
Volatility Supports Option Writing
The current environment, with double-digit volatility levels and positive interest 
rates, has been additive to S&P 500® Index option writing strategies. These two 
components to option pricing have shifted significantly higher since the U.S. 
Federal Reserve (the Fed) began normalizing policy in 2022, after an extended 
period of unprecedented quantitative easing following the Global Financial Crisis. 
This sudden change and now uncertain path of monetary policy has resulted in 
higher interest rates and has been a major contributor to a more robust volatility 
backdrop.  

Realized volatility, that which has occurred, is often measured as the standard deviation of daily returns. In contrast, implied 
volatility is forward looking and often measured by the Cboe® Volatility Index (the VIX®). The spread between the two 
measures is referred to as the volatility risk premium, or VRP, and can be monetized by index option writing strategies such 
as those offered by Gateway.

The VRP exists due to consistently mispriced volatility in S&P 500® Index options. Implied volatility has generally been 
higher than realized and rightly so – the future is much less clear than the past. In fact, since January of 1990, the VRP 
has been positive 89% of the time with a monthly average of 4.1 %. There are plenty of ongoing drivers of volatility such 
as divergence in global monetary policy and armed conflict, which may support a persistent shift higher in volatility 
compared to the prior decade. For instance, from January 2010 to December 2019, implied volatility, as measured by 
the VIX®, averaged 16.86. Nearly halfway through the current decade, from January 2020 to October 2024, the VIX® has 
averaged 21.59. The VIX® average since 1990 is 19.48.

Higher Rates Also Enhance Option Writing
Another current tailwind for index option writing strategies are 
higher short-term interest rates. With all things equal, positive 
interest rates can support greater cash flow generation potential. 
This is in stark contrast to the extended, zero-interest rate policy 
that was in place after the Global Financial Crisis. 

Consider the yield on a 3-Month U.S. Treasury Bill (T-Bill) averaged 
0.57% for the decade from January 2010 to December 2019. Since 
the start of the 2020’s, however, the 3-Month T-Bill has averaged 
2.43% - 326% higher than the prior decade.

It is unlikely that short-term rates will go back to the levels 
seen during post-crisis quantitative easing. Even with the Fed 
now shifting to easing mode, short term interest rates are only 
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expected to get down to a range of 3.5%-4.0% towards the end of 2026, based on Federal Funds Futures contracts . The 
average yield for 3-Month T-bills since 1950 is 4.06%, suggesting the recent tick higher in rates is simply a reversion to 
the mean.
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A departure by the Fed from 

expansive quantitative easing and 
economic management to more 
normalized and core-mandate 

driven policy has generated more 
uncertainty for the equity market.
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Rate and Volatility Environment Boosts Results
The benefits of this new environment within option writing can be 
witnessed in the S&P 500® Index capture results for the Cboe® S&P 
500 BuyWriteSM Index (the BXMSM)1, going back to 1988. 

When the VIX® is above its long-term average of 19.65, the median 
upside capture ratio for the BXMSM climbs to 80%, well above the 
64% upside capture experienced when implied volatility is below its 
long-term average.

Also, when interest rates are over 2% the median upside capture ratio for the BXMSM is 72%, an improvement relative 
to the 64% upside capture when rates are below 2%. Higher interest rates have also improved downside capture rates 
for the BXMSM. When rates have been over 2%, downside capture declines to 33% compared to 47% when interest rates 
reside below 2%.

Getting In
The BXMSM’s passive approach utilizes a single index option contract with monthly expiration at which time the following 
contract is written. This leads to performance that is a function of timing and premiums collected. In contrast, Gateway 
takes an active approach to managing its index option writing strategies and strives to prudently adjust a diversified 
portfolio of index call options to maintain consistency of market exposure in response to market dynamics. An active 
approach also provides the opportunity to harvest the VRP at opportune times in an effort to maximize cash flow 
generation. Gateway offers investors a number of opportunities to access this premium and the many other benefits of 
index-option based investment solutions.
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IMPORTANT INFORMATION
Past performance does not guarantee future results. 
1 The BXMSM is a passive total return index designed to track the performance of a hypothetical buy-write strategy on the S&P 500® Index. The construction
methodology of the index includes buying an equity portfolio replicating the holdings of the S&P 500® Index and selling a single one-month S&P 500® 
Index call option with a strike price approximately at-the-money each month on the third Friday of the standard index-option expiration cycle and holding 
that position until the next expiration. 
For more information and access to additional insights from Gateway Investment Advisers, LLC, please visit www.gia.com/insights.  

Sources: Morningstar DirectSM and Bloomberg, L.P. Past performance does not guarantee future results. For more information and access to additional 
insights from Gateway Investment Advisers, LLC, please visit www.gia.com. 1: The BXMSM is a passive total return index designed to track the performance 
of a hypothetical buy-write strategy on the S&P 500® Index. The construction methodology of the index includes buying an equity portfolio replicating the 
holdings of the S&P 500® Index and selling a single one-month S&P 500® Index call option with a strike price approximately at-the-money each month on 
the Friday of the standard index-option expiration cycle and holding that position until the next expiration. 

Any opinions or forecasts contained herein reflect the subjective judgments and assumptions of the authors only. There can be no assurance that 
developments will transpire as forecasted, and actual results may vary. Other industry analysts and investment personnel may have different views and make 
different assumptions. Accuracy of data is not guaranteed, but represents best judgment, as derived from a variety of sources. The information is subject to 
change at any time without notice. 

Investing involves risk, including the risk of loss. Investment risk exists with equity, fixed income, and alternative investments. There is no assurance that any 
investment will meet its performance objectives or that losses will be avoided.

This report may contain references to third party copyrights, indexes, and trademarks, each of which is the property of its respective owner. Such owner is 
not affiliated with Natixis Investment Managers or any of its related or affiliated companies (collectively “Natixis”) and does not sponsor, endorse or 
participate in the provision of any Natixis services, funds or other financial products. 

Index information contained herein is derived from third parties and is provided on an “as is” basis. The user of this information assumes the entire risk of 
use of this information. Each of the third party entities involved in compiling, computing or creating index information disclaims all warranties (including, 
without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) 
with respect to such information. 

Natixis Advisors, LLC provides advisory services through its division Natixis Investment Managers Solutions. Advisory services are generally provided with the 
assistance of model portfolio providers, some of which are affiliates of Natixis Investment Managers, LLC. Natixis Advisors, LLC does not provide tax or legal 
advice. Please consult with a tax or legal professional prior to making any investment decision.
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The BXMSM represents a covered call writing approach. 
The BXMSM is passive and rules-based, not active, 

which results in potential returns that are significantly 
influenced by the path of the equity market and the 
premiums collected on its written index call options.
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