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Implied Volatility vs Historical
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What is Implied Volatility
What is Historical Volatility
How to Chart Volatility
How to Compare Volatility



Implied Volatility

Implied Volatility is a derived value from option prices

You need an options pricing model to derive the implied volatility

The model has assumptions and limitations



Implied Volatility

Option Pricing Model needs inputs. These user inputs will impact the calculated
V. It is a methodology and not everyone will have the same IV.

Assumptions:

Such as interest rate and dividend assumptions, days to expiration (business or
calendar), option price (midpoint, bid, offer) and stock price inputs etc..

Limitations:

Normal distribution function, does not price in gap risk



Option Pricing Model

The model assumes you will hedge your risks (delta and gamma) and trade the
implied volatility vs realized volatility



Implied Volatility

The implied volatility is the market predicted future volatility for the underlying
stock



Historical Volatility

It is a measure of a stock volatility in the past.

It is the actual or realized volatility of a stock for a certain date range.
You calculate the historical volatility from trade data.

There are different methods to calculate the historical volatility



Historical Volatility

You can use different prices

Close-to-close

Open-High-Low-Close

You can also use different date ranges

20 Day, 252 Day



Implied Volatility vs Historical Volatility

The implied volatility is compared to the historical volatility of the underlying to
determine how far apart the forecasted volatility diverges from the historical

measure.

When the implied volatility is above the HV, it indicates trades are pricing in higher
than usual price movements in the underlying.

When the implied volatility is below the historical volatility it suggest traders are
anticipating the stock to move in a more narrow range than before





