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Lower US equity volatility implied...for now

S&P 500 volatility levels have stabilised with moderate positive returns but recent market moves in
Europe and in ETPs tracking volatility raise questions on sustained market stability.

— Overall lower overall implied option volatility observed in both the US and Europe
— ETP investors have added almost $1bn ytd to volatility tracking products
— Recent flows into funds that benefit from a rise in volatility

After a bumper 2014 for the S&P 500, the
index has managed to eke out only 2.25% in
price returns ytd. In light of this relative
stability implied market volatility continues to
show a long term declining trend, after
increasing towards the end of 2014.

In the first week of June, 90 Day At The
Money Implied Volatility for S&P 500 options
have increased by 10%.
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In comparison, the Stoxx 600 is up over 13%
ytd despite a 2% decline over the past month.
The index has, however, also seen volatility
levels decrease in 2015. As with the S&P 500,
the recent market sell off saw a spike in
volatility in Europe too, indicating increased
uncertainty among investors.

The uptick in volatility implied by equity
markets could be due to the recent bond
market sell off in Europe and emerging equity
and bond markets. The sell off occurred after
stronger jobs data was released in the US,
indicating a strengthening economy and
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increased likelihood of a rate rise in the near
future.

Adding to the growing uncertainty, ECB
president Mario Draghi commented that debt
markets should ‘get used to’ increased bond
volatility and sustained low interest rates.

Investors react

63 ETPs now track market volatility, providing
investors with efficient instruments to gain or
reduce exposure to tumultuous markets. Over
50% of AUM in the category is focused on the
S&P 500 VIX Short term futures contracts.

The continued decline in volatility levels has
caught the attention of ETP investors, ETPs
continued to attract net inflows with Q1 2015
flows the second largest since August 2012.

Volatility ETP flows ($bn)
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Not surprisingly, the funds that have seen the
largest inflows since the beginning of the
latest market volatility moves are those that
stand to benefit from a rise in market volatility.
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Steady inflows have continued in the second
quarter of 2015 with almost a $1bn flowing
into the category in the first half of the year.

Of the ETPs tracking volatility, long volatility
instruments have seen strongest inflows while
inverse products such as the Velocity Shares
Daily Inverse VIX Short Term ETN with ytd
outflows total $633m, have experienced the
biggest outflows. This indicates that investors
are positioning themselves for increased
volatility in the coming months.
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