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𝙸̲𝚗̲𝚝̲𝚛̲𝚘 ̲𝚍̲𝚞̲𝚌̲𝚝̲𝚒̲𝚘̲𝚗̲ 

A persistent misconception in financial markets is that volatility spikes appear suddenly, 

without warning. Historical evidence from major market disruptions reveals a fundamentally 

different pattern: volatility typically builds gradually over weeks or months before reaching 

crisis levels. This phenomenon has profound implications for risk management and portfolio 

protection strategies, particularly in the context of tail hedge positioning. 

 

𝚃̲𝚑̲𝚎̲ 𝙴̲𝚖̲𝚙̲𝚒̲𝚛̲𝚒̲𝚌̲𝚊̲𝚕̲ 𝙴̲𝚟̲𝚒̲𝚍̲𝚎̲𝚗̲𝚌̲𝚎̲: 𝚅̲𝚘̲𝚕̲𝚊̲𝚝̲𝚒̲𝚕̲𝚒̲𝚝̲𝚢̲ 𝙳̲𝚘̲𝚎̲𝚜̲𝚗̲'𝚝̲ 𝙰̲𝚙̲𝚙̲𝚎̲𝚊̲𝚛̲ 𝙾̲𝚟̲𝚎̲𝚛̲𝚗̲𝚒̲𝚐̲𝚑̲𝚝̲ 

The CBOE Volatility Index (VIX), often termed the market's "fear gauge," provides a 

quantifiable measure of expected 30-day forward volatility derived from S&P 500 index 

options. Analysis of historical VIX patterns during major crises reveals a consistent 

signature: a progressive escalation from baseline levels to extreme readings, rather than 

instantaneous jumps. 

 

𝘛𝘩𝘦 2008 𝘎𝘭𝘰𝘣𝘢𝘭 𝘍𝘪𝘯𝘢𝘯𝘤𝘪𝘢𝘭 𝘊𝘳𝘪𝘴𝘪𝘴: 𝘈 15-𝘔𝘰𝘯𝘵𝘩 𝘌𝘴𝘤𝘢𝘭𝘢𝘵𝘪𝘰𝘯 

The 2008 financial crisis exemplifies this gradual buildup pattern most clearly. Market 

volatility began its ascent well before the September 2008 Lehman Brothers collapse that is 

commonly identified as the crisis trigger: 

• 2007 Baseline Period: VIX averaged between 12-15, consistent with the low-volatility 

regime that characterized 2004-2007 

• Mid-2007 Initial Stress: VIX began moving into the 20s as subprime mortgage 

concerns emerged 

• September 2008 Acceleration: Following Lehman's bankruptcy, VIX surged to the  

30-40 range 

• October-November 2008 Peak: VIX reached its all-time high of 80.86 on November 20, 

2008 

This progression spans approximately 15-18 months from initial elevation to maximum panic. 

Research by Manda (2010) demonstrates that US financial crisis resulted in volatility levels 

rising to 43.6 percent during the crisis period, compared to pre-crisis levels of 13.4 percent—

a transformation that occurred gradually rather than instantaneously. 

 

𝘛𝘩𝘦 𝘊𝘖𝘝𝘐𝘋-19 𝘊𝘳𝘪𝘴𝘪𝘴: 𝘈 𝘊𝘰𝘮𝘱𝘳𝘦𝘴𝘴𝘦𝘥 𝘉𝘶𝘵 𝘖𝘣𝘴𝘦𝘳𝘷𝘢𝘣𝘭𝘦 𝘛𝘪𝘮𝘦𝘭𝘪𝘯𝘦 

The COVID-19 market disruption in early 2020, while more compressed, still exhibited 

discernible warning signals: 

• January 2020’’: VIX at 13-15 (normal levels) 

• Late February 2020’’: VIX climbing to the 20’s as pandemic concerns intensified 

• March 16, 2020’’: VIX peaked at 82.69 

Even in this accelerated timeline, the progression from baseline to peak volatility took 6-8 

weeks. According to research published in the “Journal of Economics and Finance”, the VIX 

reached 83 units on March 16, 2020, representing the highest rise in the index's history, but 

this peak was preceded by weeks of observable escalation. 

 



𝐖𝐡𝐚𝐭 𝐚𝐛𝐨𝐮𝐭 𝐭𝐨𝐝𝐚y  – March 2026? 

The 2026 Iran Conflict: Recent Evidence within a 9 day period (so statistically irrelevant, but 

psychologically important as it is right now): 

The geopolitical shock following US-Israeli strikes on Iran starting February 28, 2026 

demonstrates the same pattern. Market tensions had been building through February, with 

VIX closing at 19.86 on February 27. Following the weekend strikes on February 28, VIX 

spiked substantially, reaching highs above 35 in early March, a significant increase from the 

16-17 range seen earlier in February. 

Today, March 9, we saw the VIX spiking to 35.3 in early Asian trading hours. As I write it is 

back at 27.59 - actually down -1.92 (or -6.5%) from Friday's closing.  

So the VIX seems to still following the familiar pattern of gradual escalation rather than 

instantaneous panic. 

 

𝐓𝐡𝐞𝐨𝐫𝐞𝐭𝐢𝐜𝐚𝐥 𝐅𝐫𝐚𝐦𝐞𝐰𝐨𝐫𝐤: 𝐖𝐡𝐲 𝐕𝐨𝐥𝐚𝐭𝐢𝐥𝐢𝐭𝐲 𝐂𝐥𝐮𝐬𝐭𝐞𝐫𝐬 𝐚𝐧𝐝 𝐌𝐞𝐚𝐧-𝐑𝐞𝐯𝐞𝐫𝐭𝐬 

The gradual nature of volatility buildup is rooted in two fundamental characteristics of 

financial markets: ‘volatility clustering’ and ‘mean reversion. 

 

𝚅̲𝚘̲𝚕̲𝚊̲𝚝̲𝚒̲𝚕̲𝚒̲𝚝̲𝚢̲ 𝙲̲𝚕̲𝚞̲𝚜̲𝚝̲𝚎̲𝚛̲𝚒̲𝚗̲𝚐̲ 

First documented by Mandelbrot (1963) and formalized through ARCH/GARCH models by 

Engle (1982) and Bollerslev (1986), volatility clustering describes the empirical observation 

that "large changes tend to be followed by large changes, of either sign, and small changes 

tend to be followed by small changes." 

Mathematically, while returns themselves exhibit minimal autocorrelation, absolute returns 

display positive, significant, and slowly decaying autocorrelation functions over horizons 

ranging from minutes to several weeks. This persistence creates the characteristic pattern 

where volatile periods beget more volatility—explaining why crisis episodes extend over 

weeks and months rather than resolving immediately. 

Research demonstrates that volatility clustering reflects more than statistical artifact; it 

emerges from market microstructure dynamics. During volatile periods, market makers 

widen bid-ask spreads, reduce position sizes, and may withdraw entirely. High-frequency 

trading algorithms often reduce activity or shut down during volatility spikes, creating liquidity 

vacuums that amplify price swings and extend the duration of volatility clusters. 

 

𝙼̲𝚎̲𝚊̲𝚗̲ 𝚁̲𝚎̲𝚟̲𝚎̲𝚛̲𝚜̲𝚒̲𝚘̲𝚗̲ 

Simultaneously, volatility exhibits long-run mean reversion—a tendency to return to historical 

average levels over extended horizons. This property, documented extensively in the 

volatility modeling literature, creates a natural lifecycle for volatility episodes: gradual 

buildup, peak intensity, and eventual decay back toward baseline levels. 

The mean-reverting nature of volatility provides a theoretical foundation for why extreme 

volatility episodes don't persist indefinitely, but it also explains why they don't resolve 

instantly. The reversion process operates gradually, over weeks or months, just as the initial 

buildup does. 



𝙼̲𝚊̲𝚛̲𝚔̲𝚎̲𝚝̲ 𝙿̲𝚜̲𝚢̲𝚌̲𝚑̲𝚘̲𝚕̲𝚘̲𝚐̲𝚢̲ 𝚊̲𝚗̲𝚍̲ 𝙸̲𝚗̲𝚏̲𝚘̲𝚛̲𝚖̲𝚊̲𝚝̲𝚒̲𝚘̲𝚗̲ 𝙲̲𝚊̲𝚜̲𝚌̲𝚊̲𝚍̲𝚎̲𝚜̲ 

The gradual buildup of volatility reflects underlying information processing dynamics in 

financial markets. Major crises rarely emerge from single events; rather, they develop as 

accumulating evidence forces progressive reassessment of systemic risks. 

The 2008 crisis illustrates this pattern clearly. The subprime mortgage problems that 

ultimately triggered the global financial crisis were visible to astute observers as early as 

2006. Housing market deterioration, rising delinquencies, and stress in mortgage-backed 

securities markets provided progressive signals throughout 2007. Market volatility rose in 

stages as each new piece of information forced broader recognition of systemic fragility. 

Similarly, the COVID-19 crisis evolved from initial concerns about a regional health issue in 

January 2020 to recognition of a global pandemic threat by late February. Each stage of this 

reassessment corresponded to measurable increases in market volatility. 

 

𝐓𝐡𝐞 𝐈𝐧𝐬𝐮𝐫𝐚𝐧𝐜𝐞 𝐏𝐚𝐫𝐚𝐝𝐨𝐱: 𝐖𝐡𝐲 𝐏𝐨𝐫𝐭𝐟𝐨𝐥𝐢𝐨 𝐏𝐫𝐨𝐭𝐞𝐜𝐭𝐢𝐨𝐧 𝐈𝐬 "𝐃𝐢𝐟𝐟𝐢𝐜𝐮𝐥𝐭 𝐭𝐨 𝐒𝐞𝐥𝐥" 

At this stage it is worth addressing a fundamental misconception in the investment industry: 

the notion that tail hedge strategies are inherently "easy to sell" to clients. 

Consider the analogous decisions investors make routinely without hesitation: 

Buy a car → purchase car insurance. This isn't considered difficult to sell; it is regarded as 

prudent and often legally mandated. 

Buy a house → purchase home insurance. Again, not a challenging conversation - it is 

simply responsible asset protection. 

Hold a concentrated equity portfolio or a balanced portfolio → ???. The answer is always 

the same: we are diversified. 

The pattern breaks down precisely where it shouldn't. An investor who would never consider 

driving uninsured or leaving a home unprotected will often hold a multi-million dollar portfolio 

with no downside protection whatsoever. The same individual who pays $2,000 annually to 

insure a $50,000 vehicle balks at spending 1-2% to protect a $5,000,000 investment 

portfolio. 

This inconsistency reveals not a rational cost-benefit calculation, but a cognitive bias. Car 

and home insurance protect against visible, tangible assets. Portfolio losses, by contrast, 

often feel abstract until they materialize - at which point protection becomes prohibitively 

expensive or unavailable. 

The "difficulty" in selling tail hedges isn't inherent to the product; it stems from recency bias 

and the false comfort of low-volatility regimes. When VIX sits at 12-15 for extended periods, 

portfolio insurance appears unnecessary. The very conditions that make protection 

affordable (low volatility) create psychological resistance to purchasing it. 

This is precisely backward. The time to buy insurance is before the fire, not during it. The 

gradual buildup of volatility documented in this analysis provides a visibility window, but only 

for those monitoring the signals. 

 

 



𝐈𝐦𝐩𝐥𝐢𝐜𝐚𝐭𝐢𝐨𝐧𝐬 𝐟𝐨𝐫 𝐓𝐚𝐢𝐥 𝐇𝐞𝐝𝐠𝐞 𝐒𝐭𝐫𝐚𝐭𝐞𝐠𝐲 

The gradual nature of volatility escalation has critical implications for portfolio protection: 

A. 𝚃̲𝚑̲𝚎̲ "𝙵̲𝚛̲𝚘̲𝚐̲ 𝚒̲𝚗̲ 𝙱̲𝚘̲𝚒̲𝚕̲𝚒̲𝚗̲𝚐̲ 𝚆̲𝚊̲𝚝̲𝚎̲𝚛̲" 𝙿̲𝚛̲𝚘̲𝚋̲𝚕̲𝚎̲𝚖̲ 

Because volatility rises gradually rather than instantaneously, portfolio managers often fail to 

recognize developing crisis conditions until substantial damage has occurred. The 

progression from VIX 15 to VIX 25 may seem manageable and temporary. By the time VIX 

reaches 40+, however, the cost of protection has multiplied and portfolio losses may be 

substantial. 

 

B. 𝚃̲𝚑̲𝚎̲ 𝙲̲𝚘̲𝚜̲𝚝̲-𝚃̲𝚒̲𝚖̲𝚒̲𝚗̲𝚐̲ 𝙿̲𝚊̲𝚛̲𝚊̲𝚍̲𝚘̲𝚡̲ 

Tail hedge instruments (out-of-the-money puts, volatility products) become progressively 

more expensive as volatility rises. The optimal time to establish protection, when volatility is 

low and insurance is cheap, is precisely when it appears least necessary. By the time crisis 

conditions are obvious to all market participants, protective instruments have already 

experienced substantial appreciation. 

 

C. 𝚃̲𝚑̲𝚎̲ 𝚅̲𝚒̲𝚜̲𝚒̲𝚋̲𝚒̲𝚕̲𝚒̲𝚝̲𝚢̲ 𝚆̲𝚒̲𝚗̲𝚍̲𝚘̲𝚠̲ 

The 6-8 week (minimum) to 15+ month timeline for volatility escalation provides a window for 

informed action. Investors monitoring volatility indicators can observe developing stress 

conditions and adjust risk exposure or establish protective positions before peak crisis levels 

are reached. 

 

𝐂𝐨𝐧𝐜𝐥𝐮𝐬𝐢𝐨𝐧 

The empirical record is unambiguous: volatility spikes don't materialize instantaneously. 

Major market disruptions across different decades and crisis types - the 2008 financial crisis 

and the 2020 COVID-19 shock - demonstrate measurable buildup periods ranging from 

weeks to months. This gradual escalation reflects fundamental properties of financial 

markets: volatility clustering, mean reversion, and the progressive nature of information 

processing. 

𝐅𝐨𝐫 𝐩𝐨𝐫𝐭𝐟𝐨𝐥𝐢𝐨 𝐦𝐚𝐧𝐚𝐠𝐞𝐫𝐬 𝐚𝐧𝐝 𝐫𝐢𝐬𝐤 𝐨𝐟𝐟𝐢𝐜𝐞𝐫𝐬, 𝐭𝐡𝐢𝐬 𝐫𝐞𝐚𝐥𝐢𝐭𝐲 𝐭𝐫𝐚𝐧𝐬𝐟𝐨𝐫𝐦𝐬 𝐭𝐚𝐢𝐥 𝐡𝐞𝐝𝐠𝐞 𝐬𝐭𝐫𝐚𝐭𝐞𝐠𝐲 

𝐟𝐫𝐨𝐦 𝐫𝐞𝐚𝐜𝐭𝐢𝐯𝐞 𝐜𝐫𝐢𝐬𝐢𝐬 𝐦𝐚𝐧𝐚𝐠𝐞𝐦𝐞𝐧𝐭 𝐭𝐨 𝐩𝐫𝐨𝐚𝐜𝐭𝐢𝐯𝐞 𝐫𝐢𝐬𝐤 𝐦𝐨𝐧𝐢𝐭𝐨𝐫𝐢𝐧𝐠. 𝐓𝐡𝐞 𝐰𝐚𝐫𝐧𝐢𝐧𝐠 𝐬𝐢𝐠𝐧𝐚𝐥𝐬 

𝐞𝐱𝐢𝐬𝐭. 𝐓𝐡𝐞 𝐪𝐮𝐞𝐬𝐭𝐢𝐨𝐧 𝐢𝐬 𝐰𝐡𝐞𝐭𝐡𝐞𝐫 𝐦𝐚𝐫𝐤𝐞𝐭 𝐩𝐚𝐫𝐭𝐢𝐜𝐢𝐩𝐚𝐧𝐭𝐬 𝐰𝐢𝐥𝐥 𝐫𝐞𝐜𝐨𝐠𝐧𝐢𝐳𝐞 𝐭𝐡𝐞𝐦 𝐛𝐞𝐟𝐨𝐫𝐞 𝐭𝐡𝐞 

𝐩𝐫𝐨𝐠𝐫𝐞𝐬𝐬𝐢𝐨𝐧 𝐟𝐫𝐨𝐦 𝐦𝐚𝐧𝐚𝐠𝐞𝐚𝐛𝐥𝐞 𝐯𝐨𝐥𝐚𝐭𝐢𝐥𝐢𝐭𝐲 𝐭𝐨 𝐜𝐫𝐢𝐬𝐢𝐬-𝐥𝐞𝐯𝐞𝐥 𝐬𝐭𝐫𝐞𝐬𝐬 𝐜𝐨𝐦𝐩𝐥𝐞𝐭𝐞𝐬 𝐢𝐭𝐬 𝐢𝐧𝐞𝐯𝐢𝐭𝐚𝐛𝐥𝐞 

𝐜𝐲𝐜𝐥𝐞. 
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Disclaimer: 

The information and opinions contained in this paper have been researched, compiled and written by the author 

with the utmost care.  

This document is being provided for informational purposes only by the author. This material is intended only for 

Professional Clients and Market Counterparties and must not be relied upon by another person. Any opinions 

expressed in this document may vary without prior notice and do not constitute investment advice. The author 

does not warrant as to the accuracy or completeness of any market prices, data and information contained herein 

which can be subject to change at any time without notice and therefore the author and the firm shall have no 

liability (whether in contract, tort or otherwise) for any direct, indirect, consequential or special losses or damages 

of any kind whatsoever arising from or in connection with the information contained herein or any reliance on any 

of the content.  

Investors should conduct their own due diligence and not rely on the financial assumptions, estimates, or 

regulatory representations displayed in this document. It is also the investors’ responsibility to assure the 

information presented in this document comply with regulatory expectations.  Any comments or statements non-

factual in nature constitute current opinions, which are subject to change. Nothing in this document constitutes 

investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or 

appropriate for individual circumstances, or otherwise constitutes a personal recommendation for any specific 

investor. The author recommends that investors independently assess, with a professional advisor, the specific 

financial risks as well as legal, regulatory, credit, tax and accounting consequences. Past and simulated 

performance are not a reliable guide to future performance - investments can go down as well as up and you may 

get back less than your original investment. In the case this document is executed in a different language than 

English, the English version of this document shall represent the understanding of all parties. Any other version is 

provided as a translation. In the event of any conflict between the two versions, the English version shall prevail. 

 


