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D E R I V A T I V E S

Speculators who wish to bet on higher future volatility often purchase options to “go long volatility.” Should investors who buy options
expect to profit when realized volatility increases? If so, under what conditions? To answer these questions, we conduct an analysis of the
relationship between long volatility performance (buying options) and contemporaneous changes in volatility. We find that buying one-
month S&P 500 options is only consistently profitable in the highest decile of changes in one-month volatility. Buying options consistently
loses money in the lowest seven deciles of changes in volatility. We then study the trade entry and exit timing required to retain the profits
from long option positions during significant volatility increases. We find similar results in global equity option markets.

1



The information in this paper may contain projections or other forward-looking statements regarding future events, targets, forecasts or expectations regarding the strategies
described herein, and is only current as of the date indicated. There is no assurance that such events or targets will be achieved, and may be significantly different from that shown
here. The information in this document, including statements concerning financial market trends, is based on current market conditions, which will fluctuate and may be superseded
by subsequent market events or for other reasons. 
 
 

2


	You are now leaving AQR.com
	Being Right is Not Enough: Buying Options to Bet on Higher Realized Volatility

