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Disclaimer

-

This presentation is for educational purposes
only. Nothing in this presentation is intended to
be trading or financial advice.
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The Greeks!

-

* The Greeks are parameters in theoretical options pricing models
* These parameters are named after Greek letters (most real, one fake)
* Real prices are set by buyers and sellers in the market place

* Pricing models give us an idea of how the price of an option should
move in theory given factors like:
— The price of the underlying
- Volatility
- Time Decay
- Cost to Carry

* These pricing models help traders understand the risks being
taken by a trade at a given time and over the life of the trade.




Delta: Formal Definition

-

* Delta measures how much the price of an
option should move If the underlying moves 1
point.

* |t Is expressed as a decimal value from 0 -1

— This makes sense as an option is a derivative of the
underlying stock. It should never move more than
the stock otherwise why buy the stock?

— The more an option is ITM, the higher the delta
should be




Delta: Informal Definition

-

e Traders also view delta as the probabllity that
an option contract will expire ITM
* This makes sense because:

— Probability is also expressed as a decimal value
between O and 1

- The value gets higher as the option goes further
ITM




Delta Exercise

Stock XYZ is trading at $60
| buy a $60 call 60 days out for $2.00
After | buy it, the stock moves to $61

* Considering only delta, where should my option be priced?
A) $2.00
B) $2.25
C) $2.50
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Delta Exercise

» Stock XYZ is trading at $60

* | buy a $60 call 60 days out for $2.00

 After | buy it, the stock moves to $61

e Considering only delta, where should my option be priced?
* C) $2.50

 Why?

— If an option is exactly ATM, then the probability of expiring ITM is 50%
(or .50). That should be the delta

- Therefore, if the underlying moves up $1, the option should move up $.50

* It works for the opposite direction too
- If XYZ moves to $59, delta would price my call option at $1.50




How Delta Moves

-

* Delta doesn’t necessarily move in a straight
line.

* The probability definition of delta explains this

- As the underlying moves more ITM, the price
probability gets higher and the price of the
underlying goes higher




Delta Example: Calls
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Delta Example Calls
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Put Delta

-

* Call options are always expressed as a positive
value

* Put options are always expressed as a negative
value

— This makes sense since a put gets more valuable
as the underlying goes lower

- It Is common to speak about delta in terms of
absolute value




Using Delta to Measure R

-

* The delta of an option tells us important
iInformation about the risk of that option

- It tells us how much my position will be affected by
the movement of the underlying

— It tells us the probability of my option finishing ITM

- In complex trades, positional delta tells me the
overall risk of my entire trade



Positional Delta
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Summary

-

Greeks are parameters in options pricing models

Option pricing models give us a theoretical prediction of
how an option position will behave

Greeks help traders guantify the risk of a position

Delta is a parameter that measures how a price move in
the underlying affects the price of an option.

Delta also gives a probability of an option expiring ITM

Position Delta is important to understand, especially for
complex positions



Thank you for your time. Let’s keep talking!
Gab: Finance Group
@MidwayGab
BitChute: MidwayTrades
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