
Think you know what volatility means….
NEW YORK (Reuters) - Nasdaq Inc plans to launch a futures 
contract based on bitcoin in 2018, making it the third exchange 
operator to plan U.S. derivatives contracts linked to the digital 
currency, a source with knowledge of the matter said on 
Wednesday.
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VIX above 25%
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Can we predict volatility?
• Periods of high volatility do tend to 

subside gradually over time 

• …but, it’s really difficult to predict 
when the spikes will interrupt the 
periods of calm. 

• Formal models of volatility are very 
complicated!!  (Nobel Prize – winning 
ARCH model of Rob Engle)



Buying put options for protection
S&P 500 January Put option @ 2,640 trading at $32.80 

Matches up neatly with portfolio of 2,640 x $100 = $264,000 

(Perfectly protects against any decline below 2,640) 

Portfolio cost = $3,280 / $264,000 = 1.24% (for +- 50 days) 
• Large cost if we did this repeatedly (even when puts are “cheap”) 
• We want to be selective about when we use this protection



Buying put options for protection



Buying call options2,650 + $34.50 = 2,684.50 
Return of 1.30% to 
breakeven



Buying straddles$37.60 + $34.30 = 
$71.90 
Profit:  < 2,570   (-2.72%) 
             > 2,714   
( 2.72%)



Sell Puts on VIX
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Buy Calls on VIX
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