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Dependence

Summary:

The volatility risk premium in short-dated options remains a persistent source of return, but
its behavior is increasingly shaped by positioning, liquidity, and regime shifts rather than
static relationships between implied and realized volatility.

Introduction

The volatility risk premium (VRP) — the tendency for implied volatility to exceed realized
volatility — has long been a foundational source of return in options markets.

In recent years, the growth of weekly and short-dated options has shifted where and how
this premium is expressed.

While the core relationship remains intact, its reliability is increasingly regime-dependent,
requiring a more adaptive approach to capturing it.

Structural Drivers of the Volatility Risk Premium

The persistence of VRP is rooted in structural demand:
Investors seek downside protection

Hedging demand remains consistently elevated

Option buyers are willing to pay a premium for convexity

This results in:

Implied volatility systematically pricing above realized volatility
A natural carry profile for option sellers
Short-dated options amplify this effect due to:
Faster time decay

More frequent repricing

Concentrated positioning around near-term events
Weekly Options and the Compression of Time
Weekly options have introduced a new dynamic:
Time horizons are compressed

Volatility is repriced more frequently

Positioning resets on a rolling basis
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This creates:

More frequent opportunities to harvest premium
Greater sensitivity to short-term market movements
However, it also introduces higher path dependency, where outcomes are increasingly

influenced by intraday and multi-day price behavior rather than longer-term trends.

Stability vs. Breakdown Regimes

The VRP is not constant. It operates across two primary regimes:
Stable Regimes

Realized volatility remains contained

Implied volatility decays predictably

Option sellers benefit from consistent premium capture

Breakdown Regimes

Realized volatility expands rapidly

Implied volatility reprices aggressively

Losses can materialize quickly and nonlinearly

Breakdowns are typically triggered by:

Sudden macro shocks

Liquidity gaps

Crowded positioning unwinds

These events are infrequent but impactful.

Role of Positioning and Market Structure

The increasing use of short-dated options has concentrated positioning in narrow time
windows.

This leads to:

Clustering of risk around specific expiries

Amplified hedging flows near key levels

Increased short-term volatility around expiration cycles

As aresult, VRP capture is no longer purely a function of selling volatility, but of

understanding how positioning interacts with price movement.

Market structure now plays a central role in determining when the premium can be
harvested effectively.

Risk Management and Time Horizon

Given the characteristics of weekly options, risk management becomes critical;
Exposure must be sized relative to short-term volatility

Time horizons must remain tightly controlled

Positions must be actively monitored and adjusted
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Short-duration approaches offer advantages:

Faster response to changing conditions

Reduced exposure to prolonged adverse moves

Ability to re-enter once volatility stabilizes

The goal is not continuous exposure, but selective participation aligned with favorable
conditions.

Integration with Complementary Return Streams

Volatility premium strategies are most effective when combined with other return sources.

In particular:

Short-term directional strategies can benefit during volatility expansion

Volatility premium strategies perform best during stability

These components exhibit differing performance profiles, which can be combined to:
Smooth return streams

Reduce dependency on a single market regime

Enhance overall portfolio robustness

Conclusion

The volatility risk premium in weekly options remains a compelling source of return, but it is
no longer a static or passive opportunity.

Its behavior is shaped by:

Market structure

Positioning dynamics

Regime shifts in volatility

Capturing this premium effectively requires:
Short time horizons

Active risk management

Awareness of structural drivers

In modern markets, the edge lies not simply in selling volatility, but in understanding when
and how the premium can be harvested under changing conditions.

These dynamics are consistent with the role of volatility premium capture within
systematic futures and options strategies operating across varying market regimes.
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Important Disclosures

This material is provided for informational purposes only and is not intended as an offer to
sell or a solicitation to buy any security, futures contract, or other investment product.

The views expressed reflect the opinions of Advanced Alpha Advisers, LLC as of the date of
publication and are subject to change without notice.

This material does not constitute investment advice or a recommendation to engage in any
trading strategy. Any forward-looking statements are based on current expectations and
assumptions and are subject to change.

Trading futures, options, and other derivatives involves substantial risk of loss and is not
suitable for all investors. Past performance is not necessarily indicative of future results.

This document may include general market observations and discussions of strategy
behavior. It does not represent the performance of any specific account and should not be
interpreted as indicative of the performance of any account or trading program managed by
Advanced Alpha Advisers, LLC.

Any references to market behavior or strategy characteristics are illustrative in nature and
are not based on the performance of any client account.
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