
MATHEMATICAL METHODS FOR FOREIGN EXCHANGE - A Financial Engineer's Approach
© World Scientific Publishing Co. Pte. Ltd.
http://www.worldscibooks.com/economics/4694.html

References and further reading 17

options, below we spend considerable effort in order to show how it can be
done.
Yet another class of path-dependent options which gained popularity in

the past few years includes the so-called volatility and variance swaps and
options on realized volatility and variance. As their name suggests, these
options are written on the volatility or variance of returns on foreign currency.
For example, the buyer of a variance swap receives some Þxed amount and
has to pay the realized variance of returns on foreign currency multiplied by
some notional amount. Since all other options depend on volatility, options
on volatility are interesting not only in their own right but also as important
hedging instruments for a portfolio of options.
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