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Dark Matter:  There’s more out there than meets the eye!
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A BIG

 
Business:  Option Market Growth

Open interest of exchange-traded option contracts in the U.S. 

Source:  Credit Suisse Quantitative Trading & Derivatives Strategies

Represents 350
billion shares



Slide 4

Hedging Order Flow

From a daily Credit Suisse US Options Recap:

–

 

“There was a buyer of 50k XYZ Jul 25 puts (creating 1.5m shares for sale)”.

Note:  these puts were 30Δ ( = 1.5/5)

Banks and broker/dealers must hedge their options order flow.

–

 

Buying calls

–

 

Selling puts

–

 

Selling calls

–

 

Buying puts

Creates shares to sell

Creates shares to buy
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Re-hedging:  It’s all about Gamma

Suppose I (as a broker/dealer) buy a 40-delta call and hedge it (by selling 40 
shares of stock).

The stock goes up a dollar … what do I do to re-hedge?

What do I do if the stock goes down?

Let’s see …
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Delta Hedging & Gamma

Value

Stock Price

Long CallHedge (Short Stock)

Gain on Long Call

Loss on Hedge

Gain on Hedge

Loss on Long Call

Because of gamma, the hedged position has a net gain regardless of the move in spot.
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Pin Risk

If the street is long gamma at a given strike price and the stock is trading around 
that strike near expiration, re-hedging activity (buy low/sell high) will tend to drive 
the stock price to the strike, “pinning” it there at expiration.

Short gamma will cause the strike and stock price to act like the positive (or 
negative) poles of two magnets, repelling each other as hedgers “buy high” and 
“sell low”.
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Dec Expiration (12/18/09)

The Street was significantly long gamma at the 1100 Dec expiration …
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It’s not just hedgers …

“A lot of accounts are long C July 3 puts (over 200m shares open interest) and 
may need stock to exercise their puts.” Credit Suisse Daily Option Recap on July 9, 2009

Jul 8                         Jul 17 (exp)
Jul 15
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Canaries in Coal Mines!

From the Wall Street Journal on Sept 22, 2009 …
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Perot Systems

The DELL bid ($30/share) was announced on Monday, Sept 21, 2009 with PER 
trading at $17.91.

The week before, volume surged in PER calls, with the Oct 20-strike call trading 
over 30x normal volume on Sept 18 (closing that day at $0.55).  
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Accenture (ACN) News (9/24/09)
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ACN:  Inverted Skew
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Prices:  Jan 3, 2000-May 1, 2008

What would you pay for the 2-month 57.5-strike call on this stock?

50

55
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Feb 15, 2007
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May 24, 2008
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June 11, 2008
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BUD Prices
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The Options Market:  May 6, 2008

57.5 strike
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My Contact Information

Paul G. Staneski, Ph.D.

Global Head of Derivatives Solutions & Training

212-325-2935

paul.staneski@credit-suisse.com
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Disclaimer
This presentation is an overview of one or more OTC derivative or structured notes transactions that may become part of a strategy for 
achieving an appropriate return from investments in equity securities or other financial interests.  This material is not intended for further 
distribution or to be used by anyone other than you.

OTC derivative transactions and structured notes are not highly liquid investments; before entering into any such transaction you should ensure 
that you fully understand its potential risks and rewards and independently determine that it is appropriate for you given your objectives, 
experience, financial and operational resources, and other relevant circumstances.  You should consult with such tax, accounting, legal or other 
advisors as you deem necessary to assist you in making these determinations.  Credit Suisse (CS) does not offer tax or accounting advice or 
act as a financial advisor or fiduciary (unless it has agreed specifically in writing to do so).  

The information contained herein is merely a summary of the hypothetical terms of possible forms of OTC derivatives and structured notes, and 
does not purport to be complete or to express all the terms and risks which may be associated with or arise from an investment in the products 
described herein.  These materials do not constitute an offer to

 

sell or solicitation of an offer to buy the products described,

 

nor do they purport 
to be all-inclusive or to contain all information that a prospective investor may desire.  All of the structured note information contained herein is 
will be superseded in its entirety by the terms and information relating to the notes as expressed in the final and definitive disclosure and 
transaction documents to be delivered to each purchaser of an actual offering of structured notes.

Any indicative price quotations, disclosure materials or analyses provided to you have been prepared on assumptions and parameters that 
reflect good faith determinations by CS or that have been expressly specified by you and do not constitute advice by CS.  The assumptions 
and parameters used are not the only ones that might reasonably have been selected and therefore no guarantee is given as to the

 

accuracy, 
completeness, or reasonableness of any such quotations, disclosure or analyses.  No representation or warranty is made that any indicative 
performance or return indicated will be achieved in the future. If CS makes a market in any security or financial instrument, it should not be 
assumed that it will continue to do so.  None of the employees or agents of CS or any affiliate is authorized to amend or supplement the terms 
of this notice, other than in the form of a written instrument, duly executed by an appropriately authorized signatory and countersigned by you.  
By entering into a transaction with CS, you acknowledge that you

 

have read and understood these terms. 

You (and each of your employees, representatives, or other agents) may disclose to any and all persons, without limitation of any kind, the tax 
treatment and tax structure of the transaction and all materials

 

of any kind (including opinions or other tax analyses) that are

 

provided to you 
relating to such tax treatment and tax structure.  For this purpose, the tax treatment of a transaction is the purported or claimed U.S. federal 
income tax treatment of the transaction and the tax structure of

 

a transaction is any fact that may be relevant to understanding

 

the purported or 
claimed U.S. federal income tax treatment of the transaction.  Copyright Credit Suisse, and its subsidiaries and affiliates, 2006.  All rights 
reserved.  
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