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Cboe

Dispelling the Myths of
Trading Index Options

Unlocking the Potential Benefits of Index Options

Offering Unique Benefits

Many traders find the concept of index options intriguing but often hesitate to explore them due to common
myths and misconceptions. Trading index options doesn't have to be daunting. As powerful trading tools,

index options offer unique benefits that you won't find with other options products.

Understanding Index Options

Index options are financial derivatives that derive their value from an underlying market
index, such as the S&P 500. They enable investors to speculate on market movements or
hedge their portfolios without needing to own individual stocks. Unlike stock options,
which are tied to individual companies, index options allow you to trade based on the
performance of an entire market index.
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Index options are only exercised Stock and ETF options can be exercised
at expiration. anytime before expiration, and incur

early exercise risk.

Benefits of Trading Index Options

Trading index options offers a range of unique benefits that can enhance your
investment strategy, whether you're a novice or seasoned trader. Here's a closer

look at the key advantages:
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Flexibility . European-Style

in Contract Sizes Options

Index options offer flexible sizes, Many index options are

including standard, mini, and nano European-style, meaning they are
contracts, allowing you to choose only exercised at expiration, so

the best fit for your portfolio and there is no risk of early assignment.
risk tolerance.
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Strategic Opportunities Li%uidity and Narrow
Index options provide numerous Bi 'ASk. Spreads ‘
strategic opportunities, including |I’?deX‘Op’FIO‘DS are known for their
the ability to use spreads, straddles, aliely |IC]UIdeEy and narrow bid-ask
and other complex strategies. These spreads. This means yo‘u ma3‘/ .
strategies can help you manage o] éble Fo en’Fer and §X|t positions
risk, capitalize on market easily with minimal slippage,
movements, and potentially ensuring that your trades
enhance your profits are executed efficiently and with
favorable pricing.
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Diverse Cash Settlement
Explratlén LRI _ Instead of dealing with the physical
el f)pthlons SIS E Wl_de rahge delivery of underlying shares, index
of expiration dates—daily, Wee.kly, Ssittens are ssled in cae
monthly,‘and quarterl.y—allowmg.; eliminating the need to manage
you to tailor your trading strategies e
to different time horizons and
market conditions.
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Extended . Diversification and Risk
Trading Hours VELEEING N
Some index options offer nearly Without the need to purchase
24/5 trading, allowing you to react individual stocks and by expressing
to global events and market your view on the overall
movements as they happen. performance of a market index, you
can hedge against market volatility
and manage risk more effectively.
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Common Myths and Realities

Many novice traders are deterred from index options due to prevalent myths
and misconceptions. Let's debunk these myths and reveal the realities of
trading index options.
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REALITY:

Trading index options may seem complex at first, but once you grasp the basics—such as calls, puts,
strike prices, and expiration dates—it becomes much more straightforward. Understanding how market
trends influence option values can turn what seems complicated into a manageable and strategic
investment approach. Placing a trade for index options is as simple as placing a trade for stock or ETF
options. The difference is expiration and cash settlement. European style only exercises at expiration,

and your account is credited or debited funds with no need to worry about underlying shares.
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REALITY:

While all trading involves risk, index options can actually be a more controlled way to invest, thanks to
various risk management techniques. By conducting proper research and employing hedging strategies
like stop losses, you can mitigate potential downsides. Index options allow you to strategically manage
your portfolio’s exposure to market volatility. With index options, you can hedge your entire portfolio in a

single trade. Because they track the entire index, index options may provide a broader and more

effective portfolio hedge compared to stock and ETF options.
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Myth 3
They're too
Volatile
= AT Expiry
REALITY: == Current

Volatility is often viewed negatively, but it can create opportunities for both conservative and aggressive
traders. Strategies like spreads and butterflies help manage risk while potentially capitalizing on market

movements. Volatility can enhance the potential for profit if managed correctly. Index options can

also be used to offset volatility as a portfolio hedge.
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Myth 4

SETTLEMENT PERIOD

My Puts or Calls | |

Will Be Exercised T ¥ ] >

or Assigned T [ ‘
Transaction date Settlement date Business days

REALITY:

Index options are typically cash-settled, meaning they are settled at expiration for the difference between
the strike price and the index value. Positions are closed, and your account is credited or debited the

equivalent value, avoiding the complexities of physical stock settlement.
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I'll Lose Money
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on Ex-Div Dates
Index options do not pay dividends, so there is no ex-dividend date to worry about. This eliminates the

REALITY:

risk of assignment in advance of an ex-dividend date.
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Myth 6

| Won't Be Able to Enter

or Exit Positions Easily /\
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REALITY:

Index options are known for their high liquidity and narrow bid- ask spreads, which means you can typically

enter and exit positions with ease. The high liquidity typically ensures that there are buyers and sellers in

the market, facilitating smooth transactions and minimizing slippage.
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Myth 7

The Contracts Are Too Large
and Expensive for Small
Account Holders

REALITY:

Index options come in various sizes to accommodate different portfolio sizes. With standard, mini, and nano
contract sizes available, you can choose the right contract size to match your investment budget and risk
tolerance. This makes index options accessible to traders with smaller accounts. Strategy selection also
influences the investment budget needed. Even in the larger SPX contract, common spread strategies risk

only a few hundred dollars in capital.
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Myth 8
Trading ODTE Contracts is for
People Wanting to ‘Get Rich Quick’

REALITY:

Trading same-day expiry options, or ODTE (zero days to expiration) contracts, is a legitimate and established
strategy used by professionals that also contributes to overall liquidity. While it can generate income, it is
typically part of a broader, longer-term growth strategy. This approach requires discipline and risk
management, making it a viable method for potentially achieving consistent returns over time.

By dispelling these myths, you can gain a clearer understanding
of the realities of trading index options. With the right knowledge and
strategies, index options can be a powerful tool in your investment portfolio,
offering flexibility, risk management, and the potential for significant returns.

4 I

READY TO EDUCATE YOURSELF: PRACTICE:

EXPLORE INDEX Ve EmluE Use paper trading

OPTIONS courses, webinars, accounts to get a feel

FURTHER? and tutorials. for the market.

Start with these tips: Watch Now = P —
WANT TO LEARN Follow market news

and updates to make

how to place an index . . .
informed decisions.

option trade?
Learn Now >

ELEVATE YOUR TRADING
by comparing Stocks vs.
Single Stock Options vs.
Index Options.

Read More >
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**Global Trading Hours (GTH). The trading hours for options on the SPX, SPXW (SPX Weeklys and SPX End-of-Month), and XSP (Mini-SPX) begin at 8:15 p.m.
Eastern time and end at 9:25 a.m. Eastern time. Please visit the Hours & Holidays page for more details.

There are important risks associated with transacting in any of the Cboe Company products or any digital assets discussed here. Before engaging in any
transactions in those products or digital assets, it is important for market participants to carefully review the disclosures and disclaimers contained at:

www.cboe.com/us_disclaimers/. These products and digital assets are complex and are suitable only for sophisticated market participants. These products
involve the risk of loss, which can be substantial and, depending on the type of product, can exceed the amount of money deposited in establishing the

position. Market participants should put at risk only funds that they can afford to lose without affecting their lifestyle.



https://www.cboe.com/about/hours
https://www.cboe.com/derivativesinsights/?&utm_campaign=educational_materials_UK&utm_medium=infographic&utm_source=static_asset
https://cdn.cboe.com/resources/options/Undestanding_Index_Options_UK.pdf?&utm_campaign=educational_materials_UK&utm_medium=infographic&utm_source=static_asset
https://cdn.cboe.com/resources/options/Stocks_Stock_Options_Index_Options_UK.pdf?&utm_campaign=educational_materials_UK&utm_medium=infographic&utm_source=static_asset



