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Trading Strategies and Analysis Glossary

Arbitrage: Arbitrage is the practice of simultaneously buying and selling an asset in different markets to take
advantage of price differences. In oil and gas trading, arbitrage opportunities can arise when there are price
discrepancies between different regions due to factors such as supply and demand imbalances,
transportation costs, or market inefficiencies.

Backwardation: Backwardation is a market condition where the spot price of a commodity is higher than the
futures price. This situation typically occurs when there is a shortage of the commodity in the market,
leading to immediate demand and higher spot prices. Traders can capitalize on backwardation by selling
futures contracts and buying the physical commodity at a lower price.

Bollinger Bands: Bollinger Bands are a technical analysis tool used to measure price volatility and identify
potential trend reversals. The bands consist of a simple moving average (SMA) and two standard deviation
bands above and below the SMA. Traders often use Bollinger Bands to determine overbought or oversold
conditions in the market.

Contango: Contango is the opposite of backwardation, where the futures price of a commodity is higher
than the spot price. This situation typically occurs when there is an oversupply of the commodity in the
market, leading to lower immediate demand and lower spot prices. Traders can capitalize on contango by
buying futures contracts and selling the physical commodity at a higher price.

Day Trading: Day trading is a trading strategy where traders buy and sell financial instruments within the
same trading day to capitalize on short-term price movements. Day traders often rely on technical analysis,
such as chart patterns and indicators, to make quick trading decisions. In oil and gas trading, day trading
can be challenging due to the highly volatile nature of the market.

Derivatives: Derivatives are financial instruments whose value is derived from an underlying asset, index, or
reference rate. Common types of derivatives include futures contracts, options, and swaps. In oil and gas
trading, derivatives are used to hedge against price fluctuations, speculate on future price movements, and
manage risk exposure.

Fibonacci Retracement: Fibonacci retracement is a technical analysis tool used to identify potential support
and resistance levels in a market. The tool is based on the Fibonacci sequence, where key retracement levels
of 23.6%, 38.2%, 50%, 61.8%, and 100% are drawn on a price chart. Traders use Fibonacci retracement levels
to determine entry and exit points for trades.

Futures Contract: A futures contract is a standardized agreement to buy or sell a specific quantity of a
commodity at a predetermined price on a future date. Futures contracts are traded on exchanges and serve
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as a way for market participants to hedge against price risk or speculate on future price movements. In oil
and gas trading, futures contracts are commonly used to lock in prices for crude oil, natural gas, and other
energy commodities.

Head and Shoulders Pattern: The head and shoulders pattern is a popular chart pattern used in technical
analysis to predict trend reversals. The pattern consists of three peaks – a higher peak (head) flanked by two
lower peaks (shoulders) – and a neckline connecting the lows of the peaks. Traders look for a break below
the neckline as a signal to enter a short trade.

Hedging: Hedging is a risk management strategy used to offset potential losses from adverse price
movements in the market. In oil and gas trading, companies often hedge their exposure to commodity price
fluctuations by entering into derivatives contracts, such as futures or options. Hedging allows companies to
lock in prices and protect their profit margins.

Ichimoku Cloud: The Ichimoku Cloud is a technical analysis tool that provides information on support and
resistance levels, trend direction, and momentum in the market. The cloud consists of five lines – Tenkan-
sen, Kijun-sen, Senkou Span A, Senkou Span B, and Chikou Span – that form a cloud on the price chart.
Traders use the Ichimoku Cloud to identify potential entry and exit points for trades.

Leverage: Leverage is the use of borrowed funds to increase the potential return on an investment. In
trading, leverage allows traders to control a larger position with a smaller amount of capital. While leverage
can amplify profits, it also magnifies losses, making it a high-risk strategy. Traders should use leverage
cautiously and be aware of the risks involved.

MACD (Moving Average Convergence Divergence): MACD is a technical analysis indicator that measures the
strength and direction of a trend in the market. The indicator consists of two lines – the MACD line and the
signal line – as well as a histogram that shows the difference between the two lines. Traders use the MACD
indicator to identify potential buy and sell signals based on crossovers and divergence.

Options: Options are derivatives contracts that give the holder the right, but not the obligation, to buy or
sell an underlying asset at a specific price within a set timeframe. There are two types of options – call
options, which give the holder the right to buy the asset, and put options, which give the holder the right to
sell the asset. In oil and gas trading, options are used for hedging, speculation, and risk management
purposes.

Overbought: Overbought is a technical analysis term used to describe a market condition where the price of
an asset has risen to a level that is considered too high and may be due for a correction. Traders use various
indicators, such as the Relative Strength Index (RSI) or Stochastic Oscillator, to identify overbought
conditions and potential selling opportunities.

Oversold: Oversold is the opposite of overbought, where a market condition occurs when the price of an
asset has fallen to a level that is considered too low and may be due for a rebound. Traders use indicators
like the RSI or Stochastic Oscillator to identify oversold conditions and potential buying opportunities.

Position Trading: Position trading is a long-term trading strategy where traders hold onto their positions for
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an extended period, ranging from weeks to months. Position traders typically rely on fundamental analysis,
such as economic data and geopolitical events, to make trading decisions. In oil and gas trading, position
trading can be beneficial for capturing major price trends and avoiding short-term market noise.

Relative Strength Index (RSI): The Relative Strength Index is a momentum oscillator that measures the speed
and change of price movements in the market. The RSI ranges from 0 to 100 and is used to identify
overbought and oversold conditions. Traders look for divergences and crossovers in the RSI to generate buy
or sell signals.

Scalping: Scalping is a trading strategy where traders make numerous small trades throughout the day to
capitalize on minor price fluctuations. Scalpers aim to profit from small price movements by entering and
exiting trades quickly. In oil and gas trading, scalping requires quick decision-making, tight risk
management, and a deep understanding of market dynamics.

Spread Trading: Spread trading is a strategy where traders simultaneously buy and sell related assets to
profit from the price difference between them. In oil and gas trading, spread trading can involve trading the
price differential between different grades of crude oil, different locations, or different delivery dates.
Traders use spreads to hedge against price risk and take advantage of arbitrage opportunities.

Support and Resistance: Support and resistance levels are key technical analysis concepts that represent
price levels where a security is expected to encounter buying or selling pressure. Support is a price level
where demand is strong enough to prevent the price from falling further, while resistance is a price level
where supply is strong enough to prevent the price from rising further. Traders use support and resistance
levels to identify potential entry and exit points for trades.

Swing Trading: Swing trading is a trading strategy that aims to capture short- to medium-term price
movements in the market. Swing traders typically hold onto their positions for several days to weeks,
depending on the duration of the price swing. In oil and gas trading, swing trading can be profitable for
traders who can accurately predict price reversals and trends.

Technical Analysis: Technical analysis is a method of evaluating securities based on historical price and
volume data. Traders use technical analysis tools, such as chart patterns, indicators, and oscillators, to
identify potential entry and exit points for trades. In oil and gas trading, technical analysis is used to analyze
price trends, forecast future price movements, and make trading decisions.

Trend Following: Trend following is a trading strategy that involves buying an asset when its price is in an
uptrend and selling it when the price is in a downtrend. Trend followers aim to profit from sustained price
movements over time by riding the trend in the market. In oil and gas trading, trend following can be
profitable during periods of strong price trends but requires discipline and patience.

Volatility: Volatility is a measure of the degree of variation in the price of an asset over a specific period.
High volatility indicates that prices are fluctuating widely, while low volatility indicates that prices are
relatively stable. Traders use volatility as a key factor in determining risk and position sizing in their trading
strategies. In oil and gas trading, volatility can be influenced by factors such as geopolitical events, supply
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and demand imbalances, and economic data releases.

Volume: Volume is the number of shares or contracts traded in a security or market during a specific period.
Trading volume is an important indicator of market activity and liquidity, as high volume typically indicates
strong investor interest and price movement. Traders use volume analysis to confirm price trends, identify
potential reversals, and gauge market sentiment. In oil and gas trading, volume can provide insights into
market participation and the strength of price movements.

Williams %R: Williams %R is a momentum oscillator that measures overbought and oversold levels in the
market. The indicator ranges from -100 to 0 and is used to identify potential reversal points. Traders look for
readings above -20 as overbought conditions and readings below -80 as oversold conditions. Williams %R
can help traders generate buy or sell signals based on divergences and crossovers.

Yield Curve: The yield curve is a graphical representation of interest rates on bonds of different maturities.
The curve shows the relationship between short-term and long-term interest rates and is used by traders to
gauge the economic outlook and inflation expectations. In oil and gas trading, changes in the yield curve
can impact energy prices and market sentiment, making it an important indicator to monitor.

By mastering these trading strategies and analysis concepts, participants in the Professional Certificate in Oil
and Gas Trading program can enhance their trading skills, make informed decisions, and navigate the
complex energy markets with confidence.
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