Options Trading
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SPY vol surface 14 Oct
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SPY options table for Nov 20 expiry

e Calls and Puts v 347.62 -2.51 (-0.729%)
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The Greeks

 Delta: 15t derivative of value by price, i.e. d(value)/d(underlying)
* Measures the amount of equivalent stock the option gives you exposure to
* Probability of the option being in the money

 Gamma: 2" derivative of value by price, i.e. d2(value)/d2(underlying)

* Measures the extra amount of stock exposure you get on top fo the delta
when the price moves

* Theta: 15t derivative of value by time, i.e. d(value)/d(time)

 How much option premium you lose every day if the stock price doesn’t move
at all

* Vega: 15t derivative of value by volatility, i.e. d(value)/d(vol)
 How much option premium you make if the volatility goes up
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* Sell as many options as
you have stock

* Remember that equity
options trade in
multiples of 100

* Pro: you get extra
iIncome

* Con: you give up upside



Profit
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* Protective put

* Buy a put as insurance in
case the market crashes

* Pro: less likely to lose
money if there is a
collapse

* Con: you are paying for
the insurance



SPY 50 delta vol, VIX and VXX
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How to choose which options to trade?

* Do your homework:
* Look at the distributions over the time horizon you are interested in

* Make sure you are trading a liquid market otherwise assess the value of the
option
* There is more risk when you sell than when you buy
* Look for liquid options & strike: reduces transaction costs
* Look at the delta to get a sense of what share exposure you are
getting

* If selling covered calls: think of the strike in standard deviations from
the current price
* Never sell more than the amount of shares that you have
* You can use a liquid proxy if your stock does not have liquid options: adds risk

 Collars can be effective at selling upside potential to protect downside
risk



Reading list

* https://www.dallasfed.org/research/eclett/2013/el1312.aspx

* https://www.fidelity.com/learning-center/investment-
products/options/selling-covered-calls-video

* https://www.lynalden.com/covered-calls/

* http://vixcentral.com/
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