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LEVERING UP WITH BINARIES 

 
 

Binaries are a proven hit with HedgeStreet traders. For a very good reason. Few option 
structures allow you to potentially get a big payoff for a relatively small movement in the 
underlying price the way binaries do. 
 

Let’s look at an example. It is Tuesday and gold is trading at $699. You expect a small 
move up to $702 by Friday. You find NYMEX gold 700 calls expiring Friday trading at $2. 
HedgeStreet’s weekly 700 Binaries expiring Friday also trade at $2. Which do you buy? 
 

If you think that gold is not going to move a lot and you want to try and get the biggest 
bang for your buck, you should consider buying a HedgeStreet binary contract. As long 
as gold ends up above 700 in our example, you will get $10. For the NYMEX call to 
outperform the binary, gold would have to rise above 710. 
 

Let us look at the situation graphically. 
 

                                
 

The solid lines depict the value of the binary prior to expiry, the dashed lines at expiry. 
The value of the out-of-the-money binary (blue line) rises rapidly as you cross the strike 
level and quickly levels off close to the $10 payoff ceiling. The standard out-of-the-
money call (the orange line), while it has an unlimited upside potential, rises less than 



dollar-for-dollar as you cross the strike. Gold has to get to 702 before you break even on 
the call, yet the binary will pay $10 at any level above 700. 
 

Binaries: a big payoff for a small move. 
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