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Using Unfair Advantage® to Analyze Corn Seasonality

By Steven Davis

Unfair Advantage is an excellent
staging ground for commodity analysis.
To demonstrate this, I will show you
how to use UA to analyze the histori-
cal profit paid to speculators to insure
against Crop Yield Failure, Crop Risk
Premium, in Corn.

To begin with, UA includes Corn
daily data back to 1949. This gives us a
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money by selling Corn on or about
April 7th and buying it back on or
about August 10th.

Those of a philosophical bent
might interpret this to mean that the
speculator is providing insurance
against crop yield failure. To see how
this might work, suppose that a
commercial hedger wants to hedge a
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chance to look at payouts and premi-
ums across a variety of circumstances:
Soviet grain embargoes, inflation, the
Green Revolution. Sure you could get
by with three years of data, but would
you sell someone car insurance based
on his or her driving record for last
three months when they had been
driving for four years?

Having all of this data, we can look
for a seasonal pattern using the
Seasonal Index. Perpetual Contract®
data is well suited to this task since we
won't know which contracts we wish
to trade until we have an idea of the
seasonal behavior.

According to the graph above, the
speculator should, on average, make

corn risk. He could buy the future
when the crop yield is uncertain and
then exchange the future for the
commodity when the crop yield is
known.

The Perpetual Contract data is not
available as a tradable index. We could
proceed with our analysis using
Perpetual Contract data and assume
either that traders would implement
the daily, incremental rolling required
or that traders would repeat the
analysis on a price series representing
his or her trading methodology. We
can avoid making such assumptions by
choosing instead not to roll. Over a
time period distant to expiration, one

(continued on page 2)




Using Unfair Advantage...
(continued from page 1)

would expect fluctuations in price to

Trading a single contract each year is
much simpler.

To make the analysis a breeze, we
use a Gann contract. The December
Gann contract is a concatenation of all
December contracts, each taking up
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when the previous expired. To find the
1973 enter price, for example, one simply
looks for the first close after April 7th,
1973 in the December Gann contract.
Since the profit/loss statistics would
be the same for a back- or forward-
adjusted contract, it could be used
instead, but it is very helpful in testing
daily order generation software if the
simulation enter/exit prices match the
contract values. Perhaps a better reason
is that detrending of a Gann contract
has a much clearer meaning than
detrending a back-adjusted series. With
a December Corn Gann contract, the
prices start out in the 100’s and end in
the 200’s. By detrending, all the prices
are in the 2005, apparently removing
inflation. With a back-adjusted series, a
series with no obvious inflation might
still go negative. The detrender will

These charts represent projections for
the forthcoming year based on a
cumulative seasonal index of all com
data from 1949 fo the present. The scale
is in units of standard deviation.

mimic the underlying commodity value.

remove the trend, but in such a case,
the effect is to remove the effects of
rolling. Since we are discussing an
analysis without rolling, I chose the
Gann Contract.

Before we do the analysis on the
December Gann contract, we should
confirm that the seasonal pattern is
present. Unfortunately the CSI
Seasonal Index requires gap-free data
series, and the December Gann
contract for Corn has several gaps
caused by December contracts which
began trading in February, leaving
January without prices. The Seasonal
Index, in such a circumstance, should
be applied to a shorter data series or
taken with a grain of salt.

The Seasonal Index applied to the
December Gann generally agrees with
the index based on the Perpetual
Contract, but one might change the
enter timing to early July in expecta-
tion of a greater rate of return and
higher liquidity. I will not do that here.

To analyze the Crop Risk Premium,
one need only generate a table for each
year with the April 7th settlement, the
August 10th settlement, and the
highest close in the date range. I have
chosen to detrend to modernize the
historical prices. From the table of
closing prices, a spreadsheet can
generate the profit/loss statistics.

Net Profit/Loss 116.25 cents/bushel
over 49 years (67.25 after slippage)
Average Monthly 0.13 (148% APR)
Rate of Retumn

Risk (Std Dev of 0.39

Monthly ROR)

Percent Winning Trades 69%

Biggest Winning Trade 62.25 cents/bushel
Biggest Losing Trade -150.5 cents/bushel

The slippage was taken to be 2
ticks going in and 2 ticks coming out
(No rolling required.) The invest-
ment basis for the Rate of Return is
taken to be the maximal margin. No
leverage was applied.
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The following table shows, for
each year, the settlement prices on the
enter and exit and the Profit/Loss and
Maximal Margin in cents/bushel units.
To get dollars/contract values, multiply
by $50.

Year Enter  Exit P/L  Margin

1949 23375 23325 050 9.00
1950 24175 25625  -1450  11.00
1951 28275 27525 7.0 9.00
1952 28175 28475  -3.00 9.00
1953 26425 24425 2000  9.00
1954  250.00 25625 -6.25 10.25
1955 24175 22875 1300 9.00
1956 24650 24050  6.00 9.00
1957 22800 22625 175 9.00
1958  216.00 21450 1.50 9.00
1959 21080 20625 4.25 9.00
1960 20275 20250 0.25 9.00
1961 20775 20400 375 9.00
1962  206.00 19250 1350  9.00
1963 19925 19625  3.00 9.00
1964 20175 19875  3.00 9.00
1965  201.00 19725 375 9.00
1966 19850 22200 -2350 1269
1967 21875 193.00 2575  9.00
1968 19700 17650 2050  9.00
1969 18575 18550 0.25 9.25
1970 18675 19750 -10.75 10.44
1971 21050 18850  22.00 10.44
1972 19275 189.00 375 9.00
1973 21500 36550  -150.50 41.25
1974 29650 39750  -101.00 4050
1975 32600 355.00 -28.00 13.31

The Crop Loss Premium, itself, is
the average profit provided to specula-
tors for insuring against crop yield
failure. The price, on each day of trading,
is assumed to fairly represent the
remaining premium for the remaining
term. Thus no stop losses were employed.
If one wished to trade, however, the
large payouts seem avoidable. For
example, in 1973, the price trended
higher in February and continued
unabated until June. The investor could
easily have interpreted this as the
market insuring against a crop surplus
and forgone the 150 cents/bushel (§7525
per contract) loss that resulted from
trying to insure against a near certainty.

Editors Note:

The table (at left) of short corn
profits gives the insurer of short corn
risk the necessary information to set
policy size and premium charges. Let’s
say you wanted to sell an insurance
policy that would reimburse the
holder for all losses greater than ten
cents per bushel per seasonal trade.
The required premium charge could be
based upon the likelihood that a given
season would produce a loss in excess
of ten cents per bushel, plus cumulative
offsetting profits that non-loss seasons

New Back-Adjust
Option for UA:

A new option is being
added to the Unfair
Advantage program
which addresses an
industry norm that
sometimes forces a
back-adjusted series to
reach into negative
territory. This soon-to-
be-released version
will splice contracts
logether using percent-
age or proportionaie
changes in place of
aritbmetic changes.
With this approach, no
back-adjusted series
can move info negative
territory because
multiplication, rather
than addition or
subtraction, is used.
Please watch our web

::;g g} :gg ga'gg ;;05% ;%ga would net. Buying/Selling insurance site for details of this

1978 30875 27225 3150 1119 against Crop Yield Failure provides an e relonse:

1979 81125 32350 -1225 2106 alternative to buying/selling a short-

1980 34100 37775 -3675 1781 term call option, which would achieve a

1981 42800 36575 6225  9.00 similar benefit. The risk-adverse insurer

1982 337.50 28400 5350  9.00 would likely translate the policy size (10

1323 ggggg gfg-g" ‘2‘37‘250 ;3-00 cents of risk) into a stop loss of a

' e tolerable amount more or less equal to

1985 29975 25300 4675  9.00 b ik 1] st B tha oak

198 23125 19775 3350  9.00 CTISk 1evelset by the policy.,

1987 20200 18950 1250 1463 UA has proven a useful tool. The long

1988  247.00 32975 8275  41.94 history (to 1949), the Perpetual Contract

1989 28200 24575 3625 944 data, the CSI Seasonal Index, the Gann

1990 27875 26675 1200 1381 Contract facility, the Detrending facility,

:gg; ;;:-?g 3232‘; Eéogo ggg and the file export facility combined

s BE T o i 0w together to make analysis easy +

1994 26950 22950 40,00 931 CSI does not offer trading advice, The above analysis is

1995 27175 28400 -1295 1356 ;fl)r ins[:’uu:liorla]l1 purl;oses only and demonstrates an
ternative method of limiting risk. A trader would

199 | W65 475 800 1734 most certainly lose money by trying to trade on this

1997 28825 25025 3B.00 9.00 analysis as if it were trading advice,
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Tech Talk

Q. 7can no tonger get cash prices for
commodities *381 (& 225) - 10 Year
Australian T-Bonds Index, *231 -
Australian 3 yr. T-Bonds, *228 - 90 Day
Bank Accepted Bills and *171 - various
currencies quoted in AS Are they still
available?

the date of your last update, you must
enter this date (exactly) to re-collect
your entire portfolio for the missing
days. (See the last Tech Talk Q&A for
details). Note: This procedure will only
provide usable data for current Unfair
Advantage subscribers.
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Each montb in this Q
column, our technical o | « When I tried to download an
support staff presents cﬁa‘a;ﬁ ]::_): czst ;l(:;st;:g: Sﬁ‘i&;t?ffees gﬂ?tmg Unfair Advantage CDB file to correct a
topics of inlerest to many source went out of business. The last corrupted commodity, the file was not
CSI subscribers in a umate was Februa 27 1998 We are saved L‘O?‘recﬂy It came in as an
tion-and-answer Y &ls ; ;
s seeking an alternative source for this data. executable file (ending in .exe) and 1
Jormat. This month they couldn’t use it. How can I prevent this
address some frequently ) _ problem?
asked questions about CSI Q. I am having trouble with one of the
data & Unfair Advantage. commodities in my Unfair Advantage A_ After you submit the commodity
database. Whenever | try to do any‘biﬂg numbel-! the screen saying “CDB
with it, the charts and files are garbled. request = filenamé’ should list a
How can I correct this? filename that includes an eight-digit
A . o number followed by .CDB. If your
£he Tt sounds as if the commodity file filename ends in something besides
in your UA database has been corrupted. CDB (possibly EXE), click the filename
To correct, you may download the with the right (not left) mouse button
entire history for that commodity (the and choose SAVE LINK AS. Delete the
CDB file) from CSI's Product Upgrade last three characters of the filename
web site. Use your web browser to and replace them with CDB. Proceed as
navigate to the URL address: bttp:// described above.
peweb.csidata.com/ua/uax.btm. The
Replacement Database Files box dis- _ .
plays, asking you to enter the CSI/UA Q' Where do I find the "CSI/UA
number of the desired commodity. Enter number that I am supposed to enter
the number of your commodity (eg, on your web site when I download a
CME Live Cattle is simply the number 2). CDB file?
Chcj{( iﬁ‘r’;’e"l:'gying “CDB request = A. The CSI number can be fgund in
filename' displays (eg. 00000002CDB several plqces: 1) when you view the
for Live Cattle). Click on the filename factsheets 2) when you create a new
to bring up a Save As dialog Click the chart (it is listed along with the
up-one-level folder on your screen until commodity name) 3) when you add a
the UA folder is shown. Double-click the | commodity to your portfolio (listed
UA folder, then the ARCHIVES folder, and with the commodity name). It is
then the CDB folder to reach and open easiest to find th‘e CSI number on all
the folder named c:\ua\archives\cdb. of thesi screens if you choose to SORT
Click [Save]. The data will be down- by CSI 7. +
loaded and saved automatically.
VERY IMPORTANT: Make a note of Unfair Advantage users may
the Files Updated Through date on the download an updated on-line
left side of the Replacement Database manual from the UA website at
Files screen. If this date is earlier than bttp:// peweb.csidata.com/ua/uax.bim.
—
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