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Despite significant geopolitical and economic
turbulence, implied volatility across asset classes
has lately remained subdued. In Gold, volati-
lity spikes have been quickly sold off, reflecting
market resilience and a condescension to new
emerging risks. This creates potential opportu-
nities to gain exposure to Volatility Premium,
which is currently trading at soft levels. The ana-
lysis of the volatility skew reflects a fair align-
ment with the average levels of Calls over. Both
volatility and skew remain reasonably priced,
despite strong macro conditions that could lead
to a high realized volatility environment.

CROSS ASSET VOL
DYNAMICS IN THE NEW
TRADING ENVIRONMENT

Arange of global economic, geopolitical, and policy
risks has contributed to a heightened perception
of volatility in financial markets. Factors such as in-
flationary pressures, central bank monetary tighte-
ning, and geopolitical tensions have all played a
role in driving uncertainty. However, despite these
challenges, markets have not significantly repriced
general levels of implied volatility.

Our analysis is conducted on traditional volatility
indices such as GVZ (Gold), VIX (Equity), MOVE (U.S.
Rates Swaps) and CVIX (FX). We normalized the
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time series and observed that they currently trade
in the lower band of the range since 2008. Recent
volatility peaks failed to revisit the 2022 highs. Bar
the VIXs' spike in late August 2024 caused by a si-
gnificant miss in U.S. NFP.

These indices are collectively not trading far from
their long-termm median values. Without any sur-
prise, Rates volatility, as evidenced by the MOVE
index, stands as the most volatile asset class given
the uncertainty around monetary paths in the U.S.
It has been more than a decade since the MOVE
index has last taken the crown of the most volatile
asset class. On the contrary, VIX prints as the lowest
asset class, echoing an observation already made
during the 2011-2018 period. Throughout that time,
much like today, the S&P 500 experienced a bull
run driven by steady growth in the U.S. economy,
the normalization of monetary policy, and a com-
placent «buy the dip» mindset. Notable was the
magnitude of the FX implied volatility upside trend
from early 2022. This was caused by the start of the
hiking cycle by multiple central banks, notably the
FED in March 2022, that prompted a strong risk
aversion sentiment. For the identical reason, the
MOVE index appreciated in the same period but
with greater significance. GVZ is the only index
holding the 2023 levels following a solid positive
growth from the beginning of 2024. The increase
in volatility can be attributed to multiple reasons,
including a flight to quality impelled by doubts
about the U.S. soft landing scenario and a strong
central bank demand for the yellow metal.
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IDENTIFYING
OPPORTUNITIES
IN GOLD VOL

This overall volatility portrait might seem surprising
when considering the dramatic trends across va-
rious asset classes over the past two years. Particu-
larly, Gold has garnered attention due to a year-to-
date surge of over 25% in value. Despite displaying
one of the wildest yearly spot returns on record,
Gold's implied volatility has remained relatively
muted, mirroring the dynamics seen in Equities.

Looking more closely at the past two years and
using 3-month ATM volatility as a proxy, a clear
pattern emerges. For most of this period, Gold’s
implied volatility has consistently traded higher
than its realized volatility. However, an exception
occurred between late April and the end of July
2024, when Gold consolidated within the $2,300
to $2,400 range, causing implied volatility to align
more closely with the realized volatility. This period
of consolidation has marked a temporary pause
in the otherwise positive volatility premium seen
throughout the market. On average over the last
2 years, the volatility premium traded around 0.8%.
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The positive average volatility premium reflected
the exogenous shock in the Middle East and the
consensus mispricing of the Fed's monetary poli-
cy. As a consequence, the market began to assign
a significantly larger weight to extreme outcomes
(i.e. weight in the right tail of the distribution) in im-
plied versus realized volatility.
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Currently, the volatility premium is trading flat to
negative and lies in the bottom 25th centile whe-
reas the 2023-2024 mean would sit in the 41st cen-
tile of the distribution. Overall, this might suggest
that market participants are becoming more resi-
lient to the aforementioned risk events.

Similarly, this might indicate that new incremental
risks factored in by markets have only a marginal
impact on volatility pricing. Volatility premium ap-
pears to be trading at an appealing level. This pers-
pective is also supported by fundamentals such as
the uncertainty over the pace and potential esca-
lation of the Middle East conflict, upcoming U.S.
elections, a small but considerable probability of
U.S. recession and Gold’s long positioning at close
to a record high.
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Nonetheless, the resilience of the market towar-
ds new vol events seems consistent even when
looking at volatility spikes, defined as a value ex-
ceeding 2 times the rolling 90-period moving ave-
rage of GVZ. The number of pins that occurred in
the past 3 years falls a little short of the mean per
year since 2008, thus pointing to a currently mo-
dest variance environment.

Moreover, of the 32 spikes that occurred over the
past two years, more than 60% have been sold im-
mediately or shortly after. We identify natural fa-
ders of vol such as gold producers, who might be
seeking to generate hedging outperformance re-
lative to forwards, or private banks that, on behalf
of their clients who are naturally long Gold, sell co-
vered Calls taking advantage of attractive volatility
and spot entry points.

Over the last two years, the GVZ spikes concurred
with higher spot movements, mostly when the yel-
low metal did a >1.5% return daily. However, while
higher vol was associated with solid positive spot
return, the opposite cannot be affirmed. The rela-
tionship between the two is a compelling case for
analysis with empirical studies often struggling to
produce actionable insights.

Gold returns and GVZ Spikes (last 2 years)
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Although some selling has occurred during volati-
lity spikes, the Skew — measured by the 1-year 25
Delta Call Risk Reversal — currently trades 2.82 Call
over. While this Skew level is consistent with Gold's
year-to-date price action, it is noteworthy that it
sits around the 60th centile of the monthly data
distribution since 2006. This indicates that, histori-
cally, the current skew is not particularly elevated.
Therefore, it appears the volatility premium in
outright vanilla options is not excessively costly at
the moment.
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electrum is the trading division of OCIM Group, a wholly owned subsidiary of OCIM Finance
SA. Our highly experienced team designs and implements tailor-made hedging solutions
on global capital markets, from strategic metals and currencies to interest rates and equi-
ties. We provide the group’s various entities with dynamic strategies and around the clock
execution enabling our partners to focus on their core business while we handle their mar-
ket exposure. Capitalizing on our in-house expertise, we optimise and de-risk their market

transactions so they operate with serenity.
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