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@lukestein
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• Session is being recorded for 
Cutler Center webpage and 
Babson Finance Association 
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Did we remember to start recording?

• Please mute your microphone
• Moderator will collect questions 

(through Zoom chat) throughout
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SMALL CAVEATS

1. Fast-moving environment
2. Preliminary analysis
3. Various sources, measures, visualizations
4. More facts than explanations



BIG CAVEATS

1. The US isn’t the world
2. The US economy isn’t the US
3. The stock market isn’t the economy
4. Large-cap stocks (e.g., S&P 500) aren’t the stock market



62% of days

38% of days

As of 4/7/2020





VOLATILITY TRENDS



As of 4/6/2020



WHAT ARE WE SEEING? UNCERTAINTY

1. Extent of the virus
2. Effects of the virus

• Direct
• Indirect

3. Response to the virus
• Short-term
• Long-term











Source: Baker, Bloom, Davis, 
Kost, Sammon, and Viratyosin





Source: Scott W. BauguessCf. Cooper, Cliff, Gulen (2008) 



LOOKING FORWARD:
IMPLIED VOLATILITY AND THE VIX



• To understand “the market”’s forecast of X, 
find an asset whose price now is related to 
how X turns out
– Prices are determined by supply and demand
– Caution: Supply and demand may be determined 

by things other than X!
• The price of options increases with volatility, 

all else equal
– Prices can’t be [too?] predictable…
– But only for “durable” assets

• VIX uses options on the S&P 500 (23–37 day)
Source: https://www.linkedin.com/pulse/nearly-everything-

you-wanted-know-vix-other-volatility-luke-stein/





As of 3/2020



As of 4/7/2020



Monthly data as of 4/1/2020



Note: Variance not 
volatility

Payoffs proportional 
to excess (∑ᵢ Rᵢ²), 
not its squareroot

https://www.bloomberg.com/news/articles/2020-04-03/the-
booming-short-volatility-bet-that-lost-46-in-a-single-month





VOLATILITY AS A HEDGE



Feb 19, 2020: S&P 
500 all-time high 

close

Mar 16, 2020: VIX 
all-time high close



Good
(Relative to expectations)

Bad
(Relative to expectations)

Uncertainty
(Raises questions)

Resolution
(Answers questions)



Max ever (since VIX 
introduced in 1990): 

March 16, 2020!

As of 3/16/2020



5–12/2011

8–9/2015
12/2018

2/2018

2–3/2020



9/2008–
7/2009



Good
(Relative to expectations)

Bad
(Relative to expectations)

Uncertainty
(Raises questions)

Resolution
(Answers questions)



As of 4/6/2020







WHERE DO WE GO FROM HERE?



Source: How Does Household Spending Respond to an Epidemic? Consumption 
During the 2020 COVID-19 Pandemic (Baker, Farrokhnia, Meyer, Pagel, Yannelis)



Source: Firm-Level Exposure to Epidemic Diseases: COVID-19, 
SARS, and H1N1 (Hassan, Hollander, van Lent, Tahoun)



Source: Coronavirus: Impact on Stock Prices and Growth 
Expectations (Gormsen, Koijen)



“We show that unanticipated 
changes in predicted infections 
during the SARS and COVID-19 
pandemics forecast aggregate 
equity market returns. We model 
cumulative infections as either 
exponential or logistic, and re-
estimate the parameters of these 
models each day of the outbreak 
using information reported up to that 
day. For each trading day t we 
compute the change in predicted 
infections using day t−1 versus day 
t−2 information. Regression results 
imply that a doubling of such 
predictions is associated with a 4 
to 11 percent decline in aggregate 
market value. This result implies a 
decline in returns’ volatility as the 
trajectory of the pandemic 
becomes clearer.”
Source: Aggregate and Firm-Level Stock Returns During 

Pandemics, in Real Time (Alfaro, Chari, Greenland, Schott)



Source: Frank Donnarumma
@frankman1000



Source: Frank Donnarumma
@frankman1000


