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Preface II

Preface

Energy, Tao and Art in the Investment of Gold Futures

It is a little strange to put the core value of Cheung Kong Graduate School
of Business, “Energy, Tao and Art”, in the preface of this book, which is
written by two young returned overseas graduates, but these are the best words
coming into my mind. When I got to know John and David for the first time, I
was surpn'éed by their talents, especially their academic degrees, which were
very difﬁcult‘ to obtain in Britain, the capital of finance. Then I was impressed
again by their capability of combining their talent of mathematics with finan-
cial investment, and combining advanced international methodology with the
current situation in China. When I recommended them to Mr. Peter, presi-
dent of CMC Group, he was also surprised and delighted. In April, when I
traveled back to Beijing, I saw this book in my office, which better embodied
their talent and will for exploration. Now, when Shanghai Futures Exchange is
greeting its 100 — day anniversary for the gold futuges trading startup, John
and David decide to share their experience with people who are going into this
rising market. These two young guys are devoted into this field, seeking for
the mystery of Energy, Tao and Art in this market, which could be a magic
weapon for futures traders. They are so lovely that I could not help to write

this preface as my recommendation. And I hope to see more people devoting
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their talents into this emerging industry.

From commodity to currency, then currency to investment, gold is a
“monster” created by human society. On the other hand, with the Classical
Economics of Adam Smith splitting into three; “Marx’s Plutonomy, New Classi-
cal Plutonomy and Keynesianism, Friedman’s Modern Currency and Finance
Theory, and New Liberal Economic Theory”, U. S. produced a “freak” —the
Futures, together with Dollars and Treasury Bond. Combined with a “monster”
and a “freak” , what does “gold futures” indicate, and what will it bring to the
economic society? It is a mystery to be interpreted. I'm very delighted to see
that these two young scholars take this significant topic as the foundation of
their career. In this book, the whole situation of the global gold futures market
is discussed, from which we can see that the authors are confident and compe-
tent to absorb “Energy” from the global circumstance. Then they talk about the
special situation in China to reveal the development direction, or the “Tao” of
Chinese gold futures market. The best part of this book is that it is not just a
collection of existing material and theory analysis, but a guidance to good oper-
ation in this market based on the authors’experience. It is the first time that the
skills of gold futures investment are introduced on the basis of gold price and
the mechanical trading system is recommended. We can say that the “Art” in
gold futures trading is also displayed in this book.

What else worth mentioning is that different trading models, investment
analysis and risk management are discussed in detail after briefing the basic
idea of the investment and trading of gold futures. First, the foundation of gold
futures trading and investment analysis, the price analysis, is built based on
the prevailing “fundamental analysis method” . Second, the model of the

price analysis is constructed through a comprehensive consideration of supply
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and demand of gold, macro economy, regional politics and international situa-
tion, as well as the oil price, US dollar’s future trend, economic period, infla-
tion and interest and exchange rate. Third, this book is focused on the techni-
cal analysis instruments, including diagram analysis, trend analysis and mo-
dality analysis. At last, the subject of this book is formed, which is the profit
making in gold futures investment. The structure and operation of the mechan-
ical trading system is elaborated through detailed cases of hedging and arbi-
trage, where the main method for profit making is recommended. The two
authors’ profession and capability is reflected by this smart mechanical trading
system, through which the applicable proposal for the gold futures investment
is attainable, and the Art of this industry will be more developed.

In the context of transformation of the international currency system, finan-
cial system, and the economy, the orientation and role of gold still remains ob-
scure. Gold futures trading looks just like a derivative product from the market,
but it could possibly open a door to the mystery of the financial market system.

Now, when Shanghai Futures Exchange greets its anniversary for the gold
futures trading startup, it is our sincere hope to make joint efforts for further
development of gold futures business as well as active exploration of its role in

China’s socialistic market economy.

By Zhonghui Wang *
July, 2008

*  Wang Zhonghui, Deputy Chairman of China Gold Association, China Futures Association, and China
Jewelry Association, Chairman of Beijing Futures Association, Doctor of Finance major in gold study, and

President of Jingyi Group.
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Foreword i I

' Foreword

As a kind of mature investment varieties in the international financial
market, gold futures has been accepted by more and more institutions and in-
dividual investors in worldwide. However, in China, it is still a new invest-
ment product. On Jan. 9"2008, approved by China Securities Regulatory
Commission, gold futures officially went public for trading in Shanghai Futures
Exchange. It is a milestone in the course of the marketing of gold in China.
Though there is still a long way to go for the gold futures market of China to be
well — developed, and there might be a lot of problems and difficulties ahead,
it is undeniable that gold futures investment will be widely accepted in China,
and the gold futures market will become accessible to individual investors, as
the reform and opening — up keeps deepening and people’s investment desire
keeps growing.

Looking back to the development history of gold futures, this book is try-
ing to introduce and analyse the game rules, operation methods and risk man-
agement from a pragmatic perspective, so as to help readers acquire invest-
ment skﬂls, sensitivity to opportunities, awareness of risks, and better chance
for success.

This book consists of four parts. Firstly, the concept of futures and the
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mechanism of futures exchange are introduced to show the difference between
futures trading and spot trading. secondly, the development of gold futures
market is elaborated, and the analysis methods in the conceptional and tech-
nologic aspects of gold futures trading are concluded and interpreted. thirdly,
the practical operation of gold futures, including hedge, arbitrage and specu-
lation, is discussed with an emphasis on the practical QF mechanical trading
system, which is developed by the writers during their practice. And the forth
part of this book is talking about the risk recognition and risk control in gold
futures market.

Sages say: For an excellent billiardist, it is more important to control the
cue — ball than to stroke the ball to the pocket. Actually, this is not only the
rule in the billiards, but also a good inspiration in the operation of gold fu-
tures trading. It is hoped that readers will become more rational and confident
in gold futures trading after reading this book, and more people will get inter-
ested in this new field. With our joint efforts, Chinese gold futures industry
will be prepared both theoretically and practically to face the international

market. Your advice and suggestions are appreciated.

By John Yun and David Yun
July, 2008
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