JULY 4, 1994

Nt | .f 1 W L}
0 SRR R AR 2

NEWSWEER

T A

Melamed: Globex's founder
couldn’t see his creation through,
but he stll says electronic
trading is the way of the future

Sandner=The combative Merc
leader helped bring the Chicago
Board of Trade into Globex, but
the CBOT dicln’t trust him

Arbor: The CBOT chairman
couldn't overcome his membery’
fear that trading or scree

would draw business from the pits

Wiitonz The hard-bargaining
Reuters exec says Globex could yot
succeed if Asian exchanges sign
on. Or will she pull the plug?

How Ghicago

Lost the Future

Finance: Electronic trading seemed like a sure
winner—until greed and ambition got in the way

| BY Marc LEvinson
AND PETER ANNIN
N A WARM CHICAGD IVENING,
the wheeling and dealing conlite
pes aiter the sun goss down, A
skebeton crew staifs the I5th-floor
trading room of Dean Witter all
night, working the phones, buving marks
and selling ven, kooping a close eve on com-
puters silently registering new economic
data from Amstralia and the morming gold
| price from Zuarich. But amid the botteries of
blinking screens, onc terminal is noticeably
| still Tt's a slow night on Globex
In fact, almost every night is slow for the
! high-tech petwork that was supposed to set
| the future: workld on #ts ear. When Chica-
| go's two giant futures exchanges laumiehed it
| in June 1902, Globex was going to nevale-
| tionize the incustry—and keep Chicago,
| wheze 810 billion a day changes bands in
the futierés pits, at the center of the futures
universe, Two vears later Globex is en Life
suppart. dragged down by the mustrust,
| greed and bramntine political intrigue for
| which the Chicago Board of Trace and the
| rival Chicago Mercantile Exchangs are re
nowned. While Chicago wallows in recrim-
inations, upstart exchanges in Ewrope are
esing electronics to grab a fuiter share of o
fast-growing business that, enetl letely, was
an American preserve. "The danger now is
that someons else is going to come up with
something to take advantage of this silua-
tion,” says John Damgasd. president of the
Futures [ndustry Assoctation. “The losers
here will be Chicage.™
Computerized trading seemed a sure
winner when it was advanced by Leo Mol
myed. the Mercantile Exchange's loagtime
powar beoker, in 1954, Melamed. a con
summute diglomat, bud transtormed the
Mere in the 70, recomibeing that fu-
comteacts long used to let frmers
and traders lock in prices for wheat and
pork bellies —eould wlso belp eorpeeations
and investors redioe their cisks Urom inters
gsl-rate and verrency thatuations. Finon-
cial Bstures became a spectieular socoess,
ity the Mere fromn a backwatey

trondsetter. By the lute '$0s, Melumed saw
that foreigners had eyes on the business.
Globex was his answer. Customers would
trade Mere contracts oo the exchange floor
during the day and on Globex afier hours.
“And it would be located in Chicago . . . and
there might even be a lot of money in it.” he
recalls. “What better could you do?™
Melamed persuaded Reuters, the British
news and financial-infonmation service, Lo
develop a systern that would let a customer
in Tokyo offer 1o buy the Mere's yen futures
controcts. allow selless In Noew York and
Frankfurt to post bids and then consum-
mate the transaction instantly, Then, armed
with vision, charm and the support of big
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brokers who wunted o '-Fhﬂll.‘ termminal to
trude futures everywhere, Melumed per-
susded the Chicago Board of Trade to join
in. His reasoning was simple. [f the two
exthanges that controlled 60 percent of all
futures trading went with Globes, every-
body else would bave 10 be on Glabex, too.

Bul that wis Melamed's vision, oot the
CROT's. At the Board of Trade's cramped
1930¢ headquarters, located just four blocks
from the Meze's modern twin towers, many
longtime members saw Globex s a threat
If customers could buy and sell 0o «creens,
the swashbuckling pit traders who mave
millious with nods and hard signals might
lose their liveliboods. Beddes the CBOT

had spent 325 million 1o gewr up o compet-
ing svstem, Auroes, just in case Globex was
a hit. To avercome the CBOT s resistance,
it was offered a 530-30 parmnership with the
Merc In 1880 the CBOT agreed o dum
Auror and joined Globex, A vear later ]uc[—
Sandner, a boxer and veleran Mere leades,
taok uver as Merc chairman

Flreworks began almost immedistely
Reuters Fyured Globex would need to
process one transaction per secood. The
CBOT insisted that &t handle 31, o demand
galculated to send the designers hack to the
drawing board. CBOT computer jocks.
hoping to reswrect Aurorn, ocomplained
that Globex didn't protect against inacour
rate trades. Then Sundner, onoe s prmtégé
of Globex chairman Melamed, anncunced
that the Mere wanted a veto over Globex
decisions. The CBOT demanded velo pow-
er. oo, It was a delining moment

No coatrol: Keeping the Mere and the
CROT together would have challenged the
leadership skills of Moses. Patrick Arbor,
the mild-mannered grain trader who waus
elected CBOT chalrman in 1992, presides
over & board that even insiders doseribe as
fractious. “Tack controls the board at the
Mere, while Pat only reperty Lo the bourd at
the Board of Trade,” says one leading trader.
Arbor, 84, claims to be a strong backer of
Globex. His board, dominated by grain trad-
ers, does not share that enthusissm, and
manay directors have a viseeral dislike of the
Merc’s Sandner. “Tack Sandner is a volatile,
emotional, shoot-fram-the-hip, shoot-from-
the-mouth kind of person,” savs one,

In June 1892, Globex finally went on
line. Almost no one noticed. Only & fow
thousind contracts were traded each nighs,
compared with the 1.3 million that change
bands daily in Chicagp's péts. The New
York Mercantile Exchange, which traces
petroleum futures, stayed out becauss the
Mere and the CBOT refused to share in
deeision making it sarted its own electroo-
ic system Instead, Melamed, weary of the
endless hageling between the Mere and the
CBOT. stepped aside. Savs a CBOT leader,
“Once Leo lef, we didn't have the persan
whio could keep us together”

By last summer. with Globex gushing red
i.n.ir.-in&ustlj.' sourpes edtimale Rlauterds
losses at $100 million—the collaboration
turned nasty. When Reuters proposed to
switch Globex on as soon as the Chicago
pits close at 3:15, the CBOT refused. When
the More sugsested lower fees to build
business. the CBOT sid no. The CRBOT
declared that listing its wheat, corn and
sovbean contracts on Globex was Impossi-
ble becouse gruins are priced in fractions of
a rent while Globex uses decimals; ol
though schoolchildren can converL froe-
tacas to decimals, Arbor sdmits, his mem-

bers would noL Reuters executive Rosalvn
Wilton offers another explanation: the
grain trodecs feared business would flee the
pits, and they had the clout to pull the plug
oa Globex, It would hove made [opposi-
tiom ] even worse,” she savs

Far its part. the CBOT made no seeret
of #ta unhapplness with a proftless ven-
ture that was costing it SL5 million a yeas
Its board voled 1o undertake Project AL a
separate electromic system When Arbar
publicly knocked Globex and promised that
Project A would be “more user friendly.”
Sandner accused him of trving ™o polson
[the Mf:'-:";!l relationship with Reuters.”
Mere officials, savs one director, conclud-
ed that "The Board of Trade only jeined
Globex 10 sabotage =~ Finally, Sandner
proposed o new contract with lerms the
CBOT was sure to reject. It did Two
months ago the CHOT walked away, but
not without a fmal @b &t Sandaer. "A Jot of
people at the Board of Trade feed he pisbed
us out.” says David J. Fisher, an independ-
oot CBOT trader. “He's very competitive
and wants to be king of the hill *

Mo peace: That bitzer divarce did not end
the drama. Melamed, still the Merc's best-
known figure, made one more attempt to
save his crestion. He would write an arti-
cle for the Chicago Tribune calling oa
CBOT members 1o press thelr leaders to
rejoin Globex. then meot with the boards
of both exchanges to bring them back to-
gether. But the Mere’s board was not In-
terested in reconcilistion. A meeting be-
twoun Melomed and Sundner turned into o
shouting mateh. Al the board meeting thar
followed. several members sugmested re-
voking Melamed's title of chairman emeri-
tus, granted to recagntze his Jaboes in build-
ing up the Mere. The article, and peace
effors, were dropped

Clobex jsn't quite dead yet. [n Macch
1983, Paris's Matil axchange put its French
government bond futures on Globex. Al-
though London’s mutn futures exchange
declined to join this May, the smaller Ger
man exchange wants in. But the future
looks dim. Only 350 scraens are in service.
Trading wvolame. sources sav. is roughly
ore thisd the level required 1o make Globex
profitable. Round-the-clock trading of
Mere fistures hasn'l happened: most Globex
business involves Matil contracts traded
among Parls beokers, In a bitter lrooy. o
system designed to promote Chicage is
mainly generating commassions n France,

Bizsiness in the futures pits s stll grow-
ing. Bug other exchanges are moving shead
with electronic links that will help them
draw business, and Chicwo's share of
worldwide trading is flling peecipitously
The indusiry’s internecine warinre is mach
to blamne, In the computer ae, o cutthrod
every-man-for-himsell  culivre may oo
lomger be Chicago's greatest assol [ ]



