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Abstract

We investigate the effect of discrete sampling and asset price jumps on fair

variance and volatility swap strikes. Fair discrete volatility strikes and fair discrete

variance strikes are derived in different models of the underlying evolution of the

asset price: the Black-Scholes model, the Heston stochastic volatility model, the

Merton jump-diffusion model and the Bates and Scott stochastic volatility and

jump model. We determine fair discrete and continuous variance strikes

analytically and fair discrete and continuous volatility strikes using simulation and

variance reduction techniques and numerical integration techniques in all models.

Numerical results show that the well-known convexity correction formula may not

provide a good approximation of fair volatility strikes in models with jumps in the

underlying asset. For realistic contract specifications and model parameters, we

find that the effect of discrete sampling is typically small while the effect of jumps

can be significant.

Variance swaps volatility swaps VIX stochastic volatility jump models

|

https://doi.org/10.1142/S0219024908005032 Cited by: 149 (Source: Crossref)

   

   

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
××

 

File failed to load: https://www.worldscienti�c.com/specs/products/wspc/releasedAssets/public/mathjax-f122a69468e8d4337e58b9bf5d398ecc/extensi

https://www.worldscientific.com/page/help/privacy-policy
https://www.worldscientific.com/
https://www.facebook.com/worldscientific
https://twitter.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/
https://www.worldscientific.com/doi/10.1142/S0219024908005044
https://www.worldscientific.com/worldscinet/ijtaf
https://www.worldscientific.com/toc/ijtaf/11/08
https://www.worldscientific.com/keyword/Variance+Swaps
https://www.worldscientific.com/keyword/Volatility+Swaps
https://www.worldscientific.com/keyword/VIX
https://www.worldscientific.com/keyword/Stochastic+Volatility
https://www.worldscientific.com/keyword/Jump+Models
https://doi.org/10.1142/S0219024908005032
https://www.worldscientific.com/
https://www.worldscientific.com/action/showCart?FlowID=1
https://www.worldscientific.com/action/ssostart?redirectUri=%2F
https://www.worldscientific.com/page/help/privacy-policy
https://www.worldscientific.com/action/showLogin?uri=%2Fdoi%2Fabs%2F10.1142%2FS0219024908005032


© 2024 World Scienti�c Publishing Co Pte Ltd

Powered by Atypon® Literatum

File failed to load: https://www.worldscienti�c.com/specs/products/wspc/releasedAssets/public/mathjax-f122a69468e8d4337e58b9bf5d398ecc/extensi


