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One week options are becoming a more popular way to play short term volatility in financial markets as market 

pricing becomes increasingly driven by economic, political and Central Bank event risk. Key specific events where 

these options are widely used include; Non-Farm Payrolls, Federal Open Market Committee (FOMC) meetings and 

high risk events in politics such as budget negotiations and debt ceiling negotiations.  

Who trades 1 week options? Which contracts are usually used? 

Both Real Money (Pension Fund Managers) and Fast Money (Hedge Funds and leveraged players)are active users  

with a split of around 30/70, in favor of the later. The most popular contracts used to trade one week options are the 

options on the 5 year note (FV) and the 10 year note (TY). Contracts also showing signs of more interest recently are 

the 1 week options on Eurodollar mid-curves (ED). 

How do these accounts use 1 week Options? 

A perfect example of a recent political development that affected market pricing was news of Stanley Fischer being a 

potential nomination for Vice Chairman of the Fed by President Obama. Although everyone agrees Fischer has a 

wealth of experience, he has shown skepticism on forward guidance in the past, saying ‘the Fed cannot be expected 

to spell out what it’s going to do. Why? Because it doesn’t know’. This automatically resulted in the market re-pricing 

the probability of the Fed using forward guidance to keep rates close to Zero for an extended period of time. As the 

news of his nomination circulated the ED Greens and Blues sold off, while simultaneously pushing 5 year t-note 

futures lower in price. As the market now has 

had time to digest the information, large Real 

Money funds like Pimco have reiterated their 

belief in the Fed’s forward guidance and the 

market has recouped some of its losses.  

As seen in the graph (right) EDZ6 which 

represents the Eurodollar 3M Libor maturing 

in December 2016, shows a selloff from 97.95 

to 97.81 on the back of the Fischer 

nomination news.  

 

 

 

One Week Options - Taking advantage of short term market movements 
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Common methods that take advantage of one week options to play the economic event risk  

Outright buying of puts and calls:  This has the advantage of capturing the short term movement of the market while 

simultaneously limiting the potential downside of the trade. For participants, who were long 5 year 1 week at the 

money options, their maximum loss was the price of their option (premium), i.e. stop loss was automatic. For 

participants who were long the at the money puts, their options provided them with a gain of 14.5/64 as the option 

priced move from 21/64 to 35.5/64. 

Gamma Trading: In this instance, a participant buys an at the money short term option, while simultaneously 

hedging the delta of the option. For example, buying a one week call option on the 5 year notes futures and selling 

five year futures to cover the delta. Upon the market jumping higher, his long gamma position means he is getting 

long the market, as the delta of his underlying option position increases while his delta hedge stays constant. Should 

the market jump lower, the delta of his option decreases, while his delta hedge stays constant. In this instance he is 

getting shorter as the market sells off.  

Hedging longer term risk: Although both of the above methods to trade the market are available to Real Money 

Investors and Banks themselves at any time, they typically use the 1 week option to hedge their long term positions 

over uncertain economic or political events. In this instance, a portfolio manager has a long term bullish view of the 

market and decides to buy short term puts to hedge over key risk events, such as NFP or FOMC. Banks on the other 

hand may have a portfolio of longer dated options and use a combination of 1 week options to hedge either outright 

movements or gamma positions. 

Upcoming Event Risk 

It is no secret that the main event this week will be the Fed’s decision on tapering. This has been eagerly anticipated 

and the past few months we have witness a shift in risk premia. While most analysts initial reaction was that tapering 

would be the main event for 2014, increasingly we see a shift towards December. This is despite the confirmation of 

Yellen as the next Fed’s chairwoman, who is widely perceived as a dove. 

With this kind of set up the chances of short dated volatility spiking are increasing. Already we have seen a plethora 

of rumors and unofficial leaks that move the market momentarily and ahead of the main event. For example, could 

Bernanke resign ahead of the meeting and give Yellen the baton? Although it is unlikely that the US Senate would 

complete the process before Wednesday, this has been talked about in the market.  Can the Fed start a very modest 

tapering ahead of Christmas or would it be content with some enforcement of their forward guidance.  

All of the above present the perfect battlefield for short dated options like the weekly CMEs. Short dated options are 

full of Gamma and are ideal for such an environment. Some of the news or the rumours may last only for a short 

while and are potentially non-sticky. In other words, the market has no long term memory of them. However, for the 

time that they exist they offer the perfect trading opportunity. This is best captured by trading the CME weekly 

options that move faster due to their high Gamma. Thus gaps in the market are best captured by trading weeklys.  
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The budget deal that was struck last week has increased the chances of a December tapering, and now the market 

views the probability as significant for all of the next 4 months. In this respect and looking at the curve, the best value 

is offered by the 5Y point which still trades richer than the 10y. Thus, one can look at employing the weekly options 

by taking a short position on the 5Y. One can also examine the relative trade of short 5Y and long the 10Y weekly.  

On the other hand, even if the December tapering does not materialise the probability would naturally increase for 

the first quarter of 2014.  In this case, any relief rally would be short lived and the possibility of moving the rate hikes 

closer also increases. 

For example, to position for a potential sell-off in rates if the Fed statement was more hawkish than the market 
expected, i.e. by potentially announcing a taper without providing any hint of lowering their unemployment target of 
6.5%. Using the Weekly Eurodollar Mid Curve Options, market participants have bought the one week 2EH4 98.75 / 
98.625 Put Spread (underlying the EDH6 contract) in 10,000 lots, paying 3 ticks. This will expire on the Friday 
following the FOMC decision on Wednesday. 

 
 


