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Executive Summary 
 
 
Key Highlights 
 
▪ The Chicago Board of Options Exchange (CBOE) S&P 500 BuyWrite (BXM) and PutWrite (PUT) Indexes 

have provided attractive risk adjusted returns relative to the S&P 500 index since inception.  As an 
example, the PutWrite Index returned 10.1% vs. 10.3% for the S&P 500 index while incurring about 66% 
of the risk since their inception in June 30, 1986 through December 31, 2017.    

▪ The benchmark utilization of S&P 500 stocks and S&P 500 index options also provides liquidity for those 
investors that prefer flexible access to their capital.   

▪ The greater availability of investment vehicles that utilize options, with lower minimums and lower fees, 
provides greater flexibility for investors to take advantage of these strategies.  

▪ Overlaying options on stocks with unrealized gains can reduce risk without generating a tax liability.  

Investment Implications 

▪ Option writing strategies may be appropriate for investors who: 
o Utilize hedged equity strategies and desire liquidity and transparency.  
o Are challenged by minimum requirements of other hedged strategies.   

▪ Using option writing strategies in conjunction with an existing equity long/short hedge fund allocation 
can significantly improve liquidity.   

▪ Index options receive a favorable 60% long-term and 40% short-term tax treatment for individual 
taxable investors.  

▪ Investors should understand the trade-offs of option writing strategies which include: 
o Limited upside during significant market rallies.  
o Potentially limited downside protection compared to other hedging strategies.  

 

Overview 

Asset Consulting Group wrote a detailed whitepaper on four CBOE index option writing benchmarks in 
January 2012 that can be found on the CBOE website (www.CBOE.com).  The article reviewed various 
performance and risk statistics of these indexes since inception highlighting the benefits of these strategies.  
A majority of the strategies that are available today are based on either the CBOE S&P 500 BuyWrite Index 
(BXM) or the CBOE S&P 500 PutWrite Index (PUT).  This whitepaper provides an update on these two 
indexes.   
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Methodology of the Calculation for the BXM and PUT 
 
We begin by analyzing the benchmark indexes that measure the performance of a portfolio that sells S&P 
500 index options on the third Friday of every month.   
 
CBOE S&P 500 BuyWrite Index  
The methodology of the BXM Index is based on buying an S&P 500 index portfolio and writing (selling) the 
S&P 500 at-the-money (based on the current S&P 500 price) “covered” call option to expire on the third 
Friday of the month and held until it is cash-settled.  After settlement, a new at-the-money call option is 
written that will expire on the third Friday of the following month. 
 
 
CBOE S&P 500 PutWrite Index  
The methodology of the PUT index writes (sells) a fully cash secured S&P 500 at-the-money put option to 
expire on the third Friday of the month until it is cash-settled.  After settlement, a new at-the-money put 
option is written that will expire on the third Friday of the following month.   
 
 
Performance and Risk Analysis 
 

 
Exhibit 1 provides an expected payoff diagram of a traditional equity investment versus an option writing 
strategy.  The option writing strategy is beneficial up to a certain point depending on the strike price and 
premium received.  
 
 

Exhibit 1: Expected Payoff:  Option Writing vs. Traditional Equity 

 
 
 
Exhibit 1: Option income reduces downside in a declining market and provides gains during flat markets.   
Upside is limited based on the income received and the strike price selected.   
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Exhibit 2 provides various rolling period returns, risk and alpha (a risk adjusted statistic) through December 
31, 2017.  The performance over the longer term was similar with about two-thirds the risk.  The 
performance over the shorter term has been limited as the S&P 500 realized above average returns and 
the risk reduction detracted from performance.    

Exhibit 2: 1-3-5-10-20 Returns 

 
1 YR 

Dec-2017 
3 YR 

Dec-2017 
5 YR 

Dec-2017 
10 YR 

Dec-2017 
20 YR 

Dec-2017 

Since 
Inception 
Jul-1986 

       

Returns       
     S&P 500 21.83 11.41 15.79 8.50 7.20 10.28 
     CBOE S&P 500 BuyWrite 13.00 8.39 8.80 4.89 6.22 8.96 
     CBOE S&P 500 PutWrite 10.85 8.32 8.71 6.23 7.63 10.08 
       

Standard Deviation       
     S&P 500 3.94 10.07 9.49 15.08 14.87 14.89 
     CBOE S&P 500 BuyWrite 2.16 5.83 5.74 11.32 10.99 10.55 
     CBOE S&P 500 PutWrite 1.82 5.77 5.66 11.48 10.77 9.90 
       

Alpha       
     S&P 500 -- -- -- -- --  
     CBOE S&P 500 BuyWrite 6.26 2.65 1.18 -0.80 1.41  
     CBOE S&P 500 PutWrite 4.80 2.58 1.22 0.61 3.09  

 
Exhibit 2: The longer term (20 year and Since Inception) returns versus the S&P 500 are similar with about 
two-thirds the risk.   
 
Exhibit 3 provides the last 20 calendar year returns for all three indexes.  The benefit of the option writing 
strategy in a year depends on the amount of the premiums received, volatility and the returns of the S&P 
500.  Generally, there has been a benefit when the S&P 500 has returned less than 10% in any given year.  
The shading represents calendar years where the option writing strategy has outperformed the S&P 500.    
 

Exhibit 3: Calendar Year Returns 1998 - 2017 
 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 

           
S&P 500 21.83 11.96 1.38 13.69 32.29 16.00 2.11 15.06 26.46 -37.00 
CBOE S&P 500 BuyWrite 13.00 7.07 5.24 5.64 13.36 5.21 5.71 5.86 25.91 -28.65 
CBOE S&P 500 PutWrite 10.85 7.77 6.40 6.38 12.28 8.14 6.17 9.02 31.51 -26.77 
           

 2007 2006 2005 2004 2003 2002 2001 2000 1999 1998 
           
S&P 500 5.49 15.80 4.91 10.88 28.69 -22.10 -11.88 -9.10 21.04 28.57 
CBOE S&P 500 BuyWrite 6.59 13.33 4.25 8.30 19.37 -7.64 -10.92 7.40 21.17 18.95 
CBOE S&P 500 PutWrite 9.51 15.16 6.71 9.48 21.77 -8.58 -10.63 13.06 21.01 18.54 
           

 
Portfolio Drawdown Analysis 

 Aug ’00 – Sept ‘02 Oct ’07 – Feb ‘09 
S&P 500 -44.7% -51.0% 
CBOE BXM  -30.2% -35.8% 
CBOE PUT -27.6% -31.6% 

 
Exhibit 3: Generally, the BXM and PUT have outperformed during years where the S&P 500 was below 10% 
or negative.  The shading above indicates calendar years when the respective indexes outperformed the 
S&P 500.   



© 2018 Asset Consulting Group.  All Rights Reserved 5

Exhibit 4 looks at one-year rolling period returns since inception (367 periods) to determine the frequency 
that option writing has outperformed the S&P 500 within certain ranges.  As expected, the S&P 500 
outperformed option writing a majority of the time, when the one-year rolling period return was greater 
than 10%.  However, there were some periods of outperformance, even at the higher levels.  The PUT 
outperformed the S&P 500 84% of the time or more when the S&P 500 returned less than 10%.   
 
 

  
 
 
Exhibit 4: Of the 367 rolling one-year periods since inception, the PUT outperformed the S&P 500 84% of 
the time.  The PUT outperformed the S&P 500 around 90% of the time when the S&P 500 returned less than 
5%.  
 
Benefits and Drawbacks 
 

Benefits 
 

Drawbacks 
▪ Long-term attractive risk-adjusted returns 
▪ Should outperform in a low return market 
▪ Implementation is liquid and transparent 
▪ Fees are more in line with long-only active 

management 
▪ Commingled/mutual fund vehicles exist for 

simpler execution 
▪ An overlay of an existing portfolio can be 

implemented 
▪ Index options receive 60% long-term 40% short-

term tax treatment for individual taxable 
investors 

 

 

▪ Upside is limited based on strike price and 
option premium received 

▪ Large tracking error to underlying may occur 
during above average increases 

▪ Downside protection may be less attractive 
than other strategies 

▪ Limited strategies with limited real time history 
are available 

▪ Premium received in the past couple of years is 
generally lower than average but has been 
increasing 

▪ The impact on increased demand for options is 
unknown 

▪ Option explanation can be challenging 
▪ Implementation of separate accounts requires 

additional documents/decisions 
 
 
 

5% 18% 22% 40% 56% 79% 93%
2% 10% 24% 60% 84% 88% 91%
41 67 58 57 50 24 70
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Implementation 
 
Options managers have many tools at their disposal in attempting to match or add alpha over the BXM 
and PUT benchmarks.  These tools include utilizing a combination of calls and puts, utilizing options on 
various domestic and non-US indexes, varying strike prices, and diversifying option expiration by utilizing 
weekly versus monthly options.  Some managers will focus on option writing to enhance long-only returns 
as well.  The investor should understand the differences and the pros and cons of each methodology prior 
to investing.   
 
Separate accounts, commingled vehicles, mutual funds and exchange-traded fund vehicles are 
available depending upon the investor’s investable amount and structure. Additional option documents 
are required for separate accounts.  Transferring in-kind stocks with unrealized capital gains as collateral 
to sell options against can be an attractive way to reduce the risk of the portfolio without recognizing 
capital gains for taxable investors.   
 
 
Summary 
 
Option writing strategies can be an attractive way to implement hedged equity strategies outright or as 
a liquid complement to a hedged equity portfolio that uses hedge fund structures.  Investors may find the 
ease of redemption, transparency, relatively lower costs and favorable tax treatment of index option 
strategies attractive.  Recent performance has lagged during a higher than average equity market 
increase and low volatility.  These strategies should be more attractive in a lower return environment.  The 
recent increased volatility should also generate higher premium income that should assist in generating 
more attractive risk-adjusted relative returns.   
 
 
 
  



 

Disclosures and Legal Notice 
 
The views contained in this report are those of Asset Consulting Group (ACG).  The information contained herein is given as of the date hereof and this does not purport 
to give information as of any other date.  Neither the delivery of this memorandum nor any information contained herein shall, under any circumstances, create an 
implication that there has been no change in the matters discussed herein since the date hereof. 

The information presented herein is for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase any securities or any 
product or service. 

Past performance is not indicative of future results.  Given the inherent volatility of the securities markets, it should not be assumed that investors will experience returns 
comparable to those shown here.  Market and economic conditions may change in the future producing materially different results than those shown here. 

Although the information presented herein has been obtained from and is based upon sources ACG believes to be reliable, no representation or warranty, express or 
implied, is made as to the accuracy or completeness of that information.  Such information is not necessarily all-inclusive and is not guaranteed as to its accuracy.  
Accordingly, ACG does not itself endorse or guarantee, and assumes no liability whatsoever for, the accuracy or reliability of any third-party data or the financial 
information contained herein.   

All information presented herein is subject to a disclaimer included in all research. Any material excerpted or summarized from a full research report is subject to the 
terms of the disclaimer. The information in this report, including research, is not intended for distribution to, or use by, any person or entity in any jurisdiction or country 
where such distribution or use would be contrary to local law or regulation.  

Comparisons of the performance of any portfolio to the market indicators, benchmarks and indices presented herein may not be meaningful since the constitution 
and risks associated with each market indicator, benchmark or index may be significantly different.  Accordingly, no representation or warranty is made to the 
sufficiency, relevance, importance, appropriateness, completeness, or comprehensiveness of the market data, information or summaries contained herein for any 
specific or purpose. 

Please be aware that there are inherent limitations to all financial models, including Monte Carlo Simulations. Monte Carlo Simulations are a tool used to analyze a 
range of possible outcomes and assist in making educated asset allocation decisions. Monte Carlo Simulations cannot predict the future or eliminate investment risk. 
The output of the Monte Carlo Simulation is based on ACG’s capital market assumptions that are derived from proprietary models based upon well-recognized financial 
principles and reasonable estimates about relevant future market conditions. Capital market assumptions based on other models or different estimates may yield 
different results. ACG expressly disclaims any responsibility for (i) the accuracy of the simulated probability distributions or the assumptions used in deriving the probability 
distributions, (ii) any errors or omissions in computing or disseminating the probability distributions and (iii) and any reliance on or uses to which the probability distributions 
are put. 

The information and views described herein is general in nature and is not intended as investment advice or recommendations.   This material is distributed with the 
understanding that it is not rendering accounting, legal or tax advice.  Please consult your legal or tax advisor concerning such matters. 

No part of this publication may be copied or duplicated in any form without the written consent of ACG.  ACG is not responsible for typographical or clerical errors in 
this report or in the dissemination of its contents.  Reliance upon information in the report is at the sole discretion of the reader. 
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