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INTRODUCTION

Today, most traders prefer to trade in futures due to their associated advantages. Trading in futures is quite flexible and diverse. The good news is that a trader can employ almost any methodology to trade. Some traders shy away from this form of trading due to their limited knowledge about futures. Also, others are discouraged from trading in futures because they think that it is difficult. Well, to some extent, this is true. Comparing trading in futures to trading in stocks, the former is very risky. 

There are different forms of futures contracts including currencies, energies, interest rates, metals, food sector futures, and agricultural futures. The best futures contracts you will find in the market are briefly discussed in the following lines. 

S&P 500 E-mini 

Most traders will fancy the idea of trading in the S&P 500 E-mini because of its high liquidity aspect. It also appeals to most investors because of its low day trading margins. You can conveniently trade in S&P 500 E-mini around the clock not to mention that you will also benefit from its technical analysis aspect. Essentially, the S&P 500 E-mini is a friendly contract since you can easily predict its price patterns. 

10 Year T-Notes 

10 Year T-Notes is also ranked as one of the best contracts to trade-in. Considering its sweet maturity aspect, most traders would not hesitate to trade in this futures contract. There are low margin requirements that a trader will have to meet when trading in 10 Year T-Notes. 

Crude Oil 

Crude oil also stands as one of the most popular commodities in futures trading. It is an exciting market because of its high daily trading volume of about 800k. Its high volatility also makes the market highly lucrative. 

Gold 

This is yet another notable futures contract. It might be expensive to trade in gold; however, it is a great hedging choice more so in poor market conditions. 

Capital Requirements 

The amount of money required to begin trading in futures will vary. Some brokers will require a trader to have about $5,000. However, some would require only $2,000. A trader needs to choose the best broker who is flexible enough to allow them to trade with the little capital they have. 

Leverage 

Leverage will also vary depending on the type of futures your trade-in. The contract value will also have an impact on the amount of leverage that you will have. 

Liquidity 

Just like leverage, the liquidity aspects of futures will also depend on the futures you are trading. Accordingly, it is important for any trader to regularly check the respective volumes of contracts before trading on them. 

Volatility 

Futures are volatile. The advantage gained by using high leverage ensures that a trader makes a good profit with little price changes in the market. 

Keeping the above factors into consideration, futures are a good market to trade. A trader can easily day trade with as little as $2,000. The high leverage ratio will also guarantee that huge profits can be earned. 

––––––––
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Futures contracts are a type of derivative in which the underlying asset of the contract is paid for in advance of its delivery. Futures deal almost exclusively in commodities though there may be futures contracts in other assets such as currency. Futures are generally traded on all major stock exchanges around the world. Therefore, futures are not just limited to one specific exchange. 

Since futures deal with assets whose price fluctuates according to market conditions, keeping open positions for a longer period may expose investors to sudden market fluctuations. For instance, oil futures tend to be the riskiest of all. 

Since day trading implies opening and closing positions on the same day, investors can avoid the ups and downs that come with leaving positions overnight. Also, futures are often traded after the close of markets in the United States. That implies that fluctuations in Asian markets will have a direct impact on futures traded in the United States. 

So, if oil futures fall during trading in Asia, an investor in North America may wake up to an unpleasant surprise. By cashing out at the end of the day, day traders can ensure that there will be no surprises at the beginning of the next trading day. 

Advanced day traders may choose to keep positions open overnight. However, derivatives are the riskiest type of investment vehicles. This is why investors need to be clear on the advantages and disadvantages that come with dabbling in these markets. 
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Brief History of Futures

In the 1840s, Chicago was becoming the mecca of the commercial exchange with railroads and telegraph lines connecting through it. In 1848 the Chicago Board of Trade was formed which gave birth to the futures contract. The very first futures contracts were created for commodities, specifically agricultural commodities.

If you have ever read about futures the typical story-line about them is that they were created to help farmers hedge against the price-fluctuations of the crops that they produced. Futures can be a great way to hedge market-specific risk and they can also be used for regular trading and speculation. Futures are a leveraged product which can help traders reap huge profits, but also carries significant risk. 

The first futures contract that was ever traded was for corn. After that, it was followed by wheat, soybeans, cotton, cocoa, orange juice, sugar, pork cattle, and many others. Contracts for other products slowly began to develop. By the 1970s futures trading began to penetrate other markets.

The Futures Contract

The underlying asset for a futures contract could be stocks, commodities, currencies, bonds, and other instruments. The terms of a futures contract are standardized in quantity and the delivery date. The exchanges facilitate trading between buyers and sellers. In order to trade futures traders, they need to obviously put up cash, which is commonly referred to as margin in futures trading. A proper margin must be maintained for the life of the trade. 

Margin 

Traders need to have a sufficient margin in order to trade futures. This will usually depend on the kind of future that is being traded and how many contracts. In order to fully understand the margin, there are 3 different types of margin to understand. 

Clearing Margin 

Initial Margin 

Maintenance Margin 

Clearing Margin 

Clearing Margin is money that is required for brokerages and institutional firms to have on hand to complete futures transactions with their clients. It is a form of capital protection for brokers to have in order to ensure client trades are executed. 

Initial Margin 

The initial margin is the amount that is required to execute a futures trade. This amount is typically set and facilitated by the exchanges themselves. The real exposure of the trade can be greater than the initial margin. If the loss of trade becomes greater than the initial margin, it may prompt a margin call by the broker. If a broker issues a margin call, traders are expected to post margin to bring the account back up that day. The majority of futures accounts are “marked to market” daily by brokers. This means that futures contracts are re-evaluated at the end of each trading day. The profit and loss are added and subtracted from the margin on a daily basis. 

Maintenance Margin 

The maintenance margin is the minimum amount of cash a trader must maintain in their account to keep a trade open for a futures contract. If the net value of the account falls below the maintenance margin, this will prompt the broker to issue a margin call. Once a margin call is issued the trader must post more funds to bring the account value above to the minimum. 

Settlement in Futures 

When a trader enters into a futures position he or she has 3 different options as to how they can settle the trade.

Straight Cash Settlement

Regular Closeout

Expiration 

Physical Delivery

Straight Cash Settlement 

Regular Closeout 

This is the most common closeout. A trader simply closes out their futures position at the current market price. A lot of day traders use a regular closeout and typically don’t hold long term positions up until expiry for futures. 

Expiration 

The expiration date of a futures contract is when that futures contract stops trading and gets the final settlement price for that specific period. Most brokers typically expire a trader’s position by closing their trade out and giving them the option to re-open it for the new contract month and at the new contract price. 

Physical Delivery 

In today’s day, physical delivery is very uncommon. Less than 1% of futures contracts actually take physical delivery of the underlying asset. If it does happen, the amount specified in the contract is delivered by the seller of the contract to the actual exchange. It can happen with commodities, but it’s very rare. 

Let’s say for example you had 1 contract on wheat futures. The standard contract size for wheat futures is 5000 bushels. When the contract expires you can take physical delivery of 5000 bushels of wheat. Even though most brokers will only do cash settlements, it is worthwhile to note that there is a very small percentage that takes physical delivery. I don’t know about you, but I prefer cash over wheat any day. 

. 

Different Types Of Futures Contracts & Codes

A futures contract can technically be created on anything. All you need is two different counterparties to create the transaction. They don’t necessarily have to happen through the facilitation of exchange. It is best to trade futures that are facilitated and standardized by an official exchange. Since futures are a standardized contract they have specific symbol structure and abbreviations. Futures contracts can be traded on the following markets.

Agricultural

Currencies 

Equity Index 

Financial 

Meats/Dairy 

Metals

Softs

F= January 

G= February

H = March

J= April

K=May

M=June

N=July

Q= August

U=September

V= October

Z= December

Let’s take the following example. Let’s say you wanted to view the current price of Natural Gas futures for this current month (January) and the year (2016).

The symbol code for this would be NGF6.

NG = symbol abbreviation for Natural Gas (symbol abbreviations can be found at the link above)

F= is the current contract month

6= the last digit of the 2016 expiration year

Getting familiar with how contracts work is important before beginning to trade them. It is also very important to remember when certain futures contracts expire before actually beginning to trade them. Futures contracts are a very risky trading instrument but can be the fastest and most liquid instrument to trade. Futures contracts tend to have great liquidity, low spreads, and predictable volatility. 

How to trade futures

The safest way to trade a futures contract is with Stop-Loss orders. They are just what they sound like - instructions to staunch the bleeding at a predetermined level. They can also be used to lock in profits so Stop-Loss orders are good to have in an investor’s toolbox.

Stop-Loss orders are placed at the same time a trade is entered. For instance, take Frozen concentrated orange juice contracts, Dan Aykroyd was waving around for sale at $1.42. The price would eventually fall to 29 cents. That would spell ruin for anyone buying those contracts, as it did for Ralph Bellamy and Don Ameche. But if they had bought Aykroyd’s contract with a stop-order of $1.40 they would have parachuted out of the position automatically when the price fell below $1.40, saving most of their fortune.

On the other hand, if the price rose to $1.50, Bellamy and Ameche could move their original stop-order from $1.40 to $1.48 and insure they would profit by at least eight cents should the price of frozen concentrated orange juice begin falling back down. 

Of course, safety in investing often comes with a price tag. Using the example of a stop-order at $1.40 let’s say that the price dropped briefly to $1.38 and then shot quickly up over $1.50. Those profits will not be padding your bank account because you are automatically moved out of the contract as soon as the price hits your Stop-Loss order limit.

Never cancel a Stop-Loss order once you place it. You initiated the order - hopefully - as part of a sound investment strategy and you do not want to bid it farewell due to an emotional reaction to later events. And never change your position in a market without sound, rational motives. If you are the type who likes to work without a net you can avoid using Stop-Loss orders but always realize that you can lose significantly more money trading futures than may sit in your account.

The reason a Stop-Loss order is critical is the margin call. Since you are investing only a small percentage of the value of the contract you must maintain a minimum amount of money in your account, called the maintenance margin. If the price of the commodity tumbles below that level a margin call is issued for you to bring the amount of your account back up to its initial level. If a margin call is issued you must pay up immediately or the brokerage has to right to liquidate your entire position to cover the losses. That is why people were jumping off buildings when the stock market crashed in 1929.

As with your entire investment portfolio diversity can be the key to minimizing risk in trading futures. The best traders in the world limit their position in a single commodity to between three and five percent of their trading capital. You should certainly do the same. Build positions in as broad a selection of markets as you feel you know. That may include positions in corn, gold, crude oil and the Nasdaq for instance. But never enter a market without judgment to support your move - do not try to build a diversified futures portfolio for diversity’s sake.

When searching for new markets to flesh out a portfolio look beyond the big exchanges like the Chicago Board of Trade or the Chicago Mercantile Exchange and investigate other exchanges where you can take on much smaller contracts - as much as 80 percent smaller. This way you can ease your way into the vagaries of commodities. You can also engage in paper trading (using make-believe trades and following real-market results for some time) if you find that way of learning about new investments helpful but it is never like trading with real money.

Different Types of Securities

There are numerous types of securities out there. In finance, we define security as a financial asset that is tradable. This means the financial asset can be traded, bought, or sold, at the financial markets. 

Securities are crucial for the global financial system. They are financial instruments that are created to afford their owners a variety of options. This means anyone with a financial instrument can sell, purchase, hold, assume or relinquish ownership, and so much more. 

Certain securities are traded more than others. Day traders generally prefer certain securities. These include stocks, currencies, and contracts for difference. Others are futures contrasts like commodity futures, currency futures, interest rate futures, and equity index futures, among others. 

Securities 

Securities are financial instruments that are traded on exchanges around the globe. Some of these popular exchanges include the London Stock Exchange, New York Stock Exchange, and exchanges in cities such as Hong Kong, Tokyo, Paris, Sydney, among others. 

Some securities such as bonds and other fixed-income assets are traded across the secondary markets. There are millions of individuals around the world who hold various securities, especially stocks, bonds, and others. Other entities include exchange-traded funds or ETFs and mutual funds. 

Before security is made available to the public, it has to be vetted. Large firms and corporations that wish to list at the stock market to raise money for different purposes have to be assessed by the regulator. In the US this regulator is the SEC or securities exchange commission. The stock and bond markets are also referred to as capital markets. Companies that need to seek funds from the public list at the markets so that individuals and institutions purchase their stocks and then trade them back and forth whenever they want. 

Large companies have to liaise with investment bankers and underwriters to help in the preparation of listing their securities at the markets. These securities could be bonds, stocks, and so on. The investment bankers will generally examine the company’s financial position and the amount it intends to raise. It is based on this that the firm will likely recommend the number of shares or securities to be issued and how to approach the entire listing process. 

Securities 

Stocks and bonds are generally the most common and best-known types of financial securities available. They are also the most commonly traded securities together with a few others. However, they are not the only financial instruments traded at the capital markets. We also have options, derivatives, indexes, currencies, warrants, and debentures, and even US Treasury securities. 

All these securities have a few things in common. They all carry a certain value that makes them admirable to both traders and investors. This is the reason why they are always trading in the markets. However, the risk profiles of these securities vary greatly. Different traders and investors have different risk appetites. This is why the choice of security to trade or invest in varies. 

Take bonds and stocks, for instance. Stocks carry a higher risk level compared to bonds because of how they respond to market fluctuations and the general economic state. Bonds are a lot more stable even though the income they provide is considered fixed. 

Bonds 

Another popular security that is common among day traders is the bond. Bonds are ideally a form of investment where investors put their money in debt, either public or private. Therefore bonds are largely considered to be instruments of debt. 

Bonds are also known as debt securities, so a trader who deals in bonds is purchasing a debt instrument. Compare this to traders who deal in stocks which are essentially units of ownership of a listed company. 

Companies or organizations that issue bonds often do so to raise money for a certain financial obligation. For instance, governments may issue a bond to expand or improve the local infrastructure while companies do so to expand into new markets or sometimes even to come up with a new product line and similar ventures. 

Banks also issue instruments similar to bonds. These are known as certificates of deposit. Banks issue these to receive funds they need most to lend to their customers. Investors or buyers of certificates of deposit often received a certain fixed rate of interest for their investment. Certificates of deposit are short-term investment tools used by banks to raise revenue for their operations. 

Stocks 

Stocks are by far the most popular form of the security sold and purchased by both traders and investors at the markets. There are different kinds of stocks, such as ordinary shares. These are sold to the public by the parent company through the stock market. Stocks from very successful companies that are profitable over the years are referred to as blue-chip stocks. We also have internal stocks as well as niche-specific stocks. Common stocks transacted regularly at exchanges are also known as equities. The reason why stocks are by far the most popular sort of security traded is that they have the highest return. Stocks on average have a return of 9.2%. In comparison, bonds have seen a return of about 6.5% within the same 50-year period. 

Currencies 

Trade-in currencies is sometimes referred to as Forex or foreign exchange. It involves the purchase and sale of currencies at an exchange. The main aim of currency trading is to make a profit. The gist behind currency trading is the fact that currency prices are always fluctuating and based on these fluctuations, traders can capitalize and earn a profit. 

There is a reason why some day traders prefer trading currencies. One reason is that the currency market is the largest market in the entire world. This market has a turnover of $2 trillion every single day. This is massive even when compared to other large securities markets such as NYSE.

Options and Derivatives 

Another common type of security is a derivative. Derivatives are financial securities whose value is directly related to an underlying security. This means the price is derived from the price of the underlying asset and hence the term derivative. 

A good example of derivatives is an options contract. Equity options contracts are contracts between a buyer and a seller regarding an underlying asset. The asset is most cases are most often stocks. Not many retail traders deal in options, but numerous professional traders trade in options regularly. Others include investment firms, commercial and investment banks, hedge funds, and other companies that need to balance their portfolios and so on. 

At the most basic level, equity options simply contract that award buyers a right to sell or purchase underlying stocks at a certain price and within a certain period. It is important to note that this is a right but not an obligation. The seller, on the other hand, is obligated to sell should the buyer exercise their right. Beginner and novice traders should generally stay as far away from derivatives as possible because they are extremely risky. 

What and Where to Trade

Almost every commodity that one uses in one’s daily life and major investment areas are covered by futures contracts at exchanges across the globe.

Futures markets can be broken down into groups: metals, stock indexes, grains, energies, currencies, interest rates, etc. You can select specific commodities, periods, and contract sizes to trade.

Before you enter into trade there are several key factors that you should look at besides the trend and trade setups and they are:

Volume: 

Before you enter into a trade it is important to check the volume of the contract. Volume is the number of contracts traded daily. To calculate the volume of a particular day, you have to add only the number of long contracts for that day and not the short contracts. Remember, the futures market is called a net sum zero games. In other words, for every winning trade, you have a losing trade, and with every trade, you have someone buying and someone selling a contract. Markets with a high volume give you the chance to enter and exit a trade at the levels of your choice. If the volume is too low, no one may be able to take the other side of your trade. This means that you are likely to get poor execution on your orders.

Margins: 

When you enter into a trade, the exchanges will require a margin to be paid as your insurance that you will fulfill the terms of the contract. The size of margins can differ substantially from one commodity contract to the next. For example, an index contract margin like the S&P 500 can be as high as $25 000, whereas some of the grain contracts can be as low as $400. The amount of margin depends on the size of the contract and the volatility of the commodity. Make sure that you have enough money in your trading account to cover your margin. If your contract position makes a profit, you will get back your margin plus your profit. If your contract position is making a loss and the loss exceeds the size of your trading account, you will get a call from your broker requesting you to replenish your account with more funds immediately to maintain your trading position. This is called a margin call. 

Volatility: 

When the price of a specific commodity is very volatile and is rapidly moving over a wide range every day, your trading account could be wiped out very quickly even if you are right about the long-term trend. You have to study the historical volatility of a commodity before you decide to trade and then decide if the volatility suits your risk profile. While some commodities may have high open interest and volume, good money management may suggest that you limit your trades to other commodities with less volatility. In other words, you should trade the commodities with a smaller daily trading range. 

Open Interest: 

This is the number of contracts still open at the end of each day. It is also a good guide for the market’s liquidity. Low open interest indicates little trading interest and potentially bad “fills” are very likely.

Principles of futures trading

What actually happens when you buy futures? – is actually one of the most frequent questions in relation to futures trading. The answer to this question can be summarized in a sentence that states: when you buy futures, you are actually accepting to buy products or services that the company from which you bought futures has not produced yet. 

In comparison to stock trading, futures trading is much riskier because you deal with products and services that are not yet produced. With such characteristics, future trading is very popular not only among the producing companies and individuals and customers but also among speculators as well. 

While stocks or shares are being traded on stock markets, futures are being traded on futures markets. The idea of future markets developed from the needs of agricultural producers in the mid-nineteenth century where often happened that the demand was much bigger than supply. 

The difference between the futures markets and futures markets today is that today’s futures markets have crossed the borders of agricultural production and entered many other sectors such as financial. As such, future markets today are used for buying and selling currencies as well as some other financial instruments. What future markets made possible is the opportunity for a farmer to be able to participate in the goods with customers on the other end of the world. One of the biggest and most important future markets is the International Monetary Market (IMM) that was established in 1972. 

Futures are financial derivatives that obtain their value from the movement in the price of another asset. It means that the price of futures is not dependent on its inherent value, but on the price of the asset, the futures contract is tracking. 

One of the advantages of the futures market is that is centralized and that people from around the world electronically are able to make future contracts. These futures contracts will specify the price of the merchandise and the time of delivery. Besides that, every future contract contains information about the quality and the quantity of the sold goods, specific price and the method in which the goods are to be delivered to the buyers. 

A person who buys or sells a futures contract does not pay for the whole value of the contract. He pays a small upfront fee to trigger an open position. For example, if the value of the futures contract is $350,000 when the S&P 500 is 1400, he only pays $21,875 as its initial margin. The exchange sets this margin and may change anytime. 

The S&P 500 Index Futures

There are three sizes of the S& P 500 index available to trade: S& P 500, E-Mini S& P 500, and the new Micro S& P 500 Index futures.

A one-point change for the major S& P 500 futures is valued at: $ 250 A one-point change for the E-Mini S& P 500 futures is: $ 50

A one-point change for the Micro S& P 500 Futures is: Only $ 5

Before the new Micro contract, the lowest cost S& P 500 Index, the E-Mini contract that trades for $ 50 a point would mean a fluctuation of about $ 250 to $ 5,000 intraday. The often fast-moving E-Mini index contract is far too risky for small traders. The dollar fluctuation value during the day using the E-Mini - was simply too large for small accounts to trade effectively. The good news is that things have changed.

The major S& P 500 futures contract requires about $ 67,000 to trade one contract. and the E-Mini requires $ 6700. Now a Micro S& P 500 trader can trade intraday with a margin requirement of about $ 670. It’s a game-changer. For the first time ever, a small trader can afford to trade the S& P 500 Index or any of the other 3 new Micro Index futures. 
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Advantages of Micro Futures over Stocks

Lower capital requirement : Account Minimum as low as $ 2,000

Lower margins: Intraday: As low as $ 50* Typically: about $ 650

Lower commissions: As low as 25 to 85 cents for the S& P Index (each side.)

Lower Risk: Fluctuations only 1/ 10th the size of the larger contracts.

Liquidity: Instantly fills with minimum slippage * higher minimum account values may be required

Day Trading Experience

The good news is that it can be whatever you want it to be. The bad news is that most day stock traders don’t succeed. The only surveys I’ve seen on this are cursory; they are mostly anecdotal and short on facts and/ or have very small sampling rates, thus are not likely to be very accurate. The best educated guess is that about 85 to 90% of day traders fail over a two year time period. I would say about that about half of those tried to day trade without really being prepared. Even if you do prepare, there are no guarantees at all. You may give it a go and find out it isn’t a good fit for you. If you are extremely risk averse or you are expecting an easy get-rich-quick scheme, just close this book and go find something else that will suit you better. This isn’t for everyone.

There are many different kinds of day traders. Let’s explore some ideas on how you can construct a plan around your own expectations and experiences and maybe even discover a suitable meld for your personality. The most common perception of what a day trader is – would be a person who takes high risks and that lives by his or her wits outsmarting the stock market enough to score a high income with regularity - a real high-speed white-knuckled trader who gets rich quick. You might imagine they have supreme self-confidence and are able to succeed in a business where most people fail. This image is similar to a high stakes poker player, or sports bettor – or a horse track wizard who has figured out his system that makes money regularly. This image of day-trading is absolutely false. It’s as false as James Bond with a beautiful woman on his arm, always doubling up at the roulette table in Monte Carlo, winning, and leaving a $ 10,000 tip for the croupier.

You will very likely have some days in day trading that are absolutely fantastic but it has a lot more to do with your preparation and methodology than it does with luck. The mission of this writing is to help you find a realistic way to make a good second income. Believe me when I tell you, that you do not want to become an adrenaline junky that is stuck to a computer screen all day with a finger glued to a laptop hot-key ready to make money. I can tell you that is a hellish existence with no security and it would probably make you miserable, even if you did make money at it for a while.

Logical and calm approach to trading.

Day trading is not gambling or like buying lotto tickets – it is much more controlled and calculated. It is a business, your business – and should be treated as such. You’ll need the right tools, education on the subject, experience, and an amount of practice and dedication. You will likely have to try several approaches before you find the one that works for you. That sounds a lot like almost any job, doesn’t it?

It takes a master of courage and self-confidence to start your own business. Day trading has a set of unique challenges. Contrary to the popular myth, you won’t have studied for months or years to try and morph into a market maven, nor will you have to be a math whiz or develop a huge ego to become a trading winner. You’ll easily be able to understand all you need to know to open your account and get set up. Everything you need for that is in this book. This is the easy part.

There is an old saying among traders that “hope is not a strategy.” This means that you will have to be aware of - and be the master of your emotions when trading.

Day-trading requires a particular mindset that takes a little time and practice to develop. Trading will require your brand of self-discipline if you are to become successful. In the section ahead on trading psychology
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