Volatility Models

Volatility has many dimensions. 

There are 3 primary types of volatility that we measure and forecast :

· The Internal Rate of Volatility
· The Closing Rate of Volatility
· The Overnight Volatility
· Our Volatility Models accomplish by design a unique view of markets that is typically overlooked by many. 

There are in total 14 different volatility perspectives employed by the computer. 

The results have always been fascinating. 

The first is what perhaps most people see and experience gaining the headline news. 
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Picture here is what we call the INTERNAL RATE OF VOLATILITY. 

This is measured solely on a trading session basis be it a day, week, month, quarter, or year. 

In other words, this is the percentage price movement between the high and low strictly for that session. 

You will notice that on this basis, the volatility during the Great Depression actually increased going into the lows while it did not capture the headlines, 

However, a 20 point move when the market is trading at 60 points is a 33% price movement whereas the big point drops. 

For example, the week of October 28th, 1929 where there was the biggest point drops in a single day moved only 295 to 252 internally for the week. 

This was a 14.49% rate of volatility. 

Measuring the INTERNAL RATE OF VOLATILITY (high-low) we actually reached the peak AFTER the week of July 4th when the low was established. 

This high came 4 weeks after the low during the week of August 1st, 1932. 

This produced a 22.48% percentage move to the upside. 

This is what most would call a short-cover rally. 

Therefore, measuring volatility only on an internal rate perspective, the high was a short-cover rally AFTER the major low rather than in a panic sell-off from the high. 









Now let use look at the Closing Rate of Volatility measure between the close of the previous session to the close of the current session. 
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Here once again, we have the high forming the week of August 1st, 1932 whereas the previous week close was 54.3 and the current week closed at 66.6. 

This represented a 22.65% gain. 

The sharpest decline came during the week of November 4th, 1929 with a 12.85% decline on a closing basis. 

Once again, what we are seeing here is the largest percentage movement actually took place after the low in 1932 and NOT at the high in 1929. 










Our third view of volatility is the Overnight Volatility. 

This is measured between the close of the previous day and the opening bell of the current trading session. 
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Now when we look at volatility in this perspective the actual peak in Overnight Volatility took place the week of June 17th, 1929 which is the breakout to the upside moving into the final high that comes in the week of August 26th, 1929. 

The week of November 4th, 1919 opened down 4.15% which was the biggest overnight drop. 

Nonetheless, this is just a sample of how we look at volatility on many different facets. 

It is of critical importance to also understand that markets move in many different ways. 

What appears to be one dimension is actually highly complex and pealing back each layer reveals some very interesting perspectives. 
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Our Volatility Models accomplish by design a unique view of 

markets that is typically overlooked by many. 
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