
An Analysis of Binary Options Broker Revenue Models 
I. Introduction: Understanding Binary Options and Brokerage 

A. Defining Binary Options: The "All-or-Nothing" Proposition 

Binary options represent a distinct category of financial derivatives characterized by 
their simple, predetermined payoff structure.1 At its core, a binary option is a contract 
based on a straightforward 'yes' or 'no' proposition concerning the future price 
movement of an underlying asset within a strictly defined timeframe.3 These 
underlying assets can encompass a wide range, including foreign currency (forex) 
pairs, major stock market indices (like the S&P 500), commodities such as gold or 
crude oil, individual company stocks, and even specific economic events like interest 
rate decisions or employment data releases.4 

The defining characteristic of a binary option lies in its payout mechanism: if the 
trader's prediction regarding the asset's price direction (e.g., will the price of Asset X 
be above Price Y at Time Z?) proves correct at the moment of expiration, the option 
finishes "in-the-money," and the trader receives a fixed, predetermined monetary 
payout.3 Conversely, if the prediction is incorrect, the option expires 
"out-of-the-money," and the trader typically loses their entire initial investment, 
receiving nothing back.1 This stark, binary outcome – either a fixed gain or a total loss 
of the staked amount – leads to these instruments also being referred to as 
"all-or-nothing options," "digital options" (particularly in forex and interest rate 
markets), or "fixed return options" (FROs).1 

This structure fundamentally distinguishes binary options from traditional, or "vanilla," 
options.3 Vanilla options grant the holder the right, but not the obligation, to buy or 
sell the underlying asset at a specific price before expiration, with potential profits or 
losses varying based on the magnitude of the underlying asset's price movement 
relative to the strike price.3 Binary options, however, offer no potential ownership of 
the underlying asset; the payoff is fixed and disconnected from how far the price 
moves beyond the strike price, as long as the directional condition is met at expiry.1 
Furthermore, binary options often feature very short expiration times, sometimes 
measured in minutes or even seconds, contrasting with the typically longer durations 
of vanilla options.5 

The apparent simplicity of the "yes/no" wager is a key factor in the appeal of binary 
options, particularly to individuals new to trading or those seeking rapid outcomes.11 
However, this simplicity can be deceptive. It masks the significant challenges involved 



in consistently predicting short-term market movements, which often requires 
sophisticated analytical methods not readily available to the average retail investor.17 
The fixed, all-or-nothing payout structure, detached from the extent of price changes, 
also contributes to the perception of binary options as being closer to gambling than 
traditional investing.1 This structure can attract users who may underestimate the 
inherent statistical disadvantages and risks involved.11 
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B. The Broker's Role in Facilitating Binary Options Trading 

Binary options brokers serve as the intermediaries that provide the necessary 
infrastructure for individuals to engage in binary options trading.3 They offer trading 
platforms – often web-based or mobile applications – through which clients can 
access various underlying assets, view price information, and execute trades.20 The 
broker defines the available contract specifications, including the range of underlying 
assets, possible expiration times (from seconds to days or weeks), and the specific 
conditions for the binary proposition (e.g., strike prices).3 

The typical trading process involves a client selecting an asset, choosing an expiration 
time, deciding on the direction of price movement relative to a strike price (predicting 
"yes" or "no," "up" or "down," "touch" or "no touch," depending on the option type), 
and determining the amount of capital (premium) to invest in the trade.3 The broker's 
platform facilitates this execution. Upon expiration, the platform automatically settles 
the trade, crediting the account with the fixed payout if the prediction was correct or 
debiting the full invested amount if it was incorrect.2 

The landscape of binary options providers includes specialized online platforms 
focusing exclusively on binary options, established CFD and Forex brokers that have 
added binaries to their product offerings, and, particularly in the United States, 
regulated exchanges specifically designated for trading these instruments.7 A 
significant portion of the global binary options market, especially outside the US, has 
historically operated through online platforms based offshore, often with limited or 
questionable regulatory oversight.3 Setting up an account typically requires submitting 
an application, undergoing Know Your Customer (KYC) verification (providing personal 
details and proof of identity/residence), and funding the account, often subject to a 
minimum deposit requirement.3 

Crucially, the role of many binary options brokers, particularly those operating in the 
over-the-counter (OTC) market outside of regulated exchanges, extends beyond 
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simple facilitation. Unlike traditional stockbrokers who primarily act as agents 
matching buyers and sellers or routing orders to an exchange for a commission 23, 
many online binary options brokers function as the direct counterparty to their 
clients' trades.20 This means the client is not trading against another market 
participant but is effectively placing a bet directly against the broker.25 This 
fundamental difference in the broker's position—acting as principal rather than 
agent—is central to understanding how many binary options brokers generate 
revenue and the inherent conflicts of interest that arise.26 This contrasts sharply with 
the model of regulated exchanges like Nadex in the US, where the exchange acts as 
an intermediary matching client orders or utilizes independent market makers, thereby 
reducing the direct broker-client counterparty conflict.7 

II. The Primary Profit Engine: Asymmetrical Payout Structures 

A. Analyzing the Win/Loss Payout Discrepancy 

The core mechanism through which many binary options brokers, especially those 
acting as counterparties, generate profit is embedded within the payout structure 
itself.12 This structure is inherently asymmetrical: while a losing trade results in the 
forfeiture of 100% of the capital invested by the trader, a winning trade yields a return 
that is typically less than 100% of the invested amount.3 Payout percentages for 
winning trades commonly range from 60% to 90% or sometimes 95%, varying by 
broker, asset, and market conditions.5 

Consider a practical example: A trader invests $100 in a binary option with an 80% 
payout rate.5 If their prediction is correct and the option expires in-the-money, they 
receive their initial $100 back plus an $80 profit, for a total return of $180. However, if 
their prediction is incorrect and the option expires out-of-the-money, they lose the 
entire $100 investment.3 

This discrepancy creates a mathematical edge for the broker, often referred to as the 
"house edge".1 Over a large volume of trades, even if the number of winning and 
losing trades across the broker's client base is roughly equal (a 50/50 split), the 
broker is statistically likely to profit.12 This is because the total amount paid out to 
winners is less than the total amount collected from losers. In the $100 trade example 
with an 80% payout, if one client wins ($80 profit for the client, $80 cost for the 
broker) and another client loses ($100 loss for the client, $100 revenue for the 
broker), the broker has a net profit of $20 ($100 collected - $80 paid out) from these 
two trades.20 Consequently, for a trader to merely break even over time, their required 
win rate must be significantly higher than 50%. The exact break-even win rate (W) can 



be calculated based on the win payout (Pw) and any loss payout (Pl, often 0%) using 
the formula W=(1−Pl)/(1+Pw−Pl).25 With an 85% win payout and 0% loss payout, the 
trader needs a win rate of 1/(1+0.85−0)≈54% just to break even, before considering 
any other fees.25 

It is important to note that payout rates are not always static. Brokers may adjust 
these percentages based on factors such as the specific underlying asset being 
traded, the option's expiration time, prevailing market volatility, and potentially even 
the client's trading history or account status.20 Some brokers might offer variations, 
such as providing a small percentage refund (e.g., 5-15%) on losing trades, but this 
typically comes at the cost of a lower payout percentage on winning trades.1 Brokers 
often employ analysts to calculate probabilities and set payout levels strategically to 
maintain profitability across different assets and market conditions, potentially 
reducing payouts significantly for predictable outcomes following major news 
events.20 

The design of this payout structure is fundamental to the viability of the 
broker-as-counterparty business model. It establishes a built-in statistical advantage 
for the platform. If payouts for wins matched the 100% loss on losing trades, the 
trading itself would be a zero-sum game between the broker and its clients (ignoring 
other fees). By ensuring the payout percentage on wins is below 100%, the broker 
guarantees that the sum collected from losing trades exceeds the sum paid out for 
winning trades, assuming a reasonably balanced distribution of outcomes. This 
difference represents the broker's gross profit derived directly from the trading 
activity itself, creating a powerful incentive to maximize trading volume while 
managing overall exposure. 

III. The Counterparty Model: Trading Against the Client 

A. Explanation of the Broker as Counterparty 

A defining characteristic of the business model employed by many binary options 
providers, particularly prevalent among online platforms operating outside stringent 
regulatory frameworks (i.e., in the Over-the-Counter or OTC market), is that the 
broker acts as the direct counterparty to its clients' trades.20 This means that when a 
client initiates a binary option trade (e.g., betting that an asset's price will rise), they 
are not being matched with another trader holding an opposing view, nor is their 
order being routed to an external market. Instead, the broker takes the opposite side 
of that bet.25 In essence, the client is trading against the broker; the platform provider 



becomes the "house" against which the client is wagering.25 

This "principal" model stands in contrast to the "agency" model more common in 
traditional brokerage or on regulated exchanges.26 In an agency model, the broker 
acts solely as an intermediary, facilitating transactions between different market 
participants (matching buy and sell orders) or routing client orders to a larger liquidity 
pool or exchange, typically earning a commission for this service.26 In the agency 
model, the broker generally does not have a direct financial stake in whether the 
client's trade wins or loses. 

The counterparty model, however, is the standard operating procedure for a large 
segment of the online binary options industry, especially for entities that are 
unregulated or based in offshore jurisdictions.20 Regulated U.S. exchanges offering 
binary options, such as Nadex or CME, operate differently. They function as organized 
marketplaces that match orders between participating clients or utilize designated 
market makers, thereby mitigating the direct counterparty risk between the individual 
client and the platform operator itself.7 European regulators like ESMA have also 
explicitly noted the prevalence of CFD and binary options providers acting as the 
client's counterparty.30 The Financial Markets Standards Board (FMSB) also 
distinguishes between dealers acting as Principal (counterparty) versus Agent in the 
context of commodity binary options.26 

B. Mechanism: How Client Losses Translate to Broker Profits 

In the counterparty model, the financial relationship between the broker and the client 
is direct and oppositional. When a client loses a binary options trade, the amount they 
invested (the premium paid for the option) is forfeited. Since the broker is on the 
opposite side of that trade, the client's loss directly translates into revenue for the 
broker.20 Conversely, when a client wins a trade, the broker must pay out the 
agreed-upon fixed return (which, as discussed, is typically less than 100% of the 
investment). This payout represents a cost to the broker.20 

Therefore, the broker's profit from its core trading operations is derived from the net 
difference between the total funds collected from all losing client trades and the total 
funds paid out for all winning client trades across its entire customer base.20 The 
broker does not need every individual client to lose consistently; rather, the business 
model relies on the aggregate losses of the client pool exceeding the aggregate 
payouts to winning clients over time. The asymmetrical payout structure (discussed in 
Section II) provides the mathematical foundation that makes this model profitable for 
the broker, assuming a sufficiently large volume of trades and a roughly balanced (or 



skewed towards losing) overall win/loss ratio among clients. The CFTC explicitly warns 
investors to question whether a platform profits when a customer on the other side 
loses, highlighting the significance of this model.21 

Brokers operating this model must actively manage their financial exposure. If an 
overwhelming majority of clients simultaneously place winning trades on the same 
outcome (e.g., a universally expected market reaction to a major event), the broker 
could face substantial net payouts and potential losses. This inherent risk may 
incentivize brokers to dynamically adjust payout percentages on certain options 20, 
limit maximum trade sizes, or, in less scrupulous cases, engage in practices designed 
to influence trade outcomes (discussed further in Section VI). 

The adoption of the counterparty model fundamentally alters the nature of the 
broker-client relationship compared to traditional agency brokerage. It transforms the 
trading activity into a zero-sum game (or, more accurately, a negative-sum game for 
the client due to the payout structure) played directly between the client and the 
broker. In an agency model, the broker typically profits from commissions or spreads 
regardless of the client's trading success, creating an incentive aligned with 
generating trading volume and maintaining long-term client relationships. In the 
counterparty model, however, the broker's primary financial incentive is directly linked 
to the client's net trading losses.20 This inherent misalignment of interests is a major 
source of regulatory scrutiny and creates significant potential for practices 
detrimental to the client.20 

IV. Fee Structures: Commissions, Spreads, and Other Charges 

A. Explicit Trading Commissions: A Rarity or Standard Practice? 

A notable characteristic of the typical online/OTC binary options broker model is the 
general absence of explicit, per-trade commissions that are standard in traditional 
stock or futures brokerage.20 Similarly, while Forex brokers often derive significant 
revenue from the bid-ask spread, this is not the primary profit mechanism for most 
OTC binary options brokers.20 Instead, their compensation is implicitly built into the 
asymmetrical payout structure, where the percentage return on winning trades is 
lower than the 100% loss incurred on losing trades.3 This allows many such brokers to 
market their services as "commission-free," which can be an attractive proposition for 
potential clients.20 

This contrasts sharply with the model used by regulated binary options exchanges in 
the United States, such as Nadex. These exchanges operate on a more transparent 



fee-based structure, typically charging explicit fees per contract traded.34 For 
example, Nadex charges a $1 trading fee per contract to open a position and another 
$1 fee to close the position before expiration. If a contract is held until expiration and 
settles in-the-money, a $1 settlement fee per contract applies; if it settles 
out-of-the-money, there is no settlement fee.34 Traditional brokers like Interactive 
Brokers, which may offer various types of options, also utilize commission structures 
based on factors like trade volume and premium value.23 Some sources mention the 
possibility of volume-based commissions or fixed fees per trade in the binary options 
space 36, but these appear less characteristic of the dominant OTC counterparty 
model and may apply to different broker types or specific premium account tiers. 
Dukascopy Bank, for instance, details volume commissions for CFD trading and 
mentions specific binary payout concepts separately.24 

While OTC brokers typically don't rely on the bid-ask spread for primary revenue, a bid 
and ask price is often displayed, particularly on exchange-traded binary options.1 On 
platforms like Nadex, binary options contracts are priced between $0 and $100. The 
price at which a trader can buy (the offer/ask) or sell (the bid) reflects the market's 
perceived probability of the event occurring.4 If a trader buys a contract at $44.50, 
their maximum risk is $44.50, and their maximum profit is $55.50 ($100 settlement - 
$44.50 cost), excluding fees.4 If they sell at $42.50, their maximum risk is $57.50 
($100 settlement - $42.50 received), and their maximum profit is $42.50.9 The 
difference between the bid and ask prices (the spread) represents the cost of 
immediacy and reflects market liquidity.4 While this spread exists, the core profit for 
OTC brokers operating the counterparty model still stems predominantly from the 
overall net losses generated by the asymmetrical win/loss payout inherent in the 
binary option itself, rather than capturing the spread on each transaction. 

The common practice of advertising "commission-free" trading by OTC binary options 
brokers serves as a potent marketing tool. However, this framing can obscure the 
significant implicit cost embedded within the payout structure. The difference 
between the 100% loss on unsuccessful trades and the sub-100% payout on 
successful ones effectively functions as a substantial, albeit less transparent, charge 
levied by the broker.12 Regulated exchanges, bound by stricter rules promoting 
transparency, tend to favor explicit, clearly disclosed fee-per-transaction models.34 
While potentially appearing less attractive initially than "free" commission offers, 
these explicit fees provide greater clarity regarding the actual cost of trading. This 
divergence in pricing strategy reflects the fundamental differences in the underlying 
business models and the regulatory environments in which these entities operate. 



B. Potential Hidden Costs and Fees 

Beyond the core payout structure and any explicit trading fees, binary options brokers 
may levy a variety of other charges that contribute to their revenue and impact 
traders' overall profitability. These ancillary fees can sometimes be opaque or 
"hidden" within the terms and conditions, making it crucial for traders to conduct 
thorough due diligence.37 The U.S. Commodity Futures Trading Commission (CFTC) 
specifically warns about platforms requiring hidden fees to return client assets, 
indicating this is a known issue, particularly in the less regulated segments of the 
market.21 These additional charges represent alternative or supplementary income 
streams for brokers and are explored in more detail in the following section. 

Table 1: Potential Binary Options Broker Fees and Charges 

 
Fee/Charge Type Description Typical 

Applicability 
(Regulated/Unregul
ated/Both) 

Relevant Sources 

Payout Differential Implicit cost 
embedded in the 
structure where win 
payouts are <100% 
while losses are 
100% of the 
investment. 

Primarily Unregulated 
(Counterparty Model) 

12 

Trading 
Commission/Fee 

Explicit fee charged 
per contract or trade 
for entry, exit, or 
settlement. 

Primarily Regulated 
Exchanges (e.g., 
Nadex) 

34 

Spread (Bid/Ask 
Difference) 

The difference 
between the buying 
and selling price of a 
binary option 
contract. 

Both (Mechanism 
differs; primary 
income for OTC?) 

1 

Deposit Fee Fee charged for 
depositing funds into 
the trading account. 

Less Common (Often 
free to encourage 
funding) 

22 



Withdrawal Fee Fee charged for 
withdrawing funds 
from the trading 
account; can vary by 
method (e.g., wire vs. 
ACH). Often a red 
flag if 
excessive/obstructive
. 

Both (More 
common/problematic 
with Unregulated) 

21 

Inactivity Fee Fee charged if an 
account remains 
dormant (no trading 
activity) for a 
specified period (e.g., 
90-180 days). 

Both (More common 
with Unregulated) 

37 

Account 
Maintenance Fee 

Recurring fee for 
keeping an account 
open, regardless of 
activity. 

Less Common 24 

Currency 
Conversion Fee 

Fee charged for 
converting funds 
between different 
currencies (e.g., 
depositing EUR into a 
USD account). 

Both 24 

Rollover Fee Fee charged for 
extending the 
expiration time of an 
open position (if 
offered by the 
broker). 

Unregulated (Feature 
sometimes offered) 

20 

Bonus Withdrawal 
Conditions 

Not a direct fee, but 
stringent 
requirements (e.g., 
high trading volume) 
attached to bonuses 
that make withdrawal 
difficult or costly. 

Primarily Unregulated 21 



Premium Account 
Fees 

Subscription fees or 
higher minimum 
balances required for 
premium/VIP 
accounts offering 
enhanced features or 
better terms. 

Both 36 

(Note: Applicability is a generalization; specific broker policies vary widely.) 

V. Ancillary Revenue Streams: Diversifying Broker Income 

Beyond the primary revenue generated through the payout structure or explicit 
trading fees, binary options brokers employ various ancillary methods to generate 
income and enhance profitability. These often involve charging fees for specific 
account services or selling additional products and features. 

A. Fees for Account Services 

Brokers may levy charges related to the management and operation of client 
accounts: 

● Deposit Fees: While many brokers offer free deposits to encourage clients to 
fund their accounts, some may impose fees, particularly for certain payment 
methods.22 

● Withdrawal Fees: These are more frequently encountered than deposit fees. 
Charges can vary significantly depending on the withdrawal method chosen (e.g., 
bank wire transfers often incur fees, while electronic methods like ACH might be 
free) and potentially the frequency of withdrawals.22 Notably, numerous 
complaints against unregulated brokers involve the refusal to process 
withdrawals, the imposition of exorbitant or unexpected fees to release funds, or 
outright theft, making withdrawal policies and practices a critical area for 
scrutiny.19 Difficulty in accessing funds is a major red flag.28 

● Inactivity Fees: To generate revenue from dormant accounts, some brokers 
charge inactivity fees if an account shows no trading activity for a defined period, 
such as 90, 180 days, or longer.37 These fees can gradually erode the capital in 
unused accounts. 

● Currency Conversion Fees: When clients deposit funds or realize profits in a 
currency different from their account's base currency, brokers may apply a 
conversion fee, often based on a percentage markup over prevailing exchange 
rates.24 

● Account Opening/Maintenance Fees: While basic account opening is typically 



free 24, and ongoing maintenance fees are uncommon for standard trading 
accounts 24, some brokers might have charges for specific account types or under 
certain conditions. Minimum deposit requirements, however, are standard 
practice across the industry.3 

B. Value-Added Services and Premium Offerings 

Brokers can create additional revenue streams by selling supplementary products or 
offering tiered account structures: 

● Trading Signals: Some platforms or affiliated entities may offer trading 
signals—recommendations suggesting specific trades to take.43 These are 
marketed as tools to help traders profit but represent a separate revenue source 
for the provider. The quality, reliability, and potential conflicts of interest 
(especially if the signal provider is linked to a counterparty broker) are significant 
concerns, particularly with unregulated sources.43 

● Educational Materials: Many brokers provide educational resources, such as 
articles, webinars, video tutorials, or e-books, covering trading basics, strategies, 
and market analysis.28 While presented as beneficial tools for client success, 
these can also function as a profit center (if charged for) or as marketing tools to 
attract and retain clients, encouraging more trading activity.28 The quality and 
objectivity of such materials can vary widely. 

● Premium Accounts: Brokers often implement tiered account systems (e.g., 
Standard, Silver, Gold, VIP).36 These premium tiers typically require higher 
minimum deposits or sometimes involve subscription fees.36 In return, clients may 
receive benefits such as slightly higher payout rates, lower commissions (if 
applicable), access to dedicated account managers, faster withdrawal 
processing, or exclusive analytical tools.36 

● Software/Platform Fees: While the basic trading platform is usually provided free 
of charge, access to more advanced charting tools, analytical features, or specific 
trading platforms like MetaTrader 4 might incur additional fees.24 

C. The Role of Bonuses and Promotions 

Aggressive marketing promotions, particularly deposit bonuses, are a common tactic, 
especially among unregulated binary options brokers, used to attract new clients and 
incentivize larger deposits.36 

● Deposit Bonuses: These typically involve the broker offering to add "bonus 
funds" to a client's account, often calculated as a percentage (e.g., 50% or 100%) 
of the client's deposited amount.36 



● Risk-Free Trades: Some brokers may offer a limited number of "risk-free" trades, 
where any losses incurred on those specific trades are refunded to the client's 
account.20 

● Purpose and Hidden Conditions: While seemingly attractive, these promotions 
are primarily marketing tools.45 Crucially, bonus funds almost invariably come with 
highly restrictive terms and conditions that are often buried in the fine print.37 A 
common requirement is that the client must achieve an extremely high trading 
volume (e.g., trading 20, 30, or even 40 times the bonus amount plus the deposit) 
before any funds (including the original deposit) can be withdrawn.21 These 
conditions often make it practically impossible for clients to ever withdraw the 
bonus money or even their initial investment, effectively locking funds into the 
platform and forcing continued trading.21 Regulatory bodies have increasingly 
cracked down on misleading bonus promotions in regulated jurisdictions.45 

These ancillary fees, value-added services, and particularly the aggressive use of 
bonuses with onerous conditions, are frequently observed characteristics of the 
unregulated binary options sector. They function not only as supplementary revenue 
streams but also serve to bolster the primary counterparty profit model. By 
encouraging larger deposits through bonuses and making withdrawals difficult or 
costly through high fees or complex bonus terms 21, these tactics help keep client 
funds within the broker's system, increasing the pool of capital against which the 
broker trades and from which it aims to profit via net client losses. Inactivity fees 
capture residual value, while selling signals or education can generate revenue 
independent of client trading success, potentially even stimulating more trading 
activity that benefits the counterparty broker. These practices are generally less 
prevalent or subject to stricter controls within regulated environments.45 

VI. Conflicts of Interest: An Inherent Challenge 

A. Analyzing the Conflict Arising from the Counterparty Model 

The most significant ethical and operational challenge within the binary options 
industry stems directly from the prevalent counterparty business model. When a 
broker acts as the direct counterparty to its clients' trades, a fundamental conflict of 
interest is created: the broker's financial success becomes directly tied to its clients' 
financial losses.20 If a client wins, the broker pays; if a client loses, the broker profits.20 
This establishes an inherent opposition between the interests of the broker 
(maximizing profit) and the interests of the client (achieving trading success). 

This situation contrasts markedly with agency brokerage models, where the broker's 



revenue (typically from commissions or transparent fees) is generated by facilitating 
trades, regardless of the client's individual trade outcomes.26 While conflicts can exist 
in agency models too (e.g., churning accounts to generate commissions), the direct 
zero-sum nature of the counterparty relationship in binary options presents a 
particularly acute conflict. 

This inherent conflict is not merely a theoretical concern; it has been explicitly 
recognized and cited by numerous financial regulatory bodies worldwide as a primary 
driver for intervention in the retail binary options market.20 Organizations like the 
European Securities and Markets Authority (ESMA), the UK's Financial Conduct 
Authority (FCA), the Central Bank of Ireland, and the Financial Markets Standards 
Board (FMSB) have all highlighted this conflict as a significant source of risk for retail 
investors.26 General principles regarding the management of conflicts of interest in 
financial services, as outlined by bodies like FINRA, underscore the importance of 
identifying and mitigating such situations.47 

B. Potential for Market Manipulation and Unfair Practices 

The direct financial incentive for brokers to have clients lose money in the 
counterparty model creates a fertile ground for unethical and fraudulent practices, 
particularly when regulatory oversight is weak or absent. This conflict can manifest in 
various detrimental ways: 

● Price Feed Manipulation: Brokers may manipulate the price data streamed to 
their platforms, especially as an option approaches its expiration time.12 Minor, 
artificial adjustments to the quoted price can be sufficient to turn a potentially 
winning trade into a losing one for the client, directly benefiting the broker.12 

● Software Rigging: Some fraudulent platforms may utilize trading software that is 
deliberately designed to generate unfavorable outcomes for traders.11 This could 
involve algorithms that skew execution prices or manipulate the timing of trade 
settlements. Complaints include platforms arbitrarily extending the countdown to 
expiration until a winning trade becomes a loss.12 

● Refusal of Payouts and Withdrawals: A common complaint involves brokers 
unjustly refusing to pay out winnings or blocking clients from withdrawing their 
deposited funds.11 Brokers may ignore withdrawal requests, invent spurious 
reasons for denial (such as unmet bonus conditions), or demand additional 
payments (e.g., fake taxes or fees) before releasing funds.21 In some cases, 
fraudulent operators simply disappear once withdrawal requests are made.41 

● Aggressive Sales Tactics and Misleading Information: Brokers may employ 
high-pressure sales tactics, overstate potential returns, downplay the significant 



risks involved, or use fake testimonials and misleading advertising to lure clients.6 
This can induce clients to deposit more money than they can afford to lose. 

● "Defending" or "Triggering" Barrier Levels: In the context of binary (or barrier) 
options, market participants acting as principal (which includes counterparty 
brokers) might be tempted to trade the underlying asset in the broader market 
with the specific intention of manipulating the reference price around the option's 
strike level at expiry.26 This practice, known as "defending" (to prevent triggering) 
or "triggering" (to cause triggering), aims to ensure the option expires favorably 
for the principal, exploiting the discontinuous payoff profile of binary options near 
expiry.26 

The conflict of interest inherent in the counterparty model is therefore not just a 
potential risk but a documented driver of significant harm to retail investors. The high 
frequency of fraud complaints reported to regulatory bodies 1 and the drastic 
regulatory actions taken globally, including outright bans, are direct consequences of 
these practices. The model provides a strong motive for the broker to ensure net 
client losses 20, while the lack of effective regulation in many offshore jurisdictions 
provides the opportunity for manipulative and fraudulent behavior to occur with 
perceived impunity.3 This toxic combination of motive and opportunity results in 
systemic risks that many regulators have deemed unmanageable for retail clients 
through ongoing supervision alone, leading them to opt for prohibition.1 

VII. The Impact of Regulation: A Tale of Two Models 

The regulatory landscape significantly shapes how binary options brokers operate 
and generate revenue, leading to a distinct bifurcation in the market between highly 
regulated environments and largely unregulated offshore spaces. 

A. Regulated Brokers (e.g., US Exchanges): Structure and Revenue 

In jurisdictions with stringent regulations, such as the United States, the trading of 
binary options by retail clients is typically restricted to designated, regulated 
exchanges.4 The primary regulators involved are the Commodity Futures Trading 
Commission (CFTC) and the Securities and Exchange Commission (SEC). Currently, 
only a few exchanges, known as Designated Contract Markets (DCMs), are authorized 
to list binary options for US persons, including Nadex (North American Derivatives 
Exchange), the Chicago Mercantile Exchange (CME), and Cantor Exchange.21 

The business model of these regulated exchanges differs fundamentally from the OTC 
counterparty model. They generally function as neutral intermediaries or 



marketplaces that match buy and sell orders between different participants (traders, 
market makers).7 This structure significantly mitigates the core conflict of interest 
where the platform profits directly from client losses. 

Consequently, the revenue streams for regulated exchanges primarily derive from 
transparent, volume-based transaction fees rather than from the net losses of their 
clients.34 As detailed earlier, Nadex charges explicit fees for entering trades, exiting 
trades before expiration, and for contracts settling in-the-money.34 The pricing of 
binary option contracts on these exchanges (the bid/ask spread between $0 and 
$100) reflects the collective market assessment of the probability of the specified 
event occurring, driven by supply and demand dynamics among participants.4 

Furthermore, regulation imposes critical investor protection measures. These include 
requirements for fair and orderly trading, transparent pricing mechanisms, robust 
platform technology, cybersecurity protocols, segregation of client funds (ensuring 
client money is kept separate from the exchange's operational funds), and 
mechanisms for dispute resolution.7 These measures significantly reduce the risk of 
platform manipulation, withdrawal issues, and outright fraud that plague the 
unregulated sector.21 

B. Unregulated Brokers: Business Practices, Risks, and Fraud 

In stark contrast, a large portion of the global binary options activity occurs through 
brokers operating outside the purview of major regulatory bodies.1 These entities are 
often incorporated in offshore jurisdictions with minimal oversight or may operate 
entirely without registration or licensing.15 They frequently solicit clients globally via 
the internet.48 

The dominant business model for these unregulated brokers is the counterparty 
model, where they profit directly from the net losses of their clients through the 
mechanism of asymmetrical payouts.20 Their revenue generation tactics often heavily 
rely on the ancillary methods discussed previously: charging various fees (especially 
for withdrawals), promoting aggressive bonus schemes with prohibitive conditions to 
lock in funds, and potentially engaging in manipulative practices to ensure client 
losses.19 

Operating without meaningful oversight, these platforms present substantial risks to 
investors. The binary options sector, particularly the unregulated segment, has 
become notorious for widespread fraud.1 Common complaints reported to regulators 
and documented by investigators include: identity theft during account opening, 



manipulation of trading software to generate losses, refusal to credit accounts or 
process withdrawals, brokers disappearing with client funds, and the use of 
misleading advertising and high-pressure sales tactics.11 The FBI has estimated that 
binary options scams steal billions of dollars annually worldwide.1 Marketing often 
involves sophisticated websites, fake testimonials, and promises of easy profits to 
create a false sense of legitimacy.6 

C. Global Regulatory Responses (Bans, Restrictions) 

Recognizing the significant detriment caused to retail investors by OTC binary options, 
particularly those offered by unregulated or lightly regulated providers, numerous 
regulatory authorities across the globe have taken decisive action.1 

● European Union (ESMA): In 2018, ESMA implemented an EU-wide temporary 
prohibition (later made permanent by many national regulators) on the marketing, 
distribution, and sale of binary options to retail investors.1 ESMA's decision was 
based on concerns regarding the products' complexity, lack of transparency, 
structural expected negative return for clients, embedded conflicts of interest, 
and documented high loss rates among retail traders (estimated at 74-89% losing 
money across speculative products like CFDs and binaries).46 

● United Kingdom (FCA): Following ESMA's lead and citing similar concerns about 
widespread losses, complexity, potential for addiction, inherent conflicts of 
interest, and the high incidence of fraud, the FCA permanently banned the sale of 
binary options to retail consumers in the UK.4 

● Australia (ASIC): The Australian Securities and Investments Commission also 
imposed a ban on the issuance and distribution of binary options to retail clients, 
deeming them high-risk, unpredictable investment products likely to result in 
significant consumer detriment.1 

● Israel: Authorities in Israel, once a major hub for binary options platform 
providers, banned the entire industry domestically and prohibited the marketing 
of binary options to foreign clients by Israeli firms, following extensive 
investigations into widespread fraud.1 

● Canada: While legal, binary options trading faces significant restrictions, and 
provincial regulators have issued numerous warnings about unregistered offshore 
platforms.49 

● Technology Companies: Major online platforms like Facebook, Google, and 
Twitter implemented bans on advertising for binary options trading, further 
restricting the reach of providers.1 

These widespread regulatory actions underscore a global consensus among financial 



authorities that the risks associated with the prevailing OTC binary options model, 
particularly the counterparty structure and its inherent conflicts, are unacceptably 
high for retail investors. The common choice of prohibition over stricter regulation 
suggests a belief that the product structure itself, when offered in this manner, is 
fundamentally flawed and prone to abuse. The fact that the US permits retail binary 
options trading only on highly regulated exchanges reinforces this view, highlighting a 
viable alternative model that prioritizes transparency and investor protection.21 
Despite these measures, the persistence of unregulated brokers operating from 
offshore jurisdictions and actively targeting clients demonstrates the ongoing 
challenges of global regulatory enforcement and the continued allure, for some 
operators, of a business model predicated on client losses.43 

Table 2: Regulated vs. Unregulated Binary Options Broker Models 

 
Feature Regulated Model (e.g., US 

Exchange) 
Unregulated Model (e.g., 
Offshore OTC) 

Regulatory Oversight Strong (e.g., CFTC, SEC) 21 None, Lax, or Questionable 21 

Typical Business Model Exchange/Intermediary, 
Matching Orders 7 

Broker as Counterparty 
(Principal) 20 

Primary Revenue Source Explicit Trading Fees (Per 
Contract) 34 

Payout Differential (Client 
Losses) 12 

Fee Transparency High (Published Fee 
Schedules) 34 

Low/Opaque (Implicit in 
Payouts, Hidden Fees) 12 

Conflict of Interest Mitigated (Exchange is 
Neutral) 7 

High/Inherent (Broker Profits 
from Client Loss) 20 

Client Fund Protection Strong (Segregation Rules 
Required) 21 

Often None or Unreliable 21 

Fraud Risk Lower (Due to Oversight, 
Rules) 21 

Very High (Widespread 
Reports, Lack of Recourse) 1 

Typical Marketing Fact-Based, Regulated Aggressive, Misleading 



Communications Claims, Bonuses 21 

(Note: This table represents typical characteristics; variations exist within each 
category.) 

VIII. Conclusion: Synthesizing How Binary Brokers Make Money 

The mechanisms through which binary options brokers generate revenue are diverse 
but largely bifurcated based on the regulatory environment in which they operate. 

The dominant profit mechanism, particularly for the numerous unregulated or 
offshore brokers that have characterized much of the industry, is intrinsically linked to 
the broker acting as the direct counterparty to client trades.20 In this model, 
revenue is primarily derived from net client losses, facilitated by an asymmetrical 
payout structure where the percentage return offered on winning trades (e.g., 
70-95%) is significantly less than the 100% loss incurred on losing trades.5 This 
creates a statistical edge for the broker, ensuring profitability over a large volume of 
trades, provided client losses outweigh client winnings in aggregate.12 This model 
inherently places the broker's financial interests in direct opposition to those of its 
clients, leading to significant conflicts of interest.31 

In contrast, regulated binary options exchanges, such as those operating under 
CFTC oversight in the United States, typically employ a different model.7 They function 
as neutral trading venues, matching buyers and sellers or utilizing market makers, 
rather than taking the opposite side of every client trade.21 Consequently, their 
primary revenue stems from transparent, explicit per-contract trading fees 
charged for execution and settlement, similar to traditional futures exchanges.34 This 
model largely mitigates the core conflict of interest prevalent in the OTC counterparty 
structure. 

Beyond these primary mechanisms, brokers across both models may generate 
ancillary revenue through various fees and services. These can include charges for 
deposits or, more commonly, withdrawals; inactivity fees levied on dormant accounts; 
currency conversion fees; and potentially fees for premium account features or 
supplementary services like trading signals or educational materials.24 However, 
aggressive tactics like offering large deposit bonuses tied to prohibitive withdrawal 
conditions are predominantly associated with the unregulated sector, serving as tools 
to attract deposits and retain client funds within the platform.37 

Ultimately, the binary options market presents two starkly different realities for 



traders. The regulated exchange model offers transparency, reduced counterparty 
risk, and greater investor protection, funded by explicit transaction fees. The 
unregulated OTC model, while often marketed as simpler or commission-free, typically 
relies on an opaque structure where the broker profits from client losses, carries 
substantial risks of fraud and manipulation due to inherent conflicts and lack of 
oversight, and has led to widespread regulatory bans or restrictions globally. While 
binary options offer a conceptually simple proposition, the analysis reveals that the 
predominant method by which many brokers profit is structurally biased against the 
client, making sustained trading success exceptionally challenging and exposing 
participants, especially in the unregulated sphere, to significant financial risk and 
potential exploitation. 
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