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by Lan H. Turner 

In this Track 'n Trade Spreads Trading Article, I want to introduce you to 
a new addition to the spreads plug-in.
 
We call this new indicator the 007.
 
This indicator is simply, a reflection of the actual close price line of the 
same commodity, but of each different contract month, plotted over the 
top of each other; or in other words, a true price spread chart.
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

We display this indicator below the 
primary chart, which is listed as the 
first chart in the 007 setup panel.
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In this chart, we're looking at the 
October Feeder Cattle contract, 
which is plotted in the main 
window.  The main contract month 
is also the primary chart listed in 
the 007 settings tab, and in my 
example, is colored green.
It's important to note that this is the 
primary chart, and the other price 
lines are the same commodity, but 
further out contracts.
 
Now where this becomes very 
important, is when we start finding 
anomalies in the way these market 
prices act once vs. the other; what 
we're doing, is looking for 
anomalies in price.
 
This is particularly important, and 
has great relevants in markets with 
carrying charges; markets such as 
wheat, corn, and beans.  These 
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Can Trading Spreads Reduce Your Risk?
 

• Simply choose two commodity contracts that 
you would like to create the spreds chart from

 
• Easily generate an easy-to-read spread chart
 
• Place orders directly on the spreads chart
 
• Calculate your daily profits with the Historical 

Trade Simulator
 
• For a special educational video visit 

www.LanTurner.com/spreads

www.TracknTrade.com

commodities are subject to carrying charges, or in other words, subject to storage fees, transportation costs, and 
are subject to rot and crop destruction.
 
Any market can be viewed this way, but those that are subject to carrying charges are particularly vulnerable to 
this type price action.
 
What we are looking for is price anomalies, where the further out months actually become less expensive than 
the closer in months.  Now there are a number of fundamental reasons why this might happen, we've got the 
difference between new crop and old crop, or in other words, the crop that's currently growing in the field, and 
is subject to crop failure of one sort or the other, and we've got old crop, that is more stable, and sitting in 
storage bins.  Of course there are transportation costs, that also effect contract month prices and the list goes on, 
but what we as traders are looking for, in particular, is when the further out contract months start to cross above 
the price of the current contract month.  This is an indicator that can help us determine market direction in one 
way or another.
 
Here's an example.
 
If we look down to the bottom of the Double O7 setting panel, you see a selection called "Chart as Difference."  
This takes the price action of the primary contract month, in this case October, and makes it the baseline of the 
indicator.  This is represented by making the October contract a flat line across the indicator window, and now, 
you can see how the other contract months reflect price action in regards to the primary month, and in this case, 
you can see, right around mid August, we had our first crossover of the further out months, and then we had a 
further confirmation around the first part of September, where the prices crossed over and never looked back.
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As you can see, this corresponds directly with the overall trend of the primary market.  Once those further out 
contracts made the shift to a higher price, the price trend of the primary market fell dramatically.
This is just one way of using this market spreads filter to analyze the entire market through a single view.  
 
 
 
 
 
 
 
 
 
 
Here's another example of "Chart as Difference" on Corn.
 
Notice that in the Corn Chart Example, we see the differences between the new crop and the old crop plotted 
against the primary December contract.
 
I know that many of you have read Ken Roberts book, who also talked about looking for anomalies in price 
action between contracts, his theory was that market prices move basically together, in a confluence of price 
actions, when you see one of the months get out of line, this is an opportunity to trade that contract month, as it 
is forced back into line through arbitration.
 
Using the Track 'n Trade Double O7 Spreads indicator, you can see these anomalies in two different ways.  One, 
plotted through the chart itself, or two, through the data tab, as Ken indicated in his book; exporting the data 
from Track 'n Trade is a simple process as well; feel free to export the data into such programs as Microsoft 
Excel for further detailed analysis.
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Of course, there are other uses for 
tracking multiple contracts 
simultaneously, which we'll discuss, at 
greater length, in future articles.  
Videos and details can be found on the 
web at:  
 
www.LanTurner.com/spreads 
 
Author: Lan Turner is the President 
and CEO of Gecko Software, Inc.  
www.TracknTrade.com 
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Casinos bring in gaming revenue confident that over time they will collect 
more that they pay out in winnings. Similarly, insurance companies collect 
premium in anticipation of the probability of future payouts. Option traders 
can benefit from the same logic by selling credit spreads, thus capitalizing on
probabilities as opposed to entering a position hoping to profit on a “long 
shot.” 
 
Credit Spreads
 
A credit spread is an option strategy that involves the simultaneous sale and 
purchase of an option with common underlays and expiration dates. As the 
name implies, the short options must be higher prices than the long, thus 

bringing a credit to 
the trader. For 
example, you may 
be able to sell a 
front month Dow 
10300 call option 
for $650 and buy a 
10500 call option 
for $250 to protect 
your short position. 
The trader would 
bring in a credit of 
$400 as a reward 
for accepting the 

risk of the Dow going up. 
Unlike selling naked options, 
the risk of a credit spread is 
limited to the spread between 
the strike prices minus the 
premium collected; in this 
example it would be $1,600.
 
Is having limited risk worth the 
opportunity cost?
 
Obviously there is a trade off 
between capping your risk and 
maximizing premium 
collected.  Armed with the 
notion that 80% of all options 
will expire worthless, many 
traders are tempted to sell 
naked options. This strategy 
results in a limited profit and 
unlimited loss. Even if an 
investor successfully
collects premium 8 out of 10 
times, the 2 inevitable losing 
trades will likely erase 
previous profits and then some. 
Have you ever noticed that all 
insurance policies have a 
maximum benefit? This is not 
a coincidence. The insurance 
firm Lloyd’s of London 
discovered the importance of 
limiting losses the hard way. 
They prided themselves on the 
sale of “no limit” policies, but 
in the early 90’s they were
averaging close to $3 billion a 
year due to asbestos claims. 
Reinsurance is another way in 
which insurers limit their risk. 
After collecting premium on a 
policy, firms allocate a portion 
of the proceeds to the purchase 
of insurance against the sold 
coverage. Credit spreads can 
be viewed in the same terms. 
Following the sale of an 
option, it is wise to limit 
potential losses by purchasing 
protection.
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www.CommodityTradingSchool.com 

Sign up for FREE Online Trading Classes Today! 

Weekly Webinars Include:
 
• Technical Analysis
 
• Option Strategies
 
• Lessons from industry experts and top traders
 
 

Build the skills necessary to become a highly successful trader! 

 
Profit on Probability
 
Given the overall probabilities involved in option trading, one can expect to collect the premium on credit 
spreads nearly 80% of the time.  Hypothetically, an option trader could sell 10 credit spreads with payout and 
risk identical to the above example and yield a 
$600 profit calculated as follows ($475 x 8) - 
($1,600 x 2) = $600.  While some commodity 
traders might snuff at such a meager return, in 
percentage terms, the reward exceeds that of most 
other investment options, including the stock 
market. If the above example requires $11,000 of 
margin, an investor would earn a monthly return 
of nearly 5.5%!!!
 
“Conventional” commodity traders would be 
turned off at the idea of a negative risk reward 
ratio. Risking $1,600 to make $475 may seem to 
be illogical on the surface, but if you look at the 
probabilities involved you will find the exact opposite. Frequency of the outcomes makes it advantageous to 
participate in trades in which the risk outweighs the reward. This is the exact strategy that casinos have thrived 
off of for years.  The probabilities of options trading are not so different from those in the casino industry. While 
there are “jackpots” to be paid, over time the expected outcome is always in favor of the house.  A simple stroll 
down the Las Vegas Strip proves that in the long run…it pays to play the odds.
 
Carley Garner
Senior Analyst DeCarley Trading
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Automatically Backtest Your
Own Trading Strategy! 

 
 

www.TrackNTrade.com  --  1-800-862-7193 Ext. 2

www.LanTurner.com/Stops

http://www.trackntrade.com/plugins/autopilot/
http://www.lanturner.com/stops


FX Trading Platform
Track ‘n Trade Forex Live 

Company:   Gecko Software 
Website:     www.TracknTrade.com
Market:       Forex Trading
Phone:       (800) 862-7193

High Finance is a FOREX live trading platform. 
Trade the currency market with the best tools and 
the easiest order placement available! Free data for 
active traders.

Click here for a FREE 14 DAY TRIAL!
www.TracknTrade.com

Futures Software

Track ‘n Trade Futures Live 

Company:   Gecko Software 
Website:     www.TracknTrade.com
Market:       Futures & Options
Phone:       (800) 862-7193

This amazing charting software package gives you 
the ability to analyze commodity markets technically 
with various tools, unique market calculators, and 
customizable indicators. 

Click here for a FREE 14 DAY TRIAL!
www.TracknTrade.com

Educational Websites

CommodityTradingSchool.com 
Email:  
thedean@commoditytradingschool.com 
Phone: (800) 258-1179 
Learn to trade the futures and options 
markets FREE today!    Click here

CommodityAlmanac.com 
Emal: scott@commodityseasonals.com 
 
Excellent Sourrce for Fundamental, Tech-
nical and Seasonal Analysis. Learn more 
about Newsletter Services.    Click here

To place a classified ad contact PitNews.com at 1-800-526-3019 or email Janie Russell jrussell@pitnews.com

Welcome to the Classified Section of the Pitnews.com Magazine. All listings below are “clickable”.

WhyTradeFutures.com 
Phone: (800) 862-7193 
 
Learn why you would want to trade the fu-
tures market. Compare the Futures market 
to the Stock Market.       Click here

 
 

 

      

StockAnnual.com 
Phone: (800) 862-7193 
 
StockAnnual.com was designed to 
discover and exploit recurring historical 
market patterns.     Click here

ThePitMaster.com 
Phone: (800) 862-7193 
 
Great site for beginning futures and op-
tions traders. Free education on option 
strategies and more!      Click here

Educational Websites

TheWall.PitNews.com 
Phone: (800) 862-7193 
 
Open forum for traders, visit today to 
share your trading ideas and post charts.      
Click here

CommitmentofTraders.com 
Phone: (800) 862-7193 
 
Learn to apply Commitment of Traders 
reports to your trading. Examples using 
Track ‘n Trade Pro.      Click here

 
 

 
 
 
        

ChartBook.com 
Phone: (800) 862-7193 
 
Free Forex Quotes and Charts online. Ap-
ply indicators easily, great charts. Check it 
out!      Click here

TradeMentors.com 
Phone: (800) 862-7193 Ext. 4 
 
Gain access to THE HOTTEST EDUCA-
TIONAL SOFTWARE ON THE MARKET 
period.   Click here

Personal Investor’s Hour
www.personalinvestorshour.com
 Phone: (800) 862-7193
 Learn from the best in the business, listen 
 

PitNews.com
Phone: (800) 862-7193
 
Get all your current Forex, Futures and Stock 
news in one place! Click here 

http://www.trackntrade.com/forex
http://www.trackntrade.com
http://www.trackntrade.com/futures/tnt_compare.htm
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Welcome to the PitNews.com Estore. 
Below are products featured from the online store, click on them to learn more.

Track ‘n Trade 5.0
Futures Charting 
Software

Price:  $197
Data: $19.95/month
*Get Adv. Tools Plug-in 
Free when you buy TNT5

 

TNT Live Forex
Forex Trading  
Platform
 

Price:  $297
Data: FREE (Active Traders)

 
 
.

TNT High Finance
Stocks Charting  
Software

Price:  FREE with data
Data: $29.90/month

 
 
 

Fibonacci & Elliott Wave Course
 
 
 
 
 
 
  

Price:  $197

Stop Losss Secrets 

 

Price:  $99

The Fibonacci Effect  
 
 
 
 
 
 
 

Price:  $199

           

 

 

To sell an item in the PitNews.com estore contact us at 1-800-526-3019 or email magazine@pitnews.com
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Learn how, and what to 
count, and how and what 
to measure, and how to 
read each new setup, and 
how to set up a trigger, 
then how to follow 
through with the final exit 
strategy. Stop watching 
your portfolio shrink, and 
start doing something 
about it? Learn what you 
can do, in the next 10 
days, to protect your 
wealth!
 

It seems that we spend 
90% of our time studying 
and trying to figure out the 
best timing techniques for 
market entry, but we spend 
very little time actually 
learning the techniques of 
exiting the market. Getting 
into a market is easy, but 
getting out of the market, 
with a profit, is the true test 
of a traders skill.
 

This amazing charting software package gives you
the ability to analyze commodity markets technically
with various tools, unique market calculators, and
customizable indicators.

High Finance is a FOREX real-time live trading 
platform. Trade the currency market with the best tools
and the easiest order placement available! Free data
for active traders.

Track ‘n Trade High Finance Stock Trading Package
allows a trader to monitor, track and chart the popular
stock market, giving the trader intra day snapshots
and price activity throughout the day.

Learn how to use
these tools in your
trading! This course
has in-depth training
and includes step-by
step instruction in
this course and
2 CD Set!

Free 14 Day Trial 

Free 14 Day Trial 

Free 14 Day Trial 

Charting Software Futures Education 

http://www.trackntrade.com/futures/tnt_compare.htm
http://www.trackntrade.com/forex/live/
http://www.trackntrade.com/hf/stocks/
http://www.trackntrade.com/fibonacci/
http://stoplosssecrets.com/
http://thefibonaccieffect.com/

