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This content has been prepared by Hedgeye Risk Management, LLC (“Hedgeye”) and is presented for informational purposes only. Hedgeye is not a broker dealer and does not provide 
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does it constitute an  investment recommendation or legal, tax, accounting, or investment advice by Hedgeye or any of its employees, officers, agents, or guests.  This information is 
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Consult your financial professional before investing. 

The information contained herein is protected by United States and foreign copyright laws and is intended solely for the use of its authorized recipient; there is a fee associated with 
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Summary:
● When liquidity is poor, bid-ask spreads on options contracts tend to 

widen as market makers increase spreads to compensate for the 
increased risk they face, which ultimately can drive implied volatility 
levels higher.

● Going forward, it will be much harder for both the 1-month and 
3-month realized volatilities to move much higher, as several volatile 
returns will be dropping out of the sample.

● As realized volatility falls, Vol control strategies will be forced to 
mechanically increase their equity allocations in order to maintain 
their predefined volatility targets, which usually range from 10-15%. 

● Over that time frame, we're also expecting CTAs to continue building 
back their equity allocations, which together will introduce some 
much-needed bullish flow into the market. 

● That said, it's important to keep an eye on realized volatility levels, as 
any larger increases driven by negative gamma, or an exogenous 
event, could quickly derail these supportive flows.

●
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● Dealers remain in a neutral setup, which implies they are broadly 
well-hedged around the current levels. However, market makers are 
still broadly short-gamma, as our GEX flipping point shifted higher to 
the 5136 level.

● The 5100 strike is expected to remain the focal point in the near term. 
However, we want to reiterate the steepness of our Gamma curve, 
which indicates that a quick visit to the 5000 strike is still a possibility. 

● Structurally, if the market moves lower, dealers would be forced to 
aggressively sell futures to hedge their delta exposure, likely 
accelerating the move back down to those levels. 

● We're not sure if that bearish setup will materialize or not, but at this 
point, we cannot rule it out either, so stay cautious of any downside 
moves. 

● Surprisingly, SPX options volume was exceptionally low yesterday, 
which we believe contributed to a modest rise in fixed strike volatility.
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For today, we suspect vol control 
funds will be net buyers, with 
around $5.8 billion possible on a 
flat tape. Looking ahead, his will 
likely be the last day of supportive 
flows coming ias a series of less 
volatile returns will be dropped from 
the sample data next week. All else 
being equal, this opens the door to 
more selling, which could be news 
for the Bulls. 
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Disclaimer
This presentation, including the charts and related information contained herein, should not be construed as investment advice, a recommendation, or a solicitation or offer to buy 
or sell any securities. Past results do not guarantee future performance. Tier1 Alpha has relied on information from publicly available sources and has not confirmed the accuracy 
of such information. Presentation is made for information purposes only and does not necessarily reflect the current thinking of Tier1 Alpha. Before purchasing any securities, you 

should consult an investment professional as securities investments can involve a high degree of risk.
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