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+LYP]H[P]LZ
2YHU� WKH�SDVW� WKUHH�PRQWKV�� WKH�6ZLVV�0DUNHW� ,QGH[�KDV� WUDGHG� LQ�D�UDQJH
EHWZHHQ� ����� DQG� ������2XU� WKUHH�PRQWK� 60,� WDUJHW� LV� VHW� DW� ������ VWLOO
ZLWKLQ�WKH�UDQJH�DQG�LQGLFDWLQJ�VLGHZD\V�PRYHV�

:40�PTWSPLK�HUK�VUL�TVU[O�OPZ[VYPJHS�]VSH[PSP[`
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1 month historical volatlity

Implied Volatility 

12-month average of implied volatility: +28.8%

6RXUFH��:DUEXUJ�'LOORQ�5HDG

$V�H[SHFWHG�� LPSOLHG�YRODWLOLW\�GURSSHG�LQ�0DUFK�DV� LQYHVWRUV�FRQWLQXHG�WR
VHOO� RSWLRQ� SUHPLXP� GXH� WR� WKH� VOXJJLVK� PDUNHW� RXWORRN�� +RZHYHU�� DPLG
FRQFHUQV�RI�LQFUHDVLQJ�LQWHUHVW�UDWHV�LQ�WKH�86�DQG�WKH�H[SHFWDWLRQ�RI�KLJKHU
FUHGLW� VSUHDGV�� LPSOLHG� YRODWLOLW\� LQFUHDVHG� DJDLQ�� %RWK� HIIHFWV� DUH� VWLOO� LQ
SODFH�DQG�D�FKDQJH�LQ�YRODWLOLW\�LV�QRW�H[SHFWHG��$�QHXWUDO�YRODWLOLW\�IRUHFDVW
DQG� PDUNHWV� WUHQGLQJ� VLGHZD\V� PLJKW� VXJJHVW� WKDW� LQYHVWRUV� VKRXOG� VWD\
DZD\�IURP�WKH�HTXLW\�PDUNHWV�DOWRJHWKHU�DQG�WDNH�WKH�RSSRUWXQLW\�WR�WDNH�D
EUHDN��+RZHYHU�� WKH� WUDGLQJ� UDQJH�RI�PRVW�XQGHUO\LQJ� LQVWUXPHQWV� LV�TXLWH
ZLGH�DQG�LQYHVWRUV�FDQ�WDNH�VRPH�SURILWV�LQ�ZLQJ�WUDGLQJ�

(YL�V\[YPNO[�VW[PVUZ�VY�ZWYLHKZ�WYLMLYHISL&

,Q�D�VLGHZD\V�WUHQGLQJ�PDUNHW�LQYHVWRUV�PD\�ZDQW�WR�SURILW�IURP�VKRUW�WHUP
XS��RU�GRZQVZLQJV�LQ�WKH�PDUNHW��7KH�TXHVWLRQ�LV�ZKHWKHU�LQYHVWRUV�VKRXOG
WUDGH�VKRUW�WHUP�VZLQJV�ZLWK�RXWULJKW�RSWLRQV�RU�ZLWK�RSWLRQ�VSUHDGV�

$�FDOO�VSUHDG�FRQVLVWV�RI�D�ORQJ�FDOO�SRVLWLRQ�ZLWK�D�ORZHU�VWULNH�SULFH�DQG�D
VKRUW� FDOO� SRVLWLRQ� ZLWK� D� KLJKHU� VWULNH� SULFH�� 7KH� GLIIHUHQFH� EHWZHHQ� WKH
SXUFKDVH� RI� DQ� RXWULJKW� FDOO� DQG� D� FDOO� VSUHDG� LV� WKDW� ZLWK� WKH� ODWWHU� WKH
LQYHVWRU�VHOOV�VRPH�XSVLGH�SRWHQWLDO�IRU�D�ORZHU�SUHPLXP�SDLG�XS�IURQW��7KH
SD\�RII�VWUXFWXUH�RI�WKH�FDOO�VSUHDG�LV�WKHUHIRUH�FDSSHG�LI� WKH�VSRW� LQFUHDVHV

7KH�JUDSK�VKRZV�
�L��RQH�PRQWK�KLVWRULFDO
YRODWLOLW\�DQG��LL��PLG�

PDUNHW�LPSOLHG�YRODWLOLW\
RI�DW�WKH�PRQH\��IURQW�

PRQWK�RSWLRQV
�GDLO\�GDWD�
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DERYH�WKH�VWULNH�SULFH�RI�WKH�FDOO�VROG�DW�H[SLUDWLRQ�FRPSDUHG�WR�WKH�RXWULJKW
FDOO�SRVLWLRQ�

&RQYHUVHO\�� WKH� SXW� VSUHDG� FRQVLVWV� RI� D� ORQJ� SXW� SRVLWLRQ� ZLWK� D� KLJKHU
VWULNH�SULFH�DQG�D�VKRUW�SXW�SRVLWLRQ�ZLWK�D�ORZHU�VWULNH�SULFH��7KH�GLIIHUHQFH
EHWZHHQ�WKH�WZR�VWUDWHJLHV�LV�WKDW�ZLWK�D�SXW�VSUHDG�WKH�LQYHVWRU�VHOOV�VRPH
GRZQVLGH�SRWHQWLDO�IRU�D�ORZHU�SUHPLXP�SDLG�XS�IURQW��7KH�SD\�RII�VWUXFWXUH
RI�WKH�SXW�LV�FDSSHG�LI�WKH�VSRW�IDOOV�EHORZ�WKH�VWULNH�SULFH�RI�WKH�SXW�VROG�DW
H[SLUDWLRQ�FRPSDUHG�WR�WKH�RXWULJKW�SXW�SRVLWLRQ�

)RU�DOO�VWUDWHJLHV� LW� LV�SRVVLEOH�WR�FDOFXODWH�D�EUHDN�HYHQ�SRLQW��DV�VKRZQ� LQ
WKH�WDEOH�EHORZ�

)YLHR�L]LU�JHSJ\SH[PVU�MVY�VW[PVUZ�HUK�ZWYLHKZ

2SWLRQ�SRVLWLRQ %UHDN�HYHQ�FDOFXODWLRQ

Long call BEP = Strike + Call price

Call spread BEP = Lower strike + Price of long call - Price of short call

Long put BEP = Strike - Put price

Put spread BEP = Higher strike - Price of long put + Price of short put

:H�FRPSDUH�WKH�EUHDN�HYHQ�SRLQWV�RI�RXWULJKW�RSWLRQV�ZLWK�WKH�EUHDN�HYHQ
SRLQWV� RI� WKH� FRUUHVSRQGLQJ� RSWLRQ� VSUHDGV�� :H� DVVXPH� D� VSRW� SULFH� RI
&+)����� WLPH� WR�PDWXULW\� RI� RQH� \HDU�� LPSOLHG� YRODWLOLW\� RI� ������ DQG� D
ULVN�IUHH�LQWHUHVW�UDWH�RI�������7KH�VSUHDGV�FRQVLVW�RI�WKH�VDPH�ORQJ�RSWLRQ
SRVLWLRQ� SOXV� D� VKRUW� RSWLRQ� SRVLWLRQ�ZLWK� D� VWULNH� SULFH� ZKLFK� LV� &+)��
KLJKHU�IRU�FDOO�VSUHDGV�DQG�&+)���ORZHU�IRU�SXW�VSUHDGV�

)RU�WKH�RXWULJKW�FDOO�SRVLWLRQ�WKH�EUHDN�HYHQ�SRLQW� LV�DW� OHDVW�VOLJKWO\�DERYH
WKH�FXUUHQW�VKDUH�SULFH��IRU�GHHS�LQ�WKH�PRQH\�FDOOV���7KH�SUREDELOLW\�RI�WKH
XQGHUO\LQJ�VKDUH�SULFH�FORVLQJ�DERYH�WKLV�EUHDN�HYHQ�SRLQW�LV�DOZD\V�OHVV�WKDQ
����

)YLHR�L]LU�WVPU[�VM�JHSS�]LYZ\Z�JHSS�ZWYLHK
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BEP Call Spread

BEP Call

Probability of shares closing
above BEP of call spread
Probability of shares closing
above BEP of call
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:LWK�WKH�FDOO�VSUHDG��KRZHYHU��LW�LV�SRVVLEOH�WR�ORZHU�WKH�EUHDN�HYHQ�SRLQW�RI
WKH�VWUDWHJ\�EHORZ�WKH�FXUUHQW�VSRW�OHYHO�DV�WKH�FDOO�VROG�SDUWLDOO\�RIIVHWV�WKH
SULFH�RI�WKH�FDOO�ERXJKW��%\�ORZHULQJ�WKH�VWULNH�SULFHV�WKH�EUHDN�HYHQ�SRLQW�RI
WKH�FDOO�VSUHDG�GHFUHDVHV��DQG�WKH�OLNHOLKRRG�RI�WKH�VKDUHV�FORVLQJ�DERYH�WKH
EUHDN�HYHQ� SRLQW� RI� WKH� FDOO� VSUHDG� LQFUHDVHV�� *LYHQ� WKDW� WKH� EUHDN�HYHQ
SRLQW� RI� WKH� FDOO� VSUHDG� LV� DOZD\V� EHORZ� WKDW� RI� WKH� RXWULJKW� FDOO�� WKH
FRUUHVSRQGLQJ�SUREDELOLW\� WKDW� WKH� VKDUHV�FORVH�DERYH� WKH�EUHDN�HYHQ�SRLQW
RI�WKH�EXOO�FDOO�VSUHDG�H[FHHGV�WKH�SUREDELOLW\�RQ�WKH�ORQJ�FDOO�VWUDWHJ\�

)RU�WKH�RXWULJKW�SXW�SRVLWLRQ�ZLWK�UHDOLVWLF�VWULNH�SULFHV��WKH�LQYHVWRUnV�EUHDN�
HYHQ�SRLQW�UDQJHV�IURP�VOLJKWO\�DERYH�WR�ZHOO�EHORZ�WKH�FXUUHQW�VKDUH�SULFH�
)RU� WKH� LQGLFDWHG� UDQJH� RI� VWULNH� SULFHV�� WKH� SUREDELOLW\� RI� WKH� XQGHUO\LQJ
VKDUH�SULFH�FORVLQJ�EHORZ�WKLV�EUHDN�HYHQ�SRLQW�LV�EHWZHHQ����DQG�����

:LWK� WKH� SXW� VSUHDG�� LW� LV� SRVVLEOH� WR� LQFUHDVH� WKH� EUHDN�HYHQ� SRLQW� RI� WKH
VWUDWHJ\� ZHOO� DERYH� WKH� FXUUHQW� VSRW� SULFH� OHYHO� DV� WKH� SXW� VROG� SDUWLDOO\
RIIVHWV�WKH�SULFH�RI�WKH�SXW�ERXJKW��%\�GRLQJ�VR��WKH�OLNHOLKRRG�RI�WKH�VKDUHV
FORVLQJ�EHORZ� WKH�EUHDN�HYHQ�SRLQW�RI� WKH�SXW� VSUHDG� LQFUHDVHV��*LYHQ� WKDW
WKH�EUHDN�HYHQ�SRLQW�RI�WKH�SXW�VSUHDG�LV�DOZD\V�DERYH�WKDW�RI�WKH�RXWULJKW
SXW�� WKH� FRUUHVSRQGLQJ� SUREDELOLW\� WKDW� WKH� VKDUHV� FORVH� EHORZ� WKH� EUHDN�
HYHQ�SRLQW� RI� WKH� EHDU� SXW� VSUHDG� H[FHHGV� WKH� SUREDELOLW\� RQ� WKH� ORQJ� SXW
VWUDWHJ\�

)YLHR�L]LU�WVPU[�VM�W\[�]LYZ\Z�W\[�ZWYLHK
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BEP Put Spread

BEP Put

Probability of shares closing below
BEP of put spread
Probability of shares closing below
BEP of put
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��)RU�H[WUHPHO\�GHHS�LQ�WKH�PRQH\�SXWV��WKH�SUREDELOLW\�DSSURDFKHV������
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>OPJO�ZWYLHK�ZOV\SK�IL�JOVZLU&

)URP�D�WKHRUHWLFDO�SRLQW�RI�YLHZ��DOO�VWUDWHJLHV�KDYH�DQ�H[SHFWHG�UHWXUQ�HTXDO
WR� WKH� ULVN�IUHH� UDWH�� 7KHUH� LV� QR� VXSHULRU� VSUHDG� EDVHG� RQ� D� WKHRUHWLFDO
H[SODQDWLRQ� JLYHQ� WKH� DVVXPSWLRQV� RI� WKH� %ODFN�6FKROHV� RSWLRQ� SULFLQJ
PRGHO��2QO\� D�PDUNHW� H[SHFWDWLRQ�ZKLFK� GLIIHUV� IURP� WKH�PRGHOnV� JURZWK
UDWH��WKH�ULVN�IUHH�UDWH��PDNHV�FHUWDLQ�VWULNH�SULFHV�SUHIHUDEOH�WR�RWKHUV�

8QGHU� VRPH� OHJDO� IUDPHZRUNV�� HJ�� WKH� 6ZLVV� )HGHUDO� 2UGLQDQFH� RQ
2FFXSDWLRQDO�5HWLUHPHQW�� 6XUYLYRUVn� DQG�'LVDELOLW\� 3HQVLRQ� 3ODQV� �%99���
SHQVLRQ� IXQGV�KDYH� WR�GHSRVLW� HQRXJK� OLTXLGLW\� WR�FRYHU� WKH� VWULNH�SULFH�RI
ORQJ�RSWLRQV�LQ�RUGHU�WR�DYRLG�ILQDQFLDO�OHYHUDJH��,I�ZH�WDNH�LQWR�DFFRXQW�WKLV
GHSRVLW�DV�ZHOO�DV�D�ELG�DVN� VSUHDG�RI������IRU�RSWLRQV� VROG�� WR����� �IRU
RSWLRQV� ERXJKW�� RI� LPSOLHG� YRODWLOLW\�� ZH� JHW� GLIIHUHQW� UHWXUQV�� )RU� FDOO
VSUHDGV� WKH� ODUJHVW� UHWXUQV� FDQ� EH� H[SHFWHG� LI� WKHLU� VWULNH� SULFHV� DUH� VHW
DURXQG� WKH� FXUUHQW� VSRW� SULFH�� )RU� SXW� VSUHDGV� WKH� ODUJHVW� UHWXUQV� FDQ� EH
H[SHFWHG�LI�WKHLU�VWULNH�SULFHV�DUH�VHW�HLWKHU�GHHS�LQ�WKH�PRQH\�RU�IDU�RXW�RI�
WKH�PRQH\�

*VUJS\ZPVUZ

6SUHDG�SRVLWLRQV�VKLIW�WKH�EUHDN�HYHQ�SRLQW�RI�D�VWUDWHJ\�WR�OHYHOV�SUHIHUDEOH
WR�WKRVH�RQ�RXWULJKW�RSWLRQ�SRVLWLRQV�

7KH� SUREDELOLW\� RI� WKH� VWUDWHJ\� JHQHUDWLQJ� D� SURILW� LQFUHDVHV� DV� WKH� VWULNH
SULFHV�DUH�FKRVHQ�LQ�WKH�PRQH\�UDWKHU�WKDQ�RXW�RI�WKH�PRQH\�

,Q�D�%ODFN�6FKROHV�ZRUOG��DOO�VWUDWHJLHV�KDYH�DQ�H[SHFWHG�UHWXUQ�HTXDO�WR�WKH
ULVN�IUHH� UDWH�� ,I� D� ELG�DVN� VSUHDG�EDVHG�RQ� LPSOLHG� YRODWLOLW\� r� DQG�� LQ� WKH
FDVH�RI�DQ�XQOHYHUDJHG�SRUWIROLR��WKH�GHSRVLWHG�IXQGV�WR�FRYHU�WKH�VWULNH�SULFH
RI�D�ORQJ�RSWLRQ�SRVLWLRQ�r�DUH�WDNHQ�LQWR�DFFRXQW��FDOO�VSUHDGV�DUH�EHVW�VHW
DURXQG� FXUUHQW� VKDUH� SULFH� OHYHOV� LQ� RUGHU� WR� LQFUHDVH� WKH� H[SHFWHG� UHWXUQ�
3XW� VSUHDGV� DUH� EHWWHU� RII� GHHS�LQ�WKH�PRQH\� RU� IDU� RXW�RI�WKH�PRQH\�
7DNLQJ�WKH�FXPXODWLYH�SUREDELOLW\�RI�D�SURILWDEOH� WUDGH� LQWR�DFFRXQW��D�SXW
VSUHDG�KDV�WKH�EHVW�ULVN�UHWXUQ�SURILOH��ZKHQ�VHW�GHHS�LQ�WKH�PRQH\�


