


' @& Whatls Gamma?

Gamma = rate of change of delta per point move in the underlying.

It tells you how fast hedging needs to change as price moves.
e |/ High gamma — delta changes rapidly — aggressive hedging

e N Low gamma — delta changes slowly — less reaction needed

Think of gamma as the “sensitivity knob” on delta exposure.



F1 4 Who Are the Market Makers (MMs)?

* MMs are liquidity providers: they quote two-sided options prices
* They are always on the other side of public flow
* Net position = the sum of customer trades

e Their job: stay delta-neutral by hedging risk via the underlying



(3 MM Positioning Flow: Customer vs MM

Customer Action MM Position Delta

Buys Call Sells Call Short A
Sells Call Buys Call Long &
Buys Put Sells Put Long A
Sells Put Buys Put Short A

@ Delta hedge = immediate

&» Gamma adjustment = dynamic as spot moves

Gamma

Short I

long I

Short I

long I

Hedge Response

Buy stock to hedge

Sell stock

Sell stock

Buy stock



Il = The Goal: Stay Balanced

* MM holds an options book with net delta
* Hedging keeps the combined book + hedge = 0 delta

e But gamma causes delta to shift as price moves — rebalance loop

wa [Balance scale image: Option Book = +1000A vs Hedge = —10004]



£} W The Dealer Loop

» Trader 1 buys from Dealer

o Dealer sells to Trader 2

o Dealer's net book shifts with flow

* Dealer must adjust underlying exposure to neutralize

m [Diogram showing MM between Trader 1 and Trader 2]



[J . Daily Position Rotation (Open Interest # MM’s Position)

Participant Day 1 Day 2
Customer 2 -5 5
Customer 1 *5 0
Dealer 0 -5
Open Interest 5 S

« Open interest stays flat but MM flips position constantly
e Dealer hedging behavior follows exposure, not Ol

Day 3



L4 £ Gamma Hedging Behavior

Gamma Regime Spot 1 Spot | Dealer Action Volatility
@ Negative Sells Sells Chases move Expands
@ Positive Buys Buys Fades move Compresses

* Negative gamma = destabilizing, dealer adds fuel

* Positive gamma = stabilizing, dealer dampens move



L0 4] GEX Zones Matter

GEX Zone Effect
B High Positive Acts as resistance / magnet — price mean reverts
o Low Gamma Acts as breakout zone — price accelerates

# Large strike gamma stack — pin zone on expiry

M Price gravitates to GEX center on ODTE



Ll . Time & Vol Sensitivity (Charm & Vanna)

* Charm = delta decay over time
* Positive = MM buys stock as time passes
¢ Vanna = delta shift from vol moves

* Implied vol drops - MM buys to rebalance

These effects drive intraday drift even without spot moves.



L) © Key Takeaways for Traders

« Gamma explains dealer hedging flow

 Hedging behavior shapes volatility regimes

* Follow GEX zones for inflection levels

* Watch for expiry pinning, drift, and gamma flip levels

e |t's not directional — it's mechanical
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