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Futures are not suitable for all investors. The amount you may lose may be greater than your initial 
investment. Before trading futures, please read the CFTC Risk Disclosure. For a copy visit 
interactivebrokers.com. 
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may either be executed at a different price than anticipated or may not be filled in the marketplace.
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Any stock, options or futures symbols displayed are for illustrative purposes only and are not intended to 
portray recommendations.
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Disclaimer
Options involve risks and are not suitable for everyone. Individuals should not enter into options transactions until they have read and 
understood the options disclosure document, Characteristics and Risks of Standardized Options, also known as the ODD, available by visiting 
OptionsEducation.org or by contacting your broker, any exchange on which options are traded, or The Options Clearing Corporation at 125 S. 
Franklin St., #1200, Chicago, IL 60606.

In order to simplify the calculations used in the examples in these materials, commissions, fees, margin, interest and taxes have not been 
included. These costs will impact the outcome of any stock and options transactions and must be considered prior to entering into any 
transactions. Investors should consult their tax advisor about any potential tax consequences.

Any strategies discussed, including examples using actual securities and price data, are strictly for illustrative and educational purposes and 
should not be construed as an endorsement, recommendation, or solicitation to buy or sell securities. Past performance is not a guarantee 
of future results.

All content in this document is owned, or licensed, by The Options Clearing Corporation (‘OCC’). Unauthorized use is prohibited without 
written permission of OCC.  While reasonable efforts have been made to ensure that the contents of this document are accurate, the 
document is provided strictly “as is”, and no warranties of accuracy are given concerning the contents of the information contained in this 
document, including any warranty that the document will be kept up to date. OCC reserves the right to change details in this document 
without notice. To the extent permitted by law no liability (including liability to any person by reason of negligence) will be accepted by OCC or 
its employees for any direct or indirect loss or damage caused by omissions from or inaccuracies in this document.
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Trademarks
The following trademarks, logos, and service marks displayed are owned by The Options Clearing Corporation: 

OCC®The Options Clearing Corporation®

The Options Industry CouncilSM OIC®
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• FREE unbiased and professional options education
• OptionsEducation.org
• Online courses, podcasts, videos, & webinars
• Contact Investor Education at options@theocc.com

About OIC

© 2023 The Options Clearing Corporation. All Rights Reserved. 4



Annual Options Volume 2000-2022

0.0

2.0

4.0

6.0

8.0

10.0

12.0

00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22

C
le

ar
ed

 C
on

tra
ct

s 
(B

illi
on

s)

OCC Annual Contract Volume by Contract Type 

Equity Non-Equity
© 2023 The Options Clearing Corporation. All Rights Reserved. 5



Presentation Outline

• The History of Skew
• The Covered Call
• The Protective Put
• The Collar
•Measuring and Tracking Skew
• Q & A
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The History of Skew



The History of Option Skew
• Option skew has existed for as long as modern 

options trading has been around

• Many people consider the financial crises of the 
late 1980s, 1990’s and early 2000’s to be the birth 
of modern skew

• Since then, option skew has become a standard 
feature of options markets, with traders and 
investors using it to price options and design 
trading strategies

© 2023 The Options Clearing Corporation. All Rights Reserved. 8



Skew: A Definition



Skew: A Definition
• Option skew refers to the potentially asymmetrical implied volatility of options 

with different strike prices but the same expiration date.  It is the difference in 
implied volatility between out-of-the-money (OTM), at-the-money (ATM), and 
in-the-money (ITM) options.

• Skew can be measured / quantified in many different ways:
• Simple price terms:

• Price differential of a 25 Delta put and a 25 Delta Call
• As a ratio of the two Implied Vols: 

• 25 Delta put ÷ 25 Delta Call

© 2023 The Options Clearing Corporation. All Rights Reserved. 10



Skew: A Definition

• Skew is ultimately a function of Supply and Demand, meaning:
• It can be quite dynamic
• It can be unpredictable

• Some people view it as a sentiment indicator - considering it an 
indication of which directional tail is more in-demand

• Skew can be POSITIVE or NEGATIVE!

© 2023 The Options Clearing Corporation. All Rights Reserved. 11



Covered Calls



Covered Calls
• Covered call: 
• Investor writes (sells) one or more equity call contracts for each 100 shares 

owned
• Accepts obligation to deliver shares in exchange for the option premium

• Primary goal – increase returns
• Call premium received and kept (assigned or not)
• Generate additional income (over any dividends)

• Investor’s forecast
• Neutral to bullish on the underlying stock
• Within a small price range over strategy’s lifetime

© 2023 The Options Clearing Corporation. All Rights Reserved. 13



Covered Call Writer’s Obligations?
• Like any call writer (short call position)
• Has the obligation to sell underlying shares
• At strike price 
• If assigned

• Assignment (your potential obligation)
• Possible at any time before expiration (e.g. dividends)
• Equity options are American-style

• In return for this obligation
• Call writer receives and keeps option premium

© 2023 The Options Clearing Corporation. All Rights Reserved. 14



Covered Call Example
Own 100 shares XYZ from $75.00
Sell 1 XYZ 80 call at $1.80

Break-even at Expiration:
Stock Price Paid –

Call Premium Received
$75.00 – $1.80 = $73.20

Maximum Profit if Assigned:
Effective Stock Sale Price –

• Stock Price Paid
($80.00 + $1.80) – $75.00 = $6.80

• $680.00 Total

70 80 90
0

–

+

Long stock at $75.00

BEP $73.20+680

© 2023 The Options Clearing Corporation. All Rights Reserved. 15



Protective Puts



Why a Protective Put?

• Investor is bullish on a stock already owned but looking for protection 
against a downside move 

• Establish a floor price at which investor 
can sell shares, if needed

• Can act like an “insurance policy” on a stock
that represents a large % of portfolio

© 2023 The Options Clearing Corporation. All Rights Reserved. 17



Protective Put Example

Break-even at Expiration:
Initial Share Price + Put Premium

$80.00 + $2.70 = $82.70

Maximum Loss:
Initial Share Price + Put Premium –

Strike Price
$80.00 – $75.00 + $2.70 = $7.70

–

0

10

-10
BEP $82.70

70 80

Long Stock
at $80.00

75

+

–

Max 
Loss 

$7.70

Long Stock from $80
Buy 75.00 strike paying $2.70

© 2023 The Options Clearing Corporation. All Rights Reserved. 18



Traditional Collars



A Collar can be considered as two strategies in one:

On the upside it’s a Covered Call and on the downside it’s a Protective Put:

• Risk reducing strategy with possible objective of scaling down a concentrated 
position while a downside hedge is in place

• Call premium received is used to offset cost of Protective Put
• Typically, an OTM call is sold and OTM put is purchased
• Call strike selected determines where stock may be called away
• Put strike selected determines downside exit price

Traditional Options Collar

© 2023 The Options Clearing Corporation. All Rights Reserved. 20



Long 100 shares of stock at $75.00
• Buy 67.50 put for $1.30
• Sell 82.50 call at  $0.90

Net DEBIT:  $.40

Max Profit: $82.5 (short call strike) – $75 
(share price) - $0.40 (debit) = $7.10
Max Loss: $75 (share price) – $67.50 
(long put strike) + $0.40 (debit) = $7.90 
Breakeven: $75 (share price) + $0.40 
(debit) = $75.40 

Traditional Collar Example
10

-10

B/E: $75.40

75 807065 85

67.50 82.50
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What if the stock price plummets?
• Close position and free up capital?
• Hold shares and sell back long put?

What if the stock price remains flat?
• Still cautious?
• Roll out?

What if shares rally?
• Is protection still needed?
• Roll up and out?

Managing the Position

© 2023 The Options Clearing Corporation. All Rights Reserved. 22



Positive and Negative Skew



Is it Put Skew, Call Skew, or Smile Skew?

© 2023 The Options Clearing Corporation. All Rights Reserved. 24
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Is it Put Skew or Call Skew?
• Equities and Indices tend to have a 

skew with higher OTM puts than OTM 
calls – generally dictated by long term 
price history – sometimes referred to 
as “Negative skew” or “Put skew”

• Some commodities tend to have a 
demand Skew – with higher volatility 
levels for OTM calls than OTM puts –
and are  generally dictated by long 
term price history – generally referred 
to as “Positive skew” or “Call skew”

© 2023 The Options Clearing Corporation. All Rights Reserved. 25



What about the Smile Skew?

• Smile Skew can be seen in 
markets where uncertainty or risk 
is perceived to exist in both 
directions. Thus, both OTM puts 
and OTM calls can have higher 
implied volatility levels than the 
ATM options

© 2023 The Options Clearing Corporation. All Rights Reserved. 26
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Negative Skew - How it might look

© 2023 The Options Clearing Corporation. All Rights Reserved. 27
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Strike Price Implied Volatility %
5 60.00

10 47.00
15 35.00
20 29.00
25 25.00
30 22.00
35 20.00
40 18.00
45 17.00
50 16.00
55 15.63
60 15.75
65 16.00
70 16.75
75 17.50
80 18.00
85 18.75
90 19.50
95 20.50

100 21.25
105 22.00

At-the-money strike At-the-money strike



Smile Skew - How it might look
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At-the-money strike

Strike Price Implied Volatility %
5 50

10 40
15 30
20 27.5
25 23
30 19.75
35 18.25
40 16.75
45 16.15
50 15.75
55 15.625
60 16
65 17
70 18.35
75 20
80 22
85 25.5
90 31
95 39.5

100 47.75
105 60

At-the-money strike



Measuring and Tracking Skew



Measuring and Tracking Skew Metrics by Price

Delta
(Calls)

Implied Vol
(Calls)

Price
(Calls)

STRIKE Price
(Puts)

Implied Vol
(Puts)

Delta
(Puts)

.80 21.8 10.00 203.00 1.20 21.8 -.20

.75 20.1 8.30 206.00 1.75 20.1 -.25

.60 18.3 4.59 210.00 2.78 18.3 -.40

.50 17.2 3.35 212.00 3.48 17.2 -.50

.40 15.9 2.16 214.00 4.36 15.9 -.60

.26 14.4 1.06 216.50 5.77 14.4 -.74

.21 13.75 .90 217.00 6.10 13.75 -.79

One Method of Tracking Skew is by comparing 
the prices near the 25 Delta Put and the 25 
Delta Call for options sharing the same 
expiration date. In the case of a product with 
Put skew, the put is generally going to be 
more expensive. 

In this case, that leaves us with the following:

25 Delta Put – 25 Delta Call = Price of the “Risk Reversal” 

1.75 – 1.06 = .69 cents

© 2023 The Options Clearing Corporation. All Rights Reserved. 30



Measuring and Tracking Skew Metrics using the 
Volatility Ratio ( 25 Delta Put ÷ 25 Delta Call)

Delta
(Calls)

Implied Vol
(Calls)

Price
(Calls)

STRIKE Price
(Puts)

Implied Vol
(Puts)

Delta
(Puts)

.80 21.8 10.00 203.00 1.20 21.8 -.20

.75 20.1 8.30 206.00 1.75 20.1 -.25

.60 18.3 4.59 210.00 2.78 18.3 -.40

.50 17.2 3.35 212.00 3.48 17.2 -.50

.40 15.9 2.16 214.00 4.36 15.9 -.60

.26 14.4 1.06 216.50 5.77 14.4 -.74

.21 13.75 .90 217.00 6.10 13.75 -.79
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Another Method of Tracking Skew is by 
comparing the Implied Volatility levels near 
the 25 Delta Put and the 25 Delta Call for 
options sharing the same expiration date. In 
the case of a product with Put skew, the put is 
generally going to have a higher Implied 
Volatility level. 

In this case, that leaves us with the following:

25 Delta Put Vol ÷ 25 Delta Call Vol = Skew Volatility Ratio

20.1 ÷ 14.4 = 1.39



OIC is dedicated to increasing the awareness, knowledge and 
responsible use of exchange-listed options. 

The Options Industry Council 

OCC Learning - a self-guided eLearning destination with coursework 
tailored to a variety of learning styles and experiences levels.

Download our podcasts and videos.

Attend webinars and learn from the pros.

Live options help from industry professionals with Investor Services.

OptionsEducation.org
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www.OptionsEducation.org

Investor Education: options@theocc.com

OIC YouTube Channel

LIKE us on Facebook 

Follow us on Twitter @Options_Edu!

For More Information
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