


Basically that means you have to chuck all your preconceptions about buy-
and-hold investing, asset allocation, and essentially all the strategies that
stock brokerages put out for public consumption.

And just so you don’t call your brother-in-law the broker and get the publisher
and me in trouble, what I mean is that buy-and-hold doesn’t work in the
futures markets. They’re designed for trading.

Futures trading is risky business and requires active participation. It can be
plied successfully only if you’re serious about it and committed to it.

That means you must be able to develop your trading craft by constantly
reviewing and modifying your plan and strategies.

To be a successful futures and options trader, you’re going to have to become
connected with the world through the Internet, television, and other news
sources so you can be up-to-date and intimately knowledgeable with regard
to world events. And I don’t mean just picking up on what you get from occa-
sionally watching the evening or headline news shows.

You’re also going to have to spend some time and money setting up for this
endeavor. You’ll need a computer, trading program, and brokerage account of
some sort, not to mention how much money you need or how well capital-
ized you have to be to be able to survive.

In essence, you must either make some changes, or your foray into trading
futures and options will be nothing more than a quick endeavor.

Who Trades Futures and Options?
Aside from professional speculators and hedgers, whose numbers are many,
the ranks of futures traders essentially are made up of people like you and me
who are interested in making money in the markets — the wide variety of
people who trade futures and options contracts at the retail level.

In his book Starting Out in Futures Trading (McGraw-Hill), author Mark Powers
cites a study by the Chicago Mercantile Exchange (CME) that described the
profile of a futures trader in the 1970s as a male between 35 and 55 years of
age with middle- to upper-class income. The study indicated that

� Fifty-four percent were professionals, including doctors, lawyers, den-
tists, and white-collar workers, especially upper-management types.

� Sixty-eight percent were college graduates.

� Their overall tendency was toward short-term trading.
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By 1999, Futures Industry magazine surveyed futures brokers regarding online
futures trading. A summary of the results identified

� Some general tendencies but couldn’t settle on a description for a typi-
cal online futures trader.

� Account sizes ranging from $14,000 to $30,000 at brokerages aimed at
retail investors, with average transaction sizes within that group ranging
from 1.6 to 5 contracts.

� Account sizes ranging from $40,000 to millions of dollars at brokerages
with mostly institutional clienteles, with average transaction sizes within
that group ranging from 17 contracts to even larger transactions.

The bottom line seems to be that to be able to trade futures and options, you
need to have a certain amount of education and the necessary technological
and financial means to get started.

Who Is a Successful Futures Trader?
Everyone knows that it helps to know a few things about the financial mar-
kets and that you need the ability to at least consider online trading and, of
course, some finances to trade futures contracts.

But how do you become good at it? How do you manage to survive, even
when you’re not particularly good at it?

The answer is simple. You must have enough money and be able to develop a
trading plan that enables you to keep making trades in the markets long
enough to make enough money so you capitalize on your next big trade.

Simply put: If you don’t have enough money, you won’t last. And if you don’t
have a good trading plan, your money quickly disappears.

Indeed, your success depends more than anything else on how you prepare
yourself financially, intellectually, technologically, and personally through the
development of a detailed and easy-to-implement trading plan.

What You Need to Trade
You need money, knowledge, patience, and technology to be able to trade
futures and options contracts.
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In terms of money, many experienced traders say that you need $100,000 to get
started, but the figures from the previous section show that retail investors
rarely have that much money in their accounts — at least as of 1999.

The truth is that there are many talented traders who have made fortunes
after starting out with significantly less than $100,000. However, it would be
irresponsible for me to lead you astray and give you the false impression, as
some would, that the odds are very much in your favor if you start trading at
a very low equity level.

The reality is that different people fare differently depending on their trading
ability, at any level of experience. A trader with a million dollars in equity can
lose large amounts just as easily as you and I with $10,000 worth of equity in
our account.

My only point here is to make sure that you understand the risk involved and
that you go into trading with realistic expectations.

If you don’t have that much money and are not sure how to proceed, you
need to either reconsider trading altogether, develop a stout trading plan and
the discipline required to heed its tenets, or consider managed futures con-
tracts. I discuss these topics in detail in Chapter 17. Would-be traders who
have less than $30,000 should also consider the managed futures opportuni-
ties like the ones I tell you about in Chapter 17.

When it comes to technology, you need an efficient computer system that has
enough memory to enable you to look at large numbers of data and run
either multiple, fully loaded browsers or several monitors at the same time.

You also need a high-speed Internet connection. If you get serious about trad-
ing, you also need to consider having two modes of high-speed Internet
access. For a home office, a full-time trader often has high-speed Internet
through the cable television service and through DSL (digital subscriber
line), with one or the other serving as a backup.

Trading Modalities
Trading futures and options contracts is truly a hybrid that lies somewhere
between the types of trading that are separately based on technical analysis
and fundamental analysis.

The fundamental side of trading (see Chapter 6 for all the details) involves
your getting to know the following:
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� The industry in which you’re making trades

� Contract specifications

� Seasonal tendencies of the markets

� Important reports on which you need to keep an eye

The technical side of trading (at least that part that I concentrate on) focuses
on what the market is doing in response to fundamentals. When you use tech-
nical analysis, you’ll be looking at jargony-sounding things, such as trading
volume, price charts, and open interest, and how they respond to factors like
the global economy, interest rates, and politics — just a few influences on
prices. To do that you need to have access to and be able to read charts and
to know how to use indicators, such as trend lines, moving averages, and
oscillators. (I show you how in Chapters 7, 8, and 20.) Without these instru-
ments and indicators, your trading is likely to suffer significantly, because
they help you to keep track of prices and guide you in choosing when and
how best to place your trades — getting in and out of the markets.

To be sure, there are other approaches to technical analysis ranging from those
listed in this book to rather esoteric techniques that are not mentioned, such
as using astrology, or rather precise but not so commonly seen chart patterns.
My goal here is to give you methods and examples that you can begin to see
and use immediately. See Chapter 7 for more on technical analysis.

It’s always better to make money than to be right. The key is not what you
think should happen, but rather what the market does in response to events
and fundamental information and how you manage your trade. Success
comes from letting winning positions go as long as possible and cutting
losses short before they wipe you out.

Getting Used to Going Short
The concept of going short usually troubles stock investors. Going short
means that you’re trying to make money when prices fall. It involves borrow-
ing a marketable asset from someone so you can sell it at a high price, wait
for prices to fall, buy it back at the lower price, return the asset to the lender,
and pocket the difference between what you sold it for and what you had to
pay for it.

Although this may sound confusing, trading software simplifies the concept
by giving you a button choice for short selling. Chapters 7 and 8 offer nice
examples, including illustrations of what short selling is and when it’s the
correct strategy to follow.
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