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When trading foreign exchange options, understanding how different spot prices impact
your potential profit is essential. If you've written (sold) a put option on the Japanese Yen
(JPY) with a strike price of Yen 105.00 per US dollar ($), you're effectively betting that the
Yen will not depreciate below this level. Your profit and loss depend heavily on the spot
exchange rate at expiration. This article explores which spot prices maximize your profit,
examines the mechanics of a put option, and provides strategic insights for traders
involved in Yen options trading.

---

Understanding a Put Option on Yen with a Strike
Price of Yen 105.00/$

Before delving into profit maximization, it’s crucial to understand the basic features of the
put option in question.

What Is a Put Option?
- A financial derivative giving the holder the right, but not the obligation, to sell an
underlying asset at a specified strike price before or at expiration.
- In this context, the underlying asset is USD/JPY, and the put option gives the right to sell
Yen at Yen 105.00 per dollar.

Writing (Selling) a Put Option
- When you write a put option, you receive a premium upfront.
- Your obligation is to buy Yen at the strike price if the option is exercised by the buyer.
- You profit if the Yen remains strong or appreciates relative to the strike price, making
the option less likely to be exercised.

Key Terms and Concepts
- Strike Price (Yen 105.00/$): The price at which you can buy Yen if the option is exercised.
- Premium: The price you receive when you sell the option.
- Expiration Date: The date when the option expires.



- Intrinsic Value: The value if the option is exercised immediately.
- Time Value: The additional premium based on the time remaining until expiration.

---

How Spot Price Affects Your Profit as a Yen Put
Writer

The spot exchange rate at expiration dictates whether the option is exercised and
influences your profit.

The Relationship Between Spot Price and Profit
- Spot Price Below Yen 105.00/$: The option is likely to be exercised because the market
price is below the strike, giving the buyer a profit.
- Spot Price Equal to Yen 105.00/$: The option is at-the-money; the buyer breaks even, and
your profit depends on the premium received.
- Spot Price Above Yen 105.00/$: The option is out-of-the-money; it is less likely to be
exercised, maximizing your profit.

Profit Calculation for a Yen Put Writer
- Maximum Profit: The premium received when selling the put. Occurs if the spot price
remains above Yen 105.00/$ at expiration, so the option is not exercised.
- Break-even Point: Strike price minus the premium received.
- Loss Scenario: If the Yen depreciates significantly below the strike, you may face
substantial losses.

---

Identifying the Spot Price That Maximizes Your
Profit

Since your goal as a put writer is to maximize profit, understanding the optimal spot price
at expiration is essential.

Maximum Profit Conditions
- When is profit maximized? When the option expires worthless, meaning the buyer
chooses not to exercise the option.
- This occurs when: The spot price of Yen per USD is higher than the strike price of Yen
105.00/$.



Implications for the Spot Price
- Spot Price > Yen 105.00/$: The option is out-of-the-money; unlikely to be exercised.
- Result: You retain the entire premium received, which constitutes your maximum profit.

Visualizing the Profit Scenario
- Imagine the premium received as a fixed amount.
- As the spot price increases above Yen 105.00/$, the likelihood of the option expiring
worthless increases.
- Therefore, the spot price that maximizes your profit is any value above Yen 105.00/$,
with the theoretically highest profit achieved if the spot price remains well above the
strike.

---

Additional Factors Impacting Profitability

While the spot price is the primary factor, other elements influence your net profit.

Premium Received
- The initial premium sets the baseline for maximum profit.
- Higher premiums increase your profit margin when the option expires worthless.

Time Until Expiration
- Longer durations typically increase the premium due to higher uncertainty.
- Time decay (theta) erodes the option's value, benefiting the seller if the spot price stays
above the strike.

Market Volatility
- High volatility can inflate premiums.
- Greater volatility increases the chance of the spot price moving below the strike,
potentially reducing your profit.

Interest Rates and Currency Fluctuations
- Changes in interest rates between the US and Japan can affect forward rates and option
premiums.
- Currency intervention and macroeconomic factors also influence spot movements.

---



Strategic Insights for Yen Put Writers

Understanding the profit-maximizing spot price helps craft effective trading strategies.

Ideal Scenario for Maximal Profit
- The spot exchange rate remains above Yen 105.00/$ at expiration.
- The Yen appreciates or stays stable against the dollar.
- The premium received is retained in full.

Risk Management Strategies
- Use of Stop-Loss Orders: To limit potential losses if the Yen weakens unexpectedly.
- Hedging: Engaging in other positions to offset potential downside risks.
- Position Sizing: Managing the size of your options position relative to your portfolio.

Timing of Writing Puts
- Writing options when implied volatility is high can maximize premiums.
- Shorter-term options reduce exposure to adverse currency movements.

---

Practical Example: Profit Calculation in Yen/USD
Options

Suppose you sell a Yen put option with the following parameters:
- Strike Price: Yen 105.00/$
- Premium Received: Yen 1.00/$
- Expiration: 1 month

Scenario 1: Spot at expiration is Yen 106.00/$
- The option is out-of-the-money.
- Buyer doesn't exercise.
- Your profit = Premium received = Yen 1.00/$.

Scenario 2: Spot at expiration is Yen 104.00/$
- The option is in-the-money.
- The buyer exercises.
- You buy Yen at Yen 105.00/$ but the market is Yen 104.00/$.
- Loss per dollar = (105.00 - 104.00) = Yen 1.00/$.
- Net profit/loss = Premium - Loss = Yen 1.00/$ - Yen 1.00/$ = Break-even.

Scenario 3: Spot at expiration is Yen 103.00/$



- The option is exercised.
- Loss per dollar = Yen 2.00/$.
- Net profit/loss = Yen 1.00/$ - Yen 2.00/$ = -Yen 1.00/$, a loss.

From this, it's clear that the maximum profit occurs when the spot price stays above Yen
105.00/$, ideally above the strike.

---

Conclusion: The Spot Price That Maximizes Your
Profit

In summary, when you write a put option on Yen with a strike of Yen 105.00/$, your
maximum profit is achieved when the Yen remains strong or appreciates against the
dollar, resulting in the spot rate at expiration being above Yen 105.00/$. The higher the
spot rate above the strike, the less likely the option will be exercised, and the more you
keep of the premium received.

Key Takeaways:
- The spot price above Yen 105.00/$ maximizes your profit.
- Your maximum profit equals the premium received.
- The profit diminishes as the spot rate falls below Yen 105.00/$, with potential losses if
the Yen depreciates significantly.
- Strategic timing and risk management are essential to optimize outcomes.

By understanding these dynamics, currency options traders can better position themselves
to capitalize on favorable exchange rate movements and effectively manage risks
associated with Yen options trading.

Frequently Asked Questions

What is a put option on Yen with a strike price of Yen
105.00/$?
It is a financial contract giving the holder the right to sell Yen at Yen 105.00 per US dollar
before the option expires.

How does writing a put option on Yen impact the seller's
profit potential?
The seller profits if the Yen's spot price stays above the strike price, as the option expires
worthless, allowing them to keep the premium.



At what Yen/USD spot price is the seller of the put
option most profitable?
The seller maximizes profit when the Yen's spot price is at or above Yen 105.00/$, as they
retain the premium and have no obligation to buy Yen.

What happens if the Yen spot price falls below Yen
105.00/$?
The seller faces potential losses, as they may be required to buy Yen at the strike price
higher than the market value, reducing profit or causing a loss.

How does the strike price of Yen 105.00/$ influence the
maximum profit scenario?
The maximum profit occurs when the Yen's spot price is at or above Yen 105.00/$, since
the option expires worthless and the premium received is retained.

Why is the spot price at Yen 105.00/$ considered the
point that maximizes the writer's profit?
Because at or above this spot price, the put option is not exercised, allowing the writer to
keep the premium without any further obligation.

If the Yen appreciates beyond Yen 105.00/$, how does
that affect the put writer's profit?
The appreciation of Yen beyond Yen 105.00/$ does not affect the writer's profit negatively;
the maximum profit remains the premium received, since the option isn't exercised.

What is the key takeaway regarding the spot price and
the profit for a writer of this Yen put option?
The profit is maximized when the Yen remains at or above Yen 105.00/$, as the option
expires worthless and the premium is retained.

Additional Resources
A Put Option On Yen Is Written With A Strike Price Of Yen 105.00/$: Which Spot Price
Maximizes Your Profit?

When engaging in currency options trading, understanding the relationship between the
strike price and the spot price is crucial for maximizing profits. In this analysis, we focus
on a specific scenario: a put option on Yen written with a strike price of Yen 105.00/$. This
means the trader has sold a put option giving the holder the right, but not the obligation,



to sell Yen at Yen 105.00 per US dollar. To determine which spot price maximizes your
profit as the writer of this put option, we need to carefully examine the mechanics of
options, the payout structure, and the possible outcomes at different spot prices.

---

Understanding the Basics: What Is a Put Option on Yen?

Before delving into the profit maximization analysis, let’s clarify what a put option on Yen
entails:

- Definition: A put option gives the holder the right to sell an asset at a predetermined
price (the strike price) before or at expiration.
- In this case: The underlying asset is Yen, and the strike price is Yen 105.00/$.
- Position: You are the writer (seller) of this put, meaning you have collected a premium
upfront, and you are obligated to buy Yen at Yen 105.00 if the option is exercised by the
holder.

---

The Mechanics of a Yen Put Option

Key Components:

- Strike Price (K): Yen 105.00/$
- Premium (P): The price received for writing the option (not specified in the prompt)
- Spot Price at Expiration (S): The market price of Yen in terms of USD at maturity
- Expiration Date: The date when the option can be exercised

How the payoff works:

- If S > K: The Yen is stronger against USD; the holder will not exercise the option because
they can sell Yen at a better rate in the open market.
- If S < K: The Yen is weaker; the holder will exercise the option, forcing you to buy Yen at
Yen 105.00/$, which could be more than the market rate.

---

Profit and Loss (P&L) Profile for the Writer

The profit for the writer of the put option depends largely on the spot price at expiration,
the premium received, and whether the option is exercised.

Payoff at expiration:

- If S ≥ K: The option expires worthless.
- You keep the entire premium.
- Profit = Premium collected (P).

- If S < K: The option is exercised.
- You are obligated to buy Yen at Yen 105.00/$.



- Market value of Yen is S.
- Your net payoff = Premium received – (K – S) Units of Yen (assuming 1 USD per contract
for simplicity).

Visualizing the profit:

- Maximum profit occurs when the option is not exercised at all:
- At Spot Price ≥ Yen 105.00/$: Profit = Premium (P).
- Maximum loss occurs if Yen depreciates significantly:
- At Spot Price approaching zero: Loss = (K – S) Units – Premium.

---

Which Spot Price Maximizes Your Profit?

To answer this, analyze the profit outcomes at different spot prices:

1. Spot Price Equal to or Above the Strike (S ≥ 105.00)

- Scenario: Yen is strong or stable.
- Outcome: The option expires worthless.
- Result: You keep the entire premium.
- Profit: The maximum possible—the premium collected.
- Implication: The best case for a put writer is when Yen remains above Yen 105.00/$,
making the option unexercised and earning you the premium without obligation.

2. Spot Price Slightly Below the Strike (S just less than 105.00)

- Scenario: Yen weakens slightly but remains close to the strike.
- Outcome: The holder exercises the option.
- Profit: Premium – (105.00 – S) Units.
- Implication: Your profit decreases as the spot drops below 105.00, but if the premium is
sufficiently large, you can still realize a net gain.

3. Spot Price Significantly Below the Strike (S <
- Scenario: Yen weakens substantially.
- Outcome: The option is exercised; you are forced to buy Yen at Yen 105.00/$, which is
above the current market value.
- Result: Your loss increases proportionally to the depreciation.
- Implication: The profit diminishes and could become negative, representing a substantial
loss.

---

The Profit-Maximizing Spot Price: The Core Insight

Based on the payoffs:

- The profit is maximized when the option expires worthless.
- Since you are the writer of the put:



The spot price that maximizes your profit is at or above the strike price (Yen 105.00/$).

In particular:

- When S ≥ 105.00, the option is unexercised.
- You retain the entire premium, which is your maximum profit.

---

Practical Considerations: Premiums and Market Expectations

While theoretical analysis indicates that spot prices at or above Yen 105.00/$ maximize
your profit, actual trading decisions depend on:

- Premium received: The higher the premium, the more you benefit if Yen stays strong.
- Market outlook: If you believe Yen will remain above Yen 105.00/$, writing the put is
attractive.
- Risk appetite: If you are willing to accept the risk of Yen weakening below 105.00, you
might still write the put for income but must be prepared for potential losses.

---

Visual Summary: Profit vs. Spot Price

| Spot Price at Expiration | Exercise? | Profit Calculation | Outcome |
|---------------------------|------------|----------------------|---------|
| ≥ Yen 105.00/$ | No | Premium | Max profit (premium) |
| Just below 105.00/$ | Yes | Premium – (105 – S) Units | Profit decreases as S drops |
| Much below 105.00/$ | Yes | Same as above, more negative | Potential large loss |

---

Final Takeaways

- The spot price that maximizes your profit as a writer of a Yen put option with a strike of
Yen 105.00/$ is at or above Yen 105.00/$.
- Your maximum profit occurs when the Yen remains above the strike, causing the option
to expire worthless.
- The key to maximizing profits is to correctly assess market expectations and collect a
premium high enough to buffer against potential downside risk.
- Always consider your risk tolerance: if Yen weakens significantly, your position could
incur substantial losses.

---

Closing Thoughts

Writing a put option on Yen with a strike of Yen 105.00/$ can be a profitable strategy if
you have a bullish or neutral outlook on Yen. The best-case scenario for the writer is when
the spot exchange rate stays at or above the strike price, ensuring the option remains
unexercised, and you retain the entire premium as profit. However, effective risk



management and market analysis are essential to navigate the inherent risks associated
with currency fluctuations.

By understanding the mechanics of options and the profit landscape, traders can make
informed decisions to align their positions with their market views and risk appetite.
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