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VOLATILITY SUBDUED AS 

STOCKS FREEZE IN PLACE 
VOLATILITY SUMMARY 

The French election pollsters got it right for a change, and the short volatility crowd 

continued to roll to easy profits as the VIX (30-day SPX implied volatility index) closed 

at lows this week not seen since 1993. 

This record of sorts should be viewed with a caveat – the formula was changed in 2014 

to incorporate weekly VIX readings, as opposed to rolling from one month VIX to the 

next. (Now using SPX weekly options to price the weekly VIX components) The effect of 

that change was to occasionally lower the VIX a little all things being equal (more likely 

when the VIX is low). So the VIX of 1993 was essentially lower than today’s VIX in a 

direct comparison. Here is a chart of the VIX (current formula) and the VIXMO (VIX 

using only monthly SPX options): 

10-Day VIX vs. VIXMO Chart 

 

Yet the VIX being in the 9-10 range does not tell the real story which is the historical 

volatility of the S&P 500 which is hitting record lows. 10 day realized/actual volatility 

on the SPX is under 4. (see chart on the next page) What this means is that the 

extremely low VIX has been a true reflection of reduced pricing in SPX options due 

actual lack of SPX price movement. For the last two weeks, the SPX has remained in a 

twenty-point range from high to low, a less than 1% channel. Being short these options 

has therefore been the correct trade albeit one that at this point carries extreme 

potential unknown risks. 
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It seems as if everyone is talking about the VIX these days (they are), how low it is and how at some point it must mean revert. While 

there is no doubt that it will, the challenge is to execute trades that will show superb profits when it does yet do not bleed you dry 

while you wait.  

SPX Historical and Implied Volatility: 

 

New Volatility ETNs – Eurostoxx 50 VIX Short-term Futures:  

Two new ETNs launched last week, EVIX and EXIV. EVIX and EXIV are similar to VXX and XIV – they roll the front month future into 

the next month. The volatility futures they are based on are the VStoxx Euro VIX futures. EVIX is long, owning the front month and 

rolling into the second month whereas the EXIV is short the front then when rolling is short the back month. Looking at the VStoxx 

volatility futures, the futures curve is much higher than the SPX/VIX volatility curve: 

VSTOXX (EUROSTOCKS 50 VIX) Futures: 
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EUROSTOXX 50 VIX: 

 

The Eurostoxx 50 VIX is 14.09 versus our 10! And the futures are priced from 14.5 in May to 15.50 in June up to 19 in November. The 

bottom line here is that if you believe that volatility in that index is going lower or should be subdued, and the curve will remain in 

solid contango, then EXIV (or short EVIX) could be more lucrative than XIV going forward since the U.S. VIX futures are so low and 

thus susceptible to a lift in the VIX curve.  

The Eurostoxx 50 ETF FEZ shows the following holdings by country, so you can get a better idea of what might get this index moving 

or not: 
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Holdings of this index are here: https://us.spdrs.com/en/etf/spdr-euro-stoxx-50-etf-FEZ?fundSeoName=spdr-euro-stoxx-50-etf-FEZ 

Prospectus is here: http://www.velocitysharesetns.com/evix 

VIX Charts: 

The following charts demonstrate how low the VIX (S&P 500 option implied volatility) is relative to history: 

One year VIX chart: 

 

 

https://us.spdrs.com/en/etf/spdr-euro-stoxx-50-etf-FEZ?fundSeoName=spdr-euro-stoxx-50-etf-FEZ
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Five-year chart: 

 

Over the last five years, VIX spikes over 20 were a regular occurrence. The question is not if but when and, in all likelihood, it will 

require something unexpected. Recurring events that used to rattle the market, like many on this chart, have little to no effect once 

the market has successfully navigated them without doing major damage. 

Three-year VIX Weekly Chart: 
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As you can see above, there really are no recent comparisons to what we are seeing now. 

The above chart demonstrates that over the last three years when volatility fell below 10.4 (red line) it rose to the 17 area at a 

minimum and frequently over 20 shortly after. It could be different this time, but this is more of a function of a lack of protection on 

the part of market participants. When an unexpected event occurs, the market scramble for puts combined with the unwind of short 

volatility positions has systematically, but temporarily in recent times, dislocated volatility markets time and again. 

Volatility Landscape – Volatility Indices and Exchange Traded Products 

 

VIX – 30 day SPX implied option volatility 

VVIX – implied volatility in VIX options 

VXST – 9 Day SPX implied volatility 

VXV – 90 Day SPX IV  

VXN – NDX – Nasdaq 100 IV 

RVX – Russell 2000 IV 

VXEEM – Emerging Market - $EEM – IV 

GVX – Gold (GLD) IV 

OVX – Oil (USO) IV 

TYVIX – U.S. Treasury (TLT) IV 

EUVIX – Euro currency (FXE) IV 
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VXX – Short-term rolling VIX Futures ETP 

XIV – Short-term inverse VIX Futures ETP 

SVXY – Short-term inverse VIX Futures ETP  

UVXY/TVIX – 2x leveraged short-term VIX Futures ETP 

VXZ/ZIV – Long/Short Mid-term VIX futures ETP 

VXAPL/VXGOG/VXAZN – Apple, Google, Amazon 30-day implied volatility 

SPYIX – SPY ETF 30-day implied volatility 

EVIX/EXIV – Long and short Euro VIX futures ETNs 

 

VOLATILITY FUTURES CURVE 
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One-Week VIX Futures Curve Comparison: 

Over the past week, VIX futures responded to the positively-viewed French election results by falling in the first two months, but 

also rising slightly over the back months. That means that products like the ZIV mid-term futures ETN have actually fallen as those 3-

6 months out futures rose. 

VIX Future and Options Expiration Schedule: 

 

 

 

The VXX has the current weightings in the May/June contracts: 
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VXX Analysis: 

Next Wednesday, the VXX will hold entirely the June VIX futures contracts which have an extra week of roll – five weeks instead of 

four. Therefore, the movement of VXX will be directly tied to a June future currently priced at 12.4. If we can do some back of the 

envelope decay math on that: 

VIX Spot = 10, VIX June future = 12.4 

Trading days to Expiration = 24 (one holiday) 

2.4 premium to spot / 24 trading days = .10 / day if the VIX doesn’t move at all from depressed levels. 

.10 daily decay / 12.4 = .8% per day, or in the price of VXX, $14 x .8% = 11 cents / day 

Now this is just a rough estimate. It will start to roll into July which is priced at 13.6, and that decay toward spot VIX will be more 

important in June. But this gives you a pretty good idea that the decay in VXX at this point and come next Wednesday is pretty 

minimal. The risk is clearly to the upside in VXX. It’s .11ish per day versus any unseen market negative. 

 

One-year chart of the front month VIX futures contract (currently May with 23 days to expiration): 

 

New lows for the front month VIX futures going back years and it still has a week to get to spot VIX of 10. The new red line denoting 

June becoming the front month will be on the chart in a week, and it may be a new low to start a month going back many years. 
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VOLATILITY TRADES 

This Week’s Trade: 

SPY Put Calendar: 

Sell SPY $239 strike May 19th put for .97 

Buy SPY $239 strike May 26th put for $1.28 

Net debit/cost = $.31 

I’m going to keep the analysis on this quite simple. Take a look at the following option chain, the prices of SPY calendar pairs for this 

week/next week, and the pair that I am going to trade above: 

 

These pairs expiring this week at $239 can be sold for .48-.50 cents now. We are buying them for .31 one week into the future. There 

is a range of outcomes within SPY $237 to $241 where this trade will be a winner. This is at near record low volatility, so because 

they are calendar trade pairs that are long volatility, they will benefit from a rise in the VIX. The longer dated long options rise more 

than the shorter dated options when the VIX rises, that is a big key to long vega calendar trades. 

You can choose to buy them above today’s SPY price or below if you have a view on market direction as well. These days, turning .31 

into .40-.50 is one heck of a return in seven days. I prefer to pair this with a long or short emini S&P future in case I feel that SPY is 

going to leave the range significantly. 

The risk to this trade is a large move in the SPY higher or lower, but considering that we’ve spent two weeks at the same price, that 

appears unlikely without new events disturbing market inertia. 

Calendar Spread – a trade involving a pair of options, one long and one short, generally due to margin requirements the short option 

is the nearest to expiration. The advantages of this type of trade are numerous: to take advantage of significant differences in 

implied volatility (essentially relative pricing), accelerated decay in the nearer option, the ability to get long vega (volatility) with less 

risk, express a viewpoint related to a market event (Fed meeting, European election, ex-dividend date, debt ceiling, major credit 

event, etc.), market direction speculation, and more. 

UPDATE ON LAST WEEK’S TRADE: 

I still have this on, in case we get any uptick in volatility. It is still priced around $1, and if there is a down day (imagine that) between 

now and Friday it has large potential for profit.  
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LAST WEEK’S TRADE: 

SVXY is the inverse VIX front month futures volatility ETP. What makes this superior to XIV is that is has listed options. And while the 

options listed here are not as liquid as those in VXX, it is has shown to be very fair in filling trades near the midpoint, and often gives 

better prices than VXX. Furthermore, you trade far less contracts in SVXY than VXX due to the vast disparity in price, and that 

means substantial savings in commissions. 

One way to wait for implied volatility to rise while not suffering from time decay is an SVXY put calendar spread: 

Calendar Spread – a trade involving a pair of options, one long and one short, generally due to margin requirements the short 

option is the nearest to expiration. The advantages of this type of trade are numerous: to take advantage of significant 

differences in implied volatility (essentially relative pricing), accelerated decay in the nearer option, the ability to get long vega 

(volatility) with less risk, express a viewpoint related to a market event (Fed meeting, European election, ex-dividend date, debt 

ceiling, major credit event, etc.), market direction speculation, and more. 

The trade: 

Sell to open (short) -  SVXY $140 May 12th put for $1.60 

Buy to open (long) – SVXY $140 May 19th put for $2.80 

Net debit/cost - $1.20 

(prices are approximate, but I filled this trade for the debit implied) 

 

Constant Volatility Profit and Loss Diagram: 

 

This is how this trade would perform under current volatility conditions. The blue line is estimated profit at the expiration of the 

short put on May 12th. The purple line is estimated profit on May 6th, well before expiration. This shows that a rise in VIX futures and 

thus a decline in SVXY would have substantial profit potential. Yet, if volatility rises in these options, the profit chart rises 

significantly, which is what would happen if VIX futures started rising: 
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As you can see, more volatility, as expressed in 5% increments by the colored lines, translates into much higher profit on this trade. 

And that is exactly what would happen if SVXY fell, the put option volatility would rise from extreme low levels.  

So, this trade has multiple benefits- it’s long VIX futures volatility, it’s long market volatility, and the trade structure benefits from a 

rise in volatility. (calendar spreads are long vega trades) And if SVXY doesn’t move, it will still turn a profit. It is a terrific way to 

express a view on future higher volatility without taking on the risk on being long naked calls in volatility ETPs like VXX. 

 

 

 

 

VOLATILITY OBSERVATIONS 

SPX Long Dated Puts: 

Take a gander at the amazing lack of volatility in SPX options priced for September, 140+ days to expiration: 

 

Buying an SPX put for the end of September near current price of the index will only cost you only 2.8% of the index. Being a 

portfolio manager, these appear to be a no-brainer way to insure your long SPX position. They are pricing at an implied volatility of 

12%.  
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VIX Expiration Historical Returns: 

Since August of 2013, I’ve recorded the return of the S&P 500 the day before and the day of VIX settlement. It quickly became 

obvious that there was a bullish bias in the market during those days. I also believe (without concrete evidence as yet) that the 

Monday before “vixpiration” also has a bullish bias. I present the observations below. This may provide trading opportunities, 

whether it be to short volatility into vixpiration (and also options expiration), but also may prove to be a caveat to those who 

consider shorting the market or going long volatility on these days: 

 

S&P 500 VIX 

Expiration 

Day Return

date

Day Prior to 

Vix 

Expiration

Two day 

total 

return

mean 0.34% 0.15% 0.49%

median 0.20% 0.12% 0.39%

-0.17% 4/19/2017 -0.29% -0.46%

0.19% 3/22/2017 -1.24% -1.05%

0.50% 2/15/2017 0.40% 0.90%

0.18% 1/18/2017 -0.30% -0.12%

-0.81% 12/14/2016 0.65% -0.16%

-0.16% 11/16/2016 0.75% 0.59%

0.22% 10/19/2016 0.62% 0.84%

1.09% 9/21/2016 0.03% 1.12%

0.19% 8/17/2016 -0.55% -0.36%

0.43% 7/20/2016 -0.14% 0.29%

-0.18% 6/15/2016 -0.18% -0.36%

0.02% 5/18/2016 -0.94% -0.92%

0.08% 4/20/2016 0.31% 0.39%

0.56% 3/16/2016 -0.18% 0.38%

1.65% 2/17/2016 1.65% 3.30%

-1.17% 1/20/2016 0.05% -1.12%

1.45% 12/16/2015 1.06% 2.51%

1.62% 11/18/2015 -0.13% 1.49%

-0.58% 10/21/2015 -0.14% -0.72%

0.87% 9/16/2015 1.28% 2.15%

-0.83% 8/19/2015 -0.26% -1.09%

-0.24% 7/22/2015 -0.43% -0.67%

0.20% 6/17/2015 0.57% 0.77%

-0.09% 5/20/2015 -0.06% -0.15%

0.51% 4/15/2015 0.16% 0.67%

1.22% 3/18/2015 -0.33% 0.89%

-0.03% 2/18/2015 0.16% 0.13%

0.47% 1/21/2015 0.15% 0.62%

2.04% 12/17/2014 -0.85% 1.19%

-0.15% 11/19/2014 0.51% 0.36%

-0.73% 10/22/2014 1.96% 1.23%

0.13% 9/17/2014 0.75% 0.88%

0.25% 8/20/2014 0.50% 0.75%

0.41% 7/16/2014 -0.19% 0.22%

0.77% 6/18/2014 0.22% 0.99%

0.85% 5/21/2014 -0.65% 0.20%

1.08% 4/16/2014 0.68% 1.76%

0.75% 3/18/2014 0.96% 1.71%

-0.65% 2/19/2014 0.12% -0.53%

0.05% 1/22/2014 0.28% 0.33%

1.68% 12/18/2013 -0.31% 1.37%

-0.33% 11/20/2013 -0.20% -0.53%

1.35% 10/16/2013 -0.71% 0.64%

1.23% 9/18/2013 0.42% 1.65%

-0.60% 8/21/2013 0.38% -0.22%
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Volatility Wave (we are at day 12): 

Volatility is prone to seasonality, and not only during different times of the year. It also demonstrates patterns inside the options 

expiration cycle. The options expiration cycle begins after the third Friday of every month, when major option positions in indices, 

ETFs, and stocks expire. There is a tendency for volatility to fall into options expiration and continue to be subdued the following 

week. This chart demonstrates the historical wave of volatility, mean and median, during the three May-July option expiration 

cycles: 

 

 

This is merely one tool to use in evaluating whether a long or short volatility position may have option expiration and seasonal 

headwinds or tailwinds. It needs to be said however, that political, economic, or market dynamics can easily nullify any cycle trends. 

Just as the November-May stock market tends to go up due to seasonal factors, that trend can easily be completely irrelevant 

depending on the larger forces. 

VVIX – The implied volatility of VIX options: 

Since 2014, the implied volatility of VIX options has been lower only a couple of times; this is an indication of how inexpensive VIX 

options are relative to the last three years. You can see that it usually didn’t last very long and preceded a rise in the prices of VIX 

options: 
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ADDITIONAL TOPICS 

In this newsletter, we will cover a number of additional topics not described in this edition. Among them will be exchange-traded 

product spotlights, volatility trade basics, and numerous volatility metrics and ratios. We will also explore volatility pricing in 

different products, implied, historical, and how to take advantage of different pricing across the term structure – the volatility prices 

across different time frames. If a volatility topic interests you and feel it should be covered, send me a note. 

 


