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From corn to call options, it's

The New York Stock Exchange is turn-
ing over 30 million shares a day one
day after another, but the most vital,
creative corner of the investment
world today is not at Broad and Wall in
New York. It is at LaSalle and Jackson
in Chieago, where the towering Board
of Trade stands. In a decade of daz-
gling growth, the nation's futures mar-
kots, led by the Board of Trade, have
written a new definition of what con-
stitutes a commodity, changed the in-
vesting habits of a gizable number of
people, helped some very large com-
panies smooth out earnings, and exhib-
ited skills at marketing and merchan-
dising that make such giant rivals as
the NYSE look old and tired by compari-
son.

Stocks may be up dramatically this
yvear, but more often in the past dec-
ade, they have been down, and the Big
Board has 7 million fewer investors to-
day than it did in 1972 By contrast, the
Chicago Board of Trade and the com-
maodity exchanges generally have not
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had a down spell in years. Paced by the
Board of Trade, which does half of all
the nation's commaodity trading, the fu-
tures markets have regularly chalked
up more volume, more customers, and
more products to sell. Investors who
five years ago may not have known a
pork belly from a pogo stick have dis-
covered commodities because that is
where the torrid action has been all
through the 1970s —in soybeans in 1973,
in sugar and silver two years ago, in
hogs and pork bellies last year, in
wheat today. Price fluctuations in com-
modities can make even a raging bull
slock market look tame by comparison
(sugar futures jumped some 500% in six
months in 1974),

Precisely because price fluctuations
have heen so extreme in recent Years,
dozens of the biggest corporations find
it advisable nowadays to hedge posi-
tions by going inte the commodities
markets—something only a few big
food companies did a few vears back. A
seat on the Board of Trade (CHT) now

A decade of quickening growth in commodities

...and a Board of Trade seat
Is getting expensive

Futures trading has outpaced
stock market volume . ..

costs more than one on the NYSE, and,
as further evidence of how things have
changed, last year the commodity mar-
kets were placed under their own regu-
latory body, the Commodity Futures
Trading Commission. The cCFTC—under
the chairmanship of William T. Bag-
lev—replaced the toothless and limited
Commodity Exchange Authority of the
Agriculture Dept. and is equal in
muscle to the Securities & Exchange
Commission.

Perhaps most remarkable has been
the growth during the past deeade in
the kinds of items that eommodity ex-
changes trade-not just corn, wheat,
coffee, and hogs, but silver, gold, ply-
wood, fromen orange juice, live cattle,
even foreign currencies. The out-
standing breakthrough came three
years age when the CBT quietly un-
veiled trading in stock market fu-

Share volums,
all US slock oxchange :
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More volume

= mam — e

More customers

More produets

razzle-dazzle action at the Chicago Board of Trade

tures—ac tually l.‘.i.l options on some of
» Big Board's most widely traded
_-;l:.u:h« To organize this trading, the
Board of Trade set up an entity called
'“-* Chicago [mn.rd ”"‘r'lﬂl“ﬁ I‘\:t:ﬂ*n
he creation of the CBOE,” says Board
ﬂf Trade Chairman Paul F {-*1"111"'*'-
“"dwarfs any single thing ever done in
commaodities or securities.”

[n terms of the number of shares un-
1t contracts, volume in
January was more than a third of Big
Board velume, although the CBOE
trades only in calls—options to buy a
stock at a fixed price at some future
date—and only in 80 issues. The Ameri-
can and Philadelphia-Baltimore-Wash-
ington stock exchanges have followed
the CBOE into options, laving the
groundwork for a combined options
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volume that one day might overtake
that in the primary stock markets.

More important than volume figures,

however, is the CBOE's ¢ffect on the con-
cept of what a commodity market is
supposed to be, what it trades, and who
its customers are. If the Board of
Trade can establish trading in stock
options, then any exchange can estab-
lish trading in anything-and so they
are. Now there are futures marne“ in
intorest rates 4 concept int troduced .'}"l.
the CBT last year when it created a con-
tract In mortgage certificates of the
Government National Mortgage Assn.
(Ginnie Mae). That enabled
pants in the mortgage market to begin
hedging against fluctuations in long-
term rates, In January the Chicago
Mercantile Exchange-—second only to
the C3T in volume—followed with a fu-
tures contract in Treasury bills that
provides & hedge against fuctuations
in short-term interest rates

partici-

The cnOE this year will begin trading
In puts—options to sell stocks in the fu-
ture, as calls options to buy. Also
down the road for one exchange or an-
other may be futures markets in np-
clear fuel, oil tanker rates, coal, and a
dozen other areas—any area, in fact, in
which price volatility m.tku hwlf'ng
attractive to the trader and speculation
attractive to the public

Another I'-m‘t.'er may open soon if
Bagley's CPTC decides, as it has hinted
it will, to let exchanges trade in options
on commaodity futures as they now
trade the underlying commodities. If
there were established markets in com-
modity options, it could lower the entry
*m- and limit some of the risks inherent

n commodity futures—and 5o open the
markets to a new crowd of smaller in-
-t:~t+]!‘."~.

The Board of Trade remains the gi-

dare
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CHICAGO'S MCGUIRE: He
pushes the exchange into
néw lelds and puls

his own money on the line.
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A palace revolt, expansion, and now innovation on all fronts

ant of this turbulest industry, bt
more than éver it faces some tough,
hungry rivals. The Chicago Merc now
has ane-fifth of the natlon’s commodity
trading busineas-including the four-
year-old International Monetary Mar-
ket, which last year traded some $13.7
hillion in eight foreign currencies and
an additional $6.8 billion in gold. The
11 smaller U.S. exchanges have seen
their share of fulures trading volume
grow from 17% in 1970 to 30% today.

While the drams in commodities
truding has been beaviest in Chisgo,
the New York-based oxchanges are
fighting back. New York's Commaodity
Exchange Inc, for one, has developed
the balk of the trading in the hyperac
tive silver contract and now has 12% of
the ocountry's total futores trading
husiness.

The boom in commodities trading -
volume up 106% in the past five years,
against 60% for the NYSk-makes the
big stock exchanges look bad by com-
guum. There are reasons, of course.

he securities markets, for one thing,
are inveslor-oriented, and mare often
than not in the past few years, inves
tors have been shaken by the roller-
coaster performance of equities The
futures markets, on the other hand, ex-
ist. primarily for commercial producers
and users of commodities, including
money. And they have thrived on the
price volalility of the 1970s.

But the price volatility bas also
drawn specolators, and it is the speco-
lators who make commodity markela
work. Accounting for perhaps 40% of
the trading activity, they assume the
risks and provide the ligwdity for com.
mercial accounta The farmer or the
oorporation is trading to Jock in a price
or a profit on goods needed at some fu-
ture date or on items that will be sold

months from now {rom invenlories al-
ready on hand. The speculstor is essen-
tinlly guaranteeing the price while
boping that, in the interim, the move-
ment of the markets will give him a
profit.

Lively Innovation

The peasibility of greater price sta-
bility over the next 12 to 18 months
may mean thal some corperations and
speculators will back sway lrom fu-
tures, bul experts feel that this will
only cause the growth to slow rather
than step. Save Board of Trade Presi-
dent Warren Lebeck, the exchange's
salaried, pent lop administrative
officer: “There just is no way that the
trend can be reversed Onee you have
made a commitment to commodities, it
doesn’t make sense pol Lo ase the mar.
kets an u financial instrument.”

The commodity exchanges are, in
fsct, riding on more than jost the vola-
tility of commodity pricea. Almost

without exception, the exchanges have
been lively, alert, and supremely in-
novative st o time when the NY2E has
seen its future cast into doubl by ex.
ternal forees and internal inertia. The
Hig Board's specialist system is under
attack, and it is highly probable that
brokers will soon be able to Urade NYEE-
listed stocks off the floor of the Nysx
even more freely than they do already.
It is entirely posible that the Big
Board will ultimately vanish into the
central stock market system that
SCUINE COTLAIN 1o come,

When it comes to absolutle numbers
of investors, the stock market retaineg a
very broad edge. Twenty-fve million
Americans own stock, but fewer than
half & milllon have ever traded a fo-
tures contruet. Even with the growing
interest of corpotations in hedging,
fewer than 5% of those who could use
commodity markets sclually de. Hot

the commaodity markets have the mo
mentum, partly because they started
from so far behind and partly bocanse
world oconomics have made commodi
ties trading unusually attractive. They
also have momentum beeause the lead-
ors of the Board of Trade and its rivals
have been quick to lake advantage of
oxisting opportunities and aggressive
in creating new ones.

The Board of Trade's elected chair-
man, McGaire, is a pipe-smoking Har-
vard-aducated coonomist. But be is also
the guintessential commedity trader
who delights in putting his money on
the line in high-risk deals, not only in
his own trsdes but also in pushing his
exchange into new flields. When it
comes to promoting new deals, how-
ever, even McGuire may have met his
mateh in Leo Melamed, the Chleago
Merc chalrman. Melamed, a Polish-
born lawyer turned trader, is a flery,

The futures principle is the same for all markets

All lotures markets—commodities,
stocks, even interest rates-work on
the sume basic principle. In any futures
contract, the buyer buys the right to n
specified quantity of & commodity on a
specified future day. The seller prom-
ines Lo deliver.

If & farmar with 10000 bushels of
wheat in store wants Lo guard against
a peasibde drop in price, he might sell
two 5000-bushel contracts for delivery
in May: "May wheat™ closed st the be-
ginning of this week at 292 per
bushel on Lhe Chicago Bonrd of Trade.
On the other band, a speculator who
thinks wheat prices will rise, will buy
two contracts al the mame price.

If the price of wheat falls between

now snd May 19, when the May con-
tracls expire, the farmer will buy twe
contracts, making a profit on the fu-
tures Lransactions that offsets the fall
in value of his inventory. The specula-
tor who boughl the original eontracts
Lakes o o, [f the price of wheat goes
o0 up, the furmer loses money on his
futures transaction bot offsets L witha
rise in the value of his Inventary: The
speculator makes a profit.
Bulls and bears. Options Lruding i simi-
lar. It allews both balls and bears to
take positions on the direction of a
slock's price without obliging them to
Pt up more than a small perorn tage

Anyone who thinks Polareid is going
wp, for instanmce, can buy a Palarcid
July 8" option. This gives him Lhe
right to buy 100 shares at $40 a share
any tUme betwoen sow and July 17,
Last woek, when the stork closed at
$37.67, the July option was selling for
$4.50, or $450 for the contract.

If Polaroid goes above $60 o share,
the buyer can exercise his right to buy
the stock at $40 a shure, or he can sell
ihe oplion itsell, The option's price will
bave risen, tbough it does nol move
precisely in tandom with the the price
of the stock. When the contract expires
in July, the seller will have Lo prodoce
100 shares of Polarvid or buy back an
opLion similar to the one be sold - prob.
ably st a higher price,

If Polaroid does not rise above £40 a
share by the end of July, it will not be
worth the buyer's while to exerdse the
ﬂﬂh, and it will expire worthless.

seller will still have his stock and
will have earned 3450 begides.

The new markeds in interest rate fy-
tures work the same way, The market
for morignge certificates of the Gov-
ernment National Mortgage Assn.
("Ginnle Mae™) st the Board of Trade
gives companies concerned with the
movements of long-term interest rates
a mechanism for hedging them. The
Treasury bill market st the Chicago
Mercantile Exchange permits hedging
or speculating in the movements of
short-term rales.

If a savings and lean association, for
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1570s to turn the Mere in & totally now
direction-the trading of forelgn cur-
rency futures.

Though the Internationsl Commer-

cial Exchange in New York was une
step ahead In starting foreign currency
futures, its timing and contraet spocifi-
cutions were off, and =i tead-
ing never developed Undaunted, the
Merc [nitiated its International Mone-
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changes and not the XYL
But the commodity had
their fallow periods, too. At the Chi-
Mere in the early 1960w, it took &
;:f:m revolt by some younger ox
chango members to kindle the

buys 10 Ginnie Mae contracis al

5 a contret, for an effective yiekd
of A70% If long-term interest rales
fall to 85% by June, the sal will get
one-quarter of 1'% less when it actually

buys its but it will make
$17,190 profit

uﬂh?ﬂlluﬂinhh
Mae contracts in the futures markel
1f, instead, long-term rates rise over
the next three months, the sal will
Qave to pay more to érase its position
in the fotures markets, but its mart-
E‘uﬂhmehh

and expecting short-term interest
umurhe.ukhthunidmsm
tember contracis last week, when
rute on three-month bills was arcand
4.50%, for $5624 250 a conlract

If bill rates go up to T% by Septem-
ber, the Lreasurer will back his con-
tracts then for $982,500 each. This will
mean a tofal of §17,500. He will
have to pay 2% more on the company’s

, bt the extra cost will be largely

muhmﬂuhthhumm
ket,

CBT's McGuire: “"How can you say things will get quieter? You

First came pork belly futures, fol-
lowed in 1964 by live cattle fatures—
the oattle contruct breaking wn unwrit
ten rule that traded commodities had

promoting its tive attle contracts. At
the opening of caltly futores trading,
exchange marched o

g
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tion as a securithes exchange, trad-
ing options seomed a roasonable
encagh solution. " At first, options were
Ezl:hvd as josi l.:g other new mar-
" says Joseph W, Sullivan, presi-
dent uf%mt‘ﬂnmhﬂu&m—
ton of what we were getting into™
1 U CROB inte with options
was & virtual gold mine, y Lhe
mingle most important new market in
the history of the futares iadustry.

The lack of stability that explains
the boom in all futures also helps ex-

out the hard way that the CBOE and
other options exchanges can barbor ev-
ery bit ss much risk as any other mar-




ain't seen nothing yet"'

drawing attention from a wide range
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Hedging cormn and peas

The word is starting to get around,
There are many mote corporations us-
ing the markots now than there were
three years ago. Black & Decker Miy.
ple, now follows several
melals Rudy Gallat, viee-
president of Kroger Co., recently told
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on its canned vegetables.
muuunum.udwwt:ut

to expand it to bedging against
field corn,” says A. Barzan,
vicepresident for finunce.

The movement ioto fotures markets
hus not come withoul some reserva-
tions on the part of corporate execu-
tives, bowever. “"Botause some com-
pasies don't understand how the
markets worl, they are afraid they will
Racimond 1. Dol snioe i prosidont

: son |

g m&ﬁrﬂmﬂw: Hank of kl;rmu
1y, ernment's

ricultural bank. a= el

and was able to avoid ni‘li;.l'hlpﬁu-
experi-

ealimates Lhal the two sived
that much money in their first month
of: the job,

Security for bankers

More bankers are urging the use of
the commodities futures markeis on
their cliont= today. At Chieago’s Harris
Bank, Vice-Prosident Wallace G. Wei-

tures n
cliemta that if they want to speculate
by not bedgiog, they can do it with
their own money, nol ours,” says Wei-
senborn. Adds John Goodridge Jr.,
at Chicago's Continen

L
Ilinei=' National Bank & Trust Coo
"We ean give a bigger percontage ad-
vance against inventories than
Ee can ;::imi‘“ unhedged ones.™

adged n inventorfes might gel a
M loun and unbedged inventorics
wmd speculators has

A amateur
alse been attracted lo commodities
Since the only trades reported to the
CFTC are those of a size that an instity.
tion would make, ne one knows exactly
how many there are, bat most market
eXecutives say more speculators are
trading in futures contracts than ever
before, "We attracted many new spee-
ulators who didn't reslly understand
the market bot figured they could make
u kﬂﬂnwwu the Board of
Trade's

Most figured wrong. In the first hall
of 1973, when on soyteans somer-
saulted from $4 a bushel to almast §13,
individual speculators were widely
blumed for artificially pushing up the
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Watchdog Bagley His
mﬂhlmn:; ﬂM

be male executives and easionals,
the majority eaming under $25,000 »
¥ear. They traded one or 1wo conlracts
al a time, and they lost on lour of ev-
ary five trades,
ite those odds, futures markets
are slmoat irresistible to anyone will-
ing to risk & total losa in order to have
a shol st a spectacular gain. Much of
the attraction comes from the limited
amount of capital neoded to play for
big stakes. To buy a contract on 5000
bushels of wheal valued st $17.500, the
speculator mast put op only 10%, or
$1,750. Thus, & mere §3,000 invested In
:pr futures in mﬂ‘fﬁ“
ve produced u $58,000 t by No-
vember of thatl year. The broker com-
mission is & Aat fee, usually around $30
"rovndlrip,” which does not vary with

amatear. ~1 really think st times there
it more business done in the pits in
truding gossip than wheat,” muses one
exchange execulive, “but the impor
tance of that is that coly the ilkin-
formed end up getting burned.” Gram-
bles McGuire: "Most speculators feel
can ye! somothing for nothing
and are unwilling to do their home
wark, Hut this is not & casual hobby.”

The pros lose, too

Even the commodity exchanges take
soma lossas, with w half of the
new conlricts int artually suc-
ceoding in the long run. The Pacifle
Ewnmmud.lth E:“_Ichm‘h hlghhm npenur!a“

t
LA TN 8 Mot 4 WSt SoAet:
ity, coconut oil, never canght fire, and
the #CE is in serious Gnancial trouble,
"To attract people 1o the market, you
have Lo have people trading, and that is
what we lack,” moans pc® President

Nathun Mest. ™ 1o markets
rhuv:havhliqm;.P
For all their liquidity, the estal-
lished exchanges are not resting on
their Isurels. The recent introduction
of finuncial futures in Treasury bills
and mortgage certificales marks the
end of an era of diversification, but the
nolng of an ers of cultivation and
nement of ail the new markets. "In
ihe last deende we have bitten off so
much we had bettér take time and
chew il," says the Merc’s Melamed,
“Even in cattle~which is one of the
most sueoessiul contracts of & decade—
wie've only tapped % to 5% of potential
industry usage. We have not yet began
to touch the potential of eurrencies.
And the Treasury hill market potential
I8 bigger than all our other markets pot
t —it boggies the mind.”

a buge oducational effort that will
bring more and more people into the
markels still remains. McGuaire sees
other tasks ahead, loo: "Now we have
the CFTC challenging everyvthing. That
will occupy us for the next four or five
years jostifying our existence. We'll
also have to fight eontrols and
be involved in f reserve policy.
There's an awdul lot of things we need
o do besides develop new products.”

As for the central business of shift-
ing risk during periods of high volatil-
ity, most futures industry experts are
billish. And even U one market grows
slack—-ss the corn pits have in recent
weeks - there are a host of other arens
where there could still be pleaty of
volatility. Butiﬂ:;m Mctiuire, *fm
ean you say t are golag Lo gel
fuieter? You nin't seen nothing yet.™ »
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