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With more than a decade worth of variance swap quotes at five maturities, we exploit the information in both the time series and the term structure of the variance swap rates to analyze the return variance rate dynamics and market pricing of variance risk. We then study how the investor’s optimal portfolio choice

is altered by the presence of variance swap contracts across different maturities to span the variance risk. 

Our empirical study indicates that the gains from including variance swaps into the portfolio mix are large.

