
C E O  I N S I G H T

The Index Looked Calm. Correlation Was Hiding
the Risk.
The VIX went from 14.8 to above 20 in a week, and the Nasdaq had its worst week since June.
The risk did not appear suddenly. It was already in individual stocks, masked by near-record-
low correlation, and it surfaced the moment stocks began falling together.
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The index looked calm. It was not. On October 9 the VIX sat at 14.8, close to its lows for the year. One week
later it closed at 20.16 after a 22.5% jump on Friday alone, and the Nasdaq Composite finished down 4.5%,
its worst week since June. Nothing about the underlying companies changed that quickly. What changed
was how they traded relative to each other.

The calm was a correlation story. In early October, Cboe's single-stock volatility gauge was at 38.5% and
rising into earnings season. At the same time, one-month implied correlation across the S&P 500 was
6.93%, in the 10th percentile. Individual stocks were moving hard, but in different directions. The moves
offset inside the index, and the headline volatility number reported a quiet market that did not exist
underneath.

Index volatility is stock volatility scaled by correlation. That relationship is the part most investors never
see. When correlation is low, a market of volatile stocks can produce a calm index. When correlation rises,
index volatility reprices even if no single stock becomes more volatile. As a rule of thumb, quadrupling
correlation from 7% to 28% roughly doubles index volatility. Correlation is also the input that moves fastest,
because a common shock turns hundreds of separate stories into one trade.

Last week the common shock was semiconductors. Chip stocks sold off on concerns about AI financing
and a sharp rise in the odds of a December rate hike, with the iShares Semiconductor ETF down 4.1% on
Friday and only about one in ten technology stocks trading higher. Even Monday's rebound was narrow: the
Nasdaq gained 1.1% while most other stocks slipped. The market has not returned to calm. It has returned to
dispersion, which is where the last calm began.

Low-volatility regimes do not fade. They break. The transition from a VIX of 15 to a VIX of 20 took days,
not months. That has practical consequences. Hedges priced off a calm index are priced off the wrong
input. Risk budgets set on a quarterly or annual calendar can be a full regime behind by the time they are
reviewed. The speed of the change matters as much as its size.

The framework. Watch correlation, not just the VIX, because it is the signal that a quiet market is about to
become a loud one. And match the cadence of risk management to the cadence of the market. In a regime
where volatility can reset in a week, protection that resets often enough to keep pace is a structural
advantage rather than a detail. That is the lens we apply at VistaShares.
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