va

%& .

C s I N E WS g O U R N &8 L -
@ 1989 Comodity Systens, Inc, (L$1), All Rights Reserved.
200 West Palastto Park Road, Boca Raton, FL 33432, USA
1407)392-B663, Telex 522107, FAX (40MI92-137%

VOL. V. ND. 1 » #

TUESDAY, JANUARY 3, 1989

Bota Ratom, Florida #5.00

WHAT '8 NEW ———
*wE ERN

* * 4

'Please remember to change the ending year
on all continual contracts to {989

Changes to the stock database
See page &

Additinné to the stock database
See page &

Additions te the Commodity data bank

See page 7
# % *
Stock splits Page 7
* ¥ | *
® QUICKMANAGER, PERPETUAL INBEX and
PERPETUAL = CONTRACT are registered

trademarks of Commodity Systems, Inc.

A DISCUSSION OF MANY
CHARACTERISTIC OF THE
CSI SERVICE

This month we offer extracts from Sabrina
Carle’s talk on €8BI oproducts given at 3
seminar cn trading technigues in Hest Falm
Beach Florida, Babrina is a very
knowledgeable and long standing marketing
representative of €SI,

insight into CSI1
a helpful

Her talk gives important
and {BI products and oprovides
preview of work in process.

THE CB1 SERVICE
(An Overview!

I wark for CSI which operates a well-known
deily update service from Boca Raton. Many
of you may he familiar with CSI .as a
provider of financial data, including
futures, stocks and options, hut I want to
show you some of the things we offer that
are a ljttle different from the standard
infarmation available from. most data
services,

In addition to delivering normal price
quotes we process market data in several
ways to make it even mere useful to
commadity traders. The main reason anvone
subscribes to a data bhase service is so
that he can learn more about the markets
much earlier than tomorrow’'s paper can tell
him, He gains substantial insight with
charts and technical analysis programs in
the hopes of forecasting what the markets

~will do tomorrow.

Before I tell you about the data and
software we offer, I would like to clarify
that (8! does not {currentlyl provide an
intraday quote service or a tick by tick
system. The only kind of analysis [ will
be discussing involves the daily summary of
prices - the open, high, low, close, volume
and open interest.
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I gocasionally find among traders and even
analysts & tendency to brush off daily
update services such as we offer in favor
of the up-to-the second, tick by tick
systeas. In a few minutes I°'ll show you
some forms of analysis that simply cannot
be done on a real-tine basis.

Many  well-known traders wholeheartedly
support the daily-update type aof analysis.
The list of CSl-compatible software vendors
reads 1like a WHO's WHOD of the futurss
industry.

1 think nmost people would agree that it is
good to be able to watch the market during
the day to track the intraday movement, but
these intraday price changes take on more
important meaning when viewed as part of
the whole for long-tera technical analysis.

Many TSIl customers spend their days
watching market data on their CRT tersinals
or trading in the pits, But after the
gxchanges are  clpsed, they spend a little
time . with their microcamputers performing
the long-term analysis that a daily update
system offers. As 1'11 be showing you, it
can help them find entry and exit points,
set protective stops, and most importantly,
it can help them sme which markets are
bulls and which are bears.

It is important to realize that daytrading
and long-term technical analysis are not
mutually exclusive,

II1. THE ART OF INTER-MARKET STRADDLING

All you really need to do to be successful
in the futures markets is buy low and sel]
high. That’s simple enough, but the

guestion is "WHAY 1S LOW? and WHAT 185 HIGH?
" One way of measuring this ig to determine
if a commodity is priced higher or lower in
relation to other commodities in its
particular industry,

There are wmany industries in which the
various components are economically
substitutable. That is to say, many of the
coamodities have the same or very similar
supply and demand characteristics, A fen
examples would be the grains, livestock and
metals. These commodities tend to seesaw
betwaen being overpriced and underpriced in
relation to the ather components of their
industry. Trading any pair of these

- strong fundamental ideas to

substitutable commodities can
produce a very profitable, low risk
investaent, The key is to find a pair of
commodities that have strayed substantiaglly
from their normal price relationship.

economically

We have developed a simple, visual means of
analyzing this relationship with our
PERPETUAL INDEX data. Thiz is a way to add
your technical
approach, It is a system of indexing
comnadities to uncover intermarket straddle
opportunities. An intarmarket straddie,
sometimes called an intercommodity spread,
involves the simultaneous purchase and sale

of two commodities, Te make the study
meaningful for analysis the two selected
commodities  should be correlated and

economically substitutable.
A brief but accurate statement describing
the science of economics is that it is the
efficient allocation of resources to the
consuming public. The substitution idea is
involved in the allocation process., If you
are a trader who wants to become a
consistent winner then you must appreciate
and act upon the substitution concepts |
hope to expase to you.

We create PERPETUAL INDEXES for each
commodity and industry. group. Thase
indexes remcve units of measure such as the
price per bushel, hale . or barrel and
eliminate price discrepancies that ran make
it difficult to compare commodities. They
allow us to evenly compare markets that may

normally be difficult to compare: Wheat
with corn or cattle with hogs, hoags with
corn, any pair of economically

substitutable,
some examples,

correlated commodities are

INDEX data help investors
determine when any two commodities have
strayed substantially from their normal
price pattern, The indexes make it easy to
buy the underpriced commodity,
averpriced-cammodity and make a profit when
they resume their normal relatianship.

Dur PERPETUAL

This is a chart of the PERPETUAL INDEYX data

for corn, The 100 level on this chart
represents the average oprice for corn in
1982 and 1983, We use this same time

basis faor indexes for each
We refer to this B2-83 averag

period as the
campodity.

as the "historical nora.”

sell the
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this is a weekly chart

market activity.
of ‘84, the value
norm and
stayed there until the aiddle of 1938.
Right now corn prices are at just about the
sane Jevel as the 1982 and B3 average.

As you can see,
covering several vears of
During the last quarter

This chart is somewhat interesting in that
it shows us how corn is priced in relation
to its own past, but the real value of thisg
data comes when we put two commodities on
the screen together and analyze the
differsnce between the two markets,

This sort of straddle analysis requires you
use LB1's RUICKMANABER® gspftware to create
a multiple contract file of up to four
commodities you oay wish to caompare.

You can select any two of these indexes faor
compariscon by means of & price difference
oscillator,

This chart was made from a file containing
wheat, corn, oats and our PERPETUAL INDEX"
for grains. I displayed just the corn and
wheat and made an oscillator of wheat minus
corn.
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Whenever the wheat index is higher than the
corn index, the index ditference osrillator
is above the line. When wheat's value is
below that of corn in relatiaon to the norm,
the index differences are below the line.

the relative
opposed to the
actual dollar values. What we're looking
for is the level at which the price
difference is too great for the economy to
hear; the peoint at which the prices stap
growing farther apart and start moving back
together. We can simply look at the
amplitude reading to see when two markets
have strayed significantly from their
normal price relationship and when they
have returned to normal,

looks at
price as

This technigue

It takes several years of historical data
to get a good picture of the relationship _
between twa commodities, It is unlikely

that they will gp far beyond what have been
the limits in the npast, so.we examine the
historical data and set thresholds for our
market entry and exit points.

For some commodities, definite thresholds
gmerge - a level beyond which the
amplitudes have little chance of excseding,
For others, you have to pick vour entry and
exit points by watching for changes of the
applitude’s direction.

This wheat/cern chart shows a3 little of
both, You can see that the extremes during
this § year period were around the 22 mark
on  either side, But there were also
opportunities when the amplitudes only grew
to around 10 points in gither direction. &
point may be considered as an approximate
1% change in price between the pair,

When a good opportunity is uncevered, the
trade would involve taking two positions, a
long unit in the commodity that is
unusually undervalued (wheat! and ane short
unit in the commodity: that is unusuzlly
overvalued (which would be corn). :

It is important that the investments be
roughly equal in the dollar value of the
contracts, not necessarily the number of
contracts traded. S8ince wheat is about ons
and a half times the oprice of corn, twn
contracts would represent one wheat
unit and three corn cEfitracts — woulyg
represent one corn unit.




G CS1 NEWS JOURNAL JANUARY 3, 1989
What you get is essentially a hedged market
pasition that carries less risk than a
"naked” position trade. This is because it
Can be expected with favorable odds that
the commodity that is histerically
avervalued will come down 1in price and/or
the commodity that s undervalued will
increase in price as they move toward or
beyond their normal relationship.

He can do the same analysis to help
solidify our decisions by comparing wheat
and corn with the grain industry itself,
using an index based on the average price
of all the grains for 1982 and 1983. e
look far the same type of disparity between
the particular commodity and its own group
ot cesmodities as we did between two
aembers of the group. This would let us
see if corn, for example were averpriced
just in relationship to wheat or if it were
out of line with its entire industry.
Dbviously, you can’t short the grain index,
but this type of analysis can helg you make
2 more intelligent trading decision.

True, you can’'t trade the grain index, and
when you get right down to ik, you can’t
call your broker and tell him you want to
sell the PERPETUAL INDEX for corn and buy
it for wheat. You have to decide on
specific cantract manths for gach
commodity. The choice is yours, of course,

but we affer some general guidelines:

First, ilways select a
sufficient vplume and open
assure ligquidity.

contract with
interest to

Second, it is important that you allow
enough tiee for the straddle to unfald
before your contracts expire. Since mast

straddies last up to five months, with an
averags’ of about three wmonths per pair,
selecting the delivery amonth that is
approximately six months from expiration is
4 good bet. This way, vyou usually have
plenty of time to ride out your positian
without having to roll-forward into ths
next.actively traded contract,

ESI publishes a list of about 200 pairs of

commodities which might constitute gqood
straddle opportunities. It includes the
obvious pairs I have shown you here and

also some less likely duos. . One unusual
combination that aight he found to be both
correlated and econamically substitutable

- products,

expire and he

is the light c¢rude oil/lumber straddlae.
Both of these products can theoretically be
burned for fuel and used as building
Another interesting pair might
ke aluminum and light crude oil because
such a high percentage of the cost of
producing aluminunm is the cost of

electricity.

A% you wmay have noted +From the charts,
these intermarket straddle opportunities do
not come along every day. You can expect
to find about one straddle opportunity per
year per pair of commodities. By regularly
examining 200 viable pairs drawn from about
30 active comnodities, a trader can expect
to stay very active in the wmarkets while
participating in relatively safe trades.
"Safe trades" should equate to far fewer
losses and oucth greater profits in the long
run.

[I1 PERPETUAL CONTRALT® DATA

purely technical
unique O8I

Those of vyou who like
analysis might prefer apother
data product called PERPETUAL CONTRALT
data, This is a way we have devised to
create a single, continuous set of data for
each  commodity without regard  faor
individual delivery months,

The toncept was developed by Bob Felletier,
the president and founder of C8I, back in
the early 19605, He was a commodity trader
himself and managed an accaount for gne
otirer investor. He was an engineering
analyst for G&.£. at the time and rented
extra computer time from them to develop
trading systenms,

Bob started out cresting trading maodels on
actual contract data, as many of you
probably do, but he encountered some

problems with analyzing individual
commodity contracts. that he nesded to
rectify if he was going to get anywhere.

One problem was that the
expiring! Just as his

started ‘working well, his contract would
hed to start over again.
Since every commodity cantract has & finite
life cycle of 8 to 35 months, the normal
birth and death process makes It difficult
to carry out long~term analysis, This was
& problem he hadn‘t encountered as a stack
trader and what he wanted to do was make a
cammodity look more like a stock. Another

contracts kept
trading nodels




preblem Bobk had with analyzing several
manths of data on a single futures contract
was that wmost of the information he was
processing was from a time period for which
there was little trading interest. Bob,
like most investors, was only interested in
trading contracts that were fairly close to
expiratian. When he looked at the life of
a8 particular commodity contract, only the
last few wmonths were pertinent to the
window of time in which he planned to
trade,

He found that by monitoring the market a
fived number of days forward, he could
focus his analysis on the moving window in
time where he and most others planned to be
trading.

He selected &8 91-day forward farmula
because aost commodities have a new
delivery month due at least every three
months, He applied a time-weighted average
to the prices of the two contracts adjacent
to the 91-day forward target date and
cailed the result PERPETUAL CONTRALT data.
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the 8 months ending October 31, As you can

see, it is a single, continuous set of data
for the cnmmod:ty.
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The above chart shows a typical Nearest
Futures set of data for cattle. By that I
mean, it is the lead month at all tipes.

Yau can see at several locations that there
are large gaps in price that geccur when the
delivery month is changed, These create
real problems for any price-derivative
trading system. You can imagine what this
gap would do to any moving average
crossover study. This Jjump is certainly
out of the five day range for stochastics.
The fact is, that most trading systems have
ng way of screening oaut these arbitrary
jumps and the result is invalid trading
signals, '

[f we examine the two charts carefully, we

can see that what is a8 major drop in the.
nearest future series is just another day
in a continual downtrend in the PERPETUAL

CONTRACT chart. The prices move in the
same general direction as the nearest
future data, but the price jumps have been
naturally removed and the gaps have been
eliminated, The PERPETUAL CONTRACT chart
is by +far superiaor for many types of
technical analysis,

I aa sometimes asked “what is the exact

carrelation between PERPETUAL CONTRACT data.
and the lead month.* 1 have made another
transparency of the PERPETUAL CONTRACT
chart stacked with the  Tnearest future
chart. The PERPETUAL LCONTRACT data is
marked in blue. VYou can see for yourselves
that at one point the FERPETUAL CONTRACT
price is higher than the nearest future, at
anather point it is lower and whean [ gade

the chart they were just about the same.:
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across is that
the exact correlation doesn't mattsr. This
is not Jjust a way to avoid having to
replace contracts gvery few months @ a way
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to effortlessly
once, PERPETUAL

to keep down data rosts or
watch many markets at

CONTRACY data does all of these things, but

it is also a better way to analyze and take
the pulse of the markets.

Although many software vendars recanmend
" this type of data for analysis, one system
~will only operate on the PERPETUAL CONTRACT
data. Thigs is the Kroll Wilder Long-Tern
Trading Systen and it has been wused
successfully by traders since 1983, Before
basing the KROLL WILDER trading system on
the PERPETUAL CONTRALCT data, its
developers, Stanley Kroll and Helles Wilder
did extensive research comparing their

results with PERPETUAL CONTRACT data and

actual - contract months. Stanleay Kroll
tells me that they Found no disadvantages
and of course, many advantages to using the
PERPETUAL CONTRALT data.

Anather common question I hear an the
PERPETUAL CONTRACT data is "yes, it looks
geod, but how do | trade with it,"

As far as what studies are best, vou can
use it with almest anything. It works as
well with stochastics, moving averages,

Wiliiams IR ~ any of the standard technical
studies. We highly recommend PERPETUAL
CONTRACT data for use with our PDI study.
1'1l be showing you that later.

Regarding what month to trade, the general
quidelines are pretty much the same
the PERPETUAL INDEX, First, always stay
with contracts that have sufficient volume
and open interest to suit vyour trading
preferences.

Second, Mr. Pelletier suggests that yau
should also be sure to give yourself enough
time to complete the trade and be out of
the market for the last month of trading
when volatility is greatest. Using this
technique, the length of time you plan to
hold the position plays a key role in the
selection of the contract month. One last
application of PERPETUAL CONTRACT data is
actually used by investors who prefer to
anzlyze the markets with specific contract
months. Since PERPETUAL CONTRACT data lets
you keep tabs on an entire commodity in
just one chart, an investor can guicily
review a hoast of markets for possible
developments while saving time to focus on
sgveral contracts of a fow commodities for

_this Neuws

as for

current investments.

That pretty much covers some of the more
novel data products available to (8]
customers. Now I'd like to show you soae
of the unigque software products we offer.

" ETQ BE CONTINUED NEXT MONTH)

ADVERTISEMENTS ENCLOSED
We have enclosed advertisements for the
follawing products ard services: = The
System Writer Plus - Techrical Analysis
Program developed by Omega Research, Inc.,
Mesa and Epoch Trading Systems by John
Ehlers, and the Best Trading Tools:

Trading Seminars, videgtapes and books
cffered by Dr., Alexander Elder.
CSI accepts adQertiéements to accompany

Journal for
defraying postage costs.

the sole purpose of

CHANBES TO THE 8TOCK DATABASE

5377 ICX IC Industries had a name and
gymbal change on BB1130 to WH
Whitman Carop. '

6312 BKT Should be BTT Blackstone Té
Trust
5209 MAN Manville Corp. is now wi MYLI
© 881129 '
5332 CIL Continental Illinois forp.

changed its name and syabol to
CBK Continental Bank Corp.

ADDITIONS TD THE STDCK DATA BASE

g81209
BaL21s

Hdng Kong Telecom
Materials Research Corp.

3200 HKT
3801 MTL

The +following stocks are
daily basis only:

dvailable on a

6789 OKCPZ OKC LTD Part Dep Uts
6786 MCAWA McCaw Cellular Commun

3991 ALDC Aldus Corp.
7393 80V Sgvran Financial Carp,
6785 CRFC Crestar Financial Corp.

6219 FKONX Franklin Dxnatech Fund
6220 FKREX Franklin Equity Fund
6221 FKRCX Franklin Bold Fund
6222 FKUTX Franklin Utility Fund
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