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you ever think of following the coffee
futures? Are the two positively or nega-
tively correlated? Chances are you may
not know, but it may be worth your effort
to analyze such correlations. But that
would require analyzing so many related
markets it might not be worth your time.
Fortunately, to reduce the time spent in
analyzing the interrelationships among
various markets, Commodity Systems,
Inc. (CSI) has developed an intermarket
correlation report, which can go through
as many as 250 million market pairs with
the click of a button and spit out a list of
those that are significantly correlated
with each other.

This tool is especially useful for spread
traders since it identifies low-risk trad-
ing opportunities. Since it is a visual tool,
you can easily see the relationship be-
tween two markets and also see where
you can enter and exit your trades.

FEATURES
Once you have a username and pass-
word, you’re ready to test out all the
features. The interface is simple and
what you’ll see first on your browser is
a small window with tabs across the top
of the page (Figure 1). You can opt to
analyze a single pair of markets, one

If
you own shares of Starbucks,
Inc. (SBUX), there’s a strong
chance you follow that stock
on a regular basis. But do
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market with everything else, multiple
pairs of markets, or everything vs. ev-
erything. I started with the One vs. One
tab (that is, analyzing a single pair of
markets). I selected two symbols, one
commodity and one stock related to the
commodity, and selected a 30-year analy-
sis. Once I entered the information and
hit the view button, a report displaying
the correlation coefficient as well as a
chart showing the relationship between
the two appeared. This lets you see the
correlation. There is a third line known
as the “signal line” that shows the rela-
tive difference of the two markets. This
can be used to time your entries and exits.
For example, when the signal line is in
negative territory, it means
the market represented by
the red line is leading the
market represented by the
blue line.

Another approach is that
once you find a market to
trade, a spread trader should
look for a market to trade
on the other side. To do this
you can utilize the One vs.
All tab. You enter the trad-
able, which could be either

a stock or commodity, then compare it
with all other commodities and stocks.
Select your lookback period, macro-
economic series if you choose, and ap-
ply a filter to find the stocks that are
highly correlated. A list of all stocks or
commodities that are highly correlated
with your tradable will be displayed
along with their correlation coefficient.
You can sort based on the coefficient,
which makes it easy to identify those
stocks that are positively or negatively
correlated. You can then find the z-
score and signal chart for the pair. The
z-score is significant since a larger value
means more powerful results.

Other options include comparing

FIGURE 1: INTERFACE. The look and feel of this tool is simple and there
are few options for you to choose from, making it flexible to identify pairs
that meet your trading needs.
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multiple pairs of markets where you
enter commodity and stock symbols,
select the time period to analyze, select
the filter, and select whether you want
to view the matrix in HTML.

The All vs. All option is one I found
really interesting (Figure 2). You can
select stocks and/or commodities, your
lookback periods, filters, opt to look for
positive or negative correlations, and
select the maximum results to display.
In less than a minute after hitting the
view button, you’ll see a display of all
pairs and their correlation coefficient
that meet your search criteria. The
choices are many, but it’s simple to
identify those that can be traded.

Intermarket analysis has always had
a strong foothold in the trading world.
Although nothing in the markets is reli-
able, knowing which market is posi-
tively or negatively correlated with what
you want to trade will give you an idea
of its future direction. After all, isn’t the
objective of trading to trade in the direc-
tion of the market? And what better tool
than the intermarket correlation analy-
sis from CSI?
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FIGURE 2: ALL VS. ALL. This option displays a list of all correlated markets based on your selection criteria.
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