


NARROW RANGE

stays at that price all day will gener-
ate a high volatility measure, but
provices little or no opportunity for
the day-trader. A better measure is
the difference between the regular
trading session high and low price
expressed n dollars per contract.
This is the range value.

To answer the previously posed
quesilon, the dally range value in
bonds since 1986 has been $500
per contract or less 38% of the
Ume. This means that retail day-
traders who confine their activity to
the bond market may find that they
do little or no trading, on average,
one oul of every Lhree business
days. Moreover, relatively quiet
days tend to occur together, so the
upportunily to generate income as
a bond day-irader can be con-
sirained for prolonged periods of
time. Il day-trading is regarded as a
business, can a business stay apen
If nothing Is done one out of every
three days? '

“Narrow range” (above] also pro-
vides information on the likelihood of
reaping large daily reiurns. For
instance, a bond trader who expects
1o make $1.000 per contract profit
will realistically need, as a prerequi-
slle. a day's trading range of over
51.250 per contract, Based an histo-
v, a dally range value In excess of
51,250 has occurred only 7% of the
Ume since 1996, In other words, the
fppartunity to eam §1,000 per con-
tract may only arise one or two days
per month, on average. Of course,
the trader must then be on the cor-

rect side of the markel (o earn his
expecied prodil
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Diversify, diversify Diversification
provides the solution to the problem
of quiet trading days. Usually, diver-
sifying a portfolio is undertaken with
the objective of mitigating price rsk.
This is accomplished by grouping
markets whose prices tend to move
in different directions, As the price
of one commodity s tncreasing, the
price of another is decreasing, and
vice-versa. In the case of diversifying
a day-trading portfolio, however, the
motivation is different.

The relevant factor to the day-
trader Is the range value, and diver-
sification s done to ensure that the
day-trader always will have at least
one markel that is active enough [(in
terms of having a sulficient range
value) to provide a day-trading
opportunity. Markets within the
portfolio are selected such that as
one markel enters a period of rela-

Uve tranquility {range values become
small). another becomes mare active
{range values become Large),

In practice, this means moniloring
several markets n the portfolio and
belng prepared to trade in whichey-
EF ONE appears to provide the best
opportunity. The ability to diversify
in this way gives the retail trader an
advantage over the large institution-
al client who Is constrained by Ligg-
uidity concerns and the pit trader
who Is geographically restricted to
only one or a few markets,

Where's the action? ~Ample opportu-
nities?” (page 36) identifies the
average dally range value for select-
ed markets, each having sufficient
liquidity for the retail day-trader
having a small to medium-sized
account. The average dally range
value for bonds over the period is
S682 per contract. This means that
if a bond trader could have bought
the low and sold the high every day,
the average profit per contract
would have been S682, not Includ-
ing commission and [ees.
Obviously, it Is Impossible to buy
the low and sell the high with any
regularity, so this figure represents
the maximum and {s not realistic,
Nevertheless, this value can be
used to gauge the effectiveness of a
day-trader's bond program in terms
of identifying how close the net
profit per contract is to this maxi-
mum number

Some markets, such as natural
gas and coffee, have an average
daily range value greater than that
of bonds, but may be undesirable
because they are more risky. =
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