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Disclaimer

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



  

What is Vega?

● Extrinsic Value
– Volatility
– Time

● All Extrinsic value goes away at expiration
● Vega measures the effect of a change in implied 

volatility of an option to the price of the option
– It measures how the price will change if the IV of an 

option goes up 1 percentage point.



  

Vega Behavior

● Vega is similar to Theta
– It is highest ATM
– It is less significant deep ITM

● Unlike Theta
–  It is always positive on a per option basis (Theta is 

always negative)
– It is higher further from expiration



  

Vega @ 2 days



  

Vega @ 30 days



  

Vega @ 331 days



  

Why Do Traders Care?

● Options traders must consider many factors 
when setting up a trade
– Price Risk
– Time Decay
– Volatility

● It is possible to set up a trade to take advantage 
of high or low volatility and try to benefit from a 
possible move.



  

Ways To Think About Volatility

● Many options traders believe that volatility is mean-
reverting

● Look at historical volatility to see where in the range the 
underlying is currently
– If high, consider being short volatility
– If low, consider being long volatility

● Look at implied vols to take into account events like 
earnings

● There are no guarantees that the timing will work, but it’s 
a good idea to try and trade with volatility in mind



  

Example: Negative Vega



  

Example: Positive Vega



  

Summary

● Vega measures the volatility risk of a trade
● It is highest ATM and higher further out in time
● While long options are always long vega and short 

options are always short vega, spreads can be 
configured to be either

● Traders should understand the historical and 
implied volatility of the underlying when setting up 
trades and undertand the volatility risk with other 
risks of the position



  

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

@MidwayGab
BitChute: MidwayTrades
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