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ROGER W. GRAY 

THE RELATIONSHIP AMONG THREE 

FUTURES MARKETS: AN EXAMPLE OF 

THE IMPORTANCE OF SPECULATION 

Most studies of futures markets have drawn their evidence from 
a single market, presumably for the reason, among others, that there are not 
many instances of closely related markets for the same commodity. The three 
major wheat futures markets in the United States provide an important illustra
tion of a close intermarket rdationship, which is given a general formulation 
here and interpreted to exemplify the importance of speculation on futures 
markets. Each of these markets, at Chicago, Kansas City, and Minneapolis, is 
autonomous; yet they are so closely linked by arbitrage that the concept of a 
tripartite market network is a useful one to apply.l In this article an empirical 
generalization is established which reveals the general relationship among the 
three markets, and in turn affords new insight into some of the basic principles 
of futures trading. When the apportionment of the wheat futures business among 
these three markets is understood, the principle which determines the level of 
business for any futures market is reinforced and more clearly revealed. The 
need for better understanding of the principle governing the growth and decline 
of futures markets is reaffirmed, and interest in it rekindled, by the recent widely 
divergent trends in business levels among various commodity futures markets, 
exemplified in the death or languor of those for millfeeds, butter, cotton, and 
coffee, while those for soybeans, cocoa, eggs, and potatoes were soaring to un
precedented heights. 

The evidence presented here may help to elucidate the prospects for futures 
markets generally, and more particularly those for wheat, which have undergone 
a less severe decline than a number of other faltering markets. The procedure 
will be to look first at the general relationship among the three markets; then, 
in the second part of the paper, to examine some exceptions to the general rule. 
The exceptions have some intrinsic interest and also help to prove the rule. 

THE GENERAL RELATIONSHIP 

It is somewhat misleading to speak of our three major wheat futures markets. 
Chicago is the major futures market, carrying about three-fourths of all the open 

1 Before their business was diminished or eliminated by government pricing arrangements, the 
wheat futures markets at Liverpool and Winnipeg were parts of an international market network 
that also included these three. 
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contracts on all United States wheat futures markets in the postwar period. 
Kansas City and Minneapolis have divided nearly all of the remainder in a ratio 
of about two to one in favor of Kansas City. Thus Chicago carries about ten 
times as much open interest in wheat futures as does Minneapolis-and in some 
recent years this ratio has been even higher. Yet Chicago is a cash wheat market 
of only secondary importance, Minneapolis and Kansas City ranking first and 
second, with aggregate wheat receipts eight times larger than those at Chicago. 
Before concluding that it is surprising that Chicago has so much of the wheat 
futures business, however, it should be noted that in other terms it is surprising 
that Chicago does not have it all. There is a marked advantage in, and a tend
ency toward, concentration in the futures trading of most commodities. In recent 
years, illustrating this tendency, Chicago has taken the business in soybean meal 
futures away from Memphis and that in soybean oil futures away from New 
York. Moreover, the above sketch of the relative shares of the wheat futures 
business should not be construed as portraying a permanent relationship. Im
portant shifts in these shares have already occurred from one era to another, and 
the shares sometimes vary markedly, even from one year to the next. 

All futures markets depend upon hedging for their existence, but the relative 
amounts of hedging vary from market to market. It is perhaps more informative 
to say, in the spirit of a recent article by Working (1), that all futures markets 
are hedging markets, upon which the amount of speculation varies from one to 
another, largely according to the needs imposed by hedging. Of the three markets 
considered here, Chicago receives much the greatest proportion of speculation. 
This is one of two important facts which jointly enable us to formulate the 
principle of distribution of futures contracts (mainly hedging contracts) among 
the three. The other important fact is that most hedgers in wheat futures prefer 
the Kansas City or the Minneapolis market to the Chicago market. The two 
subsidiary markets (they are not only smaller but, as will be shown here, are 
the subsidiary markets in a coordinated system of markets) provide a "closer" 
hedge in two senses of the word. The hedge is "closer" in the geographical sense, 
in that the elevator and milling firms that do the hedging are concentrated much 
more heavily in the Kansas City and Minneapolis areas than around Chicago. 
Wheat stored in Minneapolis or Kansas City is in position for delivery on their 
futures contracts and out of position for Chicago delivery; wheat delivered on 
Minneapolis or Kansas City contracts is in position for milling there, as wheat 
delivered on Chicago contracts is not. The hedge is also "closer" in the sense 
that the contracts on the smaller markets specify classes of wheat that more nearly 
represent the needs of most hedgers, whereas that at Chicago permits delivery 
of any class of wheat, thereby fitting all hedgers at the cost of a looser fit for 
most.2 

If these two facts-of more speculation at Chicago and of hedgers' preference 
for the other two markets-are taken in an extreme form they provide a simple 
rule of contract distribution between Chicago and the smaller markets. Suppose 
Chicago to have all of the speculation in wheat futures, instead of just most of it; 
and suppose all hedgers, instead of just most of them, to prefer the other twO 

2 Prior to 1953 the Kansas City market was effectively a hard wheat market because it was un
economical to deliver soft wheat there; since 1953 the contract has called for a hard wheat delivery. 
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markets. Then the open interest would be distributed according to an easy rule: 
all hedging on one side (long or short) matched by hedging on the other side 
would go to Kansas City and Minneapolis. All hedging unmatched by hedging 
on the other side would go to Chicago to be there matched by speculation. Any 
additional speculation would also go to Chicago. In this simplified formulation, 
no mention is made of spreading as such, although it will be introduced later. 

In proceeding now to give empirical content to this model we are necessarily 
guided by the form in which data are available. Quarterly data are chosen be~ 
cause the quarterly figures compiled by the Millers' National Federation provide 
a unique reflection of the flour mill hedging which is very important in these 
markets; moreover, although the formulation presented here is limited to the 
last twenty years, use of quarterly data permits a further check of the analysis 
for an additional fifteen years, and the check tends to confirm the picture pre~ 
sented here. The open contracts and reported hedging figures are taken as regu~ 
lady published by the Commodity Exchange Authority, although not all hedging 
is reported as such, for only large-scale hedging is required to be reported. Finally, 
we focus here upon the change in the open contracts and large-scale hedging over 
the quarter dating from June 30 to September 30 which encompasses the annual 
surge in hedging and the accompanying rise in open interest. 

The hypothesis to be tested may be illustrated crudely prior to examining 
Charts 1 and 2, as an aid to their interpretation. It is simply that when certain 
changes in the level of reported hedging are observed on all three markets, cer~ 
tain changes in the apportionment of the open interest between Chicago and 
the two satellite markets are to be expected, such that unmatched hedging 
helps Chicago's business, whereas matched hedging helps business on the other 
markets. The summer quarter being the period of hedging upsurge that accom~ 
panies the harvest movement of the crop, only increases need be illustrated. If 
the hedging increment over a quarter is 10 million bushels on the long side and 
50 million on the short, this means an increment of 40 million bushels in un~ 
matched hedging and of 10 million in matched hedging. It leads to an expected 
increment of 40 million bushels in Chicago's open interest and an increment of 
10 million bushels in the combined open interest of the two lesser markets. 
Reversing the long and short hedging figures would not change the expected 
apportionment, but a closer balance, for example, would change it. If the aggre~ 
gate hedging increment of 60 million bushels of the above illustration were 
divided 30 million long and 30 million short, the expectation would be one of 
no change in the open interest at Chicago, all of the increase going to the other 
markets. 

There is, of course, a moderate amount of speculation at the smaller markets, 
more of it long than short; hence they would be expected to receive a little more 
than the illustration suggests, especially when the hedging is overwhelmingly 
short, whereas Chicago would be expected to receive correspondingly less. But 
any further qualifications and refinements can await consideration of the general 
relationship. 

Before considering some exceptional cases that throw further light on this 
relationship, the process which produces the results shown in the charts may be 
described more realistically, laying the groundwork for the more detailed ob-
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servations that follow. When unmatched hedging begins building up in any 
appreciable amount at Kansas City or Minneapolis, it will soon be manifest in 
price disparities relative to Chicago. The typical seasonal occurrence of un
matched hedging corresponds with the movement of the wheat crop into com
mercial hands; therefore it comes earlier at Kansas City than it does at Minne
apolis. Hedgers characteristically use either of these markets with "an eye on 
Chicago." Hedging is by no means routine on these markets, as it can be at 
Chicago where its price effect is negligible. If prices on the relevant smaller 
market have already been put' out of line with Chicago, hedgers tend to go 
directly to Chicago with their business, perhaps hoping to move it back to the 
smaller market if opportunity arises. The continuous surveillance under which 
hedgers keep the intermarket price differentials in itself helps to hold these dif
ferentials in line with trade ideas of comparative values, but there is also oppor
tunity for profitable arbitrage by professional spreaders, who take opposite posi
tions at Chicago and one of the smaller markets when it appears to them that 
prices are out of line. The spreading trade that links the smaller market to 
Chicago may be likened to a device for giving transfusions of speculation to 
markets whose speculative trade is inadequate to sustain them through periods of 
strain. It is also true that hedgers are unwilling in general to pay large profits 
to spreaders for the advantage of the "closer" hedge; hence beyond a certain point 
all of the unmatched hedging tends to go directly to Chicago. Hedging firms 
follow various rules of thumb for placing their hedges in the different markets, 
but all recognize the costs of hedging in the less speculative markets. 

For purposes of measuring the relationships depicted in Charts 1 and 2 the 
two hedging magnitudes were labeled according to changes that occurred during 
the summer quarters. The reported hedging category (long or short) that 
changed less during this quarter is called matched hedging, even though in a 
rare summer quarter when one hedging category rises and the other declines 
neither change is matched by the other. The other magnitude, which we call 
unmatched hedging, is derived by subtracting matched hedging from the change 
in the hedging category that underwent the larger change. Chart 1 shows the 
relationship between matched hedging on all markets and ohanges in the open 
interest at Kansas City and Minneapolis combined. Chart 2 shows the relation
ship between unmatched hedging on all markets and changes in the open interest 
at Chicago. Clearly it is matched hedging that determines the level of business 
on the smaller markets, and unmatched hedging that determines the business 
level at Chicago. 

Two important general principles are manifest in these relationships. The 
first is that the open interest on futures markets depends upon hedging, this being 
a principle that is manifest in a unique way in this market complex. More com
monly the short hedging of a particular commodity predominates, with the result 
that total open interest rises and falls in correspondence with the amount of short 
hedging. This tends to be true also of the aggregate of wheat futures contracts 
and hedging, but when the aggregate is divided into its components, the de
pendence of open interest at particular markets upon hedging is seen to be some
what more complicated, but still very close. The second and less frequently 
observed principle which deserves great stress is that hedging depends upon 
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CHART I.-RELATION BETWEEN CHANGES IN MATCHED HEDGING AND IN COMBINED OPEN 

INTEREST AT KANSAS CITY AND MINNEAPOLIS, SUMMER QUARTERS, 1939-59 
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speculation. Despite its preference for the other two locations and contracts, 
most hedging goes to Chicago for the simple reason that there is a market where 
the price elasticity of demand for futures contracts is extremely high, which is 
to say that there is ample speculation to absorb the hedging. 

THE EXCEPTIONAL CASES 

Three unrepresentative observations were omitted from one or both of the 
charts. These observations, upon closer inspection, help to support the basic 
generalization. There follows a discussion of each of these, as well as of an 
unusual spring quarter situation. 

The 1955 Exception: Early Build-Up in Long Hedging 

The observation for 1955 was omitted from Chart 1 because the hedging up
surge was predominantly long and was heavily concentrated in the early part 
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CHART 2.-RELATION BETWEEN CHANGES IN UNMATCHED HEDGING AND IN OPEN 

INTEREST AT CHICAGO, SUMMER QUARTERS, 1939-59 
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of the quarter. In that year the two smaller markets registered only one-half of 
the increase in open interest that would be expected on the basis of the general 
relationship. 

In several respects the summer quarter of 1955 was unusual: the increase in 
reported long hedging was the largest on record; it was concentrated in the first 
two weeks of the quarter (in fact, this fortnightly increase was more than half 
again as large as the entire quarterly rise), and the increase in short hedging, 
while also heavily concentrated in the first two weeks of the quarter, was con
siderably below average. All of these idiosyncrasies were of a sort that would 
weigh. against the smaller markets. The early concentration would overtax these 
markets, both because the earliness would put more of the burden on Kansas 
City, where the harvest rush of hedging precedes that at Minneapolis, and be
cause such a rapid build-up at any time would overstrain such hedging markets. 
The fact that the larger upsurge was in long hedging, which is not typical, would 
also argue against the smaller markets receiving their share, because a larger 
proportion of the speculation on these markets is long. The usual seasonal rush 
in marketings tends to create opportunities for long speculation because the short 
hedging exceeds the long hedging. A reversal of pattern does not meet such a 
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flexible response on the smaller markets. Finally, the upsurge in long hedging, 
by the same reasoning, might have been absorbed on the smaller markets in 1955 
had not the increase in short hedging fallen below that in long hedging. As it 
was, the pressure upon the smaller markets, especially Kansas City, was too great, 
and this exception becomes a further proof of the rule. There was, indeed, 
marked evidence of preference for the Kansas City market, as the open interest 
there rose from 12.9 to 31.6 million bushels between June 15 and July 15, but 
the premium of Kansas City over Chicago, which had been gradually widening, 
widened by another 2Yz to 3 cents per bushel, forcing hedging over to Chicago. 

The 1958 Exception: Abnormal Initial Constellation 
Caused by Speculation 

The observation for 1958 was omitted from Chart 2 because the constellation 
of positions at the beginning of the quarter was highly unusual. In that year, 
in the summer quarter of maximum surplus short hedging, Chicago registered 
less than two-thirds of the increase in open interest to be expected according to 
me rule. This surplus short hedging was of course not absorbed on the smaller 
markets, but failed to give rise to larger growth of open interest at Chicago by 
virtue of meeting trading there that represented a reduction in open interest. 
An increase in short hedging can meet an increase in some category of long 
positions, thereby giving rise to a larger open interest; or it can meet a decrease 
in short speculation, thereby occasioning no change in open interest. In general, 
some of each will occur, although the charts clearly demonstrate that in the 
summer quarter an increase in short (long) positions is normally met by an 
increase in long (short) positions, and hence open interest rises. If, however, 
as in 1958, tilie constellation of positions at the beginning of the quarter is un
usual, having been distorted by unusual changes in the preceding quarter, then 
much of the increase in surplus hedging may be offset by a decline in speculative 
positions on the same side, reducing the consequent rise in open interest. The 
fact is that long hedging was built up unseasonably early in 1958, gaining accom
modation from short speculation at Chicago. This unseasonal build-up in long 
hedging affords an excellent illustration of the opportunities occasionally given 
to hedgers by the mistaken ideas of speculators. A large amount of speculation, 
following the lead of one well-known trader, was short in May wheat. This so 
depressed its price as to give hedgers a good opportunity to buy it against forward 
commitments, which they did. Part of the resulting June 30 constellation of com
mitments made the following contrast with the usual (data in million bushels) : 

Non-reporting (small) traders: Reporting speculative: 
Date speculative and hedging combined long or short only 

Long Short Long Short 

June 30,1958 .................... 40.8 51.1 
30.8 

3.1 
10.0 

13.1 
2.6 June 30, other years except 1944 .... 46.1 

Thus, whereas the typical situation is to enter the summer quarter with both 
of t!hese categories net long, in 1958 both were net short, the departure from 
nomnal being 43 million bushels toward the short side, representing that much 
potential short covering available to meet a surge in short hedging. As was seen 
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here, much of the short hedging was met in this manner in 1958, in contrast to 
the usual manner. 

The 1944 Exception: Abnormal Initial Constellation 
Caused by Hedging 

A closely similar sequence of events took place in 1944, a year omitted from 
both charts and worth considering in even greater detail than the other omissions 
for the simple reason that more detailed information is available for 1944. This 
happens to fall within the-unfortunately too brief-span of years for which the 
Commodity Exchange Authority has published the commitments of reporting 
traders by markets, allowing even closer observation of intermarket relations. 

The June 30, 1944, constellation of positions was similar to that observed for 
1958, these two being the only topsy-turvy ones on record, in the sense that both 
the speculative and small trader positions had become predominantly short in 
accommodation of an early surge of long hedging. At the beginning of May 
there was already a sizable volume of spreading between the two smaller markets 
and Chicago, the reported position of the smaller markets being net short and 
Chicago's net long, with hedging accounts already net long on all three markets. 
This intermarket spreading increased, the net long hedging at Chicago increased 
sharply, and the net long hedging at the smaller markets increased somewhat, 
until by June 30 the reported hedging and spreading accounts were as follows, 
in million bushels: 

Chicago Minneapolis Kansas City 

Reported hedging 
Long Short Long Short Long Short 

22.1 12.7 3.2 .3 5.3 3.1 

Reported spreading 
Long Short Long Short Long Short 

6.6 2.9 0 2.2 .5 2.0 

The corresponding speculative and small trader categories for all markets 
combined (comparable to the 1958 data presented earlier) showed the following 
situation, in million bushels: 

Non-reporting (small) traders: 
speculative and hedging combined 

Date Long Short 

June 30, 1958 .................... 40.8 
June 30, 1944 .................... 23.6 
June 30, all other years. . . . . . . . . . .. 46. 1 

51.1 
35.3 
30.8 

Reporting speculative: 
long or short only 

Long Short 

3.1 
.8 

10.0 

13 .1 
3.6 
2.6 

What had happened to result in the topsy-turvy June 30 position was that 
flour buying had come early, and mills, partly in response to and partly antici
pating flour sales, had built up an all-time high long hedging position in futures. 
In 1958, as noted above, it was speculators in futures markets who were respon
sible for the early build-up in long hedging-whereas in 1944 it was speculation 
by bakers on flour prices that indirectly caused the same early build-up. Since 
no substantial amount of short hedging comes in advance of the harvest, spread
ing from the smaller markets to Chicago quickly increased. Soon thereafter all 
additional long hedging also had to be placed at Chicago, as neither the specu-
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lative nor the spreading trade at the smaller markets could absorb more than a 
minor fraction of this unseasonal hedging burden. 

The summer-quarter changes in reported hedging and open interest, which 
for 1944 provide a very poor fit to the relationships depicted in Oharts 1 and 2, 
may now be shown and explained as a logical outgrowth of the seasonally ab
normal situation that preceded them. These quarterly changes were as follows, 
in million bushels: 

Reported hedging 

Long Short 
Decline Increase 

13.0 20.4 

Open interest 

Kansas City 
and 

Minneapolis Chicago 
Increase Increase 

6.1 1.6 

According to Charts 1 and 2 the changes on the left are supposed to lead to a 
decline of 11 million bushels in open interest on the smaller markets and a rise 
of 16 million bushels at Chicago, instead of the observed changes. But this pre
supposes that the quarter begins with a normal constellation of open positions, 
instead of the highly unusual one that did occur. As shown in Table 1, the specu-

TABLE l.--COMMITMENTS OF TRADERS IN WHEAT FUTURES ON THREE MARKETS, 1944 

(Million bushels) 

Non-reporting 
(small) traders Spreading Speculative Hedging 

Date Long Short Long Short Long Short Long Short 

Chicago 
JundO ... 18.3 29.2 6.6 2.9 .8 3.0 22.1 12.7 
Sep. 30 ... 28.7 17.6 3.8 4.0 7.2 2.5 9.7 25.4 

Kansas City 
June 30 ... 3.2 3.7 .5 2.1 0 .3 5.3 3.1 
Sep. 30 ... 5.7 2.1 .2 .2 .1 1.9 6.5 8.1 

Minneapolis 
June 30 ... 1.4 1.7 0 2.2 0 .4 3.2 .3 
Sep. 30 ... 5.1 3.2 .4 .2 0 .4 1.7 3.5 

lative and small trader positions at Chicago had gone to an unaccustomed net 
short position in response to the exceptional net long hedging pressure by June 
30; then as the hedging pressure was reversed, so also were speculative and small 
trader positions at Chicago reversed by September 30. The net result was vir
tually no change in total open interest at Chicago, but an extreme change in its 
composition. On the smaller markets the normal seasonal rise in short hedging 
was met by the normal small amount of long hedging. In addition, some buying 
came from the covering of short positions by spreaders. 

The 1940 Spring Quarter 

. Three instances of response to unusual long hedging needs have been con
SIdered. No strikingly unusual short hedging needs arose during the summer-
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quarter season to whioh Charts 1 and 2 apply; but it seems appropriate to single 
out one such case that arose during a spring quarter, in order to illustrate the 
amazing "two-way stretch" of this system.8 At the beginning of April 1940 the 
Kansas City and Minneapolis markets were already spread heavily to Chicago 
in reflection of the large (for these markets) net short hedging position which 
had been built up on them. Their combined net short hedging position (large
scale) of 17.7 million bushels was partially offset in a net long spreading position 
(to Chicago) of 6.3 million bushels. Chicago's net short hedging position was 
already three times that at the other two markets combined, yet Chicago was 
carrying a third of their net hedging and the major surge in short hedging was 
yet to come. By the end of April the net short hedging position at Chicago had 
increased by another 31.6 million bushels, while at Kansas City and Minneapolis 
the increase was only 2.3 million bushels, less than 2 million bushels of which 
was offset directly on these markets as spreading to Chicago increased still further. 
The resultant April 30 reported hedging position at Chicago, 86.2 million bushels 
short and .7 million bushels long, taken with the instances of long hedge ab
sorption cited earlier, illustrates the remarkable capacity of this market to absorb 
hedging on either side in any season. 

CONCLUSIONS 

Each of the exceptional cases illustrates in one way or another the flexibility 
which is the contribution of speculation. The Chicago market, having more 
speculation, absorbs the surprises, whether they be unseasonal changes, reversals 
between short and long hedging, or unusually rapid changes. The usual response 
of speculation to hedging needs, of the sort that dictates the general allocation of 
business levels among the three wheat markets, while it tends to be taken very 
much for granted, is a truly remarkable phenomenon. Through what is itself 
a feat of coordination, the three markets function as one in the coordination of a 
broad sector of economic activity. But even more impressive than the usual is 
the response of speculation to unusual hedging needs. The exceptional cases are 
not really exceptional in principle; they manifest the same underlying principle 
as does the general relationship. 

The two smaller markets undoubtedly owe their survival to Chicago. They 
have survived the recurrent stresses and strains to which they have been subject 
because the Chicago market served as a backstop, accommodating the surges of 
hedging that overtaxed their capabilities. A market that does not serve when 
hedgers need it most, when unusual and uncertain developments give rise to an 
unaccustomed and unexpected surge of orders, will likely fall into disuse as a 
fair-weather friend. Yet, in the sense that Kansas City and Minneapolis are the 
preferred hedging markets, their capacities are so regularly overtaxed that their 
dependence upon Chicago may be lost sight of. 

The implications of the relationship for the future apportionment of business 
among these markets is interesting. The level as distinct from the apportionment 

a For evidence of the usual response of speculation to hedging needs on other markets see 1. 
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of their business depends primarily upon the extent to which wheat inventories 
need to be carried by private entrepreneurs. The government loan program, 
having reduced this need and thereby the need for hedging, has reduced the level 
of business on all three markets; if inventory carrying were returned to the 
private trade it would occasion a great resurgence in the level of business on all 
three markets. But the apportionment of that business would continue to depend 
upon the special attributes of the markets. Minneapolis and Kansas City would 
continue to get the first of the hedging so long as their contract specifications 
continued to offer advantages to hedgers. Therefore, it is particularly incumbent 
upon these markets to revise and refine these specifications, as hedging needs 
change, in order to maintain the advantage. Chicago, on the other hand, must 
retain as broad a contract as hedgers will continue to use, thereby appealing to 
the diversity of hedging needs that overflow the other markets and arise also out 
of soft wheat merchandising. Chicago, moreover, must retain its larger specu
lative contingent, without whioh its broader contract specifications would be 
useless because the hard wheat trade would have virtually no incentive to trade 
at Chicago and the soft wheat trade would have no more, and at times less, in
centive than at present. 

For Chicago to try to take business away from Kansas City and Minneapolis 
on their terms would tend to be self-defeating, because contract refinements that 
would appeal to one group of hedgers would repel another group. But for the 
smaller markets to attempt to compete with Chicago on her terms would be utter 
folly; broadening their contracts would only diminish the advantage they have 
over Chicago without any diminution in Chicago's advantage over them! The 
relationships depicted here suggest a delicately balanced network of markets, 
each offering different advantages to hedgers, who elect to use one or the other 
according to liheir current appraisal of relative advantage. Of course, if the two 
smaller markets could attract more speculation, they could gain at Chicago's 
expense, this being the contingency that underlies the entire relationship. The 
predominant position of Chicago in this network is testimony to the importance 
of speculation; yet all three markets owe their existence to hedging. 

Very large changes in either direction in the level of wheat hedging are likely 
to be accompanied by a reduction in the share of the business going to the smaller 
markets. A very large decline in wheat hedging would so reduce liquidity as 
to make the costs of doing business on the smaller markets prohibitive, whereas 
speculation at Chicago could readily absorb the little hedging remaining to be 
done. A very large increase in hedging would almost certainly be predominantly 
short, leading to a larger proportion of unmatched hedging, which according to 
the general rule tends to go to Chicago.5 

The general relationship among these three markets may well be unique, but 
the two major principles which it illustrates are quite general. The first of these 

4 On one occasion there was much mistaken sentiment at Kansas City in favor of broadening the 
contract. See 2 for an account of the circumstances. 

G Reference here is to changes from present levels. From the earlier, higher levels, Chicago would 
have been expected to bear the brunt of the major decline in short hedging, as it did. Chicago's sub
sequent gains relative to the other markets will be examined in later studies. 
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is that futures markets arise only out of hedging needs and exist to serve those 
needs; the second is that those needs are best served where there is much specu
lation. 
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