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ActionEconomics.com, 117–118
American-style option, 27
At-the-money (ATM) strike price, 12–13
Australian dollar

and Commodity Index, 141, 413
and gold, 141, 142
versus euro/yen, 134–136
versus Japanese yen, 139, 140

Bank Industry ETF (RKH), 74, 76
Bank of China, 179
Bank of England, 61, 116, 122, 123, 175
Bank of Japan, 183
Barrier, 166–167
BetonMarkets.com, 173, 189
Big Mac index, 84–86
Big Mac theory, 85, 87
Binary options, 56–59
Binary option strategies, 165–177

combining binary options with plain vanilla
and spot trading, 173–177

description of binary options, 166–17
using exotics to derive market sentiment,

170–173
Binary option types, 166, 167–168

double no touch, 168
double one touch, 167
expiration of exotics, 168
no touch (lock-out), 167
one touch (lock-in), 167

Black-Scholes equations/model, 15, 30, 22, 169
Bloomberg Survey, 15, 116, 121
Blue Chip Economic Indicators, 119–121
Bollinger bands, 102–103
Bongartz-Renaud, Douglas, 159
Brummer, Alex, 121
Butterfly spread, 160–162

break-even points for iron butterfly, 161
defined, 160

Calendar spreads, 132
used to trade volatility, 151–152, 153

Call ratio spread, 32
Calls, 3–4, 5
Carlson, John B., 58
Carry trade option strategies, 144–147

Japanese yen versus British pound, 144, 147
Swiss franc versus Hungarian forint, 144,

145
Swiss franc versus Iceland krona, 144, 146

Carry trades, playing on, 181–182
Chart patterns and trade entry, 106–114

Bollinger bands, 102–103
channel patterns, 103–104
parabolic paths, 101–102
three-line break charts, 104–106, 107

Chicago Board of Trade (CBOT), 55–56, 184
Chicago Mercantile Exchange (CME), 19, 144,

180, 189
China, and effect on trading, 179–181
Commitment of Trader (COT) report, 59–61
Commodity-currency spread strategies,

139–143
Australian dollar and Commodity Index,

141, 143
Australian dollar and gold, 141, 142
South African rand and gold, 139–141

Consensus Economics, 121
Correlation data sites, 111
Correlation between gold, oil, copper, and

Canadian and Australian currencies,
182–183

Covered FX options, writing, 162–163
Craig, Ben R., 58
Cross pairs, 133
CSI 300 Index, 180, 181
Currency-commodity connection, tracking,

94–97
Currency outlook checklist, 97–98
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Currency pairs, 81
PPPs of, 87–92

Currency pair spreads: playing the
correlations and divergencies, 133–139

Australian Dollar versus euro/yen, 134–136
Australian Dollar versus Japanese yen, 139,

140
euro versus British pound, 136, 138
euro versus Swiss franc, 134, 137

Currency target exchange-traded funds
(ETFs) and determining if market is
dollar bearish or bullish, 79–83

dollar bull versus dollar bear ETFs, 80–82
ETFs and ETNs on key sectors, 83

Day charts, scanning, 108–109
Days to expiration, 11
dDelta/dVol, 20
Delta, 15
Delta calls versus delta puts, comparing,

20–21
Delta measurements, 20–21
Delta neutral trading, 150, 151
Derman, Emanuel, 32
Dollar bear ETFs, 80–82
Dolar bull ETFs, 80–82
Down Jones U.S. Real Estate Index

(DJUSRE), 71–73
dVega/dSpot, 16

Elliott wave patterns, 108–109
Euro Interbank Offered Rate (EURIBOR), 62
European Central Bank (ECB), 62
European style option, 27, 28
Euro versus British pound, 136, 138
Euro versus Swiss franc, 134, 137
Exchange-traded funds (ETFs), 71–77, 189
Exchange-traded notes (ETNs), 79, 83
Exotic options, types of, 165–166

advantages of, versus plain vanilla, 169–170
and deriving market sentiments, 170–173
premiums of, 169, 170

Experts, using, to shape trading decisions,
115–128

follow bank forecasts, 125–128
follow housing prices, 122–124
follow think tanks, 124–125
forecasting accuracy, 116–117
professional sources of expert forex

opinion, 117–122

Expiration date, 10
Extreme Bollinger bands, 102–103

Fair value, 14
Federal funds futures, 55
Federal funds futures contract, 56
Federal Open Market Committee (FMOC),

184, 188
anticipating direction of, 54–62

Federal Reserve Bank, 54, 55
Federal Reserve Bank of Cleveland, 55
Fibonacci patterns (“fibs”), 106–108
Finotec, 189
Forecasting accuracy, 116–117
Forex firms, and option premium pricing,

11–12
Forex option combinations and components,

156–163
butterfly spread, 160–162
condor, 162
seagull, 159–160
straddles, 156, 157
strangles, 156–158
writing covered FX options, 162–163
zero cost cylinders, 160

Forex option prices, factors affecting, 25–50
time, 25–27, 28
volatility, 27–50
volatility quotes, 50
volatility scan, 41–46
volatility smiles, 30–38

Forex option spreads, trading, 131–132
Forex option trade, finding direction for,

53–77
anticipating direction of Federal Open

Market Committee (FOMC), 54–62
evaluating real estate exchange-traded

funds (ETFs), 71–77
importance of interest rate expectations,

53–54
using housing sector data, 62–71

Forex option trading fitness
achieving, 187–188
testing, 188–189

Fundamental directions, tracking, 79–98
Big Mac theory, 87
currency-commodity connection, 94–97
currency outlook checklist, 97–98
diagnosing global economic conditions,

83–84
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group currencies by purchasing power
parity (PPP), 84–92

group currencies by trade-weighted index
patterns, 92–94

using currency targeted exchange-traded
funds to determine if the market is dollar
bearish or bullish, 79–83

Futures commodity merchant (FCM), 189

Gamma, 16–18
Gamma spread trading, 154–156
Gladstein, Jeff, 41
Global Currency Forecast, 125
Global economic economic conditions,

diagnosing, 83–84
Google News, 115
Greeks, 15–19, 189

delta, 15
gamma, 16–18
rho, 14, 19
theta, 18
vega, 15–17

Gross domestic product (GDP), 119–120

Han Yongwen, 179
Hedgstreet.com, 189
Historical correlations, 110–112
Historical volatilities, 110
Housing prices, 122–124
Housing recovery, as opportunity for option

trading, 185
Housing sector data, 62–71

Australian dollar, 68
British pound, 66
Canadian dollar, 71, 72
Japan, 69, 70
KB Homes, 63
New Zealand, 69, 70

IKON, 189
Implied volatility, 30
Interest rate expectations, 53–54
International Monetary Fund (IMF), 124
International Securities Exchange (ISE), 189
Internet, 115
In-the-money (ITM) strike price, 12–18
Intrinsic value versus time value, 13–14
Iran, preemptive attack on, 184
Iron condor, 162
Ishida, Ryousei, 18

Jagger, Suzy, 115
James, Russell, 53
Japanese yen versus British pound, 144,

147

Kern, David, 121
King, Mervyn, 116

“Laughter in the Dark—The Problem of the
Volatility Smile” (Derman), 32

Lincoln, Abraham, 25

Market sentiment, deriving, 170–173
Market skew, 20–21, 23
Maturity date, 10
Melick, Greg, 108
Melick, William R., 58
Mellon Bank forecasts, 126–128
Mmiki, Takeharu, 18
Moneyness, 12–13

Nielsen, Bo, 41
Notional amount, 12

Oanda, 189
OECD PPP data, 85
Oil costs, and effects on forex options,

183–184
Optima Investment Research, 47–48
Option premium pricing among forex firms,

11–12
Option style, 11
Option trade, elements of, 3–24

comparing delta calls versus delta puts,
20–21

delta measurements, 20–21
elements of option trade or ticket, 10–14
Greeks, 15–19
market skew, 20–21, 23
plain vanilla options, 3
purchasing an option, 3–8, 9
spot delta, 19
writing an option, 8–9

Option type, 10
ORATS (Option Research and Technology

Services) program, 46
Organisation for Economic Co-operation and

Development (OECD), 124
Out-of-the-money (OTM) strike price,

12–13
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Parabolic paths, 101–102
Philadelphia Stock Exchange (PHLX), 131,

189
Plain vanilla options, 3
Plain vanilla strategies, 131–133

calendar spreads, 132
combining binary options with, 173
straddles, 133
trading forex option spreads, 131–132

Professional sources of expert forex opinion,
117–122

ActionEconomics.com, 117–118
Blue Chip Economic Indicators 119–121
Consensus Economics, 121

Purchasing an option, 3–8, 9
Purchasing power parity (PPP), and grouping

of currencies, 84–92
definition of PPP, 84–85

Put backspread, 32
Put/call ratios, 147–148
Puts, 4, 6–8
Put-to-call volume ratio (PCR), 147–148

Real estate exchange-traded funds (ETFs),
71–77

“Recovering Market Expectations of FMOC
Rate Chagnes with Options on Federal
Funds Futures” (Carlson, Craig and
Melick), 58

Renminbi currency, 180, 181
Reuters Commodity Index, 141, 143
Reuters Financial Glossary, 160
Reuters Tankan Poll, 115
Rho, 14, 19
Rising oil costs, and effect on forex options,

183–184
Rick reversal trade, 148–150
Robinson, Paul, 54

Saxobank, 189
ScotiaCapital, 125
Seagull, 159–160
Sela, Udi, 152, 155, 161, 162
Selvanathan, Sharada, 69
Shiller, Robert, 115
Sigma boundary chart, 48, 49
Smith, Hugh, 131
South African rand and gold, 139–141
Spot delta, 19
Spot price, 10, 27

Spot trading, combining binary options with,
175–177

Stagflation, as forex option trading
opportunity, 184, 185

Stand & Poor’s (S&P)/Case-Schiller
Composite Index, 185

Straddles, 133, 156, 157
Strangles, 156–158
Strike price, 10

in the money, at the money, out of the
money, 12–13

Swiss franc versus Hungarian forint, 144
Swiss franc versus Iceland krona, 144

Tankan sentiment surveys, 183
Theta, 18, 25
Think tanks, 124–125
Three-line break charts, 104–106, 107
Time, 25–27, 28
Time value versus intrinsic value, 13–14
“Top Economist Says America Could Plunge

into Recession” (Jagger), 115
Trade date, 10
Trade entry. See Chart patterns and trade

entry
Trade-weighted index (TWI) patterns,

grouping currencies by, 92–94
Trading decisions, using experts to shape. See

Experts, using, to shape trading decisions
Trading delta call/put ratios, 147–150

delta neutral trading example, 150, 151
risk reversal trade, 148–150
using put/call ratios, 147–148

“Trading fitness landscape,” 187
Trading forex option spreads, 131–132
Turner, Ian, 61

UBS data on PPPs, 85, 87
UDN US PowerShares DB U.S Dollar Index, 80
Ultra Short Real Estate (SRS) ETF, 72, 73, 74
U.S. housing equities, 65–66
UUP PowerShares DB U.S. Dollar Index, 80, 81

Valuation date, 10
Vega, 15–16

and time, 16, 17
trading, 150–154

Volatility
benefiting from loss of, 40–41
cone, 48, 50
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forecasting changes in, 46–47
historical versus implied, 38–40
implied, 30
importance of, 30
and price movement, 48
quotes, 50
scans, 41–46, 110–114
slope, 47
smile, 30–38
three-dimensional surfaces, 30–32

Volatility, trading, 150–154
calendar spreads and, 151–152, 153
implied volatility and spreads, 154
trading a volatility skew, 153, 154
volatility smile trading, 152, 153

Volatility cheapness index, 47–48

Volatility option extremes, 113–114
Volatility, time, and effect on premium prices,

22–23

Westpac, 124
Where to trade forex options, 189
White, Stanley, 18
Woods, Myron, 47
World Bank, 124
Writing an option, 8–10

Yie Xie, 41
Yuan, rise of, 179

Zero cost cylinder, 160
Zigzag pattern, 108–109
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