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INTRODUCTION

WHAT ARE BINARY-OPTIONS?

You will be told that with a fixed return,
this is a simple way to begin making money by trading in binary
options online. The platform owners will inform you that you have a
managed risk whether the price of your option rises above the
current rate when it expires or it falls below the current rate at
the time of expiry.

PRO-BINARY TRADING

ALLEGEDLY, SIMPLE, QUICK AND PROFITABLE

Binary Options, also known as Digital
Options, all-or-nothing options, or Fixed Return Options (FROs),
have been available since the middle of 2008 and are simple for any
trader - novice or expert- to understand, so they say. They will
never tell that the reverse is also true, it is also simple, quick
and non-profitable.

The Binary Option is in essence nothing more
than a prediction on which way the price of a stock, commodity,
index or foreign currency will move by a designated expiration
time. You never purchase or own the asset as you’re only predicting
the direction that the asset will go. There are only two possible
outcomes and the price of the asset does not matter. As far as
you’re concerned, all that matters is if your prediction was
correct or incorrect.

Through the Broker platform, you simply:

1. Choose the asset you want to trade

2. Click on “Call” if you believe the asset
price will rise by the expiry time, or “Put” if you believe that
the price will fall

3. Wait for outcome

4. Your profit is deposited in your account
or if it is a loss, a small return is made into your account.

Binary Options in Global Financial Markets
fall under the umbrella of exotic options but within financial
markets they are often referred to as digital options. While
digital options are very simple to understand and easily traded,
the calculations behind the pricing is sophisticated and so they
are considered exotic options.

Digital options are usually traded OTC (over
the counter) across all assets in financial markets but more
commonly used within the Forex and Interest markets. Recently
numerous stock exchanges have produced listed digital options on
selected stocks, commonly known as FRO (fixed return options).
Today the CBOE offers fixed return options on S&P500 and VIX,
also 20 stocks were listed on the AMEX in 2008.

“In finance, a binary option is a type of
option where the payoff is either some fixed amount of some asset
or nothing at all. The two main types of binary options are the
cash-or-nothing binary option and the asset-or-nothing binary
option. The cash-or-nothing binary option pays some fixed amount of
cash if the option expire in-the-money while the asset-or-nothing
pays the value of the underlying security. Thus, the options are
binary in nature because there are only two possible outcomes. They
are also called all or nothing options, digital options (more
common in forex/interest rate markets), and fixed return options
(FROs) (on the American Stock Exchange). Binary options are usually
European-style options. When buying a binary option the potential
return it offers is certain and known before the purchase is made.
Binary options can be bought on virtually any financial product and
can be bought in both directions of trade either by buying a
“Call”/“Up” option or a “Put”/“Down” option. This means that an
investor can go long or short on any financial product simply by
buying a binary option. Binary options are offered against a fixed
expiry time which may be e.g. 60 seconds and up to 30 minutes, an
hour ahead or to the close of the trading day. For example, a
purchase is made of a binary cash-or-nothing call option on XYZ
Corp's stock struck at $100 with a binary payoff of $1000. Then, if
at the future maturity date, the stock is trading at or above $100,
$1000 is received. If its stock is trading below $100, nothing is
received. In the popular Black–Scholes model, the value of a
digital option can be expressed in terms of the cumulative normal
distribution function. Due to the difficulty in hedging binary
options that are near expiry, they are much less traded than
vanilla options, but can be approximated with vertical spreads,”
(The free encyclopedia, Wikipedia).

With Binary Options, you have two possible
outcomes; either you are “in the money” or “out of the money.”
Being “in the money” means you receive a fixed percentage on your
investment, and “out of the money” means you receive no return. On
some of binary options platforms, you can receive a small payout
percentage if the trade was out of the money.

The process has been made simple by using
user friendly platforms in the market, and you can trade Binary
Options 24/7. When you make your trade you will be able to see the
payout percentage along with your chosen asset’s current rate
between the Call and Put buttons. The minimum trade amount is often
25 USD in most broker platforms. Binary option trading can be done
at home or during free time so long as you have data connection, a
data enabled mobile phone, a laptop or a personal computer.

TRADING ON THE ONLINE PLATFORMS

When you join the trade if you choose to,
these are some of the things that you will encounter to help you in
your quest for the elusive million.


	
Controlled Risk: The percentage reward is known from
the onset, as is what you stand to lose and you are able to set
your own percentage gains which will reflect a counter-acting
refund for loss.



	
Simplicity: You only need a sense of direction i.e.
‘Will Bitcon, Google, etc, stock price increase/decrease by expiry
time?’



	
Attractiveness: For a profitable trade to take place
there is only the need for the price to close in-the-money and the
winning trade will receive the entire payoff, even if it was
‘right’ by a single pip.



	
Hedging opportunities: A safer option to take if a
trader has an open position elsewhere in currency, stocks etc.
Utilizing a binary option can eliminate a further loss elsewhere. A
dangerous scheme to avoid an entire loss



	
Punctuality: Binary contracts are being issued around
the clock, allowing traders to trade on multiple time frames. There
is always an expiration time arriving, which constantly yields new
opportunities for binary traders.






EXAMPLE OF A BINARY OPTIONS TRADE

A trader who thinks that the EUR/USD price
will close at or above 1.2490 at 4:00 p.m. can buy a Call Option on
that outcome. A trader who thinks that the EUR/USD price will close
at or below 1.2490 at 4:00 p.m. will buy a Put Option at the strike
of the pip (1.2490). Let us take note that it is 2:00 p.m. and the
price is 1.2490. The trader believes this will increase, so he buys
a call option for EUR/USD at or above 1.2490 at 4:00 p.m. at a cost
of $500 at a 75% margin profit. The risk involved in this trade is
known. The trader’s gross profit/loss follows the ‘an all win or
10% return for loss’ principle. He can lose $450 of the total sum
of the money he invested, which in this case is $500, or make a
gross profit of $875. If the EUR/USD price will close at or above
1.2490 at 4:00 p.m. the trader's net profit will be the payoff at
expiry minus the cost of the option: $875 – $500 = $375. The broker
will remit $875 to the account of the trader within the moment.

In this example, at 4:00 p.m. the spot has
risen to 1.2605. The option has expired ‘in the money’ and the
gross payoff is $875. The trader's net profit is $375. If the price
closed at 1.2317, the trader gets a 10% rebate on the invested $500
dollars thus losing $450. In this game, the losses are more than
what you can gain.

Supposing in the same scenario the trader
invested $500 at 2.00 p.m. believing that the price for the EUR/USD
will rise above 1.2490 at 4.00 p.m. Then at 3.45 p.m. he notices
that the price has gone down to 1.2340 and is oscillating between
1.2510 and 1.2316, what can he do minimize loss? He can then buy a
Put Option at 1.2490 or at the nearest pip, the safest being above
the 1.2490 mark. He can buy a put option at 1.2510. In this case he
can invest another $500 at let’s say 80% profit. If his prediction
is correct, the price expires at 1.2327 he will earn $900 for this
particular placement and an additional $10 for the first purchase
which he lost. In total he will make $910 minimizing the loss from
$450 to $80. If he made a purchase in the second instance at
1.2316, he will end in a blank and will be “out of money” in both
cases. It will be a terrible loss as he will only get a rebate of
10% for the Call and 5% for the Put; that is $75 only thus losing
$925.

THE PIPS

I watched the
following pips patterns for one of the assets. During their
oscillations, one thing came out, the numbers are fixed in units
but occur randomly. This particular asset begun at 7.6000, it
climbed steadily to 7.7167 then went down all the way 7.4583. Then
it begun to climb and resisted at between 7.5417 and 7.5667; it
visited 7.5500 seven times, 7.5583 four times and 7.5417 five times
before climbing again to resist between 7.5833 and 7.6167. This
time the pip visited 7.5917 three times, 7.6083 six times, 7.6167
five times and 7.6000 eight times where it expired. Interestingly,
this is where it had begun. There are dark spots that the pips will
not visit. This is because of the asset units that are often
divisible by a certain number.

The most heart rending moment in the binary
option markets is the last 15 minutes before the expiry of time in
the case of the short period options. The first 10 minutes of the
15 minutes can send an unskilled investor into a panic purchase as
the closure time ticks by visibly. The worst mistake is to make
purchases at this time. Forget about “should I buy, should I not”,
it is better to wait for another turn unless you are confident. The
last 5 minutes is the pressure time if the pips oscillate near your
choice. In this period, you cannot buy anymore, it is a waiting
time. Happy are you if your choice is way bellow or above the
oscillating point. However, happiness will only be guaranteed once
a close has been achieved because in those five minutes, lots can
happen.

THE BULLS, BEARS, RESISTANCE AND
CORRECTIONS

It is imperative to understand these terms,
bullish, bearish, correction and resistance in the binary options
market.

A financial market of a group of securities
in which prices are rising or are expected to rise is said to be
bullish. The term ‘bull-market’ is most often used to refer to the
stock market, but can be applied to anything that is traded, such
as bonds, currencies, commodities and now it can be efficiently
applied in the binary option trading.

Bull markets are characterized by confidence,
investor buoyancy and expectations that strong results will
continue. It's difficult to predict consistently when the trends in
the market will change. Part of the difficulty is that
psychological effects and speculation may sometimes play a large
role in the markets.

On the other hand, a bearish-market condition
is one which the prices of securities are falling, and widespread
pessimism causes the negative sentiment to be self-sustaining. As
investors anticipate losses in a bear market and selling continues,
pessimism only grows. Although figures can vary, for many, a
downturn of 20\% or more in multiple broad market indexes, over at
least a two-month period, is considered an entry into a bear
market.

A bear markets should not be confused with a
correction, which is a short-term trend that has durations of less
than two months. While corrections are often a great place for a
value investor to find an entry point, bear markets rarely provide
great entry points, as timing the bottom is very difficult to do.
Fighting back can be extremely dangerous because it is quite
difficult for an investor to make stellar gains during a bear
market unless he or she is a short seller.

The use of "bull" and "bear" to describe
markets comes from the way the animals attack their opponents. A
bull thrusts its horns up into the air while a bear swipes its paws
down. These actions are metaphors for the movement of a market. If
the trend is up, it's a bull market. If the trend is down, it's a
bear market.

MARKET RESISTANCE

A market resistance level is a chart point or
range that caps an increase or decrease in the level of a stock or
index over a period of time. An area of resistance or resistance
level indicates that the stock or index is finding it difficult to
break through it, and may head higher or lower in the near term.
The more times that the stock or index has tried unsuccessfully to
break through the resistance level, the more formidable that area
of resistance becomes.

Resistance levels are widely used by
experienced traders to formulate trading strategies. For example,
if a stock is approaching a very strong resistance level, a trader
may prefer to close the position rather than take the risk of a
significant decline or incline if the stock uptrend or downtrend
reverses.

On an interesting note, resistance levels can
often turn into support areas once they have been breached. In a
strong uptrend, investors and traders will embark on a buying spree
once a stock conclusively breaks through resistance, sending it
sharply higher. But traders and investors who missed the move may
wait on the sidelines for a better price. This pent-up demand can
become a source of support for the stock as it approaches the
earlier resistance level. In a downtrend mode, an interested
investor may wait for a lower break through to enable an increase
in purchase of commodities, etc. Resistance
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