.com/keyword/Levy+processes
https://www.tandfonline.com/keyword/Laplace+transforms
https://www.addtoany.com/share


Information for

Authors

R&D professionals

Editors

Librarians

Societies

Open access

Overview

Open journals

Open Select

Dove Medical Press

F1000Research

Opportunities

Reprints and e-prints

Advertising solutions

Accelerated publication

Corporate access solutions

Help and information

Help and contact

Newsroom

All journals

Books

 Sign me up

 

 

Keep up to date

Register to receive personalised research and resources

by email

Copyright © 2024 Informa UK Limited Privacy policy Cookies Terms & conditions

Accessibility

Registered in England & Wales No. 3099067 

5 Howick Place | London | SW1P 1WG

https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://www.informa.com/
https://informa.com/privacy-policy/
https://www.tandfonline.com/cookies
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

