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Weekly Market Flash 
 

Volatility: Peaks, Valleys and Mesas 
November 13, 2015 
 
Since its inception in 1990 the CBOE VIX index – the so-called “fear gauge” – has shown itself to be a fairly good 
barometer of market risk. The index’s mean reversion tendency is particularly useful; the long term average value 
of 20 (shown as the dotted green line in the chart below) fairly neatly separates lower risk and higher risk 
environments. A value of 20 or higher signals a relatively high perception of risk, while extended periods below 
that threshold generally suggest benign conditions for equities. In view of the recent market correction and 
(partial) recovery, what can the VIX tell us about where we may be headed as 2016 approaches?  
 

 
Source: MVF Research, FactSet 
 

The Peaks 
 
Let’s start with the most dramatic – and most often misused – feature of the VIX, namely those periodic Andean 
peaks spiking into the stratosphere. A VIX peak over 20 will typically be accompanied by a stock market pullback of 
several percent or more. More often than not, though, the risk reflected in that pullback is short-term and event-
driven, rather than a signal of a more sustained bear market environment. Consider October 2014. The VIX had 
been sleepy for most of the summer and early fall, hovering in the low-mid teens as October got under way. A 
confluence of several events – among them falling oil prices, a weird “flash crash” in Treasury yields and an 
inchoate panic over reports of an Ebola outbreak in Sierra Leone – managed to rouse the trading bot armies into 
sell mode. The VIX spiked to 26 and the S&P 500 gave up close to eight percent. Then, as quickly as it appeared, 
the risk vanished, leaving a great many hedge strategies much the worse for wear.  
 
The Valleys  
 
In analyzing the VIX we care more about the baseline trend than the peaks. The above chart shows three distinct, 
sustained periods of relatively low volatility to which we refer as “valleys”: mid-decade in the 1990s and 2000s, 
and the better part of the past four years. Not surprisingly, all three valleys have coincided with favorable tailwinds 
for stocks. However, the baseline in the most recent valley is somewhat higher than that for the previous two. The 
average VIX level from 2012 to the present is about 15.6, compared to 13.7 for the 2004-06 period and 13.8 from 
1993-96. While part of this difference is explained by a handful of higher peaks (notably those associated with the 
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pullbacks of 2014 and 2015), there have also been – as clearly seen in the chart – fewer “tween” days (where the 
VIX closed between 10 and 12). This has been a somewhat jittery recovery despite the strong gains. 
 
The Mesas 
 
This brings us to the VIX characteristic we regard as most instructive: the mesa formations. On the above chart 
these are the two examples of the VIX maintaining a baseline level of 20 or higher for a sustained period of time. 
The two mesa environments since 1990 have both coincided with bear markets, but the more salient fact is that 
both mesas formed well before the bear took shape. During the 1990s bull market, the VIX was setting regular 
baseline closes above 20 from the middle of 1997 on. Practically the entire final phase of that great bull took place 
in an elevated risk environment. In a somewhat similar vein, the VIX was already in a mesa formation by the time 
the S&P 500 set its final pre-crash record high in October 2007. 
 
A VIX mesa is not by itself a sell signal. Clearly, it would have been a poor strategy to sell out of the market 
between 1997 and 1999. Any technical signal needs to be considered in the context of other signals, and only 
when enough of them are flashing does it make sense to execute a defensive position. We do not see a sufficient 
number of flashing signals today to suggest putting up the ramparts. But we are watching the VIX trend. A mesa 
formation is a plausible scenario for 2016, even if the bear is (as we imagine) still some ways away. It would be 
consistent with both a narrow rally led by a few high quality performers, which is our base case scenario, as well as 
a “melt-up” reminiscent of 1999. Time will tell. 
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Please remember that past performance may not be indicative of future results.  Different types of investments involve varying 
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or 
product (including the investments and/or investment strategies recommended or undertaken by  MV Capital Management, 
Inc.), or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal 
any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove 
successful.  Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be 
reflective of current opinions or positions.  Moreover, you should not assume that any discussion or information contained in 
this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from MV Capital Management, 
Inc. To the extent that a reader has any questions regarding the applicability of any specific issue discussed above to his/her 
individual situation, he/she is encouraged to consult with the professional advisor of his/her choosing.  MV Capital 
Management, Inc. is neither a law firm nor a certified public accounting firm and no portion of the newsletter content should 
be construed as legal or accounting advice. A copy of the MV Capital Management, Inc.’s current written disclosure statement 
discussing our advisory services and fees is available for review upon request. 


