
Implied Volatility in Options Trading
The CBOE Volatility Index® (VIX® Index) is considered by many to 
be the world's premier barometer of equity market volatility. 
The VIX Index is based on real-time prices of options on the S&P 
500® Index (SPX) and is designed to reflect investors' consensus 
view of future (30-day) expected stock market volatility. The 
VIX Index is often referred to as the market's "fear gauge". 

(CBOE.com)
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Actions
• Buy options when they’re “cheap” 
• Sell options when they’re “expensive” 
• How do we know what “cheap” or “expensive” looks like? 

• …implied volatility!



Actions
• Buy options when they’re “cheap” 

• Buying put options to protect the downside 
• Limits losses when there’s a downturn 
• Gives you confidence to stay in a position, which can be useful even if 

there’s no downturn 
• Can close out put for a profit following a temporary downturn and 

profit on the market swings 

• Buying puts when implied volatility is low 
• Puts are “cheap” at this time 
• There’s often a calm before the storm, so low IV could be a signal of 

impending downturn



Actions
• Sell options when they’re “expensive” 

• Put writing and covered call writing 

• Studies show best time to be writing puts on the S&P 500 was 
after the 2008 crash (prior to it was the worst time!☹)



Key steps
• Volatility is a unique feature of an investment 
• Get to know the typical levels of implied volatility for a 

specific asset 
• Look out for deviations from norm 
• Look out for deviations across different option contracts








