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UNDERSTANDING
THE BASICS OF
FUTURES TRADING

For many, the world of
trading can seem
daunting, filled with
complex jargon and
high-stakes decisions.
However, the concept
of a futures contract is
surprisingly

straightforward when
broken down. At its
core, a futures contract
is a legal agreement to
buy or sell a particular
commodity or financial
instrument at a
predetermined price at
a specified time in the
future. This simple
framework is the
foundation of a multi-
trillion-dollar global

market. Making
Futures Made
Simple is not about
dumbing down the
process, but about
stripping away the
unnecessary
complexity to reveal
the core mechanisms
that drive these
markets.

Imagine a farmer
planting wheat in the
spring. He does not
know what the price of
wheat will be at
harvest time in the fall.
To protect himself from
a potential price drop,
he can sell a futures
contract today, locking
in a price for his future
harvest. On the other
side of that trade is a
bread manufacturer
who needs wheat in


https://www.remodelicious.com/

the fall. They want to
lock in a price now to
protect against a
potential price
increase. Both parties
use the futures market
not for speculation, but
for
hedging—managing
the risk of future price
uncertainty. This
fundamental purpose is
often lost in the noise
of day trading and
leveraged speculation,
but it remains the
bedrock upon which
the entire system is
built.

WHY FUTURES ARE
ACCESSIBLE TO
INDIVIDUAL
TRADERS

It is a common
misconception that
futures trading is only
for large institutions,
hedge funds, or
professional traders. In
reality, modern
brokerage platforms

and the advent of
electronic trading have
opened the doors for
individual retail
traders. The key to
making Futures Made
Simple for the retail
audience lies in
understanding a few
critical concepts:
liquidity, leverage, and
contract specifications.
When these are clearly
understood, the
barriers to entry
become much lower.

Liquidity
and
Volume

Liquidity refers to how
easily an asset can be
bought or sold without
affecting its  price.
Major futures contracts
like the E-mini S&P 500
(ES), Crude Oil (CL),
and Gold (GC) are
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among the most liquid
assets in the world.
High liquidity means
tight bid-ask spreads,
which translates to
lower transaction costs
for the trader. For a
beginner, trading a
liquid market is far
easier than trading a
thinly traded one, as
orders are filled almost
instantly and slippage
is minimized.

The
Power
and Risk
of
Leverage

Leverage is the double-
edged sword of futures
trading. A futures
contract is traded on
margin, meaning you
only need to put up a

fraction of the
contract's total value
to control it. For
example, a single E-
mini S&P 500 contract
might have a notional
value of over
$100,000, but the
initial margin
requirement might only
be around $12,000.
This leverage amplifies
both gains and losses.
Making Futures Made
Simple involves
teaching traders to
respect this leverage.
A 1% move in the
underlying index can
translate to a 10% or
greater move in your
account equity. Smart
traders use leverage
cautiously, often
risking only a small
percentage of their
capital on any single
trade.

CORE
COMPONENTS OF




CONTRACT

Every futures contract
has standard
specifications set by
the exchange on which
it trades.
Understanding these
specifications is non-
negotiable for anyone
looking to trade. These
details are what make
Futures Made
Simple - they remove
ambiguity and create a
standardized playing
field for all
participants.

¢ Underlying
Asset: The
specific
commaodity,
index, currency,
or interest rate
being traded
(e.g., corn, the
S&P 500, the
Euro).

e Contract Size:
The exact
quantity of the

undetyiRYTURES
covered by one
contract (e.g.,
1,000 barrels of
oil, 5,000 bushels
of soybeans).
Tick Size and
Value: The
minimum price
movement for
the contract and
its corresponding
dollar value. For
the E-mini S&P
500, one tick is
0.25 index
points, worth
$12.50.
Delivery
Month: The
month in which
the contract
expires and
delivery (or cash
settlement)
occurs. Popular
months are
March, June,
September, and
December.

Last Trading
Day: The final
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day on which the
contract can be
traded before
expiration.

For nearly all retail
traders, the idea of
taking physical delivery
of 5,000 bushels of
corn or 1,000 barrels of
crude oil is impractical.
Therefore, most
traders close out their
positions before the
delivery date by
entering an offsetting
trade. You buy to close
a short position, and
you sell to close a long
position. This cash
settlement mechanism
allows traders to
speculate on price
movements without
ever handling the
physical commodity.

KEY STRATEGIES
FOR BEGINNERS

When approaching
futures with a mindset
of Futures Made

Simple, it is best to
start with
straightforward
strategies that focus
on risk management
rather than complex
algorithms or high-
frequency tactics.
There are three
primary methodologies
that provide a solid
foundation.

Trend
Following

This is perhaps the
most intuitive
approach. The idea is
to identify a market
that is clearly moving
in one direction—up or
down—and trade in
that direction. Using
simple moving
averages (e.g., a 50-
day and 200-day
moving average) can
help define the trend.
The rule of thumb is
simple: in an uptrend,



look for buying
opportunities on
pullbacks; in a
downtrend, look for
selling opportunities on
rallies. This strategy
aligns the trader with
the dominant market
force, reducing the
probability of being
wrong.

Breakout
Trading

Markets often trade in
ranges before making
a decisive move.
Breakout trading
involves identifying a
well-defined  support
and resistance level
and entering a trade
when the price breaks
decisively through that
level. The logic is that
the breakout
represents a surge in
momentum and a new
equilibrium of supply
and demand. Traders

often place a stop-loss
just inside the prior
range to protect
against false breakouts
or "fakeouts."

Range
Trading

Not all markets trend.
In fact, markets can
spend a significant
amount of time moving
sideways. In a range-
bound market, a trader
can buy at support and
sell at resistance. This
is a contrarian strategy
that profits from the
mean-reverting nature
of prices within a
consolidation zone.
This approach works
best in highly liquid
markets that are not
experiencing major
fundamental shocks.

RISK
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MANAGEMENAlines is to risk no

THE TRUE SECRET

TO SUCCESS

If there is one concept
that embodies the
philosophy of Futures
Made Simple, it is risk
management. No
strategy works all the
time. The difference
between a successful
trader and an
unsuccessful one is not
the ability to predict
the future, but the
ability to manage
losses when
predictions are wrong.
The holy grail of
trading is not a perfect
entry indicator; it is a
robust risk
management
framework.

The 1%
Rule

One of the most widely
recommended

more than 1% of your
total trading capital on
any single trade. If you

have a $50,000
account, your
maximum risk per

trade is $500. This
means that even a
string of ten
consecutive losses
would only draw down
your account by 10%.
This mathematical
discipline prevents
catastrophic losses and
keeps you in the game
long enough for your
winning trades to have
an impact.

Stop-Loss
Orders

A stop-loss order is an
instruction to your
broker to automatically
close a trade if the
price moves against
you by a specified
amount. This removes



emotion from the
equation. Without a
stop-loss, a small loss
can quickly turn into a
margin call and a
blown-up account.
Using stop-losses is
non-negotiable in
futures trading due to
the high leverage
involved.

Position
Sizing

Position sizing is the
calculation of how
many contracts to
trade based on your
account size and the
distance of your stop-
loss. Instead of trading
the same number of
contracts on every
trade, adjust the size
so that the total dollar
risk is consistent. If
your stop-loss is wide
(e.g., 10 points), trade
fewer contracts. If your
stop is tight (e.qg., 2

points), trade more
contracts. This
dynamic approach
keeps your risk
constant.

COMMON PITFALLS
TO AVOID

Making Futures Made
Simple also involves
learning what not to
do. The path to
consistent profitability
is littered with common
mistakes that are
entirely avoidable.
Recognizing these
pitfalls is half the
battle.

1. Overtrading:
The urge to be
constantly in the
market is a sure
way to lose
money. Not
every market
condition is
tradeable.
Sometimes the
best trade is no
trade.
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Overtrading
leads to
exhaustion,
emotional
decision-making,
and excessive
transaction
costs.

. Revenge
Trading: After a
loss, the natural
human instinct is
to immediately
jump back in to
"get even." This
is a recipe for
disaster. A loss
should be a
signal to step
back, review the
plan, and wait for
the next high-
probability setup.
Trading out of
anger or
frustration leads
to irrational risk-
taking.

. Ignoring the
Calendar: For
futures, specific
economic reports

(like the USDA
reports for grains
or the EIA reports
for energy) can
cause massive,
sudden price
swings. Trading
just before these
reports without
being aware of
them is like
driving a car with
a blindfold.
Always check the
economic
calendar before
entering a
position.

. Lack of a

Trading Plan:
Trading without a
written plan is
akin to sailing
without a map. A
plan should
define your entry
criteria, exit
criteria, stop-loss
level, profit
target, and
maximum risk
per trade. Having



a plan forces
discipline and
removes
emotional
impulse from the
decision-making
process.

THE
PSYCHOLOGICAL
EDGE

Beyond the technical
and mechanical
aspects, trading
futures requires a
specific  psychological
mindset. This is often
the hardest part for
beginners. The market
is @ mirror that reflects
your own emotional
state. Fear and greed
are the two primary
enemies of the trader.
Making Futures Made
Simple involves
developing a routine
that fosters calm,
disciplined decision-
making. This might
include journaling your
trades to review your
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emotional state,
meditating before the
trading session begins,
or simply setting a
timer to remind
yourself to take breaks.
The goal is to detach
from the immediate
outcome of a single
trade and focus on the
consistent execution of
a profitable process
over many trades.

The concept of
expected value is
crucial here. If a
strategy has a positive
expected value, it will
be profitable over a
large sample of trades,
even if individual
trades result in losses.
Focusing on this long-
term expectancy helps
traders accept losses
as a normal part of
doing business, rather
than as a personal
failure.

CONCLUSION

Demystifying the
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futures market is
achievable for anyone
willing to put in the
study time. The
principles behind it are
logical and rooted in
the practical needs of
businesses to manage
risk. For the individual
trader, the journey to
success is not about
finding a secret
indicator or a magical
pattern. It is about
mastering the basics:
understanding contract
specifications,

respecting leverage,
implementing strict
risk management, and
cultivating a disciplined
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mindset. When you
strip away the noise
and the hype, Futures
Made Simple
becomes a reality. It
transforms from a
confusing, high-stakes
casino into a
structured, predictable
environment where
those who follow the
rules can consistently
participate and profit
over the long term.
Start small, focus on
one market, and
prioritize capital
preservation above all
else. The markets will

always be there
tomorrow, and so
should you.



