June 11, 2024

IBKRCampus

IBKRWebinars Market Chameleon
Historical Option Price Charts

Dmitry Pargamanik Will McBride

Co-founder Co-founder
Market Chameleon Market Chameleon
WWW.ibkrcampus.com/webinars Exchange and Industry Sponsored Webinars are presented by unaffiliated third parties. IBKR is not responsible for the content of these presentations.

You should review the contents of each presentation and make your own judgment as to whether the content is appropriate for you. IBKR does not provide

www.ibkrcampus.eu/webinars

recommendations or advice. This presentation is not an advertisement or solicitation for new customers. It is intended only as an educational presentation.




IBKRCampus

IBKRWebinars

www.ibkrcampus.com/webinars
www.ibkrcampus.eu/webinars

Disclosure:

Options involve risk and are not suitable for all investors. For information on the uses and risks of options, you can obtain a copy of the Options Clearing
Corporation risk disclosure document titled Characteristics and Risks of Standardized Options by visiting ibkr.com/occ. Multiple leg strategies, including
spreads, will incur multiple transaction costs.

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 your local Interactive Brokers Website.

Security futures involve a high degree of risk and are not suitable for all investors. The amount you may lose may be greater than your initial investment.
Before trading security futures, please read the Security Futures Risk Disclosure Statement. For a visit copy your local Interactive Brokers Website.

There is a substantial risk of loss in foreign exchange trading. The settlement date of foreign exchange trades can vary due to time zone differences and bank
holidays. When trading across foreign exchange markets, this may necessitate borrowing funds to settle foreign exchange trades. The interest rate on
borrowed funds must be considered when computing the cost of trades across multiple markets.

The Order types available through Interactive Brokers Trader Workstation are designed to help you limit your loss and/or lock in a profit. Market conditions and
other factors may affect execution. In general, orders guarantee a fill or guarantee a price, but not both. In extreme market conditions, an order may either be
executed at a different price than anticipated or may not be filled in the marketplace.

There is a substantial risk of loss in trading futures and options. Past performance is not indicative of future results.
Any stock, options or futures symbols displayed are for illustrative purposes only and are not intended to portray recommendations.

IRS Circular 230 Notice: These statements are provided for information purposes only, are not intended to constitute tax advice which may be relied upon to
avoid penalties under any federal, state, local or other tax statutes or regulations, and do not resolve any tax issues in your favor.

Interactive Brokers LLC is a member of NYSE FINRA SIPC

Interactive Brokers Canada Inc - Is a member of the Canadian Investment Regulatory Organization (CIRO) and Member - Canadian Investor Protection Fund
Interactive Brokers (U.K.) Limited is authorised and regulated by the Financial Conduct Authority. FCA Register Entry Number 208159

Interactive Brokers Ireland Limited is regulated by the Central Bank of Ireland. CBI, reference number C423427

Interactive Brokers Australia Pty. Ltd. - ABN 98 166 929 568 is licensed and regulated by the Australian Securities and Investments Commission AFSL: 453554
Interactive Brokers Singapore Pte. Ltd. - Is licensed and regulated by the Monetary Authority of Singapore. MAS, Licence No. CMS100917

Interactive Brokers Hong Kong Limited is regulated by the Hong Kong Securities and Futures Commission, and is a member of the SEHK and the HKFE
Interactive Brokers India Pvt. Ltd. member: NSE, BSE, SEBI. Regn. No. SEBI Registration No. INZ000217730; NSDL: IN-DP-NSDL-301-2008

Interactive Brokers Central Europe Zrt. is licensed and regulated by the Central Bank of Hungary (Magyar Nemzeti Bank) under no. H-EN-111-623/2020

As with all investments, your capital is at risk
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Historical Option Price Charts

Obijective:

To explore how historical option price charts can help in
understanding market behavior and forming strategies.

Key Takeaways:
Benefits of historical option price charts.

Analyzing option price behavior over time.
Using charts for different option strategies.



What are historical option price charts?

Unlike stock prices, which are determined by actual trades, option prices fluctuate
based on the movements of the underlying stock even when there are no trades.
To chart option prices over time, we use the mark-to-market prices or the midpoint

of the best bid and ask prices, which we consider the fair value at each moment in
time.

For single-leg option trades, we can overlay the trade prices and volumes on
these charts to see how the trades have impacted the option prices.



What can we plot to help understand option price
changes?

Since option prices are derivatives and influenced by various factors, plotting
these elements can help us understand the changes in option prices.

Key factors to plot include:

. Implied volatility of the option
« Changes in the underlying stock price
« Events that can impact option premiums, such as earnings announcements



Implied Volatility and Option Prices

By plotting implied volatility alongside option prices, we can visualize how changes
in implied volatility impact option premiums. This simultaneous plotting helps us
understand the relationship between implied volatility fluctuations and option price
movements.



Stock Prices and Option Prices

Option prices are highly sensitive to stock price movements due to their delta and
gamma, which determine how the option price responds to changes in the
underlying stock.

Additionally, options experience time decay. By plotting stock prices and option
premiums over time, we can observe how option prices react to stock price
fluctuations and time decay.



Option Prices and Binary Events
Option premiums account for potential gap moves or catalyst-driven events with
high uncertainty that have potential for significant price swings.

By plotting charts around such events, like earnings announcements, we can
observe how option prices behave before and after these events.



Option Bid - Ask Prices

Since option price charts typically reference the midpoint or mark-to-market prices
derived from the bid-ask market, it's useful to also plot the bid and ask prices.

This allows us to see how wide the market is around the fair value, track changes
in the spread over time, and observe the high, low, and average spreads.
Understanding these aspects helps assess the liquidity of the option and aids in
order execution and placement.



Benefits of Option Price Charts

Understanding Market Dynamics: Gain insights into how options behave over time and in response to various factors.
Price Discovery: Assess the fair value of options based on historical data.
Liquidity Assessment: Evaluate option liquidity to enhance order placement and execution quality.

Strategy Testing: Test and validate trading strategies using historical data.



Risks of Option Price Charts

Historical Data Limitations: Historical data provides a retrospective view and does not guarantee future results.
Changing Conditions: Future market conditions and factors may differ significantly from the past.

Data Imperfections: Historical data may contain imperfections, omissions, errors, and outliers that can affect the accuracy of
observations.

Incomplete Information: Charts do not capture all relevant factors, so they should not be relied upon exclusively for decision-making.



Using Option Price Charts with Different Strategies

You can plot multi-leg option spreads to observe how strategies such as call
spreads, calendar spreads, butterflies, and straddles have evolved over time.

This approach adds a dimension to your analysis, allowing you to see how
combining options into various strategies performed and to test multiple scenarios
and hypotheses to determine which strategy was optimal in different situations.



Actual Examples of Option Price Charts

We will illustrate single-leg and multi-leg option strategies, examining the detailed
chart data for each example.



