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Volatility is by far the most important key to long-term profitability
in options trading. Learn volatility or lose money. The choice is
yours. And today, I’m going to tell you everything you need to
know to use volatility to your advantage.
See, volatility is exactly what allows you to make your profits
asymmetrical – getting out more than you put in. You can keep
your risk low, all while ensuring your returns will be high.
But I’m not just referring to the “market volatility” the news anchors
gab about. These talking heads are working for the guys on Wall
Street, not for you. They aren’t going to tell you about volatility’s
true implications – I am.
In reality, volatility is so
much more than just the
broader market’s movement.
It’s also one of the most
important parts of an
option’s price.

The Five Aspects of an
Option’s Price

See, options pricing models
use five main factors...
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1.

Price of the underlying

2.

Time to expiration

3.

Strike price

4.

Carrying cost of the stock

5.

Forward volatility
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The first four are easy to determine. The price of the underlying
is simply the share price of the stock. You can count the time to
expiration in calendar days. The strike price is the fixed price at
which the contract will be exercised, and the carrying cost is the
interest, less the dividend, on owning a stock on margin between
now and expiration.
Number five is why we’re here today. Forward volatility is how
much the stock is expected to move, regardless of direction,
between now and expiration.
Now, I don’t know exactly how much a stock is going to move in the
future. No one does – not even the so-called Wall Street “experts.”
And that virtually unknown piece is the core of what options are about.
While you may not be able to find the forward volatility, you can
find something called implied volatility, or IV. That’s the secret
weapon Wall Street uses to predict a stock’s future. And it’s
what the big guys use to make sure their profits are greater than
their risk every single time. IV is exactly how Wall Street makes
its returns asymmetrical, maintaining its spot at the top of the
financial food chain.
But now, it’s your turn. You can use IV to make your own returns
asymmetrical. And together, we can knock Wall Street – and its
innate power complex – down to the ground.
All we have to do is take an option’s price and look at the four
aspects of it that we do know. Then, we can solve for the IV.
That said, it’s important to remember this: Options prices are
wrong – a lot. And as a result, so is IV. But that doesn’t diminish
its moneymaking power. It supercharges it.
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Implied Volatility in Action: February 2020
Let’s take a look at February 2020 – right before the market fell to
its now-infamous COVID-inspired crash.
On Monday, February 3, the S&P 500 was trading at 3,248. At the
time, you could buy the March quarterly $3,000 puts, expiring on
March 31. Taking the mid-price here, you could have purchased
this put for about $24.10.
By expiration, this option
was worth a whopping
$415.41 – 1,624% higher
than on February 3.
Put simply, that $24.10 option price was wrong. And IV is part of
what makes up an option’s price, right? So that means the IV was
wrong as well. That’s exactly what allowed buyers of the March 31
$3,000 put option to bank an incredible asymmetrical gain.
Even if you don’t realize it, every time you buy an option, you’re
saying, “the implied volatility is too low,” meaning you think IV
is going to go up, moving the option price up in response – and
handing you a return. In response, the seller is saying, “no, the IV
is too high,” meaning they expect IV to drop, dragging the option
price down with it – handing them a return.
Either way, if the IV is wrong, that means it holds moneymaking
potential for an option trader. That’s the magic that creates an
option trade. But as you can see, it’s not magic at all – it’s based
on skills and knowledge. Skills and knowledge that up until now,
Wall Street has been hoarding for itself.
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Skills and knowledge that I’m unleashing to the individual investor.
IV moves in waves. Sometimes it’s too expensive, sometimes it’s
too cheap – but in the end, it tends to “mean revert,” or settle back
to an average price. That’s why you make the most money when IV
is too high or too low… but how?

Turning Low Volatility into
Asymmetrical Returns
When IV is low, that’s when you should buy options. Because no matter
if you buy a call or a put, low IV can produce asymmetrical returns and
protect you from losses at the same time. Consider GameStop Corp.
(NYSE:GME). On January 21, 2021, the stock closed just over $43.
Suppose you thought that price was too high and assumed that
the stock would drop, as many people did. GME was a virtually
obsolete company, right?
You could have bought
the GME February 19
$40 puts for about $7.00.
Well, you already know what happened. The next day, GME shot
up over $20 to $65.01 after retail investors used their newfound
financial power to drive prices up. Short-selling hedge funds like
Melvin Capital got crushed. And you’d likely assume that anyone
who bought those $40 puts got hurt as well.
But that’s not what happened. The $40 puts lost money, sure.
But traders weren’t left
high and dry. The puts
only lost a measly $0.60.
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While the stock price jumped more than 50%, the IV on the option
went up over 80 points. Because when a stock moves, IV goes up,
whether the stock is moving up or down. GME shares may have
rallied, but its IV exploded – almost outweighing the movement in
the stock, saving put buyers from a money-draining defeat.
And what about call buyers?
Say that instead of
purchasing the $40 puts,
you’d put your money into
the February 19 $60 calls. On January 21, they were worth about $3.40.
We already know the stock shot up 51% to about $65 – clearly
increasing the worth of the call option.
But remember, it’s not
just about the price of the
stock. IV rose as well,
and the calls ballooned all the way to about $18.
$3.40 to $18 in one day? That’s the definition of asymmetric
returns, turning a small amount of cash into a massive jackpot.
It’s a 530% win on a 51% stock move, and it’s the kind of winning
trade that used to be reserved for the Wall Street elites.
See, Wall Street used to say that options were too risky for individual
traders. But as you can see, just the opposite is true. By purchasing
options when IV is low, you can make a killing, and save yourself
from any deep losses at the same time.
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As if that’s not enough,
there’s even more IV
can be used for – like
predicting a stock’s
future.
Just look at this chart
of January 2021’s GME
short squeeze...
When GME began to fall, the IV, depicted by the red line, also dropped.
That was traders saying IV was too high – and so was the stock.
Remember this: IV is
smarter than stocks.
Before a stock peaks or
valleys, IV will start to
drop, allowing you to
predict a stock’s top or
bottom. Just check out
the S&P in March 2020...
Yet again, IV was the tell. It started to drop before the market
began to rally. On March 16, IV hit a top, with the S&P at 2,360
and IV at 76%. The market’s bottom was in place just a week later,
when the S&P closed at 2,237. Meanwhile, the IV was 20 points
lower, at 56%. That’s exactly how I was able to call the market’s
bottom – and how you can do it next time.
You can use IV to predict market tops and bottoms over and
over again. In fact, calling the bottom using volatility in the
middle of a selloff is exactly what dubbed me as Jim Cramer’s
“VIX Guy,” a title I proudly wear today.
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That’s the power of implied volatility. But it’s important to
remember that while the GME revolution was a great example
of the power you can wield over Wall Street, stock moves that
big aren’t incredibly common.
But even without triple-digit stock moves, you can still use IV
to make asymmetric returns on a daily basis…

How to Use Implied Volatility in Every Trade
It’s clear that options trading is the key to using IV to make asymmetric
returns. But how do you know which option to trade? Well, IV can
help you determine that too. In fact, it’s the first of four steps…
How to Pick an Option
1. Action
First up, look at the stock’s IV. If IV is low, you’ll want to buy
an option. If IV is high, you’ll want to sell an option.
2. Direction
Depending on where the stock is headed, this is how you’ll
decide if your trade is bullish, bearish, or neutral. In other
words, whether you’ll want to use a call or a put.
3. Expiration Date
Look for the month with the most favorable volatility. If
you’re buying, you’ll want to buy the month with the lowest
IV options. The lower the IV, the cheaper the option. If you’re
selling, you’ll want to sell the month with the highest IV,
taking into account events like earnings.
4. Strike Price
Again, if you’re buying, you’ll want to pick a strike on a
lower IV option. If you’re selling, you’ll want to pick a
strike on a higher IV option.
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Now, let’s put it into
action. On February
19, IV on Walgreens
Boots Alliance
Inc. (Nasdaq:WBA)
appeared to be
touching a low point...
Action
Low volatility = buy an option

So I knew I wanted to
buy an option.

Then, I looked at the stock’s chart.
As it traded at $48.86 with low IV, I determined that the stock was
done dropping. So I
decided to buy a call.
Direction
Stock bottoming = bullish = call option

Looking at the term
structure, I could see
that the March 19 options had the lowest IV:

Notice the call expiring
Expiration Date
on March 19 was 32.93%,
Lowest IV = March 19
while March 12’s was
33.41%, and March 26’s was 33.88%. The choice was obvious.
Next, I looked at the strike prices. Check them out on the next page...
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The March 19 $50 calls
had an IV of 33.73%,
while the $47.50 and
$52.50 strikes both had
an IV of 34.65%.
So I bought the March 19
$50 calls for $1.30. I was
betting that the stock
would rise… but it didn’t.
Two weeks later, time
Strike Price
had passed, meaning the
Lowest IV strike = $50
option’s time value had
decreased. In addition, the stock had dropped about $2.00.
Why am I telling you about a losing trade? Well, I’m not. I still
managed to pocket a positive asymmetrical return, because the
IV saved my bacon.
The 30-day IV went from 33% to 41%, an eight-point gain in
volatility. And my options, which would have been worthless,
were still worth more
than $0.40.
So I didn’t sell my calls
just yet. And the next
stock move was higher.
On March 12, WBA was trading at $53.21. IV was at 54%. And
my calls were trading for $3.30.
A combination of increasing volatility, the stock going up, and the
power of asymmetric returns made this trade a 150%-plus winner.
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In the case of this WBA trade, the stock ended up moving in my
favor. But thanks to IV, the stock doesn’t have to go up for your
call to be a winner.
Take a look at this preearnings play on Apple
Inc. (Nasdaq:AAPL)…
On Monday, January 25, AAPL closed at $142.92. The February 19
$145 strike calls, which were out-of-the-money (OTM), cost $6.40
with an IV of 48.17%.
On January 27, AAPL closed down from that price at $142.06,
moving the option even further OTM. Typically, the further OTM
an option is, the cheaper it
is. Yet, take a look at the
option’s price...
That’s right – the $145 strike calls went up – all because of the IV.
These calls saw an IV increase of 4.26 points, which ran the value
of the calls to $6.60 – up $0.20 while the stock was down almost $1.
The wrong directional choice can still win in an options trade, as
long as you’re right on the IV. But if you’re wrong on IV, even the
right directional trade can lose.
It’s not black and white, and that’s why Wall Street has kept
this information from you. But implied volatility is the single
strongest tool to have in your trading arsenal, especially when
you’re looking to make asymmetrical returns.
And it’s exactly how I plan to put the financial power into your
hands, where it belongs.
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With this approach, you can consistently turn Wall Street into the
“sucker” – and yourself into the trader with an edge.
To your success,

Mark Sebastian
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PLEASE NOTE
From time to time, Money Map Press will recommend stocks or other investments that will not be included
in our regular portfolios. There are certain situations where we feel a company may be an extraordinary
value but may not necessarily fit within the selection guidelines of these existing portfolios. In these cases,
the recommendations are speculative and should not be considered as part of Money Map Press philosophy.
Also, by the time you receive this report, there is a chance that we may have exited a recommendation previously included in our portfolio. Occasionally, this happens because we use a disciplined selling strategy with
our investments, meaning that if a company’s share price falls below a certain price level, we immediately
notify our subscribers to sell the stock.

Money Map Press is not a broker, dealer or licensed investment advisor. No person listed here should
be considered as permitted to engage in rendering personalized investment, legal or other professional
advice as an agent of Money Map Press. Money Map Press does not receive any compensation for these
services. Additionally, any individual services rendered to subscribers by those mentioned are considered
completely separate from and outside the scope of services offered by Money Map Press. Therefore if
you choose to contact anyone listed here, such contact, as well as any resulting relationship, is strictly
between you and them.

Copyright 2007-present, Money Map Press, 1125 N. Charles Street, Baltimore, MD 21201
Phone: 888.384.8339 or 443.353.4519
All rights reserved. Money Map Press provides its members with unique opportunities to build and
protect wealth, globally, under all market conditions. The executive staff, research department and editors who contribute to Money Map Press recommendations are proud of our history and reputation.
We believe the advice presented to our subscribers in our published resources and at our meetings
and seminars is the best and most useful available to global investors today. The recommendations and
analysis presented to members is for the exclusive use of members. Copying or disseminating any information published by Money Map Press, electronic or otherwise, is strictly prohibited. Members should
be aware that investment markets have inherent risks and there can be no guarantee of future profits.
Likewise, past performance does not assure future results. Recommendations are subject to change
at any time, so members are encouraged to make regular use of the website and pay special attention
to Money Map Press updates sent out via e-mail. The publishers, editors, employees or agents are not
responsible for errors and/or omissions.
PRIVACY NOTICE
You and your family are entitled to review and act on any recommendations made in this document. All
Money Map Press publications are protected by copyright. No part of this report may be reproduced by
any means (including facsimile) or placed on any electronic medium without written permission from the
publisher. Information contained herein is obtained from sources believed to be reliable, but its accuracy
cannot be guaranteed. Money Map Press expressly forbids its writers from having a financial interest in
any security recommended to its readers. All Money Map Press employees and agents must wait 24 hours
after an Internet publication and 72 hours after a print publication is mailed prior to following an initial
recommendation. Money Map Press does not act as a personal investment advisor, nor does it advocate
the purchase or sale of any security or investment for any specific individual. Investments recommended
in this publication should be made only after consulting with your investment advisor, and only after reviewing the prospectus or financial statements of the company.
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