
Volatility: The smart investor’s
take
Stock market volatility isn’t for the faint of heart; it also isn’t inherently bad. At
its core, volatility is about instability; it denotes big moves and unexpected
shifts. That’s unsettling for retail investors focused on the long-term. But it can
also create opportunities for professional traders and investors. 

In this article, we’re going to dig into market volatility—what it is, how it works,
how it’s measured, and ultimately, how we’re managing it. While volatility may
never feel particularly good, it’s a normal part of the market cycle, and one we
can plan for.

What is volatility?

Volatility isn’t unique to the stock market. The term, when applied to stocks,
functions the same way it does when applied to other things—like a volatile
relationship or volatile people.

In other words: Volatile investments experience larger than average moves up
and down. That’s it. There’s nothing inherently good or bad in terms of
performance takeaways. Consider the chart below. The teal stock and the navy
stock both start at $100 and end at $110. For a long-term investor who stayed
invested for the duration of the chart, there is no difference in returns between
the two.



However, if the investor needed to sell shares earlier—at the first dotted line—
they would make more money from the teal stock. If they needed to sell at the
second dotted line, they’d make less money. This is the crux of why volatility
feels unsettling; it’s also the reason we look for ways to ease volatility when
investors near retirement, since it’s not always possible to wait for volatility to
“smooth.”

What do investors need to know about volatility?

Any relationship has the potential to be volatile under the right circumstances.
Consider two normally calm people with an easy relationship—then make them
stay up for 36 hours with a sick infant and put them on a long-haul flight.
Chances are, you might see volatility. Sparks are even more likely to fly,
however, if you put a hot-tempered couple prone to fights in the same
situation.

Investments work in largely the same way. In certain economic conditions, all
investments can experience big swings—we call this market volatility, referring 
to its systemic nature. Generally speaking, though, certain assets are more
volatile than others.

U.S. Treasury bonds, for instance, tend to be a somewhat stable investment—
they are issued at a set price with a fixed coupon rate. When these bonds are
traded on the secondary market, their price and yield can and do fluctuate, but
those fluctuations may be somewhat constrained by the nature of the bonds
themselves.



Stocks, on the other hand, tend to be more volatile in general, and certain types
of stocks more volatile still. Biotech stocks, for instance, are famously volatile,
since the results of a single study or a single footnote in new government
regulations can make or break the company. Large companies that sell things
we need to function—think toothpaste and soap—tend to be less volatile.

Trading volatility: The sophisticated investor’s approach

For professional investors, there are two types of volatility: Historical and
implied. What we’ve talked about so far largely looks at historical volatility.
Remember: The only thing we can do with certainty as investors is look back at
past performance. This can give us an inclination of what might happen in the
future, but past performance does not predict future performance.

To measure historical volatility, most traders look at investment’s beta. This
number measures the standard deviation of an asset’s performance compared
to the S&P 500 (which is beta 1). If an asset tends to be more volatile than the
S&P 500, its beta will be greater than 1; less volatile assets have a beta smaller
than 1.

To use our earlier analogy, historical volatility (beta) tells you the temperament
of a couple, but it doesn’t tell you that they’re sleep deprived and boarding an
airplane with a newborn. Investors attempt to quantify these types of
circumstances—known as implied volatility. 

Most investments have an implied volatility that changes over time—for
instance implied volatility increases going into a company’s earnings report,
since the details in the report could send shares surging or falling. Investors
also look at the implied volatility of the stock market overall, and they track it
using the VIX.

The VIX essentially uses derivative (options) markets to measure the implied
volatility of the S&P 500. While volatility technically refers to big moves up OR
down, in reality, traders only register volatility when the big moves are down.



 When the VIX surges, it means traders think there’s a high likelihood we’ll see
big selling in the S&P 500.

Here’s how its performance compared to the S&P 500 from April 24, 2020
through April 24, 2025.

While the VIX does a decent job of predicting market dips, it isn’t an exact
science. Beyond that, the VIX’s reaction doesn’t always reflect the severity or
the duration of the downturn. 

Consider this: At no point during the dips of the past five years, which look
significant, did we experience an official recession (marked via grey shaded
columns in the chart below). In other words: The VIX is a metric that
professional investors and traders use when looking for short-term
opportunities. It’s a metric that the portfolio managers we work with at Tevis
Investment Management track closely. Those are the primary things to keep in
mind when you hear pundits on financial media talk about the VIX.



Other things to keep in mind? The VIX won’t tell you much beyond short-term
market expectations and the implied volatility that’s facing the broad market
overall. In these scenarios, exceptional performance comes from
understanding how different investments will respond to the pressure—which
couples were in a good spot before they boarded the plane and which weren’t.

And that is the value of working with professional managers whose job it is to
study the dynamics of a couple, their history, and come up with an informed
analysis for how they’ll respond to pressure—pressure we can track using the
VIX.

If you have questions about how the managers we work with are approaching
volatility, I encourage you to read their most recent shareholder letters. And of
course, I’m always happy to discuss how these things apply to your personal
portfolio.

https://www.tevisinvest.com/latest-articles/

