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Purpose
FUN! And education. 

The futures market allows traders to redistribute risk- and wealth. Hedgers are trying to reduce price risk they face in the cash (asset) market, while speculators seek profits by accepting the risks that the hedgers are trying to get rid of. In this contest everyone is a speculator. 

The futures market is inherently extremely leveraged and highly volatile. Playing the futures market can be much more exciting than playing the stock market-- and much more hazardous to your financial health. (Even though you can lose all your invested money in a stock gone bad in the stock market, in the futures market you can lose more than your invested capital.)
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Rules
   1. The contest runs for twenty trading days starting Monday, February 2, 2004 and ending about Friday, February 27, 2004, depending on holidays. Contestants can start trading anytime during trading hours on Monday, February 2, 2004. (Trading hours vary for different contracts.) Orders will be accepted before February 2, 2004 for execution at the open of trading on Monday. If no trade has been entered before all contracts stop trading for the day on Monday, February 2, 2004, a default position of long one Eurodollar contract will be entered for the contestant.

   2. The futures market is rather different from the stock market. An elementary understanding of the futures markets will be needed to play. However, you don’t have to know anything about futures trading to enter as long as you are willing to quickly learn just a little. If you are unfamiliar with futures trading, there is a primer on futures trading available on the Dakota State University Futures Market Contest Web site: http://www.courses.dsu.edu/finance/fmc/primer.htm.

   3. The number of contestants is limited because the contest entails daily marking to market of all accounts. Entrance into the contest is by invitation, but applications are solicited from DSU faculty, staff, and students as well as from off-campus individuals. Preference is given to participants of previous contests. Students in BADM 411 Investments must participate and are given top preference.
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   4. Each contestant manages one account.

   5. Each account starts with an account equity of $10,000.

   6. A contestant may invest in only one kind and month of contract at a time, but the number of such contracts will be limited only by the account's ability to cover the margin required. For example the margin requirement for Eurodollar futures at this time is $945 per contract. Therefore $10,000 could cover the margin on 10 contracts. However, an account does not have to be fully margined, and a contestant who fully margins his or her account is living very dangerously. But no guts, no glory, right?

   7. There is no minimum percent of the equity that must be committed to margin. However a contestant must have a position (long or short) in at least one contract at all times starting with the end of trading on Monday, February 2, 2004. The default position is long one Eurodollar contract.

   8. Accounts are marked to market daily. Standings are determined daily. 

   9. Contestants should keep track of their portfolios everyday to avoid being wiped out. Price changes and equity fluctuations can be severe even in a single day. 

 10. Contestants are cautioned about leaving large positions open if they are not going to be able to watch the markets. A buy-and-hold strategy might be quite unsuccessful even though a contestant's long-range forecast may be very accurate. The contestant may be wiped out in the interim because of severe corrections and the daily marking to market. (You cannot be stopped out in the contest, however. So intraday prices do not matter. Only settlement [last] prices are considered.) Because you have to have a position in at least one contract at all times, it is recommended that you reduce your position to just one relatively stable contract if you are not going to be able to watch the market for a time.

 11. Standings are posted daily on the CA’s office door and on the Futures Market Contest Web site: http://www.courses.dsu.edu/finance/fmc/spring04/s04reprt.htm

 12. Prices at which trades take place are determined by obtaining delayed quotes over the Web from Man Financial, a futures broker, or from the appropriate futures exchange. The timing of these quotes will depend greatly on when it is convenient for the CA to get the quotes. Therefore there could be a considerable lag between when an order is received by the CA and when the quotes (which are themselves delayed 10-30 minutes, depending on the exchange) are obtained.

       The CA will attempt to get the quotes as soon as possible after receiving the trade order, but no guarantees of timely quotes is given. Quotes can be obtained only during trading hours of the appropriate exchanges. 

       Orders received after the end of trading for a contract on any day will be executed at the open price of the next day’s trading.

       Orders received during trading of the day are assumed to be market orders, i.e., for immediate execution. However, an order received during trading can be specified to be executed at the settlement price of the trading day, i.e., at the close. 
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 13. Trade orders can be placed orally or by campus mail, e-mail, telephone, or hand-delivery. If an order is placed by campus mail, there may be a considerable time delay between when the trader entered the order and when the order is actually executed. Therefore the price on the contract could be quite different from that available at the time the order was sent. The recommended methods of placing orders are hand delivery, oral in-person, or telephone, with e-mail being a second choice. There are no trading slips to use.

       E-mail orders are considered to have been received at the time they are read by the CA regardless of when they were really sent. However, if an order is read after trading has finished for a contract but was sent during trading, the order will be executed at the settlement price for the day. Execution at the close can also be specified by the trader if the order is sent during trading hours. Orders sent after the close of trading will be executed at the next trading day's open, even if they are read after trading has started the next day. The CA does not need to be available during trading hours to obtain open or settlement quotes. 

 14. Commissions are $20 per contract, collected at exit of the position. This is a common practice in the industry. Trading is assumed to have been done online.

 15. A contestant may make only one trade per day (I don’t have time for more.): enter a position or add to or subtract from a position. However, a trader who entirely eliminates an already existing position must take another position in another contract (or the opposite position in the same contract) immediately. 

       For example, if a contestant is long (bought) T-bonds, only one trade in T-bonds to increase or decrease the position can be made on a given day. However, if the position in T-bonds is completely eliminated, another position in a different contract (or the opposite position in the same contract) must be made immediately. So, the trader could offset the T-bonds (sell, in this case) and, say, short (sell) Eurodollars. Or the trader could offset the long T-bonds position and short the T-bonds themselves, which would reflect the trader’s changed opinion that the price was going to go down rather than up.

       Note that if a position is entered one day it cannot be offset until the next day. No day trading is allowed.

 16. A contestant does not have to eliminate all of the contracts in a position at one time, i.e., a position can be decreased without being eliminated. But such decrease will be limited to only one transaction per day. The position can be decreased by more than one contract.

 17. A contestant may add more contracts of the same type to a position up to the limit allowed by the equity account's ability to meet the margin requirements. Therefore, as a position becomes profitable more contracts of the same type can be added. Note, however, that this pyramiding can be very risky.

 18. Contestants may buy (go long) or sell (go short) contracts to open (or close) a position. Understand that you can sell a contract on an asset you do not own. You are merely predicting which direction the price will go.
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19.   Investments are limited to these contracts:






   

  Ticker



  
   Tick   
   Tick
       Trading Hours,

                                        Contract            Exchange    
Month         Symbol       Margin
          fluctuation
   value         Central Time 

        Currencies:
Japanese yen      
CME

Jun

/JYM04          
1755

.0001 $/yen
  $12.50       7:20am – 2:00pm



Euro 
CME

Jun

/ECM04

2498

.0001 $/Euro
    12.50       7:20am – 2:00pm

        Interest Rate:
Eurodollars 
CME

Jun

/EDM04

  945

   .01   % 
    25.00       7:20am – 2:00pm



T-bonds (30-yr)
CBOT
Jun

/USM04

2565

  1/32 % 
    31.25       7:20am – 2:00pm

        Stock Index:
Dow Jones 
CBOT
Jun

/DJM04

5000

    1 pt

      10.00     7:20am – 3:15pm

        Metals & 

        petroleum:
Gold 
NYME/




Comex
Jun

/GCM04

2025

   $.10

     10.00      7:20am – 12:30pm



Crude oil 
NYME
Jun

/CLM04

5062

     .01 $/bbl
     10.00      8:45am –   1:30pm

        Livestock/

        meat:
Live cattle 
CME

Jun

/LCM04 

2700

    .01 ¢/lb
      4.00       9:05am – 1:00pm



Pork bellies 
CME

Jul
         /PBN04

1620

    .01 ¢/lb
      4.00       9:10am – 1:00pm

        Grains:
Corn 
CBOT
Jul

/C N04

  540

    ¼ ¢/bu
     12.50      9:30am – 1:15pm



Wheat - CBT
CBOT
Jul

/W N04

  979  

    ¼ ¢/bu
     12.50      9:30am – 1:15pm



Soybeans
CBOT
Jul

/S N04
      2025

    ¼ ¢/bu
     12.50      9:30am – 1:15pm

        Food & fiber:
Coffee 
NYBOT*
Jul

/KCN04

1820

     .01 ¢/lb
      3.75       8:00am – 10:45am   



Cocoa 
NYBOT
Jul

/CCN04

1400

     1 $/ton
     10.00      7:00am - 10:50am



Sugar – World
NYBOT
Jul

/SBN04

  560

     .01 ¢/lb
     11.20      8:00am - 11:00am



Orange juice
NYBOT
Jul

/OJN04

  700

     .05 ¢/lb.             7.50    11:30am – 1:45pm  


Single Stock:
Bank One
ONE

Jun

ONE1C

1030

    $.01

       1.00      8:15am – 3:00 pm



Merrill Lynch
ONE

Jun

MER1C

1189

    $.01

       1.00      8:15am -  3:00 pm



Microsoft
ONE

Jun

MSFT1C

  572

    $.01
 
       1.00      8:15am -  3:00 pm

All margins are actual exchange initial margins quoted as of January 27, 2004.

*NYBOT is the parent company of the Coffee, Sugar, and Cocoa Exchange (CSCE or CEC) and the New York Cotton Exchange.

CME= Chicago Mercantile Exchange    CBOT= Chicago Board of Trade
NYME=New York Mercantile Exchange     ONE = OneChicago
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 20. No margin calls are made. If an account decreases in value so far that the required margin is no longer met at the marking to market at the end of the day, the CA will decrease the position sufficiently to bring the account back into compliance with the margin. The contestant will not be notified about this action. It is the responsibility of the contestant to stay aware of what is happening to the contestant’s position. There is no distinction made between initial margin and maintenance margin in the contest. 

 21. Stop orders are not allowed.


Spreads are not allowed.

       Limit orders are not allowed.


Day trading is not allowed.

 22. Cash balances do not earn interest.

 23. Because of price changes during a day, a contestant's account may actually go negative by the end of the trading day. In that case the contestant is considered to have been wiped out and can no longer trade. That account's standing will be determined by its negative value, assuming the position had been closed and commissions charged. (Note that in real practice an investor would have to come up with the amount by which the portfolio had gone negative.)

 24. A contestant's equity may drop so low that it will no longer cover the margin on any contract. The contestant is stuck; he or she will no longer be able to trade even if the contestant has not been wiped out.

 25. No positions can be increased or opened during the last day of the contest. This prevents desperate trailing contestants from “going for broke” at the last minute. However, since no real money is involved in the contest, many contestants “go for broke” right from the beginning of the contest anyway. This is allowed. Positions can be decreased during the last day of trading but not entirely eliminated. 

 26. The CA is not responsible for lost, delayed, illegible, or misinterpreted orders.

 27. Because contestants may not be familiar with the futures market, they are encouraged to discuss futures trading with the CA at any time.

 28.  Reading quotes. From the Wall Street Journal:

           
  PORK BELLIES (CME) 40,000 lbs.; cents per lb.

      
                        Feb   66.80  67.35  65.55  66.35 +   .32    69.47  47.02  3,106

       One pork bellies (frozen slabs of bacon) contract is for 40,000 pounds. The prices are quoted in cents per pound. The contract expiring in February 2004 opened at 66.80 ¢/lb, had a high price of 67.35 ¢/lb during the day, a low price of 65.55 ¢/lb, and settled [closed] at 66.35 ¢/lb. That was an increase of .32 ¢/lb from the previous day’s settle. The highest price of the 

contract during its lifetime was 69.47 ¢/lb and its lowest price was 47.02 ¢/lb. There were 3,106 contracts outstanding (the open interest) at the close of trading the previous day.

       The smallest possible change in price of the contract is .01 ¢/lb. Because there are 40,000 pounds in a contract, a change of .01 ¢/lb in the futures price means a change of 40,000 lb x .01 ¢/lb =  400 ¢ or $4.00.
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There are a variety of sources of quotes for futures contracts, both intraday and settlement. A convenient Web site is the Man Financial (a futures brokerage firm) intraday quotes page at http://sites.barchart.com/pl/jcf/default.asp?section=***. Man also provides settlement prices: http://www.manfutures.com/resources/getquote.asp?page=endd. Other sources of quotes are futuresource.com: http://www.futuresource.com/quotes/custom.jsp and PCQuote: http://www.pcquote.com/futures/contracts.php. There are others.

       The format for futures quotes: first one or two letters is an abbreviation for the contract, the next letter is a one-letter code for the month of expiration (See following chart), and the digit following is the last digit of the year. So 4 means 2004. The format may vary, switching month and year. The code /ED4M [The / indicates a futures quote.] is the Eurodollar contract expiring in June of 2004, as listed by PC Quote. Futuresource lists the same contract as EDM04.


Jan
F

Apr
J

Jul
N

Oct
V


Feb
G

May
K

Aug
Q

Nov
X



Mar
H

Jun
M

Sep
U

Dec
Z

       The prices listed on Man Financial or other futures quotes sources may have to be compared to those reported in the Wall Street Journal to understand them, as their format may not be what you expect.

       The major exchanges also provide updates. See 

        http://www.courses.dsu.edu/finance/www/fxchange.htm

       The Wall Street Journal provides extensive daily lists of settlement prices.

 29. Contestants are warned that trading futures can become addictive.

 30. Some related links:

       a) Futures & Options

http://www.courses.dsu.edu/finance/www/futures.htm

       b) Futures & Options Brokers
http://www.courses.dsu.edu/finance/www/fbrokers.htm

       c) Futures & Options Exchanges
http://www.courses.dsu.edu/finance/www/fxchange.htm

       d) Futures Primer


http://www.courses.dsu.edu/finance/fmc/primer.htm

       e) Commodities Futures Trading Commission
http://www.cftc.gov/cftc/cftchome.htm

 31. To handle unforeseen circumstances the above rules may have to be revised or new rules added by the CA.

 32. All disputes will be settled by the contest administrator, whose decision is final.

 33. If the CA is wrong, see rule 32. 

 34. The results of this contest will be used in a presentation at the 2004 Annual Conference of 

       the Financial Education Association in Mystic, Connecticut on April 22-23, 2004. If you do 

       not want your name revealed to the viewers, let me know and I will hide the name for the 

       presentation.
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