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Disclaimer

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



  

Cost to Carry

● Any time you put money somewhere, you 
have to measure the cost of not putting it 
somewhere (i.e. interest)
– By putting money (or margin) into an option, 

you are giving up the potential interest you 
could be earning on that money

– This is a cost to carry and it can be quantified



  

What is Rho?

● Rho is the Greek that quantifies the cost to 
carry of an options contract

● Calls have positive Rho while puts have 
negative Rho
– This is because call options tend to go up with 

interest rates while put options tend to go down

● Rho is higher ITM than OTM
● Rho is higher as you go further out in time



  

Rho @ 9 days



  

Rho @ 327 days



  

Why Do We Care?

● Most of the time, we don’t
● When would we care?

– High interest rate environment
– Trading LEAPS (>1 yr options)



  

Summary of Greeks

● Delta / Gamma
– Helps us determine the price risk of our position

● Theta
– Helps us determine the time risk of our position

● Vega
– Helps us determine the volatility risk of our position

● Rho
– Helps us determine the cost to carry risk of our 

position



  

Putting It All Together

● Understand the goals of your trade
– How does your trade make money?

● Are the assumptions of your position still 
valid?
– Do you need to adjust?
– Do you need to exit?
– Is the risk still worth the reward?

● All of this leads to the creation of a trade plan!



  

Greeks as Physics

● Some Greeks will work against each other at certain times
– Delta/Gamma may make your trade explode if it moves in the right 

direction
– But Theta is highest near expiration as well

– Delta may benefit you if a stock goes up, but Vega may push back 
against that

● Sometimes the Greeks work together and can really help you 
in one direction, but really hurt you in the opposite direction

● Successful traders understand these forces and build trade 
plans to account for them



  

Anatomy of a Trade Plan

● Initial Setup
– Underlying, DTE, which options to buy/sell
– When do you put this trade on? (Market conditions, timing, etc)
– Initial Greeks

● Profit Goal / Max Loss
● Adjustment Points (if any)

– How do you respond when the market conditions change the 
assumptions of your trade?

– Where and when should you adjust?

● How long should you stay in?
● All of these things are based on the Greeks!



  

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

@MidwayGab
BitChute: MidwayTrades
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