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Disclaimer
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Futures trading is not suitable for all investors, and involves the risk of loss. Futures are a leveraged investment, and because only a 

percentage of a contract’s value is required to trade, it is possible to lose more than the amount of money deposited for a futures 

position. Therefore, traders should only use funds that they can afford to lose without affecting their lifestyles. And only a portion of 

those funds should be devoted to any one trade because they cannot expect to profit on every trade. All references to options refer to 

options on futures.

Swaps trading is not suitable for all investors, involves the risk of loss and should only be undertaken by investors who are ECPs 

within the meaning of section 1(a)12 of the Commodity Exchange Act. Swaps are a leveraged investment, and because only a 

percentage of a contract’s value is required to trade, it is possible to lose more than the amount of money deposited for a swaps 

position. Therefore, traders should only use funds that they can afford to lose without affecting their lifestyles. And only a portion of 

those funds should be devoted to any one trade because they cannot expect to profit on every trade.

Any research views expressed are those of the individual author and do not necessarily represent the views of the CME Group or its 

affiliates.

CME Group is a trademark of CME Group Inc. The Globe Logo, CME, Globex and Chicago Mercantile Exchange are trademarks of 

Chicago Mercantile Exchange Inc. CBOT and the Chicago Board of Trade are trademarks of the Board of Trade of the City of 

Chicago, Inc. NYMEX, New York Mercantile Exchange and ClearPort are registered trademarks of New York Mercantile Exchange, 

Inc. COMEX is a trademark of Commodity Exchange, Inc. All other trademarks are the property of their respective owners. 

The information within this presentation has been compiled by CME Group for general purposes only. CME Group assumes no 

responsibility for any errors or omissions. Additionally, all examples in this presentation are hypothetical situations, used for 

explanation purposes only, and should not be considered investment advice or the results of actual market experience. 

All matters pertaining to rules and specifications herein are made subject to and are superseded by official Exchange rules. Current

rules should be consulted in all cases concerning contract specifications.

Copyright © 2014 CME Group. All rights reserved.
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Hedgers vs. Speculators

• Hedgers

- Have positions in a Cash (Physical) Market

- Tend to be risk adverse

• Accept it – it’s always there

• Manage it – many tools to deal with it

- Hedgers have an interest in either buying or selling the physical or underlying commodity at a later date

• Long Hedgers have the risk of rising prices

• Short Hedgers have the risk of falling prices

• Important Note 

- If you don’t manage risk, then……you are ASSUMING risk

- If you are assuming risk, then…….you are SPECULATING

• Speculators

- Do not have positions in a Cash (Physical) Market

- Like Price Risk for profit “potential”

- Look for price volatility – trading opportunities may exist where risk exists
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What Types of Traders are There?
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• Individual Traders

• Portfolio Managers

• Proprietary Trading Firms

• Hedge Funds

• Market Makers
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Who else is a market participant?
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• Increase profits by

- Increasing revenues

- Lowering costs

• Control profits by

- Improve planning

- Improved price management
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Hedger’s Profitability
Revenue – Costs = Profitability
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Buy Low and Later Sell High

or

Sell High and Later Buy Low

Key to Successful Trading = Timing

6

Speculator’s Trading Rules



The Greater the Volume

Then……IT’S ALL ABOUT RISK!

Greater the Volatility….then

Greater the Risk….then

Greater the Need for Hedgers to Trade and

Greater the Opportunities for Specs to Trade
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Corn and Wheat Volatility
Risk or Opportunity
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Natural Gas Volatility
Risk or Opportunity
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Metals Complex Volatility
Risk or Opportunity
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Speculation Concept
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• Willingness to assume market risk

- Facilitates Risk Transfer Process

• Market Liquidity

- Enhances pricing efficiency

- Dampens market extremes

- Improves back month participation and 

efficiency
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Speculation
Benefits to the Marketplace
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• Profit potential

- Buy Low then Sell high or Sell high and 
Buy Low

• Profit on changes in price or price 
relationships (spreads)

• Market liquidity

- Enhances pricing efficiency

- Ability to enter and exit positions at 
efficient prices

• Financial Integrity

- CME Clearing is buyer to every seller 
and seller to every buyer

• Variety of strategies

- Different strategies with different 
profit/loss potential

• Leverage

- Use of relatively small amount of capital 
to manage a larger valued position
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Speculation
Benefits to the Individual

 Profit Potential

 Market Liquidity

 Financial Integrity

 Variety of Strategies

 Leverage
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• Position size

- Individual

- Proprietary Trader

- Funds

• Time with a position

- Scalper

- Day trader

- Position trader

• Type of Positions

- Outrights

- Spreads

• Type of Analysis

- Fundamental

- Technical

- Gut opinion

- Combination of  the above
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Speculators are classified in many ways
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Speculative Futures Strategies
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Market Opinion: Bullish

Position: Buy a Futures Contract

Profit Potential: Unlimited

Loss Potential: Unlimited

Breakeven: Futures price at which a position was initiated

Margin required: Yes

Delta: +1.00
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Long Futures
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Example Part 1

Current Futures Position: Long 1 December Crude Oil @$101.00

Crude Oil Contract Size: 1,000 barrels

Crude Oil Tick Size: $.01/barrel or $10/per contract (1,000 barrels)

Margin Requirement: $7,560 per contract (1,000 barrels)
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Long Futures

Scenario 1: Offset (Sell) December Crude Oil @$102.00

Profit: $___________ or $_____ per contract ($1.00 X 1,000 barrels)

ROI: _____% = (Profit/margin requirement  $_____/$7,560) 

Scenario 2: Offset (Sell) December Crude Oil @$100.50

Loss: $___________ or $___ per contract ($____ X 1,000 barrels)
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Example Part 2

Current Futures Position: Long 1 December Crude Oil @$101.00

Crude Oil Contract Size: 1,000 barrels

Crude Oil Tick Size: $.01/barrel or $10/per contract (1,000 barrels)

Margin Requirement: $7,560 per contract (1,000 barrels)
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Long Futures

Scenario 1: Offset (Sell) December Crude Oil @$102.00

Profit: $1.00/barrel or $1,000 per contract ($1.00 X 1,000 barrels)

ROI: 13.22% = (Profit/margin requirement  $1,000/$7,560) 

Scenario 2: Offset (Sell) December Crude Oil @$100.50

Loss: $0.50/barrel or $500 per contract ($0.50 X 1,000 barrels)
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Market Opinion: Bearish

Position: Sell a Futures Contract

Profit Potential: Unlimited

Loss Potential: Unlimited

Breakeven: Futures price at which a position was initiated

Margin required: Yes

Delta: -1.00
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Short Futures
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Example Part 1

Current Futures Position: Short 1 October Gold @$1670

Crude Oil Contract Size: 100 troy ounces

Crude Oil Tick Size: $.10/oz. or $10/per contract (100 troy ounces)

Margin Requirement: $11,475 per contract (100 troy ounces)
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Short Futures

Scenario 1: Offset (Buy) October Gold @$1640

Profit: $_______or $_____ per contract ($__ X 100 troy ounces)

ROI: _____% = (Profit/margin requirement  $_____/$11,475) 

Scenario 2: Offset (Buy) October Gold @$1675

Loss: $_____ or $___ per contract ($_ X 100 troy ounces)
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Example Part 2

Current Futures Position: Short 1 October Gold @$1670

Crude Oil Contract Size: 100 troy ounces

Crude Oil Tick Size: $.10/oz. or $10/per contract (100 troy ounces)

Margin Requirement: $11,475 per contract (100 troy ounces)

21

Short Futures

Scenario 1: Offset (Buy) October Gold @$1640

Profit: $30/oz. or $3,000 per contract ($30 X 100 troy ounces)

ROI: 26.10% = (Profit/margin requirement  $3,000/$11,475) 

Scenario 2: Offset (Buy) October Gold @$1675

Loss: $5/oz. or $500 per contract ($5 X 100 troy ounces)
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• Depending on your risk-reward 

profile, there should be a strategy to 

meet your needs

- Seasonal

- Volatility Related

- Bullish or Bearish

- Outrights

- Spreads
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Trading Opportunities
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Introduction to Spreading
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Characteristics and Benefits 

• Spread Defined

- Noun: relationship between two or more contracts

- Verb: simultaneous purchase of one contract and the sale of another

• Role or function of spreaders:

- Hedge transaction – Managing firm’s risk exposure (roll risk)

- Speculative  transaction – Profit potential

• Benefits to the spreader

- Lower margin requirements; generally less risk

- Profit “potential” regardless of price direction

- Increases number of strategies

• Benefits to the marketplace

- Enhances liquidity (especially in deferred months)

- Restores “normalcy”
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Spreading
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Spread Execution

Spreading
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Bull and Bear Spread Execution and Expectations

• Bull Spread Execution

- Buy Nearby Contract and Sell Deferred Contract

• Bull Spread Expectations

- Nearby Contract gains more than Deferred Contract or Deferred  Contract declines more than 

Nearby Contract

- More positive spread or less negative spread

• Buy spread @+20 and later sell @+30

• Buy spread @-15 and later sell @-10

• Bear Spread Execution

- Sell Nearby Contract and Buy Deferred Contract

• Bear Spread Expectations

- Nearby Contract declines more than Deferred Contract or Deferred Contract gains more than 

Nearby Contract

- Less positive spread or more negative spread
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Spreading
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Spreading

InterMarket Spreads InterCommodity Spreads Commodity Product 

Spreads

• Same Commodity

• Same Month

• Different Exchange

• Ex: COMEX vs. 

LME Gold

• Same Month

• Different but Related 

Commodities

• Ex: December Gold 

and December 

Silver

• Same Month

• Product vs. By-Product

• Ex: Crack Spread: 

March Crude Oil, 

Heating Oil or 

Gasoline

Types of Spreads

InterDelivery

(IntraMarket) Spreads

• Same Commodity

• Same Exchange

• Different Months

• Ex: March June 10 

Year Treasury Note
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Spreading
Movement of Spreads

- More positive or less negative 

- Benefits Bull Spreaders

- Strength or Narrow

- Less positive or more negative

- Benefits Bear Spreaders

- Weaken or Widen

+.30

+.20

+.10

0

-.10

-.20

-.30

Note: Spread terminology may vary by product/complex
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Hedging
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• Long Futures Hedge

- Initiation of a long (buy) position in 

futures which is a temporary substitute 

for the eventual purchase of a 

commodity in your local market

• Short Futures Hedge

- Initiation of a short (sell) position in 

futures which is a temporary substitute 

for the eventual sale of a commodity in 

your local market
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Hedging
Long  and Short Futures Hedges

Note: The short hedge can also be used to protect inventory value. 
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Who are Hedgers?
Hedgers in other complexes on both the buy & sell side

Interest Rates Energy

MetalsEquity Index

FX

Banks
Pension Funds

Insurance 

Companies

AirlinesManufacturers

Utility

Companies

Miners

JewelersAuto

Industry

Appliance 

Manufacturers

Mills

Importers

Exporters

Portfolio

Managers
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Summary

• Take advantage of current purchase and sale prices 

• Protect against adverse prices

• Assists with planning & budgets

• Protects inventory value

• Not tied to a specific counterparty (buyer or seller)

• Financial integrity of CME Clearing
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Hedging
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Commitment of Traders Report
Released Every Friday @ 3:30pm Eastern Time by the Commodity 

Futures Trading Commission (CFTC)
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Why this report?

• The Commitments of Traders reports provide a breakdown of open interest for futures 

markets

• Open Interest is the total number of futures contracts that are not closed or delivered on 

a particular day.

• Many speculative traders use the Commitments of Traders report to help them decide 

whether or not to take a long or short position

• The report provides a breakdown of aggregate positions held by three different types of 

traders

- Commercial traders

- Non-commercial traders

- Non reportable traders
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Commitment of Traders Report (COT)
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http://www.cftc.gov/MarketReports/CommitmentsofTraders/index.htm

http://www.cftc.gov/MarketReports/CommitmentsofTraders/index.htm
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School of Futures
Session 3: An Introduction to the Equity Index Complex

David Gibbs, CME Education and Development

March 27, 2014 @ 12:00pm Eastern Time



Thank you

Pete Mulmat

pete.mulmat@cmegroup.com

mailto:pete.mulmat@cmegroup.com



