Vertical Spreads
Vertical spreads are one of those strategies traders keep coming back to because they’re simple, flexible, and give you a clear sense of what you stand to gain—or lose—before you ever place the trade. Whether you’re looking for income, a defined‑risk directional play, or a probability‑driven setup, verticals let you express a market opinion without taking on unlimited exposure.
In this guide, we’ll walk through the four types of vertical spreads, how each one works, when they tend to shine, and how your strike selection shapes both your probability of success and your reward‑to‑risk profile.
What Is a Vertical Spread?
A vertical spread is built by pairing two options of the same type—either both calls or both puts—with the same expiration date but different strike prices. That “vertical” difference in strikes is where the name comes from.
There are four variations:
· Bull Put Spread
· Bull Call Spread
· Bear Put Spread
· Bear Call Spread
Two are bullish, two are bearish. Two bring in a credit, two require a debit. Once you see the pattern, the whole structure becomes intuitive.
The Four Vertical Spreads
1. Bull Put Spread
(Credit Spread – Bullish)
· Sell a put at a higher strike
· Buy a put at a lower strike
· Net result: credit
· Profits if the underlying stays above the short strike
This is a classic high‑probability bullish income trade. You don’t need a rally—just for the stock to hold its ground or drift slightly higher.
2. Bull Call Spread
(Debit Spread – Bullish)
· Buy a call at a lower strike
· Sell a call at a higher strike
· Net result: debit
· Profits if the underlying moves above the long strike
This is a directional bullish play with defined risk and defined reward. It’s cheaper than buying a call outright because the short call helps offset the cost.
3. Bear Put Spread
(Debit Spread – Bearish)
· Buy a put at a higher strike
· Sell a put at a lower strike
· Net result: debit
· Profits if the underlying moves below the long strike
This is the bearish counterpart to the bull call spread—directional, limited risk, and less expensive than buying a naked put.
4. Bear Call Spread
(Credit Spread – Bearish)
· Sell a call at a lower strike
· Buy a call at a higher strike
· Net result: credit
· Profits if the underlying stays below the short strike
This is the bearish version of the bull put spread: a high‑probability income trade that wins if the stock drops or simply doesn’t rise too far.
Bullish vs. Bearish: The Clean Split
	Spread Type
	Direction
	Debit/Credit

	Bull Put
	Bullish
	Credit

	Bull Call
	Bullish
	Debit

	Bear Put
	Bearish
	Debit

	Bear Call
	Bearish
	Credit


Two bullish, two bearish. Two debit, two credit. The symmetry is part of what makes verticals so approachable.
Vertical Spreads Are Directional Trades
Every vertical spread reflects a view on where the underlying is headed:
· Bullish spreads expect the price to rise—or at least stay above a certain level.
· Bearish spreads expect the price to fall—or at least stay below a certain level.
They work well in trending markets, range‑bound markets, and even mildly choppy environments. The key is choosing strikes that match your outlook.
Time Decay: Positive vs. Negative Theta
Theta affects verticals differently depending on whether you’re using a credit or debit spread.
Credit Spreads (Bull Put, Bear Call)
· Positive theta
· Time decay helps you
· You want the options to lose value
These spreads thrive when the market is calm or moving slowly in your favor.
Debit Spreads (Bull Call, Bear Put)
· Negative theta
· Time decay works against you
· You need price movement
Debit spreads rely on the underlying making a meaningful move before expiration.
Strike Selection: The Heart of the Strategy
Your strike choices determine:
· Probability of profit
· Reward‑to‑risk ratio
· Breakeven level
· How directional the trade must be
· How much time decay matters
For Credit Spreads
Further out‑of‑the‑money strikes:
· Higher probability of profit
· Lower potential reward
· More room for error
· Lower reward‑to‑risk ratio
Closer‑to‑the‑money strikes:
· Higher potential reward
· Lower probability of profit
· Requires a stronger directional opinion
Credit spreads let you dial in your preferred balance between probability and payout.
For Debit Spreads
Strikes closer together:
· Lower cost
· Lower max reward
· Higher probability (less distance to move)
Strikes further apart:
· Higher cost
· Higher max reward
· Requires a stronger move
Debit spreads let you choose between a cheaper, more conservative setup or a more aggressive one with greater upside.
Probability vs. Reward: The Trade‑Off You Can’t Escape
Vertical spreads force you to choose between:
· High probability, low reward (wide, far‑OTM credit spreads) and
· Lower probability, higher reward (debit spreads or tighter credit spreads)
There’s no universal “best” choice—only what fits your conviction and risk tolerance.
Why Vertical Spreads Matter
Vertical spreads offer:
· Defined risk
· Defined reward
· Directional exposure
· Flexibility in strike selection
· The ability to profit from movement or from stagnation
· A structured, probability‑driven approach
They’re foundational because they give traders clarity and control—two things that matter enormously when you’re navigating uncertain markets.

