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Summary:
● Last Friday's market reversal was another classic example of how 

negative gamma flows can amplify volatility in both directions, as 
dealers were forced to chase the market higher. 

● Despite the reversal, there was still a notable demand for downside 
protection last Friday, as evidenced by the increase in implied vol skew 
and elevated Put option premiums. 

● This further suggests the move in SPX was mostly in response to 
dealers hedging their short gamma exposure to the upside rather than 
a fundamental shift in market sentiment.

● Dealers will start the week off in negative gamma, which implies the 
conditions for higher volatility are still in place. However, given how 
close the spot SPX is to our gamma flipping point at the 5228 strike, 
these Vol-supplying flows will likely have a more pronounced impact on 
the downside, while an upside move would place dealers back into a 
neutral position. 

● For today, our SPX Probable Volatility bands suggest the trading 
range will stay between the 5238 level to the downside and the 5275 
strike to the topside. We expect these levels to hold until Wednesday, 
at which time the latest CPI data could set a new trend. 

● The most significant strikes in play are the 5150 strike to the 
downside, the 5200 strike in the middle, and the 5250 strike, which is 
near the upper end of our bands

● Friday served as another subtle reminder that upside volatility is 
STILL volatility. While we initially anticipated a modest decrease in the 
1-month vol, negative dealer gamma prevailed instead, pushing it 
approximately 1% higher. 
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Quant Fund Flows Summary:

● Although the move was not significant enough to push the 1-month vol above the 3-month volatility, it considerably narrowed the 
spread between the two, which places Vol control funds in an interesting position for two reasons.

● First, we expect there to be a large decrease in the 3-month volatility today, as it drops a 1.4% return from its trailing sample 
window. Secondly, we expect an uptick in volatility surrounding the upcoming CPI event this Wednesday, potentially causing the 
1-month volatility to increase, which would compress the spread even further.

● While we had not anticipated it so soon, these combined dynamics mean we're officially back on crossover watch, which, if it 
occurs, would place volatility control funds back into a higher-risk regime. 

● In our opinion, this is a dangerous setup to have ahead of a macro catalyst like CPI, especially if dealers remain in negative 
gamma, which could supply enough volatility to force systematic funds to aggressively deleverage their equity positions.  

● For today, however, expect to see some supportive inflows as long as SPX can stay within a +/- 1% move. On a flat market, we 
could even see as much as $5.8 billion in buying requirements be triggered, but at this point in the cycle, all that buying means 
more potential selling pressure down the line.
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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.

Professional Insights For An Options 
Dominated World

Visit our website at:  www.Tier1Alpha.com
Contact us at: info@tier1alpha.com

24


