
Review of Securities and Futures Markets, 23:4, 1-26 (2011) 

1 

The Valuation and Hedging of Variance 
Swaps with Jumps in Returns 

Chuang-Chang Chang 
Professor, Department of Finance, National Central University 

Miao-Ying Chen 
Assistant Professor, Department of Finance, Ching-Yun University 

Shu-Kuei Lin∗ 
A master student, Department of Finance, National Central University 

 

In this study, we begin by developing a model for the valuing of 
variance swaps with jumps in the returns of the underlying assets. We 
then compare our simulation results with those of the Carr and Wu 
(2004) model under the same framework, and find that the pricing errors 
within our model for valuing variance swaps are generally smaller than 
those of the Carr and Wu (2004) model. We find, from our simulation 
results, that jumps in returns can affect the values of variance swaps.  
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