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Markets have become more volatile in recent weeks as investors react 
to a combination of economic uncertainty, geopolitical tensions, and 
questions about valuations in certain sectors. When conditions 
become less predictable, investors often shift their focus toward 
protecting portfolios from potential losses. This change is especially 
apparent in the options market.

A common tool investors use for protection is a put option. A put gives 
the holder the right to sell an asset at a predetermined price, which 
can help limit losses if the market declines. Because of this feature, 
puts are often used as a form of portfolio insurance.

As uncertainty has increased, demand for this type of protection has 
risen significantly. Investors have been buying put options that protect 
against large market declines, reflecting growing concern about 
potential downside risk. This increased demand has pushed option 
prices higher as investors compete for protection.

The rise in option prices can be seen in the cost of hedging the S&P 
500. At the beginning of the year, the cost of a one-month put option 
protecting against a large market drop was roughly 0.23% of the index 
level. Today, that cost has risen to approximately 0.46%. In other 
words, the price investors must pay for market “insurance” has nearly 
doubled since the start of the year. This signals that markets are 
expecting more volatility ahead, making now a good time for investors 
to review their market exposures.

The Cost of Market Insurance Surges
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