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This issue focuses on the futures calendar trade. How to determine the trade signals? How to attribute
the trading performance?

Futures Calendar Trade

The calendar trade is to short the 10 year Mar and long 10 year June futures. We use market data from
February 5 — March 9.

Trade Signals. The result suggests entering or exiting the trade by the spread between the market
calendar spread and the model calendar spread. The figure below depicts the mean reversion of the
spreads over the sample period. The market spread is shown to be wide at the beginning of the sample
period but tightens at the beginning of March.
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Hedge Effects. The figure below depicts the key rate DVO1s of the trade. The result shows that the
DVO0L1 risk is only around $100 at the 10 year term.
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Key Rate DVO1s
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Performance attribution shows that the change in the cheap/rich of the CTD is an important
driver of the P/L of the trade. The P/L is the blue line. The residuals (not explained by the model)

are negligible.

Performance Attribution: short 1IMM Mar10 , long 1MM Jun10
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Conclusions. The analysis shows that sources of risks and returns of the calendar trade that
traders can use to identify trading opportunities
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Disclaimer

This article is distributed for informational purposes only. Forecasts, estimates, and certain
information contained herein are based upon proprietary research and should not be considered
as investment advice or a recommendation of any particular security, strategy or investment
product.
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