
Unleveraged Players – Hedgers, Commercials  
 Unleveraged players, a.k.a. “commercials” are corporation with market risk of crude or corn or any future contract.  

End Users 
For example an end user would be a refiner who’s an end user of crude oil; Kellogg Cereal is an end user of corn which 

they use to make Corn Flakes. 

End Users are at risk to the price of their commodity going higher.   Because Kellogg doesn’t buy & store all the corn 

(and sugar, etc.) to lock in their production price for a protracted period of time.  Instead they purchase quantities over 

the course of the year.  If the price of their commodity goes up, they will have to pay a higher price to make their 

product.   

Companies can choose to run this risk or they can choose to hedge it by buying futures.  Companies can also choose to 

hedge their risk internally.  Staying with our refinery, they purchase crude and convert it to Gasoline & Heating oil.  If 

they enter into a contract to buy crude, they may simply sign a contract to sell the finished product instead of using 

futures and hedging their risk.   

 

End Producers 
End producers create the product or make a product usable.  For example, refiners buy crude oil and refine it into 

gasoline, heating oil and all the other distillates.  Kellogg’s doesn’t grow their own corn, they purchase their corn from 

farm consortiums.  The farmers are the End Producers of corn; while refiner are the End Producers of Gasoline, 

Heating & other crude made products (propane, rubber, Vaseline, Crayons, etc.) 

Since producers are seller of their end product, they are at risk to the price going down.  To hedge their market risk, they 

would sell future contracts.   

Leveraged Players 
Leveraged player in any market describe those people who will borrow to express their trade.  Futures contracts are 

leveraged – whether you need them to be or not. 

With crude Oil Futures, Initial margin is $3190 per contract.  If crude oil is trade at $50/ barrel you have a contract value 

of $50,000. The buyer & seller are posting 6.38% (3190 / 50000) of the contract’s value as initial margin or a leverage 

factor of 15.67.   

Speculators 
Speculators love leverage and with good reason.  For a relatively small investment they can reap great returns.  Of 

course, the ever optimist living within us rarely chooses to look at the double edge sword.  In futures contract, you can 

LOSE MORE THAN YOU INVEST.  Please see the Margin Examples above for an illustration. 

Types of Speculators 
Short Term Speculators or Day Traders: this user group most often uses a trading system to make their trading 

decisions.   

Short Term Speculators Trading Systems 
Short term speculators typically use some type of trading system which, theoretically, take ego & emotion out of 

the game, allowing market indicators to dictate the trades.  When used responsibly a trading system is, in my 

opinion, is a worthwhile way to speculate.   

But the myriad systems are not without their weaknesses.  The largest weakness is an over reliance on when 

and how to enter trades and an under-reliance on risk management.   



Back-testing technical trading systems  

 

Arbitrageurs 
Arbitrageurs take advantage of price anomalies between similar products when the price between the products 

reaches a level outside of normal range.  The arbitrageur enters a trade, looking to reverse the trade when the 

prices between the products normalizes.   

 

In effect, a market maker is also an arbitrageur.  A market maker is a liquidity provider to the market.  Their 

mandate is to provide a bid and an offer, prices at which market participants can trade.   

 

The misconception that arbitrage is exploiting an obvious mispricing in the market.  There Ain’t No Such Thing As 

A Free Lunch (TANSTAAFL).   

 

 

Uses & Applications of Market Participants 
 

The step I lay out in this section will serve as a template for all market participants and products.  Let’s use our crude oil 

futures contract, since we’re most familiar with that product.  The first thing to do is to define the risk o the entity: 

1) Will the end user experience price risk if prices of the commodity go higher or lower? 

EXAMPLE: 

Let’s assume we’re in the oil exploration and extraction business.   

In which direction does the END PRODUCER of oil have price risk?  

 

 

 

 

If you guessed when prices go down, you would be correct.   

 

1) Will the end user experience price risk if prices of the commodity go up or down? 

2) EXAMPLE: 

3) Let’s assume we’re in the refinery business.  We purchase oil and refine it into gasoline, heating oil and other by-

products of crude oil.   

4) In which direction does the END USER of oil have price risk?  

 

 

 

 



If you guessed when prices go up, you would be correct.   

 

In the typical futures market, it’s the End User & End Producer that create the need for the futures product.  Consider 

the refiner needs to purchase oil at different points in time when there is high demand for gasoline and heating oil.  If 

the price of oil rises when the refinery is purchasing oil, but they are unable to capture a profit due to the price of 

gasoline they will have little if any profit margin to show their shareholders.   

The opposite is true for the oil & exploration company.  So changes in the price of oil result in a REAL change in their 

profit margins, net profits and credit quality.   

The speculator needs a liquid product and one which is volatile enough to offer strong profit incentive.  A market like 

crude oil, with so many moving parts will be attractive to the arbitrageur.  
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