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As the S&P 500 index closed on October 20th below its 200-day moving average for the first time since 
March 2023, the VIX index traded above 20 for the first time since May 24th of this year on an 
increasingly bearish mix of stubborn inflation, an uncertain bond market, a political divide threatening a 
U.S. government shutdown, and geopolitical concerns.  Though the pace of loss in the S&P 500 over the 
last 60-trading days (-8.54%) was more of a "mudslide" than a crash, the strong reaction in the VIX Index 
over the same period (+33.61%) was a notable indication of an increase in perceived near-term risk.  In 
conjunction with a flattening VIX futures curve, possibly heading toward an inversion, this VIX dynamic 
indicates near-term concern by the VIX market. Add to that continued VIX relative strength and the risk 
of a stock market crisis may be rising.  
 
 



 
 
Another indicator of risk is the Treasury yield curve which has been inverted since May of 2022 (see 
below) as the cost of near-term capital (2-year Treasury Yield) became more expensive owing to the 
Fed’s efforts to reign in economic growth.  Since the end of Q3-2023, the curve appears to be reverting 
to a more normal relationship, suggesting that the collective wisdom of the bond market is now 
anticipating rate cuts. Ironically, this “break-from-broken” move has been, historically, an indicator of a 
market downturn ahead.  As the chart below indicates, this reversion to the norm has been a precursor 
to recession which has also been coincidental with steady increases in the VIX and inversion in the VIX 
curve that triggers defensive positions in hedged equity portfolios and signals opportunity in others. 
 
 

 

These first three charts 
describe the dynamic changes 
in the VIX curve since the 
beginning of 2022.  When the 
line is above the mean, it 
indicates a normal curve 
(contango), while below the 
mean, one can see the curve 
invert…a signal that near-term 
concern by the VIX market is 
real. 
                ______ 
 
The Thrust chart to the left 
measures  the velocity of 
change in the VIX.  Think of it 
as momentum trend-line in the 
change of price in the futures 
market against a proprietary 
baseline. 



 
   

 
Increasing volatility has been an indicator of equity market risk and resultant market downdrafts, 
particularly as the VIX approaches 30 with momentum.  This is why the VIX is known as the “Fear 
Guage”.  
 
In Q3 of this year, and in 2022 in particular, the VIX remained quiet during the gradual and hesitant 
drawdown in the S&P 500 .  Current conditions suggest this may be about to change and that the VIX will 
reassert its role as a reliable indicator of market concern and once again offer an opportunity to either 
hedge equity exposure or make a positive return in the volatility market. 
 
The Tactical Beta strategy exposure continues to decline in step with degrading VIX signals, currently 
under 90% S&P 500 exposure (near policy minimum of 80%) with building VIX exposure currently over 
13% (nearly half of 30% policy maximum).*  
 
With each new VIX deployment, it is worth recalling the benefit of a crisis hedging strategy is expected to 
come mainly during a crisis which we define as an extended period of 40+ VIX index values with an 
inverted VIX futures curve.  This scenario is not yet here, but appears to be closer than at any time since 
2020.    
 



 
 
The Alpha Seeker strategy has benefitted from its negative beta stance through much of the decline 
since July, currently holding 20% short S&P 500 and 10% long VIX exposure.  For as long as this 
configuration is in place, it bears repeating that owning volatile assets in a high-volatility 
environment should be expected to produce a volatile portfolio.**   

 
 

 
 
 
  



 
 
 

To sign up for the weekly Volatility Watch click HERE and to meet the Portfolio 
Managers for a live discussion simply click HERE. 

 
Disclosure 
Investing involves risk, including the possible loss of principal. 
This information is provided for informational purposes only and does not involve the rendering of 
investment advice. This is not an offer to sell or a solicitation of an offer to buy an interest in any 
investment fund, instrument, or financial product, or for the provision of any investment management or 
advisory services. Recipients should not rely on this material in making any future investment decision. 
This Commentary should not be regarded as a complete analysis of the subjects discussed. Little Harbor 
Advisors, LLC (LHA) makes no representation that any strategy would be appropriate for any particular 
investor. All expressions of opinion reflect the current view of LHA as of the date of the original use of this 
information and are subject to change. While LHA uses reasonable efforts to obtain information from 
reliable sources, it makes no representation or warranty as to the accuracy, reliability, or completeness of 
any information prepared by another party. There can be no assurance that either strategy will continue 
to hold the same positions or percentage of instruments described herein and each strategy may change 
any position at any time.   
 
*The Sample Account for the Tactical Beta Strategy (f/k/a U.S. Equity Smart Index strategy) is for the 
longest tenured account managed by Mike and Matt Thompson from November 1, 2016 through October 
27, 2023. **The Sample Account for the Alpha Seeker Strategy consists of three accounts managed by 
Mike and Matt Thompson for portions of the time period between October 1, 2011 through October 27, 
2023 to form one continuous Sample Account. Currently, at Thompson Capital Management LLC (TCM), 
the Thompsons manage a composite of separately managed accounts for each strategy which has used 
substantially the same investment objectives, policies, and principles as while the Thompsons were at 
prior investment management firms. Mike and Matt Thompson, as employees of LHA, will implement the 
strategies for LHA clients. LHA has an exclusive license from TCM to employ and market the TCM LHA 
Tactical Beta strategy and the Alpha Seeker strategy referred to herein. TCM is the Source for all of the 
charts. 
 
VIX is the ticker symbol for the Chicago Board Options Exchange (Cboe) Volatility Index, which shows the 
market’s expectation of 30-day volatility. References to the S&P 500®, the S&P, and to the market 
generally are to the Standard & Poor’s 500® Index (SPX) which is the market capitalization-weighted 
index of 500 leading companies in leading industries of the U.S. economy that does not include re-
investment of dividends in the calculation of the index total return. The VIX Vol Dashboard™ is a 
trademark of TCM. 
 
Little Harbor Advisors, LLC at 781.639.3000 (ext.147) and http://www.littleharboradvisors.com. 
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