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Binary options

What is a binary option?

A binary option, also known as a digital option or an all-or-nothing
option,  is  one  where  the  trader  has  two positions  to  decide be-
tween: will the value of an asset go up or will it go down over a set
period of time? Depending on whether the trader is correct or not,
the payout is a predetermined price or nothing.

For example, if a trader assumes a position that the value of gold
will increase in a given period of time,  and it is correct, he wins a
fixed payout. If the value of gold drops however, the trader loses the
entire amount of the investment. It does not matter if the asset ex-
ceeds the original price, the strike price, by $1 or $100: the payout is
the same.

Binary Options are a new and exciting way to trade the financial
markets. Prior to the introduction of online binary options trading,
traders had to open accounts with brokers offering the currencies,
commodities  or  stocks  in  the  individual  markets.  So  invariably,
traders who wanted to trade all these assets had to create multiple
accounts to do so. In 2008, an SEC (Securities and Exchange Com-
mission) ruling meant that binary options were no longer limited to
being traded on an exchange. Online binary trading was born.

With online binary options trading, a trader can trade currencies,
commodities, stock indices and stocks all from one trading platform.
Trading online binary options aims to make money from taking a po-
sition in one of two possible outcomes. The trader only needs the
outcome to be in  his  favour by  just  one pip to be able to make



money. This is unlike other markets where profits earned are a di-
rect consequence of the trade size and the number of pips gained.

What are the gains that online binary trading has to offer? Why is
there so much noise about it in the marketplace?

1. Reduced Risk – Part of the appeal of online binary options trad-
ing is the reduced risk profile of this market. In other markets,
traders  have to contend with  margin  requirements,  slippages
and other broker or platform issues that affect the market out-
side the market conditions. In online binary trading, 80% of the
traps that hurt all traders are all gone. No more stops, no more
bad exits, and most of the bad emotions are gone!

2. Flexibility  –  The binary  options  market  is  a  one-stop shop to
trade financial  assets across  several  asset classes.  This  means
that traders are not stuck in one market. If a market is non-per-
forming,  the  trader  can  simply  switch  to  another  asset.  The
trader can also choose between several trade types instead of
the regular buy/sell trade mechanism.

3. Pay Structure – The pay structure of binary options trading is
one that can give the trader magnified returns. For instance, a
typical trade with an expiry of 10 minutes can give a trader up to
$100. Such a short expiry allows the trader to effect this trade
up to 10 times a day if need be. Even a success rate of 7 trades
out of 10 would give the trader more returns than if the trader
was in any other market. Of course in other markets, it is virtu-
ally impossible to get this same rate of return from many trades
placed in a single day without taking excessive risk. With pay-
outs of up to 80% on a single trade, the binary options market



allows a trader to make profits that outperform profits on other
markets when the risk factor to such trades are considered.

4. Accessible to All – Online binary options can be accessed by ev-
eryone. A typical ECN forex broker will demand $25,000 to open
an account. A commodity or options broker will demand even
more. Average earners who can only afford small amounts for
trading are therefore locked out. In contrast, a binary options
trader can start with a much smaller amount, and can gradually
build up his portfolio as he gains experience in the markets.

Although binary options are one of the simplest forms of financial
trading, they cannot be traded successfully without you understand-
ing the characteristics of  their  underlying assets or the impact of
economic factors on their price. Therefore, it is essential that you
and novice traders fully understand them before investing too much
of your hard earned capital into your trading account.

Binary options give the novice trader a way to trade in multiple
global markets such as the foreign exchange, stock, stock indices and
commodities markets. Within these markets are hundreds of differ-
ent types of assets.  For example you can trade all  the major cur-
rency pairs. This means that you have to know the characteristics
and personality of the various currency pairs as well as the correla-
tions between currency pairs and other assets.
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