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Dear Investor,
The Global Volatility Summit (“GVS”) brings together volatility and tail hedge managers, institutional
investors, thought-provoking speakers, and other industry experts to discuss the volatility markets and
the roles volatility strategies can play in institutional investment portfolios. The GVS aims to keep
investors updated on the volatility markets throughout the year, and educated on innovations within
the space.
Nasdaq has provided the latest piece in the GVS newsletter series.
Cheers,
Global Volatility Summit

Questions? Please contact info@globalvolatilitysummit.com
Website: www.globalvolatilitysummit.com
“These materials are provided by conference participants for informational purposes only and should neither be construed as investment advice nor an offer to sell or
the solicitation of any offer to buy any security. You understand that the material made available via this website are the works of individual authors, has been
posted with the permission of the conference participant, and does not necessarily represent the views of Summit. No representation or warranty is made
concerning the accuracy of any data compiled herein. Summit does not provide tax, legal or accounting advice.”

Monetizing Nasdaq-100® Tail Hedges
Testing the Effectiveness of Implied Volatility Signals

Study Summary
We explore the effects of an implied volatility based monetization scheme on a laddered put strategy on the Nasdaq-100 Index
(NDX). The strategy holds 1, 2, and 3 month put options on NDX struck 20% out of the money. We purchase new 3 month puts at
each third Friday expiry, spending 10bps per month (1.2% annually) of a total portfolio notional. We also analyze performance with
a joint long position in NDX to demonstrate the value of systematic monetization of options contracts to lock in gains from adverse
market events. Specifically, when a monetization event occurs, proceeds from the sale of puts are stored in an interest bearing
cash account until the next roll day when proceeds are invested firstly into a new 3 month put and the remainder into NDX. Implied
volatility is referenced as the 50 delta 1 year implied volatility and the 50 delta 1 month implied volatility. The study period ranges
from January 1st, 1997 to February 15th, 2022.
In this study, we monetize one third of the options position if the 1 year implied volatility surpasses a 35% threshold and sell the
remaining two thirds of the position if 1 month implied volatility surges past a 70% threshold.

Results
We found that there was a significant benefit to including an implied volatility based monetization scheme in reducing impact from
market drawdowns. In our study, monetization served as an effective mechanism to capture gains from adverse market events. We
found that the monetized strategy reduced annual volatility by 115bps while returns were reduced by only 2bps. By contrast, the
unmonetized strategy was effective in reducing risk, but with significant cost as annual returns were lowered by 52bps.
As a standalone overlay (i.e. not including the underlying asset), the monetized strategy outperformed the unmonetized version
on a cumulative basis. The unmonetized strategy realized cumulative returns of 16.78% while the monetized strategy realized
cumulative returns of 8.77%. The maximum 1 month return of the monetized strategy was 6.26% vs. only 1.89% in the unmonetized
strategy.

Summary Performance Metrics
Full study period from 1997 to 2022

Name

Returns

Volatility

Sharpe Ratio

NDX Level

11.46%

28.32%

0.40

NDX + NDX Puts with Monetization 1.2% Annual 1YR: 0.35 1M: 0.7 (1/3 2/3)

11.44%

27.17%

0.42

NDX + NDX Puts with No Monetization 1.2% Annual

10.94%

26.86%

0.41
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Total Returns: Hedge Overlay

Historical Distribution of Implied Volatility

Monetized vs. Unmonetized

On 50 Delta Nasdaq-100 Index Options

Total Returns: Hedge Overlay + Underlying
Performance vs. unhedged long position during Covid: Jan. to June, 2020
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