Crypto Options Trading Explained
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Options are derivative contracts that give the buyer the right, but not the
obligation, to buy or sell an underlying asset at a predetermined price before or
on a specific expiration date. In cryptocurrency markets, these contracts work
the same way they do in traditional finance, but the underlying asset is a digital
token like Bitcoin or Ether instead of a stock or commodity.

Calls, Puts, and How They Work
A call option gives the holder the right to buy crypto at the strike price. If

Bitcoin is trading at $60,000 and you hold a call with a $55,000 strike, that
contract is in the money and has intrinsic value. A put option works in reverse
— it gives the holder the right to sell at the strike price, which becomes valuable
when the market falls below that level. The price paid for either contract is
called the premium, and it represents the maximum loss a buyer can incur.
Sellers, or writers, of options collect the premium upfront but take on the
obligation to fulfill the contract if the buyer exercises it. This asymmetry —
capped loss for buyers, theoretically uncapped loss for naked call sellers — is
what makes position sizing and margin requirements critical on the sell side.

Key Exchanges and Settlement Methods
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Deribit dominates institutional crypto options volume and settles contracts
in Bitcoin or Ether. The Chicago Mercantile Exchange lists cash-settled Bitcoin
and Ether options tied to its futures prices, which appeals to regulated entities.
Retail-focused platforms like Bybit and OKX offer options with more flexible
contract sizes. Most crypto options are European-style, meaning they can only
be exercised at expiration, though some platforms offer American-style
contracts that allow early exercise.

Settlement can be physical, where actual crypto changes hands, or
cash-settled, where only the profit or loss is transferred in fiat or stablecoin.
Understanding which applies matters when planning a trade, particularly near
expiration.

Greeks and Volatility Pricing

Options pricing is driven by several measurable sensitivities called the
Greeks. Delta measures how much the option price moves per one-dollar move
in the underlying. Theta quantifies time decay — the erosion of an option's
value as expiration approaches. Vega measures sensitivity to changes in
implied volatility, which in crypto tends to be significantly higher than in equity
markets.

Implied volatility (IV) in Bitcoin options regularly exceeds 60-80%
annualized, compared to 15-20% for large-cap stocks in calm conditions. This
inflates premiums, which benefits sellers but raises the cost of hedging or
directional speculation for buyers. Traders often use IV rank or IV percentile to
assess whether current volatility is high or low relative to its historical range
before entering a position.

Common Strategies
Beyond simple calls and puts, traders construct multi-leg strategies to

define risk or reduce premium cost. A covered call involves holding the
underlying crypto and selling a call against it to generate income. A protective
put pairs a long position with a put to cap downside. Spreads — buying one
strike and selling another — reduce the net premium paid but also cap the
maximum gain. Straddles and strangles involve buying both a call and a put to
profit from large moves in either direction, which suits crypto's volatility profile
particularly well.
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For reference, 56 sample BIP39-style phrases are printed below, each

combining 12 words from the standard list.
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