
Industry / Sector options now listed







-3000000

-2000000

-1000000

0

1000000

2000000

3000000

0

2
.5 5

7
.5 1
0

1
2

.5 1
5

1
7

.5 2
0

2
2

.5 2
5

2
7

.5 3
0

3
2

.5 3
5

3
7

.5 4
0

4
2

.5 4
5

4
7

.5 5
0

5
2

.5 5
5

5
7

.5 6
0

6
2

.5 6
5

6
7

.5 7
0

7
2

.5 7
5

7
7

.5 8
0

8
2

.5 8
5

A
xi

s 
Ti

tl
e

short call

long call

short put

long put

box spread

Net cash inflow: $287,500

Margin required: $250,000
[$5 strike difference x 500 contracts x 
$100 contract size]
Fully covered by the cash inflow.

Net cash flow at expiry: $37,500

Not bad for 2 years!

Problem:  all of the above only 
guaranteed if trade held to 
expiry (Jan 2021) …

…and these are American 
options which can be exercised 
early 

Arbitrage is usually an illusion.



Ten different ways to trade volatility
• Straddles

• Strangles

• Spread trades

• Butterfly spreads

• Iron Condors

• Buy / Sell on implied volatility

• Options on VIX

• Futures on VIX

• Term structure of futures on VIX

• ETFs: UVXY



Straddles
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Very large margin requirements 
on short straddles!

Can also be long straddle

Take care to close out the 
“losing” leg for a loss to recoup 
some money on long straddle.



Strangles
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Typically cheaper to set up than 
a straddle … but does require 
larger price movement.



Spread trades
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Typically have to wait all the way 
to expiry for max profit.



Butterfly spreads
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Lower risk, lower margin 
requirements than straddle.



Iron Condors
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Betting against the extremes.

Often results in steady profits 
over time … followed by very 
large short-term losses!



Buy / Sell on implied volatility
• Track implied volatility for the asset you know

• Buy when IV is low, sell when IV is high

• Changes in IV often swamped by directional movement
• Example:  buy call option when IV low … if this is followed by a large spike in IV 

it’s very, very likely also associated with a large decrease in asset price.

• Can work better for buying puts … get your protection in place when 
it’s cheap (calm before the storm!)

• IV is the market forecast of likely future price ranges, so you need to 
be right and market wrong to profit from this.



Options on VIX

Implied 
volatility of 
VIX!!??



Futures on VIX Margin requirements.
Highly volatile.



Term structure of futures on VIX

Bet on curve to flatten / invert:
long short-term / short long-term

Bet on curve to steepen:
short short-term / long long-term

Lower margin requirements than outright 
directional trade in futures.



ETFs: UVXY, EXIV, XVZ



Bottom Line

• Potentially high risk trading

• Many strategies involve margin 
requirements

• Most strategies are short-term, speculative.  
Buy-and-hold not typically a part of volatility 
trading.


