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Preface:

Welcome to "Dive into the World of Trading Psychology & Price-Action Mastery," an ebook born
from the crucible of real-world trading experiences and a commitment to demystifying the
intricate dance between human psychology and market dynamics.

In the vast ocean of financial markets, success isn't merely a consequence of strategy; it's an
intricate fusion of understanding oneself and comprehending the language of price-action.

This ebook is not just a compilation of theories; it is a journey through the trenches of practical
trading, a voyage where we unravel the secrets that institutional traders employ to navigate the
volatile waters of the financial world.

Crafted with a methodology firmly rooted in data analysis, this ebook offers a unique perspective
on trading psychology and price-action mastery. It delves into the mindset of institutional traders,
dissecting their decision-making processes, and decoding the subtle yet powerful patterns hidden
in price movements.
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As you embark on this journey, you'll explore the world of case studies derived from actual trading :
scenarios. These aren't abstract tales but concrete examples that illustrate the application of [
psychological principles and price-action strategies in the heat of the market. Through these cases, :
we aim to bridge the gap between theory and practice, providing you with actionable insights that |
can be applied in your own trading endeavours. I
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The foundation of this ebook lies in the belief that knowledge should be practical, applicable, and
transformative. We recognize that each trader is unique, and success is a personal journey.

By understanding the methodologies of institutional traders, you gain a powerful toolkit to refine
your own approach, aligning your strategies with the patterns that move the markets.

We invite you to immerse yourself in the pages that follow, to absorb the wisdom derived from
practical experience, and to emerge on the other side equipped with the knowledge and skills that

can elevate your trading game.

The world of trading is dynamic, and success belongs to those who not only understand the
market but, more importantly, understand themselves.

Happy reading, and may your trading journey be as rewarding as the insights you'll discover within
thesepages. = 4

—_ —_————
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Disclaimer:

I_Trading in options involves substantial risk and is not suitable for every investor. Options trading is
a complex financial activity that can result in significant financial losses. Before engaging in options
trading, it is crucial to carefully consider your financial situation, risk tolerance, and investment
objectives.

Options trading may not be suitable for everyone, and past performance is not indicative of future
results. The strategies and techniques discussed in any materials related to options trading are for
informational purposes only and should not be construed as investment advice or
recommendations.
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| Itis essential to conduct thorough research and, if necessary, seek advice from qualified financial |
| professionals before making any decisions related to options trading. It is important to be aware I
: that the potential for profit in options trading is accompanied by the potential for substantial :
| financial loss. |
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By participating in options trading, you acknowledge and accept the risks involved, and you agree
to assume full responsibility for your actions. Only trade with capital that you can afford to lose,
and carefully assess the appropriateness of options trading within the context of your overall
financial portfolio.

Remember that market conditions can change rapidly, and there are no guarantees of profit in
options trading. Educate yourself, stay informed, and exercise caution when participating in
options trading activities.

— ———
g

—_—
—_,———————

This graph below shows that the trading turnover has gone up almost 4 times in the last 10 years,
and nearly 60% , indicating participation in Indian capital markets has gone up at a similar rate.

Figure 262: NSE’s total monthly turnover across segments
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Understanding OptioniTrading:

WHAT TYPE OF

TRADER ARE You?

LOOKS FOR MULTIPLE DAILY TRADES

SEEKS TO PROFIT FROM SMALL MARKET MOVEMENTS.
NO INTERESTED IN OVERNIGHT RISK

AIMS FOR 10 TO 20 POSITIONS A DAY

EXTREMELY OPPORTUNISTIC

EXCITED BY HEIGHTENED MARKET VOLATILITY

THE SWING TRADER

FOCUSES ON PRICE ACTION AND TRENDS

LOOK FOR DEFINITIVE TRENDS AND REVERSALS IN PRICES

IGNORES BREAKING NEWS E.G. COUNTRY'S EARNINGS ” )
HIGHLIGHTS SPECIFIC ENTRY AND EXIT POINTS

SSKR AR

T3
P

A8 S

When beginners step into the world of martial arts or boxing, their eagerness often leads them to focus on
attacking moves, keen to master the exciting art of striking opponents. However, much like a trainer
emphasizing defensive techniques in the initial stages, the importance of protecting oneself becomes evident.

.

In this context, the wisdom of "defense wins championships" in sports resonates, emphasizing that even scoring
points won't secure victory if opponents score more.

This lesson extends to the world of option trading in India. Novice and experienced traders alike are eager to
delve into trading strategies and making profits, often neglecting the crucial aspect of defense.

While trading options doesn't involve physical attacks, the capital invested is constantly under threat. Similar to
boxers safeguarding their bodies and heads, investors and traders must learn to defend their capital against
losses.

Allowing too many "attacks" on your trading capital can deplete your funds, forcing you out of the trading
game. Therefore, Indian option investors must prioritize defense, learning to shield their capital before
venturing into the offense of making trades or establishing positions. Just as in sports, where a solid defense
lays the foundation for success, protecting one's capital is the key to navigating the challenges of the dynamic
Indian market.

. —— ——
—— ——
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Trading as a Business::

Startup Business. In the startup phase,
you're spending most of your time and
effort to bring your business idea to life. effectively into your investments, treat your trading

yobedieltying o getine ol ott as a new business venture in India.
about your product or service.

To integrate principles of risk and trade management

You, as the trader, are the president and chief
financial officer of this professional endeavor,
Nt/ emphasizing that trading is not a mere game or

 Stage 2 ¥ = Y . hobby — real money is at stake.
Business Growth, Your business plan is ‘

I
I
I
|
I
I
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I
I
|
paying off. Consumers know about your % B 2 . . o |
product or sefvice. After baing in ¢ * View tradlng as a career where your responSIbIIIty IS I

I

I

I

|

I

I

I

I

I

|

Rusliessiorieniyelrs Vourcompan i to manage the company controlling your
going through rapid growth. . . ..
investments. Your trading positions act as employees
whose job is to generate profits.

A

https://options.tradepsychology.com

w Start-Up Phase:

Siinass Mahirity. Whenyos reach During the start-up phase of your trading business,

this stage, you likely feel safe and akin to starting any new company, there are initial

setlie s A Clleie Nt nntnan costs and necessary preparations. Develop a detailed

the first two stages in the business . . K

tife cycle. business plan outlining the purpose, operations, and h

budgeting of your trading venture. =TT
P ~
7~
7
7
z
I_ . . . . ~ ~ ~ ST T T T T T T T T
Learning Curve in Option Trading ~—_ -

—_———

Just as in any business, understanding the mechanics of options is critical before committing funds. Some
traders, both novice and experienced, admit to lacking basic knowledge about options mechanics, leading to
costly mistakes. Learning on the go, without adequate preparation, is an expensive form of education.
Committing time and effort to understand options' basics before investing reduces the risk exposure during
trading.

I
I
I
I
I
I
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Growth Phase :
As your trading business enters the growth phase, your portfolio expands, and your trading themes become |
more established. Execute trades aligned with your investment themes and practice effective risk and trade I
management. While some months may result in losses, and others in gains, maintaining capital management [
prevents significant losses. This phase demands discipline, especially as profitability increases. Straying from :
principles and making risky choices can lead to disastrous consequences, akin to businesses expanding too |
quickly. |
I
I
I
I
I
I
I
I
I

Mature Phase

After consistent growth, your trading business reaches the mature phase. The focus on risk control remains
paramount, adapting to changing market conditions using a diversified pool of strategies. The number of
strategies may increase, but effective management is crucial. Adaptability and a continuous learning mindset

are essential in this phase, ensuring you remain flexible in response to dynamic market shifts.

In conclusion, treating your trading as a business venture in India involves navigating through the start-up,
growth, and mature phases with disciplined risk and trade management. The key is not just making money but |
retaining and growing it by adhering to sound trading principles. ———— T

—
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Understanding Option'Pricing:

Intrinsic* | _ | CurrentStock | _ | Strike | In the money call, prior to expiration
Value o Price Price
Y d Option price = 7
27 “' Time premium = 3
Stock price = 24
Intrinsic® | _ | Strike Current Stock Intrinsic value = 4
Yalue = | Price |7 Price Call strike = 20
Jst be in-the-money
Time || _ Option Intrinsic Today Expiration
Value | © Premium | Value date
INTRINSIC VALUE EXTRINSIC VALUE
=AMOUNT ITM REMAINING VALUE
CALL OPTION:
AFFECTEDBY:
/35\ -5
IN THE MONEY (ITM) ;f; 'g
9% /-2 VOLATILITY
AT THE MONEY (ATMI % UNDERLYING'S
0 TRADING PRICE TIME
02 -0
OUT OF THE MONEY (0TM) 103
PUT OPTION: 105

iy

"Moneyness" in the context of options refers to the potential profit or loss upon immediate exercise. Options
can be categorized as In the Money (ITM), At the Money (ATM), or Out of the Money (OTM) based on their
relationship to the current stock price.
In the Money (ITM):

A call option is ITM when the stock is trading above its strike price.

A put option is ITM when the stock is trading below its strike price.
Out of the Money (OTM):

A call option is OTM when the stock is trading below its strike price.

A put option is OTM when the stock is trading above its strike price.

XYZ %3,000 Call is priced at X150, with X100 being intrinsic value (the amount the stock price exceeds the
strike price) and %50 being time value.

On the contrary, an XYZ 3,500 Call priced at 30 when XYZ is trading at 23,100 is OTM. Since the stock is
below the strike price, this option has no intrinsic value and is entirely composed of time value (X30).

Calculating intrinsic value is straightforward — it's the difference between the stock price and the strike price
for ITM options. Time value is influenced by various factors and remains present as long as there is time left
to expiration. On expiration day, time value approaches zero, and the option is either worth its intrinsic value |

— ——
—_——
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: The option premium comprises intrinsic value and time value. Intrinsic value is the amount by which the |
| option is ITM, and time value is the premium above intrinsic value. For instance, if XYZ is at 3,100, and an :
I I
I I
I I
I I
I I
I I
I I
I I
I I
I I
I

I

I

I

|

or is worthless if not ITM. —

—_—
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CALLS PUTS
What Is Number of contracts open in the market on any instrument at any point of time.
Open Interest (01)?
wart 1o Buy Nifty |

Dpen Interest of 17000 Call
=145

Open Interest of 17500 Call
3

17000 Call Option

=)
5 Mote Nifty

17000 Call

L

Sure

| Okay

| Codl

Nifty Calls Total Ol
=7(4+3)

| {Seller)

@" How to read OI? I nitryso @ 17000

Buyer of 17500 Call Seller of 17500 Call

- Losing just the small Premium - Loss Is Unlimited

- Not Paying any Margin

- It's a imited loss lottery
Low POP

- Paying a huge Margin
- It needs conviction to sell option
- High POP

it

CALLOI PUTOI

- Sellers Sold 16500 Puts
- Thinking NIFTY will not go below 16500
- Sellers are big institute &

likely to be right

A Call Strike above the current
NIFTY price with a huge Ol is a resistance

- Sellers Sold 17500 Calls - NIFTY is unlikely to go below 16500
- Thinking NIFTY will not cross 17500 o
- Sellers are big institute & \\ /
likely to be right \\ /
- NIFTY is unlikely to go above 17500. 16;00 o ]

Option Chain Benefits:
Offers insights into ITM and OTM options.
Assesses depth and liquidity of specific strikes.
Helps find option premiums against Expiry dates

Early Warning and Macro-level Indicators:

* Serves as a warning for index breakouts

* Provides macro-level indications in index option___
chain. -

—_—
.
—
—_—
—_—
—_—

| Indicates the total number of outstanding futures or
: options contracts in the market.

Two Sides to a Trade:
Every trade involves a buyer and a seller.

If a seller sells 1 contract to a buyer, the buyer is
considered long, and the seller is considered short on
the same contract.

In the given scenario, where a seller sells 1 contract
to a buyer, the open interest is 1.

—_—

—

-~ -

The open interest can increase or decrease depending

on market fluctuations.

Ol increases when there are new market contracts

Ol decreases when existing contracts are closed by
the buyer and seller as positions are settled

A high number of Ol indicate that there are more
buyers and sellers for a given security.

Lower number of Ol mean that investors are not
opening new positions but are closing existing _
positions -——-

_—

Rising Ol indicates new money is coming into the
market and the present trend is likely to continue.
Reducing Ol tells us that the market is starting to
liquidate. This implies that the ongoing price trend
may be reaching its end.

Understanding of Ol can therefore prove to be
beneficial while reaching the end of significant
market moves.

A leveled off Ol after a sustained price rise is usually
an early indication of the reversal of a bull market
phase. -

—_—

10

_——
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Understanding Openiinterest:

Support and Resistance are Zones not Point| ,
|

- Support and Resistance can be multiple strikes. With high and comparable OI.

For Example: .

Nmm 50 @17000
10400

16600-16400:
Good Support Zone

L]
16%0

16860

170
1os60 L4
1690
17000

17160

17280

17300

17400

17400-17500:

wme | Good Resistance Zone

Change in Open Interest
- Open interest is like a snapshot.
- It doesn't convey you the whale picture
- See the daily O| change

To know where momentumn is building up.

17500 Call 01

Weak
Resistance
Examples:

Open Interest of all Puts

I
I
I
I
I
PCR = &
Open Interest of all Calls |
Open Interest of all Puts & | .
PCR > 1 I
Open Interest of all Calls E |
Open Interest of all Puts | |
pen Interest of a uts
PCR<1 |
Open Interest of all Calls B
-
I
|
- Sellers are selling than Calls I
PCR >1 - They are saying market much I
- Bullish, but does not mean you go long (Buy) < |
- Bearis
PCR<1 - Sellers are selling more Calls than Puts I
- They are saying market may fall |
- Bearish, but does not mean you go short (Sell) <:| I .
I
- Far strike Ol can influence PCR number.[ Far Strikes = OTM Strikes ] |
-If NIFTY is at 17000, then huge Ol at 18000 doesn't mean anything. |
But this can influence PCR number. I
(.

Support Zone: Price point below the current market
price indicating buying interest.

Resistance Zone: Price point above the current
market price indicating selling interest.

When the Ol is seen in multiple strike prices then we
can consider it as Zone of resistance or support
When there is huge Ol built up at one strike then it is
the key support/resistance level

—_——

_—— -
—_—— e — —

Represents the addition/unwinding of open interest
from the previous trading session.

Market strength with added Open Interest suggests
an expectation of an upward movement.

Increase in Change in Open Interest in put options
signals support at that strike.

Addition of Open Interest in call options indicates
resistance.

Reveals the direction in which traders are initiating
their positions.

— ———
J—

——————

Put-call ratio is a derivative indicator. It is designed to
enable traders to determine the sentiment

Serves as a contrarian indicator and is mostly
concerned with options build-up

A PCR above 1 indicates that the put volume has
exceeded the call volume. It indicates an increase in
the bearish sentiment

A PCR below 1 indicates that the call volume exceeds
the put volume. It signifies a bullish market ahead.

———

——_—————

Traders might consider a high Put Call ratio of say 1.4
as a great opportunity for buying because they
believe that the market sentiment is extremely
bearish and will soon adjust, when those having short
positions switch places to cover and the market will
eventually face a downturn.

Generally, NIFTY Put call ratio follows a trend in
which it seems to oscillate between 0.8 and 1.3 with
0.8 being the lower band and 1.3 being the upper
band.

e ———
—

——_——— e ——



Case Study: Open Interest Analysis
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| Open interest is a measure of the total number of outstanding contracts for a particular financial instrument,
| such as a stock or a futures contract. Open interest can be helpful in the stock market in several ways:

* It can indicate the level of market participation: High open interest indicates that there is significant
market interest in a particular security or instrument. This can be a positive signal that the market is active
and that there is a lot of trading activity in the stock.

|
|
I
I
I
|
|
|
* It can provide insight into market sentiment: Open interest can help traders and investors gauge market :
sentiment. For example, if open interest is increasing in a particular stock, it can indicate that tradersare |
becoming more bullish on the stock's future prospects. :

|

I

I

I

|

|

|

I

I

* It can help predict price movements: Changes in open interest can provide important clues about
potential price movements.

* For example, if open interest is increasing as prices are rising, it can indicate that traders are becoming
more bullish and that prices are likely to continue rising. Conversely, if open interest is declining as prices
are falling, it can indicate that traders are becoming more bearish and that prices are likely to continue
falling.

————
—_——

—-— —_ 13
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Open Interest & VolumeiAnalysis:

PRICE OPEN INTEREST INDICATION
Increase on the
number of contracts
/ BEARISH (Increase of Shorts
positions)
Increase on the
number of contracts
/ / BULLISH “"‘"'?“59 of Longs
positions}
Closing longs
intensively (getting
\ BEARISH | "™
Despite price
increasing, the
/ \ BEARISH number of open
positions{contracts) s
decreasing, meaning
Longs are closing, loss
| of interest

__Interpretation
strong

bullish

price continue rise

weakness
Moderately bearish

uptrend unsustanable

weakness

bearish

downtrend continue

low strength

moderately bullish

downtrend weakness

Price Trend Volume Trend

- 4 F 4

-

RN

Ol Trend

SAS

Inference
Strong Uptrend
(Long Buildup)

Weak Uptrend
(Short Covering)

Strong Downtrend
(Short Buildup)

Weak Downtrend
(Long Unwinding)

|
|
|
|
|
|
|
|
I
|
|
I
|
|
I
|
|
|
L

|
I
I
|
I
I
|
I
I
|
I
I
|
I
|
|
[

~

Key Points:

* Price movements in the options are a reflection of
decisions made by traders to buy or sell options

* Open interest is the number of open positionsin
options contracts

* The greater the open interest and volume, the better
the liquidity and more efficient pricing

* Open Interest Rising: Gives an indication that the
present trend (uptrend, downtrend or flat) is likely to
continue.

* Open Interest Falling: Gives an Indication that the
present trend (uptrend, downtrend or flat) is likely to
change or is coming to an end.

e
—_—

-
-
-

Key Points:

* Volume measures the number of contracts that
exchanged hands during the trading session. It
measures market activity. Open Interest is the total
number of outstanding contracts. It gauges market
participation.

* Normally, large institutions and informed investors
are on the sell side of calls and puts. So, if you see an
aggressive increase in open interest in puts, it is most
likely being led by the institutions who are selling
puts and it hints at a support level below which the
market is unlikely to fall.

* If the price rises with rise in open interest the market
is bullish

—_—

~

Key Points:

Open interest increases and decreases dynamically; it
increases when new contracts are added and
decreases when positions in existing contracts are
closed by buyers and sellers.

* Open interest represents the number of open and
live contracts in the market, while on the other hand,
volume signifies how many trades were executed on
the given day.

* Open interest will not change where there is merely a
change of hands from one party to another. Unlike
volumes, open interest is continuous data.

~
-~
—_—————

——
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Example: Nifty Future!Ol/Analysis

Fi ‘e —_
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FT oo o

In this example we are analysing Nifty Futures Open Interest Built-up for every 30 min with Technical price-
action chart of NIFTY:

* 09:16 — 09:45: In the first 30 min we are seeing Nifty had lost 19 points and gained 4.2L Ol indicating Short
built-up, Also in chart you can see in 15 min Nifty tried to test 20950 but pulled back to 20900.

* 09:45 - 10:15: We are observing Nifty lost over 26 points but the Ol is also reduced by -4200 indicating
, Which indicate people are losing interest in short and there is likely a reversal.

e 10:15 - 10:45: Nifty gained 13 points & Ol also gained by 21250 indicating Long Build-up, So, the trend has
turned bullish, Nifty rallied from 20900 to 20925.

e 10:45 - 11:15: Nifty gained 27 points & Ol also gained by 67300 indicating Long Build-up, So, the trend still
remains bullish, Nifty trading above 20925.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
e 11:15- 11:45: Nifty gained 4 points & Ol also reduced to 46750 indicating Long Build-up, So, the bullish I
trend is losing momentum, Nifty hovering around 20925. :
I

I

I

I

I

I

I

I

I

I

I

I

I

I

I

I

e 11:45 - 12:15: Nifty lost 4 points & Ol also gained by 59650 indicating short Build-up, So, the trend is
turning bearish, Nifty fell below 20925.

e 12:15-12:45: Nifty lost 41 points & Ol reduced to 2400 indicating short Build-up, So, the bearish trend is
losing momentum, Nifty fell below 20900.

e 12:45 - 13:15: Nifty lost 17 points & Ol also reduced to -6650 indicating , So, the bullish
trend is losing momentum, Nifty fell below 20875.

e 13:15 - 13:45: Nifty gained 29 points & Ol gained by 13800 indicating Long Build-up, So, the trend is
turned bullish, Nifty rallied from 20875 to 20900.

e 13:45 - 14:15: Nifty gained 21 points & Ol gained by 77450 indicating strong Long Build-up, So, the trend
is bullish, Nifty rallied from 20900 to 20925.

e 14:15 - 14:45: Nifty gained 25 points & Ol gained by 61600 indicating Long Build-up, So, the trend is
bullish, Nifty rallied from 20925 to 20950.

— — — —
—

Note: Refer the above example for better understanding. P

—_——— e ———
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mplied Volatility [IV]

Implied Volatility:

- Perception of Risk is Implied Volatility (IV)
- High Risk = High IV = High Option Prices

- The volatility is implied in the option price.
- It is calculated from the option price.

How much this
stock can move? IV ﬁ
ED
o

Call Prices B

Put Prices B

IV is low for low movement underlyings &
High for high movement underlyings

Practical example of IV:

BUY Put Option

This is a bad idea, why?
- |V is High so the Option Prices are High.
- Option Price is high so breakeven
(no profit-no loss point) will be far

- If stock reverses, they'll lose from
direction and |V both. Because IV will decrease.

: Key Points: I
| ° Implied Volatility is a measure of uncertainty/Fear |
| * Higher IV means higher Option Prices :
| « Usually high when market goes down or bearish |
|« Usually low when market is stable or bullish I
: * In case of events the IV is very high like; |
| * Elections Results, RBI Policy etc... I
| * Stock Results, budget and announcements! :
| * IV goes up before the event which increases Option |
| premiums |
: * IV goes down after event which decreases the Option |
| premiums |
I

I

L

—— —
—

| Key Points: |
| * By looking at the examples you can observe USDINR |
| is having low IV means its more stable compared to :
I SBIN where IV is high indicating high volatility |
: * In Nifty example ATM IV is decreased & their by Nifty |
I is bullish gaining +0.7% so, if IV decreases marketis |
| bullish & IV increases we can expect volatility |
| « Inthe example of IDEA stock the IV is very high it can :
: be due to the following reasons; |
I * Results expectation or Announcement |
I * |V will reduce after the event is completed |
I

I

——— —
p—

—_—————

—
Key Points:

* Implied volatility is a fundamental prediction of how
much market movement is expected regardless of the
direction.

* High implied volatility tells that there is a higher
chance of large price swings expected by traders. In
contrast, low implied volatility means that that the
market expects price movements to be relatively
harmless.

* Implied volatility levels, in theory, do not indicate
market direction and so do not necessarily indicate
bearishness. High IVs, on the other hand, are
frequently interpreted as a bearish indication by
traders. e ———

—

-
\\\~____’//



Im plied Volatility She‘zwjgw,w

VOLATILITY SKEW
NORMAL SKEW

{ STRIKE PRICE )

CURRENCY

T™ CA ATM

CRUDE Oil

s P

ATM TV

EQUITY

| Option Volatility Skew: |
| « Skew is the implied volatility disparity between |
I different strike prices within the same expiration. :
: * In some cases, implied volatility is relatively equal |
I along all strikes in an expiration, which is referred to |
I as a "straight skew" or a "flat skew". I
| « On a typical volatility skew, downside strikes have |
: higher implied volatility, because historically stocks :
| tend to fall with much greater speed and magnitude. |
| * Dropsinstock prices go along with increased I
| uncertainty in the market. Conversely, on upside I
| strikes, the implied volatility is typically lower, as |
: markets tend to go up in a more steady, constrained |
I

I

p—

way. -

—
| Skew for Currency options: I
| » For Currency options, implied volatility employed in |
| pricing options at the extreme ends tends to be :
: elevated compared to at-the-money (ATM) strikes. |
| * Thisis because a significant currency shift in either I
| direction (appreciation or depreciation) can adversely |
I impact exporters or importers. |
I e Consequently, the volatility smile in this asset class :
: exhibits greater symmetry, reflecting an equal |
| intensity of adverse movement on either extreme. _ __ |
I

—_—

———— e — —

kew for Crude oil options:
The crude oil options’ implied volatility smile and its
curvature is significantly influenced by hedging
pressure on the underlying.
* The scarcity premium which could emanate due to
supply issues tends to keep the higher strike prices at
a higher implied volatility than the left extreme.
* With the ATM volatility being the lowest point of the
smile or, rather, volatility skew, causing the right side
of the curve to be tilted above, in comparison to the
left side of the curve surrounding the éTM., -

—

e n

— m—— e —

kew for Equity options:
In case of equity options, IV used to price the lower
strike price options is significantly higher, than those
used for higher strike price options.

e n

is more risk of destructive move, therefore options
are bought, to hedge that destructive move.

* So implied volatility is higher during drops in strike
price (i.e. left extreme) compared to the right _ _ _ &

o —

—_—

|

|

|

I

: * This is because when the price of equity drops, there
|

|

|

1

I

: extreme. -

_— —
— — — — —
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Greek Formulas for Advanced Analysis: 1

1.1 Long Call

Proficiency  Direction

Volatility  Asset Legs

Max Risk Max Reward Strategy Type

® @

N/A @

®@ O

Novice Bullish Long Call Capped Uncapped Capital Gain
Risk Profile
As the stock price I Risk Prafile . Theta| Theta
rises, the long call i i + N Theta is negative,
moves into profit r G r ey - illustrating that time
more and more - b L \\‘“\-——-f" decay hurts the long
quickly, particularly r L \ 5 call position.
when the stock price F N
is greater than the i L N
strike price.
Delta | Delta Vega| Vega
Delta (speed) is posi- |- -~ L Vega is positive, illus-
tive and increases at [ 5 - I \ trating that volatility
its fastest rate around [ L is helpful to the posi-
the strike price, until | 7 r - tion because higher
it reaches 1. Notice - 4 F el ~ volatility translates
how Delta is zero r " r a3 ¥ into higher option
when the option is T values.
deep OTM.

i Gamma| | Bho| Rho
Gamma ;- - Rho is positive, illus-
Gamma (acceleration) |- P L / _trating that higher
is always positive with |- ; b 1 r Interest "3;95 \""iould
a long call, and it T T~ k increase the value
peaks when Delta is r 3 i s of the calls and

at its fastest (steep-
est) rate.

1.2 Short (Naked) Call

therefore help the
position.

Proficiency  Direction

Volatility Asset Legs

Max Risk

Max Reward Strategy Type

® ©

N/A e

©

Advanced Bearish Short Call Uncapped Capped Income
Key:

Risk Profile Expiration e

As the stock price Today <6 months T

rises, the short call
loses money more
and more quickly,
particularly when the
stack price is greater
than the strike price.

Delta

Delta (speed) is nega-

tive and maves at its
fastest (negative) rate
around the strike
price, until it reaches
-1. Notice how Delta
is zero when the
option is deep.

Gamma

Gamma (acceleration)
is always negative
with a Short Call, and
it peaks inversely
when Delta is at its
fastest (steepest)
rate. Gamma is zero
when the position is
deep OTM or ITM
(i.e., when Delta isn't
moving).

Time(t) — 1 month — — -

Risk Profile

Theta

Theta is positive,
illustrating that time
decay helps the short
call position. As an
cption seller, this is of
course completely
logical.

Vega

Vega is negative, illus-
trating that volatility
is unhelpful to the
position because
higher volatility trans-
lates into higher
option values. As the
seller of option pre-
mium, we'd rather
the option value
decreases.

Rho

Rho is negative, illus-
trating that higher
interest rates would
harm the Short Call
position.

20



Greek Formulas for Advanced Analysis: 2

1.3 Long Put

Proficiency  Direction Volatility Asset Legs

Max Risk Max Reward  Strategy Type

® ®

N/A @

@ o

Novice Bearish Long Put Capped Uncapped Capital Gain
Risk Profile L Risk Profile| | Theta| Theta
As the stock price F o et - Theta is negative,
falls, the long put C L \“k - illustrating that time
moves into profit | gt decay hurts the long
mare and more L L \ 4 put position.
quickly, particularly i § oL
when the stock price [ L v
is lower than the
strike price.
L Vega| Vega

%::%‘{s sadia v C C ) Vega is positive, 'iF.Ius—
o andpmovas i i?s L L \\ trating that volatility
ot il 5 5 is helpful to the posi-

: ; ; L L tion because higher
jrhe strike price, ""?m 3 7 - ~ volatility translates
when the option is e
deep OTM.

P | Gamma o _ Aol pro
Gamma r s s Rho is negative, illus-
. L £y trating that higher

Gamma (acceleration) [ J \ b g9 9
is always positive with |- _ L interest rates would
a long put, and it - /!\ - reduce the value of
peaks when Deltais [ N L / the puts and there-
at its fastest (steep- ottt | fore hurt the position.

est) rate.

1.4 Short (Naked) Put

Proficiency

Direction

Volatility Asset Legs

Max Risk Max Reward Strategy Type

® @

N/A @

® O

@®

Intermediate  Bullish Short Put Capped® Capped Income

Key:

Expiration

Today — 6 months
Risk Profile Time(t) — 1 month — — -
As the stock price
falls, the naked put I Risk Profile| | Theta| Theta
moves into loss more | e - % Theta is positive,
and more quickly, L i TE illustrating that time
particularly when the |- - f \ decay helps the
stock price is lower B L : naked put position.
than the strike price. | - / R
Delta i
Delta (speed) is posi-
tive and falls to zero Delta ~ Vega| Vega
after the pasition B e Vega is negative,

reaches its maximum
profit potential after
the stock has risen

above the strike price.

Gamma

Gamma (acceleration)
is always negative
with a naked put
(because you are net
seller of options), and
it peaks inversely
when Delta is at its
fastest (steepest)
rate, which is when
the position is ATM.

TT T T T F T 77

<,

Rho

illustrating that
volatility is harmful to
the position because
higher volatility trans-
lates into higher
option values.

Rho

Rho is positive, illus-
trating that higher
interest rates would
help the naked put
position,

21
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Strategic Hedging Tec

hniques:

the
opposila
of which is

by
put

Covered Call

improve yield by

" » BullPut
Maked Put | Spread

substituting the -
stock fora Bear Call
deep ITM Income Spread
lang-term call — 7

l Strategies
Covered
Short
Straddie

Bull Put + Bear Call =

Staircase

Key Points:

Options enable us to enhance our returns by
combining buy/sell legs to generate income.

In this diagram you can observe the various income
strategies link together, highlighting their similarities
and differences.

The opposite of a Bull Put spread is a Bear Call
Spread, and the combination of the two forms a Long
Iron Butterfly.

There are several ways in which a Covered Call can be

—_—
—_—

e Loeglon Jo | tengien enhanced, but the best way is by substituti
Soalod i ittt , y is by substituting the
stock with a Deep In the Money, long term call
l option, creating a Diagonal Call. ////”_——
Bl AT —F—{=]i__ T

Covered Call I—K:y_Pc;n:s:_ __________________ -i
Proficiency Direction Volatility ~Asset Legs Max Risk Max Reward Strategy Type : e The concept is thatin owning the StOCk, you then sell |
® @ e ©-0 @ @ ® | an Out of the Money call option on a monthly basis as :
Plowice Bullleh " ;::glsc':;“ Fopped™: Capped Income I a means of collecting rent (or a dividend). |

e ————— |« If the stock rises above the call strike, the stock will I
& I be sold. .. but you make a profit anyway. I
|+ I the stock ins static, th 're better off |
s N — - g | e stock remains static, then you're better o I
A i % il | because you collected the call premium. |
| < If the stock falls, you have the cushion of the call |
| premium you collected. —— T

I -

g\\E-____”///

gull Put Sppead . _ 5
Proficiency ~ Direction Volatility Asset Legs  Max Risk Max Reward Strategy Type I Key Points: |
® @ wm OO0 6 O ® : * The Bull Put spread is an intermediate strategy that |
Intgmeciate  Bullish : l;:oi :‘t Capped  Capped Incoma I can be profitable for stocks that are either range :

| bound or rising. I
| « If the stock rises, both puts will expire worthless, and |
\_ L /S = _/_ | you simply retain the net credit. I
Buy lower strike put SelOTM:put Bull Put:3pread : * Your maximum loss is the difference in strikes IEss_,_th_e_!
| netcredit received. /’/,/"‘"—

Bear Call Spread I—K—ey_l-"t;r;s:_ __________________ _i
Proficiency  Direction Volatility Assetlegs Max Risk Max Reward Strategy Type : + The Bear Call Spread is an intermediate strategy that |
® ®@ m 60 ® ® |  canbe profitable for stocks that are either range :
Intermediate  Bearish : f::;:s:llll Capped Capped Income I bound or fa“lng. I

'« The concept is to protect the downside of a Naked I
: Call by buying a higher strike call. I
% ” A = L | ¢ If the stock rises, then your break(.aven is the lower :
Sell lower strike call Buy OTM call Bear Call Spread : Strlke plUS the net Cred|t yOU receive. —_— —_———

—_—

- —
———— e ——
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Strategic Hedging Techniques: 2

Long Iron Butterfly I_Key Points:

* The Long Iron Butterfly is an intermediate strategy
that can be profitable for stocks that are rangebound

Proficiency Direction  Volatility  Asset Legs Max Risk  Max Reward  Strategy Type

® ® e ©0 6 o ®

®-© » Often, traders will leg into the Long Iron Butterfly,
Intermediate Meutral Low B Long Put Capped Capped Income
Shart Pu . o
2 then as the stock rebounds off resistance adding a

* |deally the stock will remain between the lower and
o ¥/ N ¥ S BN

higher strikes, with the maximum profit occurring if
Buy lower Sell middle  Sell middle Buy higher Long Iron

strike put strike put strike call strike call Butterfly

|
|
|
|
|
first trading a Bull Put Spread just below supportand |
|
|
|
|
|

— — —
p—

|
|
|
|
|
|
|
® Long Call | Bear Call Spread, thereby creating the Iron Butterfly
|
|
|
|
|
[

——— e ——

Long Iron Condor e e -
Key Points:

e Avariation of the Long Iron Butterfly, it is in fact the
combination of a Bull Put Spread & Bear Call Spread.

Proficiency Direction Volatility Asset Legs Max Risk Max Reward Strategy Type

® ® e oo e o e

' |
' |
' |
®-© ' 2 BUl ad. |
| « Traders often will leg into the Long Iron Condor, first |
Intermediate  Meutral Low Long Pu Caj d Capped Income . .
" 1 : o P:t o * : trading a Bull Put Spread just below support and then |
® Short Call | as the stock rebounds off resistance adding a Bear I
ol | Call Spread, thereby creating the Long Iron Condor. |
| * Ideally the stock will remain between the two middle :
\ v F T\ . / = f\_ : str|l‘<es, Wlth the maximum profit occurring if thfe_ 1
Buy lower Sell middle lower Sell middle higher Buy higher Long lron I Optlons eXpIre between these' —— -
strike put strike put strike call strike call Condor - - -
Covered Short Straddle '_K—ey_Pc;rES'_ __________________ 0

Proficiency Direction Volatility Asset Legs Max Risk  Max Reward Strategy Type

0) @ w @@ ) )

* The conceptis to increase the yield of the Covered
Call by selling a put at the same strike as the sold call.

® * In this way, we take in the additional income from the
Advanced  Bullish W long Stock  Uncapped Capped Income
RS in terms of risk.

* If the stock is above the strike at expiration, then
we’re quite happy because our sold put expires
worthless, our sold call is exercised, and we simply
deliver the stock we alreadyown. _ ——————

I
I
|
|
|
sold put; however, there is a significant price to pay |
I
I
|
|
|

S v /T TN = /T
Buy stock Sell put Sell call Covered Short Straddle

|
|
I
|
|
|
B Short Put I
|
I
|
|
|
I

_— - —

Calendar Call —————— e .
— Key Points:

I I
I« calendar spreads are known as horizontal spreads, |
: and the Calendar Call is a variation of a Covered Call, :
| where you substitute the long stock with a long-term |
| long call option instead. I
: * Your maximum risk on the trade itself is limited to the |
I
I I
I I
I |
I
I

Proficiency Direction Volatility Asset Legs  Max Risk Max Reward Strategy Type
® ®@ m» 00 6 O @®
Intermediate  Bullish B Long Call  Capped Capped Income

B Short Call

net debit of the bought calls less the sold calls. Your
maximum reward is limited to the residual call value

—/ + N\ AS

Buy sl ol coll Calandar Cal when the stock is at the strike price at the first
expiration, less the net debit. m————
- 24
— -—
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Making Informed Decisions Using Probabilities:

| Key Points: |
|« An option buyer can make limited losses (i.e., the I
: premium paid) but his losses are unlimited. :
| ° An option seller can make limited profits up to the |
I premium paid, but stands the risk of unlimited losses. |
| = The seller of options makes profit more frequently, |
I but he/she earns small amounts every time I
: * The buyer of options earns larger profits from each :
| winning trade, but he wins less frequently |
1

e ———
—_—

——— e ——

rre---—--—--—-8-—--——-————_-—-— - |
e ] @ @ eieloss) Key Points:
yer: Pays : Gets . . . . .
Seller: Receives Seller: Gives i * If you are interested in making big profits from one

if gets lucky, with limited loss
Sefler:

I
I
trade, then you should go for buying options. If you :
are satisfied with making small profits multiple times, |
then you can sell options. I
I
I
I
I
|

Makes limited profit |.e. premium
but ean lose way more than
premium.

HEoRE -

I

I

I

I

I

I

| » Many option buyers aim for big profits and end up
: losing the premium when their view goes wrong. So,
I

I

I

I

] 0
[ |
[ww | 5 e | TR
[ |

g
I

over a six-month period, it may happen that in the
first five months they lose the premium, get
demotivated and exit the market. _ _ ——————

——————

AN = . r ;
‘P(Zg'?}‘ ({Probability of Profit (POP) | Key Points:

[ I
Need o cross the strke  Has the higher chance of | » In this example for Option buyer to make money the |
B e | Nifty has to move more than 200 points to breakeven :
: * For Option seller makes money if Nifty doesn't goes |
Nnmyso @ 17000 o8 Pokizmaye | more than 200 points and that is where the I
B ocalarmonty v L - I probability is high in Option Selling I
expiry for 200 Rs 17500 | Stkefrice  J woe. | ®Also, Even if the Nifty is flat Option Seller makes I
&;ak-c'mm’“mf /N,N/’V/ : money from the time decay which is termed as Theta. :
’W‘J 17000 | | * From this example lets analyse a practical example on |
II:I:JSI:;:(:;?.I)&II;T;" T I how to trade Option with high probabilit& _____ 1
I ////,
b -
= e =y - - - " === A
= _— 4 —~ i | Key Points:

* This is a Bull-Put spread where we expect Nifty to
trade above 16250 level so, we have sold 16250 PE &
bought 16050 PE as Hedge.

This strategy has 56% POP & breakeven is 16177

which is lower than trading level

So, If Nifty goes up or stays flat above 16177 we will
still make money in this strategy.

The only way we will lose if Nifty falls below 16177
level, because we have bought Hedge our loss is
limited to -6368. ——— T

0
© 1 &
RS ——

—_—————
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Advanced Strategiesiwith'Ell Data Analysis:

Why to look at Fll Data? Key Points:

I
* The Flls hold around 21 % of the overall holdings in |
the companies & DllIs hold about 14 % of all shares in :
the nifty 500 companies. |

* Investment duration of Flls is for short or medium I
I

I

I

I

|

|

|

I

I

|

| term. And the DIl invest mainly for the long term.
: * When one is the buyer, the other turns seller, and the
I

I

|

L

opposite. The outflow of Fll funds got offset by the
growing participation of the domestic institutional |

e ———
—_—

P ) F&O ‘%*@/\Retail

investors. —

——— e ——

Participants in Option Trading: I
1. Margin Traders are mainly trading covered call |
strategies using existing stock holdings :
2. Arbitrageurs are traders looking for difference in |
stock, future or Option miss-pricing I
I
I
I
I

2. Arbitrageurs: 15%
itrageurs make a profit fram the p

I
I
I
I
I
] b I
| e |3
I
I
I
I
L

{ Hedge Fund traders are trading Option with
* strategies it can be combination of future or stock
Speculators Cspatularors 50% 4. Speculators are mainly retail traders who are trading
o vt o a nancal e ke ar intraday to capture short momentums. 1
rr-=-=--=-=-—-—=-n—-=—--=-n---------—--- —-=- =

Components of Fll Data

Parameters to analyse Fll Data:
* While reading Fll Data, Daily Options Activity plays a

I I
Most I I
Important | major role in deciding the market trend while :
Daily Options Activity : compared to Futures. |
Daily Futures Activity | * Because Options are having expiry every week so the |
Change in Futures Ol I traders need to make quick decisions to exercise I
Options Positions as of today | Options while compared to Futures on monthly basis |
Stock Activity | '« InFll Data analysis Stock activity is least significant I
LE I because, the decisions on stocks are usually made for !
Important | . I
| long term or for monthly basis. ]
I ////,,
b -
Qutstanding OI of FII in Index Options as on 27 Sep (Friday) _E;ar_nr; eT ___________________ K
Calle 283k Qty sulish Puts 151635k Qty | Bearish * First data is outstanding Ol in INDEX Options tells us
net CALL or PUT option which are live
T s i T =i * Fll Activity indicate what is the daily change in CALL

or PUT Option contacts compared to outstanding
* While reading Fll Data we need to assume Fll are
buyers in Option, like Net CALL is 28K that means

FII Activity - Index Options 27 Sep (Friday)

Calls LTk Oty Beetn Puts w260k Oty [EERcnt they are holding long CALL contracts
° ) * In this example outstanding Net PUT contracts are
Long 0T Chg. Short O Chg. Long OI Chg. Short OI Chg. . . . . .
+14,411.0 $12.7%  +33,067.0 +43.1% +34,083.0 +17.1%  +7,645.0 +12.3% more |nd|cat|ng Bearishness in trend.
—_— -—
- - - -
Dater Price Open High Low Volume Chg ~— — - 28

Sep 29, 2019 1121515 1L543.00 1160750 1L201.05 55.50M
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Download the app from Play Store or Apple Store:
Link: https://play.google.com/store/apps/details?id=com.myschool.new.app

Code to access: BFXT8G
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Yogendra Shah

Appreciate the dedication of the
Team, their timely Interventions
to help investors. This
knowledge sharing platform is
really helpful.

1d

Kranti Sanglam

Great Peer-to-Peer lzarning,
good and better strategies for
Positional Traders, Office Goers,
Young Guys, and even Old
People. Mr. Ravi is 63 yrs young
chap who is doing positional
trades while having an 8 am to 5
pm job, Hats-off for his smart
work. Talking about the new
launch of online Peer-to-Peer
learning & community is
definitely a wonderful step. Go...
Read more

im

Mrinmay Mandal

Thank you very much for all of
your support, guiding and
teaching us. It was a wonderful
section. Thanking you very much
for sharing your valuable
knowlaedge & experience. Your
way of teaching & explanation ,
made me easy in a very liquids
manner. Your teaching style is
excellent. It is enriching and
enhancing my knowladge. Thank
you very much one again for._.
Read more

&m

What people are saying?

ravichandran

@tradepsycholog_ your
explanation of strategies were
simple and understandable. i m
new and could follow up each
and every word of you. all the
best God bless you.

lyo

Dr. Audumbar Netalkar

Good experience from people of
various walks of life. Great
knowledge is shared through the
forum. It's all about learning,
teaching and in turn earning.
Thanks for your great endeavor.
Pls keep it up. Dr. A. S. MNetalkar

1d

Umasankar Alluri

HI MB Very Clearly explained I
got clarity o interpretation of
FII/DII data

im

Bob

@tradepsycholog_ The course is
dynamic. Data analysis and
strategy selection are explained
with real data.The framework is
simple and effective. The weekly
sunday webinars are effective
learning experiences. The course
is a formula for trading success.

EmO

Ajith

MB ji and Ravi ji are truely grg
since they are not afraid to
contradict and this shows the
transperncy and dedication

17d

Harsh Rastogi

The session was very informative
and brought clarity of concepts
and points to watch out when
analyzing the market trend and
levels.

im
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Raghvendra Rao. Pune
Maharashtra.

Today's session is excellent
learning lot of insights of options
from Mr.Ravi sir I am totally
beginer Ravi sir guidance opened
my eye that options are not so
easy that what I have thought . I
am so much happy to be a part
of Trade Psychology. I will be
confident this course will help
me to trade options
independently within short
period.No words to express...
Read more

im

Laishram Sama

It's great and simple method of
teaching, easily undertandable,
great

19d

Atul Torne ( Gold member)

nice session. keep discussing
different strategies as par
current market directions 11!
Thanks 111

15d

https://learn.tradepsychology.com/
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