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spread ‘em
What is a Spread?

Option Spreads



VolStudies | Option Volatility & Pricing
Chapter 10 — Introduction to Spreading

What is a Spread?

A spread is a strategy that involves taking opposing
positions in different but related instruments.

Most commonly, a spread will consist of positions
that move in the opposite direction with respect to
changes in market conditions.

Profitable spreading strategy based on assumption
that position values will change at different rates.
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We’re going to focus on Option Spreads

Option spreads are not limited to Delta

Volatility
Vega (Implied)
Gamma (Realized)

Moments on the Distribution
Skew
Kurtosis

Conditionals
Speed
Vanna
Volga

...the possibilities are endless.



Spreads can be dynamic or static
Dynamic: periodically adjusted or re-hedged

In market making, everything is hedged dynamically

Static: “set and forget”
Customer & institutional spreads are usually static:

JPM Quarterly Collar
Global X-ETF BuyWrite (XYLD)
45DTE Put Spread Seller
“Captain Condor” 1DTE IC Seller

Or adjusted infrequently to roll or defend:
“Go Around”
20-pt Put Spread Seller
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Why spread?
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Why spread?

Mispriced options*
* = “perceived” (you and I are unlikely to find pure arbitrage. Sorry!)
In the options world, you’re more likely to express mispricing in volatility (bps) than price ($)

Better reflect market view
Beyond directional
Calendar spreads allow you to bet on timing of volatility
Vertical spreads allow you to bet more effectively on ranges & levels
Rule of Thumb: When structuring option trades, your long options should be those you expect to go
*through* and your short options should be those you expect to go *to*

Control risk!
Your account will live longer if you sell spreads vs single leg options or strangles

Nothing is perfect... but spreading is critical to mastering options trading for the long term 🎯
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Next up...
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Chapter 11 — Volatility Spreads
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