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MAKING A MARKET
MAKING HISTORY

By Lev Melamed

[ 1 1972, the Intermitaomal Monetiry Marles
UMM seecrued like & racheal wdea, it was!

YeL the times demanded such an idea and the
Chxago Mercintile Exchanse was where
hes xlen was replped,

It began, ke fuost great ideas, with a anghe
comuept: 10 provide Lhe world of finance the
samme wesment and risk trmsler opoortun -
Lies that its agracultural courdirparts bad
enjoved for ooce than 150 vears.

Like most great dens, lowever, its merg
wis nit mmeditely and unsersally recog-
nizexl, Ploneering 15 no sy occupation. The
history of the Internutonal Mooetary Mar-
hoe amd the stact off Toanceald futures tradomg i
as much a story of persistence, defermina-
tioa and corviction 3 £ 5 ane of brdliance,
isight o wentabality. To boerow frven
Thoaes Edison, the bath of the IMM was
thies result of both persprration and s ation,

To fully comprebend the revolutionary
arpact of the International Monetary Mar
Rt oo the hastory of fulurs rmairkets, one
st first understand thae, from is inception,
the IMM repeesented both a specific amd
a general inoovation, Although e e began
Hifie with foredem currency contracts, wself o

L Mbiund, Chairmsni reyolubomary departure from the trachonal
al e CMIE Envontu agricultiral base for ligtures, it represented 5
Commiier s Spooial mwch broader apphicability. Indeed. in the
Canoisn fo e Fownd L - ’

ix vl rronewaang ses fine 1973 IMM Annual Repoet, on the eve of ity
ey of S Ao first anniversary, [ stated 1o the mesnhers:

“The neve o soill aftwd ws the offwatuntly
for expnand dmar Polenstaal indo obivr aredes
weitliine e somsetary fromee of redorence. Tival
iers e essence of the piddosopy that G-
feved the IMM. Owr wese wirkv! rods specifiic
colly desépivd o eacompniss as weory rialle
Frezaltwgr oitachess s fhe ool o foopeenoce o
Dvactaoaabie, W st he sediieng cond ready o
extiove all possthelitics”

The genesss of the wea can be raced w a
serall resoct town in the mountains of New
Hatrpedviee just after YWockd War 11 There, on
July 311945, the Breton Woods Agreenent
was adopted by President Truman and repre-
sentatves of most Western European nations,
establishing a fixed exchange rate system
for the major warld currencies,

Contnued,
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As history discloses, the new system fure-
toned fmously well for Dw Arst decade
aed 2 kalf of it= Ne, [t worked because the
worled warnded i to woak, and the ULS, wis
detiermmined i shoudd work,

Unfortunately, the fundamental ey of
a fived exchange rale sytem—its rigdity
cvergunlly began 10 hawe a cumolatve effect.
The svstem that <ervedd <o well duning con-
ditions of post-war reconstrctnom was highly
nadequate once thit process was complete.
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Pl anwwerr e the W hagpenod, you have to

figpure oul what makes people charismatic, what

o makes them leaders. | met

Tk

Leo Melamod and | woubd hane
- Fram the standpaint of making
the IMM 2 commercial succrn, | think that

those who believed in free markets thought that
could happen.

It was o workd waiting for devregulation.
What the IMM ciid was o manifestation of gen-

erofired dervgulation. Lot everybody freoly
comyrete. Maybe this was 2 manifestation of
popialar demacracy.”
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Hecaise every one of the systetn’s mem-
bers achivved & different evel of cconomic
sucess, ench o o eifferent rate of growth
with widcly divergent expedctations ol
Emitaticons—and becmsse: each opersted under
significuntly different fiscal and monetary
poticies a5 woll as within substantally differ-
ert forms of povernment—thesr respective
foreign exchange valoes could ol [orever
he crdatned by committee nor adrusied
every vear of so, Begnning m the late 1560s,
revahutions and devaluabons begin 1o oocnr
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OUR PAST
AND PROLOGUE

The MM benbige o the kestory

of exmnmnerey, When popekind forst
etvresiodd tself frown dery Bor gy Seb
suaiesece, the! sezs the prnests of
compmrerry. Ay s st commmer
el ehaoges were Literally mar-
btplacre In medweal Esoope, bade
fzirs woere Bhe comlers of comvivner
cial actirary The mory enferfwesmng
micrehuarets dod mod led themselves
Lo samly Drxding whitd thee hiad

o Jseened Ty mepotaatend oomdrociy,
“Yelboes e Nevre.” foor rthor frevesar
Do af suwe faliore dale, This s
fhse oy oo Mve Eoveard contnaed,
i@ fprvosirsor of He fufsres comtract.

Towcwrral tive ensed of foe Mudddiv
Aovs, the frd cohamgy s dsbal-
dishel 5 Bruges, Belgmen. The
“Bowarse” was tiw monkoyg plescw oo
havdaers, mcschints, heanvssmen and
Imders. The idea af a “Dowrse™
sfrevead thormegshond Enropy, amd Hh
e 1y sfall syromymiones with
e el X,

fromaceally; sedaent Ui first Mithires
vorttract did afheutr, s dveedopince
rows tnddeesdent of both the forseard
comitract arad Esorope sl Jre 170
centyry fapam, rior soes fhe conen-
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at 3 Grster and faster pace, each karger than
the ane before, until & was obvious the
fwed Svstem had becone wiman agesble
and unrealistic,

It was sminst thid backedrop taenby-sx
vears after the Bretion Woods ‘n:‘n wment, that
I, as Chairman of the Chicigo Megcantile
Ehh.:!_;.,"t:. cofcerved the when Lhat there mieht

et CUTCnCS

8000 be tae need ke 3 way 1o
foctuntaom reh

First, howeser, a recogmized oxpert was
sl b ennfirm l!‘m': this irkea 1.|,;-|::' it
I Decernber 1971, 2t the bebest of the CVE,
Nobel Laureite De Mikon Foedman authoved
a study that bocame the imtellectusal founda-
bon for the birth of currency futures. It was
not a major reatise, hundreds of pages long
with footnotes and o bibhograglse The world

renowrsed eoancanist sad il Al in only 1 papes,

His paper, itsthe] “The Need for Fotures
Markets in Currences)’ provided the CME
with acadermie authenbory of the highest
traagrluce {0 prove that s theory was both
viable and necessary D Fredman gave owr
aden the creddiizy without which the concept
magcht nesver hive become a reabite

As history gives testmony, the IMM was
born and Gshered in the Grancial ftures
revolution: 4 revoluton that ultsretely changed
andl reshaped modern com epls of resk
MANAMCTI L

Professor Merton H. Milker Distinguiched
b T ' W F"illl!-t'-.vnl of Firginee at the Univer-
g2y of Chikago, ina special paper publishod
in 1986, accredins our ideq as the most s

nificant inancial novtion of the last

TWENLY Years

THE EARLY DAYS

The International Monetary Market Penedl
ko Business on May 16, 1972, listing ssven
ereiim curmeney futunes comtracts—Brilied
1,_'bt-'.=‘.HJ|:-, Caradias deliar:, [heyzeche ks,
][.':

Swiss francs, (Dutch gaklers were added in

an hra, Bpanese ven, Mexican pesos and

105 and French franics i 1974.) For the firs
bmie the eoonoms: benedits of rek transiio
andd proe desoovery indigenous to futures
becairne availabie o those ouwtside th

aguiural sscior,

Contimued
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“In the sarly 1570, there were many who were
skeptical about the ided of the IMM. In Now York,
bBusnkers wwre reductant (o mesd
with ws, and those that did se¢
ws. il 30 ondy ai & cowrtesy
When wi went to Buwrops fo

¢

market foremgn currendy futures, there wire

more of i promoting the WM than thore were
peophe in the sundwnci.

Howrvar, despite the lack of warly sSupport
and intevest, cur dedication paid off. The wccwis
of the IVIM went far Boyond what moat people
eould poisibly hove anticipatid.”

Lavvenie M, Ensemboiy!
L rgrrowad INMM Lend Alombar
Cierread CME Fovprd Fint Vier' Lhainugm

and CHE Chowewm, 1577 2970
In reflectisg upon the history of the IMM,

it is imperative 1o underscore thrve critical
ehesnents of the many whach comibirad to make
the convept i SUOOCTS.

First, the trisders. They were the seasoned
Mere veterans. They came froom the pork belly
pit, the cattle pit and the hog pit. They koew
liethe o nothimg about Sorcigm cxchange, but
they knew how Lo trade, And, they hnl faith

Witen @ was fashionable m respectable
fimancial cindes to dismiss the IMM, it was
the traders who believed i f. 1 wis they who
e their time, enesgy anid mooey 10 the new
instruments of tracke. It was they who, in
those critical carfy days, kept the contrikts
alive, Tt was they whn breathed e inlo the
newe idea, The INDM is the sum botal of Uiy

Secordd, e IMM itsclf. The idea of creating
o seperrale exchange for the expeess purpose
of tradirg the new curmency’ contrss was as
critical to the success of the concept is was
the thought itscdf, It wers soperstive to offer
to new meinbers an oppartunity 1o beoonme an
ingegral part of this rew venture and, more
importantly, to exclusioely gin their atention.
The riew excharge thiss had a “capteve™ body
of traders who could not suddenly go back to
a more developed agicuhural masket, but had
1o fough it vul e the arena of foreign exchange.

Decomber J1, 1967 April 21, 1582
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The IMM had life becase € gained its own
and permancrt memnbership. The MM struc-
ture akso became the successful mode] for
everyone else n oar industry

Third, B-Chiss arbitragenrs. Since, & i1
incvplion, the IMM was locked ot of the
irterlamk parket, we necded a mechanism 10
vonnect our peice sructure 10 the real workl
o foreien exchange, The Clasx B clearing
systiem was that essertial mechanism. This
special class of IMM members conducted for-
elgn eacharge artatrage between the inter-
hank market and the fizunes market. In (ha
firshion they were able not aoly to forge 4
vishle Link betwoen the two markets, but also
prowice us with oor il Bouidine They
were the IMM'S ortignal blood bank,

THE IMM CONCEPT

As nodexd, bowever, the MM concopt was
much broader than currency futures, The
reaviution € hal ignited was to spread 0 every
sexcide of the finupcial arenn. Eeooooae events
wen: 10 prove that futures peovided the world
of fmance with 3 neceairy oew risk manage-
ment ol of unlimited potential. Our misson
s ploneers wits to capialize on the idea by
bescoming the most diversified financial futures
exnchange in the world,

The IMM, s well as other exchunges, was
preparing to partake in the new (utures en
by tnzikdingz on the original coovept. The first
degarture froom curtency futures was into
gokl. In 1976, gok! was an instant success i
bioth the COMEX and the IMM,

History, honweser, was to prose the maam
than two exchanges in the same time 200
with dertical futunes contracts could oot both
be surcessful with the same matrument. One
narket would ultimately relingush the field
to the other Thercfore, whitle gold played an
rportant tole in the eagly vears of the IMM,
otr exchange did not remain its permanent

hoene, Dther fnancil metrumenits lad becoonse

more important 10 the TMM's future and
captured our ingination. Indeed, the INM
theens made one of its most critical decsions,
one that ulimately would Sead 2t to betomme
the exchedve 1S, futunes mmarked for world
short-term interest mles.

A MAVERICK IN
THE MAINSTREAM

1 revierabyer very well the maving in
Newt Yol bk Leo Ml The
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and price spceriaoib: The fact
is thart b aexbernad woekd creaed
circnmsdanees wonder cesol Shere
perzs 4 maerked o fnamecred Aalures
And Chivago wes @ natari] plavs
Ko Hhoe developanent of financd
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Bvert ey el Ju sete avd
ponorizey develapmens S Noo
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mrach mixwre Solewaanst o civerse These
sraerieds e sneve (heeggs, e okevad-
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thert they wonalrd fiased @ wove vout-
sevieid] hewane s Chicago. And fhe
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UNLIMITED SCOPE
In the face of mounting infanon and higher
interest raes, the IMM prepared (0 enter the
very nerve cénter of finance by Ewinching an
imstrumnent of tradke that wotkd reailt in one
of = most important contmbaitions o the
national econamy

Trading in U.S. Treasury Bl futures began
in Janary 1976 and representod an histors
breakthironsgds inthe fioancial futures revohi-
tiom. 1t epttoomzed the Gact that the soope of
the IMM a5 a (imancial futures exchange
was unlimited

chicage marcarla exchangs
imamahonal monetary marker

£ % annual report
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The CMES 1972 Asisitact! Bt il Tad? [N Mo
ol e sedeon” piags MUY coakbracts Sendesd of ear
omad Ju O, SAVILS Bt iesionne pouts 207 sealion,

Five vears later, in 1981, the IMM intro-
cuced futures contracts o Certilicates of
Deposit anel Eurodollars,

The Eumdollar was= to bocome one of our
niost promiment markets, iLs utilieation to be
embraced by participants from every cormnes
of the world, It would make us not only the
gobal focal point of short-tenm interess rates,
it woithd prowide us with a phenomenally sie-
cessful medinm of tradie. AL the close of busi-
Dess in 1986, the IMM's Evrodollar contract
stood parsed to claam the Largest open inter-
== of any futures contract in the workd.

July 14 TOELR Descpmber J1, 1001
Wb el Nadieec Qeadind Femanear o Sl dnad
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"The coniapt of the MM was not ondy Cimely
Bt adso ecovrombcally soiral I was an exciting
Vi B i Frdee el iy -
chartod waatiers, Bul could we

ronvings enrough peopie to

credie Bhe vidume necvuuary

to el a cowmmesreiadly wiadile market Fin 1972,

that vwas o big queestion.

it took the vision and drdve of o Leo Melamed,
the energy and patience of the original W
Board and the tenacity and fadth of the early
MM traciers to create the phenomenal success
of the IMAM AN of ws o¥dn't lueow it cowldn‘t
be done”
it T Crovdormanun
Crrgamai DNV Bl Yhwoivy
Cyrrout CME Boord Mowher aud

CME Chwelrasan, J904- 75

However, the Eurodollsy comiract repire-
sented more than sumply greater IMM aooept -
ance. It was the industry’s Tt cish-setiled
comiract and as such served o reshape the
destiry of futures markets. The sucoess of
cash-settlement opened the curtain to an
entire new dimension, ol Eninssnable a few
vears before. With cash-settlement. we coukd
Lt rrIr:I'.l;,Jla[:" an entire Sy O nes [HTe 5
mnarkets a8 resnlubonany a concept as financal
fulures themselves,

Indeex), on Apnl 21, 1982, the Menc's seoond
tirvigion, the Index and Option Market (IOM},
waz Bunched wih trading in the SEP 500
stock mdex futires contract. Tt wis destine:d)
10 bevome the weeld's presmier equity [utures
ket and to establish a new and permanent
link between Iutures and the stock marioet.

In subsequent vears, the unlimited scope
of the IMM concept would agmin serve Lo
heoaden its applicatson. The introduction of
options on S&P 500 futares in 1983, currency
optons In 1984, and vluimately options on all
finamcal contracts. vastly increased the poten-
tial utilization of futures and greatly expanded
ils unmverse of participanis. The ewertual trans-
action volurme of options wis even grester
than that of futures when Both techniques
were appled 10 compunction with each other

Jarvaary 24, 1984 September 7 1984
{ o aw owi et by vl Feirad ey Dalaer
b : et CME g TN
Sepiifimyg Ivoenad in
e g 7% vl
Facmadeaidi Sy
INTERNATIONAL SCOPE

From its very boeginnimg the IMM recognized
R represented a market of internabonal scoped
finance and financial markets were ot hinzed
1o the Amencan shore,

I B0k, the IMM besimes the firsd Aer i
futures exchange (o cpen an office i a foregm
coumry Indeed our Lomdon office was o
Beccene central m advincing the IMM namw
and concept. Consequently, we were able 1o
provide a contimuots educathonal and inioe-
mational fow 1o prospective mdirket users
in najor money centers throughout Europe
andd the Mk East. Toch, aporoxmnately
one-third of the CME's business is fron
forctm shores,

For similar reasons the IMM. a2 about the
same bme, opened its ofhoe m New Yok,
thereby establshing a close and permanent
Ik with the major institutions who were to
becoore the predominant vsers of our market.

Now at the close of 1986, our Board of
Governoes antounced its mtention b open
ot second indernationa] offioe, this bime in
Tokyo, Once agnin the IMM will be first 1o
make s presence felt in a permanert fashion
on the shores representing the largest busi-
ness potential of the coming decade,
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THE REVOLUTION CONTINUES

Mewever, “inbernational” meant more to s
than simply forcign offices, The IMM lead-
ership siw the world as a shrinkmg place
where new technologies woukd allow instam
aevess o markets in distant places. We thus
bresgan the process that would again take us
it uncharied waters and being b the workd
a nanligmnary methodalogy 1o o business

Bétween two henispheres,
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The Mutinal (et System (NMOS) wah s
Singapoce Internatonal Moactary Exchange,
the SIMEX, represented the next evoluton
ary stiep in the metamorpivoes of futures. Ths
link, in & vory feal and substantive way, for
the first time ever, brdped two different finan-
cial arenas on two different continents i two
Sepiiate imse 2ones It repoesented a gant
step in mankind's purney 1o faclitate world
Lradde and peomobe cost-efficient rsle munage-
rraenl, [t has served s the mode] of electrony
sl links dor the workd 1o folbow,

W have apened the door to the future tself

Through these doors we can soe the emengence
of a workd marketplace that knows nedthuer
barders nor time rones; @ mavketplace that trades
arownd the workd and srawnd the dook, one
whose only boundares are O limils of ow
imagination”
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A COMMITMENT
TO SUCCEED
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OUR GLOBAL FUTURF
The IMM hus since dme to be appreciated
as the unchallenyed kader and unegualksd
innovator of fmancial futures and opbions. It
has become a global mant and the mast diver-
sified futures and options markes in the world,
Most of our past critics in the fisancial com-
mumity can now be numbered among oor
cestomers, and even the ance skeptacal can
be lound amang our currenl members, Our
recornd volume i an irrefitable measure of
thetr growing reliance upon us, In 1972, the
IMM traded 144 000 contracts, W now sur-
pass that volume during an average four hours
of trading.
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However, our work is not completed. The
IMMs ghobal manch continoes, In 1972, our
fisancial contracts refocted our chose eoonomic
ties with Europe; cumrently, our markets
represent our Eowig economic interdepen-
desnioe on the nations of the Pacific Rim.

Fifteen years ago, we listed futures
contracts on the Japarese ven; now, we hawe
an exclusive Boense 10 trade futures on the
Nikhet 225 and Nikkbel 500 Stock Averapes
representing the fapanese stock market. We
are alresaly trahing the Nikkes 225 futures
contract af the SIMEX,

Thas year we began trading i the Australian
dollar, perheps in another fifteen vears the
IMM will be trading futures on the Chinese
YR,

As the world marketplace sxpands, the
IMM must be ever prepared to assume an
ever greater rode. Dur impaortance in risk
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mandgement cannot be exapueruted. nor can
risk el Governument debt, world trade and
mternational investment have dramatically
mereased the Bow of capital and its insherent
risks,

Moreover, the technological genzas ol
our age has merped the world o ope vast
exchinge. The marriage between the com-
puter chip and the tdephone has made the
2i-bowr Aimancinl market 8 vertual reality; Con-
tinents lterally half the workl away have been
mseparably bound by the microcincuie, The
nutketplace has became perpetual, and wordd
finance is now 2 mant that dares nat deep.

This is our future, snd i s upon us The
obal market offers oppartunities & those
with vision and initistive. We of the IMM haoe
never shirted from the future, On the cone
trary, tee IMM has abways set the course of
the future, I prsy # will contimue 1o & o,
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