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                         Futures View
                      Two Low-risk Strategies

For accounts which are not sizable enough to achieve sufficient diversification which, in my opinion, is a basic premise to successful investment, a different approach should be taken.  About six months into trading the Yin-yang System, I have discovered that the smaller accounts did not fare as well as the bigger ones.  Several causes attributed to this; but the main reason has to be diversification, or the lack of it.  Hence, with the smaller accounts in mind, I proceeded to develop two low-risk strategies to help put the accounts in a better position to achieve higher profits.  After some experimentations, I have found that the strategies actually suited accounts of all sizes.  As a matter of fact, because of more room to maneuver, bigger accounts do fare better.  But for the smaller accounts, I think these two strategies provide them a much better chance to do well in the unpredictable futures market.

The first strategy is structured to take profits on a daily basis, and if unsuccessful, to lock in a small loss, and look for ways to turn the loss into a profit in a later date.  For this strategy to work, it requires markets which are volatile, plus that the different contract months of the underlying futures to move basically in tandem.  Volatility provides the opportunity to take reasonable profits of several hundred dollars range on a daily basis; while the second condition is for defense purposes.  It gives a trader a means to lock in a minimal loss so that he can wait for another opportunity to try to turn the loss into a profit.  There are two markets which fit these requirements, and they are the S&P 500 Index futures and the Treasury Bonds futures.  Both of these markets are volatile, with the Treasury Bonds' daily price-moving limit set at 3 basis points, or $3,000 per contract; and the S&P with no limit at all.  The price range of these markets at any given day is about $1,000 to $1,500.  Sometimes, we may see them make a several-thousand-dollar move in a day, which is not unusual, but for some traditional commodities, it may take them several months to move as much.

Therefore, though I am generally against day-trading, I think the opportunity exists in these two markets which can make them exceptions when we can define and control the risks.

However, to day-trade does not mean to trade every day.  Day-traders usually lose money because they trade too often for too little.  I suspect many traders, particularly the day-traders, derive certain psychological satisfaction from the act of trading.  I don't.  I find trading nervous in the short term, and boring in the long run.  It is only the opportunity for profits that draws me to the market.  And in dealing with the market, the appropriate approach should be, I think, to watch and wait for the pre-determined condition, which is a certain balance between profit potential and risk, to manifest itself.  Then, and only then, should one make the move.
The definition of opportunity in my strategy is simple.  It is the appearance of double or triple tops or bottoms on the daily price screen.  When these price patterns appear, such as in the accompanied Chart A, which shows the price movement of S&P on December 16, 1986, one makes the move by initiating a sell order at exactly the double or triple tops, or a buy order at exactly the double or triple bottoms.  In such price patterns, in my observation, more often than not prices would come down from the tops, or go up from the bottoms.  When they do, one can reasonably expect to pocket $500 or more profits quickly in the volatile price swings.  To take profits, I often place an exit order at the expected price range after the original order has been initiated.  The point to take heed in this strategy is not to get greedy.  On a daily basis, the prospect of making a killing, even for the S&P, is simply not there.  Greed often backfires.  Because of the minimal risk (described in next paragraph) and the volatility of these two markets, one has to use this strategy with strict discipline.

What do we do when prices break the tops or bottoms?  They occur less frequently, but when they do, in this strategy, we don't simply take a loss and forget about it.  Better, I think, we lock in a loss, and look for another opportunity to unlock the loss and try to turn it into a profit.  Now look at Charts A and B again, respectively representing the price movements of December and March S&P on December 16.  You'll see the price levels of the two contract months are different, with March S&P trading at a slight premium to December S&P.  You should also notice that the two months move in the same pattern and parallel of each other.  This is an important point in our strategy.  Because they move in tandem, we can put in a stop order not with the month originally traded, but with a different month.  For example, if we put in an order to buy December S&P at 248.00, a triple bottom, we could put in a corresponding sell stop order for March S&P at 248.60, clearly below the triple bottoms.  If both the buy and sell orders were filled, there would not be any triple bottoms, and we would have locked in a loss of about $100 (the buy order of December S&P at 248.00 is similar to the price level of 248.80 of March S&P).  In effect, we turn it into a "spread" position--buying one contract month and selling another.  "Spreading" with a $100 loss is easy to recover in the volatile S&P and T-Bonds markets.  What we have to do is to wait for another day when similar opportunities appear.  When we see on the screen patterns such as double or triple tops or bottoms, we’ll make the same move again.  Only this time, we liquidate one side of the "spread" first, either at the tops or bottoms, as the case may be, wait for the reaction to liquidate the other side, trying to turn the loss into a profit.

The margin requirement of holding an S&P position overnight has been about $8,000, inhibitorily high for smaller accounts.  But for day-trading, or "spreads", the margin is only about a quarter of the original margin.  This makes it feasible for smaller accounts to trade the markets with my strategy.  Also, considering the odds for profits and the risk involved, I think the exclusive use of this strategy may provide the best chance for the smaller accounts to build themselves into bigger ones.

My second low-risk strategy?  Well, it is about writing (selling) futures options.  This strategy probably requires higher margins.  Anyway, I am pressed for time, and have to leave that for the next View.
                       ------------------------------
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