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Risk Disclosure:

Trading Futures, Options on Futures, and Forex involves substantial risk of loss and is not suitable for all
investors. Carefully consider whether trading is suitable for you in light of your circumstances, knowledge, and
financial resources.
You may lose all or more of your initial investment and only risk capital should be used. Opinions, market data,
and recommendations are subject to change at any time. The lower the margin used the higher the leverage and
therefore increases your risk. Past performance is not necessarily indicative of future results.



This document has been published strictly for education purposes. It does not claim to cover every
aspect of futures trading, nor does it cover every possible risk of futures trading.



Its goal is to provide basic information that may help new traders get started in their quest to learn
further about futures before they begin trading in a simulated or live environment.

If you have any questions about any material in this document, feel free to contact Halifax America at
info@halifaxamerica.com or by phone at 1-888-240-7099.
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So you’re interested in trading futures.
Where do you begin? What kind of basic information do you need to get started?
It’s hard to answer these questions without leaving some stones unturned. But we can help you begin your
quest by providing some basic information to find your own point of departure.

Disclaimer: Market speculation isn’t easy, and you’ve got lots of work ahead
of you!
Basic information implies a couple of things:

First, it’s just a starting point. The financial markets cover a wide range of
specializations. And for speculators, remember the old saying, “the market
can be a harsh teacher.”

Second, industry rules, regulations, and processes change over time. It’s
important to stay updated with any changes in the industry.

The commodity futures markets offer plenty of opportunities to speculate for profit. There are numerous
commodity markets to trade—from agriculture to energies to stock indices. And many of these markets have
varying correlations, meaning that different markets have their own bullish and bearish cycles. Selecting the
right set of markets can help your portfolio remain diversified.

You

If you engage opportunity in the markets, you also engage risk. Notice the image above. It illustrates an
image that is different than the common “double-edged sword” metaphor you come across in most risk
disclosures. Its message is simple: if you walk into a market opportunity, you are walking into a risky situation.,
There’s no way around it. For most speculators, there’s really no risk-free trade.
Commodity futures are highly-leveraged instruments. What does that mean? It means that you can trade (buy
or sell) a contract for only a fraction of its net value. This means that your chances to make large profits is
equal to that of making large losses—a double-edged sword.
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In fact, you can lose more than you have in your account if you are not careful or if you encounter bad market
circumstances (flash crash, servers going down, etc.). There are also a number of industry risks unrelated to
markets (counterparty or credit risk, for example). It’s important to do your own research prior to trading in a
live market.
For now, use this introduction as a basic resource to help you get started. We wish you a positive start in your
quest to trading successfully in the futures market. Feel free to contact us if you have any questions or need
assistance. We are here to help you!
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Part 1: Understanding Commodities
What is a commodity?
A commodity is a basic good that can be supplied interchangeably across the market. There may be slight
differences in the “quality” of a commodity, but they are nevertheless supplied in a uniform manner with little
differentiation.
What does interchangeable mean?
For instance, 5,000 bushels of corn supplied to a producer is seen as interchangeable with another 5,000
bushels from another supplier. Corn is corn, and 5,000 bushels of corn is the same as another supplier’s 5,000
bushels of corn. Corn prices in the futures market may vary based on supply/demand, but the commodities are
treated as interchangeable goods.
To better understand this concept, let’s contrast it to a commodity product: cornflake cereal. Cornflake cereal is
not interchangeable. Brand A may be better than Brand B. One brand may have a stronger “brand” and
command higher prices than the other. Your local store won’t let you “trade” a cheaper generic brand of
cornflakes cereal for a more expensive brand like Kellogg’s, for instance. They are not interchangeable.
What kinds of commodities can someone trade?
In the U.S., there are several types of commodity classes that can be traded including the following:
Asset Classes
Agriculture
Energies
Financials/Equities
Precious Metals
Industrial Metals
Livestock
Softs

Commodities
Corn, wheat, soybeans, soybean meal, soybean oil, oats, rice
Crude oil, heating oil, natural gas, ethanol, gasoline
Treasury bonds, treasury bills, indices, currencies
Gold, platinum, palladium, silver
Aluminum, copper, steel
Hogs, pork bellies, live cattle, feeder cattle
Sugar, cocoa, coffee, cotton, orange juice

Who trades physical commodities and why?
The trading of the actual “physical” commodity takes place between producers and manufacturers. For
instance, a wheat farmer (producer) sells wheat to a bakery (manufacturer) who uses it to make bread. As far
as physical commodities are concerned, it’s really that simple…except for one factor: price risk.
Price risk
Wheat prices rise: Suppose the baker needs wheat in six months. If the price of wheat rises tremendously in
six months, the farmer will make a windfall profit. But the baker may end up paying so much for the wheat that
he may end up with a small profit or even a net loss after selling his bakery goods. The baker may end up
raising the price of his bread, making his goods less attractive in the marketplace.
Wheat prices fall: On the other hand, of wheat prices fall in six months, the baker can buy wheat for a cheap
price and increase his profit margin on his sold bakery goods. But the farmer may end up getting less for his
wheat than he had spent to produce it—a net loss.
The uncertainty caused by price fluctuations constitutes price risk for both the buyer and seller. This is why
futures contracts were created—to manage price risk. Let’s take a look at how this works in the next chapter.
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Part 2: Two Kinds of Traders – Hedgers and Speculators
Origin of the Futures Contract
From the examples in the previous chapter, we saw how price movements can put either a buyer or seller at
risk. If wheat prices rise, the farmer selling the wheat will benefit, but the buyer will not. The reverse is true is
wheat prices fall.
Let’s suppose a buyer and seller needed wheat in six months. What if they were able to come together and
formally agree to make the transaction “now” and at the “current price” without having to exchange the goods
until six months from now? In this way, they can effectively lock in the current price. Futures contracts will allow
buyers and sellers to do this.
A futures contract is “a legally binding agreement to buy or sell a commodity or financial instrument at a
later date.” Futures contracts are standardized according to quality, quantity, and delivery time and location.
The only thing that is variable is price.
Delivery or Cash Settlement
Some futures contracts provide for actual physical delivery of a commodity—you can actually take delivery of
wheat, corn, cattle, gold, crude oil barrels, etc.
Other contracts are cash‐settled—for instance, if you buy the e-mini S&P and go into deliver, your profits are
credited, or your losses are debited, in cash and not in actual “stocks.”
If the buyer wants to avoid physical delivery or the seller wants to avoid cash
settlement, the market participant (i.e. trader) may opt to offset (or close out) a futures contract prior to the
delivery date.
Now let’s talk about the two types of traders: the hedger and the speculator.
Hedgers
The Long Hedge:
A food manufacturer (buyer) needs corn in several months’ time to make breakfast cereal. Naturally, the buyer
is worried that corn prices will rise, making corn much more expensive than its current price. So what does the
buyer do?
The buyer can “buy” or “go long” a corn futures contract now at the current price. How does this help the
buyer? If corn prices rise, here are two potential outcomes:


When it comes time to buy the actual corn itself, the buyer had already purchased it a lower price and
will simply take delivery of the commodity; or



The buyer can close out her futures contract before delivery—she goes to the “spot” market to buy corn
at a higher price. Although she ends up paying “more” to buy corn from the spot market, she also made
a profit on the futures contract which should offset or reduce the extra cost.

I either case, the goal of the hedger (in this case the buyer) was to lock in the current price of corn before it had
risen.
Of course there’s also a risk in hedging. If corn prices fell, that would be good for the buyer who can purchase
corn at a cheaper price. But, if the buyer has a “long” position in the futures, she will lose money on the
position. The loss should offset the gain of buying corn at a lower price—effectively locking in the former price.
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But now the buyer is missing out on the opportunity to buy corn at a low price. She also runs the risk of getting
a margin call (more on this later) and will need to put more money in her trading account to keep the futures
position.
The Short Hedge:
The short hedge is aimed toward protecting the “seller,” in this case the farmer who sells the corn.
If corn prices fall, say in six months’ time, then he may end up selling at such a low price, that he can’t make a
profit. If the price falls low enough, his profits from the sale may not even cover the cost of producing the cost
in the first place. So he decides to “go short” in corn futures.


If prices fall in six months’ time, he already sold the corn via futures and simply has to deliver it; or



He may elect to close out the futures position prior to deliver—he’ll sell the corn at the current lower
price, but his profits from going short the futures will offset his decreased revenue from selling in the
spot market.

Either way, the seller locks in the price (or close to it). As in the previous example, there’s also the risk that
corn prices rise instead of fall. Prices are locked in once the hedge is initiated, but there’s always the risk of
margin call.
Hedgers comprise one of two general types of market participants in the futures markets. There’s a second
type of market participant: the speculator.
The Speculator
If you are reading this, chances are that you are a speculator. Whether you are a trader or investor, your aim is
to speculate on the movement of an asset in order to make a profit.
Speculators make up the majority of participants in the futures markets. In contrast to the commercial hedger,
who aims to reduce risk, speculators take on risk with the goal of making a profit if their forecast is correct.
Speculators play an important role in the market process—they add liquidity to the markets. A liquid market
means that there are many buyers and sellers in a given market, making it easier to get in and out of a contract
or commodity. Speculators take on this market function while pursuing their own self-interests in making a
profit, typically done through short-term trading.
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Part 3: The Exchanges
Where do futures transactions take place? Where is the actual marketplace?
In today’s digital world, most trading is done electronically. All orders are routed to a regulated futures
exchange where buy and sell orders are matched via matching engines. Long gone are the days of the pit
trader. Yes, some exchanges still have trading pits, but most of the world trades electronically.




Chicago Mercantile Exchange (CME) (since 2007 a Designated Contract Market owned by the CME Group)
Chicago Board of Trade (CBOT) (since 2007 a Designated Contract Market owned by the CME Group)
New York Mercantile Exchange (NYMEX and COMEX) (since 2008 a Designated Contract Market owned by
the CME Group)
Kansas City Board of Trade (KBCT) (since 2012 a Designated Contract Market owned by the CME Group)
Intercontinental Exchange (ICE)




This list does not include all of the exchanges in the U.S. where derivatives are traded, but they comprise the
more commonly used exchanges for futures trading.
So, what is Globex?
Many new traders often get confused thinking that Globex is an exchange. It is not. Globex is an electronic trading
platform introduced in 1992 by the CME Group that provides access to markets and exchanges around the clock, or
whenever certain markets are open.
Who regulates the exchanges?
It’s important to know who regulates certain functions in the industry and how it is regulated.


The CFTC (Commodity Futures Trading Commission) provides government oversight for the entire futures
industry in the U.S.
The NFA (National Futures Association) regulates every U.S. firm or individual who conducts futures trading
business with public customers.
All U.S. futures exchanges operate as self-regulatory organizations, governing their floor brokers, traders, and
member firms.




Beginner Tips


Before you trade any futures contract, it really helps to know which exchange you are trading with as there are
different fees associated with market feeds.



Exchange websites have useful information about products, trading hours, market event calendars, and basic
educational materials.



Visiting the regulator sites mentioned above will provide info on your own consumer protections and
responsibilities; so get to know them.
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Part 4: Elements of a Futures Contract
Standardization
You’ve probably heard the term standardization with regard to futures. But what does it mean?
Futures contracts bought and sold in the markets have to conform to standards with regard to:





Underlying commodity (e.g. a “feeder cattle” contract is not a “live cattle” contract).
Quantity (each contract represents the same quantity of a given commodity).
Quality (the commodities have to be of the same quality or grade, making them interchangeable).
Delivery time and location (specific contracts have a set delivery time and place).

The only variable, of course, is price.
If you think about it, standardization makes a lot of sense. Buyers and sellers need to be assured that if they buy or sell a
contract, they can offset it with another matching contract. If they buy or sell a contract for delivery, they need to be
assured that they are delivering (or taking delivery of) the right commodity, quantity, and quality.
----------------------------------------------------------------------------------------

More terms you need to know…


Type of settlement: is the commodity you are trading cash-settled, or can it be physically delivered?
Example:
If your goal is to take delivery of the e-mini S&P (ES), you are not going to receive the
actual stocks that make up the index, because the ES is cash-settled. On the other hand,
if you forget to close out a long position in, say, lean hogs, and have to take delivery (it is
physically-settled), then you’ve got problems.



The currency which your contract trades in: if you trade an international product, a portion of your account will
converted and held in the domestic currency for that particular product.
Example:
A client trades the Nikkei and the FTSE 100 and therefore has funds held in USD, Yen,
and British Pounds. The client doesn’t trade for some time—days, weeks, or months—but
notices that he is making or losing money and can’t figure out why. Holding foreign
currency (even if you are not actively trading) is already a trade in itself. So if you hold
foreign currency, your account value will fluctuate.



Ticks: know the minimum price movement of the underlying futures contract you are trading.

Example:
The e-mini S&P moves $50 a “point” but only $12.50 per “tick” (1 point = 4 ticks). In
contrast, the e-mini Dow moves $5 per “point” and $5 per “tick” (1 point = 1 tick). It’s
important to understand how each contract works so as to not get confused.

And a few more….




Trading hours: each market has different closing and opening hours.
Daily price limit: the maximum price fluctuation allowed for a futures contract in a single day.
Margin requirement: know the difference between day trading margins and full margin requirements.
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Monthly Contract Symbols
If you are new to futures, you probably seen monthly contract symbols that did nothing other than confuse you. Let’s say
you trade the e-mini S&P (ES) and you come across a list of contracts—ES-M, ES-U, and ES-Z.
M, U, and Z stand for June, September, and December respectively. It helps to know the monthly contract symbols:
January
F

February
G

March
H

April
J

May
K

June
M

July
N

August
Q

September
U

October
V

November
X

December
Z

Let’s break it down even further…
ES – Z6…what does this mean?

ES -Z6
e-mini
S&P

2016
December

Beginner Tips


An easy way to memorize monthly symbols:

Foul George’s Heaps of Junk Keeps Most Neighbors Quite Unhappy…Victor Xavier Zorro.
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Part 5: Margin and Leverage
Two very important terms you must understand are margin and leverage.

Margin
Every time you trade futures, you are trading on margin. Margin is the portion of funds in your account that you contribute
to hold an open futures position. In other words, you are borrowing money from your brokerage to trade a contract (or
multiple contracts) and assume the risk of its price fluctuations.
How are you “borrowing” money? Take the ES (e-mini S&P) for example. The net value of one contract is calculated
as follows:

Price (of the ES) x $50
Let’s do the math: If the ES price is 2040.00, then 2040.00 x $50 = net value of $102,000 per contract. Note that the net
value will change as the ES price fluctuates!

2 Commonly Used Types of Margins
Day Trading Margins are often much less than initial margins. The reason for this is that day traders are typically in
and out of trades several times in one day. Rarely do they hold positions beyond the close.
Suppose that your brokerage requires you to set aside $500 to “day trade” one ES contract. If you do the math, you’ll
notice that the day trading margin is only 0.4% of the net value of one contract.
Initial Margin, also known as “full margin,” is the amount that you need in your account to hold positions beyond the
close--say, for days or weeks.
Let’s say the initial margin is $5,225 per contract. This amount is 5% of the total net value of one ES contract.

Leverage
The fact that you can trade one ES contract worth $102,00 (as in our hypothetical example) by putting down earnest
money of 0.4% of its value for day trading or 5% for position trading, is because margin gives you leverage.
Leverage in this case means that you can trade a financial instrument with a smaller portion of its net value.
Leverage is a double-edged sword—it can work for you and against you.
It can greatly increase your gains AND losses!

Pay Attention!
Although you don’t need to set aside the net value
of one contract to hold a position (long or short),
you are ultimately responsible up to the entire
net value of that contract should you take losses.
And you can lose more money than you have in
your trading account, so be careful!
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The Margin Call
In theory, margin calls are simple to understand.
It goes something like this:


You are required to hold a specified amount of money—margin--in your account to hold an open futures position
(say, one contract).



You lose money and no longer have enough to satisfy the margin requirement.



Your broker calls and asks you to put more money into your account now that you are under margin.

In practice, margin calls can be more complicated.


Some brokerages or clearing firms will give you time to wire money into your trading account.



Many brokerages or clearing firms have automated software or procedures to close your positions immediately—
this is called liquidation.



If you go under margin, you will most likely be charged fees for a) going under margin in the first place, and b)
being liquidated by the brokerage. Fees vary from institution to institution—but they can really add up.



Your run the risk of going debit—losing and therefore “owing” more money than you have in your account.

Pay Attention!
Margin calls are a courtesy service to the client and
NOT a requirement.
Brokerages have the right to liquidate any undermargined positions in order to protect the client
from him/herself and to protect the brokerage firm.
Keep it simple: don’t let your positions go
under the required margin levels!
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Part 6: Trading the Markets
Now let’s talk about trading the commodity markets. You see a bunch of commodities that you are interested in trading.
You see stock indices, energies, metals, currencies, agriculture products and so on.
If you are like many traders, you probably want to day trade some of these instruments. Should you jump in and pick a
commodity to day trade? Absolutely not! There are many factors to consider before you begin trading. One important
factor is liquidity.

Liquid and Illiquid Markets
For every buyer, there must be a seller, or there is no trade.
Imagine this: when there are plenty of buyers and sellers coming together, it’s much easier to get in or out of a contract—
there’s someone there to trade with you.
If there are few buyers and sellers, it’s easy to imagine how much harder it is to buy or sell a contract. If you are trying to
sell you contract and there are few buyers, they may bid the price much lower than you prefer. The reverse is true if you
are buying—the seller may raise the asking price up to a level that’s higher than what you want to pay for it.
Let’s take a look at a few examples.
E-Mini S&P Futures – A Highly Liquid Market

Image taken on 6/7/2016 at 9:35 am PST

As shown in the graphic example above, the volume of bids and asks immediately indicate the level of a market’s liquidity.
As there are many buyers and sellers active in this market (look at the volume of bids and asks), it is much easier to get in
and out of contracts as compared with less liquid markets.
Of course, prices can move very quickly. This constitutes a risk in itself as rapid price moves can go against you.
Sometimes this means that you might not be able to get in at at a favorable price (a lost opportunity) or out at a favorable
price (a loss); and sometimes it means you will encounter slippage upon entering or exiting the markets. Despite these
market risks, it still helps to know that there are numerous buyers and sellers willing to take the other side of your trade,
whether you want to get in our out.
What does an illiquid market look like?
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Oats Futures – A Highly Illiquid Market

Look at the trading volume. There aren’t many buyers and sellers. Illiquid markets are prone to greater slippage and are
vulnerable to being “moved” by traders with large buys or sells.

How Trading Hours Affect Liquidity
If you think about it carefully, market liquidity is sensitive to events (economic reports or news of any kind that may impact
the functioning of markets or economics) as it is sensitive to time.
Take events. If you follow daily economic calendars, you will notice that economic reports occur throughout the day.
Some reports have the capacity to move markets, and if you follow a given market, you’ll notice that prices may become
volatile when certain reports are released.
Time within a trading session, also affects liquidity. Let’s take the U.S. stock market indices like the S&P, DJIA, or the
NASDAQ. If you don’t already know, U.S. index “futures” opening times do not coincide with the underlying cash markets.
Take the e-mini S&P (ES), it’s opening time from Sunday through Friday is at 6pm ET. But at the NYSE, the opening bell
rings at 6:30 am ET Monday through Friday. Any person trading the ES will note high activity during the NYSE open
(when lots of trading activity takes place) and relatively high activity toward the market close. The hours toward the middle
of the session (close to noon ET) often experience a lull in activity unless news or market-moving reports are released.
Each futures market is different and it depends on the underlying commodity. It’s important to be aware of the events that
influence the liquidity of an underlying asset in a given market.
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Commissions and Exchange Fees
Every trade you make comes with a set of fees. The two most common fees are “commissions” which you pay your
brokerage, and “exchange fees” which are paid to the exchanges and regulators.
There may be other fees, of course, some of which are added to commissions and exchange fees, other that are charged
internally to the broker (taken from the commission that the broker charges the client).
These additional fees vary depending on the broker, clearing, or technology solutions you choose and may include:





Transaction fees
Order routing fees
Platform fees
Etc.

In compliance with industry regulations, all of these fees are transparent and disclosed in each trading statement; that is,
unless you self-subscribe to 3rd party solutions that charge you on an individual basis separate from your actual trading
account.

Beginner Tips

Don’t get fooled by industry lingo.
Question: What’s the difference between these commission quotes?
Broker A: $2.00 per contract
Broker B: $2.00 per side + fees
Broker c: $4.00 round turn + fees
Broker D: $4.00 round turn all fees included
Answer: A, B, and C, say the same thing in different ways and D is the least expensive.





A tells you the commission rate, but expects you to read the fine print to determine what the other fees are.
B tells you the commission rate while disclosing that other fees may be included.
C tells you the round turn rate while disclosing that other fees may be included.
D tells you the full round turn rate including fees.
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How Commissions and Fees Affect P/L (Profits/Losses)
Commissions and fees may be part of “the cost of doing business,” so pay attention to your business!
Let’s imagine a hypothetical scenario. You make 20 round turns in one day. You have a fixed bracket to take profits at 8
ticks ($100 at $12.50 per tick) and to exit positions at a loss of 6 ticks (-$100).
Your trading results:






Profitable Trades:
Losing Trades:
Gross Profit:
Gross Loss:
Gross P/L:

9
11
$900 (9 x $100)
-$825 (11 x -$75)
$75

According to this, you’re just slightly above breakeven; not the greatest results. But it still doesn’t give you the real picture.

As you know, there’s a big difference between the terms “gross” and “net.”
Let’s suppose the commissions were $4.00 round turn and the exchange fees were $2.32 for a total rate of $6.32 round
turn.




Net Profit:
Net Loss:
Net P/L:

$843.12 (9 x $93.68)
-$894.52 (11 x -$81.32)
-$51.40

See the difference? From $75 to -$51.40; from “made money” to “lose money.” It’s a night and day difference.
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Part 7: Different Types of Contracts
Commodity futures are generally listed as “commodity classes” which are as follows:

Commodity Class
FX (Currencies)
Energies
Financials
Indices
Metals
Grains
Meats
Softs
Within each “class” are individual instruments (or “markets”):

Commodity Class
FX (Currencies)
Energies
Financials
Indices
Metals
Grains
Meats
Softs

Instruments
Euro FX, British Pound, Australian Dollar, Japanese Yen, etc.
Crude Oil, Natural Gas, Gasoline, etc.
30-Yr T Bonds, 10-Yr T notes, Bund, Schatz, etc.
E-mini S&P, Mini Dow, Mini NASDAQ, etc.
Gold, Silver, Palladium, etc.
Corn, Wheat, Soybeans, etc.
Live Cattle, Feeder Cattle, and Lean Hogs.
Coffee, Cocoa, Cotton, etc.

At which exchange does my contract trade?
Keep in mind that each instrument is traded at an exchange and that exchanges will differ depending on the instrument.
For instance, the E-mini S&P and E-mini NASDAQ futures trade at the CME, but the Mini Dow trades at the CBOT. It
helps to know at which exchange your instrument of choice trades.

What monthly contract should I trade and when does it expire?
As you learned earlier, futures contracts have expiration dates. It’s important to know which contract months are available,
which contract month is current, and when your current contract expires (you don’t want to trade a contract past the
expiration and into delivery…which can be an expensive hassle to deal with).
Things to keep in mind:


Futures have different contract expirations AND different contract quantities per year:
For instance, the ES contract trades four times a year: March, June, September, and December, while Crude Oil
has a contract for every month of the year.



Multiple contract months are available, but not all of them are liquidly traded:
Take a look at the following screenshot of the ES volume taken on 5/16/2016. This image was captured from the
CME Group ES page (which is a great resource for detailed information on the futures that are traded at any of
the CME Group’s exchanges).
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Image courtesy of the CME Group
The total volume of contracts traded for the June 2016 is over 1.8 million. Total “open interest” (see top right tab)
which means all open positions (long and short) for the contract, is a little over 2.7 million.
Compare this with the December 2016 contract, which has a volume of 145 and an open interest or 7,888. If you
accidentally trade the December contract, you may have a difficult time exiting your contract at a preferable price.
But if you accidentally trade the March 2017 contract, and if you actually get filled, chances are that you will get
filled at a price that may cost you much more than you might have preferred; same scenario applies if you choose
to exit the contract with such low volume. You may end up taking a significant loss.


Each contract has a cost of carry, which is one reason why contract prices differ:
The cost of carry affects the pricing of different contract months. In short, the cost of carry takes into account
costs of interest, storage, and insurance. Carrying costs are factored into price so that in a “normal” market, farend contracts will generally be priced higher than current contracts.



Supply and demand determines market price fluctuations:
Although carrying costs are a factor in determining price, supply and demand—as reflected in the bids and asks
of buyers and sellers—play a more significant role in moving prices.



Know the difference between “normal” and “inverted” markets:
A normal market is where the price of far-end contracts is higher than the current contract. The higher price is
often reflective of the carrying costs for that particular commodity. In an inverted market, the price of the current
contract is higher than the far-end contract. This typically reflects supply and demand conditions.

Example:
Suppose that there is a current shortage in corn. Buyers need corn “now” or in the near
future. However, there isn’t much supply due to the shortage. Buyers may end up
competitively bidding the price higher to buy the commodity.
In this scenario, the price of the current corn futures contract may end up higher than the
far-end contracts. Although there is demand for corn at a later date, the demand for corn
now is much greater now.
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What’s the difference between a standard, mini, and micro contract?
Let’s suppose you are interested in trading gold. You see that your brokerage offers three different instruments for gold:
the standard contract (GC), the mini contract (QO), and the micro contract (MGC).
In all three cases, the underlying commodity is gold. But are all three merely different fractionalizations of the same
contract? The answer is a resounding NO.
Generally speaking, when there is a standard, mini, and micro futures for the same underlying, each contract is separate
and distinct—some are cash-settled, while other may entail delivery. The dollar per tick value differs, as will the actual
prices. More importantly, the liquidity levels can differ greatly.
Let’s go back to our gold futures example. Here’s a historical example dating back to 2014:
Contract Size

Commodity

Contract Month

Symbol

Last Price

Total Volume

Expiration

Standard (100 troy ounces)

Gold

August

GCQ4

1271.60

94,711

8/27/2014

Mini (50 troy ounces)

Gold

August

QOQ4

1270.75

93

7/29/2014

Micro (10 troy ounces)

Gold

August

MGCQ4

1271.70

502

8/27/2014

Note the difference in total volume between each contract (the mini contract being the least liquid of all three). Also note
the slight different in price between each contract.
The takeaway: all three have the same underlying commodity: gold. But each one is a separate contract that will vary in
size, market price, fees and carrying costs, trading volume, expiration, and means of delivery (physical vs. cash
settlement).
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Part 8: Fundamental and Technical Trading
Speculative trading strategies are typically grouped into two distinct approaches: fundamental and technical strategies.
Some traders and investors prefer to use one approach over the other, while other traders combine both approaches.

Fundamental Strategies
Fundamental approaches are based primarily on the economic notion of supply and demand. The general assumptions
are as follows:

Supply>Demand = Lower Prices
Demand<Supply = Higher Prices
Although these expressions appear to be almost “simplistic,” analyzing the forces that drive these factors can be a very
complex task. Take agriculture. Carryover stock, current output, number of acres planted, availability of labor, crop
disease, and weather are all factors that determine supply.
Suppose that the supply of a given commodity begins to contract. If the demand sustains itself or increases, there’s a
chance that buyers will begin bidding higher for that commodity. Prices will then rise.
When prices rise, producers’ profit margins typically increase. This creates an incentive for producers to increase their
production. But increased production also means greater future supply. If supply exceeds demand, then producers will
often have to compete by lowering prices simply because buyers have more alternatives to shop for the commodity at a
lower cost.
Fundamental traders monitor the fluctuating forces of supply and demand, as this serves as the main basis for their
trading decisions.

Technical Strategies
In contrast to fundamental analysis, technical analysis focuses on historical price patterns (including volume). The
assumption is that price patterns are driven by market behavior, and that effect of fundamental data is almost always
evident in the price movements. Technical traders typically rely on price charts, and some use indicators to help get
different perspectives on price movements and patterns.
Let’s go over a few technically-based assumptions:
 Human action in the markets creates identifiable and relatively consistent price patterns that can be used to
forecast future price movements.
 Buying and selling action based on fundamental data is reflected in price movements.
 Prices either trend—up or down—or they move sideways.
There are numerous technical approaches to trading, and almost all of them rely on price pattern interpretations.
Here are a few popular patterns and indicators (as well as oscillators) that you may come across in basic technical trading
literature:
Patterns: In technical analysis, patterns are distinctive price movements that have been categorized based on relative
consistency of formation. Note that there are hundreds of patterns and variations. The examples below barely scratch the
surface.
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Double Top

Image source: Wikipedia

Head and Shoulders

Image source: Wikipedia
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Wedge (Falling)

Image source: Wikipedia

Indicators: A class of metrics derived from price data that are used to analyze market activity.
Moving Averages

Image source: Wikipedia
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Moving Average Convergence Divergence (MACD)

Image source: Wikipedia

Oscillators: a technical tool that is banded between two extreme values to designated relative over-sold and over-bought
conditions.
Relative Strength Index (RSI)

Image source: Wikipedia
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Commodity Channel Index (CCI)

Image source: Wikipedia

In conclusion, whether your approach is fundamental, technical, or a combination of both, it’s important to know both the
capabilities and limitations of your approach so that you can implement a sound risk management strategy. After all, every
speculation—whether it is a trade or investment—is a willing engagement of risk for potential gain. And there are
numerous approaches to risk management alone, from conservative to highly aggressive approaches.
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Part 9: Is Futures Trading for Me?
If you’ve made it this far, you need to stop for a moment and be totally honest with yourself. More than just a gut check,
you need to assess whether you really have the risk capital to trade and the time to dedicate to your market(s) of choice.
As far as risk capital is concerned, not only can you lose the entire amount of your trading capital, you can lose more than
you have in your trading account. Every trader is exposed to potential “debit risk.”
There are numerous other risks associated with futures trading, which is why every registered brokerage firm publishes
“risk disclosures” for clients to read. You would be doing yourself a real disservice if you didn’t take the time to read every
risk disclosure provided to you. If your disclosure is written in legalese, something that is difficult for almost every
layperson to understand, then call your broker and ask him/her to translate it into plain language. It’s the broker’s job to
answer relevant questions that you might have about industry regulations and processes.
Request a trading demo:
Although simulated trading is not subject to the same supply and demand forces experienced in a live market, it’s a way to
get a feel for what trading might be like (the closest thing you will experience to live trading…although it is not the same
thing as live trading).
In a simulated environment, you’ll have the opportunity to try different trading platforms and placing trades without risking
real money. You can have the opportunity to ask your broker questions about the mechanics of placing trades as well as
other platform-related concerns.
Once you go live, you will have to make an adjustment to the live trading environment. Although simulated environments
cannot match the live trading experience, we recommend that you do not go live unless you’ve taken enough time in a
simulated environment.
Halifax America provides free trading demos. Contact us here to request one.
Thank you for reading our eBook. The next step is to learn more and try a demo. Feel free to contact us at:
Halifax America
888-240-7099

team@halifaxamerica.com
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