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Summary:
● Dealers will kick off the week in negative gamma, which means higher 

volatility should be expected. Although we can attribute last Friday's 
sell-off to various catalysts, including macro and geopolitical 
developments, the underlying mechanics of the decline were relatively 
straightforward. 

● Ultimately, we suspect a bulk of the sell-off was driven by a 
considerable increase in demand for longer-dated Put contracts, which 
caused both premiums to surge and implied volatility levels to rise. As 
these Puts were net sold by the market makers, they needed to hedge 
the deltas of these contracts by aggressively shorting SPX futures, 
which put further pressure on the market.

● The other byproduct of these Puts being sold is that it increases the 
overall negative gamma dealers have to hedge on any subsequent 
moves in the underlying. This means selling SPX futures when the 
market declines and buying back futures when it rises, which can 
create some additional volatility. 

● Last Friday, our PV bands performed exceptionally well as the SPX 
closed within just one point of our lower range at the 5122 strike. 
However, following the move, our bands have shifted notably lower, 
bringing the 5100 strike back into play for the first time since 
mid-March.

● Although the overall direction of the trend is concerning, it also 
presents a significant potential for upside, particularly if we observe 
some of those weekend hedges being sold back to the dealers. Such 
a scenario would necessitate the dealers to buy back the deltas of 
those contracts, providing the fuel for a short-term rally in equities.

● Remember, though, upside volatility is still volatility, which 
presents its own set of risks, particularly with the Systematic fund 
community. 

● These next two weeks are going to be a crucial window for these 
mechanical strategies, as both Vol control funds and CTAs, in 
particular, are sitting at some critical levels. In our opinion, this is not 
the time for complacency.  
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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 in, as 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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