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Table 1: Changes in Implied Volatility

Party like it’s 2017?
Mr. Tobias Hekster and Mr. Govert Heijboer

With equity markets roaring up in the start of 2019, one
can be forgiven to have forgotten that a mere ten weeks
ago the bears were firmly in control with plenty of shellshocked investors liquidating their market exposure.
Maybe this explains the severity of the rebound, with
money on the sidelines rushing back in once a further selloff into a real bear market was averted. If the fourth quarter
of 2018 were a brief mental exercise in what markets would
look like when off the monetary life-support, the doctors at
the Fed and other central banks have quickly decided the
patient is not yet ready.
An old Dutch proverb goes “gentle healers make stinking
wounds’”, which loosely translates as,it is better to treat
a problem thoroughly even if the treatment is painful,
otherwise it may get worse. The markets immediately
took the flexibility expressed by Powell on not only future
rate hikes but also on the Fed balance sheet run-off, as
an invitation for an extended bull party. The monetary
punchbowl was back in the middle of it, just like in 2017.
As if 2018 never happened. Permit us to suggest it would
be wise to reflect on last year taking into account the Dutch
proverb.
While we appreciate a good party as much as the next
person, we wonder whether the perceived similarities with
2017 ring true. We dare say that despite the rosy mood
and cratering volatilities globally, we are not entering
a sustained period of depressed volatilities. Market
complacency has gone too far, too fast.
Implied volatilities have come down radically over the
past 10 weeks. Table 1 below compares the 1-month atthe-money implied volatility on December 28th 2018 for
several global indices with their current levels. Although
part of the decline is driven by higher index levels (in
general, options with higher strike prices command a
lower implied volatility), significant supply of volatility has
hammered down options prices.

1M ATM
(12/28/18)

1M ATM
(3/4/19)

Change

S&P 500

28.9

10.5

-64%

Nikkei 225

36.1

14.3

-60%

Kospi 200

20.5

13.1

-36%

Hang Seng

26.5

15.8

-40%

Eurostoxx 50

23.5

11.5

-51%

Source: True Partner Capital

However, implied volatility is only one side of the equation.
Where implied volatility can be seen as the cost of
potential movement (in the form of daily time decay), the
revenue of options depends on the actual movement the
markets exhibit. From the actual movement perspective,
the following statistic is telling. During all of 2017, there
were a total of seven trading days in the S&P 500 with a
>1% move, while in January 2019 alone we have already
experienced seven of these trading days.
The observation whether volatility is ‘cheap’ or not depends
on the degree of actual daily movement. When comparing
the current levels of implied volatility with our generic
(proprietary) measure for actual movement, most indices
trade around fair value, as depicted in Table 2 below.
Table 2: Current Implied and Realized Volatility
1M ATM
(3/4/19)

20D realized
proxy

Realized /
Implied

S&P 500

10.5

9.5

90%

Nikkei 225

14.3

12.4

87%

Kospi 200

13.1

13.5

103%

Hang Seng

15.8

15.6

99%

Eurostoxx 50

11.4

10.5

92%

Source: True Partner Capital

In other words, volatilities in key indices such as Nikkei, S&P
500 and Eurostoxx 50, have compressed to such an extent
that they are actually trading at their current realized levels.
Anecdotal evidence says the volatility-short trade is alive
and kicking. A valid question is how much room there is to
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run from here. When implied and realized volatility have
converged at these low volatility levels, the benefit from
a volatility short position (assuming the trader hedges his
or her risk dynamically) would only lie in further volatility
compression. Selling options is only a carry trade as long
as the daily receipt of time decay exceeds the actual daily
movement. As both movement and implied volatility have
come down radically since the end of December, it is not a
surprise that the CBOE Eurekahedge Short Volatility Index
was able to recapture a sizeable chunk of December’s
losses in January. (and it is our expectation they ought
have recovered more in February).
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In order to judge how much momentum the volatility
short trade has left in the short term, we should revert
back to 2017. For most of the year, dismal levels of realized
volatility invited yet more volatility sellers in a reinforcing
feedback loop that seemed to go on perpetually until it
didn’t. While it only cracked up in February 2018, the first
signs of frailty were already visible at the end of 2017.
Table 3 below shows that in October 2017 implieds were
still comfortably above actual movement, fueling the
feedback loop. But come December month end, that was
mostly gone.

Table 3: 2017 Realized and Implied Volatility
1M ATM

Realized / Implied

1M ATM

Realized / Implied

26/10/2017

26/10/2017

28/12/2017

28/12/2017

S&P 500

8.3

65%

7.6

93%

Nikkei 225

12.1

86%

10.8

76%

Kospi 200

10.5

76%

12.4

98%

Hang Seng

13.2

84%

13.6

105%

Eurostoxx 50

11.1

73%

10.7

101%

Source: True Partner Capital

In our view the current volatility landscape is more in line
with the very end of 2017. From a behavioral perspective
this makes sense as well. By backtracking on rate hikes and
balance sheet reduction, the Fed yet again reinforced the
Powell Put; previously also known as Yellen Put, Bernanke
Put and Greenspan Put…. Hence, there was a rush to cash
in on this renewed market backstop by selling volatility
and buying equity. As the process is perceived to be a
repetition of the past, logically the speed of the process
increases which explains the breakneck pace of volatility
declines this time around.This increased speed can be
seen as a “learning curve”, although the “knowledge”
learned can be disputed.

Interestingly, in addition to the compression of volatility,
other typical higher risk carry trades have roared back to
life from their December swoon. For example High Yield
(as reflected by the HYG ETF), Preferred Shares (as reflected
by the PFF ETF) and Leveraged Loans (as reflected by the
S&P LSTA US Leveraged Loans Index) are all trading at or
very near their highs. A veritable dash-for-trash seems to
be on after Powell’s flexibility comments, with risk assets
getting priced near perfection.
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Chart 1: Recent Performance of Selected Carry Trades

Source: True Partner Capital; Bloomberg Data

Amongst all the frothiness observed in the markets, for the
near future, there is still a difference between concluding
it is December 2017 again and predicting whether and
when February 2018 will happen again. While all it takes is
a catalyst with which a quick unravelling of the Goldilocks

Markets could take place, markets have shown to be quite
adept at ignoring all kinds of negative news and threats
for a prolonged period. Until then, it pays for a volatility
trader to remain patient and diligent, knowing that all
parties come to an end.

About the authors
Mr. Govert Heijboer, Co-CIO of True Partner, has been active as

Mr. Tobias Hekster, Co-CIO of True Partner, has been actively

a market maker trading in the European and Asian derivatives

trading for the past 21 years in various different roles in

markets as well as positional trading since 2003. Govert started

several markets across the globe. Starting at IMC in 1998

as a trader/researcher at Saen Options in

as a pit trader in Amsterdam, Tobias

Amsterdam and rose to become the director

has established the off-floor arbitrage

of derivatives trading and a member of

desk, headed the Chicago office in the

the executive team in 2007. In 2008 he

transition from floor trading to electronic

moved to Hong Kong to set up and assume

trading and set up the Asian volatility

responsibility for all trading activities in the new Saen Options

arbitrage desk in Hong Kong. Tobias holds

Hong Kong branch office. Govert holds a PhD in Management

an MSc in Economics and he teaches as an Adjunct

Science and an MSc in Applied Physics from the University of

Associate Professor at the Chinese University of Hong Kong

Twente, Netherlands. He is a founding partner and has worked on

and as an Adjunct Professor of Financial Practice at National

the launch of the True Partner Fund since March 2010.

Taiwan University.

Office 82, 17/F, Silvercord Tower 2
30 Canton Road, Tsim Sha Tsui, Hong Kong

www.truepartnercapital.com

Being a True Partner

Global Asset Management

Party like it’s 2017?

03 - 2019

page 5/6

Publication of True Partner

About True Partner Capital
True Partner Capital is a team of former market makers and
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Disclaimer
This document has been prepared and issued
by True Partner Advisor (“True Partner”). This
presentation is confidential, is intended only for
the person to whom it has been provided and
under no circumstance may a copy be shown,
copied, transmitted, or otherwise given to any
person other than the authorized recipient
without the prior written consent of True Partner.
Notwithstanding the foregoing, an investor may
disclose to any and all persons, without limitation
of any kind, the tax treatments and tax structure
of True Partner Fund, (the “Fund” or “Offering”)
and all materials of any kind, including opinions
or other tax analyses that are provided to the
investor relating to such tax treatment and tax
structure. The distribution of the information
contained herein in certain jurisdictions may be
restricted, and, accordingly, it is the responsibility
of any prospective investor to satisfy itself as to
compliance with relevant laws and regulations.
Nothing herein constitutes an offer to sell, or
solicitation of an offer to purchase, any securities,
nor does it constitute an endorsement with
respect to any investment strategy or vehicle. Any
offer of securities may be made only by means of a
Confidential Memorandum (the “Memorandum”),
which contains additional information about the
Fund and expenses associated with an investment
therein, only to sophisticated investors in
jurisdictions where permitted by law. All relevant
Offering Documents should be carefully reviewed
before investing. Any decision to invest in the

Fund should be based solely on the information
included in the Memorandum. In the case of any
inconsistency between the descriptions or terms
in this presentation and the Memorandum, the
Memorandum shall control.
Past performance is not indicative of future results.
The information contained herein is preliminary,
is provided for discussion purposes only as a
summary of key information, is not complete and
does not contain certain material information
about the Offering. The information contained
herein does not take into account any particular
investment objectives or financial circumstances
of any specific person who may receive it. Parties
should independently investigate any investment
strategy or manager, and should consult their
own advisors as to legal, tax, accounting,
regulatory and related matters prior to investing.
These materials may contain historical market
data; however, historical market trends are not
reliable indicators of future market behavior. Due
to, among other things, the volatile nature of the
markets and the investment strategies discussed
herein, the investment strategies may only be
suitable for certain investors. There can be no
assurance that the Offering will have a return
on capital similar to historical returns provided
because, among other reasons, there may be
differences in economic conditions, regulatory
climate, portfolio size, leverage use, expenses
and structure, as well as investment policies
and techniques. Any information provided with
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respect to how the portfolio will be constructed
is merely a guideline, which True Partner may
change at any time in its sole discretion. Unless
otherwise indicated, the information contained
herein is believed to be accurate as of the date
indicated. No representation or warranty is made
as to its continued accuracy after such date.
The Fund is not registered under the Investment
Company Act of 1940, as amended, in reliance
on an exception thereunder. Interests in the Fund
has not been registered under the Securities Act
of 1933, as amended, or the securities laws of any
state; they are being offered and sold in reliance
on exemptions from the registration requirements
of said Act and laws. Neither the Fund’s Operative
Documents, nor the offering of its limited
partnership interests, have been reviewed or
approved by U.S. federal or state regulators.
Interests in the Offering are not deposits or
obligations of, or guaranteed or endorsed by, any
bank or other insured depository institution, and
are not federally insured by the Federal Deposit
Insurance Corporation, The Federal Reserve Board
or any other governmental agency. The interests
issued by the Fund are offered or otherwise made
available only in accordance with available,
applicable private placement or offering rules.
An investment in the Offering is illiquid and
there are significant restrictions on transferring
the Funds’ limited partnership interests. There
are no secondary markets for the Fund’s limited
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partnership interests and none are expected
to develop. True Partner has sole discretion
regarding the allocation of the Fund assets. The
Fund represents a speculative investment and
involves a high degree of risk. The Fund’s portfolio,
which is under the sole trading authority of
True Partner, is principally an Equity Volatility
Arbitrage fund. This lack of diversification may
result in higher risk.
A private fund is generally not subject to the
same regulatory oversight and/or regulatory
requirements as a mutual fund. The Offering is not
required to provide periodic pricing or valuation
information to investors. Investments may involve
complex tax structures resulting in delays in
distributing important tax information.
Certain instruments may have no readily available
market or third party pricing. Performance may
be volatile as private funds may employ leverage
and other speculative investment practices that
may increase the risk of investment loss, and
adherence to risk control mechanisms does not
guarantee investment returns. Additionally, fees
may offset an investor’s profits. A comprehensive
list of potential risk factors is outlined in the
Offering Documents.
Investing in the financial markets involves a
substantial degree of risk. There can be no
assurance that the investment objectives described
herein will be achieved. Investment losses may
occur, and investors could lose some or all of their
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investment and successfully overcoming barriers
to entry, e.g., legal and regulatory enterprise does
not guarantee successful investment performance.
No guarantee or representation is made that the
Fund’s investment program, including, without
limitation, its investment objectives, strategies
or risk monitoring goals, will be successful and
investment results may vary substantially over time.
Investment losses may occur from time to time.
Nothing herein is intended to imply that the Fund’s
investment methodology should be considered
“conservative”, “safe”, “risk free” or “risk averse.” An
investment in any fund should be discretionary
capital set aside strictly for speculative purposes.
Certain information contained in this document
contains: forward-looking statements” which
can be identified by the use of forward-looking
terminology such as “may”, “will”, “should”,
“expect”, “anticipate”, “target”, “project”, “estimate”,
“intend”, “continue” or “believe” or the negatives
thereof or other variations thereon or comparable
terminology. Due to various risks and uncertainties,
actual events or results or the performance of the
Fund may differ materially from those reflected or
contemplated in such forward-looking statements.
Forward looking information is subject to inherent
uncertainties and qualifications and could be
based on numerous assumptions. Forward looking
information is provided for illustrative purposes
only and is not intended to serve as, and must not
be relied upon by any investor as, a guarantee, an
assurance, a prediction or a definitive statement of
fact or probability.
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Performance Methodology: Past performance
is not an indicator of future performance.
Annualized Returns or Performance figures for
True Partner Fund are based on Class B shares and
are shown on a net basis after the deduction of
a 2% management fees and a 20% performance
fee, trading related and other expenses that an
investor would have or actually paid.
The indexes’ performances do not reflect the
deduction of transaction costs, management
fees, or other costs which would reduce returns.
References to market or composite indexes,
benchmarks or other measures of relative market
performance (indexes) over a specified period of
time are provided for your information only and
do not imply that a portfolio will achieve similar
returns, volatility or other results. The composition
of an index may not reflect the manner in which a
portfolio is constructed in relation to expected or
achieved returns, portfolio guidelines, restrictions,
sectors, correlations, concentrations, volatility or
tracking error targets, all of which may change
over time. Indexes are used as performance
benchmarks only, as True Partner does not
attempt to replicate an index. The composition of
the indexes is not necessarily similar to accounts
managed by True Partner. The prior performance
of the indexes will not be predictive of the future
performance of accounts managed by True
Partner. An investor may not invest directly in an
index.
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