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Calendar spreads can be used to capitalize on trends, but they are sensitive to 
market direction and volatility in trending markets. In range-bound markets, 
calendar spreads collect premiums, making them suitable for income-generation 
strategies.

Introduction

A calendar spread is an options strategy that involves buying and selling options 
on the same underlying security with the same strike price but with different 
expiration dates. This strategy can be used with both calls and puts.

There are two types of calendar spreads: long and short. Additionally, two 
variations of each type are possible using call or put options.  

A trader may use a long call calendar spread when they expect the stock price to 
stay steady or drop slightly in the near term. This strategy can be beneficial if the 
stock price rises after the short-term option expires but before the longer-term 
option ends.

What is a calendar spread?

How to create a calendar spread

Long call calendar spread:
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1
2

Buy a call option with a longer expiration date

Sell a call option with the same strike price but a shorter 
expiration date

A trader may use a long put calendar spread when they expect the stock price to 
stay steady or rise slightly in the near term. This strategy can be beneficial if the 
stock price falls and volatility increases in between the expirations of the short-
term option and the longer-term option.

Long put calendar spread:

1

1

2

2

Buy a put option with a longer expiration date

Sell a call option with a longer expiration date

Sell a put option with the same strike price but a shorter 
expiration date

Buy a call option with the same strike price but a shorter 
expiration date

A reverse calendar spread is the opposite of a long calendar spread. In this 
instance, you would sell the long-term option and buy the short-term option. 

A reverse calendar spread is commonly used when markets are expected to 
make a large move in either direction, typically at trend reversals. When prices 
change dramatically, the short-term option’s value can increase faster than the 
long-term option’s value, which may lead to profits.

Short (reverse) calendar spreads

Short call calendar spread – seeks to benefit from falling prices:
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1
2

Sell a put option with a longer expiration date

Buy a put option with the same strike price but a shorter 
expiration date

Short put calendar spread – seeks to benefit from rising prices:

Calendar spreads risk/reward profiles

The profit and loss potential of a long calendar spread can vary widely, depending 
on when the trader chooses to exit the position. There is no single, fixed payoff 
diagram for this strategy.

The maximum loss is clear if the trader holds both options until the first expiration 
date. It’s limited to the initial cost, or debit, paid to set up the spread. This happens 
if both options are closed out simultaneously when the short-term option expires.

However, the actual outcome can change based on several factors:

a.	 How the stock price moves
b.	 Changes in market volatility
c.	 The passage of time
d.	 When the trader decides to exit

A trader might close the position early if it becomes profitable before expiration. 
Alternatively, they might hold the long-term option after the short-term option 
expires, hoping for further gains.

Because of these variables, the final profit or loss can differ greatly from the initial 
risk profile. This makes the call calendar spreads a more complex strategy that 
requires careful monitoring and management.
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Long calendar spread:

Short calendar spread:

a.	 Maximum Reward: Potentially unlimited. 
b.	 Breakeven: Cannot be easily calculated. Instead, you can estimate them using 

price slices while analyzing the risk profile in OptionStation Pro. They will 
adjust as long as the position is open.

c.	 Maximum Risk: The debit paid for the spread. 

a.	 Maximum Reward: The net premium collected.  
b.	 Breakeven: Cannot be easily calculated. Instead, you can estimate them using 

price slices while analyzing the risk profile in OptionStation Pro. They will 
adjust as long as the position is open.

c.	 Maximum Risk: Theoretically unlimited. 
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Long call 
calendar

Long put 
calendar

Short call 
calendar

Short put 
calendar

Description

Buy a longer-
term call; sell 
a shorter-term 
call

Buy a longer-
term put; sell 
a shorter-term 
put

Sell a longer-
term call; buy 
a shorter-term 
call

Sell a longer-
term put; buy 
a shorter-term 
put

Debit or credit Debit (pay) Debit (pay) Credit (sell) Credit (sell)

Expected 
underlying 

changes

Moderate 
increase 
in price or 
volatility

Moderate 
decrease in 
price or rise in 
volatility

Moderate to 
sharp drop 
in price or 
volatility

Moderate to 
sharp rise in 
price or a drop 
in volatility

Maximum risk Debit paid 
(cost)

Debit paid 
(cost)

Unlimited (can 
use stops)

Unlimited (can 
use stops)

Maximum 
profit

Theoretically 
unlimited

Theoretically 
unlimited

Net premium 
collected

Net premium 
collected

Choosing the best strike price
The choice of strike price is crucial for a calendar spread. Here are some guidelines:

Your choice depends on your market outlook and risk tolerance. ATM options are 
often preferred for calendar spreads as they are most sensitive to time decay.

1

2

3

At-the-money (ATM): This is a common choice as it can 
balance potential profit and risk. It is done by choosing a strike 
price close to the current underlying price.

Out-of-the-money (OTM): This could be less expensive, but it 
lowers the chance of profit. It is created by selecting a strike 
price above the current underlying price for calls or below for 
puts.

In-the-money (ITM): This is more expensive than the other 
selections, but has a higher chance of profit. To create using 
calls, pick a strike price below the current underlying price, or 
above for puts.
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Low-volatility environments

High-volatility environments

Volatility summary

Calendar spreads tend to perform well in low volatility environments, as the time 
decay of options with longer expirations is more pronounced, benefiting the 
long-term option leg of the spread.

The strategy profits from the relative decrease in the value of longer-term options, 
while the shorter-term options remain relatively stable.

If you anticipate a spike in volatility, a short calendar spread may be suitable. The 
long options may increase in value with the rise in volatility.  

Conversely, a long calendar spread (selling options with closer expiration dates 
and buying options with farther expiration dates) may be more effective during 
periods of low volatility. Low volatility often depresses the options premium, 
potentially making them cheaper. A rise in volatility after entering could increase 
the value of the long option, possibly allowing it to be sold for a profit.

Calendar spreads can be more challenging in high-volatility environments, as 
the increased uncertainty affects both legs of the spread.

The long-term option leg may benefit from the increased volatility. Still, the 
short-term option leg may also experience a larger increase in value, potentially 
reducing the spread’s profit potential.

High volatility can also lead to larger losses if the market moves sharply against 
the spread, emphasizing the importance of risk management and position sizing.

How volatility affects calendar spreads

1

2

Increasing volatility usually benefits calendar spreads. The 
long-term option you bought could gain more value than the 
short-term option you sold.

Decreasing volatility often hurts calendar spreads. Both options 
may lose value, but the long-term option you bought might 
lose more.

20240919-3866963-12263340



Calendar Spreads: Understanding a Time-Based Options Strategy 8

Time decay, or theta, is central to calendar spreads:

Traders use calendar spreads to:

Time decay and calendar spreads

Why use calendar spreads?

3 Sometimes, short-term and long-term options have different 
volatility levels. This volatility skew can create opportunities or 
risks for calendar spreads. Traders commonly look to buy lower 
volatility options and sell higher ones.

1

1

2

2

3

3
4

Short-term options lose value faster due to time decay. As the 
seller of this option, you benefit from this rapid decay.

Potentially profit from time decay

Long-term options lose value more slowly. As the buyer, you're 
less affected by time decay.

Benefit from changes in volatility

Maximum time decay: The short-term option experiences the 
fastest time decay in its final weeks. This is often when calendar 
spreads potentially make the most profit.

Limit risk versus trading a naked long or short option

Attempt to profit from a neutral market outlook

Watch the Webinar – “Balancing Risk and Reward with 
Options Calendar Spreads”. Encounter a strategy that 
benefits from volatility and time decay in stable markets. 
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Using RadarScreen® in the Calendar Spreads workspace to filter for candidates, 
Main Street Cap Corp (MAIN) appeared in the Implied Volatility % change-down 
filtered list. 

Risks of calendar spreads

Strategy example – long call calendar spread:

1
2
3
4

They are a complex strategy that requires careful management.

Can lose money, potentially more than the initial margin, if the 
stock price moves too far in either direction.

There may be higher costs due to multiple legs or trades.

They are sensitive to changes in volatility.

Explore Strategies – Discover options strategies and 
empower your trading with the knowledge and skills to 
navigate dynamic market conditions.
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The short 50-call option expires in 41 days, and the long 50-call option expires 
in 132 days. Other expirations were available, but they had odd strike prices. The 
calendar spread was created one leg at a time by holding the CTRL key on the 
keyboard and left-clicking on the bid to sell and the ask to buy. The trade bar will 
appear and populate the calendar spread with the options legs selected. 

The daily chart reveals a security that is trading sideways with lower-than-average 
volatility. Additionally, a long call calendar spread will be used because the current 
price is near the lower part of the channel and may rise.
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You may notice that the Max Profit and Max Loss boxes show N/A. It is difficult to 
determine these amounts exactly since the short call could be assigned before 
buying to close or expiration. Another short 50-call could also be added once the 
first expires.

Analyzing the calendar spread and using the price slices allows you to see 
hypothetical profits and losses based on the underlying price or volatility changes.

Adjusting the plot to the expiration of the short call shows the theoretical profit 
of the long call calendar spread. The slices have been adjusted to show the 
underlying price at the low and the range's high. Should the price exceed either 
side of the range, the price slice can be adjusted to estimate the theoretical loss. 
Remember, this is only an estimate, and the actual numbers could vary.

20240919-3866963-12263340



Calendar Spreads: Understanding a Time-Based Options Strategy 12

The long calendar spread was placed with the implied volatility about 4% below 
the average. The price slices can also show the theoretical profit or loss based on 
the volatility rising or falling from the current level. 

The results are shown below if the volatility rose by 4% at the short call’s expiration.

However, a rise in volatility can hurt the spread, as seen with the -3% adjustment. 
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Exiting a calendar spread

A stop loss or take-profit order can be placed on any calendar spread if the 
underlying price moves to or beyond a certain level. This is done using the 
activation rule tool. For more information, explore the article and video in the 
Options Education Center. 

The objective for the long calendar spread is to have the short expire out-of-the-
money and to repeat selling another shorter-term option or to profit from the 
long option with the premium collected on the shorts, lowering the cost basis. 

If the underlying price or volatility changes, the short calendar spread can also 
be exited for a profit or loss. The optimal profit is realized if the longer-term short 
option expires out-of-the-money.
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Login to the TradeStation platform in Simulated Trading mode to familiarize 
yourself with these strategies without risking real capital. As you gain confidence, 
gradually incorporate them into your live trading, starting with small positions. 
Remember, mastery comes through practice and experience.

Test before you trade

Review Options Level – Ready to take your options trading 
to the next level? Learn about your option level and make 
sure it’s right for you. Boost your trading potential!

Options calendar spreads are a versatile strategy for capturing opportunities 
created by volatility, time decay, and the underlying asset’s lack of or delayed 
price movement. By understanding the key characteristics, benefits, risks, and 
considerations, traders can effectively implement this strategy to manage risk 
and potentially generate profits.

Conclusion
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Important Information and Disclosures

This content is for educational and informational purposes only. Any symbols, financial instruments, or trading 
strategies discussed are for demonstration purposes only and are not research or recommendations. TradeStation 
companies do not provide legal, tax, or investment advice.   

Past performance, whether actual or indicated by historical tests of strategies, is no guarantee of future 
performance or success. There is a possibility that you may sustain a loss equal to or greater than your entire 
investment regardless of which asset class you trade (equities, options or futures); therefore, you should not invest 
or risk money that you cannot afford to lose. Before trading any asset class, first read the relevant risk disclosure 
statements on www.TradeStation.com/Important-Information.   

Securities and futures trading is offered to self-directed customers by TradeStation Securities, Inc., a broker-
dealer registered with the Securities and Exchange Commission and a futures commission merchant licensed 
with the Commodity Futures Trading Commission. TradeStation Securities is a member of the Financial Industry 
Regulatory Authority, the National Futures Association, and a number of exchanges.  

TradeStation Securities, Inc. and TradeStation Technologies, Inc. are each wholly-owned subsidiaries of 
TradeStation Group, Inc., both operating, and providing products and services, under the TradeStation brand and 
trademark. When applying for, or purchasing, accounts, subscriptions, products, and services, it is important that 
you know which company you will be dealing with. Visit www.TradeStation.com/DisclosureTSCompanies for 
further important information explaining what this means.
 
Options trading is not suitable for all investors. Your TradeStation Securities’ account application to trade options 
will be considered and approved or disapproved based on all relevant factors, including your trading experience. 
See www.TradeStation.com/DisclosureOptions. Visit www.TradeStation.com/Pricing for full details on the costs 
and fees associated with options.

Margin trading involves risks, and it is important that you fully understand those risks before trading on margin. 
The Margin Disclosure Statement outlines many of those risks, including that you can lose more funds than 
you deposit in your margin account; your brokerage firm can force the sale of securities in your account; your 
brokerage firm can sell your securities without contacting you; and you are not entitled to an extension of time on 
a margin call. Review the Margin Disclosure Statement at www.TradeStation.com/DisclosureMargin.

Any examples or illustrations provided are hypothetical in nature and do not reflect results actually achieved and 
do not account for fees, expenses, or other important considerations. These types of examples are provided to 
illustrate mathematical principles and not meant to predict or project the performance of a specific investment 
or investment strategy. Accordingly, this information should not be relied upon when making an investment 
decision.
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