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Futures, the Coveted Scapegoat

(Editor's note: In liew of a President’s Report this month,
he FlA is a recent speech by Loo Melarned,
Tairman of Dellsher Investment » chalrman of
he executive commitier of the Chicago Mercantile Ea-
hange, and a director of the FIA. Mr. Mclamed delivered
his thoughi-provuking speech during a seminar spon-
ored by the American Enterprise Instilute on Oclober
131, In Washingion, D.C.)

“I's hudicrows to think thai foreign eschange can
mirusied 10 a bunch of pork belly crapshoolers,” pro-
lasmed a prominant New York banker back in 1972
he eve of the Merc's launch of the International Monelary
Aarkst

“The New Currency Market: Stricthy for Crapshooters,”
whood Business Week and wrote that i vou Faney vour.
elf an international money speculator but lack the re
wources . . . vour day has come!
natory jokes , false accusatbons . apinions, half.
ruths, oul-and-out les—siuch has been ihe burden and
ste of futures markets; thus it has been . . . thus @t will
0 doubt remain.

And why not® From time immemonial. predicting the
uture has been a hazardous oocupation. Good news was
miversally welcome, bul its fallure o marerialize or its
Dianterpar wias shabbily treated. "Behead the messengor
o bad udings” was not an uncormmon reward.

Has am changed?

During the 1977-78 larm crisis, U.S. farmers drove their
ractors 10 LaSalle Streetl lo protest low prices on their
woducts. A few years earlier (1973-74), a group of Chicagn
wusewives marched on the Merc 1o protest high prices
or food products, Dbviously. our markets were the cause

flas anvthing changed?

Back in the early 15005, afier the War of 1812 had plaved
wvoc with the US. farm economy, anti-speculathe sen-
imment was rampant. Buyving forward was . Bt

market which also allowed the forward
sinful. The New York legislature. in its ultirmate
visdom and exhibiting ils economue astuleness,
w enacting legislation banning all forward selling.

Has anything changed”

In January of 1845, T0 later., leaders of the Amer-
can Agricuiture Movernen! warited exactly that, Ban shor
ales in futures, they demanded , because selling depresses
WioEs.

Later . this year, mounting frusiranons over our nation's
ailed agriculture policy. its low farm prices, its record
rop surpluses and s sagong land values, caused farm

o few done o lirte 10 make so much from so man *
Futures and options. that linle uaderstood comer of

business activily . that complex arena of esateric econom.
ics, that distant cousin of the financial community—is
abvays a lightning red for those who seek 8 convenient
:.lpqn-l...lph-n blame . . . a place shrouded

HEAUMINES

m&-m&-nmmum.m”
u¢mhmm:m.mum.;
nasty going on out thers,

Ga 10 the trading flcor . . . numulivous, colarfisl, rowdy
- - - no place for lagitimate business acthity!

I.ﬂ.hm#hhm-- - .hﬁlﬂlﬂﬂ.
undignified .. . not to be rusted with serious financial
matters!

And what do thelr traders do? They speculise; clearty
o place for real invesoments!

By the way. have you ever checked the definitions?

Speculation. Tu enygage in a risky business venture on
the chance of making large profits.

Investment: To pul money inle business in order 1o
make a profit,

Who am | lo quarrel with Welwter 5, bul it sounds like
2 distinction without murh difference.

Has anvthing changed™

In 1976 when the T-bill and T-bond futures markets
lesaly warning of the negative impacts of these pew in-
venlions. ther enfevorable effect on the underiving cash
markets, their lendency 10 cause price distortions 1o the
actuals. their disruptive marke! influence due 1o fraud-
ulent acts by their members and thewr negatine impact 1o
the Treasur s debdtl management activities. Were it known
then of vur svestual 200-phas billion dollar deficih, these
futures purely would hane beer a candidaie for its probable
causr.

Listen 1o what the respected Leonamast had 1o say sbout
the new intérest rate markets in its V1776 issue:

A FLITTTER ON INTEREST RATES
“Like Linda Lovelace, the girl with the devp throat. the
International Monetary Market (IMAL of Chicago Mercan-
nle wies 10 make money by being more out-
rageous than it rivals. Now thar s currencies Rutures
market is well establobed—it was i 1972 by women
in fancy dress—the INMA] has this month opened a trading
pit in United Siates reasuny bil) futures. Bidding for the
governmen! paper takes place on the same floor as for
pork bellies. live cattle and threr month eggs *
Or. listen 0 Barron's. a lesw vears kater, ahout the new
stock index futures marker

PIN-STRIPED PORK BELLIES: WHY STOCK INDEX
FLTURES ARE RED HOT

‘Like their lighming-paced video game counterparts.
stock index futures offer instant gravification or st
annihilation depending on the accuracy of your impulses
and the of your reflexes.”

What fun' A new futures imarket is always fair game for

ridicule. derision or mockery. For on this point. there is
noar unanimous consensus: they are a coveled and uni-
versal scapegoal,
Well. we are here 10 subrmit that futures and options
Miarkets—while surely not immune feom eriticism, whide
surely not utopian . while surely not without sun—neither
are they the work of the devil?

The nexl time you hear a story, se¢ » headline, hear a
rumor maligning futures and options. ask voursel would
the world's financial svstern have survived the econunmic
atresaes and strains of the 70's and early 50's as well as it
did without these markels?

Ask yoursell. would the shurinking base of private sector
capital have been equal 10 the increased public secior
domands without throwing the free world inio financial
chas, were it not that Rehures markets provided a new
and more efficient means of capital utilization ?

Would the speculative fove s undeashied by snlatile price
movements due o inflation and record
interest rates followed by unprecedented disinflation and

lalling interes rates. not have materially disrupiad il
world s financial fabric were it not that futures and option:
acted as a buller and 3 pressure vahe?

Would the shrinking world we live in. where 8 bank ir
mmmmhum-WWMﬁml
where an event in Abu Dhabi s as close as vour nearvs
ldrplm.nuldnhnﬁnm.mchuﬂmdn:
provide. 1o instanth partake and protect yoursel! fron
significan world svem? (ndeed
hﬂﬂunﬁbﬂnhhmmdﬂpliwumﬂmmphr
would they nat have been invented by now?

Ash yuurself. were there no economic justification for
financial futures. how could these markets huave achieves
mmmhimdmmgﬂ;'
m:ﬁdmmmﬁm, financial insti
tutions. so many pension and fand « the
world over” Have all of them hmmhmﬁ1ww

Ask voursell. how could Exchange membership scrnlls
mﬁﬂdﬂmﬁh&wﬁhmmmmxm
senting the veny high priests of the 1emples of finance—
Coldman Sachs. Phibro-Salomaon. Morgan Staniey. Mor
“‘l m*ﬂlﬂmm.ﬂliﬂp.u“.uﬂﬁl} .'l-.'-“-1 B

on and i ;
.?ﬂthtlﬂﬂﬂmb&lmmdwi

VOLUME INCREASFS

Ask yoursell . how could the transaction volume of thes
markets have experienced such unparalleded (nereases
urtless there was a fundamenial reason for their need g
a modern loal of business and Rnance.

— 1960 volume . 7.8 million ransactiony;

—1870 volume on the eve of the financial futures re
olution. TLE mullion runsactions;

— 1850 volume. 82.1 million transactions. a 579% gronth
in 10 vears;

—and, four vears later, 1984 volume was 1583 million
Uransactiong

Ask voursell how thise markets could be as evil as the
detractors claim. and et be as coveted and as the
are by every financial center of the world. be it
“M_ H_ lhh Hnnu"ldﬂllﬂiml.ﬁ!il lm“lhl -
Tokyo. Great Britain or Geneva. Brussels or Brazil s ever -
one blind 10 their wickedness?

R by

LS. agencica of impeccable

eredentials and unquesnonable qualifivations®

How could they have escaped the truth from the intense
wdmmh&:n—ﬁﬂmdm
Federal Reserve Systems. the ‘ommodity Putures Trading
Commission. the Securites and Cornmission
with assistance from the U.S. Treaswry in conjunction with
the study mandated by the US. Congress for the enpres:
purpose of determining the effects on the U.S. econom
as a result of trading in futures and oprions.

A study o comprehensive it took over two vears ic




more than 100 financial institutions and commercial Brms
who participate in these markets, included a broad SUNCy
of i paricipants conducied by Market Facts. in-
a poll of outside eaperts on various issues raised
by Congress. included an extensive survey of about 50
years” worth of academic articles written on the subject
of futures and options and included the tion of
several original special papers on selecied facels of the
questions raised by Congress.

A study, under the helmsmanship of the Fed which was
so all inclusive that it covered virtually every issue ever
rnlud:hmﬂlheunwkmmdmnimduch&mtnm-
aspect. A study whose result was a massive document
which. together wilh the Fed's separaie report on secu.
rities and futures margin, represented the most compre-
hensive report on the subject ever produced.

STUDY FINDINGS

Ask vourself how these markets could be as evil as the
myths about themn claim and yet be the recipient of the
following findings by the Fed. 10 wit:

1. That financial futures and options do serve a useful
economic purpose by providing a more efficient way 1o

risk;

IL. That, if anything. the liquidity of related cash mar-
kets such as those for .S, Treasury securities and com-
mon stocks have been improved by the presence of futures
and 3
in. mtm-ppurmhemﬂmjﬂcmtusmlnqv
problems concerning either manipulation or cusiomer
protection.

Ask voursell, how could these markets have so fooled
the experts that they would offer the following specific
endorsements, 1o wil:

A. That “it would appear that futures and options make
possible greater output per unit of productive resources,
Mtumdwmdm}'m:mwmhﬁcﬂhm
vation.”

The practical importance of this statement must be
underscored. It means the Fed found that anvone who is
charged with managing other people’s money—and this
includes pension fund managers, stock and bond mutual
funds. and banks—can produce higher rates of return
with our markets for any given level of risk. Or., if greater
stress is laid on risk. the same rate of return can
be earned but at a lower level of risk. Either way. pen-
sioners, investors.and bank depositors can be better served.

B. That the age-old assertion thal positions taken in
futures and options dhvert investable funds from the res
of the economy, is blatantly false.

C. That®. . .itappears that financial futures and oprions
ket liquidity, ps most particularly, iquidity in mar-

That, from the Fed's standpoint, this means their *. _ .
ability to conduct open market operations in an orderly
manner across a range of maturities in government se-
curities appears 1o have been enhanced by the new futures
and options contracts.” It also means that *. . . the Trea-
m'lﬂqmmmmmﬁnmh

Indeed, E. Gerald Corvigan, President of the Federal Re-

“ . .if would appear that futures and opfions
make possible greater output per unit of pro-
ductive resources, just as in the case of any
cost saving technological innovation.”

serve Bank of New York, recently concurred. siating: “The
MMMdMMrMﬂ;hhrm
than what most observers would have imagined a few
shorts vears ago.”

Ask yourself. If accusations made against these markets
were true, then how could the Fed study conclude that
the public benefits as a result of their application and
utilization. That the improved liquidity in the Treasury
securitics marke! means interes: rates paid by the tay-
payer on debt incurred by the Federal government is lower
than they would be without financial futures markets,
And. that from interndews with investment banking firms.
it is clear the ability 10 hedge corporate bond undenarit.
inpfmduhllmwrﬂ*hmufmndshrﬂuprhme
sector as well.

D. That *most formal empirical studies of the impact
ufhmmmﬂopthmmutrummhmuﬁetmw
direct studies on the behavior of cash market prices sug-
gest that it is stabilizing. or a1 least do not establish that
it is desiahilizing "

Yes, we are here to submit that if you asked vourself
these questions. if vou reflected on the answers., vou would
hmmdnrm“miulmkal about deroga-
tory comments. defamatory innuendos, inflammaton
jokes, false assertions, misleading opinions. half-truths or
the out-and-out lics one reads and hears about futures
and options,

Na. we are not without sin, but neither are we the work
of the devil.

NOTHING'S CHANGED

&nmhm{mvrmmmum“?&mnvnpﬁt
things to change? Can we expect a fairer reviewy now that
the mandate of Congress has heen satisfied. now that we
have some credible answers 1o age-old concerns . . . cor -
cerns which have historically plagued and inhibited the- o
markets? Can we now expect futures and options to | -
come a universally accepted and integral tool of risk m: o
agement? Can we do away with symposiums such as 1 1is
one whose motivation is simply to explain our merit : nd
necessit?

Forget it. Some things never change. Listen, Cover story,
Business Week, 916/85:

PLAYING WITH FIRE: AS SPECULATION REPLACES
INVESTMENT OUR ECONOMIC FUTURE IS AT STAKE

“Ah, progress. Spurred by deregulation, the financial
inventors have been working overtime, Thev've churned
out a vast array of new instruments and created whole
Mwm-heu.ll':nmvpnabhhrnmnmmmdﬁun
or company 1o take a financial position almos! instans-
aneously in just about anything. anvwhere. What only 15
YEars ago was an v restrictive financial system
has been recast in a pluralistic, almost anyvihing goes moid.

" .. by stoking a penasive desire 1o beat the game,
innovation and deregulation have tilted the avs of the
financial systern away from investmen! 1oward specula.
tion. The U.S. has evolved into what Lord Kevnes might
have called a ‘casino societ'—a nation obsessivel devoted
to high-stakes financial maneuvering as a short-cut 1o
wealth.”

Imagine that, Business Week paving homage 10 Lord
Kevnes. Will wonders never ccase!
T‘Iul';rUn.Snmedﬂnplwchm.hkﬂ'm
upon us 1o inform and instruct, divulge and
M.w-ﬂprmu:.upinudqah,
Thank you.



