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The private volatility roundtable, sponsored by Borsa Italiana, London Stock Exchange Group, took place at Europe EQD 
in Barcelona on Jan. 27. EQDerivatives’ Georgia Reynolds led participants in a discussion about the changing volatility 
regime and issues and opportunities within growing trends such as socially responsible investing and multi-asset 
investing. Following the recent run up in stock-market volatility, prompted by fears around the fast-spreading coronavirus 
and an oil-price war between Russia and Saudi Arabia, EQDerivatives followed up with participants to get their views on 
the altered trading environment. Comments made after the selloff are marked in the text below.
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EQDerivatives (EQD): To set the scene as to why we are 
here, can you provide a brief summary on the volumes 
we have seen over the last year and how the volatility 
landscape changed throughout 2019 and what does this 
mean for investors going forward?

Nicolas Bertrand (NB): During 2019 we saw a downward 
trend in volatility, ending the year around 11% on VSTOXX 
and 16% on the FTSE MIB, the Italian equity benchmark. 
This is in contrast with 2018, which was a volatile year 
throughout. Last year however, was characterized by 
some rapid bursts and decreases in volatility especially 
following a sharp decrease in the first quarter. Volatility 
peaked around 25% in May, July and October, and this 
was also registered across several asset classes.

Pierre de Saab (PS): I saw slightly different things. There 
was nothing really out of the ordinary in the U.S. and in 
Europe, the fact that volatility decreased over the year 
was expected given where it closed in December 2018. 
But if I consider the average volatility level of 15, I would 
say this is a normal volatility year. The big change I saw 
was how the equity volatility market behaved, especially 
in the U.S. In Europe, it was business as usual, but in the 
U.S., it became very visible that investors wanted to own 
volatility again in 2019.

One sign was the large premia we could observe, for 
instance in the difference between implied and realized 
volatility or in the steep [Cboe Volatility Index] term 
structure, which indicates a clear demand for protection. 
Another sign was investors’ reaction to volatility spikes, 
that is when VIX hit 18 or 20 at times during the year, 
a lot of investors were actually adding protection, not 
monetizing the protection they had, as they did in 2017. 
Back then it seemed volatility risk premia was going 
to crush market movements and volatility would never 
move again. In 2019, investors were comfortable buying 
volatility and I think that was a big change.

Adam Shukovsky (AS): Another side of that is the 
massive increase in assets under alternative risk premia 
and volatility selling that is going on. Even without the 
major geopolitical shock, those strategies didn’t perform 
particularly well this past year, yet there is so much 
volatility selling hitting the market.

I think that to your last point, people being comfortable 
buying volatility, that actually makes volatility go up more in 
any shock because the sellers exit the landscape as they are 
now weak hands as opposed to the previous strong hands.

Serge Tabachnik (ST): Last year was 
characterized by a low-yield, low-growth 
environment supported by accommodating 

central bankers and high equity 
returns, punctuated by trade tensions 
and political unrest. Among other 

things, we have been looking at the volatility structure on a 
shorter time scale to find uncorrelated sources of convexity 
contribution. For example, we have exposure to some 
strategies based on intraday trend following patterns that 
are hedges during stressed market episodes. In addition, 
we have considered short-term trend following strategies 
on volatility indices like the VIX, as well as others. Overall, 
these types of defensive strategies have exhibited a 
meaningful change of behavior during 2019 which reflects 
particular characteristics like potential crowding or more 
reactive participants via intraday reversals. Going forward 
great care and vigilance must be applied while considering 
mainstream convex strategies and monitoring of their 
hedging capabilities must be done on a periodic basis.

Mikhail Krayzler (MK): Overall, 2019 was a good year for 
the volatility risk premia strategies. One pattern that we 
observed in 2018, and that was much more pronounced 
in 2019, was the fact that the frequency of small volatility 
shocks was higher and all of them were very short in time. 
Volatility was spiking and then retreating extremely quickly. 
Historically, we have seen multiple events when volatility 
stayed elevated for a longer period of time or was first 
rising fast and then declining to its mean reverting level 
over an extended period of time. Thus, though historically it 
was more like taking an elevator up and stairs down, now 
it seems that we are in the environment where you take 
the elevator up and down. This pattern makes the timing 
aspect that is often discussed in the context of volatility 
strategies even more important and, at the same time, 
more difficult than in the past. Another characteristic of the 
volatility environment early this year and last year is that 
it is a low volatility regime with few and frequent smaller 
spikes (apart from Feb. and Dec. 18). Should we see a high 
volatility environment return, the pattern of volatility spikes 
followed by the lengthier downward trend might revert.

Mikhail Krayzler
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Yann Le Her (YLH): To that point, I think this is simply 
the new regime that we are facing. Not only in 2019, but 
for a few years now, the frequency of volatility spikes 
has increased. More spikes, but ones that also collapse 
much faster because investors tend to try to capture the 
mean reversion much faster. Currently there is no product 
allowing you to capture this type of market behavior, 
which is quite new. But this new behavior regime is here to 
stay, so we need to get used to it.

Another thing that we observed in 2019 is linked to the 
premia industry as a whole; the equity value strategy hurt 
a lot of players in the premia space and performance has 
been poor overall. On our side, because we go beyond 
the traditional premia including investing in relative-value 
volatility and across all types of derivatives in a long/short 
manner, we actually posted one of our best years. After a 
difficult fourth quarter in 2018, what we call the implied 
premia family – premia linked to dislocations in implied 
parameters – rallied strongly. As regards implied premia, 
their strong performance and resilience over the past five 
years has attracted new investors and created a more 
competitive landscape. There is more competition on the 
buy-side to capture the best strategies, but there is also 
more competition on the sell-side with more and more 
banks trying to reduce various exposures. Overall supply 
and demand are well balanced for implied strategies.

NB: Just to complement what you were saying in terms 
of the regime we are in, the impact of a low interest rate 
environment is driving investors to look for yield and 
therefore attracting people to new products and new 
investment strategies. We are seeing this in Italy, and other 
European countries, with an increased demand for more 
complex products like certificates or FTSE Mib options 
listed on IDEM. Private investors are looking closely at 
these products for diversification. Globally, investors are 

looking at other markets and products 
where they can explore those trading 
opportunities. The Italian equity 
market for instance was a top performer, 
up 30% that year. December 2019 marked 
an all-time record in open interest for FTSE 
MIB futures and the IDEM market was one of the highest 
performers for new membership in Europe. 

Stefan Wintner (SW): While I don’t disagree that volatility 
has come down in 2019, I think it actually came down a lot 
less than one would have anticipated given the rally in say 
the S&P 500. I would add that, it also didn’t go up as much 
in Q4 2018 as you would have expected. The VIX — with 
the exception of Dec. 24 which was half a trading day — 
didn’t touch 30, despite a drawdown in the S&P500 of close 
to 20%. So, the market structure now might be better, but it 
hasn’t really recovered fully from the 2018 mid-shock. And 
so, a lot of people probably just have left the space, and 
especially the marginal seller who was willing to sell VIX at 
12 or 11, and who pushed the VIX so low in 2017 where we 
saw both the realized and implied vols touching new lows. 
We were very far from that level in 2019. So especially 
during the fourth quarter where there was a strong rally in 
equities, the VIX went down but it never went really low.

From a regime perspective, the volatility regime 
probably changed a bit over the course of the year but 
coming from 2018 volatility didn’t really behave as 
anticipated with the equity market moving and then 
normalizing over the remainder of the year. I think the 
nature of volatility has changed the speed in which 
information gets processed, and people take action. And 
not just that, I think it’s becoming so attractive again, 
because we have seen this great year and people tend to 
forget what happened just two years ago and the cycle 
will just repeat itself most likely.

Stefan Wintner
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Didier Anthamatten (DA): I think if you were to put equity 
volatility in perspective to foreign exchange, fixed income 
or credit, equity is expensive. If you look at the larger trend 
last year, fixed income vol and FX vol has been going to 
the lows while credit spreads are back at all-time lows. So 
compared to that equity screens expensive. 

I think knowing that the central bank is going to be 
there and is doing everything in their hands to support the 
market, bond yields will go down. But what is important, 
if you look at say 2012 to now, we see that volatility has 
been going down but vol-of-vol has been going up. So, 
fragility is going up and that’s the point. Structured flow 
is driving this, fragility is going up. Central banks can kill 
volatility, but they cannot kill fragility.

PS: I think one of the reasons why volatility didn’t get 
crushed is because realized volatility was not as low as 
what we have seen in the past, for instance 2017. Over 
the last two corrections that we had in May and in August 
2019, there was no sign of panic when implied volatility 
went above 20. On a beta-adjusted basis it is pretty clear 
that volatility did not overreact. Probably, after a difficult 
year for markets in 2018, a lot of investors were hedged. 
That explains why volatility could confidently hover around 
your 20/25 without investors rushing to buy it back.

Mark Mehtonen (MM): I think risk recycling has become an 
industry where the positions being sold are not necessarily 
actual risks in the books. There is much going on in all the 
different risk recycling trades and that has taken out a lot 

of opportunities for traditional volatility 
trades, for example various volatility and 
variance spreads. It has gone toward the 

very structured ones. So that means 
that the longer dated as shown today 
has been pushed to levels that I think, 

again, might be fragile and could bring back fragility in the 
system.

YLH: In this area there are certainly some evolutions, but 
I think the general trend is that banks try more and more 
to free up some risk-weighted assets. So, the majority of 
products available from banks today actually embed less 
risk than the first generation of products did. For instance, 
index variance swap spreads are not actively traded 
anymore. The products that trade today are more the 
result of partnerships between banks and sophisticated 
funds (LFIS is most often in the position of asking for 
specific exposures from banks for example) and make a lot 
of sense for both parties.

Magnus Linder (ML): One thing we have done for several 
funds is to utilize volatility skew to exchange stock exposures 
for options (stock replacement). We have been able to reduce 
the risk on the downside while maintaining exposure.

EQD: Yann, do you feel that you are getting paid for the 
risk properly?

YLH: On the products that I trade, absolutely.

MM: Sometimes if you think about risk recycling 
traditionally, you’d expect to get fair values for helping 
the banks out, but it feels like they also take a premium 
from the hedging partner to offload risk they have in the 
books. As said, that’s become more of a business, less of a 
recycling operation.

YLH: It really depends on who and which bank. The 
way it works is that banks sell products with a margin 
to their retail, private banking and institutional clients. 
Then they try to hedge their resulting positions while 

Mark Mehtonen

Didier Anthamatten
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keeping as much as possible of this issuance margin. To 
do that, banks need to find partners that understand the 
products and propose a reasonable price. But the banks 
which expect to make money on both sides (issuance and 
hedge) usually end up keeping the positions rather than 
optimizing their balance sheet. The way I see it is that 
right now these trades are fairly priced and it is a win-win 
situation for both funds and banks.

MULTI-ASSET

EQD: Investor interest in multi-asset strategies and 
funds has been on the up over 2019. The strategy is 
being discussed for the likes of capital appreciation, 
capital preservation and income generation and, most 
of all, as a means for diversification. For those active 
in multi-asset, how much do you consider volatility 
as a factor when building multi-asset portfolios? And 
why do you find multi-asset valuable as opposed to 
trading standalone asset classes, is it for diversification 
benefits, or is it something else?

AS: I would say from a relative-value perspective, it’s 
less about diversification and more about the fact that 
everything is becoming more fungible across asset classes 
and that it is really the same thing and while terminology 
can be different, at the end of the day they are very similar 
trades and one can equate the two vols and two different 
asset classes using the same sort of tools. So, it has just 
become easier and easier to trade across assets.

DA: The biggest advantage of multi asset is that you 
can look for opportunities in a much wider spectrum. 

There are times when there is very 
little opportunity in the equity space 
whereas you have many opportunities in 
credit. Let’s take the example of European 
banks. Before the GFC, European banks 
were taking massive risks and the management was very 
shareholder friendly. Big buybacks and dividends made it 
a great equity story, but the creditors were left with very 
small potential reward and very high risk. After the GFC, 
regulators have been successful in turning the European 
banks back into the old boring businesses, which is basically 
taking in deposits, lending them out and earning a spread. 
It became a great credit story, but a very bad equity 
story. Being short a put on banks and short credit (buying 
protection on credit) was a great trade before the crisis, 
whereas being long a put on banks and long credit became 
an amazing trade after the GFC. In the current environment, 
we believe that being short long-dated SPX puts versus 
short credit offers good value.

YLH: Didier, you mentioned that equity vol is pretty high 
because even though it is low, it’s pretty high compared 
with other asset classes. This echoes our approach; at 
LFIS we monitor the relative value of implied parameters 
and correlation across asset classes. We strongly believe 
in diversification as a source of alpha and have been 
multi-asset from the start. Right now, we see multiple 
opportunities in cross-asset implied parameters across 
equities, commodities, rates, credit and foreign exchange 
implied parameters. Going multi-asset and cross-asset is 
a good way to bring value in a diversified manner.

EQD: To those that are less active (or inactive) in multi-
asset, are you looking to explore multi-asset, at all? Or 
do you see any challenges of trading multi-asset?

PS: I have found a few challenges. To be fair, I love multi-
asset and I think it is exciting to trade, but you need to 
have the right clients and the right story for that. The way 
I look at these types of trades or strategies is that you are 
either a liquidity provider, when there’s an imbalance in 
one market versus another, you can step in and close that 
gap, or put these together in a macro story and justify 
why you are doing what you are doing. But in any case, 
it is a complex discussion to have with clients. If you’re 
already running a fund that already has a specific story or 
positioning, like we do, you can’t just simply bring in multi-
asset, that would require you to launch almost a separate 
strategy. What we found also is that many of our clients 
think in terms of different asset classes. So, if you show up 
with a fund that trades all the asset classes, they do not 
know which bucket to put it in.

EQD: How about when it comes to achieving 
diversification?Adam Shukovsky
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PS: If you’re short naively a bunch of premia across 
various asset classes, they are still going to lose money 
at the same time in a market downturn. We trade a few 
equity derivatives markets using only listed products and 
out of the 10 programs we have, we have an average 
correlation of 0.4 between them — okay, it’s not zero 
— but it’s not 0.9 either, so it is possible to achieve 
diversification or low correlation within one asset class, 
you don’t necessarily need to trade several asset classes.

AS: It also depends on how you’re using it. If you are 
trading multi-asset from a relative-value perspective, I 
haven’t seen pushback across multiple asset classes, and 
you can go back to the point from earlier, it’s correlation. 
If you have things that are highly correlated across asset 
classes, then it’s purely a vol trade. It’s not a diversification 
thing, it depends on what you’re using it for.

MK: As far as multi-asset products, we see mainly three 
reasons for an increasing client demand. First, they 
provide true diversification to clients’ portfolios, especially 
if these products are designed to have low correlation 
to traditional asset classes. Second, given performance 
differences over time in different asset classes, the 
flexibility to go both long and short, may help to deliver 
positive returns in the turbulent market phases and the 
so-called crisis alpha. From the most recent examples, 
fixed income worked very well to offset the equity risk 
and being able to take short positions in oil was beneficial 

to offset risks associated with global 
economic uncertainty. Third, the role of 
these flexible multi-asset products in 

traditional portfolios can be different: 
depending on the funding source it 
can either be a return-enhancing 

element, if allocation is carved out from a fixed-income 
bucket, or a risk-mitigation strategy, if carved out from 
an equity portion. One important consideration to keep in 
mind when designing these multi-asset solutions is to do 
it in a risk-balanced approach, where every asset class 
receives a certain risk budget that drives the strategic 
asset allocation between various asset classes. This helps 
to diversify the overall risk, however does not eliminate the 
tail risk. Therefore, one needs to be aware of remaining 
risks and potentially hedge on the overall portfolio level.

MM: Talking about hedging an equity-based portfolio, 
you can, of course, use credit because there is correlation 
between equity and credit, however I would advise 
caution here. If you have a hard limit, where you have to 
start offloading positions, you really cannot rely on the 
correlation between your book and the proxy hedge. A lot 
of people cheapen hedges by doing conditional structure 
and that is a real problem, when assets don’t move in 
sync. If what you are hedging does not move or moves and 
your conditionality does not compensate, you suddenly 
don’t have a hedge where you are supposed to. I have a 
very purist approach to hedging.

ST: At Lombard Odier, we have a different perspective on 
this topic given that we started developing multi-asset 
portfolios a couple of decades ago. In particular, our 
flagship multi-asset fund is one of the oldest available 
with a very competitive performance. Our three pillars 
are stability, capital protection and liquidity. Stable 
returns through different economic cycles are achieved 
through a rigorous quantitative approach based on 
the equity risk contribution of various risk premia. A 
dynamic risk allocation coupled with alternative risk 
premia contributions further enhances the risk-adjusted 

Pierre de Saab
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performance of the fund. For example, momentum 
strategies are included to improve our convexity profile. 
Capital preservation is implemented via an advanced 
drawdown management technique and a dynamic 
overlay of long volatility strategies for tail hedging. Finally, 
the investment universe is limited to the most liquid 
derivatives to avoid exposure to liquidity risk.

ML: We haven’t done so much lately in multi-asset. ESG is 
our main topic and it is hard to find factor products with 
ESG. But we do see that multi-asset funds are growing 
quite rapidly, and we definitely need to be a better 
investor in that industry. So, it is probably my homework 
this year.

ESG

EQD: Responsible investing has become a big topic 
for institutional investors with many large names 
highlighting this as a major theme for 2019. There seems 
to have been a shift in the market perspective, likely 
because more and more is being written to illustrate 
that using ESG data can add value to any investment 
approach, regardless of preferences toward sustainable 
investing. How are you all looking at exploring ESG and 
is it a priority?

ML: So far what we have seen is that it is really easy to 
trade ESG. I mean, if you look at the order book it seems 
like quite small. I think one factor is that all banks are 
really keen on trading it and want to be one of the first 
pioneers to trade it. But since we are around 70% of open 
balance globally, I think more investors need to come into 
the market. I also see a trend that both stock exchanges 
and banks are trying to create more advanced ESG 
products. By far the biggest question everybody asks me 
is about liquidity. And yes, it’s good. In the beginning, it 
was only me but now it is really taking off.

DA: Our management has pushed us to go forward with 
ESG and the first thought that came to me was that it is a 
constraint. But since the beginning of the year, renewables 
are up 10% year-to-date in Europe while the Euro Stoxx 
50 is flat. If you were a first mover in ESG you have an 
advantage because there is so much flow coming in now.

ST: ESG and sustainability have been a cornerstone 
for years at Lombard Odier. We are one of the earliest 
developers and promoters of these themes. We believe 
that the world will increasingly bifurcate between 
forward-looking companies embracing the transition 
and those that remain in denial. Future performance will 
be driven by sustainable approaches. Our sustainable 
team has built in-house ESG scores, revising some of the 

generic metrics. We are also closely 
monitoring new ESG standards 
proposed by government agencies such 
as the European Central Bank. In addition, 
our various teams have developed many 
sustainable funds and we propose sustainable multi-
asset solutions. Finally, we are also actively working 
on introducing ESG carbon scores as part of our multi-
objective allocation for our liquid multi-asset fund.

YLH: There are a lot of words that define ESG and the 
reality is that there is little consensus. The only consensus 
is that we – and the finance industry as a whole - have to 
do something.

PS: We have to do something because, frankly, given 

what the central banks have been doing for the last 
decade, finance does not make sense anymore for a lot 
of investors. And I think ESG is a way of finding sense in 
investing. I mean, if the central banks are going to prop 
up the equity market indefinitely and there is no point 
picking up the right stocks because they all go up, you 
might as well choose the companies that do some good 
for the planet.

YLH: ESG is here to stay, it is a trend that is not going to 
disappear because everybody agrees on it, whether it is 
the public, the clients or the investors. If you look at the 
benchmark United Nations Principles For Responsible 
Investing (“UNPRI”) the emphasis is on being transparent 
about your investments and proactive in trying to find 
the best ways to integrate ESG criteria. We launched 
a dedicated mandate last year with exclusion criteria. 
All LFIS’ funds exclude certain sectors like controversial 

Georgia Reynolds
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weapons, coal and tobacco.
There is also little consensus on how to score or rank 

companies. As a quant firm, we are taking a data-based 
approach including working to make data more reliable 
and reactive. We have especially focused on the G side of 
ESG — companies under scrutiny for bad governance.

EQD: How about opportunities?

NB: FTSE Russell, part of London Stock Exchange Group, 
launched a climate risk adjusted index series which is 
applied to the European Union. This is the first time that 
you have a standalone climate government bond index 
and we think there is a lot of potential and a lot of interest 
to look at this from an index standpoint.

YLH: All the exchanges are trying to launch products, 
despite the general lack of consensus I mentioned 
previously. Eventually, regular indices may be replaced 
with (or complemented by) ESG versions. Given my focus 
on capturing dislocations in the derivative space, I am 
monitoring this activity and the future dislocations in 
derivatives markets that might result.

EQD: How can one define what is and isn’t sustainable 
investing? For instance, if you are short a blacklisted 
company, are you actually doing a positive thing? Or is it 
still considered to be negative?

YLH: Again here, there is no consensus about the impact 
of being short. But being long, whether it is equity or debt 
is helping to finance companies so here the rationale is 
clearer. On the other hand, some argue that being short is 
also providing liquidity and is not necessarily a good thing 
either, but again the jury is still out on this.

PS: We are also a signatory of UNPRI, and we have 
joined one of their working groups in charge of defining 
what is responsible investing for quant strategies. And 
the group is on hold for the last six months because 
frankly, it cannot figure out a workable approach around 
that topic.

MK: One of the larger concerns that investors have is the 
lack of common definitions and consensus in this space. 
With every exchange launching their tailored ESG tilts, it 
might be challenging to get enough liquidity and to create 
something sizable that investors can use in their portfolios.

YLH: The trend we observe is that 
exchanges in Europe and the U.S. 
have launched a lot of different ESG 

compliant products, which makes it 
difficult to create a consensus and 
liquidity.

EQD: Nic, how is the London Stock Exchange group 
looking at this issue?

NB: The Group is working toward that direction. FTSE 
Russell is an example. LSEG has the capability to structure 
and manage bespoke products and provide a dedicated 
solution to reflect clients needs.

With listed derivatives, you need instant liquidity. It is, 
therefore, important to offer a product that reflects the 
liquidity needed. The community is working to outline ESG 
features, this is why it is key to talk with clients in order to 
find the correct balance. 

OUTLOOK

PS: The COVID-19 is shaping up to be the worst 
drawdown for financial markets since the 2008 crisis. 
In terms of the various metrics one may look at (market 
drawdown, VIX peak, realized volatility) it is already 
on par with the European sovereign crisis of 2011. The 
difference is that the importance of psychological factors 
and the resulting uncertainty is greater than with previous 
crises. In the subprime or the European sovereign debt 
crisis, the main triggers were economic factors for which 

Nicolas Bertrand

Following the recent run up in stock-market volatility, 
prompted by fears around the fast-spreading 
coronavirus and an oil-price war between Russia 
and Saudi Arabia, EQDerivatives followed up with 
participants to get their views on the altered trading 
environment. (These comments include post-selloff 
perspective.)
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there was a clear solution: central banks needed to step 
in. Here, the slowdown in economic activity arises from a 
disease that in the end might probably have fewer victims 
than the seasonal flu. Therefore, it all depends on the fear 
perception of the general population, not on the amount of 
money that is poured into the system.

Prior to the outbreak, positioning and risk taking was 
high but not excessive, and the beginning of the year is 
typically a time when investors should have an appetite 
for risk taking. Therefore, the severity of the correction 
highlights the fragility of the financial system: the market 
is driven largely by quantitative strategies and there are 
very few players left that can shrug off market moves and 
act as liquidity providers of last resort.

SW: Initially, equity markets almost ignored the 
problems imposed by the virus and equity indices 
reached new all-time highs even after the problems 
became apparent in China. But the virus — in fact 
to a lesser degree but more say the restrictions that 
both governments and also people by themselves 
imposed due to the virus — reminded us of the two 
characteristics of the modern world. First and primarily, 
in a global and interconnected world there is almost no 
problem that remains isolated to a very particular region 
of the globe. Secondly, fear feeds fear, and markets 
will react violently to increased anticipated instability, 
especially following a period of very low uncertainty 
(and therefore volatility).

As a short-term outlook I would argue that uncertainty 
will dominate and volatility will persist. Valuations were 
high going into the crisis and to some degree also driven 
by a lack of alternative investment opportunities. While 
those opportunities haven’t improved, the outlook for 
equities, at least in the short term, seems to be getting 
worse. The real-world implications of travel bans, 
production outages and reduced overall risk appetite 
during a crisis haven’t even become fully apparent yet 
and could easily push equity indices into bear market 
territories. Unfortunately, after a bull market in equities 
lasting almost 10 years, during which a “buy the dip” 
strategy was the best approach one could follow, 
investors might be underestimating the situation during 
a real crisis and the memories of 2008 (despite the crisis 
having a very different origin than in 2020) might be too 
distant for many. Therefore, unless there is a convincing 
and distinctive proactive approach by governments to 
contain and manage the virus and restore investors’ 
confidence, I also see a slim, but still real chance of 
markets declining rapidly. Volatility also is proving once 
again that it behaves a bit like a bungee cord, one can 
stretch it, but once one lets go it snaps back aggressively 
and at that point it’s also difficult to stop it again.

DA: As coronavirus continues to spread across the world, 

investors and economists now realize 
that the initial impact estimates 
on the global economy were far too 
optimistic. The risks of a supply shock 
linked to the disruption of production 
capacity in China have now been compounded by 
falling demand as people panic and increasingly 
decide to stay at home. A collective turn from greed 
to fear is appearing in capital markets. It is difficult to 
assess whether the price change is proportional to the 
worsening of fundamentals. Currently, I notice that the 
economic impacts are starting to derail the economy 
and they will only grow in the near future. That will 
bring a sense of panic, especially as it is the first global 
crisis in the social media age. Opportunities are arising 
in the dividend and repo space. Total-return calendar 
spreads on the Euro Stoxx offer probably the best carry 
proposition out there as the term structure has inverted 
further and U.S. dividends futures are pricing negative 
growth up to 2029.

MK: Given increased market uncertainty related to 
coronavirus as well as the escalating oil price war, we 
are seeing extremely high levels of volatility, both realized 
(with S&P 30 days realized volatility spiking to 40 versus 
8 back in January) and implied (VIX bridging 60 at the 
opening on March 9) that we haven’t seen since the 
financial crisis. Though volatility in general is mean 
reverting and we expect it to come down from the current 
high levels, it can stay elevated over a prolonged period 
of time. In this market environment volatility risk premium, 
capturing the difference between implied and realized 
volatilities is still attractive, especially in the normalization 
scenario. Alternatively, in the short term one could benefit 
from some of the dislocations that we see in this market. 
For example, one could monetize extremely inverted 
implied volatility term structure, especially on the front-
end which should flatten once the situation normalizes or 
given very high skew, positions capturing skew premium 
could be attractive. In addition, flexible multi-asset 
products, especially those with the ability to go long and 
short across a broad variety of asset classes, represent an 
attractive investment option both over the short and long-
term investment horizons.

NB: Volatility has increased sharply globally since 
the outbreak of coronavirus. Our markets have been 
operating normally and we continue to actively 
support all of our clients. Elsewhere in terms of product 
development, we launched IDEM extended hours in 
February, so now futures and mini futures on the FTSE 
MIB are covered from 8am to 10pm. This provides further 
opportunities to our global client base. We are now seeing 
about 9% of our futures volumes traded outside of the 
equity cash trading hours.  


