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V-LAB VOLATILITY MAP FOR FEB 9,2018
GREEN MEANS PREDICTED VOLATILITY IS LOW RELATIVE TO PAST.



EUROPE FOR FEB 9,2018



VOLATILITY MAP 8 DAYS EARLIER



VIX DERIVATIVES
FUTURES depend upon future value of the VIX, i.e. the volatility 
predicted as of the expiration of the futures contract.  

ETFs are stocks of companies that hold the underlying as assets

ETNs are debt of companies. The debt is callable and issuers can fail. 
The value is based on market prices of securities, VIX futures
ETNs can be long, short or levered.  They can depend upon short term 
futures, medium term futures or long term futures. 

DID THESE DERIVATIVES CAUSE THIS HIGH VOLATILITY?







WHAT IS THE EXPLANATION FOR THIS?
Rising interest rates make stocks overvalued.  Volatility in response 
to news is natural.  Further volatility in response to threatened trade 
war is also natural.

The collapse of XIV is result of the rapid rise in volatility.  It is often 
said that selling volatility is a profitable short career.

The ETNs were called on Feb 5 and billions of $ disappeared.
Credit Suisse, the issuer, was unable to hedge the dramatic change in 
volatility.



DID XIV CREATE THE VOLATILITY AND 
MARKET COLLAPSE?
I don’t think so although hedging by the issuers may have 
accelerated the decline.  

Real unanticipated events occurred.

The high volatility continued after the demise of XIV.
The volatility extended to Europe and South America where these 
products were not traded.



SRISK FOR INSURANCE



THE ISSUE
There are important accounting characteristics of insurance companies, 
particularly life insurance companies.

Premiums are accumulated in investment funds such as variable annuities.  
These can be withdrawn often with penalties, and have payouts often at 
guaranteed  levels.

These are reported in separate accounts which appear as both assets and 
liabilities.  An estimate of the value of the guarantees is also recorded as a 
liability.  

Including separate accounts as assets which require capital may overstate the 
need for capital.  However ignoring them will understate the need for 
precautionary capital.  



ANALYSIS
What is the right capital ratio for insurance companies?

Typical capital ratios in calm times when separate accounts are 
included are  6%  and when separate accounts are excluded are      
12% .

When 40% are included we get capital ratios of about 8% which is 
now the default on V-LAB.
Users can set this percentage anywhere between 0 and 100%.



INCLUDING SEPARATE ACCOUNTS



EXCLUDING SEPARATE ACOUNTS



INCLUDING 40%



LINKS TO VINSIGHT











HOW MUCH IS TOO MUCH?
MANUSCRIPT BY 

ROB ENGLE AND TIANYUE RUAN



SRISK 
SRISK IS A MEASURE OF SYSTEMIC RISK FOR FINANCIAL 
INSTITUTIONS.  IT MEASURES UNDERCAPITALIZATION USING EQUITY 
AND ACCOUNTING DATA  AND IS A FUNCTION OF SIZE, LEVERAGE 
AND INTERCONNECTEDNESS OR RISK.   IT IS A STRESS TEST BASED 
ON PUBLICLY AVAILABLE INFORMATION.
IF SRISK IS HIGH RELATIVE TO THE STOCK OF FINANCIAL ASSETS, 
THEN DELEVERAGING WILL BEGIN.  IT MAY LEAD TO CREDIT 
RESTRICTION AND ULTIMATELY A FINANCIAL CRISIS.
WHAT IS THE CAPACITY OF A COUNTRY TO MANAGE 
UNDERCAPITALIZATION AND WHAT IS THE PROBABILITY OF A CRISIS?



RESULTS
The paper estimates for 23 industrialized countries a panel Tobit 
model explaining the Romer and Romer(2017) crisis measure as a 
function of SRISK/Total Assets and country fixed effects.

The result incorporates two externalities.   The risk of one firm will 
depend upon the undercapitalization of other firms in the same 
country.

The risk of one country will depend upon the undercapitalization of 
all other countries.  



US SRISK Capacity and Probability of Crisis



SPAIN SRISK Capacity and Probability of Crisis



GREECE SRISK Capacity and Probability of Crisis



AUSTRALIA SRISK Capacity and Probability of Crisis



JAPAN – SRISK, CAPACITY, PROBABILITY



A FINANCIAL APPROACH 
TO CLIMATE RISK



NEW INITIATIVE of the VOLATILITY INSTITUTE 
FIND AND EVALUATE

HEDGE PORTFOLIOS AND MAKE THIS PUBLIC

PRINCIPLE INVESTIGATORS:  JOHANNES STROEBEL AND MYSELF

WITH HEEBUM LEE AND KONHEE CHANG

IN COLLABORATION WITH BRYAN KELLY AND STEFANO GIGLIO AT 
YALE

SUPPORTED BY GENEROUS GRANTS FROM:

GLOBAL RISK INSTITUTE,  TORONTO

NORGES BANK UNDER THE NFI  PROGRAM, OSLO
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EVALUATION OF ENVIRONMENTAL FUNDS
VLAB.STERN.NYU.EDU/WELCOME/CLIMATE
GREEN ETFs
◦ ALTERNATIVE ENERGY

◦ WIND
◦ SOLAR
◦ NUCLEAR

◦ LOW CARBON

MORNINGSTAR SELECTED FUNDS
◦ LOW EXPOSURE TO FOSSIL RESERVES
◦ CARBON FOOTPRINT < .5*SP500
◦ HIGH RANKING ON E MEASURE OF ESG
◦ INTERNATIONAL SUSTAINABLE
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ALTERNATIVE ENERGY ETFs (RANKED BY 3Y RETURN)
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POWERSHARES CLEANTECH ENERGY APRIL 27 2018
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ALPHA IN FF THREE FACTOR MODEL



ARE THESE FUNDS CORRELATED WITH CC?



What is in their future?
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