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Cboe Global Markets introduced the Cboe Russell 2000 BuyWrite Index (BXRSM) in 2007 as a method
of demonstrating the performance of a systematic strategy using Russell 2000 (RUT SM) Index
options. Investor interest in RUT option strategies resulted in customers asking how other methods
of systematically utilizing RUT options have performed in the past. In response to customer demand
Cboe has introduced several more RUT benchmark indexes. Another question that often arises is
how do these various RUT benchmarks perform in different volatility environments. This paper is
an overview of the performance of a variety of RUT benchmarks and how they may perform in
different volatility regimes.
RUT Benchmarks
The table below is a brief description of the benchmark indexes analyzed for this paper. Each of
these benchmarks is rebalanced on the third Friday or standard option expiration date.
Ticker

Name

BXRSM

Cboe Russell 2000 BuyWrite Index

PUTRSM

Cboe Russell 2000 PutWrite Index

BXRDSM

Cboe Russell 2000 30-Delta
BuyWrite Index

CLLRSM

Cboe Russell 2000 Zero-Cost Put
Spread Collar Index

Strategy
Sell Monthly ATM RUT Call
Long RUT Portfolio
Sell Monthly ATM RUT Put
Cash
Sell Monthly 30 Delta OTM RUT Call
Long RUT Portfolio
Long RUT Portfolio
Buy 2.5% OTM Monthly RUT Put
Sell 5% OTM RUT Put
Sell OTM RUT Call

Source: Cboe Global Markets

Volatility Regimes
In this paper the Cboe Russell 2000 Volatility Index (RVX SM) is used to define volatility regimes. The
level of the RVX Index on the strategy rebalance day is used to define whether we are in a Low,
Volatility regimes were divided into Low, Average, and High volatility environments based on the
closing price of the RVX Index on each rebalance date.
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A Low regime is defined by a RVX price being under 18, a RVX price between 18 and 26 is considered
an Average regime, and a RVX price over 26 is considered High. There are 168 observation periods
in this study with 49 falling in the Low regime, 74 in the Average, and 45 qualifying as High. Figure
1 shows the distribution of RVX closing prices on rebalance dates.

Figure 1

Source: Cboe Global Markets

Risk – Return
Before dividing returns into Low, Average, and High regimes we take a look at the risk adjusted
returns for the Russell 2000 Total Return and the four benchmark indexes covered in this paper
over the full period from January 2004 through December 2017. Figure 2 shows the average
period returns along with annualized standard deviation of those returns.
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Figure 2

Source: Cboe Global Markets and Bloomberg

The RUT-TR performance is higher than the four benchmarks discussed in this paper. However, the
standard deviation of returns for each of the RUT benchmarks is lower than the volatility incurred
through holding a Russell 2000 portfolio.
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Figure 3 depicts average monthly returns and annualized standard deviation of those returns when
the RVX price is below 18 on the date that each of these strategies roll their positions.

Figure 3

Source: Cboe Global Markets and Bloomberg

In low volatility environments both the BXRD Index, which sells a 30 delta RUT call option against a
long RUT portfolio, and the PUTR Index, which systematically sells an at the money RUT put option,
outperform the RUT-TR. Both achieve this performance while experiencing lower volatility of
returns than the Russell 2000 portfolio. PUTR manages an average period return of 0.48% and
annualized volatility of 7.41% while the RUT-TR averages 0.41% per period with a standard
deviation of returns of 11.81%.
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Figure 4 shows the average return and standard deviation of returns for periods when the RVX price
was between 18.00 and 26.00 on the roll date.

Figure 4

Source: Cboe Global Markets and Bloomberg

A Russell 2000 portfolio outperforms all benchmarks in periods of average volatility. Those
returns do come with much higher volatility of returns. The standard deviation of returns for
RUT-TR in an average volatility environment is over 20%. The RUT benchmarks experience
volatility between 13.05% (PUTR) and 15.82% (BXRD).
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The final depiction of period performance and the standard deviation of those returns appears in
Figure 5. These returns were calculated when RVX was over 26.00.

Figure 5

Source: Cboe Global Markets and Bloomberg

In a high volatility environment both PUTR and BXRD outperform the Russell 2000 portfolio. The
average period return for the PUTR Index is 1.78% and 1.62% for the BXRD Index which compares
favorably to 1.60% for the Russell 2000. Annualized volatility of those returns is 20.04% for the
PUTR Index and 24.98% for the BXRD Index compared to 29.53% for the RUT-TR Index.
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Direct Comparison
The final look at the performance of the Russell 2000 and various option related strategies ranks
the average period performance for each of the RVX regimes. Figure 6 is a brief ranking this
performance.

Figure 6

In a low RVX environment the best performer has been the PUTR Index followed by the BXRD Index.
Both outperform the average period performance of a Russell 2000 portfolio.
When the RVX price is between 18.00 and 26.00 on strategy roll dates a Russell 2000 portfolio
outperforms each of the Russell 2000 benchmark strategies in this study.
Finally, in a high volatility environment, defined by a RVX price over 26.00, the Cboe Russell 2000
PutWrite Index has the best average period performance followed by BXRD and then a Russell 2000
portfolio.
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Options involve risk and are not suitable for all investors. Prior to buying or selling an option, a person
must receive a copy of Characteristics and Risks of Standardized Options. Copies are available from your
broker or from The Options Clearing Corporation at www.theocc.com. The information in these
materials are provided for general education and information purposes only. No statement within these
materials should be construed as a recommendation to buy or sell a security or to provide investment
advice. Supporting documentation for any claims, comparisons, statistics or other technical data in these
materials is available by contacting Cboe at www.cboe.com/Contact. Any strategies discussed, including
examples using actual securities and price data, are strictly for illustrative and educational purposes only
and are not to be construed as an endorsement, recommendation or solicitation to buy or sell securities.
In order to simplify the computations, commissions, fees, margin interest and taxes have not been
included in the examples used in these materials. These costs will impact the outcome of all stock and
options transactions and must be considered prior to entering into any transactions. Investors should
consult their tax advisor as to how taxes affect the outcome of contemplated options transactions. The
benchmark index(s) discussed herein (the “Indexes”) are designed to represent proposed hypothetical
options strategies. The actual performance of investment vehicles such as mutual funds or managed
accounts can have significant differences from the performance of the Indexes. Investors attempting to
replicate the Indexes should discuss with their advisors possible timing and liquidity issues. Like many
passive benchmarks, the Indexes do not take into account significant factors such as transaction costs
and taxes. Transaction costs and taxes for strategies such as the Indexes could be significantly higher
than transaction costs for a passive strategy of buying-and-holding stocks. Investors should consult their
tax advisor as to how taxes affect the outcome of contemplated options transactions. Past performance
does not guarantee future results. It is not possible to invest directly in an index. Cboe Exchange, Inc.
calculates and disseminates the Indexes. Past performance is not indicative of future results. Parameters
relating to past performance of strategies discussed are not capable of being duplicated. These materials
contain index performance data based on back-testing, i.e., calculations of how the index might have
performed prior to launch. Back-tested performance information is purely hypothetical and is provided
in these materials solely for informational purposes. Back-tested performance does not represent actual
performance and should not be interpreted as an indication of actual performance. Index performance
returns do not reflect management fees, transactions costs or expenses. No representation is being
made that any investment will or is likely to achieve a performance record similar to that shown. Cboe®
is a registered trademark and Cboe Global MarketsSM, BuyWriteSM, BXRSM, BXRDSM, CLLRSM, PUTRSM and
RUTSM are service marks of Cboe Exchange, Inc. Russell 2000® is a registered trademark of the Frank
Russell Company, used under license. All other trademarks and service marks are the property of their
respective owners.
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