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FOREWORD

The Commodity Exchange Authority takes special pride in present-
ing this study. It represents the partial salvage of a research project
undertaken before the war and laid aside. It constitutes pioneering
factnal research on the operations primarily of small traders drawn
from ci;he actual trading records of nearly 9,000 traders over a 9-year
period.

TFrom the beginning of Federal regulation of futures markets in
1922, the Commodity Exchange Authority and its predecessor agen-
cies have been concerned with the structure and method of trading
operations on commodity exchanges. In earlier years, research studies
brought to light the ways in which futures markets were utiiized by
hedgers to reduce price risks. Intensive research studies were also
made of the operations and price effects of Iarge speculators, or “mar-
ket leaders.” The Commodity Exchasge Act nmendments of 1936
provided further enrbs on price manipulation and market corners and
for the fixing of limits on the trading of large speculators.

It has become increasingly apparent, however, that the selective
study and regulation of the activities of large traders does not answer
questions nor solve problems arising from the trading by the mass of
small traders. Because of curtailment of funds in the war and postwar
years, it hus not been possible for the Commodity Exchange Authority
to colleet and analyze the vast body of factual information necessary
for thorough analysis of the operations of small traders and their
effects upon the mavket. Current research is necessary in connection
with the “special ealls” made from time to time by the Commodity
Exchange Authority for detailed information on the trading of all
persons in the market. These special calls cover only brief periods,
nsually a single day, and do not provide the continuous record of
trading by small traders necessary for conclusive appraisal of their
operations.

Opportunity for obtaining a large body of continuons trading rec-
ords on the operations of small traders was afforded in the thirties
when one of the largest brokerage firms in Chicago retived from busi-
ness. By arrangement with the firm, basie trading data were ab-
stracted from its records and transferred to punch cavds for machine
tabulation. An unused stock of a million cards for which the Agricul-
tural Adjustment Administration had no use were utilized in the initial
punch-card operations.

A comprehensive research project to utilize the data was outlined
in 1989 under the direction of Dr. Blair Stewart, at that time in charge
of the analytical work of the Commodity Exchange Administration,
and now dean of the College of Arts and Sciences at Oberlin College.
Many basic tabulations were prepared and important progress made
in classifying the data for the stucll_\,' before Dr. Stewart left the service
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v FOREWORD

of the Department of Agrieulture in 1940. Becnuse of the war and
reduction in funds, it has net been possible to follow the original plan
of analysis and publication. A more limited objectivo was adopted,
however, and the continuing personal interest of Dr. Stewart after
he returned to Reed College, Portland, Oreg., made it possible to
resume the study and prepave this bulletin, The Bonneville Power
Administeation was of great assistance in prepuring numerous sum-
mary tabulations utilized in the study.

To gain knowledge of the trading charactevistics of small traders,
the study approaches the problems through anelysis of individual
trades, For the 9-year period as a whele, ageregates drawn from
the individunl trades or cycles provide important factual information
on the relative number of long and short trades, avernge length or
duration of trades, and prolits and lesses. Other aggregates give the
results of trwding by occupationnl groups and seale of operations.
For u part of the trading covered in the general study, i ¢, wheat
cycles having a duration of {wo duys, the initiation and liquidation of
trades are analyzed in relation to price changes. Summarization of
the data affords information for relatively long periods of years on
price-level ag compnred with price-movement trading.  Further analy-
sis of the original datn could be made to provide comprehensive infor-
mation also on short-run accumulations and liquidations in relation to
price movements. It is hoped that this may be done at some future
time.

J. M. M=,
Administrator,
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Technical Bulletin No. 1001 . October 1949

An Analysis of Speculative Trading in
Grain Futures

By Brai STEWART, consulting economist, Commodity Ezchange Aulhority'
INTRODUCTION
TrE Nature orF Trapivg v Graww FUTURES

The process of marketing commodities is normally carried on by
persons who specialize in such activities. In one phase of marketing,
however, people from all walks of life participate. This is in futures
trading. Through the facilities of organized commodity exchanges,
businessmen, professional men, farmers, and laborers buy and sell
futures contracts for wheat, corn, oats, rye, cotfon, butter, eggs, pota-
toes, and many other commodities,

Trading in futures takes place on the floors of organized commodity
exchanges. Trades are made only between members of an exchange
in accordance with exchange rules and regulations, and only its mem-
bers are recognized by the exchange as parties to the contracts. The
member may trade exclusively for his own account; he may act as a
futures commission merchant and trade for the accounts of others—
gither members or nonntembers—or he may trade both for his own
account and for customers. The futures commission merchant usually
requires his customer to deposit a margin and he charges a fee, or
commission, for his services,

Futures contracts are standardized, with the quantity unit, quality
characteristics, and other features tlie sanme for all such contracts
maturing in a specific calendar month. In selling a grain future a
trader enters into a contract, at a price agreed upon, to deliver a
specified quantity, in units (or multiples) of either 5,000 bushels or
1,000 bushels, of grain during a specified month. The buyer of the
future enters into a contract to buy a specificd quantity of the grain
during & specified month at the price stated.

Hechers of stocks of cash grain and speculators who expect a decline
in prices sell and become “short” the amount of these sales contracts.
Those who hedge against forward sales of cash grain or speculators
who anticipate a rise in prices buy grain futures and become “long”

* Many persons collaborated in making this study possible, so many that 1t is
not possible to list them all by name. Special mention, however, shoald be made
of W. Edwards Beach, Willirm . Buster, Louise Freeman, Robert B. Jory,
Anng Sullivan, Donald ¥. Wenver, nnd Holbrook Working.
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the amounts of their purchase contracts. A short is one who sells
first and buys later, while a long is one who buys first and sells later.

A short may complete his contract by delivering the actual grain,
and a long may complete his commitments by taking delivery. The
delivery process is not deseribed here, however, because more com-
monly, futures contracts are not completed by delivery. It is unlikely
that deliveries on futures eontracts would provide merchants and
processors with the particular grades and qualities required for their
cash business. Generally, speculators do not have the means or
knowledge necessary to obtain or store the ecash commodity, and it is
not surprising that their transactions do not ordinarily involve the
trunsfer of the actual commodity. These speculators do not sell and
deliver wheat; they sell wheat futures, They do not buy and accept
delivery of wheat; they buy wheat futures,

Instead of settlement by delivery, most futures contracts are com-
pleted by entering into otlier contracts which are the reverse of the
earlier commitments. In using this means to complete a round-lot
contract of 5,000 bushels in the Slny future, for example, a person who
has been short must buy a round-lot unit in the same future, and one
who has been Jong must sell the same amount of the snme future. The
exchange provides a clearing mechanism by which these opposite
transactions offset each other and the origing! contracts are liquidated.
When the short buys he is said to have “covered,” and when the long
sells he 1s said to have “liquidzted.”

Profits or losses result from the differences between the buying and
selling prices. If prices go down, the short, who has sold at the higher
price and covered at & lower price, makes a profit. The long, however,
who has bought at the higher price, suffers a loss from liquidating at
a lower price. If prices rise, the profit and loss situations are
reversed,

The futures market otfers an extremely easy and effective means of
trading in such o manner as to gain (or lose) from fluctuations in
price. If a speculator expects futures prices to vise, he stmply gives
his breker an order to buy. He does not have to find supplies of the
commodity, test for quality, or provide for financing and storage
while waiting for prices to rise.

I one expects prices to fall he orders his broker to sell, He does
not have to look for a truder who is willing to enter into a contract
to buy the commodity at some future time at present prices (or the
equivalent when storage costs and other similar factors are con-
sidered).

At the time the contract is entered into he does not have to specify
the exact quality of the commodity to be delivered, and if in the
maturity month he undertakes to deliver he can elect any one of the
various options as to grade and quality provided by the contract.
For some commoditics the futures contract permits delivery to be made
at any one of « number of different geographical locations. Standard-
ization of the time contract is perhaps the most significant contribu-
tion of the futures market to the techniques of commerce, and its
facilitation of the process of short selling is its most unique feature.

The futures markets perform many functions, only a few of which
need to be considered heve. They provide central markets on which
the forces of supply and demand can concentrate, and from which
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information on prices can be readily and widely disseminated. They
make it possible for commodity merchants and processors to reduce
the price risks of their businesses, by offering u methad whereby the
price risks inherent in the ownership of the physical commodity may
be counterbulanced by price risks of an opposite nature on the futures
market. Chey provide » means by which the opinions of experts as
to future supply and demand situations, and as to diflerences in con-
ditions botween different morkets and different points in time, can
be implemented by actunl transactions and thus veflected in prices.
Finally they provide a means by which speculators, whether expert
or inept, muy register Ltheir opinions as to future conditions through
the price-making process, and thus act as forces of adjustment or
maladjustment, depending on the validity of their opimons,

CLassiFtcATION oF TRADERS ON Furures MaRkKETs

It is not surprising that the facilitics and opporfunities of futures
markets sheuld have nttracted thuousands of participants and resulted
in widespread trading in futures. These traders are usually classified
under a number of different headings. A browd clessification of
traders as either hedgers or speculalors will serve most of the purposes
of this discussion. Hedgers in grain futures are grain merchanis or
processors who seek to reduce price risks by entering into futures con-
tracts to counterbalance their lnventory stocks and purchase contracts
or their forward sules of cash grain,

All traders on futures markets, other than hedgers, are speculators.
Their purpose in trading in futures is not to offset cash grain trans-
actions, but to make a profit from the futures trading. Frequently
these speculutors know little or nothing ubout the commeodity in which
they deal, and have little knowledge of the methods of producing,
grading, shipping, storing, and using the product. There i3, howaver,
a pronounced tendency for speculators to trade in commodities pro-
duced in the region in which they live.

Among speculutors three broand groups may be distinguished :
sealpers, spreaders, and other speculators. Scalpers are traders who,
for the most part, trade for themselves in the pit, buying and selling
on small fluctuations in priees, and ordinarily closing the day with
even, or nearly even positions. Spreaders are traders who assume
opposing long und short positions of the same amount in different
markefs or different futures in the nttempt to obtain a profit from
chianges in the velative prices in the different markets or futures. Other
speculators are all remaining traders, who buy and sell speculatively
in the market—large ov soll, long-ter or short-terin, professionul
or amateur,

The present study is not at all concerned with scalpers, and very
Tew of the traders invelved enguged i extensive spreading operations,
Hedzing operations can be fully anatyzed only when information is
aviilabie for both Futnres and cash arivin transactions, and in thisstudy
no data were eollected on the cash grain operations of hedgers in the
sample. Tor this reason analysis of the futures operations of hedgers
will be a ninor feature of this stndy,  Adtention for the most part
will be direeted to the futures operations of the group that has been
classified above as “other speculutors” :
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Nature oF Tuis Stupy

There has been much conjecture as to the effect of different classes
of truders on futures markets, and judgments as to these effects have
been embodied in numerous proposals designed to encourage or dis-
courage different types of trading. A number of studies have been
made, notably by the Federal Trade Commission and the Commaodity
Exchange Authority and its predecessor organizations, in the effort
to determine as accurately as possible the effects on the market, and
on the marketing process, of various kinds of trading. Tor the most
part these studies have been concerned with the effects of the opera-
tions of large-scale traders, particularly large-scale speculators.

The role of the small speculative trader in the futures mavket has
been the subject of much discussion. On the one hand it has been
held that such traders are a disturbing influence in the market, accen-
tunting price swings, and on occasions contributing to wild and disas-
trous price fluctuntions. Omn thie other hand it has been maintained
that suck traders are o necessary element in the market since their
presence mukes it possible for the expert trader—who is presumed to
exercise a benelicent influence on prices—to find traders to take the
opposite side of his trades, und supply tln-ough their losses the income
wlich is necessary to support the continued trading activity of the

rofessional. No thorough-going empirical investigation lhas ever
een made of the trading of speculative traders, large or small, and
the opinions held reflect much larger proportions of prejudice and
special pleading than of objective analysis and cureful investigation.

The purpose ot this study is to examine the actual market operations
of a number of traders to see whether valid generalizations can be
drawn as to characteristic behmvior putterns and the relation of such
patterns to the functioning of grain futures markets. Tt is an analysis
of the trading ot 8,922 customers of a large Chicago futures commis-
sion firm over the 9-year period tfrom January 1, 1924, to December 31,
1932. Two types of analysis are used. The first involves case studies
of two exceptional trnders, both ef whom traded on a large scale.
One, however, suffered the largest losses of any trader in the sample,
while the other made the greatest profits. These ense studies are fol-
lowed by a statistical analysis of the futures market activities of all
traders m the sam})!e. In this analysis an attempt is made to dis-
cover meaningtul classifications of traders and of types of trading and
to relate trading activities to price movements and profit or loss sit-
nations.

CASE STUDY OF AN UNSUCCESSFUL TRADER

The first case study is an examination of the operations of Trader
No. 7830, a businessman, and evidently a person of considerable means,
residing in California. He was not a typical trader, but a most
unusual one. Al together his trades in wheat futures through the firm
which supplied the information for this study amounted to 14,425,000
bushels; lus trades in corn futures to 503,600 bushels, in oat futures
to 245,000 bushels, and in rye futures to 155,000 bushels. This teading
extended from November 17, 1924, to October 29, 1932, and resulted
{after commissions) in losses of $100,089 in wheat futures, profits of
$1,694 in corn futures, und losses of §13,996 and $821, respectively, in
oats and rye. The net outcome of 7830% grain futures transactions
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through this firm, therefore, was a loss of $413,212. Because of the
variety and scope of his nctivities ag well as their striking outcome,
the trading of 7830 provides a good introduction to many aspects of
futures trading.

Ixnitiar, TrRaDES

Teader 7830% initial trade in wheat futures through the firm was
on November 19, 1924, when he made a short sale of 10,000 bushels in
the 1925 May wheat future at a ll)ricc of $1.6034 per bushel. On the
next day he bought 10,000 bushels of the sume future at §1.57%4 per
bushel.  When these two contracls were set against each other it was
found that Trader 7830 was in the following position:

Contract to sell 10,000 bushels at $1.60%% $168,037.50
Contrinet to buy 10,000 bushels ot 1574 15,750.00
Profit 287.50

From this profit of $287.50 Trader 7830, who was not a member of the
Chicago Board of Trade, had to pay the minimum comnussion for
nonmembers, which wus $25. This left him a net gnin of $262.50.

‘I'he price of the 1925 Muy future had risen from a low of approxi-
mately $1.20 per bushel early in July 1924 to the $1.60 level by the
middie of November. The increase had not been steady, but had
occurred in three waves. The first two waves had each been followed
by a recession. The third wave, in the early part of November, had
exhibited the shurpest rise of the three, prices having risen from a
low of $1.4i14 on November 3 to n high of $1.6334 on November 13,
just seven tracling days later. Then for several days there was rela-
tively little change in price. Perhaps 7830 thought that a third re-
cession was about to set in. Qu it may be that he was a “chart trader,”
and the price had gone through s short-run “resistance peint.”’ In
any event he sold short, and the next day the market sngged sharply—
to the profit of Trader 7830,

On this second dny, November 20, 1924, Trader 7830 made his sec-
ond short sale. "Turning to the corn futures market, he sold 5,000
bushels of 1923 May corn short at $1.2234 per bushel. Corn prices
had also been rising. The 1925 May corn future had risen in three
waves from a low of about, 85 cents per bushel in early July. The third
wave had been followed by a recession, and a fourth price rise was
under way. A slight dip in this movement came after November 18,
and during this dip 7830 made his short sale. He covered his short
position by purchasing the future on November 21 at $1.19%, and
made o profit of $125 minus the commission of $12.50 on the 5,000-
bushel transaction.

After this auspicious beginning Trader 7830 enteved the market
again en the following day, November 22, und again sold short. This
time he sold 5,000 bushels of the 1925 May wheat future nt $1.5834.
But the expected deeline in the market did not oceur. Prices rose and
remained fairly steady. Trader 7830 did not cover his position, but
on November 26 he purchased 5.000 bushels of 1925 July wheat at
$1.4134 per bushel. Since he was short the May future, the purchase
of the July established a “spread.” He was long the July future and
short the May future by equal wmounts,

In a spreading operation, if prices of both futures were to rise to
the snme extent, the losses on the May future would exactly balance the
profits on the July, Similarly if prices declined, his profits on the
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May would be offset by losses on the July. The May was an old-crop
future, and the price reflected the estimates of demand for the exist.
ing supply during the remainder of the crop year, and the costs of
storing wheat until May. The July future was a new-crop future.
Wheat would not be harvested in 1925 early enough to be delivered on
the Muy future, but newly harvested whent might be delivered on the
July future. Consequently the price of the 1995 July future reflected
current expectations in November 1921 as to the relafion between sup-
ply and demand at the beginning of the 1995-96 crop year. The ex-
pectations were that wheut would be velatively more plentiful in
H125-26, 2 situation which would be conducive fo n small earry-over
of stocks of wheat into the new erop year, and consequently the July
future sold for considerably less than the May futare.

On November 96, when Trader 7830 established the “spread” posi-
Lion, the difference in price between the May and July futures was
20 cents per bushel, If this difference were to decrease us & vosult of
the price of the July future rising more vapidly than the price of the
May future—or fafling less rapidiy—7830 would have giined. The
wrofit ou his long pesition in July weuld have been greater than the

oss on his short position in May. 1§ on the other hand, the price
differences were to widen, 7830 would lose.

This trader, however, does not scem to have looked at his position
as @ regulur spreading operation, for in a few days {on December 1)
he liquidated his long position in the July future. A week later, on
December 8, Tiader 7830 again bought 5,000 bushels of 1995 July
wheat, but he held this long position only a week. As a result of these
two sets of transactions in the July future, he had a total profit of
$200 minus $25 in commissions. In'the meantime ]iriees had resumed
their upward trend, and the short position in the ) Iay futuve, which
he had been holding all this time, accumulated larger and larger
losses. Finally, on December 19, Trader 7830 covered his short post-
tion at a price of $1.75%. Since he had sold the Tuture at $1.5834, he
suffered a loss of $837.50 plus $12.50 in commission.

CycLe anp Duration DeriNen

In this study the combination of trades by which a trader assumes
a position, long or shorl, aud then liquidates the position, is termed a
“eyele.” The initial frades in wheat and corn futures made by 7830
throngh the firm, therefore, may be summarized by saying that he
traded through two short cyeles and two long cycles in wheat and one
short evele in corn. Four of the eycles resulicd in profits and one
veswlted in a loss. The amount of the loss on the one unprofitable
eycle more than counferbalunced the profits on the four other cycles,
50 that the net vesult of his trading in futures up to this point was a
loss of $2:25 plus $75 in commnissions,

Lf we give the term *duration™ te the number of trading days which
elapse nfter the beginning of a cyele before the eyele is completed,
Tf:{;](i‘q first five eyvles in wheat and corn futures nuay be deseribed as
follows :

L Bhort 10,000 hushels of wheat, durntion 1 day, profit $287.506.
2. Short 5,000 bushels of eoen, durition 1 fday, profit $125.00.

A Short SN hushels of wheat, duration 2 das s, fose $83T.50,

4. Loz 5,000 busbels of whoat, Qurntion 3 tUaxs, profit $87.50,

3. Long 5,000 bushels of whent, durntion 6 days, profit $112.50,
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TravITIONAL BEHAVIOR OF INEXPERIENCED TRADERS

There is & common belicf that inexperienced traders cut their profits
short but let their losses run, whereas vxperienced traders eut their
losses short and let their pmfhs run, In his early trades, 7830 acted
according to the traditional pattern for the inexperienced trader.

There ean be little doubt that in the above sample of his trading
activity 7830 tended to cut his profits and let his loss run.  The total
duration of the four profituble cycles was only half the duration of
the single unprofitable cycle. 1f 7830 hud cut his loss and let the
profits run, his profit on the first cycle might have become a loss, since
the profit on his short sale arose out of a short dip in an upward price
movement. This was nlso true of the short sale in corn futures. His
loss on the third cycle would have been greatly reduced, and his profits
on cycles four and five would have been increased. The net result
is in doubt, and it should not be inferred that all 7830 needed to do
to become a successtul trnder was to adopt a simple maxim with re-
spect to the proper time to close out positions. If success could be
achieved so ensily, there would be few unsuceessful traders en futures
markets. The carly experience of 7830 illustrates how a trader who
tukes a position counter to the trend of the market and holds that
position for some time must necegsarily suffer serious losses.  His later
experience provides additional illustrations of this fact.

I'he earlicst eycles of 7830 in the grain futures market have been
described in considerable detail.  The later history of his trading will
be deseribed in more general terins.  Although there were periads of
several mouths during which 7830 made no trades through the firm,
he continued to trade in grain futures until October 29,1032, The
scale of his trading grew until he became one of the largest accounts
held by the firn.

Table 1 lists 7830's trading cycles in each grain by date of comple-
tion. The first fonr eyeles of trading in wheat futures have alrendy
been described. The fifth cycle in wheat futnres consisted of a pur-
chase and sale of 10,000 bushels of the 19253 July wheat future all on
one day, March 5, 1925, In this case the maximum position is shown
as zero, since the definition of position used here is the open commit-
ment in n future at the close of a trading day.

Ix-ano-Our CycLEs

Where a cycle begins with a purchase or a sale and ends with a sale
or purchase made on the same day, no commilment retnins open at
the end of the day. In these cases the eycles huve not been classified
as long or short, but are termed “in-and-ont.”  Actually the trader
did take n position long or short within the day, depending on whether
the purchase preceded the sale or vice versa.  The customer lodgers
of the firm, however, do not disciose the order in which the tracdes
were made, and consequently it is impossible to distinguish between
long wid short eyeles which were initinted and concluded on the
same day.

Fourteen of 7830's wheat futureg cycles were in-and-out cycles.
Twelve of these resulted in profits.  He also traded in one prolitable
in-and-out cyele incorn and one in rye.  Elis experience in these eycles
is summarized in table 2.
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TaBLE 1.—Trader 7830: Principal characteristics of vndividual trading cycles, listed by date of completion

Lg

Total amount
bought

Grain 31 imuls

- and ) | First trad Last trad Rela- | 1 ong or short e pront

eycle g - irst trade ast trade tion to ng or sho; ive })ro

number i Quan-| maxi- or loss

tity | mum
71 posi-

tion

WHEAT
: Date
1925 May : . 20, 1924
1925 July . 1,1924
.‘ - 3 15 1924
1925 Ma} Nov. Dec. 19, 1924
1925 July . . ; 5 1925
d Y . 7.1925
- 1201925
- 14, 1925
. 26, 1925
.14, 1925
. 28, 1925
3 1925
5 1925
8 1925
3 N 9, 1925
1926 July . . 12, 1925
1926 May 5
1926 July..__.____ .
1926 \Iay' Dee, Dec 22 1025
Dec. 29 1925
Feb. 26 1926
Mar, 5 1926

Long
In and out

Long . ___.___

Short

Long:. . _.___._
..... do___ ...
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e
......

1926 July _________
1026 May_ - ----
1926 July _________

1927 September-_-
1927 December--.
1628 May. - —o-i-

1928 May oeeee-

1928 September. -

11928 December_...

1929 May - ——--
1930 ‘\’Ia.y ________

1930 J ulyoccoeinan
1930 December__..

1931 May.._-——--

Mar.
Mar.

Mar.

June
June
July
Aug.

Sept.
Sept.

May

May :

May
June
June
Aug.
Oct.

1 Mar.

Apr
Apr.
Apr.
\1ay
June
June

Sept.

Aug.
Aug.
Nov.
May
Nov:
Aug.

Feb.

-Mar,
Mar.

May
May

Moy

Aug

17 1928
18,1928
5, 1928
14, 1928
25, 1928
12,1929
14, 1929
41,1929
1,1929
10, 1929
19, 1929
19, 1930
1,1930
3, 1930
5, 1930
14, 1930
14, 1930
19, 1930
5, 1930

Mar,

Apr
May

June

July
Aug.

;ﬂpt.
ept.
Sept.

May

May 2 :

June
July
Aug.
Dec.
Mar.
Mar.

Apr.
do

Apr.
Apr.
May
July

Sept.

Dec.
May
Aug:
Aug.
Nov.

Nov.
Nov.

Jan.
Feb.

Mar,

Apr.
May
May
June

Sept.
do

11,1926

13,1928
20 1928
18 1928
5 1928
22 1928
29, 1928
1,1929
13,1929
14, 1929
5,1929
16, 1929
20, 1929
30, 1930
28, 1930

1, 1930
7 1930
13 1930
16 1930
24 1930
4 1930

+4, 821
167
—8,730
—20, 280
—81, 182
—121, 225
—120, 650
—120, 025
118, 607
—151, 556
—151,118
—232, 219
—-231, 470
—a31, 220
—230, 533
—229’ 846
—229, 190
—245, 128
—296, 236

1—321, 700
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TasLe 1.—Trader 7820: Principal characteristics of individual trading cycles, listed by date of csmpletion—Continued

Total amount
bought
Grain Maxi-
. _ 5 Curiiula~
é;';?e Future First trade Last trade Dtlilorlf‘ glousrlr_l t‘ilgglat';o Long or short Pr ﬁfsg or t“:)(; E)rst;ﬁt
number tion |Quan-{ maxi- ;
tity | mum
‘Posi-
tion
Wheat—
Con. Date Date -Days Dollars
1931 May ________ Sept. - 6,1930 | Sept. 15, 1930 7 —326, 387
________________ Sept. 22, 1930 | Nov. 18 1930 46 —330, 014
__-_do ___________ Nov. 20,1930 | Nov, 20, 1930 0 —329, 951
_____ do.__.___.._.{ Nov. 22,1930 | Deec. 19 1930 22 —329, 694
1931 July...__._-_| Dee, 19,1930 | Jan. 3 1931 11 —330, 016
_____ do__..._._.__ | Jan. 13,1931 | Jan, 5 1931 1 —329, 848
_____ do......_____| Jan.. 5,61931 | June 5 1931 | 126 —331, 794
1931 December.___{-June 3, 1931 | Nev. 25 1931 145 —246, 162
1932 May. _.____. Sept. 16, 1931 | Nov. 27 1931 59 —353, 175
_____ do-_______-_- Nov. 30, 1931 | Nov. 30 1931 0 —353, 138
_____ do.._..._..__| Dee. 1,1¢31 | Deec. 1 1931 0 ) —353, 000
_____ do...._...___] Jan. 19, 1932 | Jan. 20 1932 1 25 25 1.1.00 | Long.._.._______._ +49 |—352, 951
1932 December.___| July -27,1932 | July 28 1932 1 25 25 00 |.___. do . . ... __ +656 |—352, 295
_____ do_-._._____.| July ‘29,1932 | July 29 1932 0 0 25 |-o-o.} Inand out.___.____ +45 (352, 250
_____ do___.__.____| July 80,1932 | July 30 1932 0 0 25 |eoooo|eczodOmcoo +63 |—352, 187
_____ do___________| Aug. 11,1932 | Aug. 4, 1932 3 2590|360 | Long.__._______.___._ -+598 1 —351, 589
_____ do_____-_____{ Aug. 5,1932 | Aug. 9, 1932 3 751 100 | 1.33 |.__.._do-.__.___.___| 41,088 —350, 501
_____ do______.____[Aug. 10,1932 | Sept. 19, 1932 33 | 175 525 |3.00 |.____do__.__ __.___| —7 718 —358, 219
_____ do___---___-_ Sept. 21, 1932 | Sept. 21 1932 0 0 50 [..__.l Inandoubt__._____.__ +263. |—357,956
________________ Sept. 22 1932 Oct 24 1932 20 ) 100) 275 | 2.75 ng_____.-—e._-.|. —5,039 |—362, 995
1933 Muy _____________ do.______ Oct.. 29 1932 34 20550275 1 s do__ . _____._ —1,03% 1—364,027
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.20, 1924

~_do . 129,1924
71026 May . 10, 1925
1929dDecember___.. 22,1929

1930 December____
1931 May
1931 July 3 .
631 September_-- 17 1931
1931 December-_-_ y 27 1931
1932 May . . 27, 1931
N . 25,1931
. dO 1932 . 31,1932

g—6F—L6GEF8

RN

N

1925 May . 17,1924
1929 December---_ .26, 1929
d . 11, 1929

1926 May .12, 1925 . 14,1925
. . 11, 1928
1931dSeptember___ 22, 1931

el ol

et = .
DO T N OO

1932 May .
1933 May 8 19 1932

e

-
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Tante 8—Trader 7830: Summary of in-and-out cycles

Averape | Average
Total Profit or
Type of cycle and outcome Cyeles | profits ;:3;3: qfi:yn' loss per
or losses eyzle | bought bushel
Number| Dollars | Dollars {,000bu.| Cents
Profitable wheat futures cyeles__ . 12| 2,033 169 25. 8 0. 66
Unprofitable wheat futures sycles_ 2 —375 i88 150 —1.25
Profitable corn futures eycles_ . __ 1 157 157 25,0 . 63
Profitebie rye futures cyeles. ... 1 62 62 50 1. 24
Netprefit. . ____ .. | __.. 1, 877§ oo
Less commissions._.__ U 925 | ||
Net outeome. . ____q _____ 1.7 2 RS SRR

_ It may be seen that 7830 was moderately successful in bis trading in
in-andg-out cycles, although the conunissions paid amounted to almost
half ef the net profits from this type of trading.

SimpLE anp Comprex Trabpine CycLEs

In addition to the in-and-out cycles it is possible to dvaw a distinetion
between simple cycles and complex ¢ycles.  In a simple eycle the trader
builds up a position, long or short, and then liquidates or covers that
position, In such cases the total amount of the future bought is equal
te the maximum position attained.

Sometimes a trader will buy and sell various quantities of the future
during the cycle without completely liguidating or covering the posi-
tion. This gives rise to complex cyeles. In such cases the total
amount b01a§zt will exceed the maximum position. An illustration
may be found in cycle 28, Trader 78380 sold 10,000 bushels of the 1926
December future on July 13, 1926, and another 10,000 bushels on July
16, On the 23d he bought 5,000 bushels and thus reduced his short
position from 20,000 bushels to 15,000, On the next day he boughs
25,000 and sold 20,000, leaving him short 10,000 bushels. This position
he finally liquidated on August 3. The maximum position was 20,000
bushels short, but the quantity bought was 40,000 bushels. The addi-
tional 20,000 arose from the sale of 26,000 bushels on July 24 after the
trader had started to cover his position,

A complex cyele may result from buying and selling on the same day,
or it may arise from buying and selling on different days. Anillustra-
tion of the latier situation may be found in wheat futures cycle 38,
This cycle was made up of the trades and Fositions in the 1928 May
wheat future shown below for the days on whieh trading occurred :

Trading and rexuliaut poxition

Dale of trade Trade Pasition
Oct. 28, 1027 _____ Bought 20,000 bushels_. . _______ Long 20,600 bushels,
Nov. ¥4, 1927__________ L L T Long 40,000 busheis.
Nov. 15, 1927_____ Soid 20,000 bushels_ __________.. Long 20,000 bushels.
Nov. 16, 1927_____ Bought 10,000 bushels. . ________ Long 30,000 bushels,
Nov. 18, 1927 ... ____. [ L Long 40,000 bushels.
Dec. 1, 1927 ____ Bought 58,600 bushels_________. Long 96,000 bushels.

Mar, 20, 1928_____Sold 96,000 bushels_____________ Zero,
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In this case the total amount bought was 110.000 bushels, while the
maximum position attained was 93,000 long. The difference arises
from the sale of 20,000 bushels on November 13.

A simple long cycle is one in which a position is aequired by =
series of purchases uninterrupted by a sale, and is then liquidated
lsag a series of sales with no intervening purchases. In the simple

ort cycle o series of short sales is followed by o series of purchases.
Whenever either the process of acquiring the maximum position or
liquidating it is interruPted by transactions of the opposite natuve, a
complex cycle arises.? The complexity of the cycle is indicated by the
relative (}uar;t;ity of the maximum position and the total quaniity
bought. In the simple cycle the total quantity bought is equal to the
maximum positien. In the complex cycle the total quantity bought
is greater than the maximum postbion.

The column in isble 1 which shows the ratio of the ameount bought
to the maximum position indicates the complexity of the different
cycles. For almost 314 years, from November 1924 to April 1928,
Trader 7830 confined himself lnrglely te simple cycles. Beginning
with wheai futures cycle 43 in April 1928, Trader 7830 began to trade
on a larger seals and to introduce o greater degree of complexity into
his trading. Ignoringl the in-and-out cycles, the average of the maxi-
mum pesttions for cycles through cycle 42 was 18,300 bushels, and the
average quantity traded was 23,600. For cycles 43 through 83 the
averages were 152,600 bushels and 401,100 bushels, respectively. The
ratio of quantity traded to maximum position was 1.29 for the earlier
cyeles and 2.63 for the later cycles. The later eycles also extended
over a longer period. Including the in-and-out cycles, the average
duration of 7830’ first 42 cycles was 13 trading days, while the average
duration of the last 41 cycles was 38 trading (ﬁt}'s.

Prorits AND Losses ix CoMPLEX AND SimpLE CYCLES

It is of interest to note the chief characteristics of the more complex
cycles, which for present purposes may be taken as those cycles in
which the total quaniity truded is more than three times the maximuom
position. Table 3 shows these characteristics.

Most of these were important cycles in the trading experience of
7830. With the exception of cycle 78, they resulted imn losses. The
most complex cycles were predominantly unprofitable, but heavy
losses were ulso sustained on less complex eycles.

Further evidence on the relation between the complexity of trad-
ing and the profit situation of 7830 is presented in table 4. This
table gives the number of profitable cycles and the rumber of un-
profitable cycles classified as simple, complex, or in-and-out. The
1n-and-out classification and the stmple cycles show a predominance
of profit situations, while the complex cycles were more frequently

* By these Qefinitions a simple eycle could imvolve in-and-cuf trading on the
day the maximum position was reached if the trades increasing the position
were made before those reducing it. Other pessibilities pre that an im-and-out
cyele is followed by n simple eycte starting on the same day, or a simple cycle
is followed by an ip-and-out eyele on the finat day of liquideiion of the simple
eyele. In these eases a simple cycle plus an in-and-out eyele looks like a single
complex cyele, Finee it is impossible from the records to distipguish these sita-
ations frow true complex cycies, all cases of cyeles with duration of one day or
more with in-and-out trading are classified o3 complex cycles,




14 TECHENICAL BULLETIN 1001, U. 8. GEPT, OF AGRICULTURE

Tanus 3 —T'rader 7830: Characteristics of compier cycles

Quantity
Dura- | Maxi- | Total | bought Loss per
Cycle No. ti mum, uantity| to maxi-| Loss bushel
101 | position loughb mum traded
position
Days | 1,000bu.| 1,000bu.| Ratia | Dollars | Cents
L . S 11 70 220 3. 14 3, 803 L7
57N 166 600 2, 440 4. 07 | 32,949 1. 35
£} D, 838 400 | 2,050 5.12 | 51, 108 2. 49
i 46 60 220 3. 67 3, 627 1. 65
T0 oo 145 250 1, 285 5. 14 | 14, 368 1.12
[ TN 3 25 a0 3.60 | *3508 * 66
* Prolit.

unprofitable than not* This raises the question whether these cycles
were unprofitable because they were compiex, or whether the reversals
of direction and the in-and-out trading which tended to create the
complex cycles were used by 7830 in the attempt to improve his posi-
tion when faced with losses,

Tapre 4.—Trader 7830: Number of wheat futures cycles classified by

type and profitability
Type Profitable | UPRrofit- | qyiq
Bimple. e 26 13 39
Complex. . . 12 18 30
In-snd-out_ _ ... . ___ 12 2 14
Y SV 50 33 83

It is possible to reach some conclusion on this question insofar as
the complexity of 7830 trading arose from in-and-out trading—and
this was the chief source of complex cycles. This speculator traded
in wheat futures on 430 days. On 152 of these he engaged in in-and-
out trading; that is, he both bought and sold the same wheat future.
Since on some days he traded in-and-out in more than one wheat fu-
ture, there are 156 instances of in-and-out trading in wheat futures,
In 14 cases the in-and-out trading constituted a distinet cycle. 1n the
other instances the in-and-out t.ra?ling contributed to the complexity of
the current cycle of trading. The resuits of 7830° in-and-out cycles
have been discussed above. YWe may now consider the results of his
in-and-out trading in the 142 instances in which it did not constitute
a distinct cycle but was part of a complex cycle,

*Jndged by the Chi-squnre test of independence, results differing 43 much as
thege from a proportional distribution of profitable nnd anprofitable eycles be-
tween the different types of cycle would arise by chance less than once In a
hundred titmes.
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In in-und-out trading the mnount purchased may or may not be
equal to the amount sold. An illustration hag already been given in
eycle 28 of u case in which the amounts bought and sold were not equal.
I this case 7830 bought 25,000 bushels and sold 20,000 bushels of the
1926 December wheat future on July 24, 1926, In such a case he may be
said to have traded in-and-out 20,000 bushels, On the other hund the
amounts bought and sold may be equal.  Indeed this was 7830’ faver-
ite method of in-and-out trading, In addition to the 14 in-and-ont
cyeles in which the nmount purchased was necessarily equal to the
amount sold, there were 83 instunces in whieh the amounts bonght and
sold were equal, This may be compared with the 59 cases of within-
cycle in-and-out trading where the mmounts bought and sold were
not equal.

Another point with respect to 783Q within-cyele in-and-out trad-
ing may be noted. This type of trading was relatively uncommon
during the early part of his trading carcer.  As time went on and his
teading izacreaseé) in sizo and frequency, in-and-out trading beeame
more prominent. During the first year of his trading (November
19, 1924, to November 14, 1925) 7830 engaged in in-and-out trading
on only 2 days of the 20 on which he traded. In a similav peried 6
years later (November 1, 1930, to October 31, 1931) he traded in-and-
out on 17 days out of 75.

Is this increasing resort to in-and-out trading due to the fact that
7830 had found here a successful method of trading? It is not pos-
sible to give a categorical answer fo this question, but it is possible to
summarize the major featuves of his within-cycle in-and-out trad-
ing. This is done in table 5. It may be seen that in 104 cases out
of 142 the selling price was higher than the buying price, and 7830
may be looked upon as having made a profit as a resuli of the -
and-out trading.  The total amount of this profit was §30,978, against
which must be set the $9,118 of losses incurrved in the 32 cases where
the buying price was higher than the selling price. In addition it
was necessary for T830 to pay $1:4,988 in commissions, so the net out-
come of this type of trading was an improvement in his position
which may be valued at $6,872.

These profits, although small compared with the volume of trad-
ing done, were not inconsiderable, and this suggests the possibility
that 7830 had hit upon a method of trading which could be counted
on fto give him smail but reasonably consistent profits. These in-
and-out transactions could have been the vesult of trading in privi-
leges, a special type of trading that has been carried on at various
times on grain futures markets, The following brief deseription of
privilege trading and its possible bearing upon the trading methods
and patterns analyzed in the study is presented, in view of the im-
portance of such trading in some of the years covered by the survey.

PriviLece Trabpinc

The “privilege” may be charncterized as a second-degree future.

The future i5 2 contract to buy or sell the commodity at a future time.
The privilege is an option to buy or sell a future at a future time.
Privilege trading was prohibited by the Commodity Exchange Act
amendments of 1836, but during moest of the periad studied, i. c., from
Junoaey 13, 1926, through December 31, 1932, there was frading in
privileges on the Chicago Board of Trade.
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TasLn 5.—T'rader 7830: Summary of within-cycle in-and-out trading
in wheat futures

Purchases and sales

Classification
Equal Not equal Total

Instances when zelling price was— Number Number Number
Higher than puying price 64 40 104
Equal to buying price 4 2 €
Lower than buying price 15 17 32

Total number. . o oo~ 83 59 142

Quantity purchased when selling price was— | 1,000 bu. | 1,000 bu. | 1,000 bu,
Higher than buying price 2,415 1, 950 4, 365
Equal to buying price 125 75 200
Lower than buying price 715 715 1,430

Total guantity. 3,255 2,740 5, 995

Profit or loss per bushel when selling price
was— Cents Cents Centa
Higher than buying price {profit) 0. 64 0. 80 0.71
Equal to buying price .00 .00 .00
Lower than buying price {loss) . 49 .78 . 4

Aggregate profits or losses when selling price
was— Dollara Dollars Dollars

Higher than buying price {profita).____. 15, 367 15, 611 30, 978

1] 0

Equal to buying prite (even) 0
Lower than buying price (losses) 3, 513 3, 603 9, 118

Net profits 11, 852 10, 008 21, 860
Commissions 8, 138 8, 850 14, 988

Net outcome 3,714 3,158 §, 872

If o trader believed that the price of a particular future would be
higher the next day, or the nest week, he would buy an “offer.”
This would mean that the seller of the offer would agree to sell the
future to the buyer at a specified price, usnally from 1 to 2 cents above
the closing price of the future if the offer was good only next day, and
at a somewhat higher price if the offer was good all next week. 1f
the price actualy rose above the price stipulated during the specified
period of time, the buyer could make an immediate profit by selling
the future at the market qrice and then exercising his option of buy-
ing the future from the seller of the offer at a price below the market.
If the trader expected a decline in price, he would buy a “bid,” or an
option to sell the future at a specified price, usually 1 to 2 cents below
the closing price of the future. If prices declined below the s ecified
price he could make s profit by buying the future in the market and
exercising the option of selling to the seller of the bid. Privilege
trading was an inexpensive method of speculating, since no more
than $5.50 was required to purchase a privilege, and only this amount
would be lost if the expected price movement did not materialize.
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When the purchaser of a privilege exercised the privilege and took
th profit inimediately, the result was an in-and-out cycle. This was
a com:mon practice. On the other hand he could continue to hold the
position obtained by exercising the privilege. The act of making
good on the privilege would also affect the position of the seller in one
of two ways. He might enter into an opposite transuction imme-
diately and take a loss, or he might permit the transaction to add to or
reduce a line already held.

The books of account available for this study did not provide direct
information on privilege trading, but an amployee ot the futures com-
mission firm who had first-hand knowledge of customers’ trading
states that 7830 was a large trader in privileges. In instances in
which he sold privileges which were not made good, he would profit
by the transaction, but it would have no effect on his futures position,
und the result would not be shown in any of the records used in this
study. If hisin-and-out trading wus the result of exercising privileges
purchased, it should have been profitable. To the extent that it was
the result of privileges sold it would have heen unprofitable, unless
he had been holding a positien which showed a profit at the time he
sold the privilege.

With these considerations in mind, 7830%s trading may be examined
in terms of the date on which it ocenrrved, sinee such trading befure
January 13, 1926, could not have been connected with privileges. Such
an exjuninztion does nat yield very conclusive results. Of the 14
clistinet in-and-out cyeles in wheat tutures, 3 occurred hefore January
13, 1926, and 2 of them were unprofitable. These were the only
unprofitable in-and-out cycles in 7830°s wheat futures trading. On 5
other duys in the preprivilege period he hiad in-and-out trades which
were parts of complex eyeles. In 2 instances he had profits, totaling
$402, and in 8 instances losses, totaling $162. Thirty-one percent of
his total trading before January 13, 1926, and 42 percent of his trading
after that date, wasin-and-out. Consequently, no clear inference with
respeet to the relation Letween 7830% in-and-out trading and privilege
trading is possible.

It is conceivable that 7830's in-and-out trading not related to priv-
ileges resulted in fuirly consistent profits. It 1s not possible to be
certain on this point, since no information is available as to the orders
given by 7830, nor as to his methods of trading. All that we have is
the record of his actual trades. “Lhis shows when he did trade on both
sidles of the market. Tt does not show when he expected to trade on
both sides, but was able to complete only one side of the transaction,
This could have cccurred in a number of ways, but a single illustra-
tion will make the point clear. Suppose that 7830, on a given day,
expected prices to fluctuate up and down between values of approxi-
mately $1 and $1.0L. He might, for example, order his broker to buy
25,000 bushels of a given wheat future at 51 and sell it a6 $1.01. If on
the day on which the orders were to be executed, both of the prices
were recorded in the appropriate sequence, it would be possible for his
broker to execute both trades and the trader would have a profit of
1 cent per bushel minus his commission of one-quarter of a cent, If
prices broke, however, the purchase could be made hut not the sale,
and the trader would find himsel f with a long position in a declining
market. I it were possible to discover the exteni of the losses 7330
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suffered beeause of positions acquired in this fashion, it is highly likely
that it would be found that on balance his attempts at -and-out
trading were unprofitable. '

It may be recalled that 7830's complex cycles were predominantly
unprofitable. In a nwmber of cases the complexity arose from in-and-
out trading. The above discussion indicates, however, that in-and-
out trading as such was clearly not so unprofitable as to be an im-
portant cause of the losses sustained in compiex cycles. The more
appropriate inference is that in-and-cut trading was resorted to in
the effort to improve the trader's position in unprofitable cycles.

TexpeENCY oF 7830 To Cur ProFiTs anp LET Losses Run

During much of his trading 7830 was faced with substantial losses
on positions currently held. This is evident from table 6, which shows
the duration of his positions in all commeodities and in different types
of cycles. In every commaodity the number of profitable eycles ex-
ceeded the number of unprofitable ones. But in ench case except, corn
the total duration was longer for the unprofituble eyeles. Even in the
case of corn futures 7830 tended on the average to hold his unsuc-

Tasrk 6.—Trader 7830: Duvation of cycles, by grain and type of cyole

Buccessful Unsuceessful
Grain and type
of eycle Total [ Average Tatal | Average
Cycles | dura- dura- | Cyecles | dura- dura-
tion tion tion tion
Wheat: Number | Days Days | Number | Days Days
Long ... 23 302 14. 0 25 I, 618 | 64, 7
Shorbeo oo s 10 52 5.2 G 47 7.8
In-and-out______. 12 1] 1] 2 0 0
Totalooooeoeoe 0| 4| 809 33| 1,665 | 50.5
Corn:
Long. o ocevcee 3 23 7.7 3 31 10. 3
Shott o wmeeo . (1] 31 8.5 1 13 18. 0
In-and-out_ . _____ 1 0 O e
Total e et 10 | 74 T.4 | 4 491 122
Qats:
Looga e 2 4 2.0 1 47 47
Totalo oo 2 | 4 2.0 | 41| 47
Rye: i
Leng . 6 42 7.0 2 I 71 35.5
Short. weeeomeoo . e draiean i 1 1.0
In-and-out .. 14 0 ; 0 .. [
Totalooeooooae 7 42 § 6.0, 3, 72 ; 24. 0
: t ! '
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cessful eycles open longer than the successful ones, the longer fotal
duration for the success{ul corn cycles being explained by the rela-
tively greater number of svecessful eyeles in this commodity. This
table demonstiutes that for his entire trading experience 7830 had a
tendency to eut his profits, but to let his losses run.

This feature of T840 activities in the grain futures market is even
more clearly shown by the other characteristics of his trading activity
summatized in table 7. The average profit per eycle realized in his
wheat futures frading wus 3628, ns compared with an average loss
per cycle of $11,982. His trading w1 other commeodities was on a very
minor seale compared with wheat, and in corn his profits exceeded his
losses. Tor both vat aud rye futures, however, tusses were grewter
than profits both in amount, and per eycle of trading. Tn his long
cycles in wheat futures—which constituted the bulk of his trading—
he tended to build up much larger positions during his unsuceesstul
cycles than in those which vesulted in profits. The average maximum
position for the unsuceessful long wheat eycles was 181,000 bushels,
which may be compared with an average of 28,900 bushels for the
profitable cycles. Furthermore, he resorted to more in-and-out trad-
mg and te mterruption of the necumulation and liquidation process
by contrary trades. s a result the index of complexity for the un-
suevessiul tong whoeat futures eyeles was 276, and for the sueeesstul
cycies was 1,30, Ifor the short whent futures eycles the ratios were
228 and 1.17 for unsuecessful and sucecessful cycles, respectively,
Trading in corn and oat futures was mostly in simple cycles,

‘The over-ull outcome of 7830 trading 15 presented in table 8. His
truding, on the whole, was extremely nnpmét'able. He made a small
profit in corn and o stight loss in rye. His loss ir oat futuves was
considerable, and the outcome of his wheat futures trading was a loss
of $HGO0L.  Altogether his losses on his trading through this firm
amounted to §113,212, including commissions. These are the Iargest
losses sustained by any trader in the sample.

ReraTion ofF Trapixc To PriCE MovEMENTS

To understand how the losses of 7330 nrose it is necessary to relate
his trading to futures price movements. Since the trading in wheat
futures was s0 mueh more significant than {rading in the other com-
modity futuves, this anatysis will be confined to wheat fntures.

A eruciud feature in speculative trading, of course, is the relation of
purchases and salos to prices.  The speculator always hopes to buy at
low prices and sell at higher prices, whether the posttion he nssumes is
long or short. Each speculator initiates a eyele of trading and as-
sumes a position in the marlket Tong or short, at a time which seems
prepitious for his endeavor to buy cheap and sell dear. Txpansion of
his position should logically occwr under condilions which seem even
more propitious. An illustration is the sitnation in which a trader is
convinced that the meneral trend of the market is upward, and declin-
ing prices do not shake this convietion. but rather ofter opportunities
for inerensing a lang line at cven more fuvorable prices.  This practice
“averages down” the cost of the position and provides greater prolits
if the expected price movement does occur. In a simiar manner a
short seller may make additional sales as priees rise,




TasLe 7.—Trader 7830: Trading experience, by grain and type of cycie

Grain and type
of eyele

Suecessful cycles : Unsuccessful cycles

A 1A A Quan- A A szn-
Average| Average | Average| tity e verage| Average] tity
Cveles Total proﬁtl;; maxi§ quan- | bought Total ‘ﬁ;‘sgmegf maxi- quan- | bought
ye profits per mun tity to maxi- losses }]) mum tity |tomaxi-
cycle | position ]| bought | -mum CyCl€ | position | bought ! mum
position position

‘Wheat: k

Number | Dollars s 11,000 bu. .| Ratio | Number | Dollars 1,000 bu. {1,000 bu.
28 | 25, 140 28.9 p 25 {388,954 181. 0 498. 8
10 | 4,221 ‘ 23.5 . 6| 6,092 20. 8 47.5
12 2,033 0 . 2 375 0 15..0

31, 394 20.-9 . 395, 421

3, 406 . 58.3 3 D14 1, 358
1, 151 | 15.8 . .
157 0

4,714 : 27.0

349 35.0

35. 0

0¢

FUNLTIAOIEDY J0 "TdEd ‘S "4 ‘1001 NILITINd TYOINHOAL
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. Tasws 8—Trader 7830: Over-all summary of trading operationg

Item Wheat ; Cormn Oats Rye | All grains

Dollars | Dollars| Dollars |Dollarsy Dollara

Profits on suceessful eyeles_ .. ___ 31, 304 4,714 349! 1,668 38,125
Losses on unsuccessful cyeles_ . .| 395,421} 1,758 13,733) 2,101 413,013
Net profit {+) orloss {(—)....|—364, 027+ 2, U56{—13, 384] —433{—-374, 888
Commissions_ . _caeemomoa- 36,062 1,262 612( 388 38,324

Not outeome. . ___.|—400, 089+ 1, 694|— 18, 096l —821|—413, 212

l

In other instances expansion through averaging down the cost of a
position oceurs when s trader has come to realize that his original
expectations with respect to price movements were in ervor, bub
shrinks from the finality of the action of closing out his position
at & loss. Under these civcumstances he expands his position at lower
prices if he is long, or at higher prices if he is short, in ihe hope that
a reversul of the market trend will offer opportunity for profit, or
will at least reduce the size of his loss.

The contrast between action along the lines originally expected and
action dictated by failure to realize such expectations is even more
clenrly shown in the liquidation of positions. It might appear that
if the anticipated price movement does occur the trader has no
problem; he proceeds necording to his original plan, and liquidates
his position when the expected price level is reached. But his original
plan may not have been so definite as to include a particular price
at which the line wouid be liquidated. Furthermore, the actual price
movenients may have altered his appraisal of the market situation,
and he may now look for another, even more profitable, price level to
appear. _

"Che decision when to take a profit is a difficult one. Some traders
quickly become apprehensive lest the profit disappear on a reversal
of the market, and, heeding the maxim that “ne one ever went broke
taking a profit,” realize the profit alinost at the first opportunity.
Others may have theiv appetites for gain whetted by the appearance
of u small profit, and revise their estimates of market action in an
optimistic direction. Convinced of the validity of their anticipations
they may permit substantial profits to accrue beforc they act. Some-
times they realize these higher profits, and semetimes they see them
fade away as a result of adverse price movements. Still another
method of liquidation is that of the trader who hopes to liquidate,
not at the peak of the current price movement, but as soon as a definite
reversal of trend is evident. The erucial point for such traders is to
determine when a contrary movement is merely a temporary interrup-
ticn of the prevailing movement and when it signals the beginning
of a new, and contrary, tendency.

The trader faced with the necessity of deciding whether or not to
liquidate a loss position is in aless happy if no less puzzling situation.
If the existence of the loss does not convince him that his original
expectations were in ervor, he is constrained te hold his position if
possible until coming events prove that he was right. The time may
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eventuaily come when such a trader is forced to liguidate his position_
as & vesulf of margin calls or the expiration of the future. Xf the
trader whose position shows a loss is econvinced that his original ex-

ectations were in ervoy, he still must decide the time and method of
Fiquidation which will leave him with the {east loss possible under the
circumstances.

Full understanding of the rvelation of any given trader’s operations
to prices would require information as to the reasons for each trade
he makes. These reasons wonld in many eases be so diverse thet no
clear pattern of trading would emerge. The information availabia
in this study is merely n record of the actual iransactions. Analysis
of it does niot reveal all the causes of any individual’s trading, but it
may indiecate the existence of certain of the move casily recognizable
trading patterns. The disecovery of such patterns, if they exist, has
significance beeause of the eflects which different trading patterns
have on the functioning of the market.

Tyres oF TaApine PATTERNS

The number of possible trading patterns is, of course, very large,
but the description of a few possible methods of trading and the asso-
ciated relutionships between prices and transactions will provide a
background for the examination of these relationships in tLe opera-
tions of Trader 7830.

Many traders are concerned almost entirely with very short-run
price fluctuations. The scalper, who stands in'the pit trading in and
out during the day but closes the day with no open commitments, is
one example. Another is the in-and-out “board-reom” irader who
watches the quotations during the doy and makes trades of short
duration designed te obtain profits from short swings in prices. Ifa
trader of either of these two kinds has a definite price level around
which ho believes the shovt-term fluctuations will oscillate, he will sell
when prices rise above the expeeted level and cover if and when the
return to the presumed norm, If prices #all below the expected lovel,
he will buy and hiquidate the position when the anticipated readjust-
ment has been made. It the expected level is one about which the
market tends to fluctuate, such trading is not only profitable but tends
to narrow the range of short-term fluctuations in prices.

The short-term trader, on the other hand, may have no definite
notion of a price level which he conceives of as normal under the
existing conditions. He may, however, fecl that he can detect short
swings in the mavket at therr inception. Consequently, if he thinks
that prices ave falling, he will sell the future with the intention of
purchasing at the lower level. If he thinks prices are on the way up,
he will buy the future and thus be in a position fo profit from the
opportunity to sell at a higher price. Traders of this type are some-
times referred to as “movement traders.” If they are correct in their
Toreeasts, their trading tends to accentuate the short-term swings in
prices.

If minute-by-minute price quotations and trades were available
these two patterns of short-term trading could be identified. Traders
who operate with a definite price level in mind as a norm would seil on
upswings and buy on downswings in prices. Movement traders would
buy on upswings and sell on downswings.
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The data availuble in this study do not make it possible to distinguish
these extremely short-term trading patterns. But some speculators
who operate for the longer term may also trade on the assumption that
a norm exists around which prices may be expected to fluctuate and
consequently buy as prices fall below this level and sell as prices rise
above it.  Another possibility is the norm trader who believes that a
certain price above the present general level is the norm which the
marleet should veach, Such a trader will buy futures, and if the rise
oceurs will sell when his norm is reached. IFrequently, of course, he
will have revised his opinion by the time the expected price change has
occurred. ‘Lo the extent that such a revision is the result of the move-
ment of prices, or the rapidity or slowness of price changes, he is
behaving as o movement trader rather than as a norm trader.

Movement traders who spectlate on faivly long-term price swings
deeide on trading policy by examining the price behavior of the mar-
ket. Some of them are influenced by the rate of change in prices,
others examine ln-ice swings to discover “resistance points” or other
indices by which they attempt to forecast future price movements.
The cifects of their trading practices on prices will depend, of course,
on the considerntions which lead them to buy or sell—and these ave
different for different traders. It is probuble, however, that most
movement traders who ave trading on fairly long swings in prices tend
to buy on rising prices and sell on falling prices. This is the pattern
of movement trading which is assumed in the fellowing discussion.
Norm traders, on the other hand, are presumed typically to buy on
falling prices und sell on rising prices.

Trapine Parrrans or 7830: Swowr-Team CYcLES

Trader 7830 traded through 83 wheat futures eycles. If a pattern
with respect to price movements is to be found m his trading, it is
necessary to consider the relationship of trading to prices in each
significant classification ot cycles.

The in-and-out eycles have already been described.  There were 14
such cyeles in wheat futures, 12 of which were profitable. Since no
information is available on the timing of purchases and sales within
the trading session, it is not possible to discover trading patterns in the
in-and-out cyeles. TPrevious discussion has indicated that some of
these cyeles were related to privilege trading.

Slightly more extended than the in-and-out eyeles were the eycles of
1-day duration. These were cycles of trading initinted on 1 day
and terminated on the next trading day. An cffort was made to
appraise the price sitnations under which these cycles were initi-
ated by comparing prices on the day of the orviginal transaction
with prices on the previous day. Where prices were generally lower
on the day the trade was made it was assumed that the fransaction was
muade on declining prices.  Where prices were generally hisher it was
assumed that the transnetion was made on a rise in price.  These char-
acterizations may not always be correct, since price movements within
the day are not considered, and 2 trade might actually be mnade during
a period of rising prices on a day when prices generally were lower
than on the previous day. It is believed, however, that such situs-
tions were the exception, and that the characterizations given weve
generally appropriate.
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The results of this analysis of 7830’s wheat cycles of 1-day duration
are given in table 9, The table indicates that in these short-term
cycles 7830 did have a recognizable pattern of trading. Five of his
elght short sales were made on rising prices, and seven of his eight
long cyeles were initiated on price declines. With respect to these
short-term: trades, therefore, it appears that 7830 was not 2 movement,
trader. It appears rather that he had a definite idea as to the price
level which should currently prevail, and sold when prices rose above
this level and bought when they fell below it. The fact that 12 of
these 16 cycles were profitable should not lead to the inference that this
trader was usually right as to the level of prices. It is possible that he
tended to take profits when the market movement confirmed his beliefs
and to hold positions open longe:r if the expected veversal of the price
movement did not appear.

TasLe 9.—Trader 7830: Trading pattern of wheat fulures cycles of
I-day duration

Completed at—

Direction of price change on day Profit Loss

of initiating sale or purchase

Quan- Quan-
Cyeles) tity ([Cyeles| tity
bought bought

1,000 ) Num-

Short cycles: b b,
Inerease 165
No gignificant change.____ , 10
Decrease 105

Long cycles:
Inerease
Decrease

An attempt was made to discover whether a pattern is to be found
in the wheat cycles of 7830 with a duration of 2 to 9 days. Some of the
results are summarized in table 10. There were 22 cycles in this
classification, of which 4 were short and 18 were long. It was im-
possible to distinguish any pattern in the small number of short cycles.
Of the 18 long cycles, 8 were initiated on a decline in prices, 5 started
on a rise in prices, and in 5 cases the initial buying oecurred when
there was no significant price change.

The differences in these frequencies are not statistically significant,
and there is consequently no reason to conclude that 7830 trading in
this class of cycle conformed to any one type. The cycles which are
classified as having started without any significant change in price
may in fact have been initiated as a result of a price stimu%us, but the
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grica changes which provided the stimulus do not appear in ths
ata used in this analysis,

Burther analysis of the 13 cases where trading in wheat futures
was associated with a significant price change indicates that at times
7830 traded as though he had a definite price Yevel in mind as the norm,
and ab other times he traded in the manner expected of a movement
trader. We shonld expect the movement trader in his long cycles to
buy on arise in prices. Trader 7830 did this in five of the Wﬁeat cyeles
of 2 to O days’ duration. In two of the four profitable cyvles he
traded only on the initial and final days of the eysle. In two of these
four cyeles he traded on 3 days. He made his initial purchase on &
price rise, bought more on a further rise, and liquidated his position
on g still farther rise in prices. In the loss eycle he had bought on a
rise in prices. But prices fell. He liquidated part of his line on
this decline in prices and liquidated the vemainder on a still further
drop in prices. These are the trading patterns of the movement
trader.

Tasue 10.—Trader 7830: Trading pattern of wheat futures cycles of
2 to 9 days’ duration

Compleied at—

Totatl
Direction of price change on day Profit Loss
" of Initiating sale or purchasc .
Quan- Quan- Quan-
Cycles] tity | Cyeles] tity |Cyeles] $ity
bought bought bought
Num-| 1,000 | Num-| 51000 | Num-§{ 1,00
Shors cyeles: ber bu. ber bu. ber bu.
WETEASC _ o o o e ean 1 10 1 20 2 a0
No significant change._____ .. _ .. ___._. 1 10 1 10
Deerense . o oo oo cm e el 1 20 1 20
Total. oo . _ 1 10 3 50 4 G0
Long cyeles:
Inerease. . _ . ____._.____.__ 4 1435 1 160 5 245
No significant change_._____ 4 1056 1 40 5 145
Deorenst m e e oo ae 8 k711 I S 8 376
Total oo e eaoas 16 620 2 140 18 760

In the eight wheat eycles in which 7830 bought on a decline in prices
there weve two cycles where trading took place only on the first and
last days of the cycle. In three other eyeles the trading on days other
than the first and last consisted only of in-and-ount trading, the amount
bought being equal to the amount sold. In one of the remaining cycles
there was trading on 3 days, the trading on the middle day consisting
of in-and-out trading in which the sales exceeded the purchases. The
effect was to liquidate part of the line at a price level above the
original purchase. The remaining two cycles were 4-day cycles which
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conformed in their pattern to trading carried on with a presumed
norm in mind. 'Fhe initial purchase was made on a decline in price.
A further purchase was made as prices declined further. Prices then
rose and part of the line was liquidated. The rest of the position was
liquidated on a still further rise in prices.

The unalysis of the trading patterns of 7830 up to this point has
dealt with 52 of his 83 wheat futures eycles, Of these 52 cycles, 41
were profitable and 11 were unprofitable. Ths total profits, ignoring
commissions, were $18,706 and the losses were 39,524

TRaDING PaTTERNS oF 7830: Lonc-Term CYCLES

The vesults of 7830’s trading in cycles with durations of 10 days or
more are in sharp contrast with the predominantly profitable character
of lis short-term cycles. There were 31 long-ferm cycles in wheat
futures, only 9 of which were profitable. The total losses, not count-
ing commissions, on the 22 unprofitable cycles were $385,897, as com-
pared with profits of $12,688 on the remaining 9 eyeles.

The contrast between the profitability of the short-term cycles and
the unprofitability of the long-term cycles is in part a reflection of
7830 tendency to close out trades showing profits and to hold loss

yositions open.  Profitable cycles consequently tended to be of short
uration, while unprofitable cycles on the average were of longer
duration. Furthermore, 7830 tended to take the long side of the
market and to maintain long positions tenaciously in the face of
declining prices.

Only four of 7830 long-term cycles were on the short side of the
market. T'wo of these were profitable, yielding profits totaling $725
less commissions, and two were unprofitable, resulting in losses of
$4,730 plus commissions. His tendency in his trading was to sell
on rising prices, which seems to indicate that at times he thought the
level of prices was too high and took the short side of the market.

For the most part, however, his position in the market was long,
and the 27 long cycles of from 10 to 177 days’ duration constitute the
most characteristic, as well as the most important, purt of his trading,
Seven of these cycles were profitable, and the relation of 7830’ trading
to price movements in these cycles may be summarized as follows:

Accumulation: Phausand Rushels
Bought on a declining market 170
Bonght on a rising twarket _ 115
Bought on no significant change in prices 10

Total - — 205

Liguidation :
Sold on a rising market o
Sold on no significant ehangoe in prices o
Sold at the pnd of the future -

2
g
-y

8

Total- - 204

The predominant pattern here was to buy on a declining market
and to sell on a rising market. Trader 7830 scemed to have definite
ideas as to what prices should be, and he tended to buy if they fell
below the level he considered normal for the time. Apparently this
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normal was usually not very much above prevailing prices, for he
tended to close out his position as soon as a moderate profit nppeared.

Most of 7830%s unprofitable long-term cycles on the long side of the
market were complex, invelving much buying znd selhntr during the
life of the eycle. In one case tmdm" in a single cycie oceurred ou

52 duys. In the larger and inore comple\ Cj’(.les the accumnlation

ordinarily took place gradually, There was then considerable buying

and selling, and fthuentlv the position was liquidated abruptly

For this reason it has seemed useful to distinguish those trades which

were clearly the final liquidation of » posntmn from the sales which

were made at an carlier stage in the cycles. Using this distinciion
the following summury describes the characteristics of 7830% trading
in the 20 unplohtable long cycles which had durations of from i0 to

177 trading days:

Acceumuintion : Thousand Bushels
HBought on & deellning market
Bonght on n risiog market___ o
Batght ot no significant change Is prices
Swiich frem earlier futuves?

Aot e e

Futermedinie selling:
Sold on a declining market___
Sold on g rising market.__
Solgl on o signilienat chunge in pricos_

Liguication:

Sold on o declining mnrket
Bold on & rising 1narker_
Switeh to later future’
Beld at the end of future

Totnd

A switeh Is o trading operation In which a trader disposes of a position in
oue futare—trequent!y n fudire which is about to expire—and at the sanie time
acquires u position of the sume size in another foture.

"The tendeney to make long purchuses on a declining market is not
quite as sirong in these ey cles as in the long eycles plcv;ously consid-
erecd, This nay be due to the admixture of buying and selling within
the eyele in the effort to capture sdvantage from short-term market
swings. The chavactervistics of this intermediate tr ading are cven more
clearly shown by the conirast belween the price situations which
stimulated intermediate selling, and those which were associated with
Hauidation.  Morve of the intermedinte selling occurred on a rising
than on a falling market. The liquidatien, on the other hand, came
for the most part on a declining market. Trader 7830's sales on a
vising market in these cvcles could hardly be attributed to the belief
that prices were vising nbove the current norm.  If this had been his
belief. hie would auwiy have liquidated his long position, the holding
of which presumed the expectation of rising pii{.eq His sales may,
perhaps, best be characterized as ;)apm profit-taking on short-term
cycles within the longer eycle. Fhe heavy pmdomm.um of ligqui-
dating sales on a declining market should e related to the fact that
these were nnprofitable excles. and most of them weve liguidated at a
time when the lTosses woere increasing,  These trades were made when
7830—or his broker—Telt constrained to stop his losses,

B45207—10—3
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MurTicycLe OpERATIONS o Loxc SIpE oF MARKET

The most important relations between T830's traiing and prices in
these lurge loss cycles are not to be found in the comparison of short-
term price movements with trading, but in the relation of his position
in the market to longer sweeps in prices. In fuct, for a very significant
portion of his large-scale trading the cycle is not a meaningful wnit
for consideration. For considerable periods 7830 was continuously in
the market on the long side, and on a number of occasions he switched
a long position from an expiring future to a later future. Five cycles
were tied together in a multifuture eycle by this device, and the result
was the most important, and disastrous, part of 7830's experience In
the wheat futures market. TFor this reason it will be descril)cd briefly.

Between April 17 and 20, 1928, Trader 7830 acguired a long line of
70,000 bushels in the 1928 May future at an average price of 13540
cents per bushel. Prices fell but then recovered, and at the end of the
month reached a peak of 171.50 cents. Trader 7830 did not take the
prolit of 12 to 16 cents per bushel available at this tine, but watched
prices fall below his original buying price. On May 18, when the end
of the May future wus approaching, he switched this position to the
July future by selling 70,000 bushels of the May future at 148.28 cents,
and buying 70,000 bushels of the July future at 149.98 cents. On that
day prices rose, and shortly thereafter a profit of about 4 cents per
bushel was available on the July position. Prices later resumed their
decline, and after the delivery month arvived, 7830 decided to switch
to a more distant future. Consequently on July 5 he sold the 70,000
bushels in the 1928 July future at 137.75 cents and bought the same
amount of the 1928 December future at 144.38 cents. He had already
acquired a line of 90,000 bushels in the December future. The cycles
in the two_carlier futures had been simple cycles, but in this future
7830 made intermediate purchases and sales and on one day traded in-
and-out to the amount 0% 100,000 bushels. In this future also a profit
of abonut 4 cents was at one time available, but 7830 did not liquidate
at this point. Iis position in the December future veached a maxi-
mum ot 255,000 bushels and amounted to 210,000 bushels all during
the earty part of December.

Beginning on December 22 he liquidated the position of 210,000
bushels in the December futare. As he sold this future he bought the
1929 May, the amount of the later future purchased each day being
equal to {he amount of the December future sold, He sold the Decem-
ber at an average price of 114,44 cents per bushel, wlmost exactly 30
cents less than the price of his fivst purchase in the future, and bought
the May at an average of 120.82 conts.  TIe alrenady had a position longe
90,000 bushels in the May future, and his position was now long 300,000
bushels. Again he bought and sold the future, achieving a maximum
long position of 415.000 bushels by Mawvch 22, 1920, .\ one time in
Februnry he might have liquidated at a profit of about 11 cents per
husliel on his transactions in this futuve.  He failed to do so and prices
resumed their downward cowrse. He carried the long position of
415.000 bushels without change until the first day of the delivery month,
when he transferred the entive position to the 1929 December future.
He sold the May future at an average price of 113.59 cents per bushel,
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& loss of about 10 cents per bushel, and purchased the December at an
avernge price of 127.02 cents,

The cycle in the 1929 December future initiated by a purchase of
415,000 bushels was one of the most interesting in his tr:ulling experi-
ence. The eycle lasted for 166 trading days, from May 1 to November
16, 1929. During this period prices ranged from a low of 103 cents
per bushel {o a bugh of 158, Trader 7830 was active in the market
on 32 days in this eycle, trading in-and-out on 17 days and raking
intermedinte purchases or sules on 34 days. On July 18 he sold 115,
000 bushels at an avernge price of 15466 cents. Tf he hud sold an
additionn] 225,000 bushels at tho sume price, he would have closed out
his line at u profit of $125,722 minus connnissions. ¥t does not appear
that such a sale would have been impossible, since the future reached
a high of 157 cents on that day. Agzin on July 29 he sold 50,600
bushely at a price of 136.50 cents.  Iad be sold 275,000 bushels more
and [liquidated his long line entirely, he would have had a profit of
8127081, On this day prices reached 158 cents per bushel. Trader
7830 did not liguidate in July, but continuved to carvy his long pesi-
tion and to frade actively in the future. When he finally closed it
out in November, his loss was $32.949 plus commissions.

It is apparent from fthe counsideration of this group of related
eyeles that 7850 did net luse so heavily on his long positions because
prices were always falling when he wus long. In each of the con-
stituent eycles there were times when profits could have been realized.
In the final eycle there were prices at which 7830 could have liquidated
his #ine, vecouped all losses of the four previous eyeles, paid the com-
migsions, and reaped substantinl profits,

In most of the eycles in which 7830 experienced heavy losses, there
were times when profit situations developed. Three heavy loss cycles,
lowever, were ino loss position alinost continuously from their in-
ception. These cycles und the finul losses sustained (without com-
missions) weve!:

Cyele 40 e e e e Loss.._ $11, 550
Cvele T e o s ——————— Loss.— 81,161
Cyela B0 s o i e e e ——— Less__ 15,938

SuvMAaRY oF 7830°s Trapinc Parreans

The following conclusions emerge from the consideration of the
velations between 7830% wheat futuzes operations and priees:

1. Trader 7830 at times traded as though he had a “normal price”
i mind, and zt {imes as a movement trader. The movement trading
pattern, however, was greatly overshadowed by the other type of
trading.

2. Truder 7330 engaged in extensive in-and-out trading, generally
setling at a price higher than the price paid.

3. Trader T530's position In the market was predominantly long,
and his most important trading operations measured by volume
traded. suaximiun position, duration, and financinl outcome, were in
fong eveles during declining price movements. The resulb was very
heavy losses,

4. Trader 78305 experience in his short-term cveles and the con-
trast in profitability between his short-term and long-term cycles sug-
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est that he had a tendency to cut his profits and let his losses run.

n several of his most important cycles, however, he permitted sub-
stantial profits to accumulate, but alse permitied them to disnppear
and be replaced by substantial losses. It is impossible to characterize
this behavior by any simple formula.

i, Trader 7830’ tendency to buy on declining prices should have
contributed toward greater price stability, and this should also be
true of the substantisl number of occasions when he sold on rising
prices. In lquidating several very large long lines on declining
prices, however, he probably accentuated the drop in price.

CASE STUDY OF A SUCCESSFUL TRADER

In almost every churacteristic exeept the seale of his trading activi-
ties and the fact that he also was a businessman residing in California,
Trader 773% is in shurp contrast to Trader 7830. The losses of Trader
7830 were greater than for any other trader in the sample; Trader
7732 had the largest profits. Trader 7830 traded through a large
number of complex eyeles, with much in-und-out trading. Trader
T7T42% cycles were predominantly simple, and in-and-out trading was
quite rare. Trader T830's activities were largely confined to wheat
Tutures; 7732’s major trades were in corn futures. Trader 7830 was
a customer of the firm from November 1924 to October 1932, o period
of almost § years, but he did relatively little brading in 1924, and his
heaviest trading was from 1928 to0 1932,  Trader 7732 was on the books
on the fivst day covered by this study, January 1, 1924, and practieally
all of his trading through this rm In the sample period took place in
the first three-gquarters of 1523, On Qctober 17, 1924, 914 months after
the beginning date for this analysis, he transferred his account to
another futures commission merchant, and the records available for
this study do not refiect his trading experience after that date.

The principal characteristics of the individual eycles in the trad-
ing experience of 7732 in the period analyzed are presented in table
11, His major speculative activity was in corn futures, in which he
traded Lthrough 21 cycles, 17 of which weve long, 3 short, and 1 in-and-
out. Only 3 of the cycles were unprofitable, and the total losses
amounted to onty $2,413. The 18 profitable cycles turned out so
successfully that 7732 had a profit of $373.897 in his corn futurves
trading. éince he was not a member of the Chicago Board of Trade
he paid commissions at the full rate. His totul purchases of corn
futures amounted to 7,330,000 bushels, and his commissions aggre-
gated $18,325. As a consequence the net outcome of his truding in
corn: futures was a profit in excess of $355,000.

Trader 7732 engaged in 10 wheat Futures cycles, of which 7 were long
and 3 wereshort. Eight of the ten wheat futures cyeles were profitable,
and two were unprofitable. The total outcome of his wheat futures
trading during this perlod was profits of $33,182, His purchases of
wheat futures amounted to 2,085,000 bushels, and his commissions
therefore totaled $5,212.50.  As a result the net onteome of his trading
in wheat futures during this period was a profit of almost $28,000.

Trading in rye futures was a very minor part of 7732 futures
market activities. He fraded through three eycles, two long and
one short, with total profits of $12,676 minus $300 in commissions.
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TanLe 11.—Trader 7732: Principal characteristics of individual trading cycles, listed by date of completion

Total amount
bought

Grain . : c
. umula-
and . Rela- tive

y o0 i B 0 fl '
Sl)]:,’lﬁ First trade Last trade v . tlt%n Long or short ] prcl)(f)it or
ber : : maxi- 58
mum
posi-
tion

) Dale . bu. Dollars
1924 July Oct. " 2, 1923 . ; : 3 +-2, 582
1924 September--_ Jan, 2,1924 | Jan. . . +4, 207
1924 May Oct. 18,1923 § ) . +7, 894
1924 September--_ Jan, 10 1924 .14, . 00 ; +7, 456
1924 May Jan, 14, . Long. oo ; 47,768
d g Jan. . Short - -0, 893
Mar. 13 1924 . -+ 15, 901
1924 June June 13 1924 | 0. i 4 +15, 976
1924 September...| Apr. 15, 1924 ] ) . A +24, 830
1924 December-__.| June 12,1924 8 ) . 448, 713
1925 May July 1,1924 | : +54, 576
June 27, 1924 ARR ; +110, 727
.do July 29,1924 , . 00 . +112, 134
1924 July Apr, 15,1924 . --218, 001
1924 December.....| July 30,1924 | Aug. . d - . +219, 501
1924 September-_- June 24, 1924 . . --284, 625
Aug. 4,1024 .4, ) » 100 +283 525
do .5, 1924 +298 962
1925 May Aug. 1,1924 +324, 199
1924 December. ... . 4,1924 . 4373, 897
1924 October.. ... .13, 1924 . 17 1924 0 4373, 897

et S o
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TaBLe 11.—Trader 7782: Principal characterisiics of individual trading cycles, listed by date of completion———Continued

Fulure

Tirst trade

Last trade

Total amount
bought

Rela~
tion
to
maxi-
mum
posi-
tion

WUBAT

1924 May
1924 .Scpfunber,--
1924 1\ ay

1624 D(.(.c,mber---_
1924 Scptmnbcr--_

1924 D(.cunbcr__--
1925 May_ _o.oo..
1925 Julyo oo ..

.~

1924 Dccexhbe |
1924 September.._.1.
1924 December. ...

Date
Jan, 14; 1924
Mar, 4, 1924
Feb, 1, 1924
Mar, 11,1924
Jmted}Q 1924

Aug. 6, 1924

July 10,1924

do
July 26, 1924 _

Dute
Jan, 19,1924
Mar. 10, 1924
Mar, 11, 1924
Apr, 16, 1024
June 26, 1924
July 23 1924
Sept. 23, 1924
Sept. 26, 1924
Sept. 30, 1924
Oect. 11,1924

July 26,1924
July 30, 1924

Aug. 11,1924 |

1, 00

Long or short

Proct or
loss

Cumula-
tive
profit or
loss

R

Dollars
41, 000
+1, 675
12,925
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Bectuuse 7732 traded vgely in simple cycles with little in-and-out
trading it is possible to obtain a good picture of his operations by u
study of his positions in grain futures. L‘igure 1 therefore presents the
positions of 7732 in corn and wheat {utures during the period for
which information on his trading is available. Mis trading in rye
fubures, which was of relatively small importance, is not shown.

It muy be seen from figure 1 that early in January 1924, Trader
7732 was long in corn futures. On the first of the year he held a long
position of 200,000 bushels which he had started to gecumulate during
the previous October.  Mis total position in three corn futures veached
2 maximum of 250,000 bushels, which he liquidated on January 9,
10, and 11, assuming on Junuary 10 a short position of 50,000 bushels
in the 1921 Sepfember corn future.

The eontracts he had at the beginning of the year had cost bim
between 73 and 74 cents per bushel. The mnrket had remained
extremely steady from the ficst of Oclober to the first of January.
The price of the July future, for exumple, did not fall below 71
eents per bushel during this 3-month period, nor did it vise above
F5g.  On January 2 the high for this future was 751455, On
January L the price went above 77 cents, and on the 9th the price rose
{o a high of 7515 Fhis was the day 7732 stavted to liquidate. Ie
lisposed of his long position at un average price of about 7744 cents
per hushel, which gave him a profit of approximately $1:4000, nfter
commissions. ‘Trader 7732 seemed te think that prices had gone
too high, for he sold short in both wheat and corn. i’lu ntwle 1 gross
profit of $1,000 on his short sale in wheat, but lost money on his short
position in cort. After w minor long trade in May corn he stuyed out
of the market for 10 days.

Tn late January, 7732 again went short in corn futures, and m
February he also went short in wheat fotures. The average selling
price on his short position in Muy corn was 8074 cents per bushel,
and a1l during February and early March the price of the tuture
hovered between 791 and 8234, Finally he covered at prices ranging
[rom 3014 to 80%; conts per bushel, His short sales in wheat (\\'Tle:lt
eyeles 2 and 83 which he covered at approximately the sune time were
mildly profitable. Starting on M:n‘vlh 11, ‘I'vader 7732 reversed these
short positions widd went long in both wheat and corn futuves. From
this time until the end of the period studicd, TT82 was continuously
long in the corn market. Fle was also long for considerable peviods
in whent futures. but was out of the wheat market from the middle
of April to the middle of June.

Tures Masor Coux TFurrrnres OPERATIONS

Teader 7732 engnged in three major long operations in corn futures.
The first began in the middle of Muarch 1924, and ended on June
3. The second began on June 27, and extended to August 2. The
third began on August . the next trading day, and was terminated
by the final liquidation of the secount with the firtn on October 17,
1924, The; e three operations will be considered in order.

On Marveh 13, Trader 782 began to acquire his first majov long
line of corn futnres at prices in the neighborhood of 77 and @8 cents
per bushel. By April 23 his total Jong line had reached 1,125,000
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bushels, and had been acquired ab an average price of just over 773
cents per bushel. Most of the line, 925,000 bushels, was in the May
future, which closed at 774334 on April 23, not fur from the nequisi-
tion cost of the pesition. Thereafter prices sagged, and by May 13,
the next date on which 7732 made a change in the size of his total
ling, he hud & paper loss of approximately $28,500 at the closing prices
for that day. (5:1 Muy 15 and 16 he built his line up to 1,210,000
bushels, the additional purchases being made at around 751 cents
per bushel. From this point prices recovered, and 7782 was able to
liquidate his position in the May future between May 20 and May
31 ut prices between T8 and 7935 cents per bushel. This cycle in the
May future (No. 7} resuited ina profit of $2,008. Although he liqui-
dated the May, he bullt up his pesition in the July future on May 31
and June 6 by 315,000 bushels at an average price just under 77 cents
per bushel.  Starting on June 6 u strong upward price movement de-
veloped. Beginning on June 13, Trader 1732 re{Fuced his line from
the 033,000 busheis to 230,000 bushels on June 26, which completed
the first major long operation in ecorn futures.

The principal eyceles involved in this first major corn futures opera-
tion were Nos. 7, 4, 10, and part of 14, in which, however, & position of
200,000 still remained open on dune 26, The important characteristics
of these eycles nre sunnnarized in tuble 12

Tasrr 12.—Lrader 7732 First major corn futures operation

5 125!z
(.‘:\_\;{L;lc Future First trade Last trnde ‘é’ g‘,:; g% %
No. g THAEE
& ,,;'-" a1 Sa B
1,000 1,000
Dt Dale Days) b, | b, | Dollurs
Foeeem May_o__..__ Mar, 13,1924 4 May 31, 1024 GGl 9250 4925 0, 008
L I ¢ Beptember. ) Apr, 15, 103 1 June 1R, 1924 43 200, 200| 8, 854
10....+ Deeewber__} June 12, 1920 | June 26, 1434 12 460, 50D 23, 883
b vyl Apr, 15, 1924 | ... do ... ‘UUI‘ 1635 16352 57, 049
TLORIL . e s e e e v e m e m e e m e 98, 794

! These Bgures apply to Lthat part of the evele from April 15 through June 26.
The profit is eomputed on the assumption that the 240,000-bushel position held
on June 26 vould hove been lignidated at the average of the high and low prices
for thas date.  The total line of 230,000 bushels held hy 7732 on June 26 niso
included a small pugition in the Seplomber future refiecied in eyele 16,

In eycles 7, 0, and L4, Trader 7732 was at one time faced with
substantinl losses. e held his pesitions, however, until he was able
to liquidate them at a profit. The most proiitable eycles in the opera-
tion were the last to be liquidated. In these cycles 7732 benefited
from the price advance toward the end of the operation,

Up to this point the (rading behavior of 7732 was that of & norm
trader. Fe bought at one price Jevel, and incrensed his posilion as
wrices declined.  Ide held the position even when prices sagged and
iquidated when prices rose. But immediately thereafter his opera-
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tions were those of the movement trader, He had liquidated his
December future position on June 20 at slightly more than 81 cents
per bushel, The next day in o vising market he began his second
major operation by accumulating another long line in the same
{December) futwre at a price 1 cent a bushel higher. He continued
to build up this position to & maximum of 913,000 bushels, at an aver-
age cost of 8t cenls per bushel.

As prices advanced he beught other futures until on July 9 hig
total Line reached 1,713,000 bushels.  He began to liquidate on further
rises tn prices, and by July 17, when a peak iu prices wans veached,
he had reduced his tofal long line to 893,000 bushels. e held this
position, and even increased his total line to 095,000 bushels s prices
sagged between the 17th and the 22d. When a sharp vise occurved
on July 23 he sold 203,000 hushels. Practieally all his long pesition
was liguidated on the rising market which followed. By August 2
his long position was reduced to 50,000 bushels and his second large-
seale operation in corn futures was completed.

There were five eyeles, numbered 11, 12, 14, 15, and 16, involved in
this operation. Their ¢hief characteristics are shown in table 13.

Tante 13.—7Trader 7732: Second major corn fulures operation

ition

Cvele

o, Future Tirst Lrade Tast trade

Profit

bought

po
Amount

Duratlion
Aaximum

0

_ Daie Date bu, | bu. | Dollars
Ti___.| 1925 Mnoy__| Jduiy 1, 3924 | dnly 23, 1924 5, 863
12, .__1 1024 Decem-p June 27, 1924 | July 206, 1924 315 56, 151
bee
14 102k July_ D dune 27, 1924 | July 31,1924 1300 48, 818
oo __ b 1020 Decemn- July 30, 1924 | Aug, 1, 1924 1, 500
ber
16_...] 1924 Sep- { Juue 24,1924 | Aug. 2, 1634 2 O 780) G5, 124
tember

obn] . o o i hc e e cmmcmeimemmmmmmema e aaaman- e mmmmmm e 177, 450

tThese feures apply Lo Wiab pacl of the eyele beglnning on June 27, Uyele 14
was & complex evele oxtending over both the fiest and sceond mujer operations.
The position which had been reduced to 200,000 bushels on June 26 was sub-
sequently inereased Lo n maximum of -106,000 in the sceond operation,

In this second major long operation T132% actions were predomi-
nantly those of a movement trader. He acquired a long line in the
middle of a priee rise. Most of it was liquidated on rising prices atter
a slump, some of it at prices below these prevailing before the slump.
This suggests that the interruption of the upward price movement
was looked upon as a signal to liquidate. The reduction of the long
Tine to 50,000 bushels could hardly have been due to a conviction that
prices had eisen ubove a norm, for on the next trading day after the
completion of the sceond major corn fulures operation, 7732 began
to build up his long position again at prices above those at which he
had liquidated just a few days previously.
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The thivd long corn futures operation began on Aungust 4, and ended
on October 17, 1024, the day on which he closed out his account with
the firm. As indicated above, the accumulation of this long line
began with o continuation of the price advance. It procecded rapidly
during o slight dip in prices, and the maximum long position of
1,095,000 was reached on rising prices on August 18, Prices continued
sharply upwurd and in 2 days 7732 liquidated 675,000 bushels.
Shortly thereafter u price decline set in which reached over 10 cents
per bushel. Trader 7732 increased his line somewhat near the ond
of this decline, and reduced it considerably when a strong recovery
began. TIis final liguidation was on strengthening prices atter an-
other substantial decline.

There were four cycles in the final long futures opevation, the
principal features of which are shown in table 14.

Taswe 14 —Drader 7732 Thivd mejor corn fulures operation

= g =] fu
Cyele | pyy First (rad Last trad S [E2 (39| §
Tr ! First (rade - = o
Xeo. tture st leade ast trade g 2% g; g
a |E&a
1,000 1,000
Daie Dute Days| bu, j bu, | Dollars
18....: 1682t lSop- Aug, 5, 1920 | Aug, 15,1021 9 350 350| 15, 437
temhber
190 1925 May_.| Aug. 1,102 | Aug. 27, 1024 22| 2007 400| 25, 237
20.___1 1021 IDL‘- Aug, 4, 1921 | Sept. 11, 1092.1 3% 480 730 49, 698
comber
21....1 1924 Octo- | Aug. 13, 1024 | Oct. 17, 1924 54| 120 120 0
her
] L1 e —————————————— 00, 372

Cyecle 21 is an unusual ease.  The bulk of the position in this eyele
was ncquired just ak the penk of the operation, and immediatcly before
T732 began to liquidate on a large scale. Shortly theveafter a sub-
stantial decline in prices occurred, and subsequent recoveries did not
carry prices of the October future much above the level aé which this
position had been acquired. The purchases had been made on August
13 and 29, The position wus Liquidated by sules on four different days,
October 14 to 17, and the average price ut which the sales were made
exactly equalled the averuge price of the purchases.

TrADING PATTERNS OF 7732

The dilliculties encountered in analyzing the behavior of 7732 in this
third operation illustrate the problems which arise in attempting to
infer trading motivation from a study of trading behavior taken by
itself. There is the possibility that two different types of motivation
are consistent with a given patievn of behavier. There is the even
more obyicus fact that in situations of this sort most people act not
in o direct and simple fashion accovding to & clear pattern but in a
vacillating manner and a5 u result ol complex and diverse influences.
Consequently, in ¢lassifying behavior as that of a norm trader or of
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a movement trader, there is certninty of an oversimplified picture of
the factors which determine trading behavior, and also the danger
that mistakes may be made in inferring the principal type of
motivation.

In the third major long operation in corn futures, 7732 made his
principal acquisitions on August 5 and 6, when prices were deelining.
At Brst glance it might appear that these purchases were the actiens
of a norin trader who was convinced that prices had sagged below their
normal level. But only a few days earlier Y732 had been liquidating
heavily at considerably lower prices, and his reentry into the market
at higher prices suggests the action of a movement trader. Of course,
if the trader had changed his mind as to the appropriate level of prices,
hie ronld have been buying because prices were still below this new
level, If he did have o new level in mind, however, it scems highly
probable that it was the upwaerd price movement of the previons few
days which changed his mind, To the extent that price movement
itse%:f was the determining factor, his action was that of a movement
tracer.

Turning to the pattern of liquidation in the third operation, the
fact that 7732 began to liguidate a long position while prices were
rising rapidly suggests the action of a norm trader. However, it is pos-
sible that 7732 began the liquidation because he interpreted within-
the-day price fluctnations as signaling the end of a price movement.
Moreover, if he was not a movement trader, why did he liguidate a part
of his position on rising prices on Angust 14 and 15 but stop liquidat-
iue on Augnst 16 when prices rose stilt higher? While the remainder
of his line was liquidated on price upswings following price declines,
the liquidating prices in all instances were lower than prices which had
previously prevailed but had not stimulated liguidation. This has the
appearance of movement trading.

In wheat futures also there are difliculties in interpreting the trading
operations of 7732. Because his trading during this period was gen-
erally so profitable, special interest attaches to wheat futures eycle
No. 4, his mest unprofitablie cycle. On March 11, 1924, he began to
acquire a loug position in the May wheat future. Prices were declin-
ing. and as they continued to decline he built up his long line $o0 250,000
bushels. When an interruption of the decline occurred he stopped buy-
ing. But the price decline was resumed, and 7732 “averaged down”
:he cost of his position by buying 50,000 bushels on March 25 at $1.0234
per bushel, His line had cost him $1.077%, and this trade reduced the
average cost to just under $1.07. Tor three weeks prices Auctuated
between $1.0014 and $1.03%4, and on April 15 and 16, Trader 7782
liquidated his line at an average price just over $1.0154. His loss on
this cycle was $15,900 plus commissions of §750.

On this loss cycle 7732 conformed exactly to the pattern of the
notm trader. He brought on declining prices, and increased his pur-
chases on still further declines. He eventually came to the conelusion
that his estimate of the normal price level was in error, and liquidated
his position at a loss.

The picture is not so clear in his major long operation in wheat
futures which extended from June 19 to September 30. A very evident
pattern was followed in requiring the long positions in this operation.
With the single exception of the purchase of 100,000 bushels of the
1924 December futture on June 19, every increase in total long commit-
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ments was made on & day on which prices declined. In this manner a
total long pesition of 550,000 bushels was built up by July 22. This
line was purtially liguidated on a sharp price rise following a pro-
nounced downward dip in prices. A second peak in long wheat futures
holdings of 975,000 was reached on August 21. A continuation of
the vrice decline on which the last part of this line was accomulated,
however, resulted in the liquidation of 250,000 bushels on August 22.
‘The position was finally liquidated on the strong upward price swing
which developed late in September.

The purchasing on price dips would seem to connote the norm trader.
However, the fact that the line of 550,000 bushels was partially ligui-
dated on a price decline, and not further liguidated on an upswing
which carried priees well above the level at ‘(\!hich partial liguidation
occurred, does not fit well into the pattern of the trader who has a
normal price in mind. But the final liquidation on a strong price rise
seems to fit the mold of the norm trader. .

SUMMARY oF 7732’s OPERATIONS

The trading of 7732 during the period covered was very profitable,
even though it does not fit closely into preconceived or stereotyped pat-
terns of trading behavior. It may be that 7732 was less successful at
other times during the 9-year period covered in this study, but he did
demonstrate an ability to trade profitably during the first three-quar-
ters of 1924, From the general summary of the trading experience of
7732 presented in table 15, it is apparent that he favored the long side
of the market. He engaged in trading through 26 long cycles and
only 7 shovt cycles. The striking price movement of the 1924 period,
of course, was the rise that started m early June, but his trading prior
to that time also seemed to favor long positions.

Tapre 15—Trader 7732: Trading experience, by type of cyele

Aver- Average

A:eé" n?f:fi_ Avera;t] Total [profit or
du%-a- num quantity| profits loss per
tion | posi- bought lor losses| bushel

tion traded

Cirain and type of eycle Cyecles

Corn fubures: 1,000

Profitable eycles: bu,
327.2
50. 0
Profitless leng eycle 126, O
Unprofitable cyeles:
Short L 0] 125, ¢

In-and-out 0

Wheat futures:

Profitable cyeles:

g
Rye futures:
Profitable long ¢yoles
Profitiess shork cyele




40 TECHNICAL BULLETIN 1001, U. S. DEPT. OF AGRICULIURE

In general the profituble cycles of 7732 wers of longer duration than
his unprofitable cycles. He let his profits run until they reached sub-
stantial proportions in a number of ¢ageg, and although on occasions
he let his losses run, he demonstrated much more capacity than
7830 for recognizing errors and for dropping untenable positions.
Ferhaps the mnost striking feature of his trading was his tendency to
build up large positions when trading wus profitable and hold his
commitments to smaller figures when the market movement was
against him. This is clearly scen from the comparison of both the
average maximum positions and the average quantity bought in profit-
able cycles as rompared with unprofitable cyeles. This chavacteristic
and the ability to terminate unprofitable cycles before substantial
losses had been suffered * account for the clear tendency for average
profits per cycle {4 exceed uverage losses.

What was the influence of Trader 7732% tradiug on prices? Because
of the variety of his tradigg activities it is not possible to give a
categorieal reply to this question.  Dominant in his trading, however,
was a tendeney to buy on reversals in price movement during upward
price swings.  Another frequently encountered action was to sell on
upswings that fellowed declines in prices. Both of these types of
trading behavior tended to veduce price (luctuations vather than to
aceenfuate them. This. of course, was not true of the less frequent
occasions when he liquidated on o declining market, or made purchuses
when prices were rising.

STATISTICAL ANALYSIS: NATURE OF' THE SAMPLE

The examination of the market activities of two lurge traders pro-
vides a background against which the trading of the other customers
in the sample may be presented.  The transactions to be analyzed oc-
curred in the period of 9 years extending from January 1, 1024, to
December 31, 1932, and included the trades made by 8,922 different
persons through the firm which supplied the information. These
traders were mostly smuall speculators. There were some speculators
whe may properly be classified in an intermediate group with respect
to scale of operations, and a few speculators like Traders 7820 and 7732
who traded on a large scale.  The sample also included a few hedgers.

ProsLEMS FOR ANALYSIS

The statistical analysis was designed to obtain answers to a number
of questions. The most important of these are:

L. What were the occupations of persons engaged in speculation on
gruin futnres mavkets?

2. What relation was there between occupation and success or failure
in grain futures speculation?

3. What relution was there between the magnitude of the trading
operations and profits or losses?

4. Was there any relation between the length of time persons held
commitments in the futures markefs and the profitability of their
trading?

*The one exception to Lhis was wheat eyele No. 4, in which a loss of $15,900 was
sustained.
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5. What was the relation between the typical position taken, long
or short, and the results of trading?

6. What relation existed between the pericd during which traders
were active in the market and the outcome of their tra cﬂng operations?

7. How did different classes of traders react to price swings? Did
their trading aecentuate or reduce price fluctuations? Did they enter
the market emrly or late in a given price movement? Was there
gvidence that their trading was primarily reaction to price levels or to
the rate of change of prices?

8. What conclusions ean be drawn as to the profitability of trading
by speculators in the futures markets?

GeExerAL FeATuRES OF SAMPLE

In a study of this kind the validity of any generalizations drawn
from the clata depends on the represenfativeness of the sainple used.
For this reason it is worth while to consider in some detail the char-
aeteristics of the sample on which this study is based,

The duta relato to trading on the Chicago Board of Trade, the
largest grain futures mavket in the world. The commodities consid-
ered here are wheat, corn, oxts, and rye, the principal grains traded
on that market in the survey peried. The characteristics of trading
in futures undoubtedly differ from commeodity to commodity and from
market to murket, but it seems likely that futures trading in other
commodities and on other markets hus many chavactevistics 1n common
with the subject of this study, & ¢, trading in grain fatures on the
Chicago Bourd of Trade.

The commission merchant from whose records the information was
taken was one of the largest brokerage frins on the Chicago market.
This firm had leased-wire connections with Lranch offices in varions
parts of the United States and Canada. During the period covered,
hiowever, hranch offices were opened and closed, and leased-wire services
were inaugurated and discontinuned. The firm maintained customer
ledzers in ewo Yt'iﬂtip:tl offices, Chicago and New York. The accounts
of persons trading through eastern branches were maintained in New
York, and the Chieago office maintained only un omnibus account
for trading done by these customers on the Chicago Board of Trade.
This study was confined to the accounts maintained in the Chicago
oflice, and therefore did not consider the trading of customers in the
eastern part of the country whose accounts were Eupi; in the New York
office. Furthermore, the firm did business both through branch effices
and correspondents, and did not ordinarily establish branch offices in
aveas actively eultivated by correspondents. Omnibus nceounts were
maintained in the names of correspondents, and thevefore information
was nob available in the Chicago office on the trading of the individuzal
customers served in this manner,

The result is that the sample containg a large number of traders
wheo lived in certain cities or towns, and few or none in other localities.
Seattle, Wash., where the firm maintained a branch office, is an 1Hustra-
tion of a city in which there was a Jarge number of traders, while
Portland, Oreg., where a correspondent maintained an office, con-
tributed very few traders to the sample.
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GeocrapHICAL LocatioN oF TRABERS

The accompanying dot map (fig. 2) shows the geographical dis-
tribution of the traders in the sample. It is at once apparent that,
with respect to geographical distribution, the sample is quite different
from that which would have been oblained by a sumpling technigue
designed in advance to give a representative geographical coverage.
Most of the customers were residents of a few lurge cities located in
a small number of States,

Figune 2—~&eographical distribution of traders in sample.

Table 16 lists all the cities in which there were more than 50 cus-
tomers and shows the percentage of the customers in each city who
traded in each of the four grains, In all, 21 communities are listed,
and these communities contained 6,194, or almost 70 percent, of the
8,922 customers in the sample. These 21 cities were Jocated in only
7 Statez and 2 Canadian Provinces. Seven of the communities were
in Californin and 5 were in the State of Washington. In some of the
States almost all the traders resided in the communities listed in
table 16, or in closely adjacent communities, The major exceptions
are to be found in the large numbers of traders residing in southwestern
Towa, and the wide scatter of traders—particularly when related to
population distribution—in Montana and Washington,

By far the greatest geographical distortion in the sample arises out
of the disproportionate representation of the State of Washington.
Not only did the city of Seattle include more traders than any other
city, but the total number of traders in Washington, 2,522, constituted
over 28 percent of the entive sample. Californin, which had a total
of 2,457 traders, was only slightly behind Washington in total number
of traders, but because of the marked difference in population the
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Washington sample was proportionately much larger. Washington
and Californin contribuied over 55 percent of the traders in the
sample,

TasLe 16.—Number of traders living in citics with over 50 customers
and percent trading in different grains

Proportion trading in—
City Traders
Wheat | Cora Oats Rye
Number | Percent | Percant | Percent | Percent

Seattle, Wash___. . __—_____ 1, 107 91, 8 45 2 16. 8 17. 3
Los Angeles, Calif _____________ 811 84 5 44, 9 i7. & 1.7
Chieage, .. _.__. 642 8.7 51 2 21. 3 17.0
Omaha, Nebr__ . _____ 560 74. 3 6L 6 3.8 23.2
Spokane, Wash________________ 519 94 6 30. 2 9.2 11. 8
Long Beach, Calif_____________ 441 85. 7 45,1 19.0 10.9
San Frapciseo, Calif_ .. .______. 336 B7. 8 46. 4 16.7 18. 2
Vancouver, British Columbia. _ 219 840 48. 9 12.3 il. &
Graad Rapids, Mich___________ 185 81 9 48 1 27. @ 23. 2
Mianeapolis, Mine_____._._.__ 182 76. 9 61. 0 14. 8 187
Taronto, Ontario. ... __._ 173 87.9 32 4 20, 8 15.0
Butte, Moot __ . ___ 166 92.2 33.1 10. 8 5. 4
Pasadena, Calif . ______________ 137 8% 8 358 18. 2 117
Tacoma, Wash_____..__..______ 135 9.1 311 9.6 1. 9
San Diego, Calif_ .. __________ 106 311 50. © 17.0 i6. ¢
Billings, Ment_ _______________ 100 92. 0 33.0 i14. & 18. 4
Dututh, Minn____________.____ a3 82. 8 41. 9 24. 7 16,1
Hollywood, Calif______________ 23 91. 6 45 8 13.3 12.0
Walla Walla, Wash__._______.__ 73 160. 0 16. 4 4.1 4.1
Yakima, Wash . _____.____.___ 83 96, ¢ 18. 5 10. 8 10. 8
Santa Ana, Calif . ____________ 61 88. 5 3.8 11.5 23.0

Total or average_ ______. 6,194 86. 2 44. 9 17. 9 15. 3

Because of the geographical distortion in the sample, little signifi-
cance can be attached to the proportions of the traders in the total
sample trading in different grain futures. There is a definite rela-
tion between geographical location and the commodity, or commod-
ities, most preferred by traders in the area. 'This is shown by table 16
which gives the percentage of traders in each community who traded
in the different grains. 1In ail the communities in Washington, which
is n wheat-growing State, more than 90 percent of the traders in the
sample traded in wheat futures. This is also true of the two com-
munities in Montana, The only other community which showed so
high a proportion of wheat futures traders was Hollywood. In corn
fufures, on the other hand, the only cities with more than 50 percent
of the accounts trading in this commedity were Omaha, Minneapolis,
and Chicago, all located in heavy corn-producing areas. These con-
trasts are undoubtedly related to the different importance of the
two grains in the economies of the different parts of the country, but
for present purposes they are particularly important in indicating
that the present sample contains a disproportionate number of wheat
traders. This is the result of the undue weighting of Washington

843207404
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and Montana in the sample, and the very high propottions of wheat
Tutures traders found in these two States.

Resarive SIZE oF TuUE SaMPLE

A total of 8922 traders are included in the sumple. X number of
customers who are believed to have traded throngh other firms were
excluded from the sample. It was net possible to determine from the
available records whether purticular customers of the sample firm
had previously traded through other fivius, whether they traded simul-
tuncously through other firms, ov whether they confinued to trade
through other fivms after disappearing from the books of the suinple
firm. However, in the opinion of u former member of the sample
fivo, nonomber oF customers did teade through other livms at Uie sanie
time, and the accounts of these traders were eliminated, 1t is pos-
sible thut some of the more expert traders were thus exeluded, but
this deficiency is less serious than to include only u part of the t ading
in which ncustomer was engaged. 1t is likely that some of the teaders
during the period carried aecounts with ofher futures commission
firms befove and after they traded through the sumple fivm, and that
this resulted in an inadequate representation of the lrger traders,
sinee sueh traders are more likely than sinall traders Lo change their
acconnts From one tutures commission merehant to another.

It is impossible to determine what proportion of the tofal number
ol persons who engaged in grain futures trading on the Chieago Board
of Trade during the period covered is included in the sample.  Other
measures, however, give some idea of (he relative importance of the
tracling eavvied on by the group studied. Tn tuble 17 data are pre-
senled showing for exch mrain the number of traders in the swnple,
the number of transactions, the volume of trading in bushels, and
the average total open position both leng and short. .\ tatal of
17,906 transuetions were strdied, of which over two-Lhirds were in
wheat futures. The traders in the sample bought u total of almost
3,000,000 biushels of wheat frtures, aned a total of 1,320,000,000
bushels when the figures Tor all four graing are combined, Threagh-
out the period studied, the total open positions (long plug short)
averaged 2.000.000 bushels of wheat Tutures, 1.055.000 hushels of comn
futures, 461000 bushels of vat futures, wid 212,000 bushels of rye
futures.

Tavre 17—Yumber of traders, number of transactions, total volume
of trading. and average tofal position for traders in sumple

Ttem [ Wheat, i Corn | Oats i Rye | All graing
e S S SV SRS RS NORN

i f ' t
Numherof tradlers . _ ... 7,663 b3, 080 1,623 ;1,340 1§, 022
Number of transactions. ... .. 280, 1306 ; 06, 78E L8, 084§ 13,902 5 17, 906

Volume of trading? 1,000 bu 930, (53 278, 630 G4, 288 | 406, S0 1, 320, 390
Average open position : 5 i i
106G bu. .t 2,000 ¢ 1,055 <t L. I I
! ! :

tThe number of traders In AN pgeains” is i< than (he = of the Buwres for
the individual weains beeause many traders Cended i more Lhan | wrain,

* 1 sitde only, '

¥ Both sides.



http:tr:\(\i.lI

AN ANALYSIS OF SPECULATIVE TRADING IN GRAIN FUTURES 4D

Dula are not available to show the total number of transuctions in
grain futures on the Chicago Bourd of Trade during the period cov-
ored.  Data on the total volume of trading in bushels are availuble,
however, and may be compared with the volume of trading of the
persons in the snmple.  When this is done it is found that the sample
traders accounted for somewhat less than 1 percent of all teading
in wheat nod corn futures. The percentages arve 0.91 and 0.64 tor
wheat and corn, respectively. A comparison of average open posi-
tions with the totul of open commitments {on both sides) rives seme-
what higher figures, the pereentages being 1.2+ and 0.91 for wheat anc
corn, respectively.  The higher proportion for open positions pre-
sumably rellecty the fact that no sealpers were included in the study,
andl therefore positions held were relatively more substantial than
the volume of trading done.

TFrom the figures given above it may be concluded that the sample
studied was approximately 1 percent of the total activity in grain
futures on the Chicago Board of Lrade.

HEDGERS 18 TILE SAMTLE

The (raders in the sample included rrain firms and grain-processing
companies steh as Donr millers and corn-products producers, as well
s individuals from many walks of life. Many of the larger grain
firms carey on theiv futures trading operations through a number of
difleront commission merchants, and consequently the trading of
such concerns with the firm from which this sunple is drawn was not
necessarily vepresentative of their trading operations generally,  For
ihis reason the trades of such hedging accounts were excluded from
(he sample, and only those aceounts were inc¢luded which in the opinion
of a partuer of the futures commission house constituted alk of the
trades of the hedger in question for the perviod during wlich the ac-
enunt appeared on the books.  Since the futares operations of some of
fhe largest bedgers are thus excluded, the sample cannot, be looked
apon ws representative of all hedging operations. It is possible, how-
ever, thal it represents with reasonable accuracy the trading of
medinm-sized and smaller hedging concerns,

The hedgers in the semple were distributed between members and
nonmetnbers of the Chicago Board ot Trade, and the different seg-
ments of the grain trade as shown in table 18,

Tanne 18—O0ccupational distribution of hedgers 10 sample

I-';l_\\’huat * Qats Rye AN grainst

{fledeers

ProCeasors, w. ccae . e
Torminal praip merchants o
Qubterminal grain merehants i_L
Country grain merchants. ...

Totaloe o oo o ooem 24 im{mf 7] a7
A i 6Ly

P The MAL geaing” Goure G5 Tess than the sum of the fgures for Lhe individual
grains becnuse many of the tirms traded in more Ehon 1 grain,
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The sample includes 140 hedging firms, which is a considerable
number. Orne-third of these were processors and Ewo-thirds were
engaged in the grain business. Twenty-eight were substantinl enough
to be members of the Chicago Board of Trade. Members trading
through other members pay only one-half the regular commission rate,
The trading of these members was presumably in sufficient volume so
that the 50-percent saving in commissions justified the expense of main-
taining membership on the exchange.

It is not certain that all of the transactions recorded for the firms
classified as hedgers ‘were hedging in the strict meaning of the tarm,
We can be reasonably sure, on the other hand, that the trading of the
other groups included in the sample were speculative in nature. They
did not include all types of speculators, since sealpers were not in-
cluded, and it is doubtful whether spreading operations were ade-
quately represented. (In any event the nature of the study precluded
any examination of spreading between markets.) The bulk of the
traders in the sample, therefore, consists of nonprofessionul
speculators,

Occurarionat Distrmorion or Oriien TrapERS

A detailed presentation of the occupational distribution of traders
in the sample is given in table 19. Businessmen were the largest oceu-
pational group included in the sample. More than 3,000 traders were
engaged in business in the capacity of proprietors or managers, and
more than one-third of these were engaged in retail trade. Persons
engaged in the real estate, insurance, or securities businesses were also
numerous, as were business munagers and proprietors of a lnrge variety
of nontrade types of business activities—mostly manufacturing.
There were 316 persons engaged in the grain business who carried
personal, speculative accounts with the firm from swhich the sample
was obtained. Fhere were also 134 men who were engaged in business
directly related to agriculture, such as farm machinery, the seed busi-
ness, the livestock commission business, or meat packing.

Farmers were an important segment of the sample, but manual
workers, mostly foremen and skilled workers, alse appear in consider-
able numbers. A surprisingly large number of retired persons, 954
in all, were found in the sample. Professional occupations accounted
for 768 traders, and there were 554 persons who were engaged in cleri-
cal work. Semiprofessional occupations such as commercial artists
and designers, laboratory technicians, aviators, and radio operators,
were relatively unimportant.

The significance of the occupational classification is impaired by
the relatively Jarge number of persons whose occupational status could
not be determined from the records kept by the firm. There were 971
such persons altogether, and they constitufed almost 11 percent of the
entire sample.
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Tanre 19.—Occupational distribution of all traders in semple

: All
Occupation Wheat| Corn | Oats | Rye grains!
_ Nume-| Num-| Num-; Num- | Num-
Business managers, grain business: ber ber ber ber ber
Country grain business_______. ... ___ 114 65 33 21 133
Terminal and subterminal grain busi-
BESS o o o oo e e 138 | 107 44 38 183
Total . oo mm e 272 172 77 59 316
Business managers, other:
Wholesalers. .o o oo 112 44 16 18 131
Retailers . o oo n 937 | 452 ) 201 179 | 1,044
Bankers e rc e amm 16 5 4 3 19
Aliscellaneous other than trade ... .__ 733 | 364 161 143 824
Tleal estate, insurance, securitios..____. 749 427 178 130 885
Capitalists and finaneiers.. ... ... 44 19 b} 4 50
Business re agriculbure_ ... oL 105 73 33 27 134
Total o o e m e 2,696 {1,384 | 598 | 504 | 3,087
Professional;
Accountants and auditors_ . ____._ ... 80 35 15 10 a1
Artists, actors, and musicians_. ... 24 11 1 1 26
Clergymen . - oo eimmae e 10 7 4 3 12
Bduestors. oo e e 83 30 9 9 58
Dentists oo o 73 26 12 11 77
Engineers and architects_ _ .. _.____ 105 55 17 20 120
Lawyvers and judges. . _ . oo .- 111 56 20 17 129
Physictans and surgeons______________ 133 82 24 27 152
Professional oceupations, n. 0. c....--. 88 52 17 14 103
Tottl . oo 677 ¢ 354 | 119 | 114 768
Semiprofessional:
Semiprofessional occupations . .. T4 30 12 11 83
Btudents . o o= 15 4 2 3 19
Total, .o ciam e mec—ee e 50 34 14 14 102
Clerical:
Clerical and kindred occupations_____. 225 114 38 41 262
Sales persons and kindred occupations.] 146 60 25 18 168
Inspectors, estimators, ste. ... 102 50 22 23 119
Alunicipal and Stale employces_ . _ ... 3 b1 (RPN [P 3
Federal employees_ .. oo oo _L.... 2 2 1 2
Tota] o e oo e 478 | 234 36 82 554
Farmers:
Farmers, general - __ . ___ ... _ 779 | 365 130 121 900
Farmers, specialty. .. __...__ 118 47 19 16 128
Totalecw o v a e 897 | 412 169 | 137 | 1,028

1 The numbers of traders in the ‘'All grains” column generally are not the
sums of the figures for the individual grains because many traders traded in more

thap 1 grain.




48 TECHNICAL BULLETIN 1001, U. §. DEPT. OF AGRICULTURE

Tance 19.—Occupational distribution of all traders in sample—Con.

Ocenpation Wheat} Com | Oats | Rye gr;'}i'js1

Num-) Num- | Num-| Num- | Num-

Manual workers: ber ber ber ber er
Bkilled and semiskilled 630 377 134 115 777
Laborers and unskilled 1535 75 27 25 171

835

Retired:
Professional __ ___ .
Semiprofessionnl
Clerical
Business_ . e oo .-
Connected with grain business
Muanunl

Government employees . .o

Unknown:
Status nnasceriainabie
Unemployed, fortner oceupation un-
known 47

782
7, 541

Hedgers:
I'rocessor hedgers 44 5
Grain merchants, terminal 45 17 13
Grain merchants, subterminal 19 3 3
Grain merchants, country 23 10 6

Fl

122 | 37| 27| 140
7,663 13, 989 1, 623 %1, 340 ‘ 8, 922

COMPARATIVE OccuratioNar DisTRIBUTION

One test of the representativeness of the sample is the extent to
which the occupational distribution of traders is similav to those
found in other studies. Thers have been several other compilations
of futures trarders by occupations, but most of them are not closely
comparable with the list shown in table 19, becanse of differences
in commeodities and dates covered and in the nature of the cceupa-
tional classifications used. The most nearly compurable tabulation
1s that given in a study by D. B, Bagnell enfitled, “. nalysis of Open
Commitinents in Wheat and Corn Futures on the Chicago Board of
Trade, September 29, 19347+ This unalysis applied to a date 21
months after the final date of the present study, and was a cross

' United States Department of Agriculture, Circular Xo. 307,
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section of the traders in the market at » point in time, in contrast
to the present study which relates to the customers of a given futwres
commission firm who traded in gvain futures at any time during &
O-year period. Furthermore, a different classifieation of oceupations
was used.

Tn the present study the Dictionary of Occupational 1'itles pub-
lished by the United States Department of Labor and the Unifed
States Bmployment Service was used as u guide, and an effort was
made to ndhere as closely us possibie te the occupational classifien-
tions presented in this dictionary. The definitions used, and the
groupings made, differ from those in the Bagnell study which was
made prior to the publication of the Dictionawry of Oeccupational
Pitles. As n vesult, these two studies ave comparable only on the
broadest busis. -

The smmple obtained by Bagnell gave the following occupational
distribution of accounts.®

; _ﬁ..-l:coimra
Cluss: * o
Purniers. . e es . e ee.s 1,482 1, 047
ilousewives . e e e - 802 466
Clerks, smnll plerehants, ele. .. . . 0 L .. 6,237 3, 730
Txecutives, nanciers, ele . S e .- 3,008 1, 87G
speculative ecorporalions, . _ e e 39 27
Total speculafive ... ... e .. 11,638 7, 176
Tlevalor hedgers. oo - . o . e ae 738 572
Trovessor hedgers. .. -~ . - o s aie wiooenes 309 122
Toinl hedging. C e e aeae M7 694
Foreign nnd miseellaneous. ..« caeee o oo i 5G9 21D
Totalooo-L. .« e i mmmiwa - 13,104 8. 089

The most important differences between the above distribution
and the distribution preseated in this analysis ave: (a) the former
included  heusewives; () listed speeulative corporations; and
(¢} merged all eccupations other than farmers and housewives In two
categories, “Clerks, small merchants, ete.,” and “Bxecutives, financiers,
ate.™ "Phese three differences will be considered in order.

Most traders on futures exchanges ave men, bué a conside rable nnm-
ber of wonien do participate in futures trading. In {his respect the
present sample is not representative, since the sample firm, as a matier
of poticy, did not accept the nccounts of women. Employees of the
Bem pecusionully accepted orders from women, customarily concenling
the sex by iving initials only for the first nuines.  When these were
dizeovered by the head office. the accounts were elosed, and the trading
experience shown on the books is consequently in no sense vepresenta-
tive of women’s trading generally.

The classification “speculative corporations” was not used in the
present analysis. buf it is believed that few, if any, corporations which
might be so classified were included in ihe sample. In Bagnell's study
they rvepresented about one-third of 1 pereent in number of traders,
and it is unlikely that they are included in much larger proportions
in this stody.

*0p. eit., p 1T,
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Bagnell attempted to classify the bulk of the speculative traders
in his study so as to distinguish between traders oFszmalI means and
traders in the “executive professional class.” There does not seem
to be any combination of the subclasses used in this study which would
come reasonably close to Bagnell’s classificntion. Conse uently, for
purposes of comparison, it seemed best to merge all speculators other
than farmers in a single group.

Another adjustment which was unfortunate but necessary was the
subtraction of the group whose occupational status was unascertain-
able in this study. This was the situation for 735 traders in wheat
futures and 396 traders in corn futures. A number of these traders
in all likelihood were farmers, but since there was no way to deter-
mine their number the entire “Status unascertainable” classification
was excluded from the comparison. . Bagnell’s study did not contain
the “Retired” classification, but it has been assumed that in his study
retired farmers were classified as farmers, Therefore, the data from
this study for farmers and retired farmers have been mer ed, thus
placing the data from the two studies on & more comparaﬁle basis,
A further step which was designed to improve the comparability of
the two studies was to subtract the housewives and speculative corpora-
tions from Bagnell’s figures. The results are shown in table 20,

Tanve 20.—C0omparison of classes of traders in wheat and corn Julures
in analysis of Sept. 29, 1984, and in presens study

Analysis of Sept, 29, 1934 Present study
Clasy of trader
Wheat Corn Wheat Corn
Num- | Per- | Num-| Per- | Num- | Per- | N unt- | Per-
Farmers and retired farm- | ber | cent | per cent 1 ber | cent | Ber | cent
-1 S 1, 4920 12,6 1,047) 14, 2 1,072 15. 5 524 14. 6
Other speculators________ 9, 305 78. 6| 5, 60G| 76. 3{ 5, 734] 82 8 .5, 008 83. 7
Flevator hedgera________ 738 A 3 572 7.8 78 L1 46 1.3
Processor hedgers_ . ____ . 30 2.6 1221 1.7 44 .6 15| .4

Total. oo oo 11, 844100, 0] 7, 347f100'0 6, 928{100. 0f 3, 593(100. 0

It is apparent from this table that the proportion of hedgers in
the present sample is significantly less than in the Bagnell study,
Almost 9 percent of the whent traders, and over 9 percent of the corn
traders in his analysis were hedgers. In the sample on which the
present stiidy is based hedgers constituted less than 2 percent of the
total number of traders in"both wheat and corn futures. This con-
trast would be even more striking if the traders whose oceupational
status wa:. unascertainable were included in this study. These traders
were almost certainly not hedgers, and consequently the proportion
of hedgers in the entive sample was even smaller than indicated above.

Two considerations may be cited to explain the smaller number of
hedgers in the present study. The first is the exelusion from this study
of larger hedgers who put their trades through two or more different
futures commission merchants, The second is the fact that some largs
hedgers are clearing members of the Board of Trade but do not
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solicit or accept orders from the public and consequently are not com-
mission merchants. As clearing members they earry positions for
themselves, which would not be shown on the books of a future com-
mission merchant, Bagnell’s study, which was based on reports from
all elearing members of the Bourd of Trade, covered all positions in
the market on the day stndied,

It may be coneluded from the above camparison that hedgers as o
general group are underrepresented in the present study., There ve-
mains, however, the question of the distribution of the Inrger classifi-
cation of hedgers between processors and grain merchants {or elo-
vators). To test whether these two components of the hedging avoup
wore present in similar proportions in the Bagnell sample and in this
study, the proportions of the two types of hedgers in the two studies
are shown for wheat and corn in table 21.

TavLe 21 —Number and proportion of different types of hedgers in
analysis of Sept, 29, 1934, and in present study

S - o Aoatysis of ot
Cirain and type of hedier Sept. 29, 1934 Present study
Whenk: Number Percent Number Percent
Processors_ o ool oL 309 2. 5 44 3.1
Grain merchonts oo ____.. 738 70. 5 78 63. 9
N T 1,047 100. D 122 100. 0
Corn;
Processors, - oo .. m——— 122 17. 6 15 2, 6
Girain morehants .o a7 82,4 46 75, 4
Total .o oo Gikt, 100. & 61 04,0

At first glanee it might seem that processor hedgers ave significantly
more numerous it the present sample, since almost 25 percent of the
corn hedgers and 36 percent of the wheat hedgers were processors,
Bagnell's izures were 18 percent nnd 30 percent; respectively. These
differences, however, ave not significant.®

"This sonclusion was reached after applying the Chi-sgquare tost of Independ-
enee.  In this test the number of traders in eacly elassilieation for ench study
wis compired with the number which would have been iu fhe elusslficatlon If
the raders il been disteibuied in the proportivns siown wien the data for
both studics are combimel, By use ol the Chi-souave teehnigue it is pessible to
disecover the probability that discropancies hs great or greater than those
observed woukd nrise by chance.

Ihiz probabllify is relnted lo the number of vbservations involved; the larger
the pamber of observations the more sigonificant & given dilference in propeor-
tions, For example, the preobabilities of dilfereaces in the proportions eof the 2
vategorles of hoedgers ag groat a8 the qifferenwe hebween 24.6 pervcent and 17.8
percent for the corn processing hedgors, and the difference between 36.1 percent
and 2005 pereent Lo whett processing hedgors, tn botl casos fall batween 1 in 10
amd 1 in 5. The number of teaders involved wuas OL and GO for the 2 stwlies
of corn hedgers, wod 122 and 1,047 for wheat hedgers,  In contrast, the gifference
between 15,8 pereent and 138 percent, tlie proporlions of farmers trading in
wheat Tutures, 08 shown in table 22, seems ot fvst gianee to be small, but guch
u difference woull arise Dy chanee {ess than onee In a thougand fimes. In this
ense It will be noted that the pumber of traders {s much lnrger, amountlng to
G500 for the present study, and 10,5797 for the Baguell study.
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One further comparison may be made between the Bagnell sample
and the present sample. This 1s & comparison of the relative numbers
of farmers in the two samples. The data are shown in table 22,

TasLn 22.—Number and proportion of fariners and other speculators
in analysis of Sept. 29, 1834, and in present study

_ I
Olass Aﬂ“‘g;’?igg Sept- | Presont study
Whest: Number) Percent | Number | Percent
TFaymers and retived farmers._.___. __ i, 492 13.8 | 1,072 15. 8
Obher speeuiaters_ oo L L ___ 9, 305 86.2 7 5 74 84. 2
TBOARN. e 10,797 | 100.0 | 6,806 | 100.0
Corn;
Faremors and retired farmers.________ 1,047 15.7 524 14. 8
Other speeulators oL ________ 5, 605 £1.3| 3,008 85.2
Tobn) e 6,653 | 100.0 . 3,532 160. 0

In corn futures trading there is no significant difference between
the proportions of farmers in the two samples, but the present study
contains a significantly larger proportion of farmers trading in wheat
futures than did the Bagnell study.” The distorted geographieal dis-
tribution of the present sample may be the explanation for this differ-
ence. The sample iuclnded considerable numbers of persons whose
addresses were small towns in the wheat-growing areas of Washing-
ton and Montana, and relatively fewer persons with small-town
addresses in the corn beit.

The Federal Trade Commission also made a stody of the occupe-
tional distribution of grain futurves traders based on the customers of
eight Chicago futures commission merchants about 1916-18. The
results ave published in the Report of the Federal Trade Commission
on the Grain Lrade, Vol. VIil, Effects of Future {'rading (p. 196).
The occupational classification applies to all traders in the sample and
does not distinguish between traders in the different grains. The
study was confined to wheat, corn, and oats. The present study cov-
ers wheat, corn, onts, and rye. Since it was not feasivle to determine
the oceupational distribution of a sample which would correspond
fully with the sample of the Federal Trade Commission in terms of
commodities, the next best solution was adopted, The data of the
Federal Trade Commission were compared with the data on occupa-
tional distribution of all traders in the present sample, regardless of
the grain or grains traded. Such a comparison, for farmers and for
other traders, is given in table 23. Since the Federal Trade Com-
mission data, lile Bagnell’s study, did not distinguish between farm-
ers and rebired farmers, the combined classification is used here also,

Tihe probability ¢f discrepaucies as great as those shown for covn futtires
arising by choauce is about 1 in 4, bat for wheat the corresponding probability is
less than 1 im 1,000,
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Pante 23.—~Number and proportion of farmers and other traders in
Federal Trade Commission study and present study

Federal Trade
Class Commission Present study
study :

Number | Pereent } Number | Percent

Farmers and retived farmers ... .--. 807 16.6 | 1,246 15.7
Other $r8der8. v e o oo 4, 064 83. 41 6705 84 3
obAl e e 4,871 ¢ 100,01 7,951 100. 0

Table 23 shows that farmers constituted 16.6 percent of the Federal
Trade Commission sample and 15.7 percent of the present sample.
This difference is not significant.®

It is difficult to interpret this result in conjunction with the results
from the comparison with Bagnell’s study. The three studies differ
in so many featurss that little would be gained from conjecture as to
the Teasons for the higher proportion of farmers trading in wheat
futures in this study ghan in Bagnell’s study, while the proportion
of farmers in the total sample is not significantly different from that
shown by the Federal Trade Commission. It is perhaps safe to eon-
clude that in general favmers are inclnded in this sample 1 roughly
the same proportions as in the other studies, except that there is an
unduly large proportion of farmers who traded in wheat futuves,

A summuary of the numbers of traders in the major occupational
groups for all four grains and for the total sample is given in table 24,
The percentages found in the different occupational groups are also
shown. 1f the proportion in the different occupations in the entire
sample is taken as the standard, significant differences in the occupa-
tional distributions for the different grain futures are found, While
these differences ave statisticaily significant,? they do not appear to be
of great importance. They consist primarily of fewer traders than
would be expected in the “Unknown’ group for wheat and rye futures,
and move than would be expected of businessmen engaged in the grain
trade who traded in corn, oat, and rye futures. There are also more
rebired persons trading in corn futures than would be expected, and
more outs hedgers. -

The conclusion from the analysis of the cecupational distribution
of traders covered by this study may be summarized as follows: House-
wives and other women are not represented at all; hedgers are under-
represented, but there is no evidence that the proportion of the different
types of ledgers is distorted; farmers scem to be overrepresented
among traders in wheat fubures, but the analysis docs not show this to
be the case for farmers in the total snmple. These conclusions empha-
size the necessity of distinguishing between hedgers and speculators

* Apptication of the Ohi-square test of independence to the data in table 23
indicates that the probability of oblaining by chanee differences as great as
those shown is nbont 1 in 5%,

* Results for the entire table differing ns much #s those shown from the expected
results would appenr by charce under the hypothesis used less thon onee in o
thousnnd times.




TasLe 24.—Number and percent of traders in each grain and in all grains,' by major occupational groups

Occupationul group Wheat Corn ~ Rye + All grains

: Num- Per- Num- Per- Per- Num-
Business managers: ber cent ber ber
3¢ - Grain business 272 3. 172 4 4 316

S 2, 696 35. 1,384 3, 087

- 677 . 354 768

Semiprofessional 89 34 102

Clerical 478 234 554

897 412 1,028

835 452 948

815 468 954

782 418 1,025

122 61 140

3, 989 8, 922
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1'The figures on number of traders in the “All grains’’ column are not the sums of the figures for the different graing because many traders
traded in niore than-1 grain.
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in the following analysis, and the desirability of examining the differ-
ences between farmers and other speculative traders to see whether
overrepresentation of farmers in wheat Futures trading might seriously
affect the eonclusions that would otherwise be drawn.

CiaracTERISTICS OF THE PERIOD STupiEd

A finul problem (o be considered with respect to the possibility of
generalizing from the present study is the period of time to which the
study refers. If extended from Junuary 1, 1924, to Decomber 31, 1932,
The most striking feature of this peried for u study appeuring at the
present thine is that it was terminated move than 15 years ago. This
deliy was oceasioned by & number of factors and was lavgely unavoid-
able.® Undoubtedly n study of this type would be of greater value if
thapplied to nnore recent period.  Changes inust bo continually taking
place in the number and natuve of the traders in the markets, and in
their reactions to prices and other market situations, On the other
hand it is highly probuble that there are chavaclevisties of the speculn-
tive brading situation which, while not invariant, are sufliciently stable
to provide the basis for generalizations which ave not enlively in-
applicable to the current scene.

Another important question with vespect to the time period to which
this study applies is its representativeness with respeet to price and
mavket conditions, In terms of general economic conditions the peried
does not seem to be a bud choice. Tt included the relatively prosperous
years of the late 1920 and the decline to the depths of the depression
of the varly (030%. But agriculture did not share fuily in the pros-
perity of the 1920's and 1924 was mueh the best year in the period
covered in terms of prices received for the prineipal grain crops.

The price situation for the period covered may be seen from figure 3
which presents the average monthly closing prices of the dominant
grain Tutures on the Chicago Board of Trade for the fouvr grains
studied. Tu each euse there was a bull market in the Tast baif of 1924
which culminated early 11923 and earried prices to the highest levels
recorded during the 9-year period.  After the price decline that fol-
lowed, the four Sutures markets exhibited some diversity, but in every
cise prices some tnne in 193G reached levels ns low as those at the
beginniug of the period and then continued to decline to new lows.
In terows of price level the period muy be looked upon as fairvly repre-
sentative up to Lhe end of 1929, bui, the inclusion of the last 3 years
ciearly oveeweights the period in the direction of low prices.

Is total price movement during the ]periﬂd covered, declining prices
outweighed rising prices. A vough indication of the divection of price
changes, as distinet trom the nmount of such changes, is found in the
nnnber of inereases or decieases in the monthly wverage closing prices
of the dominant futures. Table 25 shows the number of such chunges

MAL the thme the busle detn woere obtained over T yesrs had elupsed sinee
the st date to which they eeforred. Fhe process of Libndnting and nnalyzing
the data wits extvemely thoe-eonsondne, The Seeand World War cised 1 cot-
plete cesantion of work on the project for severa! vears. Bxtrg Hie and offoct
were requved ta pick sy work wiileh had been abandoned fur such n long period,
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Fieuse 3-—Monthly avernge closing prices of the dominant futures in wheat,
corn, oats, and rye, Chicago Bonrd of Trade, 1924-32,

in each third of the period studied. Tt may be seen that, with the ex-
ception of ont futures, price increases were more frequent than price
decreases in the first 8 years. The middle 3 years has u surprisingly
oven balance of increases and decreases. The last 3 years show a
predominance of decreases.

The representativeness of the sample period in terms of price levels
and movements is obviously of great importance when attention is
turned to the outcome of trading activities. In the discussion that
follows a description of trading results will first be given in general
terms. Later an attempt will be made to relate these results to price
movements.

Tasre 25.—Number of increases and decreases in the monthly average
closing price of the dominant grain futures, January 1984 to Decem-
ber 1832, by 3-year periods

Wheat Corn Onts Rye

Number ! Number Number Number
with— | with— with— with—
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PROFITS AND LOSSES BY CLABSES OF TRADERS

The over-all results of the futures operations of traders in the
sample are shown in table 26. The most striking feature of the table
is the great preponderance of speculative traders whose operations
resulted in losses, and the great excess in amount of losses over profits.
In wheat, loss traders were 2.7 times as nurnerous as profit traders, and
their losses were 6.2 times the profits realized by the more fortunate
speculators. Losses exceeded profits for all four grains, but the con-
{rast was most striking for wheat. The ratios were as follows: '

Traders in—

. Whewt Corn Oaly Ay ~i
Ratio of numbers of loss {raders fo profit grainsl

R vd [1] ¢ VI 2.7 1.6 L7 LG 3.0
TRatio of neb losses ineurred to profits realized. 6.2 1.9 6.2 2.8 5 8

! Bee note to table 26,

The contrast between profits and losses was so clear-cub and con-
sistent that it must be concluded that the classes of speculative teaders
represented in the sumple were on balance unsuccessful in their trading
activities. For all grains there were three times as many loss traders
as profit traders, and the net logses—not counting cominissions—wers
almost six times the net profits. The average loss per trader, amount-
ing to $1,812, was almost twice the average profit—$945 per trader.
In later seciions the distribution of these profits and losses will be
considered, and an attempt will be made to discover their relation to
trading patterns and the time thie futures trading was done.

TanLs 26.—Gencral results of futures trading

Profit traders Loss traters
Type of trn(niler and Total Aver- I Aver-
commodity N "ot age AT e Total npe
‘\GE:_" net profit ).l;::l? net loss
profits per losses per
trader (rader
Speculators: Doliurs | Dollars Dotlars | Dollurs
Wheat oo naoos 2, 045 |, 508, 407 738 1 5,496 | 0,411, 620 1,712
Corn_ o cennn 1,525 |1, 183, 993 776 | 2403 | 2, 222, 602 925
Qs oo 539 124, 038 211 997 772, 132 774
Bye . oooinan 497 | 203, 042 350 816 825, 838 1,012
All grains ... .. 2, 184 {2, 0G4, 800 ¢ 945 1 B, 598 11, 938, 200 1, 812
Hedgers: i -
Wheato .. 49 | 773,057 i15, 777 741 1,233,209 | 17, 167
Corma e anns 3| 235,239 ;6 010 27 49,780 1 2,214
Oatso - ..o -u 1-£ 79,817 : 3, T0L 23 435, 799 1, 991
Ryveoo.o . oo L4 118, 83§ B, 488 13 239, 520 | 19, 003
Aligmins il 300 070,100 (16,442 $1 | 1,380,000 | 17,037

| The *All mrains” figures are not egual to the tolals of the figures for ihe indi-
vidua! gruins beeauzse some fraders made profits in one or more griins but lost on
their futures transactions in one ar more of the other grains.
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Prorirs axo Losses oF HEDGERS

T G i

An examination of the data for traders in the sumple clussified as
hedgers leads to different conclusions for the various graing, In
wheat futures, for exumple, 73 hedgers sustained losses, while only
49 had prolits. This prepondetunce of hedgers with losses is stutis-
tically significant.  For the other grains, however, there is no Sig-
nifiennce in the differences between the number of profit traders und
the number of logs traderst

1f & grain merchant or processor follows the practice of hedying
all his eash grain operations, his purchuses and sales of futures should
bear no direct relation to expected changes in futures prices.”* An
adequite sample of such traders, thevetore, would presumably éon-
tnin aupproxinmtely equal numbers of profit and loss teaders. In
the present instance only the hedgers in wheut futures fail to meet
this test. Two possible explanations of the diserepancy for wheat
futures muy be considered: (1) Upswings and downswings in prices
werp not well enough balanced during the period covered to give a
representative sample of price situations, and (2) the futures opera-
tions of traders classified as hedgers were not ali hedging transactions,
but included some speculative operations.

It is true that upswings and downswings in wheat futures Prices
wero ot equally represented in the period covered. Prices ab the
end of the peried were considerably lower than at the Leginning, and
the proportion of the sample perisd during which prices were declin-
Ing was greater than that in whicl prices were rising. In declining
markets, 1f hedging operations are chiefly long purchases, the losses
of hedgers might be expected to exceed profits. In the sumple here
considered, however, hedgers wers predominantly gruin merchants,
for whom the normal hedge is the short sale. The importance of
grain merchants as contrasted with processors is shown in table 27,
In wheat fatlures the sample contained 78 grain merchants as com-
rared with <} processors.  Furthermore, the voluine of tradine done

¥ grain merchants was nore than twice the volume of wheat futures

trading by processors.  The predominance ol Joss traders, therefore,
annot be explained in terms of price movements inimical to profits
on the futures operations of the majority of the hedgors.

The second possibility is that teaders elassified as hedgers actually
engaged in a consideruble nmount of speculation.  Seine grain mer-
chants mny carry on normal hedging operations in certain situations,
but in other situations they way speculnte by enerying inventorics
unhedged. Thus, they would hedge only when they expect adverse
price movements, or when thuy are unceriain ag to the direction of
prices for cazh grain. Whea they are confident that prices are going
up they would not malke hedging =aies in futures, Asa consequence,

Yo conclusions fre based on the hyputhesis hat the probubllity of suteess

in trading for bedzers 15 005, The probabiliiics of o praportion of loss (raders
in exevss of profit Lraders as el or more than that shiown Tor whent ad onts
under this hypothesis wre 0015 amil 0084, respectively,  The prrobithilities for
the onmber of profit teaders In exeess of Joss fratlers 1 the propoctions shown
for corn dind rye are 0S4 amil 0425, respoctively. The hypothesis is soriously
challenged only in (he ense of wheat (oiures,

ey may, however, be celatesd to eapeetations ol changes in discounts and
prowimms belween cash grain and fuiures,
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TanLe 27.—Number and summary of operations of dijferent types of
hedgers in wheat fulures

Grain merchanis
Ttem Sub- Processors
" - 1] R
Terminal | . 5noa Country
Number:
Probt traders_ .o nvamaam 25 3 3 i8
Y088 tzaders oo o e e 28 7 20 26
V1YY I 15 10 23 44
Votume: 1,000 bu. | 1,600 bu. | 1,600 bu, | 1,000 bu.
Profit traders. - .oooonoo-. 21, 434 590 69 10, 246
Loss braderSe e o e ccememr e 54, 620 6, 670 + 2,326 23, 161
LY 7L S 76, 054 7, 260 2, 385 33, 407
Outeome: Dollary Daliurs Dollars Dollars
Profits o ceammmenmm——n 582, 196 6; 525 4, 082 186, 254
108868 o o wcmmmemmm 756,233 | 209,673 51, 694 235, 609

their Tutures operations ure not independent of the expectations as to
price movements. If the grain deuler is successful in his predictions,
his over-ail futures operations should show a preponderance of profits.
Loss balances on intermittent hedging operttions would indicate a
tendency to misjudge future price movements. Furthermore, it is
possible that some grain merchants, although systematically hedgin
their cash operations, may also have some futures transactions w%lic
are wholly speculative in character. If such trades ave classified as
hedges—as would be the case for such activities in this study—specu-
lative trading by grain merchants would be partially responsible for -
the outcome of trading which is veported as hedging. Here again the
predominance of losses does not speak well for the forecasting abilify
of the grain dealer in the futures market.

Of the two possibilities here considered, ]ireponderantly adverse
vice movements and speculation by persons classified as hedgers, the
atter scems to accord more closely with the facts. Apparentl{, the

operations of those assumed to be hedgers in wheat futures inctuded
some speculative transactions. Sinece a similar problem does not arise
with repect to hedgers in the other grains, it seems desirable to retain
the division of traders in the twe major classes, i. e., hedgers and spee-
ulators. It should be borne in mind, however, that this distinetion
is of doubtful validity with respect to wheat futures operations.

Size DistRiBUTION OF PROFITS AND LoOsSES

The distribution of individusl traders according to the size of their
profits or losses is shown in tables 28 and 29, the former for speculative
traders, the latter for hedgers. The smallest size group is for traders

843297—4D 5
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having profits or losses of less than $100, and the largest is for those
having profits or losses of $300,000 or more. The only trader whose
activities resulted in profits in excess of $300,000 was Trader 7732.

is operations have aiready been discussed. Trader 7830 was one of
the two traders in the sample who had losses in excess of $300,000.

TavLe 28.—Frequency distribution of speculative traders, by amount
of profit or loss, and by grain

Number of traders

Wheat 1611 Oa v All gralng !

Amonnt (1,000 dollars) Co ts Rye Lgrain

] /] n w y 7] w %]

18|28 & 8lelels

8 8 g d 1218|1819 | ¢ g

[~ — R - == - <] (S = —
0-000______. . ______. 803l O76| 6T 640; 347 277 238 105 83 1, 080
0.10-019____ ... ___. 325 728 239 396 102) 154 67l 130 331 849
0.20-0.20__________.._. 186 490¢ 133 257 o7 108 357 911 184 568
0.830-0.39_ .. ..o..___. 1271 3791 88 199 35 71 a7 9] res 481
0.40-049________ . ___. 73l 351 Gl 13! 18f soy 190 5o 871 403
0.50-0.59..___ .. ____.. 78 24 46 971 12] 497 10| 31 84 206
0.60-0.69__._ ... _____ 72 217 23 811 13 33 10| 20/ GOl =267
0.70-0.70_.__________. 33| 165 20 63 & 27 11| 31 28] 224
0.80-0.80. ________.. 33| 159 2 35 N 231 4¢ 19 42 182
0.90-0.99_ __ . . ____ 28 1221 94 a9l 6] 15| 4f 221 27 158
1-19 ... 134] 726 971 224f 14| oI 23 72 168 612
2-29 ... 55 331 30t 57 9| =28 11 37 61| 385
3-3.9__... .. _._ 320 157 18 42 __.f 21 a8 21 33 200
L 1 D 177 102 10 26 1 9 1 5 24136
0.0 ... 7 67 & 14 1 ) 2 a 11 93
6-6.9. ... .. .. o 49 3 17 1 1 1 3 6l 03
T . 8 42 3 L] S 1 3 13 47
B89 .. _____. 1 20 3 11.__. . 2 3 40
999, ... - 28 1 3..-- 3i 21 1 4 32
1018 _. 11 o4 j¢] 12 5 2 1 14 109
20-20___ ... 3 32 1 3|---. 2 1 2 8 39
30-39. . ___. 4 6 1 3l |-._. 1 2 1 11
A0-49_ L | — | b IV N S 8
S0-50_ ... 1 3. b/ Y SO U 1 5
60-69..___ .. ______._ i | O U P} (RO N PR 1 2
T0-T9 oo S ) [ PSS VU NEDUNES SR I I
8089 ___ i T SN RPN RSV, R N
90-99_ __ i __. 1) PO I (USRS RS U N 1
A00-199_ | ____ E: | SRp [ERPEUR U P ) A 2
200-200_____ . ______ | ___._ .. PP UGN, FOSR SR U S 3
300 and over_ . ______i_.___ 1 )| S—— R NI (R 1 2
Total.oo.._____ 2, 045I5, 49[‘;i1, 525l2, -103! 3849 997| 497 Slﬁi2, 184|6, 598

! The figures in the “All grains” eolumn were derived from the combined out-
vome of trading in all grains.  Since many traders had transactions in more than one
grain, the “All grains” figures are not the sums or figures for the individual grains,
For cxample, a trader with profits of $60 in wheat and $60 in cornt would appear
in the smallest size elass under cach grain, but for all grains his combined profits
of $120 would place him in the second size elnss, A trader with a profit of $130 in
wheat and a loss of $300 in corn wonld appear in one size class in wheat, another
in corn, and iu still a third size class in "All grains."”
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Tasve 29.—Frequency distribution of hedgers, by amount of profit or
loss, and by grain

Number of hedgers
Whead Corn Qats Rye All
Amount (1,000 dollars) y grains !
ajle| 8| oA k]
IR IR IR IR IR 1R
| [=] = o i 1,
Sl31EIZ & S|&] 3 |&| =
0-0.00_ oo mememmem 81 41 4} 33 3| 8}l..-} 1} 8 7
010019 e s oo 3 o4 4] 4 2.4 1] 2 3
0.20-0,20 e gl 2. 4. 2 | 3 3
0.30-0.80 . iommneam e u 1} 2l 2y 2] 1. 1001 1
040040 e am e m SN T - T R U R 1 DO L | 1
0.50-0.50 e SO N T T O O (U O o T B
L T v 2 PRI (N S (RS SR MU SN B 1
iR 1 S 4 T al ol T2 v oo 4 1
O.80-0.80 oo eeaan SR N S S N SO R A2 W P B
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t 3ee footnote, tabie 28,

The most striking feature of table 28, which presents the data for
speculators, is that the great majority of traders had relatively small
profits or losses.  The column “All grains” shows a total of 2,184 profit
traders. Of this number, $36, or 39 perrent, had profits of less than
$100-each, and 1,835, or 84 percent, had profits of less than $1,000 each.
Although the average loss was considerably larger than the average
profit, there were 1,080 loss traders, or 16 percent of the total loss
fraders, whose losses were less than $100 each, and 4,508, or 63 percent,
with losses of less than $1,000 each. It is appavent that a very large
percentage of traders in the sample operated on a small scale, and also
that many of them discontinued trading before gither large profits or
losses had been accumnulated.
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Trabive REsuLts anp Occurarion

It is of interest to discover whether there is any relation between
traders’ occupations and results of trading. Ave traders in some occu-
pations notubly successful, and these in other oceupations unsuecess-
ful? Eridence on this point for the various grains is found in tabie
30, which shows by major occupational groups the number of specu-
lative traders making profits und the number suffering losses. In
figures 4, 5, 6, 7, and €, the number of profit traders is plotted against
the number of loss traders in cach occupational group, the data being
presented for each grain and for ali grains combined. On theso charts
the broken lines represent equal numbers of profit and less traders.
The lower sloping lines represent the relation between the number of
profit aid of loss fraders in the particular geain for the speculative
group as & whola.
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‘The fiest point that stands out from the data presented in table 30
and the charts is that in no major occupational group were there
as many profit traders as loss traders, In terms of the number of
traders making profits or losses there was no occupntion that was able
to break even. Kven more striking is the surprising uniformity in the
proportion of profits and losses among the various cceupational groups
in each grain. and in all genins combined. There is one interesting
difference between wheat and the other weains, Twenty-seven out of
every 100 traders in wheat futures made profits,  In corn futures, how-
ever, the profit traders were 38.8 percent of the totul, in oats, 37.1 per-
cent, and in rye 379 percent. Wiieat seems definitely less profituble
than the other three grains, but among the latter there seems to he little
difference in the prospects of successful trading results. For all grains
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Q¢

combined, 24.9 percent of the traders, or ouly one in four, made &
profit. 3¢ appears that when trading in all grains is taken into consid-
eration, the combination of profits in one grain with lesses in another
resulted in net losses more frequently than in net profits.
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For ail grains combined only thoese persons whose oceu pations were
“unknown? showed a significantly higher than average proportion of
traders with profits. This group was not unusually successtul, how-
ever, in corn and rye futures. Farmers scemed to be somewhat less
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P anLe 30.~-Number of speculative traders with profits and with losses,
and percent with profits, by grain and major cocupational group

Troders with—

Commodity g{;lé{é I?ccupatioual Total Por‘%?;t}t;.age
Profite Losses : profits
WHEBAT
Business managers: Number Number Numlber Percent
Grain business o oevoovaoa- ; 189 272 30. 5
Other e 702 1,993 2, 695 26.0
Professional____.. e —————— 178 498 677 26, 4
Semiprofessionn) . ooeonuroos 27 64 91 8.7
Clerieal oo vuaa- i ———————— 130 345 470 27.1
PAPINEr S, oo mm e m 200 697 857 22. 3
Monunl workers. o e maacceoonaao 214 621 835 25. 6
Retired—____...~ e —mm 240 576 816 20, 4
UaknoWTle e ccc e e mmmammm s 270 500 79 34. 7
Total e 2, 045 5, 496 7, 541 271
couN '
Business mnnagers:
Grain business. oo ocoaaona-a- 76 96 i72 44, 2
ObBET e e Lri 806 1,383 41, 7
Professional.- oo ms ————— 133 221 354 37. 6
Semiprofessionfba. weceaeauaw-- 16 20 36 44, 4
Clerieal..__ .. mmam v ————— 76 159 235 32, 8
FArmors. . ---- S 151 281 412 36. 7
Muanual workers. . ..oouu--. - 1068 2890 452 36. 1
Rotited o e icacmcanme e 189 280 469 40. 3
UnknoWh. oo amae e 1444 271 415 34. 7
POt e mmr e 1, 525 2, 403 3,928 38. 8
OATS
Business manauers:
Grain business .. oo iauoao 23 54 77 29. 9
(31T P 223 374 597 37. 4
Professionnl_ oo cueemiaacnnn 45 74 119 37.8
Semiprofessional .. . ... 7 7 14 50. 0
Clorlesbae oo et vr o imemmmaes 37 a0 87 42 F
FoernerS o amaiccammanm——nn a7 1§12 166 33. 7
Manual workers. oo ..o caoon-n 53 108 161 32.9
Rotired. . o o iecimmmam e 649 1ti 180 38 3
Unknown.._.. e emamman m———— 75 107 182 41. 2
O e eem 589 997 1, 586 371
nYE
Businesa mangaygers:
Cirain DUSIHOSS. comm v v amm o 23 37 59 37. 3
Othoro oo ..o U 201 303 504 39,9
Professionnl__..ao coomeoonoaa 36 78 114 3L 6
Semiprofessional. . _ .. ... ..o 2 12 14 14, 3
Clerieala oo s e e - 33 4% 82 40, 2
FAPIETS e oo cma o mrmm e = 43 G4 137 3.4
Manual workers. o noomnooamam i 52 - 88 140 37.1
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Tasre 30.—Number of speculative traders with profits and with losses,
acnd percegt with profits, by grain and major occupalional growp—
ontinue

Traders with—

Commodity and Percentage
occupational Total with
group Profiis Lossecs profits

nrYe—ceontinued
Number Nuwmber Number FPercent

Retired_______________________ 62 79 14} 4. 6
Unkaown__...____________°°""° 46 76 122 37.7
Totab_ ... _______ 497 816 1, 313 37.9

ALL GRAINS

Business managers:

Grain businese  __ _____.___ 92 224 318 29.1
Other_.. _____ . ____.__ 748 2, 339 3, 087 24.2
Professtonad___________ """ 185 583 788 24.1
Semiprofussional_______________ 23 79 102 225
Clerfeal __________ _____ """ 12} 433 554 21. 8
Farmers__._______. _______ 7" 218 810 1,028 712
Manual workers_____________ .~ 212 736 948 22. 4
Retired.___.____________T°°°° 254 Ta0 954 28, 6
Unknown___.___________ " 331 604 1, 625 323
Tobal ... . 2, 184 6, 598 8, 782 24,9

successful than other persons in their futures market operations. This
was especially true in wheat and rye futures. The only group con-
taining a consistently higher than average proportion of profit traders
in every grain was that consisting of retired persons. It may be con-
cluded that the chances for snccess in the futures market were not very
much greater for members of one occupation than for members of
another, but the chances in all occupations were significantly lower in
wheat futures than in any other grain.

The investigation to this point has been in terms of the number of
traders making profits or losses. It may be, however, that there were
certain occupational groups which did not differ significantly from
others in terms of the proportion of snecessful traders, but in which
the scale of trading by those who did make profits differed so greatly
from the scale of operations of loss traders that the total trading of
the occupational group was exceptionally profitable or unprofitable.
Evidence on this point is presented in table 31, which gives the total
profits and total losses of traders in each of the major occupational
groups, for each grain and for all grains combined. The dats in table
81 are also presented in graphic form in fgures 9,10, 11, 12, and 13,

The most important point demonstrated by table 31 and the accom-
panying charts is that losses exceeded profits in every cccupational
group. No consistent pattern among the various occupational groups
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might be expected to have direct and intimate knowledge of grain is
that composed of farmers, but as a group they were among the less
successful traders. Neither special knowledge

traded, nor lack of such knowledge, s

the outcome of futures trading during the period studied.

of the commodity
eemed to have much effect on
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Tt has been pointed out, in comparing the number of profit traders
with the total nunber of traders, that the proportion for wheat was
much lower than for the other grains. This difference is not so clear

contrasted with the total amount

ulative profits fo losses was 0.16

oats. The corresponding
Tt is possible that these
the price movements of
feasible to explore this

when the total amount of profits is
The ratio of total spec

® of losses.
for wheat and the same ratio also held for
ratios were 0.35 for rye and 0.53 for corn.
variations are largely due to differences in
the respective grains, but it has not been
possibility.
Trasinc ReEsuLTs AND ScaLe oF TRADING
In discussions of the outcome of futures trading, reference is fre-
quently made to the relative success of large and small traders. It
. is widely believed that speculative markets arve dominated by large-
scale traders, and that the small traders’ prospects of success ave rela-
tively slight. An attempt has been made in this study to checl the
validity of these general impressions by examining the relation be-
tween profits and losses and the scale of trading, as measured by the
average position in grain futures.
Phe average position for each trader is a weighted average of his
positions in each cycle, long or short. Consequently it is an average
of the positions held in individual futures, and does not add together
utures. It will be re-

positions held simultaneously in different

called that large traders like 7830 and 7732 enerally have positions

in two or more futures at the same time. gIn such cases the total
“Yins” is the sum of the positions on the same side of the market.

@ The average position figure used in this study is not the average o

such lines, but is the average position held in the individual futures




TasLe 31.—Aggregate profits and losses of speculators and ratio of profits to losses, by grain and occupational group

All grains ; Wheat | Corn
Occupational group

Profits Losses Ratio Profits ‘ Losses Profits Losses

Business managers: Dollars Lollars Dollars Dollars Dallars Dollars
Grain business_........... .. 210,200 |- 743, 600 . 219, 665 | 587,135 . 67,959 | 169, 668
-] 866,100 | 5, 466, 600 . 469, 786 |4, 323, 944 . 651, 926 | 894, 542
- Professional 1,:094, 700 . 140,425 | 836, 440 . 78,694 219,192
Semiprofessional 61, 300 . 4,711 53, 972 . 2, 964 9, 505
Clerical __ ... oo owoo .. R , 277,800 . . 45, 421 214,101 | . 2] 17, 810 74, 849
Farmers . ; 1,372,100 . 187, 886 |1, 162, 210 . 63,232 [ 204, 164
460, 900 . 64,714 | 382, 299 .1 G6, 188 | - 92, 455
1, 566, 800 o 205, 151 (1, 203, 813 . 120,059 { 351,317
914, 400 . 170, 648 | 647, 700 . 115,161 | 206, 910

2, 064, 800 :11,958, 200 . 1,:508, 407 19, 411,620 . 1, 183, 993 }2, 222, 602

Oats Rye
Oceupational group

Profits . Losses Ratio Profits Losses

Business managers: Dollars Dollars Dollars Dollars
. . 12,273 39, 885 A 12,918 56, 756
51,512 365, 990 . 03, 095 362, 868
11, 520 65, 115 . 58, 534 92, 306
2, 843 4, 068 . 383 4, 366
2, 933 15, 075 .1 3,669 15, 556
9, 824 72, 611 ) 14, 370 58 234
5, 528 31,969 . 13, 476 34,470
13, 187 108, 195 . 0 67,131 88, 341
14,418 69, 224 . 29, 466 112, 941

124, 038 772,132 . 293, 042 825, 838
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comprising the line. Whether Lhe position was long or short was
jgnoved in these eleulations. Cousequently #Hie average position of
a trader who lad bought 10,600 bushels in one future nnd solel 10,000
bushels in another, would be 10,000 bushels, aithough he might de-
scribe his position in the murket as “even.”

Becuuse of the units in which futures trading is carried on there
is a tendency for average-position figures to cluster around certain
vilues. ‘The position assigned an in-and-out cycle was zero. Conse-
quently traders who operated exclusively in in-and-out ¢ycles had
average positions of zevo. There were enhough of these to justify
sepurafe category. Job-lot traders who bought and sold only 1,000
bushels in any cycle would have average positions of 1,000 bushels.
They also constitute a special group. A number of traders had av-
erage positions of exactly 5,000 bushels—representing » cycle in which
one round lot was bought and sold, and there was also a consider-
able group with average positions of exactly 10,000 bushels. The
classification adopted for average positions established separate classes
for cach of the above groups. Additional classes consisled of traders
whose average positions fell within cevtain ranges. The distribution
of traders in t}iesc size classes for each grain, and the fotal profits
and losses of traders in each class, arve shown in table 32

Pavee 32 —Yumber of speculative traders and aggregate profits and
losses, by grain und size of average position

!
! Profits Losses

C.‘nmmot.lity{and avert)\g_-.e position

1,000 bu. \

; . Total . Total

Traders 1 oo Traders amotnt
WHEAT
Number Dollars Number Dollars
0.0 ccce ot e 123 8, 782 56 ,
LYK £ TPy 287 17, 184 724 97, 743
N D L 685 | 266, 215 2 261 | 1, 572, 103
Bl e e mie drimemm—es mam 340 81, 047 737 404, 421
Tt K SV 326 327, 166 897 | 1, 766, 462
00 e oe o e 73 36, 583 163 188, 295
I01-24.9__ .. e e e 161 129, 205 492 | 2,423, 358
230190 .. .. . e aioos 38 223, 950 120 | 1, 258, 164
SO0-99.8. oo aae 7 67, 272 36 44, 926
85,9 and OVer.ccmccmmeem e - ) 51, 083 10 | 1,052, 288
TOMM oo+ e - 3,045 |1, 508, 407 5,496 | 0, 411, 620
cORN

[ 14 VR 111 12, 701 37 1, 909
E U1 T 187 & 7, 6406 314 25, 141
[ T 184 2 U PR 492 ;117,062 8790 320, 366
X A 293 1 58, 617 146 165, 483
31-906.__.. Cmmmicmm L 211 205, 54 389 230, 306
100 ... . . S -- 82 ; 33,262 83 58, 188
0-249__ .. ... .- 115 ¢ 281, 106 187 479, 303
950-409. ... - . .- Lo 24 I 76, 777 39 239, 422
50.0-098. .. o o o 6l 12 686 oL | 143,737
99.6 nand OVeroaoeoe. . L aoal - 5 378, 595 6 2358, 657

S T I i, 525 11, 183, 993 2,403 | 2,222, 602
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TanLe 32.-—Number 'of lspeculative liraders and aggregals profils and
losses, by grain and size of average position—Continue

Profits Losses

Commodity and avcri}xge position

(1, u Total

Total
Traders amounb

Traders amount

Number Dollars Number
a2 16

2 1,177

54 1,016 60
136 11, 137 229
21, 480 251
27,683 184

8, 040 3i
34, 089 124
11, 587 34
12

6

772,132

1, 553
15,114
96, 233
91, 726
1-4. 143, 881

0.0 .. 29, 553
W24 . . 186, 667
25,0499 _ . 39, 052
S0.0-99.8_ . ._.._. 112, 677
95.9 and over 109, 972

293, 042 825, 838

Examination of this table will reveal only one class of positions in
which the number of profit traders consistently exceeds the number
of traders with losses, and in which profits are generally greater than
losses. This is the size class with an average position of 0.0, This
group consists exclusively of traders who never carried a pesition
overnight. The trading of the members of this group was made up
entirely of in-and-out eycles. For the four grains the resulis for
in-and-out speculators were as follows;

In-atid-out traders

Profit tradery Loas traders Profits Lostses
Number Number LDottars Dollars
56 8, 782 3, 860
37 12,701 1, 999
16 1,177 1, 147
17 987 1, 553
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These results are in decided contrast to the outcome for other aver-
age-position groups, In all the other categories loss traders consist-
ently exceed profit traders in numbers, and the amount of losses greatly
exceeds profits. It should be noted, however, that the average profib

er trader of the zero position traders is not large. It amounted to 870
in wheat nnd $114 in corn.  Some special circumstance must have been
present to explain the generally favorable outcome of in-and-out trad-
ing in contrast to the predominance of losses by traders in other groups.
The most likely hypothesis is that the in-and-out traders were mostly

urchasers of privileges who had them made good at a profit. Privi-

ege trading was described in the discussion of the activities of Trader

7830. Direct evidence on privilege truding by customers in the sampla
is not available, but the fuct that privilege trading was not permitted
in the sample period prior to January 13, 1926, suggests that an anal-
ysis of the trading activities of zero-position traders before and after
that date may inﬁicate whether privilege trading contributed to the
exceptionul results which such traders achieved. This analysis will
be limited to traders in wheat futures.

The great majority of zero-position tradeys in wheat futures traded
in one cycle only. There were 138 of these traclers in wheat futures,
04 of whomn made profits while 44 sustained losses. Before privilege
trading was permitted profit and loss traders were approximately the
same in number. After privilege trading was resumed the number of
these traders making profits was three times the number of loss tradars.
A direct comparison of the results of such traders’ activities before and
after January 13, 1926, is shown below:

Zero-positian wheat traders with one cycle only

Period: Profit tradera Loas traders Total
Before Jan, 13, 1926 __. ... . -+ -- 14 18 34
After Jan. 13, 1026 .. ... .oiiineann- 78 26 104

e mme e maAm 94 44 138

Another comparison relates the results of trading by zero-position
traders in wheat futures to the date January 13, 1926. In the com-
parison below u distinction is drawn between traders whose first trades
were made before privilege trading was resumed, and those whose first
tracles were made thereatter:

Al cero-position wheat traders

Tirst tracde before Jan, 13, 1926, and— Profit iraders  Loss traders  Total
Last trade before Jan 13, 1926 __ o _.-.- 18 24 42
Last trade after Jan, 13, 1926 1 3 4

First trade after Jau. 13, 1926 : 29 133

56 179

It may be seen from the above data that 18 out of the 42 traders,
or 43 percent, who confined their activities to the period prior to
January 18, 1926, made profits, whereas 104 out of 133, or 78 percent,
of those trading only after that date were successful.  These results
support the hypothesis that privilege trading contributed to the un-
usual propottion of profits for the in-und-out traders.
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It should be remembered in this connection that the hypothesis with
1-esl)ect to privilege trading involved the assumption that these traders
had purchased privileges which they required the seller to make good.
1f the assumption is correct the figures given for profits ave an over-
statement.  Not only are commissions and the cost of the privileges
not considered, but many of these traders undoubtedly bought privi-
leges which were not made good. The cost, of these privileges should
also be subtracted from thelr profits to determine the net outcome of
their trading.

The numbers of persons with profits and with losses in wheat futures
are shown in figure 14, In addition to the zero-pesition traders
alveady discusse(T, the groups with average positions of exanctly 5,000
bushels, 1,000 bushels, and 10,000 bushels had a higher-than-uve g6
proportion of profitable traders. Al the other size classes had rela-
tively fower thau the average proportion of successful traders. The
most populous group cousisted of persons with average positions of
fyrom 1,000 to 5,000 bushels.  This group contained distinetly less than
the average proportion of traders with profits,
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Fiavue 14—Whent futures: Distribution of traders with profits and with losses,
by size of avernge position.

Figures 15, 16, and 17 present comparisons in namber of profit and
loss raders in corn, cats, and rye, respectively, Although the 1,000-
to-5,000 size class gencrally has an undue proportion of loss traders,
other small trader groups, such as those whose average positions aver-
aged exactly 1,000 and 5,000 bushels, do not fare badly. There is no
evidenco that the largest size classes include a higher proportion of
successful traders than the groups with smaller average positions.
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When the relation between total profits and total losses is used as
the basis for comparison, the picturc is somewhat changed. Figures
18, 19, 20, and 21 show the total profits and total losses of traders in
the diffevent size classes for the four grains. Comparing the various
sizo groups (other than the zero-position class) on all four figures, it
will be found that the greup with wverage positions between 10,000
and 25,000 bushels had a higher-than-average proportion of profits to
losses for each grain. No other size group has a similarly consistent
recoird,  ‘The variations in total profits and losses of the “Over 100,060
bushels” average position elass are not signifieant, since this size class
contained so few traders. Trader 7732, for example, is largely re-
sponsible for ihe high ratio of profits to losses of this size class for
corn fotures. His large profits also pull the line of average rela-
tionship up above the relation which is characteristic of most of the
size clusses. In a similar fashion the losses of Trader 7830 are largely
responsible for the low ratio of profits to losses of the lavgest size class
in wheat futures.

The evidence available here with respect to the relation between scale
of trading and trading rosults is that small and large traders alike
wore generally unsuccessful in their trading. The sample contains
too few teaders in the lurgest size class, however, to warrant any gen-
eralization with respect to their rvelative success. Thero is some indi-
cation that more than the nverage proportion of traders with average
positions of exactly 1,000, 5,000, and 10,000 bushels managed to obtain
profits, and that the group with average positions of from 16,000 to
25,000 bushels must have contained some upusually successful traders,
since the vatio of profits to losses for this group is distinetly favorable,
although the yelation between number of profit-and-loss traders is not.
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TRADING CHARACTERISTICS, BY SIZE AND TYPE OF POSITION

The statistical analysis of truding and its oulcome has thus far
been concerned primarily with the relation between trading and the
various Lypes of traders in the smanple and the scale of their operations.
Thero 'fuflows a more detatled nnnlysis of trading cycles of speculators,
meluding durntion nnd type of cycle, long or short.

The chief charueteristies of trading in wheat futures by traders in
the different size groups ure shown in table 38, In this table the
size groups are the same as those in the tablo of profits and losses
immediately preceding., Duration, it will be veeulled, is the length of
tinie betweon the first and Inst day of w trading eyele. The total dura-
tion for a trader is the sum of the durntions of a)l the cycles in the
grain in which he traded.  'The figures shown in table 33 under “Dura-
tion pere trader” give the average duration of {raders in the indicated
gize gmulp. The duration of in-und-out cycles is zevo, and conse-
quently the duration per trader of those engaged exclusively in in-
and-out truding is zero.

TenpENcY For Loncer Duration or Loss CycLes

For all but one of the size groups the duration per trader of the loss
traders is greater than the duration per truder of the profit traders.
¥t will ulso be noted that those groups in which traders held avernge
positions of exactly 1,000, 5,000, and 10,000 bushels, generally had
shorter durations per trader than the other size classes (with the ex-
ceplion, of course, of the zero-positivn traders). ‘These were the size
groups which contained relatively high proportions of profit to loss
traders, If attention is turned to the columns in table 38 showing
duration per cycle, it will be seen that the lower duration per trader
for the groups with exnetly 1,000, 5,000, and 10,000 bushels was not
because they had shorter eyeles thau other teaders. ‘The explana-
tion is to be found rather in the smaller number of cycles fraded
by persons in these size classes. Tt is interesting to note that the aver-
age number of cycles nve the sume for the pro?ii; traders and the foss
traders in (he 1,000 and 5,000 bushel groups, Profit traders with aver-
nge positions of 10,000 bushels enguged in more cycles than loss traders
in the same category. The higher proportion of profit traders in these
groups, therefore, eannot be attributed to the smaller number of eycles
per trader, although this is the trading characteristic in which these
groups are most sharply differentixted from the othiers. Although
further investigation of this point has not been mude, it may be sur-
mised that prizlege trading contribuled to the special trading char-
ncterisites of these groups.

One of the most signigczmt trading features revenled by table 83 is
the consistently longer durations of the trading cycles of loss traders.
These traders appear to have been inclined to “let their losses run.”
Perhaps it would be more necurate to say that they “let their eyeles
run® sinee the figures shown are the averuges of ull the cycles, both
profitable and unprofitable; of the traders who ended with net losses
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- TaBLE 33, —Wheat juturesf Trading characteristics for profit traders and loss traders, by size of average position
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in the one case, or with net profits in the other. The tendency toward
shorter eycles on the part of the tvaders with net profits is clear.
There is no evidesnice at this point, however, to ulicate which way the
causal connection runs. i ¢, whether traders mude prolits because
they eut their eycles short, or whethor their cycles were short because
they were profitable.

The number of nctive days per trader is the average number of days
on whieh traders in a given size classification made trades. The special
siluntion of the zevo-position fraders is evident in these figures. For
in-ang-out traders the number of active days is necessurily equal fo
the number of cycles. In simple cyeles (other than in-and-out cycles)
there are alwnys ab least {wo active days per cycle. It is surprising
to find, thevefore, that there is no size group for which the number of
active days per eycle of Joss traders is more than {we, and only one
group in which profit traders exceed this ratio.  This means that in
svery size gronp there must have been triders whe Included a mumber
of in-and-out eyeles in their Drading. It happens also that m the
ense of whest futures the number of active deys per eycle for the
entize group was the swine for profif traders as for loss fraders.

Tuble 34 presents the trading chueacteristies of teaders in corn fu-
tures. Many of the generubizations made witl respeet to wheat futures
apply here alse,  One exception is that (he sumber of active duys per
eycleaverages distinetly higher for profit traders than for loss traders,
Fhere are alse two groups, the 25,000-10-50,800-bushel group, and the
croup with 100,000 bushels and over, in which the duration per eycle
of traders with profits iy distinetly longer than Tor the traders with
fosses.  The long duation for the largest group is hrgely due to
Trader 7732, but no explanation s available for the longer duration
ol eycles of profif fiaders in the 25,000-10-50,000-bushel size group.

'l‘i)m trading chnvacieristios for oul and rye Tutures are 20w in
tubles 33 and 36. The ehief differcnees shown for these geains are the
longer cyeles and more active days per eycle. Presumably both of
these differences nrise from the less active nature of the onl and rye
fudures nuukets, and (he less Trequent occurrence of the in-and-out
cycle. The larger the selative number of in-and-out cyeles the lower
the average duration per cyele, and the lower also is the number of
active duys per cycle.

Anaryss or Tranxe vy Tyre or Poserion

Specalators are frequently referred to as longs and shorts (or as
“butls” and “bears”), not only with veference to their short-term
trading uctivities, but with the tmplication thab certain speculators
churacteristically nssume long posttens, while others habitually take
the short side of the market.

It is possible to elassify the speculators in the sample recording to
the type of trading in which they engaged, as follows: {1} In-and-
outb trading only, (2) always long, (3) always short, and {4) some-
times tong and sometimes short.  The resulls ot this classification for
the four grains are shown in table 37,
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TasLe 34.—Corn futures: Trading characteristics for profit traders and loss traders, by size of average position
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TaBLE 35.—O0at futures: Trading characteristics for profit traders and loss traders, by size of average position

Active days per

Cyecles per trader

Duration per cycle

Active days per

Duration per trader trader cycle
Average position (1,000 bu.)

Profit Loss Profit Loss Profit Loss ' Profit Loss Profit Loss

Days Days Days Ddys Number | Number Days Days Days Days
0ol il 0.0 0.0 1.0 1.O 1.0 1.0 0.0 0.0 1.0 1.0
L LS I S 33.2 47. 7 3.7 4.4 1.9 2.1 17. 4 1 23.1 2.0 2.0
149 . 62, 2 122.1 7.5 10. 8 3.4 4.5 18. 4 26.9 2.2 2.4
0 e 26. 8 63: 5 4.1 4, 4 2.2 2.3 12.3 281 1.9 1.9
1-9.9 i 109. 2 167. 6 16.0 13. 2 7.3 6.0 | 15. 1 28.0 2.2 2.2
0.0. il 34.1 57..4 2.6 3.0 1. 4 1.5 25. 1 37.8 1.9 2.0
0:1-24.9 .l L. 71. 4 151 5 9,6 13.3 3.6 4.3 20. 1 35. 3 2.7 3.1
25.0-49.9_ ... __ . _._... 87.2 139 & 11.7 14,3 3.3 3.9 26. 6 33. 5 3.6 3.6
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TasLE 36.—Rye futures: Trading characteristics for profit traders and loss traders, by size of average position
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Traders who confined themselves exclusively to in-and-out trading .
were of minor importunce, amounting to only 2.4 percent of the specu-
lators in wheat, 3.8 percent in corn, 2.4 percent in oats, aad 2.8 percent
inrye. In number of cycles and volume of trading, t'Iley arve still less
impottant, Since in-and-out traders were discussed separately in an
carlier section in connection with the scale of trading, they are ex-
cluded from further consideration here, The remainder of this dis-
cussion is devoted only to the other classifications.

Pasii 3T —Vumber and pervcent of speculators, by grain and type of
cyele

Type of eyele Whent Corn Onts Ryoe

Num~| Per- | Num- f Per- | Num-| Per- | Num-| Per-
ber cend ber I cent vend ber cend
I-and-cut only 178 2 148 & : 2. 6 2.8
Long only 3,423 45, 4] 1, 529] 38, G4, § aoLl G686
Short only 343 4. b 413 10 8, 91 6.9
Both long and short. | 3, 306 47.7] 1, 348 4G : 25. 285 2.7

Total 7, 541{ 100. 0| 3, 928] 100. 100. 0| 1,313 100, 0

There clearly were traders who confined their activitics to one
side of the market. But there were significant differences in the
proportions of such traders in the diffevent grains. Consistent “bulls”
in wheat constituted 45.4 percent of the traders in that grain. Incorn

only 38.9 percent were always long, while the percentages for oats and
ryc were 64.5 aud 68.6, respectively.

The common impression that the amateur speculator is more likely
to boe long thun short is confirmed by the contrast between these figures
and the proportion who held short positions only. Only 4.5 percent
of the speeulators in wheat confined themselves to shori sales. The
largest proportion of consistent short sellers was found in corn futures,
in which 10.5 percent of the tracders held short positions only.  About
half the traders in wheat and corn futures had both long and short
trades at some time during the survey period, but in oats and rye the
numnber of speculators traﬁing on both sicas amounted to only about a
quarter of the total. The situation in onts and rye coincides more
closely with the general impression that small speculators are predom-
inantly bulls than does the situation in wheat und corn in which short
selling accounted for a substantial proportion of the total trading by
speculators in the sample.

The comparison in terms of number of traders overemphasizes the
jmportance in the market of speculators who were consistently on one
side of the murket. "T'he more nctive traders, and those who ussumed
larger positions, mude both long and short trades. This is shown in
table 38, which, in addition to the number of traders, shows the nun-
ber of cycles and the volume of truding of persons with different trad-
ing patterns. It may be seen at once that the relative importance of
the “long only” and the “short onty?” trader is much less when the num-
ber of cycles and the volume of trading are consideved rather than the




TasLe 38.—Number of traders,! number of cycles, and quantily traded, by grain and type of position

Wheat Corn
Type
Traders Cycles Volume-of trading Traders Cycles Volume of trading
‘ Number| Percent | Number{ Percent 1,000bu.| Percent { Number| Percent | Number | Percent |1,000 bu.| Percent
Longonly... .....-.| 3,423 46. 5 8, 960 11.6 | 76,056 | 0.4 1, 529 40. 5 3,212 11. 8 | 29, 265 11.3
Short only.. ... ———— 343 4.7 569 .8 4, 320 .5 413 10.9 769 2.8 6, 465 2.5
Long and shiort__....- 3,596 48.8 | 67,512 87. 6 (730, 451 90, 1 1, 838 48. 6 | 23, 305 85.4 (222,771 86. 2
Total__z..ooon 7,362 '100. 0 77,041 k 100. 0 810, 833 100. 0 3,780 100.0 | 27, 286 100, 0 {258, 501 100. 0
Oats Rye
Type ~
Traders Cycles Volume of trading Traders GCycles Volume of trading
Number.| Percent | Number | Percent ‘1,000 bi. | Percent | Number| Percent’| Number | Percent 11,000 bu. % Percent
Long only. - ... 1,023 | 66,1 | 2,129 | 40.6 | 25575 | 47.1 901 | 70.6| 1,902 | 46.7 | 16,915 41.3
Short only 128 8.3 179 3.4 1,386 2.5 91 7.1 118 2.9 837 2.1
Long and short__.___ 397 25.6 2, 936 56.0 | 27, 395 50. 4 285 22.3 71 2,056 50.4 | 23,178 56. 6
Totaloo_o__i 1,548 | 100.0 | 5244 | 100.0 | 54,356 | 100.0| 1,277 | 100.0 | 4,076 | 100.0 | 40, 930 ] 100. 0

1 Does not include speculators with. in-and-out trading only.
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number of traders. Although the “long only” caterory included 46.5
percent of the tolal number of wheat traders and 40.5 percent of the
corn traders, it included only 11.6 percent of the wheat cycles and 11.8
percent of the corn cycles, wid accounted for only 9.4 percent and 11.3
percent, respectively, of the velume of trading in these grains.

The contrast between wheat and corn on the one hand, and ocats
and rye on the other, is even move striking for number of cycles and
volume of trading than for number of traders. Although “long only”
traders accounted for less than 12 percent of the total eycles in both
wheat and corn, they were vesponsible for 40.6 percent and 46.7 percent,
respectively, of the ont and rye cycles. A similar contrast is found
when the comparison is made in terms of the volume of trading. Here
the percentages ure 9.4 and 11.3 for wheat and corn, but ave 47.1 and
41.3 for oats and rye. The “long only” traders are of minor signifi-
cance in the wheat and corn futures markets, but account for an im-
portant part of the trading by small speculators in oats and rye. In
all markets the bear trader who was consistently short was of negligi-
ble importance, accounting for less than one percent of all wheat cycles
and only 3.t percent of w1l oat ¢ycles. In volume, the “short only”
traders in no case accounted for more than 2.5 percent of the total.

Although thespeculators who confined themselves to long trades onl
were not predominant in the sample studied, long cycles were muc
more common than short eyeles in the total trading pattern. This
may readily be seen from table 39 which gives the number of long
and short cycles traded in the different grains. Speculators in the
sample did exhibit a preference for the long side of the market, but
this preference was not so great us muany observers would have ex-
pected. There were also significant differences among the four grains.
The preference for long positions was least pronounced in corn futures
where long cycles constituted 38.1 percent of the total. For the other
grains the pereentages of lonyg cycles were 63.3 for wheat, 75.9 for oats,
and 80.6 for rye.  ¥n no cuse was short selling as popular as long buy-
ing, although it was substantial in corn and wheat futures. ‘The
great predominance of long eyeles in ont and vye futures indicaies
that for these gruins there is validity in the general view that the
sill speculator is typieally a bull.

TanLe 3%~—Number and peveent of long and shové cycles, by grain

Grain Tong eycles Short eveles Total

].\'ttmbvr Percent | Number | Pereeni | Numberi Percent

Wheat.._......__. ..l 48, 780 G63. 3 | 28, 261 36.7 | 77,041 108, 0

Corn.. .. .......... 15 844 98. 1 1 11, 442 41,9 | 27, 286 i00. 0

Oats__._ .. ... .4 39801 759; 1,264 241 3, 244 100. 0

Rye.. Sl : 3,384 0 80O - 702 I 6. 4 4, 076 100. &
1

Prorrrs axn Losses, Loxe axe Sironr CycLEs

The entcone of trading activities may be relaled to the trading
pattern. It has already been shown that the number of traders suffer-
ing net losses was considerably greater than the nuinber whoese trad-
ing was profitable, and that total losses greatly exceeded total profits.
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In table 40, further information is given which relates the number
of profitable and unprolitable cycles, and the profits or losses realized
on such cycles, to the type of trading. Except for rye futures, spec-
ulators who confined themselves to the long side of the market had
more loss cycles than profit cycles. Consistent shorts, on the other
hand, had more profitable thun unprofitable eycles. These results in
part reflect the charncteristics of the time interval studied, in which
periods of falling prices exceeded in length periods of rising prices,
angl price declines were greater in amount than price increases.

In spite of the predoniinance of profitable cycles for traders with
short cycles only, their prolits exceeded losses only in the case of ont
futures. Shorts in alt the graing had more profitable thun unprofituble
eyeles, which indicates that they weee more Trequently right thun
wrong in their forecasts of price movements, In spite of {'ﬂ'is, their
trading was for the most part unprolitable, The situation of the trad-
ers who had both long and short cyeles is similar. The number of
profituble cycies exceeded the unprofitable eycles by from 29 to 42 per-
cont for the different grain futures. But m every ease tofal prolits
were considernbly less than losses.  This suggests that trading char-
acteristics other than the preference for the long side must have
contributed to the lieavy losses incurred.

Belore exploring this suggestion further the operations of traders
with both Tong and short exeles should he examined in grealer detail
{0 determine more fully the relalion between type of position and
the outcome of trading, Table kL gives the numLer and percent of
profitable and unprofitable exeles of this group, classified by type of
position, long or shovt. For every graina matjority of the short eycley
were profitable, the pereentage of profitable cyeles ranging from $2.9
percent for rye to G-h8 percent for oats, Profitable cycles were in
every case relatively more frequent for the short cycles than for the
Tong eyeles. But even the long eyeles were niore frequently profitable
than unprofitable.  Nevertheless. the profits realized were less than
the losses for every classification shown in table k1 except the short
wheat cycles, in which profits exceeded losses by approximately 5
per cent, and short oat eyeles, in which profits were 25 percent greater
than losses. _

Since profilable cycles outnumber unprofitable cycles but losses
exceed profits, the average Toss per cycle must be greater than the
average profit per eycle.  This conclugion is confirmed by the figures
on average profits and losses. ns shown in table 42. Tn this table
comparisons are mude of uverage profits and losses for different.
gracding cycles, with a classification of traders which makes detailed
comparisons possible. For example, in wheat futures there were 586
Tong traders whe had profit cycles only. Their average profit was
%226 per cycle. There were 1618 long traders who lost money on
every excle traded, with an avernge loss of #631.  But there were 1,219
Jong traders who had boll profit and loss cveles, with average profits
ot $278 on the profitable ¢veles, and average losses of %66+ an the
unprofitable eycles.  Thus, the differences et ween average profits and
avernge losses appear to he due hoth to differences between traders
who had profits only and those who had losses only, and to differences
botween the profit and loss cycles ot traders who hind Loth profits and
losses.




TasrLe 40.—Number and ratio of profit and loss cycles and amount and ratio of pr. ofi{s and losses, by grain and type

of position

Wheat Corn
Type Cycles Amount of— Cycles Amount of—

: I Rafio Ratio | Ratio | Ratio

Profit{ Loss | Profits Losses Profit | Loss Profits Losses

Num-{ Num- Num- | Num-

ber ber Dollars I)ollars ber ber Dollars Dollars
Long only e . 3, 645] 5,315 0.69 971 973 45" 816, - 0.28 1,589 1I,623] 0.98 443, 167 764, 798] 0. 58
Short on]v __________ ——— 316 253] 1.25 5, 430 75, 108 .74 444 325! 1.37 95, 064 131,276 .72
Long and short_._.____. 38, 707428, 805} 1. 348, 008 376;13 694, 823 . 68 13, 663; 9,042} 1.42] 2,716,023| 3,371,547 .81
Total o loiam o 42, GGSI34, 373 1. 24i9,035,7791!17, 222,747 . 52 15,696] 11, 590 1.35] 3, 254, 254] 4, 267, 621 .76

Qats Rye
Typc Cycles Amount of— Cycles Amount of—

: Ratio | Ratio { Ratio Ratio

Profit| Loss Profits Losses Profit | Loss Profits Losses

Num- | Num- Num-~ | Num-

er ber Dollars | Dollars ber ber Dollars Dollars
Longonly__._______._.. 955] 1,174} 0.81; 161, 737 670, 846| 0.24 963 939 1.03 337, 523 557, 460/ 0. 61
Shortonly..__i._.__.__ 122 571 2,14 14,059 10, 664} 1.32 83 55; 1.15 11, 066 16, 778 . 66
Long and shorb._ .. __ 1,654; 1,282 1.29 205, 381 354, 451 . 58] 1,159 897; 1.29} - 382, 226 686, 277 .56
Total. ________._ 2,731; 2,513)° 1. 09} 381,177 1, 035, 961 .37 2,185 1,891} 1.16 730, 815 1, 260, 515 . b8
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Taste 41.—Speculators having both long and short cycles: Number and percent o f profitable and unprofitable cycles,
~ and amount and ratio of profits and losses ‘

Cycles Cutcome

Grain and type of position :
Profitable TUnprofitable Total Profits Losses

WHEAT Number Percent Number k Percent Number Percent Dollars Dollars
21,241 53.3 18, 579 46. 7 39, 820 100. 0 4, 935, 577 | 10,764, 974
17, 466 63.1| 10,226 36. 27, 692 100.0 | 3,072,799 | 2,929, 849

38, 707 57.3 | 28,805 42.7 | 67,512 100.0 | 8, 008, 376 | 13, 694,823

7,036 - B85, 5, 596 44. 12,632 100. 1, 764,499 | 2,073, 697
6, 627 62. 4, 046 37. 10, 673 100. . 951, 524 | 1,297,850

13,663 58. 9,642 | 41, 23, 305 - 100. 2,716,023 | 3,371,547

951 51 900 48. 1, 851 100. 0 130,227 k 294,251
703 382 35. 1,085 100.0 75, 154 60,200

1,654 . 1,282 43. 2,936 100. 0 205, 381 354, 451

755" 4, 627 45. 1,382 100. 0 325, 341 570, 218
404 , 270 40. 674 100.0 56, 885 116, 059

1,159 X 897 43. 2,056 100. 0 382, 226 686, 277

THALIN0IYDY J0 IdHd 'S 'Il“lOO[ NILEATING TVIINHOAL (6




Taprn 42— Number of speculative traders, number of cycles, and average profit or loss per cycle, by grain and type
of cycle

Traders Cycles ‘ Profit or loss per cycle

Type , ‘
' Wheat!| Corn | Oats | Rye | Wheat{ Corn { QOats | Rye | Wheat} Corn | Oats Rye

L0103 8¥8

Long cycles only: Number{ Number; Nuniber| Number| Number| Number; Number| Number] Dollars | Dollars | Dollars Daltars
Profit cycles only 586 453 276 | 267 770 627 350 365 226 247 97
Loss eycles only 1,618 641 443 369 | 2,301 805 568 441 631 416 562
Both profit-and loss cyecles: |
Profit-cycles : 1,219 4335 304 265 | 2, 875 962 605 598 278 300 211
Loss cycles 1,219 435 304 265 | 3,014 818 606 498 664 526 581
Shoré ¢yecles only: i :
Profit eycles only 140 | 178 76 40 178 233 98 51 167 148 100 |
Loss eycles only 137 141 37 41 159 163 40 43 290 295 156
Both proiit and loss cycles:
Profit eycles._________..: 66 94 15 i0 138 211 24 12 185 287 179
: Loss cycles 66 94 | 15 10 94 162 17 12 305 513 261
Both long and short cycles: : ] ,
Long cycles of traders: :
Profit cycles only 93 26 15 166 164 37 29 170 143 | 75
Loss eyeles only. 94 22 27 196 131 30 42 426 283 432
Short eycles of traders: i
Profit cycles only 93 26 15 127 150 34 20 129 100 88
Loss cycles only- 94 22 27 154 119 25 35 178 167 171
Both profit and loss cycles: E
Long profit cycles : 1, 420 268 205 421, 075 | 6,872 914 726 233 253 139
‘Long loss cycles . 1,444 311 215 {18,383 { 5, 465 870 585 581 373 323 ]
Short proﬁt- cycles ‘ 11,389 282 197 {17,339 | 6,477 669 384 176 145 108
Short loss cycles 1,284 205 145 110,072 | 3,927 357 235 288 325 157

16 STYINLAI NIVYD NI HDNIGVHT BALLYINOEAS 0 SISATYNY NV
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Only vte comparison in tablo 42 shows average profits greater than
avernge losses. In vye, traders with both long and short cycles who
mado profits on cvery cycle had average profits of $532 per cycle on
their Tong cycles, The cntively different group of traders who were
both long and short, but lost on every cycle traded, had average losses
ot $329 on their long cycles. This single exception is not sufficient to
invalidate the generalization thag avernge losses per cyele tend to
txceed average profits.

Tuble 42 was urranged to facilitate comparisons between profit and
loss situations, It is possible also to make comparisons between long
ated shorl positions, Ior example, the average profit por ¢ycle of
wheat speeutators who had long eyeles only and profit cyeles only
was $226, while (he nverage for traders who had short eycles only and
profit cycles only was $167. 1f the other coniparisons of this type are
wnele from the data iv table 42 0t will be found that tnoadl but {wo tuses
the average profit or the average loss for the shout situakion is smaller
than for the long. "U'he twe exceptions ave both found in out futures,
aid mny be summarized as follows:

Averoye profit per cyele

Profit eycles: Lollari
Loyng ouly- —— - 07
Slort Oy ame o e mm e e mma ot e — e e 1606
Both long amd shoel:

Lt e e e e e e n

The great predominnnes of situntions in which average profits (or
average losses) lor Jong cyeles exceed the corresponding lligures for
short eyeles hrlicates that theee is o differenee in trading behavior ns
Letween short aud tong trades which is similar to the differenee found
between profitable and unprofitable cyeles.  In broad terms the von-
frasts to be explained are sot {orth in table 43, or every type of
trading, losses per eyele exveed profits; md in every gmin both the
profits and the losses for the long eycles execed the corresponding
figures for the short eyeles,

Duramox or Loxc Axn Snorr CyoLEs

Table 43 also gives the average durafion in tmding days of the
eyeles iy the different categorics.  With the exceplion of the compuri-
son between the long and shorl. profitable eycles in corn futuves, the
varistions in duration por eyele are similar to those for profils or
losses per eyele. Unprolituble cyeles in general covered more trading
iys t{mn profitable eyeles, ad the duration of shiovt eycles was less,
on the average, than that of long eycles.  Comparisons for different
trading patterns are shown in table dd. Two exceptions to the tinding
just stated with respect to profit nud loss eyeles will be observed ; Lhese
are the enses of the avernge dueation in whead and covn fulnres of the
short eycles of traders with prefit eyeles ouly as compured with the
short eyeles of trnders with loss eyeles ouly.  "There nre also Lwo excep-
tions to the finding that short evelog have shorter duration than long
eycles. They are fouud in corn and out futures in the comparigson of
the average duration of the long and short eveles of fraders with profit-
able cyeles oaly wheo had both long and short eyeles.




TasLe 43 —Speculative

traders: Outcome of trading, by grain and type of position.

Grain-and type of position

Profitable cycles

Unprofiiable cycles

Cycles

Total profits

Profits per
cycle

Duration
per cycle

Cycles

Total losses .

Losses per
cycle

Duration
per cycle

WHEAT

Long
Short_ . . ...

Number

Dollars
5, 907, 530
3, 128, 229

2,207, 666
1, 046G, 588

201, 964
89,213

67, 951

662, 864

Dollar.
237
176

256 |

148

153
108

386
146

Days
11.7
8.6

Number
23, 894

Dollars
14, 217, 790
3, 004, 957

2, 838, 495
1, 429, 126

965, 097
70, 864

1,127, 678
132, 837

Dollars
595
287

393 |
327

465
161

720
409

Days
28. 5
10.7

SATUALOA NIVED NI HNIAVHL TATLVINOEAS d0 SISXTVNY NV
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The first conclusion drawn from these observations is that therve was
a clear tendency for speculators in the sample to “take their profits
and let their losses run® The resulf was that profitable cycles were
briefer thon unprofitable eycles, and that average profits were smaller
than average losses. The second conclusion is that the duration of
the eycles of traders on the short side of the market tended to be briefer
than the duration of the cycles of traders who were long. The reasons
for this are nol appavent. It is conceivable that specu?ators generally
feel less ngsurance about short positions than nbout long positions, and
consequently tend to terminate them morve quickly. Tf this is the case
there 15 little evidence to indicate that the reaction of large-scale specu-
lators differs significantly from that of sinall speculators.

Tasue dd.—Speculative traders: Duration per cycle, by grain and
dype of eyele

Duration per eycle
Tyoe
Whent | Corn Oats Rye
Loug eveles only: Deays Day Day Days
Profit exeles only. o oL _.. 20, 2 18. 4 9.6 15. 9
T.oss eyeles only_____ .~ e 45. 2 33 6 46, 4 340
Both profit and Joss eyeles:
Profiteyeles oo oo an ool 18.6 14. 8 19. 3 13. 86
Toss eyeles. . wee oo 42,7 335 42. 4 27. 8
Shart cycies only:
Profiteyvelesonly_ .. __.. 0.6 4.0 15,7 85
Loss eveles only_ oo oo oo oo . it. 9 14. 8 20. 8 18. 4
Both profit and loss cyeles:
Profit eyvelesooo o ____.._ 1.7 14. 0 16. 8 38
Loss eyelos oL e memmae 13. 8 i6. 8 27. 5 17.0
Both long and short cyeles:
Long eyeles of traders:
Profik eycles only__ . . _______ 14. 9 10. 5 11. 7 13. 2
Toss eyeles ondy_ oo __.__ 236 29. 8 23. 1 36. 1
Short eyeles of truders:
Profiv eyeies ovly. oo _______ 9.1 14. 8 il. § 13. ¢
Tosseveles only. oo .. .. 9.0 9.5 4. 0 20. 3
Beoth profit and loss eycres:
Long profit eveles_____..__.____ 10, 4 11. 3 16.0 15. 5
Tong los eyeloS e oo oo 24,2 24.9 37. 58 35. 1
Shert prefit eyeles. ... _.__ 8.6 14. 1 12.8 i1 3
Short loss eyeles_ ..o ... __ 10. 7 i6. 7 18. 4 19. 2

Figuves 22, 93, 24, and 25 (and table 45) show the average duration
of cycles {other than in-and-out eycles) fralded in by the speculators
in the sample, arranged in subgroups according to the nature of posi-
tions, whether long ov short, and whether profitable or unprofitable,
It can be seen immediately from these charts that in each grain and
for traders in every size gronp the average duvation of long cycles
was generully greater thau that of short eyeles. There were a few
exceptions—most notnbly in the prolitable corn cycles of traders with
average positions from 1.1 to 5.8, 25.0 to 49.9, and 50.0 Lo 99.9 thousand
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Fiausk 23 —Corn futures ; Average duration of cycles, by size of average position.
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Fiousr 25—Rye fulures: Average duration of eyveles, hy size of average position.

bushels *—but the general picture was certainly one of more abrupt
termination of short than of long positions. This is interesting in
view of the fact that in grain futuves the technical difficulties of short
selling are no greater than those of long buying.”*  This is in contrast

¥ It may be recalled from table 39 tlhnt short selling was more neuarly on a pur
with long buying in corp futures than in the fulures of uny of the other grains
studled.

" With the possible exception of short positions held in the delivery month,
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with the problem of short selling of securities. Nevertheless, specu-
lators of every size class seemed more tentative about their trading
when they were short than when they were long.

ually striking in these charts is the contrast for all scales of
trading between the lengths of profitable and unprofitable cyeles.
Both large and small traders tended to take their profits but to let
their losses run,

TasLe 45.—Awverage duration per cycle, by grain, size of average
position, end type of cycle

Long eycles Short cyeles
Grain and size of position (1,000 bu.}

Profit Toss Profit Y.oss
WHEAT Days Day Dans Days
L T 1 U PP Up UV Up 14.7 33.2 9.1 11.3
| e T U 116 3.0 87 10. &5
B oo tmmmmmm—mmam——amae 12, 3 29,7 8.6 10. 3
109 e cicianaaa i0. 5 26, 1 8¢ 1. 8
0.0 e usamamm—aaa 16. 0 40, 6 13. 8 14. 8
W 1-24.9 e P 12,1 30. 5 9.1 1.6
PR 1 IR U U 12,4 28.1 86 9.5
BOO-90.8 i iecniiceamnm——n am 12.5 19,3 10. 6 7.9
B9.9and over. o eememmmmmmm———— - 16. 3 420 11,2 14.0
11. 4 258.3 0.7 12. 0
12, 4 27. 6 i7.2 16. 4
iIL5 20, 8 10. 6 15. 6
11. 5 247 10. 2 17.0
17. 4 319 12,1 12,3
14. 0 28 4 13. 0 19, 2
12. 9 28 2 16, & 15. 3
9.4 2.7 10. 1 11. 3
18. 7 14, 6 1.0 4.3
17. 2 26. 5 18. O 18. 4
17. 6 40. 2 4.7 18. 6
4. 4 39.7 108 12 1
16. 6 40. 7 1.5 17. %
26,1 42,9 5.3 313
. . 21.7 47. 3 18.} 25. 9
25,0409 e eaoooo 19, 2 48.8 | 114.8 118. 8
19. ¢ b ¥ (R
18 Ml 35. 6 22. 9 23. 4
16. 7 34. 0 10. 0 22,7
11. 5 28. 5 8. 2 B. 9
13.3 28. 1 10. 3 18. 5
6. 7 iB 4 6.3 211
17.2 35. 5 10. 8 13.3
1% 1 2.2 14 3 118 9
19.2 B4 T Jooommemcjmmceam e o

1 25.0 thousand bushels and over,
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ProfrraBinity axp Duration oF CycLes, By Size GRours

The trading behavior of large and small traders may be compared
in other respects. Further questions to be considered are: .

What variations are there in the nddiction to the Fong side arnong traders
in the different size groups?

~vhat differences are there ammong size classes in the proportion of profitable
eycles, and in the relation between profits and losses?

The number of Iong and short cycles in each grain is shown by the
size of the average positions of the traders in table 46. 'The pro-
portions of long and short cycles for each size group are also shown.
Although there were more long trades than short trades for every
size group, there were marked differences minong the various size
groups. In wheat futures, for example, the largest proportion of long
cycles (77.6 percent) was found among traders with averago positions
of exactly 10.0 thousund bushels. The next highest proportion {75.7
percent) was found in the largest size class—traders who had average
positions of 9.0 thousand bushels and over. The smallest proportions .
of long cycles were found among traders with average positions of from
50.0 to 99.8 thousund bushels, 59.8 percent of whose cycles were long,
and among those with average positions of from 1.1 to 4.9 thousand
bushels, for whem the corresponding percentage was 61.4. Similar
contrasts can be found between size classes in the other grains. There
is no clear progression from large to small traders.

Nevertheless, there was evidence of a pattern. In wheat and corn
futures, traders with avernge positions of 1.0, 5.0, and 10.0 thousand
busliels had in each cage « larger proportion of long cycles than traders
in adjoining groups, or any of the other groups except the one of
largest size. In wheat and corn futures also there seems to be a decline
in the propensity for long trading as the scale of trading increases
from the 10.0 thousand bushel class, up to and including the class of
50.0 to 99.8 thousand bushels. These tendencies are not so evident
in oats and rye, but here there is some support at least for the conelu-
sion that traders with average positions of 1.0, 5.0, and 10.0 thousand
bushels are less inclined to make short sales than other traders whose
operations are of comparable size,

The data on the number of profitable and unprofitable eycles showed
thut the excess of profitable cyeles was quite general. In wheat and
corn futures the size classes with the largest proportions of long cycles
had the smallest proportions of profitable cycles. These were the
groups with average positions of 1.0, 5.0, and 10.0, and over 99.9
thousand bushels. When all the grains are consiélered, however,
there was no clear correlation between the proportions of long cycles
and of unprofitable eycles.

A final comparison relating the outcorne of trading to average posi-
tions is miven in table 47. Fere the profits and losses, and the ratios
of profits to losses, on long and short cycles are shown for each size
vlass. Tor all fowr grains the long eycles were predominantly un-
profituble.  This was most strikingly true of oat futures, where profits
on long cveles were only 30 percent of the losses. For wheat futures
the corresponding pereentare was 42, and for rye futures, 59. Rela-
tively the hest reeord made on long eycles was by the speenlators in
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corn futures. For these traders profits equalled 78 pereent of the
losses on long eyecles. In all grains, traders with average positions
of 1.0, 5.0, and 10.0 thousand bushels had lower profit-loss ratios than
the other most nearly compurable groups.

In two grains, wheat and oats, the profits of shout sellers exceeded
their lewses. In wheat it was the large shorts—with average positions
of 25 thousand bushels and over—who were responsible for this shoW-
ing. This 1s the only situation of all those examined in which the
large traders showed & clear superiorvity over smaller traders in trad-
ing results. In oat futures, traders with average positions of 5.0 and
5.1 to 9.9 thousand bushels, as well as lurger traders, had profits in
excess of losses. Except in the case of rye futuves, the tendency for
traders with average positions of 1.0, 5.0, and 10.0 thousand bushels
7o de poorly is not so clenr when short eycles nlone are considered.
When profits are compared with losses on all cycles, however, these
size classes in every case have lower ratios of profits to losses than
aldjacent size classes.

This analysis of teading patterns and outcome in relation to aver-
age position indicates that there is no marked contrast between small
and {)urge traders. ‘There were three groups of traders, however, whe
seem to have trading characteristics which distinguish them from
other traders. These were the groups with average positions of ex-
actly 1.0, 5.0, and 10.0 thousand bushels. Traders in these groups
typically made only a few trades, all of the same quantity, with tﬁe
result that their average positions were exactly 1.0, 5.0, or 10.0 theu-
sund bushels, Generally, they were even more likely than other trad-
ers to choose the long side of the market, and they were more conspicu-
ously unsuccessiul in their trading. They probably included a larger
proportion of inexperienced and uninformed traders than the other
size groups, und their stay in the market was of briefer duration.
There were diflerences between other size classes, but these differ-
ences were uot the same for trading in the different grains, and they do
not present 2 simple pattern.

TW3-DAY WHEAT CYCLES AND PRICE MOVEMENTS

The period studied contained 2,705 business days. On the average
{liere wus trading each day in three futures in each of the four grains
studied. A com Iﬁete analysis of the relation of trading by Specuﬁators
in each size class and in each future to every price movement would be
a task of overwhelming magnitude. Some aspeets of the 1-day cycles,
1. e, in-and-out trading, have already been discussed. To relate such
in-and-out trading to price movements would have required detailed
information on the time during the trading sessions at which such
trades were made and consequently was not feasible. With respect
to cycles of more than 1 day’s duration, it was necessary to limit the
analysis to cerfain broad tendencies revealed by selected trading activ-
ities, The following analysis therefore is confined to trading and

»rice changes in the dominant wheat futures and to trading in cycles
fmving two active days.

The 2-day wleat cycles consisted of simple trades in which a posi-
tion was accumulated on one day and liquidated on some othed day.




TasLe 46.—Number and percent of cycles, by grain, size of average position, and type of cycle

4

Grainand size of average position (1,000 bu.)

Total !

Long

Short

Profitable

Unprofitable

WHEAT

09.9 and over. ... IR e e A .-
All eyeiese ool P S

CORN
O AL U N DRI

L B R NI P

Number
3, 749
38,499
3, 267
18,011
535

9, 852
2,109
813
206

Number
2, 558
23, 655
2,294
11, 444
415

6, 439
1, 333
4806
156

Number |
1,191
14, 844
973

6, 567
120
3,413
776
327

50

Number
1, 855
21, 208
1, 640
16, 323
235

5, 606
1,173
436
102

Number
1, 894

77,041

48, 780

03| ~I00N = Co OV W

28, 261

N oSkt

42, 668

B OO OWNLOT

1, 556
12, 648
1, 898
6, 901
302

3, 039
595
185
162

964
7, 008
1,276
4,025
205
1, 808
352
104
102

OO LW BO

502
5, 640
' 622
2, 876
g7
1,231
243
81

60

815
7,326
1,024
4,073

162
1,787

342

101

66

15, 844

—

11, 442

O | BN~ JWDO

15, 696

G| N O OO

153
1, 042
677
1,198
154
539

68
390
202
377

25

111
755
474
851

72
357

FYALTAOIYHY 40 “IdEA S "A ‘10071 NITATIAL TYOINHORL Q01




' * ‘

25,0-49.0 v nncs m e i 165 133 80. 6 | 32 19. 4 68 41. 2 97 58. 8
50000, 8 e i e A —— 69 68 98. 6 1 1.4 34 49.3 35 50. 7
00.0 ANU VO o e s ccm i iimmv e mm e e m e m 17 16 94, 1 1 59 9 52.9 8 47.1

Al CYelesn mm e ain it it a o 5,244 | 3,980 75.9 1, 264 24. 1 2,731 52.1 2, 513 47. 9

HYE !

1.0 e o i S et « 364 286 78.6 78 1 21. 4 157 43.1 207 56. 9
b U T T PO AU SO U SO0 SR PUpRY 1, 369 1,056 77.1 313 22.9 734 53.6 635 46. 4
B0 e i ———— m———m 576 495 85.9 81 14. 1. 293 50. 9 283 49. 1
5100 o e A ——— 945 746 78.9 199 21.1 557 58. 9 388 41.1
10.0._ .- e e ot et et e i 1 i e 110 94 85. 5 16 14. 5 49 44,5 61 55. 5
1012249 oo i i S i m e = 563 485 86. 1 78 13. 9 313 55. 6 250 44.4
25.0-40.0, o iiemm ki mcm—mrmamm———— 78 68 87.2 10 12. 8 47 60. 3 31 39,7
50.0-90.8 o llimeme e ikmmm———————— 69 53 - 76. 8 16 23. 2 34 49. 3 35 50,7
00.0and OVer ool cmim e e 2 1 50.0 1 50.0 1 50. 0 1 50.0

Allcyeles. - ocaiiocnsimniiomnmnmanezms=| 4 076 3,284 80. 6 792 19.4 {2,185 53. 6 1,891 46. 4

. i For each size group the total is the sum of long plus short cycles;
size group the percentage of long cycles plus the percentage of short cycles necessarily equals 100 and is not 8

profitable plus unprofitable cycles also neeessarily equals. 100,

it is also the sum of profitable and unprofitable 'i:‘icles. For each

hown.

e percentage of -
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Lavry 47 —Profits and losses and profit-loss ratios, by grain, size of average position, and type bf cycle

Long cycles Short cycles . All cycles
Grain and size of average
position (1,000 bu.)

Profits Losses Ratio? | Profits Losses | Ratio?! | . Profits Losses Ratio?

WHEAT Dollurs Dollurs Dollars Dollars Dollars Dollars
37,105 116, 515 s & 18, 772 23, 149 | . 55, 877 139, 664
996, 832 | 2,379, 301 V42 619, 862 628, 935 . 1,616, 694 | 3, 008 236
150, 518 478, 662 i 69, 455 79, 390 . 219, 973 558 052
1,325,025 1 2,772, 960 L 686 164 735, 164 . 2,011,189 | 3, 508, 124
55, 759 209, 910 . 22,932 23,314 . 78, 691 233,224 |
1,732,666 | 3,802,049 . 735, 417 760, 950 . 2,468, 083 | 4, 562, 999
- ‘796, 095 | 1, 967, 813 L 530, 274 435, 861 . 1, 326, 369 | 2, 403, 674
500, 802 | 1, 116, 562 L4 322, 330 274, 370 . 823,132 | .1, 390, 932
312, 748 | 1, 374,018 . 2 123,023 43, 824 . 435,711 | 1,417, 842

5,907, 550 |14, 217,790 | 128, 229 [3, 004, 957 .04 |9, 035, 779 |17, 222, 747

10, 497 29, 245 ¥ 8, 599 7, 896 ) 19, 096 37, 141
267,078 | 471, 457 . 216, 051 - 483,129 | 702, 956
78,0591 177,922 | 41| 43 347 , . 121,406 { 234, 401
402,936 | 611, 310 .66 | 278 725 : 681,661 { 083, 119
35, 688 56, 673 . 12, 426 . c74 | 48 114 73, 515
507,444 | 645, 194 ) 276, 475 , . 783,919 | 991, 881
178,312 | - 306, 426 . 119, 863 ; . 208,175 | 464, 216
99,414 | 161, 866 . 58, 680 | 130, 735 : 158,094 | 292, 601
628,238 | 378, 402 .66 | 32422 | 109, 389 . 660,660 | 487, 791

2, 207, 666- | 2, 838, 460 . 1, 046, 588 |1, 429, 126 . 3, 254, 254 | 4, 267, 621
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‘09 9 nnd oVer,

1,161
26, 270
23, 670
71,323

9, 205
75, 891
26, 663
45, 247
12, 534

2, 848
62, 546
77,234

180, 948
57, 620
237 585
116 861
111, 020
98, 435

655
11, 082
]1 474
23 924 1

2 325
26‘, 648

} 2713, 105

797
11, 368
5, 743
20, 115
3, 287
21, 947

27, 607

1,816

37 352
35 144
95, 247 |
11, 530
102, 539

197,549

3, 645
73,914
82, 977

201, 063
60, 907
279, 532

2333, 923

Total

10.1-24.9. Ll Li.l.
25.0-49.9_ . -onve U

291, 964

965, 097

89, 213

70, 864

381, 177

1, 035, 961

3,635
68, 273
39, 569

106, 874
13, 961
954, 147
64, 651
111, 754

15, 155

1,379
15, 062
5, 025
19, 581
345
21, 164
451

4, 944

2, 559

17,608

10, 215
25, 640
2. 082
19, 600
22,095
33, 038

. 5,014
83, 335
44, 594
126, 455
14 306
275 311
60 102
116,698

17, 714
150, 758
109, 466
230, 057
35, 448
344, 704
77,726
204, 642

50.0 and over

662, 864

1,127, 678

67, 951

132, 837

730, 815

1, 260, 515

1 Ratio of profits to losses.
2 25.0 thonsand bushels and over.
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Excluding in-and-out cycles, speculators in the sample had 77,041
cycles in wheat futures.” Of this number 58,135 were 2-day cycles.®®
Thus, the characteristics of a very considerable segment of the trading
in wheat futures by speculntors in the sample will be revenled by an
expmination of the 2-day cycles, Cyeles in which trading occurred
on more than 2 days, not covered in the following analysis, were gen-
erally more complex. The results set forth below, therefore, are not
applicable to the more complex trading activities.

The first question to be considered is the rolation betweon trading
on & given day and the price change on the same day. Were persons
in the sample primarly movement traders, buying on rising prices
and selling on Price declines, or were they price levels traders, i. e,
“novm traders,” who tended to buy when prices fell and sell when
prices rose? Toanswer this question, the number of long and of short
cycles initinted was related to the change in price on the day the eycles
were initiated. The mensure for price change was the difference
between the price of the dominant future at the close of the day on
which the cycle was initiated and the price at the previous day’s close,
A broad picture of the results is given in table 48.

TavLe 48.—Lwo-day wheat eycles: Number and percent, b y direction
of initiating-day price change and type of eycle

Price chango Laong Shert Total

Number | Percent | Number | Percent | Number | Percent
13, 742 38. 4 3 55,9 | 26, 004 44. 8
22, 604 G, 6 45. 0 | 32, 025 55, 2

35, 76 | 100.0 100.0 | 58, 029 190, O

CycrEs InmIaTED ox Days oF Price INCREASE AND DEcnEsss

Of the 58,029 two-day eyeles initiated duving the period of the sur-
vey, 35,746 were long cycles and 22,288 represented short sales. The
long cyceles were initinted risnarily on days of price declines. Almost
62 percent of the lonyg eyeles were initinted on t‘lays on which the price
of the dominant future fell. A majority of the short sales, 55 percent
to be exact, wore made on days on which prices increased. These re-
sults indicate that there is a relation between the direction of initiating-
day price changes and entry into the futures market of speculators in
the sample. The tendency of longs to buy on price declines and for
shorts to sell on price rises indicates that traders in the sample were
predominantly price-level traders. Longs tended to buy when prices
fell below levels which they considered proper, and shorts tended to
sell when prices rose above levels which they thought appropriate,

#This total for 2-day cycles dlffers slightly from two totnls which will be pre-
Sented Inter.  One of the latter 13 the totnt of 58,049 2-dny eyeteg lndtinted during
the sample period, but axcluding eyeles initinted prior to Jnnuary 1, 3924, and
lHquidated nfter that duge. fihe other is the totsl of 58,114 2-day oycles which
were liqulduted during the sampie perict,  This totad excluded eyclos {nitinted
during the smnple period bt lquidatead on Degemmber 34, 1932, or later.
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The purchases on price declines and the short sales on rising prices
could have been the result of orders entered at specified prices, 1. e,
“resting” orders, which were executed later when the prices indicated
were reuched. Such trades nlso might have been made by speculators
who were watching the market closely, and gave orders to buy or sell
as o result of the price changes observed. In other cases the decision
ko buy or sell may have been reached as a result of deliberation over
a period of time.

1t is sometimes suggested that many speculators read financial pages
of newspapers or listen to radio market reports in the evening and
place orders the next dny based on the market action reported. Itis
of interest, therefore, to see whether the trading studied here was
noticeably altected by the price change on the day before the trading
oceurred. In table 49 the numbers of cycles initiated are shown
classified by type of position and the direction of the price change on
the previons day. No significant relation was found between price
changes on the previous day and the initiation of 2-duy cycles. It is
true that the percentage of long cycles initiated on price deelines, 52.3
percent, was slightly greater than the proportion of short sales made
on price declines, 514 percent. This difference was hardly large
enough to be statistieally significant, and in any event, not large
enough to suggest the existeace of an important relationship.

TanLe 19.—Two-day wheat cycles: Number and percent, by divection
of previous-day price change and type of cycle

Priee chnnge Long Short Total

Number | Percent | Number | Percent | Number | Percent

Tnerease - cucvwcvmn-- 17, 054 47.7 | 10, 821 48.6 ) 27,875 48,0
Deereasta.n cmemmeenn 118, 602 5%.3 | 11,462 51. 4 | 30, 154 52, 0
Totalo oo aemee 35, 746 l 100. 0 | 22, 283 l 100.0 | 58,020 | 100.0

The relation which has been found between cycles initiated and
the direction of price changes on the same day is worthy of further
investigation, Although the period covered by the survey was one
which ineluded a large variety of price movements in wheat futures,
prices at the end of the peried were much lower than at the beginning.
To determine the significance of the predominantly downward price
movement, the survey period was divided into two sections. The first
extended from January 1, 1924, te Saturday, May 25, 1929, and in-
cluded 1,625 trading days, and the second from May 27, 1929, fo
December 31, 1982, n total of 1,080 trading days. The periods were
divided at the end of a week in which prices approximated those at
the beginning of the survey period. In the first two trading days
of January 1924, the average of the high and low prices of the July
wheat future was approximately $1.06 per bushel, and on the frst two
days of the trading week of May 20-25, 1029, the average for the July
future was acain approximately $1.06 per bushel. The second period
(May 1929-December 1932) was marked generally by declining priees.
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At the end of the survey period, the price of the July wheat future
was about 45 cents per bushel,

In table 50 the number of two-duy cycles started on days of declining
and on days of rising prices are shown separately for the periods from
January 1, 1925, to May 25, 1929, aud from May 27, 1929, to Decomber
31, 1832,  Although there were substantial differences between the
general movement of prices in the two periods, the proportions of lon [
cycles initiated on days of declining prices and on days of rising
prices were about the same in each period, The proportion of long
cyeles initiated on price declines was 61.5 percent in the first period
and 61.7 percent in the second. A significantly smaller proportion of
the short cycles, however, was initiated on price increases in the second
period than in the first. The percentages were 52.0 and 57.0, ve-
spectively.

Lasve 50.—7"wo-day wheat cycles: Number and percont for periods [
and 11 by divection of initiating-day price change and type of cyele

Long - Short

Price change Total

Period I J Period 11 PPeriod T Period I

Num-| Per- | Num-| Per- | Num-| Per-| Num-| Per-| Num-1{ Per-
ber | cent | ber |eent | ber |cent| ber |cent| ber | cemt
Inereaso_.__| 7,783 38, 5 5, 950! 38.3 7,700 57.0| 4, 562| 52. ()26, 004| 44. 8
Deerense....]12, 407 651, 51 9, 507} 6L 7; 5, 816| 43. 0] 4, 205] 48, 0132, 025] 65. 2

!

Totalo. ... 120’ moimo. 0:15, 55{5"1{}0. o|13, 516i100. o’ 8, 767}100. 0:,53, 029/100. 0

még‘)eriod 1 {Jan. 1, 1024-Xay 25, 1929). Period II (May 27, 1620-Dee. 31,

In view of the fact that price declines were relativel y more frequent
and extensive in the second period that in the first, it is of interest
to examine the number of cycles initiated per day in the different
price-change situations. ‘This is done in table 51. An interesting
point revealed by this table is that the longs were more active in
the period of predominantly declining prices. They started cycles at
an uverage rate of 12.4 per day in the first period, and at a rate of 14.4
per day in the second period. The average number of short cycles
initiated, however, declined from 8.8 to 8.1 per day—a change of slight
significance. It may seem perverse that a period of declining prices
should stimulate buying, and possibly dampen slightly the activity
of short sellers. A possible explanation is that these traders were
predominantly price-level traders, and declining prices meant that
price levels were frequently being reached which seened too low to
the longs, and that situations in which shorts considered prices too
high were relatively infrequent.

Table 51 also presents raties comparing the number of cycles ini-
tinted per day on price increases and on price declines, For ease
in comparison, these ratios show for long and short cycles the ratio
of the average number of cyeles per duy in the dominant situntion to
the average number in the less characteristic situation, These ratios
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are called “dominance ratios.” The stronger the tendency of traders
to initiate long cycles on price declines, and to initiate short cycles on
price increases, the larger the dominance ratio. In both periods the
dominance ratio was higher for long cycles than for short cycles,
However, the ratio for long cycles was lower in the second period than
in the first, and this was also true for short cycles. For long cycles
it declined from 1.55 to 1.42, and for short cycles from 1.37 to 1.25,
These differences ave large enough to be significant, but the reasons
for the shifts shown are not apparent.

TasLE 51.—T'wo-day wheat cycles: Number initiated per day c{or peri-
odszf and I1, by direction of initiating-day price change and type of
cyele

Period T (Jan, 1, 1924, io | Period II (May 27, 1929, to

May 25, 1920 Dee. 31, 1932)
Price change Cyules inlitiatct! Cyeles igitinwd
per day per day
Days Days
Long Bhort, Long Short

Number | Number | Nunher | Number | Number | Number

Inerease . ... -. 799 9.5 9.0 504 1.8 9.1

Deerenst. oo oooono-. 826 15,0 7.0 876 16. 7 7.3
All eyeles... .. 1,625 | 12,4 8.3 1, 080 14. 4 3.1

Dominanee rado oo oo_-_ i. 55 L37 [ooo.o 1. 42 1.2

' Ratio of avernge number of long eycles per day initiated on price decreases
to number initinted on price inereases, and the ratio of average number of short
eyeles per day initiated on price increases to number initiated on price decreases.

Cveres ImmiaTep, By Sz oF Posrion axp ExTeNT oF PRICE CHANCE

In the investigation of the relation of trading to price movements
for traders with ditlerent scales of trading activity, it was necessary
to group speculators in broader size classes than those used earlier in
this study, The analysis in the previous section showed that there
was o family resemblance in trading pattern and outcome for specu-
lators with average positions of 1.0, 5.0, and 10.0 thousand bushels.
In table 52 these fraders were therefore grouped together in a single
class called, “size cluss I.”  The other very small traders, with avernge
positions of 1.1 to 4.9, and 5.1 to 9.9 thousand bushels, were included in
a second group enlled “size class JI.”  All the remaining speculators
in the sample were included in a single category called “size class ITL”
This class included all traders with average positions of 10,1 thou-
sand bushels or more. It does not properly represent large-scale
trading, but the differences between traders with average positions of
10.1 to 249 thousand bushels and those with smaller average positicns
geemed to he greater than the differences between traders with 10.1
to 2:1.9 thousand bushels and those with larger average positions. The
fact that the lower limit of the size class representing the largest

43207498
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traders in the sample is only 10.1 thousand bushels indicates that the
statistical analysis in this study is an investigation primarily of the
trading of small speculators, :

In table 82, the number of cycles initiating under different price-
change conditions are shown for the three size classes just described,
In their long cycles traders in size class I exhibit the tendency to buy
on price declines more clearly than traders in the other two rice
classes, and there is ne significant alteration in this tendency betiveen
the two time periods, Traders in this size class tiso made a larger
percentage of their short sales on rising prices than did the other
groups, But for all three classes this percentage was appreciably

Taswe 52.—Two-day wheat cycles: Number and percent for periods I
and L1, by major size cluss,* divection of initiating-day price change,
and type of eycle

Long Bhort
Period T Period 11 Period 1 Perind 11
Size clnss and price
change
Per- Poy- Por- Per-
Cyeles cg‘;‘t Cyeles eg;:t Cycles cg;}t Cyeles cg};t
ratio ratio ratio ratio
N~ Num- Nemn- Num-
Size elnss I: ber ber ber ber
Increase. oo, 841l 34 71 8357 351 7870 60,1 414l 53. 4
Decrease_._____.__ 1, 985; 65.3] 1,588 64 ¢ 523| 38.9 361 46, 6
Total.__._.___ 2,426 160.0; 2, 443 100. G 1, 310 100. 0 775| 100, 0
Dominance ratio?_ | _____ 183, L62. 186 _____ 1.30
Size class I1:
Inervense_ . __._____ G, 736] 39.1 4,376 39.3] 5, 678 56.2 3, 54 51.7
Decrense.. . ___ 8§, 937] 60.9| 6,750 60.7 4,428 43 8 3,321 45 3
Total._______ <114, 6737 100, O[11, 126} 140, 0l10, 106 100. 0 G, B75] 100. 0
Dominanee ralio?. _|_.__. _ L5 . .__ .35 ...._ 183 1.22
Stue class TI1;
Incremse_ . ____._. 1, 206! 39,0 7206{ 36,5 1,235 58.8 594 53. 2
Decrease . _____ 1,885 61.0| 1,261 63.5 365 41.2 528] 46. 8
Total. . _______ 3, 001! 160.0] 1, 987| 100. 0} 2, 100} 100 ¢ 1,117 160.0
Dominance ratio?. _|______ L5 . ... a2 .. 1. 48; ______ 1. 30

! Bize class I, average positions (in thousand bushels) of 1.0, 5.0, and 10.0.
Size elass IT, average positions (in thousand bushels) of 1.1 to 4.9 and 5.1 to 9.9.
Bize elnss I11. averape positions (in thousand bushels) of 10.1 or more,

* Dominznce ratlo for long cyeles is the number of cycles initinted per day on
price decreases divided by the number of cyeles initialed per day on price in-
crenses. For short cycles, the dominance ratic is the number of aycles initinted
per day on price increases divided by the number of cycles Initinted per day on
price decreases, Number of eyecles initinted per day is shown in table 53.
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smaller from May 27, 1929, to December 31, 1932, the period of pre-
dominantly falling prices. There was no significant difference in
the propensity of size classes IT and I1I to buy leng on declining prices
in the earlier period, but this propensity strengthened appreeia lr in
size class TIX c\uring the second period.  This size class had a slightly
oreater propensity to make short sales on rising prices than did size
class IT.

Tor all three size classes the contrast between the two periods is
more striking for the shorts than for the longs. A majority of the
short sales of traders in every group were made on days ot rising
prices, but this characteristic situation is much less strong in the
second period than in the first. In the period of predominantly fall-
ing prices a considerably larger proportion of the short cycles was
initiuting on dnys of declining prices. Appurently price-movement
trading as contrasted with price-level trading by shorts becomes
relatively more importunt during prolonged bear markets.

The dominance rabios for the t‘u’ee size classes are also shown in
table 52, ‘These ratios were gencrally highest for the traders in size
cluss I, und were low for size class IT.  Allsize classes shaved the chax-
acteristic of higher ratios for long than for short cycles. The two size
classes of small-scale traders (X and II) had higher ratios for the
carlict than for the later period. The trading behavior of the larger
traders, however, differed from that of the smalier traders primarily
in the failure of the dominance rutio tor long cycles to deeline in the
sccond period. The most striking feature shown by the dominance
ratios is the strong tendency of the group of speculators with average
positions of 1.0, 8.0, and 10.0 thousand bushels (size class I) to exhibit
the price-level reaction, buying leng on price declines und sellivy short
on vising prices.

A further study of trading behavior in initiating trades may be
made by relating the number of eycles initiated to the extent, as well
as the divection, of price changes. This is done for the three size
¢lasses in table 53, To the extent that traders at a given time have in
mind price levels which seem appropriate to them, we should expect
the number of long ¢yeles initinted on price declines, and the number
of short cycles initiated on price rises, to increase with the size of the
price movement.

In table 53 attention may first be turned to the long cycles, Ilere
in the trading sample analyzed the characteristic behavior was to
initiate long cycles on price declines, The figures for cyeles initinted
per day show that the greater tlie price decline the larger the average
number of long eycles initinted per day. Only 2 exceptions to this rule
are found in the 30 comparisons which may be made in tables 53, 1. e.,
comparisons between the average number of long cycles per day
initiated on a smaller price decline and the average number initiated
in the next class interval representing lavger price declines. These
3 exceptions are in the price decrease interval of 4 to 4% cents for size
class I and size class IT1 in the fivst period.

In short selling also, chavacteristic trading behavior was stimulated
lyy more pronounced price movements, This tendency, however, was
not nearly so consistent as for long ¢ycles. In only 21 of the 30 com-
parisons between adjacent price-change categories in table 53 was the
number of short cycles initiated per day more for a greater price rise

~than for » smaller one.




TABLE 53.—Two-day wheat cycles: Total number and number initiated per day for periods I and II , by direction and
amount of price change on initiating day, major size class, and type of cycle

PRICE DECREASES

Size class 1 Size class I Size class TIT Al} classes

Date and price change Number of Cycles per Number of Cycles per Number of Cycles per Cycles per
: (in cents) cycles day cycles day cycles day day

Long | Short | Long |-Short | Long | Short | Long | Short | Long | Short, | Long { Short ! Short

3,304/ 1,791
2, 640} 1, 380
1,468 663
595/ 253
490/ 204
440{ 137

8,937 4, 428

—
N[ 0O DN

2, 413| 1, 287
2 415| 1, 260
1,156 470
429 192
175| 70
162 42

6, 750
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PRICE INCREABES

Jan 1, 1924-May 25, 1929: ' ‘
911 0. 64] 2,261) 1,791 6. 06] 4. 80 439 378

O—-,é_-,_.,...,.‘,,,-*"-- 373 - 3391 .~ 240{ 0. 1.18f 101 8. 15 6.45
1-1% i o eene) 2300 - 266 2060] 1.16] 1,13 ] 659 1,862 7.21] 810} 374 412/ 1,63} 1 79| 10.00{ 11.02
L TR PP 02l 106) 135 1.15 1.47) 839 937 9.12] 10,18 167 207| 1.82| 2.25| 12 09| 13.90
£ R SR, 50 62 66 1.24] 1.32p 456; 512} 9. 12| 10.24 108 96;. 2.16] 1.92| 12. 52 13. 48
L o 5 TR 34 35 56| 1.03| 1.65] 283 331 832 0.74 64 75{ 1.88 2.21| 1i.23| 13. 60
S5andover._........- 20 33 30| 1.65) 1.50{ 238 245; 11.90f 1225 54 67 2.70| 3. 35 16,25 17.10

1.51) 1.55 9.74] 9.64

Total_ . i cianins 700/ 841 787/ 1..05| . . 98! 5,736} 5678 7.18 7.11| 1,206 1,235

May 27, 1929-Dec. 31, ;
1932 ‘ ,
0—%‘-_“.'-”,-,“»,-” 275 428 178

1. 56| .65 2,063 1,515 7.50! 5.51f 327 2427 1.19{ .88 10.25 7.04

JE3 T S S 143} 258! 132; 1.80} - .92 1 330{ 1,115 9,30 7.80] 206/ 166 1,44| 1.16| 12. 54 9.88
22 i 60[- 108 76| 1.80| 1,27 ~641] 615 10, 68 10.25{ - 132 -123; 2. 20{ 2 05 14. 68! 13. 57
B3B8 i i w 12 32 16{ 2,67 1.33[ 141  129].11, 75} 10. 75 27 23| 2,25 1.92| 16, 67| 14. 00
A—4% i ciiannn 7 14 8 200 1.14 71 107) 10, 14 15. 29 8 22| 1.14] 3.14} 13.28) 19.57
and over ... ieneca- 7 17 4| 2.43| .57 130 73 18. 57} 10. 43 26 18- 3.71] 2.57| 24.71| 13. 57
Totalo .. .... R 504! 857 414] 1.70 .82| 4,376| 3,554 8.65 7.05 726] 504 1.44] 1. i8 11.8% 9.05
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A similar distinction between long and short cyeles is found if the
dominance ratios ave computed, Computations for “All classes” ¥
show that in both periods as prite declines became more pronounced
the dominanee ratios for long cycles increased, except for the com-
parison between price changes of 4 to 474 cents and changes of 3
cents and over. i‘or short cyeles, however, as price movements be-
come more pronocunced, the dominance ratios decreased just as fre-
quently as they increased. Trading agoinst the current movement
of prices was the predominant frading pattern on both sides of the
market, but was not nearly so definite for shorts as for longs.

The most reasonable interpretation of the tendency o trade against
the market—to buy on price declines and sell on price rises—is that
the speculators exhibiling this behavior were price-level traders.
Trading with the murket trend, on the other hand, is not susceptible
of 4 similarly unambiguous interpretation, Movement traders will
tend to buy on days of rising prices, und to sell on days of falling prices.
But it caunot be assumed that all, or even most, of those trading in
this manner nre movement traders. Real or imaginary changes in crop
conditions, in demand, or in other factors affecting the market, may
lead individual traders to revise their opinions as fo the probable
course of the market. A considerable number of the traders in the
market may revise their opinions about prices at the same time. They
may ignore the price movements of the day on which theiv trades are
exccuted, or find in them nothing mere than confirmation of the
validity of opinions already reached. Such trading cannot properly
be called movement teading. While it is possible that persons trading
in this munner may male new purchases in larger volume the greater
the price inerease, and more extensive short sales when price drops are
move pronounced, this is certainly the type of behavior we should
expeet from movement traders,

These tendencies consistent with movement trading are found in
the data shown in table 33, but they are not as pronounced as the
tendency te expand the seale of trading against the market as price
changes increase in magnitude. This is graphically shown in figure
26, which presents the number of 2-day wheat cycles initiated per day
by all traders for the entive period studied. Lhe progressive nature
of the average number of cycles initiuted ns the price change increases
is more definite for long cyeles with price decreases than with price
increases. Tror short cycles this situation is reversed, the expansion
of trading is more pronounced for price increases than for price de-
creases. But the fact that trading with the market movement also
shows signs of expansion with move pronounced price changes suggests
that movement trading may be of some importance,

Ourcome oF Traping: Price Lever axp MoveMENT TRiDiNG PATTERNS

Another question of considerable interest concerns the ounfcome of
trading with the market as compared with trading against the market.
Because of necessary limitations on the tabulating process, it was not

*The dominance ratios {computed from table 33} arranged from smull to large
price changes for lonz cyeles were, in the first period, 1.38, 1.57, 1.38, 1.94,
210 and 1.82, and in the seeond period, 136, 1.43, 1.78, 192, 271 and 274, For
short eyeles they were, In the first peried, 120, 143, 1.70, 140, 1.33 apd 1.97, and
in the second period, 1.24, 1.22, 145, 1.03, 147 and 1.04.
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LONG CYCLES SHORT CYCLES
PRICE THCREASES PRICE DECREASES PRCE INCREASES PRICE DECAEASES
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Fiaysk 26 —Relatlon of number of 2-day cyeles initinted per day to direction and

extent of price change,

possible to explore this question fully. Some suggestive information,
however, was obtained. The total profits and the total losses for each
category considered here were not uscertained, but the net profits or
losses on all the 2-day cycles in the given classification were computed.
These net profit ov loss figures can be made comgamble betiveen eate-
gories by expressing them in terms of net profit or loss per bushel
truded. The profit and loss figures per bushel are shown 1n table 54
classified by the price-movement situation on the day on which the eycle
was initinted. It is at once apparent from this table that the cycles
started under the eircumstances which have been nssumed to be typical
of price-level trading were more unprofitable than the cycles which
were started with trades in the same divection as the current market
movement. This is true of every comparison between these two situa-
tions shown in table 54,

Is it legitimate to conclude that movement trading is normally more
profituble—or less unprofitable—than price-level teading? guch @
conelusion cannot properly be drawn from the duata presented here.
In the flist place it should be remembered that much of the trading
which conforms to what has here been called the movement trading
pattern was undoubtedly induced by considerations other than the
price movement of the day on whicfl the trades were initinted, and
in many cases was the result of orders placed in advance or in ignorance
of such price movement. Furthermore, the price change was measured
by the differences between closing prices. This would ordinarily
mean for price hncreases that the price ab the ¢lose was higher than
the price at which many of the long purchases were made, without re-
gard in either case to whether the trades were made according to
the price-movement or price-level pattern. And for price decreases
it would mean thal the vlesing priee would be below the price at which




TABLE 54.— Two-day wheat-eycles: Profit or loss per bushel for price-level and price-movement trading patterns in periods
Iand I1, by type of cycle and direction of initiating-day price cnange, and major size class

{In cents per bushel]

Period I Period 11

Trading pattern Size class | Size class

I T Ir

Price level:

Long cycle initinted on price decrease. -
~-Short eycle initinted on price increase. -
Price movement:

Long cycle initiated on price increase. -

Short eycle initiated on price decrease. ..

FUNLINDIYDY J0 “I4RA °S 'A ‘100T NILATINE TVOIINHOAL FIT




AN ANALYSIS OF SPECULATIVE TRADING IN GRAIN FUTURES 115

many of the short sales were executed during the day. In such situ-
ations the traders would huve an acerued profit at the close of the day
on which the position was first assumed. When it is recatled that there
was a strong tendeney lo take profits, it does not seem surprising that
these cyeles were on the average less unprofitable than these initiated
against the curvent price movement.

‘To the extent that the better showing of the price-movement pattern
was due to price movements on the duy trades were initiated it might
be expected that the showing for such cyvcles would improve with in-
crenses in the amount of the initiating-day price change. Similarly
it would be expected that for the price-level eycles the showing would
be more unfavorable the greater the amount of the eurrent-day change
in price.  Firure 27 wus designed to prosent evidence on this point.
For the period from January 1, 1924, to May 25, 1929, it does appear
that the cveles initiated against the market on the days with the
lavgest price changes were more unprofitable. For the later period
this seems to be Frue of short eveles but iot of long eyveles.

In the second part of feure 27 the net profit or loss per bushel is
shown for the eyeles initinted in accordance with the price-movement
pattern. In this ease on the initiating day price movements subse-
tjuent to the execution of trades wounld be more likely to be favorable
the greater the amount of the price change. Consequently we should
expect net losses per bushel to decline and net profits per bushel to
incrense with increasing net chunges in prices. There is no clear
evidence that this i the case, although tie long eycles show some
tendency in the direction of the expected pattern (with the striking
exception of the lurse net Joss on price increases of 4 fo 474 cents per
bushel in the period from May 27, 1929, to December 31, 1932},

Another contrast shown by the data presented in tnble 34 and figure
27 veflects the differences between the price situations in the earlier
znd the later periods of the study.  Ta the earlier period there was no
sigmificant difference in the results on the long and short cycles initi-
ated nccording to the price-level trading pattern, and only a slight ad-
vantage for short exeles initiated in accordance wilth fhe movement
(rling pattern,  In the period of predominantly falling prices. how-
ever. short eveles gave mucl more favarable onteomes than fong cycles.

Sven under such nuspicious circumstances for the short seller, the
short cveles initiated on days of increasing prices only broke even
on balanee,

LigripaTioy or Two-Day Wiear Cycres

Speculators have difliculty deciding when to enter the market. The

uestion of when a speenlafive evele should be liquidated is still more
difficult. The trader not only has fo hazard a judgment as Lo the future
course of prices, but also must make his decision while fuced with an
acerned profit or o= at current prices. Evidence has already heen
~ubmitted which shows that the arcrned profit or loss situntion has
an important effeet on the deeision. Tf a profit is available theve 15 a
tendeney to Hauidate, The xpeetlator faced with a loss is disposed to
postpone ligmidation. with the result that the average duralion of
unprofitable exvles is longer than the wverage duration of profitable
eyeles,  Eventually, however, all eveles are liquidated. and it is ef
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PRICE LEVEL TRADING PATTERN

ZENTY

s PEAIOD 1 (JAN_I, 1924 - MAY 23, 1929} PERIOD IT (MAY 27, 1929- DEC. 3, 1932}
e LONG CYCLES SHORT CYCLES LONG EYCLL, SHORT CYCLES
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Ficuse 27.—Net profits or losses per bushel on 2-day wheat cycles for different
trading patterns and nmount of initiating-duy price change.
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interest to see what the price situations are under which liquidation
takes place.

In table 53 the number of the 2-day wheat eycles liquidated is re-
lated to the divection of price movement on the day of liquidation. A
majority of the long eyeles were liquidated on days of rising prices,
and n considerably Jarger majority of the short cyeles were liquidated
on days of falling prices. There was a tendency for fraders to close
out their trades on duys on which the net price movement was favor-
able for the position held. For a majority of the cycles, market con-
ditions were improving on the days the eycles were {iquidated; profit-
able cycles were showing larger accrued profits, and accrned losses on
unprofitable cyeles were declining.

}f. is not easy to associnte these vesults with a simple pattern of
teading behavior. 1f their expectations remained the sae, price-level
traders would be expected to terminate their profitable cyeles when
prices renched the levels anticipated. ‘This would accord with the
tendencies shown in Lable 53, Such traders would presumably close
out unprofitable positions when they became convinced that their
earlier estimates were wrong.  This conviction might be reached with
little ot no reference to the eurrent price change, but generally o' day
of adverse price movement seems to be the likeliest time for such a
change of mind. Movement traders, on the orher hand, might be
expected to liquidate their profitable trades on adverse price move-
ments.  They would presumably close out their unprofituble cycles
as soun as they are willing ta concede that they have misjudged the
market. Here again such o decision is most lilely to be made on a day
when the price movement is in the opposite direction to that expected.
These @ priori nssumptions as Lo trading behavior do not fit well into
the observed pattern with its emphasis on liquidation on days of
favorable price movements.

Canes 58—~ wo-day whent eyeles lgidduated : Yumber and percent, by
direotion of Uguidating-duy price change and type of cycle

Prien change } T.ong E Short Total
T . : :
S Nwmber . Percent | Number Pereent | Nwmber | Percent
[NErense . ove v wcnanw b 1S, DOT i 52,4 0,138 1 42,4 | 28,006 +8. 5
DoCroat oo L 16,878 ' 47.6 | 12,813 | 57.¢ | 29,601} 515
'I‘uml-___._._--i 43,145 © 100, ¢ 1 22, 951 l 100. 0 | 57, G9G i 100. 0

Further analysis of the lquidation patiern is presented in table 56,
in which a distincetion is drawn between cycles liquidated before and
after Muy 26, 1929, The tendency to liquidate on days of favoruble
price movements was still present for short cycles, but for leng cycles
wag found only in the period prior to May 26, 1929, After that date
there was no signficant velationship between the number of long
eveles liquidated and the direction of price change. This indicates
that there are market conditions under which the generally prevail-
inge pattern does not hold. The period from May 26, 1929, to Decom-




118 TECHNICAL BULLETIN 1601, U. S. DEPT. OF AGRICULTURE

ber 31, 1982, was one of predominantly falling prices. Dossibly the
departure from the generad pattern shown for this period was due to
the generally uufavorable conditions for longs,  Faverable price
movements did not disturb the pattern for liquidation of shert posi-
tions, for the differences in the proportions o? short cyeles liquidated
in the two price change situations were not significant.

Tavre 56.—7'wo-day whedat cyeles Hguiduted : Number and Percent for
periods I and 11, by divection of liguidating-day price chunge and
type of cyele

Loy Short

Price change ' ~cens . - Total

Period Period 1 Period I i Period T1

teent . ber jcent{ ber ! centi ber ! ceni| ber | cent

, 972 54,5 7,505, 49. 6 5, 776 42. 83, 662° 11. 828, 003| 48. 5

b0, 148 45,5 7,730] 50.4| 7, 713 57, 25, 100 58. 220, 693) 51 5

Total... ___ 20, 120/100. 0 15, 325!10& 013, Azssiwo. 08, 762/100, 0;57, 696{100. 0
| ; ' i

i : ; "
- ER . 1 [ }
lx\’um-_; Per- . N um-I Per- | Xum-. Per- \Num~ Per- § Num-| Per-

'
+
1

LiouinaTion oF PrRoFiTABLE aAND UNPROFITABLE CYCLES

Further annlysis of the situation with respect to long cycles calls
for an examination of the liguidation pattern for profitable and
unprofitable trades. Such an examination is made possible by
table 57. In this table the liquidation pattern is shown separately
for profitable and unprofitable cycles, and it is discovered that there is
a remurkable uniformity in the proportitons of long cycles liguiduted
under the different price conditions, both for size clnsses and for the two
different time periods. It is true that in the second period, a slightly
smaller proportion uf the profitable long eyeles were hiquidated on days
of increasing prices, but this difference does not alter the general pie-
ture. The difference found in table 37 is clearly due primarily to the
difference in the number of profitable long eycles in the two periods,
Prior to May 26, 1920, theve were 11,009 profitable long cycles and
$,121 unprofitable long cycles. In this period, then, 59.6 percent, of
the jong eyeles were profilable. In the later period only 7,285 of
the long cycles were profitable, while $.040 resulted in losses. The
percentage of profitable eycles declined to 47.5. Sinee profitable long
eycles were liguidated on days of rising prices in u ratio of better
than 2 to 1, and Joss eyeles were liquidated on days of falling prices
in approximately the same ratio. this decline in the proportion of
profitable cycles resulted in the disappearance of the bnlance in the
direction of liquidetion of long cycles on days of rising prices.

The favorable conditions for shorts during the second period did
not lead to a similarly striking change in the number of profitable as
compared with unprofitable cycles. The proportion of profitable
short cycles incrensed from 61.5 percent to 68.0 percent, a shift which
did not result in an mportant change in the genersd liquidation pat-
tern for short cycles,




Pasne 5T.—1wo-day wheat cycles liquidated : Number and percent of profitable and unprofitable cycles for periods 1
and 11, by type of cycle, direction of liguidating-day price change, and major size class

Period 1 Period 11

Type of ‘eyele and Jun. 1, 1924, {o May 25, 1929 May 27, 1929, to Dee. 31, 1032
price change

Size class I | Size elass IT | Size class 11} Total Size class T : Size class 1T | Size class ITT
| H

Profitable: | Num-{ Per- | Num-| Per- | Num=7 Per- | Num-3 Per- | Num- Per- 1 Num-1 Per- | Num~|. Per-

Long: ber cent |- ber cenl ber : ber | cent ber | cent ber | cent | ber { cent
Increase. . 916] 71..0{ 6, 096 69. 1,414 4.1y 8,426; 70.2 584} 06.2i 3,047 ©67.3 703) 71.7
Deerease..- 374 20.0; 2,706; 30. 493 5.9] 3,573 29.8 208, 33.8 1,775 32.7 278 28.3

Total...} 1,290] 190.0} 8,802 100:0; 1, 907 . 0{11, 999] 100. 0] 882} 100. 0! 5,422 100.0; 981! 100.0

Short: i
Inerease.. - 2111 28 2] 1,854 29. 340 . 41 2,405 29.0 162; 3l. 1,412; 30.2 208 27.2
Decrease..- 537 71, 8|4, 364 70. 996 . G} 5,897, 71.0 353) 68 51 3,2068] 69.8 5506] 72.8

Total.-- 748| 100.0] 6, 218 . | 336 .0} 8 302} 100.0 515 100.0; 4, 650, 100, 0} 764} 100.0

Unprofitable:
Long:

Increase. - . . 3 X 31. 4 514 X 32. 7 32. 8

Deerease... 37. 38. A 68. 6 963 X 67. 3 67. 2

Total... { .0} ¢ . X 100. 0} 1,477 X 100.0 100: 0

Short:
Inerease. - 3 2 A 65.0 166 3 67. 9 64. 4
Decrease..- 4, X . 35.0 96 X 7021 32.1 ; 35.6

Total__. . 100.0f 262 100.0 100. 0
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Table 57 reveals that when the liquidation pattern is analyzed in
terms of the outcome of trading, it is vemarkably uwniform for the
major size classes, and for the two time pericds. The percentage of
profitable long cycles liguidated on days o price inereanses ranged from
66.2 to 74.1; while the percentages of unprofitable cycles liquidated
under the sume type of price change varied from 30.4 to 34.8. From
68.5 to T4.6 percent of the profitable short eycles, and from 82.1 to
36,6 percent of the unprofitable short cycles, were covered on days when
prices declined.

It may be recalled that no significant relation was found bebween the
number of cyeles initiated and the direction of the price change on the
previous day.)”  An exmmination of the relation between the number
of cyeles liquidated and the direction of the price change on the pre-
vious day indicates that there was a signilicant relation of the same
type ns that found for chunges in liquidating-day prices. Longs
tended to liquidate their unprolitable eycles on days following declines
in the market, and their profitable eyeles on days following price rises,
For shorts the situation was reversed. Confirmation of these state-
ments is found in table 58, in which the number of 2-day wheat cycles
liquidated is related to the direction of price ¢hanges on the previous
business day. ‘Uhe results are quite similar to those shown in table 57
for the relation of liquidation to the price change for the liquidating
dny. ‘Table 58 shows a uniformity of reaction for traders ot different
size classes, and for the time periods before and after May 26, 1929,

The tendency for lquidation to ocenr according to the patiern de-
seribed above, however, was somewhat less strong in the comparisons
shown in table 58 than in those shown in the previous table. ‘This was
parficularly true of profitable cycles. If t}te two periods shown in
tnble 87 are combined it will be found that 69.3 percent of the profit-
able long eycles were liquidated on days of rising prices. Combining
the two periods in table 58 shows that 62.4 pereent of the profitable
long eycles were liquidated when the price had increased on the previ-
ous day. Of the profitable short cyc\ns in the two periods combined,
T0.6 percent were liquidated on days of falling prices, and 63,9 percent
on days following price declines. The differences ave not s great
for the unprofitable eycles. The pereentages were 67.8 and 66.7,
respectively, for the long eycles liquidated on days when prices de-
clined, and on days after price declines. The corresponding fguves
for short cycles relate to covering when prices were rising, and were
65,7 percent for liquidating-day price changes and 63.4 for previous-
day price changes.

One of the difliculties in interpreting the resalts described above
is that they reflect not only the trading behavior of speculators in
the sample, but also the effects of price movements on the profitability
of positions held. If traders Hquidated a constant number of cycles
0:1051 day we should expect that more than half of the profitable long
trades would be closed out on days of rising prices, because with rising
prices a larger and Iarger proportion of the long positions held show
profits. In a similar manner during price declines it becomes less

" 1t Is pessible that signiticant relations would have been found if profitable and
unpeofitable evcies hnd been studled separately, as was done for lquidntion,
Limitations on the tabulating process precliled such a study with respect to the
inltlation of 2-day cycles.
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ay wheat eycles liquidated : Number and percent of profitable and unprofitable cycles for peviods I and

11, by type of cycle, dirvection of previous-day price change,

and major size class

Period I - Period 11
Type of eycle and Jan. 1, 1924, to May 25, 1929 May 27, 1929, to Dee. 31, 1932
- price change b e -
Size class I | Size eluss 11 1 Size class TIT Total Size class I | Size class II | Size class IIT Total
PROFITABLE
Nume-! Per- | Num-; Per- | Num-| Per- | Num-{ Per--} Num-| Per- | Num- Per- | Num-1| Per- | Num-| Per-
Long: ber cent ber cent ber cent ber cent ber cenl | ber cent ber cent ber cenl
Increase. . ... 809! 627 5,391; 61.2{ 1,153 60.5 7.353] 61.3 528 59. 9] 3,526; 65.0 617, . 62.9f 4,671} 64.1
Decrease. ... - 481 37.3] 3,411; 38.8 7541 '39.5| 4,646 38.7] 354 40.1] 1,896, 350 364] 37.11 2,614; - 35.9
Total ... .- 1,290] 100. 0] 8, 802; 100. 0} -1, 907} 100.0/11,999; 100.0 882} 100. 0} 5,422} 100.0 981| 100. 0] 7, 285} -100. 0
Short: .
Increase.....- 261] 34.9 2,218 35.7 573 42.9] 3,052{ 36.8 186] 36.1{ 1,636 35.0f ~ 281 36.8 2,103 35.3
Decrease . —-- 487! -65.1| 4,000{ 64.3} 763 57.1] 5,250; 63.2 320! 63.9] 3,044} 65.0] 483 63.2| 3,856 64.7
Total. .. 748 100.0| 6,218] 100.0} 1,336, 100. 0} 8, 302{ 100: 0| 515 100..0; 4, 680 100.0 764 100.0 5, 959] 100.0
GNPROFITABLE ' ) .
Long:
Increase. - ._.} = 354{ 30.7 1,914 33.1 403 34.0]. 2,671} 32,9 483 32.7; 1,876, 33.6 347/ 35.7] 2,706/ 33.7
Decrease. .. ... 708! 69.3] 3,869 66.9 783] 66.0] 5,450 67.1 094f 67. 3] 3,714 66.4] 626 64.3; 5,334 66.3
Total ... ... 1, 152] 100.0| 5, 783| 100. 0| 1, 186| 100. 0} 8, 121} 100. 0] 1,477] 100.0} 5, 590} 100.0{ ~ 973] 100. 0| 8, 040; 100. 0
Short: 1.
: Increase.. ... 367| 65.8| 2,442] 63.2 4811 62.9; 3,200 63.4 175! 66.8] 1,377 62.9]  224] 63.8 1,776/ 63.4
Decrease ... 191) 34.2} 1,422| 36.8 ~ 284] 37.1} 1,897 36.6 87| 33.2] 813 37.1 127( 36.2{ 1,027 36.6
Tolal_..o._- 558 100. 0 3,864/ 100.0| 765| 100.0| 5,187 100. 0] 262} 100. 0} 2, 190 100.0] 351} 100. 0} 2, 803] 100.0
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and less likely that long cycles will be liquidated at a profit, and con-
sequently we should expect that most wiprofituble long cycles would
be liquidated under such conditions. A similar situation exists with
respect to the short positions, A complete solution of this diflieulty
would requive moze eluborate analysis than is pessible here,

Some further insight may be gained, however, from a more detailed
examination of the conditions under which liquidation takes place.
Since this unalysis continues to distinguish between profitable and
unprofitable cycles it shonld be keot in mind that with rising prices
an meraasing proportion of the long cycles in the market show acerued
prefits, and more aml more of the short eycles have accrued losses.
With declining prices the situations for the longs and the shorts are,
of course, reversed. The data te be presented reflect these fucts very
clearly, buf it is also certain that the liquidation ot positions does not
oceur 1n a chance manner, and consequently imbedded in the data are
the effects of the trading behavior of the mndividual speeulators.
There are in all probability common patterns of trading behavior,
and it is possible that some traces of such putterns can be discerned.

Cycres Liguipasen v RELation 70 THE ExTeny oF Price CHANGE

Futures mnrkets typically are mavkets in which price changes are
frequent, but usunlly relatively small. With respect to the sample
period, this is indicated in table 39, in which the trading days are
classified according to the extent of the change in price of the domi-
nant wheat future. There were (48 days on which prices increased
by less than 1 cent a bushel, and only 27 days on which there were
price increnses of 5 cents or more. Decveasing prices of less than 1

Tabre 59—Two-day wheat cycles liguidated : Total number and num-
ber per day, by direction and amount of liguidating-day price
chunge, and type of cycle

Laong thord

Price change Nuum- Profitable | Unprofitable | Profitable | Unprofiteble

in cents I:ﬁ:\:‘_;f L
Num-| Fer | Num-| Per |Num-| Per |Num-| Per
bar day Ler day ber duy ber day
Inareage:
L S G438 3,851 | 5. 94 |2,567 | 3.96 (2,182 | 3. 37 (1,529 | 2 36
1-i%_______} 873 4,093 |10.97 1,577 | £ 23 1,283 1 8. 25 |1, 524 4 09
2B L. 152 |2, 854 [17. 46 667 [ 4. 39 507 | 3.34 {1,048 | 6. 89
3-3% - 62 |1, 148 I8, 52 206 |- 3, 32 170 | 2. 74 491 792
d-4% .. 41 066 |22, 10 127 | 3. 14 691 .68 | 350 8 54
5 andd over__ a7 708 |26. 22 63 | 2,33 46 | 1,70 306 | 11. 44
Decreasc:
i S 691 12,012 | 4.21 13,512 | 5,08 (3,033 | 4.39 {1,270 [ 1:84
-1k . .. 426 11,000 | 4£. 69 |3,5341 | 7.84 [3,351 | 787} 874 | 2.05
2% . 172 52 3.08 |2, 186 12 71 |2,075 [12. 06 310 1. 80
b T K b4 253 | 4. 69 773 114, 31 G91 (12, 80 156 2 89
4% 341 159 4 68 ¢ 543 115 07 | 463 |13 62 741 218
5 audd over.. 25 721 2,88 | 599 |23.96 | 461 [18. 44 55 220
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cent, oceurred on 691 days in the sample period, but price declines of
5 cents or more in a single day occurred only 2§ times,

Although net price changes in a single duy are typically small,
futures trading exists only because of price movements; is stimulated
by large price changes; and is dampened by price stability. Conse-
quently, it is to be expected that the number of cycles liquidated per
day would increase with increases in the extent of the price movement.
In table 59 the number of 2-day wheat cycles liguidated is related to
the dirvection and amount of price change in the dominant wheat fu-
ture on the day the cycle was closed,

Examination of the table indicates that in certuin situations the
nuimber of cycles liquidated per day increased consistently with each
increase in the size of the price movement. This is clearest in the
situations which may be termed “regulav”: Profitable long eycles asso-
cinted with rising prices, profitable short cycles with falling prices,
unprofitable long ¢ycles with falling prices, and unprofitable short
cycles with rising prices. In each of these situations a larger price
change 1s associated with a larger number of cycles liqu. dated per day.
Tor Jong cycles the progression is from 5.94 profitable cycles per day
for price increases of less than 1 cent to 26.22 cycles per day when
price changes amounted to 5 cents or more. For unprofitable long
cycles and declining prices the range wus from 5.08 cycles to 23.96
cycles per day. I’rofitable short cycles liquidated progressed from
4.39 per day for the smallest price-drop category to 18.44 for the
largest. Unprofitable short cyeles were liquidated at a rate of 2.36
per day when price increases were less than 1 cent per day, but at a
rate of 1144 when price increases amounted to 5 cents or more on o
single day, ‘These bgures indicate that there was a strong tendency to
Tiquidate profitable eycles while profits were increasing, and munprofit-
able cycles when losses were growing.

In contrast to the four situations described as “regular” above are
the feur situations which may be termed “gnomalous,” These are:
Profitable long cyeles liquidated on days of falling prices, profitable
short cycles closed out on days of rising prices, unprofitable long cycles
liquidated on days of increasing prices, and unprofitable short trades:
covered while prices were fulling.  These situations are called anoma-
lous because the current price movement tends to reduce the number
of positions in the mavket whicl fall in the specifiec categories. When
prices are falling, profitable long cycles and unprofitable short cycles
are becoming fewer and fewer. %imilarly the unprofitable long cycles
and profitable short cycles tend to disappear when prices are rising.

It is nlso to be expected that the greater the price mevement the
fewer the number of traders to be found in one of these anomalous posi-
tions, and consequently the fewer the number of cycles liquidated.
Examination of table 59 will reveal that there is no uniform pattern
of thistype. There is some evidence of the expected progression in the
case of profitable short eyeles liguidated on days of rising prices, I
thig case the number of cycles liquidated declined from 3.37 per day
for price increases of Jess than 1 cent to 1.68 per day on days of price
rises of 4 to 4% cents, and te 1.70 when price increases were 5 cents
or more. In two of the other three anomalous cases the lowest rate
of liquidation oecurred on days of price changes of 5 cents or more,
but there was liftle other evidence of the expected pattern,

848207—a——9
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Some inferences with respect to trading patterns may be derived
from table 89. If cycles were liquidated on a chance basis we should
expect a positive progression in the number of cycles liquidated per
day in the regular situations, and a negative progression in the anoma-
lous situations. The positive progressions actually found were more
pronounced and the negative progressions were much less evident than
normally would be expected. This suggests that there was a liquida-
tion pattern in which traders tended to ent profits and losses when they
were increasing, but refrained from closing out either profitable or
unprofitable trades when price movements Wwere tending to eliminate
the accrued profit or loss,

In table 68 a compavrison is made between cyeles liquidated and price
movements on the previons trading day. In this case the expected
progressions are again found in the regular situations, although they
are somewhat less pronounced and consistent than in the comparison
with liquidating-day price changes, The results in the anomalous
situations weve even more ambiguous than these shown in table 59,
In onty one of the four cases was the smallest number of cycles liqui-
duted per day associated with the largest price change, and in no case
was there more than n suggestion of a negative progression. These
results tend to confirm the conclusions drawn from the data shown in
table 59. If the effect of the previous day’s price movement was to
reduce either a profit or a loss there was much less disposition to liqui-
date than if the effect was to increase the acerued profit or loss.

Tanur 60.—Two-day wheat cycles Hguidated : Total numder and num-
ber per dey, by direction and amount of previeus-day price change,
and type of cycle

Num- Long Short
Priee chm)ge ber of
in conts days
Profitable ) Unprofitable | Profitable | Unprofitable
Num-1 Per | Num-1 Per | Num-| Per | Num-| Per
Ingrease: ber day U ber day ber day ber day
O eeem G435 14, 280 | 6. 62 12, 604 | 4. 16 |2, 610 | 4. G4 1, 630 2, 55
11 378 (3,774 [10. 12 1,535 ] 4 25 |1, 529 | 4. 10 11, 579 4. 23
b 4L S 152 12, 029 (13, 35 660 | 4. 34 HoG | 3.95 844 5. 88
3% 62 862 (13. 90 237 | 3.82 2181 3. 52 436 7. 03
4% . 41 556 (14, 20 108 ] 2. G3 092 ] 2 24 278 6. 78
5 and over.. 27 484 [17. 93 N3 | 3. 44 47 | 3. 59 229 8. 48
Decrease:
026 _—.----| ©69% (3,650 | 5 30 {3,902 | 5. 73 [3,421 | 4. 95 1, 476 2. 14
1-1%______.} 420 {2,082 | 4.80 13,202 | 7. 73 15,080 | 7. 23 863 203
P S 172 916 | 5.33 11, 766 |10. 27 (1,434 | S. 34 336 1. 95
339 .. _._ L3 280 | A 33 786 [13. 63 GD7 |11, 24 127 2. 35
d—4%_ 34 165 | 4. 85 518 |15, 24 329 | 9. 68 7 2,18
3 and gver__ 25 140 | 5. 96 510 :[20. 40 235 | 0. 40 45 1. 92

RELaTION 0F TRADING TO S:0RT-TERM PRICE SWINGS

The analysis of relations between trading and price changes on a
single day has dealt with only one aspect of the relation between
price movements and trading. Actnally trading decisions are related
to price movements which are several days in length, and in some
cases several weeks, It was not possible to explore all these relations in




AN ANALYSIS OF SPECULATIVE TRADING IN GRAIN FUTURES 125

detail, but sonwe study has been made of the relation of trades liquidated
to short-term swings in prices. A shori-terin price swing is defined
here as the total change in price during a period in which the daily
close-to-close price changes are all in the sune divection. If prices
have been falling and then on 1 day vise by 1 cent per bushel, but fall
again on the following day, the upward movement is deseribed as an
upward price swing of 1 cent, with a duration of 1 dny. If the close-
to-close price changes had been upward for 2 days, amounting to
three-quarters of a cent each day. the upward price swing would have
amounted to 114 cents, and would have had a duration of 2 days, Be-
cause of Lhe nature of price chunges on Tutures markets price swings
delined in this way rarely have long duration. Duving the period
covered by this study the average duration of the swings in prices of
the dominant wheat futurves was slightly less than 2 days, und the
Ingest swing lasted for only 9 days.” Undoubtedly, many teaders in
the sunple were influenced by price trends which were longer in dura-
tion than the price swings as defined bere, but in which there were
minor interruptions in the series of close-to-close price changes. The
nurket activities of such traders may show little relation to the short-
term price movements considered heve, It is nevevtheless of interest.
to discover whether trading behavior was in any wuy related to these
short-term swings in prices.

Presumably the (vader’s objective is to liquidate unprofitable
trades—iE they cannot Lo avoided entirely—as early as possible in
adverse price movements, and to ¢lose out profitable trades as late as
possible in favorable price movenents. Fhere are a number of formu-
lus designed to achieve such an objective. One of them, for example,
calls for the liquidation of unprofitable trades hmmediately 1f the
market movement is adverse, but the holding of profitable trudes until
a veversal of the price moveent appears.  Iven with such a formula
there wounld be no uniformity in trading behavior, since there is so
nmueh room for interpretation as to what constitutes a reversal of a
price movement.  But if most fraders actually followed sueh a formula
some discernable effect should appear in the daia studied here. Inei-
dentally, it 15 unlikely that the formula referred to above deseribes
the principal trading pattern of the traders in the sample, sinee under
this fornla all liquidation weuld have occurred on adverse price
movenents, and on relatively smmnll price movements. The analysis
ol trading as related to daily price changes indicates that this was not
the prevailing pattern.

In the examination of liguidation during price swings it is of interest
to discover whether positions are closed ont early in swings, or whether
there 1s an increasing tendency (o leave the market ag prices continue
Lo move in the same direetion, Table 01 presents a comparison of the
number of cyeles liquidated on the first day of the short price swings
deseribed above, and those liquidated on subsequent days. The tubu-
lating procvess didd not provide the information for this table directly,
The ligures presented are the result of an estimating proeess in which
tor each category it 1s wssumed thet the number of eyeles liguidated per
day on the first day of o price swing of more than 1 day is the number
Lguidated in 1-day price swings in the same divection. The distine-
tion beiween regular and anomwalous situations is retained, the elassi-
fiention being based on the direetion of the price change on the day
of Hyuidation.
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TasLe §1.—Two-day wheat cycles lguidated: Estimated number in
different price situations
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Some of the relations shown in table 61 are those which would be
expected to result from the price movement. In every case the number
of ¢ycles liquidated in uceordance with what has been called the regu-
lnr patiern was grenter on later days in the price swing than on the
first day. Thisis consistent with the fact that the longer a price swing
lasts the larger the proportion of open positions which should be
found in the regular category, Tor t}m zsame reason it should be ex-
pected that the number of anemalous positions would deeline with
continued price swings, and consequently the number of eycles ligui-
dated in these eategories to be greater on the first day of price swings
than on subsequent days. This was true for each comparison shown in
table 61. For later days in price swings the number of cycles liqui-
duted in the regulnr situations was greater than those liquidated in
the nmomnlous situations. All of these relations ave to be expected as
effects of continued price movements on the acerued profits and losses
of the open posttions in the market.

The pattern of liguidation on the first day of price movements is
more dificult to interpret.  The distinetion between regular and anom-
alous situations is continued here, but it is much less certain to be




-

AN ANALYSIS OF SPECULATIVE TRADING IN GRAIN FUTUNES 127

associated with the asswned predominance of acerued profits and losses
than in the euse of later days of n price swing. "The st day of
wn upswing, for example, may come after a proloenged decline
in prices. If so, most of the long positions In the market would
have acerued losses, and most of the short positions in the marlket
woutld still show profits.  IFer this reason more eycles were liquidated
in anomalous situations on the fivst day of price movements than on
snbsequent days.  But thers wore sone interesting contrasls between
profitable and vaprofituble eyeles on the fivst day of price movements
that are not so easitly explained.  For both price upswings and down-
swings wnd for both long and short positions the number of profitable
eycles liguiduted oo the first day wns greater than the nunber of
unprofitable eyeles liquidated. "Phis means that for short eycles
on priee upswings and Tor long eyeles on downswings the nmauber of
eyvles liquidated in the anomalous situation on the st day of a
price swing was greater than in e regular situntion.  Uhis sug-
gents that there was a tendeney Tor both longs wnd shorts to take profifs
on priee reversals, but to et losses run.

The suine situation is shown in another way in figure 98 in which
the number of eyeles lHquidated per day is shown for eycles of varying
fength.  In the regolar situations the number of eyeles liguidated
tended to inerease with the length of the cycle, and in anomalous sit-
nations the mumber temled to decting with the fength of the eyeles
But in L-day price swings the aumber of profitable eyeles liguidated
was greater than Che number of unpretitable cyeles iquidated, whether
the situation was regilar or :m{)m‘\k]uus.
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Frgere 25-Number of oyeles Ugaidated per oy during priee woveiments, by
(ype of eyele, nnd length and divection of price swing.

¥ Phere are two exceptions to these geneeal romdencies.  There woere slightly
foss prodicnbie lopg eseles Ggoddared per day in 2 doay price upswings than in 3y
swings,  There were also fewer profiinble shart eyeles ligaidoated por day
in prive declines Listing 5 das s or mere than in those wiieh Bstod ouly «F duays.



http:en~le.18

128 TECHNICAL BULLETIN 1001, U, §. DEPT. OF AGRICULTURE

Another comparison of number of cycles liquidated in price swings
Is given in tuble 62, in which the short-term price swings are classified
avcording to the totnl change in price during the swing, The pattern
that develops is quite similay to that revealed when liquidafion was
related (o the amount of liquidating-day changes in prices (table 59).
For all of the vegular situations showa in table 62 the number of cycles
liquidated incrensed with the ameunt of the price change. The pro-
gression is unmistakable, although less uniform and consistent than
was the case with the relation between number of cycles liquidated and
liquidating-day price changes. There was slight evidence in table 62
of negative progression in the unomalous situations of unprofitable
long eyeles and profitable short eycles during upswings in prices, but
in both cases the largest number of eyeles liquidated per day came with
price swings of 7 to 77§ cents. 1t is possible that the tendeney to
Tiquidate prolituble cyceles on price reversals tended to obscure the
picture for such eyeles. This would not explain the lack of the ex-
pected progressions for unprofitable cycles,

Tanre 62—7"wo-day wheat cycles Liguidated : Total number and num-
ber per duy, by direction and totul wnount of price swing, and lype
of cycle
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SCMMARY

This study is concerned primarily with the trading behavior ot
small speculators in grain futures, and the results of their trading.
Statistics were nnalyzed on the futures operations of nearly 9000
traders, extending over a 9-year period {1924-32) and involving more
than 400,000 individual futures tpansactions.  This wealth of dats, set
up on punch eards and processed by machine-tabulation niethods, pro-
vided comprehensive evidence for the first time on some of the most
important questions in the field of futures trading. The study con-
firms a number of commonly hield opinions as to the results of specu-
lative trading; it tends to disprove others which have also been widely
aceepted.

The first obvious conclusion from the analysis is that the great
majority of small speculitors Jost money in the grain fulures wiarlket.
There were 6,503 speculutors in the sample with net losses, compared
with 2,184 with net prohits, or three times ag many loss traders ug
profit traders.  Net losses of speculators were approxXimately six times
net profits, or nearly S1Z000,000 of {osses. compared with aboutb
$2,000,000 of profits. Speculutive traders in the sample lost money
in each of the four grains traded—whent, corn, oats, and rye.

Primarily responsible for the high ratio of losses was the small
speculator’s characteristic hesitation in closing out loss positions. An
often-quoted maxim for speculative trading 1s “Cut your losses and
et your profits run.” Contrary to this advice, speculators in the
sample showed a clear tendency to cut their profits and let their losses
run.  Futures positions or r:ycl) s resulting in losses were held open for
consistently longer durations than profit cycles—average losses were
larger than average prolits—and long cycles were kept open for a
grenter number of days than short eycles. In wheat futures, for ex-
ample, the average duration of profit cycles was only 10.5 days, com-
pared with 16.3 days for loss cycles. The average duration of the
profit trader in wheat futures was 114.8 days, compared with 182.5
days for the loss trader.

Speculators who did make profits on individual trades were inclined
to cut them short. The tendency on individual eycles was to settle
for profits which were much smaller on the average than the average
loss on trades elosed out unprofitably. WWith this situation, plus the
shorter time duration of profit eycles, it is not surprising that there
were netually more individoal profit eycles than loss eycles,

In wheat futures, for example. there were 42,668 profit cycles com-
pared with 34373 loss cyeles.  But the average gain on the profitable
eveles was only $212, while the average loss on those unprofitable was
$501,  Obvriously, the ontcome was u net Joss, not only from the stand-
point of the greatest number of traders, but also from the standbaint
of aygregate profits and losses of the group as a whole. What
happened, of course. was this: When prolits on one trade were com-
bineid with losses on cther trades, the end result was a net loss for the
ereat nmjority of speculitors.

The study confirms the commeonly held impression that the amateur
speculntor 1s more likely to be long than short in the futures market,
About half of the speculators in wheat and corn had positions anly on



http:cy<'les.it

130 TECENICAL BULLETIN 1001, U. S. DEPT. OF AGRICOLTURB

one side of the market, and of this group, those on the long stde only
greatly exceeded the number with short positions only, {lowever, the
one-site-only traders did only a minor proportion of the total trading,
The other half of the speculators who had both Jong and shurt cyeles
accounted for most of the (rading in wheat and corn. From the
standpoint of market activity, the preference for the long side was not
1§ great as is sometimes supposed. In wheat Futures approximately
65 percent of the eycles were 5011;: and 37 percent short, and in corn 58
pereent were long and 42 percent short.  The preference for the long
side was more pronounced in oats and rye,

Analysis of the data shows that a great njority of speenlators in
the sample hud refatively small profits and Iosses.” The profits of 8t
percent of the profit traders were Joss than $1.000 each, and the profits
of 39 percent less than $100 ench.  "Lhe losses of 63 pereent of the loss
traders were tess than $1.000 each, and 16 pereent hiad losses of less
than §100 cach.  Obviously, a very large percentage of the traders in
the sample operated on a small seale. and many of them discontinued
trading before realizing large profits or suffeding targe Tosses.

Short positions of speculators tended to show profits more frequently
than long positions. While a majority of the trades of consistont
bulls resulted in losses, consistent bears in all guing had more prolits
cycles than loss eycles.  Among teaders who operated on both sides
of the market, there was also a greater frequency of profits on short
eycles than on long eyeles.  Tn spite of this. however. the total losses of
short sellers exceeded their total profits—just as in the case of consis-
tent longs.

The representation of larve-seale traders in the sample was not
broad enough to warraat positive conclusion- as fo the stccess of la rge
speculators in grain thtures. as compared with the profits and losses of
sinall traders.  There was no evidence, however, that the Invgest size
classes included a higher proportion of suecessful traders (han the
groups with simaller average positions.  Generally speaking, the lnrge
and small traders alike were unsuceessful in eheir fracing,

Among all the major oceupationnl groups losses from speculative
trading in grain futures greatly exceedod profits, .\ DIGHE manngers
of business concerns. for example, there weve SH profit Graders, con-
prred with 2563 Toss traders.  The agaregnte profits ol this orenpr-
tional group amounted to $LOTE.I00, against losses of 26210200, Por-
sons with occupations “unknown™ had the greaiest proporiion of profis
traders—32.3 percent. Farmiers had the Towest proportion of profie
traders—21.2 peecent. “Relived™ persons made up the ouly group
having a better-than-average proportion of profit traders in’ cach of
the four grains covered by the survey.

From the standpoint of aggregate profits and tosses fur oven pational
groups, managers in the grain business were somewhat more succoss-
Tol in speculative trading than other groups.  But even with this ¢lass
agevegate profits in dellars were only 28 percent of aggresate losses,
Semiprofessional workers showed the lowest profit ratio in aguvegate
dollar amounts—11 per cent. The profit ratio Tor Tarmers on this
basis was 13 pereent. In wencral, the chances for suecess in grain
futures trading did not differ greatly From oue eecupation {o anolher.
Special knowledae of the commadlity traded seemed to have little
eflect on the outcome of speculative trading during the period studied.
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The study clearly shows the tendency of long speculators to buy on
days of price declines, and for shorts to sell on price riscs. Analysis
of 32000 two-day eyeles showed that alinost 62 percent of the two-day
long cycles were initiated on days of deciine in the price of the dom-
inant future, and that 55 percent of the two-duy short cycles began on
days of advancing prices. Furthermore, the greater the price qucllmc
on it given day the larger the number of long cycles initinted. Trading
ngainst the cnrrent movement of prices was the dominant pattern on
both sides of the market, but was not nearly so definite for shorts as for
longs.

The tendeney of longs to buy on price declines und for shorts to sell
on price vises indicates that traders in the sample were predominuntly
price-level traders. Longs tended to buy when prices fell below
levels whicll they considered praper. and shorts sold when prices ad-
vanced above levels which they believed justilied. The inelimation to
teade according to predetermined price opinions apparently was not
disturbed by the Tong period of declining prices from 1820 to 1932.
Flowever perverse it nay seem. this period of declining prices stimu-
Jated speculative buving by small gpeculators, although the activity of
short sellers was dampened slightly.

It has vot been possible in this study to explore all the aspects of
speculative brading on grain futures markets, nor to answer all the
questions whiell have been raised. A final comment should be made
involving a most important question. As already indicated, the
los=es of traders in the snmple were much greater than their profits.
I these results are representative of frading by small speculators
aenerally, theve must be other groups—large speculators, scalpers,
spreaders., or hedgers—which make very large profits.

There is no known empirieal study. however, which reveals other
groups of traders with net profits sulticient to balance snch large losses
as those suifered by small speculators in the sample.  Yet the nature
of Tutures trading is such that all losses ave balanced by prefits.  This
rixes the most important question left unanswered by this study.
Wias the sample in this respeet not typical of small speeulutive traders?
There is no apparent reason for pronounced bins in the direction of
losses. 10 the sample is vepresentative, is there another group of
traders who eonsistent by make prolits large encugh to balance the losses
of small speewlatars? There iz no vonvineing evidence that such
laree profits are made by any elass of traders.  These arve questions
whii-h can be answered only by further studies of the results of futures
trading,
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