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Total annual gains and losses on approximately all trading in wheat
futures, plus speculative gains and losses on the holding of approxi-
mately all unhedged wheat and flour in commercial hands in the United
States for eighteen years beginning with 1907-08, are shown by the
broken line, the scale for which is at the right. For earlier years only
incomplete figures can be compiled. Such a series, prepared on a com-
parable basis for the period since 1884-85, is shown by the solid line,
the scale for which is at the left. The correspondence between the par-
tial series and the total gains and losses since 1907-08 indicates that
the partial series may be regarded as representative. The curve of cumu-
lative gains and losses is shown only for the partial series and is
plotted to the scale (at the left) used for that series. The cumulation
is continuous from 1884-85 and is recommenced with 1921-22.

STANFORD UNIVERSITY, CALIFORNIA
July 1931
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FINANCIAL RESULTS OF SPECULATIVE
HOLDING OF WHEAT

I. INTRODUCTION

The process of producing, marketing, con-
verting, and placing in the hands of con-
sumers, at the proper time, the vast wheat
crops of the United States entails specula-
tive holding of wheat on a large scale. The
wheat harvest of the United States is virtu-
ally completed in August of each year. Part
of the crop starts almost immediately its
movement through the mill and thence, as
flour, to the baker or to the householder, or
its movement into export.

deserving to be distinguished from the
carrying of many other price risks. The
speculator in futures is not forced to take
the price risks assumed, as an incident to
some other business, but presumably al-
ways takes them solely on account of ex-
pectation of direct gain from the risk-taking

alone.
The dealer in wheat or flour who refrains
from hedging takes avoidable price risks
quite as much as does

Most of the crop, how-
ever, must be held, to be
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unusually large harvest
in the United States, especially if it be ac-
companied by large crops in other coun-
tries, it may appear wise to carry over large
quantities of wheat from one crop year to
the next. This holding of wheat for con-
sumption or export in later months of the
harvest year or for consumption or export
in a succeeding harvest year requires, under
a competitive price system, the taking of
risks of price changes. Speculative holding
of wheat on a large scale is essential.

_ In a general sense, all price risks incurred
In connection with the holding of wheat
may be regarded as speculative risks. The
existence of futures markets makes it pos-
sible for any individual, through hedging,
to avoid certain price risks, usually the ma-
Jor price risks, connected with the holding
of wheat. The hedger transfers this part of
his price risk to a speculator in wheat fu-
tures, The carrying of risks on price changes
In futures is speculation in a special sense,

Witgar Stubies, Vol. VII, No. 8, July 1931

the sake of expected gain
from the risk-taking itself, since the taking
of such risks is not a necessary part of any
other commercial enterprise.

Numerous questions have arisen in con-
nection with the speculative holding of
wheat. It has been alleged that the holding
from fall to spring is commonly highly
profitable and that the farmer who, owing
to limited funds or owing to other factors,
is forced to market his wheat shortly after
harvest, is deprived of such profits. It has
been alleged that wheat prices fluctuate un-
duly from year to year and that there exist
large opportunities for profit through hold-
ing wheat from periods of large supplies for
sale in subsequent years.

Wide utilization of hedging facilities has
rendered the futures market an integral
part of the wheat-marketing system in the
United States and in some other countries.
There has arisen the question, whence come
the profits of speculators in futures and the

[ 405 ]
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funds for supporting the expensive system
of futures markets, with their entourage of
commission houses, private wire systems,
and information services. It has been al-
leged that the whole system is parasitic on
the producer or on the consumer, or on
both. On the other hand, it has been claimed
that the futures market is advantageous to
both producer and consumer: that through
hedging, price risks are shifted to profes-
sional speculators who carry them for a
smaller charge than would be exacted by
grain traders, millers, and flour dealers. It
has even been alleged that, in consequence
of futures trading and hedging, the farmers
and consumers gain at the expense of fu-
tures traders.

Trustworthy information on the gains
and losses actually experienced from specu-
lative holding of wheat would go far toward
providing an answer to all of these ques-
tions. Data now available are capable, with
proper analysis, of providing this informa-
tion. The character of the information that
may be obtained and the method of de-
velopment are determined largely by the
data available.

DEFINITION OF SPECULATIVE GAIN AND Loss

As a preliminary to discussion and meas-
urement of gains and losses on speculative
holding of wheat it is important to have a
precise definition of speculative gain and
loss. The general idea is perfectly clear.
Speculation involves purchase and subse-
quent sale, or sale and subsequent purchase,
in the hope of gain from a favorable differ-
ence between the purchase and the sale
price. Speculative holding is holding in the
hope of such anticipated speculative gain.

Purchase and sale for the sake of price
differences is the essence of speculation, but
itis not a sufficient definition of speculation.
Gains from purchase and subsequent sale
may represent purely return for merchan-
dising. The grain merchant stands as inter-
mediary between farmer or country eleva-
tor and miller or exporter, or in other stages
of the marketing process, performs a mar-
keting service, and, unless he is operating
on commission or as a broker, takes his
reward for merchandising in the form of a
difference between purchase and sale price.
Similarly, gains from purchase and subse-
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quent sale may arise from processing
(cleaning, conditioning, and mixing), from
transporting, or from storing.

Two ideas commonly involved in the con-
cept of speculation are particularly helpful
in drawing the distinction between specula-

tive gains and losses and other gains and

losses. One is the idea that speculative gain
arises from the taking of risks of price
change. The other, and more important,
idea, is that speculative gains are derived
from price changes anticipated by the spec-
ulator, but not produced by actions which
he takes. The idea that speculative gains
and losses arise from price changes which
the speculator has had no part in bringing
about, or no substantial part, serves at once
to distinguish, in theory, between pure
speculative gains and gains arising from
merchandising, processing, transporting, or
storing. It provides also the basis for dis-
tinguishing between gains arising from
speculation and gains arising from manipu-
lation.

For the practical segregation of specula-
tive gains and losses from such other items
as may enter into the difference between
purchase and sale price of wheat, two meth-
ods are available. One method is to deduct
from the total difference all the items prop-
erly ascribable to other than speculative
activities. From the total may be deducted,
for example, an allowance for such mer-
chandising, transporting, processing, and
storing as has been done in conjunction with
the speculative holding. It is difficult fo
apply this method in practice, and the ac-
curacy of the results is always questionable
because of the difficulty of ascertaining the
proper amounts to be deducted.

The other available method of arriving
at speculative gains and losses takes advan-
tage of the fact that in the wheat trade of
the United States, as in some other coun-
tries, there has been developed a commer-
cial practice of shifting speculative risks.
Through the process of hedging in the fu-
tures market, the grain merchant may aV(')ld
a major part or all of the speculative gains
and losses that would otherwise affect, fa-
vorably or unfavorably, the returns from
his business. Hedging involves a certain
small cost to the hedger in the form of com-
missions and minor incidental expenses 0%,
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alternatively, in the form of maintaining a
membership in the grain exchange and a
trader to execute the hedging transactions.
The speculator in futures who carries the
hedge also incurs similar costs. If these
costs be neglected and only gross gains and
losses be considered, as they arise from
price changes, the speculator carrying the
hedge takes the whole speculative gain or
loss avoided by the hedger.

Whether or not hedging serves to free the
merchant of all speculative gain or loss de-
pends upon the grade and quality of wheat
he is handling and upon the market in
which he is dealing. If the dealer is han-
dling wheat of such grade and quality and
in such location that he is free to deliver it
without loss on the futures contract em-
ployed as a hedge, it is possible through
hedging to obtain a complete transfer of all
speculative risk. In the majority of cases
hedging frees the merchant of most, but not
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all, speculative gain or loss. In some cases
hedging provides only very incomplete
shifting of speculative risk. In the aggre-
gate, for all wheat dealt in in the United
States, properly selected hedges would re-
sult in shifting to speculators in futures the
greater part of the speculative gains or
losses on all wheat hedged. In consequence,
the gains and losses shifted through hedg-
ing represent approximately the total spec-
ulative gains or losses on hedged wheat.
Similarly, speculative gains or losses on un-
hedged wheat may be taken to be repre-
sented with substantial accuracy by the
amounts of gain or loss that might have
been shifted by hedging. For practical pur-
poses, therefore, speculative gains or losses
on the holding of wheat may be defined as
the gains and losses shifted or capable of
being shifted through hedging, or, more con-
cisely, gains or losses on hedgahle price
risks involved in holding.

II. GAINS AND LOSSES ON THE VISIBLE SUPPLY

Gains and losses on hedgable price risks
may be taken as the best available measure
of gains and losses from speculative hold-
ing. Following this line, the calculation of
the approximate totals of speculative gains
and losses on the holding of the visible sup-
ply during past years becomes a relatively
simple matter. It is necessary merely to
calculate what gains and losses would have
been transferred to the carriers of hedges
had all the wheat in the visible supply been
hedged at existing prices at the time it en-
tered the visible supply, and the hedges
removed at then existing prices when the
wheat left the visible supply.

The meaning of the computation may be
visualized more clearly by adopting, for the
time being, the interpretation that holders
of unhedged wheat in effect hedge their
wheat and simultaneously purchase and
carry the futures in which they hedge. Hold-
ers of unhedged wheat do in fact play such
a dual role of merchant and speculator. On
this interpretation, hedges are carried on
all wheat stocks, either by a speculator to
whom a future is sold or by the owner of
the wheat.

The gains and losses on the carrying of

hedges depend to some extent on the par-
ticular market and delivery month in which
the hedge is carried (either actually or
hypothetically). For convenience in calcu-
lation it is necessary to adopt a somewhat
arbitrary set of assumptions as to the fu-
tures in which the hedges are placed, as to
the times at which transfers of hedges are
made, prior to the expiration of a future,
and as to the futures into which hedges are
transferred. To the extent that the arbi-
trary assumptions diverge from the choices
that were actually made by hedgers, or may
reasonably be supposed to have been made,
for the purpose of calculating speculative
gains and losses of those who did not hedge,
the divergence will tend to result in show-
ing less advantage or possible advantage
from hedging. The losses calculated to have
been shifted or shiftable to the carriers of
hedges will tend to be somewhat too small;
the gains calculated to have been shifted or
shiftable to the carriers of hedges will tend
to be somewhat too large.

The particular assumptions made are
(1) that all wheat entering the visible supply
in any week was hedged, either actually or
hypothetically, in the Chicago market and
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in the future of the nearest delivery month
on which deliveries could not he made dur-
ing the week in question; and (2) that
hedges on all wheat remaining in the visible
supply at the end of a week immediately
preceding the beginning of a delivery month
had been transferred to the next delivery
month at a uniform rate during that and the
preceding three weeks.

The visible supply figures to be used in
the present connection are United States
stocks as reported weekly by the Secretary
of the Chicago Board of Trade. During
many years the reports of the Secretary of
the Chicago Board of Trade included state-
ments of quantities of wheat at certain
Canadian points, but the data here used in-
clude only quantities reported for United
States points. The movement of wheat into
and out of the visible supply is recorded in
these figures only in terms of weekly net
movement. The assumption is made that
a net movement into the visible supply dur-
ing a week was hedged (either actually or
hypothetically) at the average price for the
week of the particular future in which the
hedges are assumed to have been placed;
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that a net movement out of the visible sup-
ply was accompanied by removal of hedges
in the same amount at the average price for
the week. The fact that the recorded move-
ments are nef movements in or out makes
no difference, of course, in the results: the
results would be identical whether figured
in terms of net movement in or out, or in
terms of the total movement in and the
smaller or larger total movement out during
each week. The assumption that the price
at which the hedges were placed or taken
off was the average price for the week is
equivalent to the assumption that the
weighted average price at which hedges
would have been placed or taken off was
identical with the simple average price for
the week. In individual weeks this assump-
tion may involve appreciable error, but the
errors appear as likely to be in one direc-
tion as in the other and their effect on the
results for a year must be negligible,

DETAILS For 1924-25

The necessary computations for one crop
year, 1924-1925, are shown in Table 1. The

TasLe 1.—CoMPUTATION OF FINANCIAL RESULTS oN CARRYING OF AcCTUAL AND HyroTHETICAL HEDGES
' AGAINST WHEAT IN THE UNITED STATES VISIBLE SUuPPLY IN 1924-25%

(Quanlities in thousand bushels or thousand dollars; prices in dollars per bushel)

Line Visible Change in Price Invest- Returns Cumulative
Number Date supply visible (or spread) ment realized Investment
OV | June 28........... ...t 34,901 | ..., 1.157 40,380 | ... 40,380
1 July 5...... ... o 34,519 - 382 1.167 | ... 46 | ...
2 12, ... e 34,338 — 181 1.149 | ... 208 | ...
3 19, . oo 34,175 — 163 1.246 | ..... 203 | ...
4 26, .. 36,436 -+ 2,261 1.286 2,908 | ... | e
7 Y I + 1,538 | ..... 2,051 | ..... 42,431
5 Aug, 2....... i, 41,734 + 5,298 1.324 7,015 | ... | eeeees
6 O e 49,460 + 7,726 1.295 10,0058 | ..o | aeeeee
7 16, ..o iiiie, 58,106 + 8,646 1.290 11,153 | oo | e
8 23 65,766 + 7,660 1.278 9,789 | ... | e
9 30, ... e 69,119 + 3,353 1.227 4,114 | ..o | e
- O 432,683 | ..... 42,076 | ... 84,5Q7
Bl | oo 69,119 | ..... + .0442 3,065 | ..., 87,562
10 Sept. 6....... ..., 73,278 + 4,159 1.284 5,340 | ... | e
11 1 2 76,939 + 3,661 1.300 4,759 1 o0 L e
12 2000 e 80,819 + 3,880 1.330 5,160 | ... | eeeeee
13 27 i 81,559 4+ 740 1.356 1,003 | oo | eeeees
A3 | o 412,440 | ..... 16,262 | ... 103,824

* Data on visible supply and prices compiled from Chicago Dulily Trade Bulletin. For detailed explanation of table

see accompanying text.



TaBLE 1—(Continued)
(Quantities in thousand bushels or thousand dollars; prices in dollars per bushel)

Line
Number

14
15
16
17

Ad

18
19

21
22

A5
B2

23
24
25
26

A6
2

29
30
31

A7

32
33
34
35

A8

36
37
38
39

A9

40
41
42
43

Al0
B3

44
45
46
47
48

All

49
50
T

51
52

Al2
B4

cv

Visthle Change in Price Invest Returns Cumulative
Date supply visible (or spread) ment realizexl investment

Oct. 4.......... ..., 81,897 + 338 1.436 485 | ... e,
S 83,571 + 1,674 1.485 2,486 | ... ] L.

18. . el 85,358 + 1,787 1.492 2,666 | ..., | ...

25, e 87,767 + 2,409 1.450 3,493 | ..o | ...
............................... + 6,208 9,130 112,954
Nov. 1.................. 89,902 + 2,135 1.425 3,042 | ... 1 L.
N 94,707 + 4,805 1.455 6,991 | ... ...

15, i, 98,160 + 3,453 1.533 5293 | ... L Lol

22, . e 96,926 — 1,234 1.518 | ... 1,874 | ......

29, . e, 100,363 | + 3,437 1.543 5,303 1 ... e

[

............................... [ 412,596 18,755 131,709
......................... 100,363 ’ + .0705 7,076 138,785
Dec. 6.................. 99,461 — 902 1.609 | ..... 1,450 | ......
13, 0. 98,079 — 1,382 1.659 | ..... 2,293 e

20 .. ., 96,823 — 1,256 1.719 | ... 2,159 | ...

27 . ., 94,491 — 2,332 1.764 | ..... 4,114 | ......
............................... — 5,872 10,017 128,768
Jan. 3........ ... ... 91,492 — 2,999 1.777 | ..., 5,329 | ......
10, i, 86,833 — 4,659 1.778 | ... 8,284 | ......
170000 83,161 | — 3,672 | 1.852 | ... 6,801 | ...
24, 80,572 — 2,589 1.915 | ... 4,958 | ...,
Bl 7,510 | — 3,062 | 2.010 | ... 6,155 | ...
............................... —16,981 31,527 97,241
Feb. 7.................. 75,709 — 1,801 1.949 | ... 3,510 | ...,
1 75,768 + 59 1.852 109 1 aooeo | el

21 72,592 — 3,176 1.848 | ... 5,89 | ......

28. . 70,677 — 1,915 1.952 | ... 3,686 | ......
............................... — 6,833 12,956 84,285
Mar. 7.......0cviininnn. 69,605 | — 1,072 ig18 | ... 2,056 | ......
1 66,083 ‘ — 3,522 1.791 | ..., 6,308 | ......

. 62,076 — 4,007 1.636 | ... 6,555 | ......

28. . 60,007 — 2,069 1.646 | ..... 3,406 | ...,
............................... —10,670 18,325 65,960
Apr. 4... .. ... ... ...... 57,434 — 2,573 1.450 | ... 3,781 | ...,
... 55,244 — 2,190 1.514 | ... 3,316 | ......

18 o 53,203 — 2,041 1.530 | ... 3,123 | ......

25. . . 49,089 — 4,114 1.508 | ... 6,204 | ......
............................... —10,918 16,374 49,586
......................... 49,089 — 1120 5,498 44,088
May 2.................. 45,681 — 3,408 1.422 | ... 4,846 | ......
9 43,464 — 2,217 1.529 | ... 3,390 | ......
16........ .. L. 40,604 — 2,860 1.508 | ..... 4,313 | ......

23, . 37,173 — 3,431 1.541 | ... 5,287 | ...

30.. .. 34,968 — 2,205 1.624 | ... 3,581 | ......
............................... ~14,121 21,417 22,671
June 6.................. 34,514 — 454 1.646 |} ..... 47 0 .
13 32,931 —~ 1,583 1.637 | ... 2,59 | ...

20, .0 31,144 - 1,787 1.544 | ..., 2,759 | ...,

27, 29,146 — 1,998 1.532 | ..., 3,061 | ......
............................... — 5,822 9,158 13,513
......................... 29,146 — 0250 729 12,784
June 27.................. 29,146 | ... 1.462 42,611 | ... | ol
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first line, OV, has to do with the market
value of the futures supposed to have heen
held as hedges against the wheat in the
visible supply at the beginning of the crop
year. On the last Saturday of June 1924,
there were 34,901,000 bushels of wheat re-
ported in the visible supply. The Chicago
September future closed on that day at
$1.157 (cents and fractions are expressed
as decimals of a dollar for convenience in
computation, and prices expressed in even
tenths of a cent are regarded as sufficiently
accurate). Assuming all the wheat in the
visible supply to have been hedged, either
actually or hypothetically, in the Chicago
September future, the futures supposed to
have becn held as hedges against the visible
supply on the last Saturday of June had a
market value, as of the close on that day, of
$40,380,000. This is the initial figure in the
final column. The numbered lines follow-
ing have to do with the results of actual and
hypothetical purchase and sale of futures
in connection with the actual and supposed
placing and removal of hedges on wheat
entering and leaving the visible supply in
successive weeks. The first numbered line
shows a visible supply on the first Saturday
of July amounting to 34,519,000 bushels,
representing a decrease of 382,000 bushels
during the week. For the purposes of the
calculation it is supposed that the hedges
on this quantity of wheat were removed, or,
what amounts to the same thing, that hedges
removed exceeded new hedges placed, by
this amount, and that in consequence hold-
ers of futures representing hedges on the
visible supply sold, net, futures representing
382,000 bushels. At the average price of the
September future during the week, $1.167,
the sales would have netted $446,000 to the
holders of the futures. The next two weeks
show similar, though smaller, reductions in
the visible supply and corresponding reali-
zation by carriers of hedges. The last week
ending in July shows an increase of 2,261,000
bushels in the visible supply, implying the
placing of that amount of additional hedges.
At the average price of $1.286, carriers of
the hedges increased their investment by
$2,908,000. The following line, designated
as Al, shows the total change in the visible
supply during the four weeks ending in
July; the net increase in investment by

SPECULATIVE HOLDING OF WHEAT

carriers of hcdqcs during those weeks,
$2,051,000; and, in the final column, lh(-
cumulative investment to date, represented
by the $40,380,000 market value of hedges
carried at the beginning of the crop year,
plus the $2,051,000 net additional invest-
ment.

Lines 5 to 9 in Table 1 show the results of
actual and hypothetical purchase and sale
of futures in connection with changes in the
visible supply during the five weeks ending
in August. During each of these wecks the
visible supply increased and there was a
net addition to the hypothetical holdings of
September futures representing hedges on
the visible supply. The increase in invest-
ment implied was $42,076,000 for the five
weeks, bringing the total investment in fu-
tures standing against the visible supply to
$84,507,000.

The next line, B1, deals with the transfer
of hedges from the September to the Decem-
ber future. It is supposed that by the close
on the last Saturday of August hedges on
the 69,119,000 bushels then in the visible
supply would have been transferred to the
December future. The transfer would have
involved, on the part of hedgers, the repur-
chase of September futures and the sale of
an equal amount of December futures, and
on the part of the carriers of the hedges, the
sale of September futures and the purchase
of an equal amount of December futures.
The December future, purchased by car-
riers of hedges, was at all times at a pre-
mium of more than four cents above the
September future, which was being sold.
The transfer therefore involved an increase
in the investment of carriers of hedges. The
transfer being supposed to have occurred
uniformly during the last four weeks end-
ing in August, the additional investment
per bushel by carriers of hedges was the
average difference between the price of
the September and the price of the Decem-
ber future during these four weeks, or 4.42
cents. On 69,119,000 bushels, an additional
investment of $3,055,000 is implied, bringing
the cumulative investment to $87,562,000.

At this point some explanation should be
given of the assumption that transfer of
hedges from the September to the Decem-
ber future begins early in August and is
completed by the last Saturday in August,
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while it is assuined that hedges would con-
tinue to be placed in the September future
throughout the last week of August. The
normal actual course of events is for hedges
to be placed less in the September futurc
and more in the December futurc as the
month of August advances, and for the
transfer of hedges to start slowly and pro-
cced more rapidly as the month advances.
The assumed procedure results in the same
calculated investment by holders of hedges
as might result from the actual procedure
and gets at this result more directly, so far
as concerns the process of computation.
The assumed procedure, if carried out in
practice, would result in more buying and
selling of futures, with correspondingly in-
creased costs for commissions, but since no
account is being taken of commissions at
this stage in the investigation, this objec-
tion to the assumption does not hold.

The calculation is continued in this man-
ner week by week. The investment of ac-
tual and hypothetical carriers of hedges on
the visible supply is found to increase in
every subsequent week hut one up to and
including the last week of November. At
the end of that week, after allowing for the
transfer of hedges to the May future, the
total calculated investment has mounted to
$138,785,000. In succeeding weeks there oc-
curs a decline in the visible supply that is
continuous from December to the end of
June except for one week of slight increase.
Each decrease in the visible supply is ac-
companied, actually or hypothetically, by
removal of hedges and by net sales of fu-
tures by carriers of the hedges. By the last
Saturday of June, after transfer of all
hedges to the September future, the cal-
culated investment of carriers of hedges is
reduced to $12,784,000. Regarding the trans-
fers of hedges in April and June, it is to be
noted that, unlike the transfers in August
and November, the shift is from a higher
priced to a lower priced future. The cal-
culated investment in hedges is accordingly
decreased by these transfers.

The last line of Table 1 shows the com-
putation of the market value of the futures
Supposedly held as hedges on wheat re-
Maining in the visible supply on the last
baturday of June 1925, based on the price
at the close on that day: 29,146,000 bushels
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at $1.462 a bushel are valued at $42,611,000.
This closing valuation for 1924-25 provides
also the opening valuation for 1925-26.
Crop years are taken to hegin and end
always on the last Saturday of June.

FinaL ReEsuLTs

The financial results for 1924-25 may
now bhe summarized in terms of gain or
loss to the actual and hypothetical carriers
of hedges. Starting with a net investment
of $40,380,000, subscquent purchases and
sales during the crop year reduced the
investment by $27,596,000 to a total of
$12,784,000 at the end of the crop year.
The actual and hypothetical buying and
selling, therefore, indicates gross cash gains
of $27,596,000. In addition the supposed
holdings of futures at the end of the crop
year, though 5,755,000 bushels smaller than
at the beginning, had a market value
$2,231,000 greater. One has the choice of
taking as the gains of actual and hypo-
thetical holders of hedges the $27,596,000
supposedly realized on purchases and sales,
and of neglecting changes in size and mar-
ket value of holdings, or combining sup-
posed realized gains and market-value
gain to show a total of $29,822,000 gain.
Difference between the two calculations of
gains (or losses) will be great in some in-
dividual years, but negligible, as a rule, in
averages over considerable periods of
years. For the purpose of determining the
general tendency to gain or loss on specu-
lative holding, it matters little which is
chosen; for such interest as may attach to
an examination of calculated gains and
losses in individual years, the combined
realized and market-value gains and losses
are to be preferred.

Table 2 (p. 412) shows for each crop year,
1884-85 to 1915-16 and 1921-22 to 1929-30,
the following figures, in successive columns:
(1) the market value of hedges actually or
hypothetically carried against the United
States visible supply as of the close on the
last Saturday of June, with which the crop
year begins for the purposes of these cal-
culations; (2) the investment as of the end
of the year, obtained by adding to the ini-
tial market value the additional invest-
ments supposed to have been made during
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TABLE 2.—SPECULATIVE GAINS AND LOSSES ON THE
HowLpiNGg oF THE VISIBLE SuprrLy, BY Cror YEARS
188485 10 191516 AND 1921-22 10 1929-30

(Thousand dollurs)

Market,
value of Accumulated; Reallzed Total
Crop year gupposed investment galn (+4) speculative
July-June | hedges, flrst at ond of or loss (—) gain (4)
of yoar year or loss (—)
1884-85 ... 13,313 40,066 | —26,753 | — 2,825
1885-86 ... 37,241 37,664 | — 423 | — 16,026
188687 ... 21,638 33,912 | —12,274 | — 5,654
1887-88 ... 28,258 20,622 | + 7,736 | — 1,999
1888-89....| 18,523 12,229 | 4 6,294 | — 598
1889-90 ... 11,631 16,548 | — 4,917 |+ 835
1890-91...| 17,403 12,151 | + 5,252 |— 834
189192 ... 11,317 27,339 | —16,022 |— 8,665
1892-93 ... 18,674 54,872 | —36,198 | — 11,660
1893-94 ... 43,212 51,165 | — 7,953 | — 18,847
1894-95..., 32,318 30,779 | + 1,539 |+ 1,452
1895-96 ...] 32,231 36,914 | — 4,683 | — 10,482
189697 ...1 26,432 7,488 | 118,944 |+ 4,646
1897-98 ... 12,134 1,829 | +10,305 |+ 9,496
1898-99 ...1 11,325 18,919 | — 7,594 |+ 2,288
1899-1900 .} 21,207 37,810 | —16,603 | — 1,108
1900-01...{ 36,702 29,002 | + 7,700 | — 9,490
1901-02 ... 19,512 14,022 | + 5,490 |— 806
1902-03 ... 13,216 8,559 | 4- 4,657 |+ 3,141
1903-04 ...| 11,700 4,897 | + 6,803 |+ 4,859
1904-05 ... 9,756 6,630 | 4+ 3,126 |+ 3,294
1905-06 ... 9,924 21,332 | —11,408 | — 2,595
1906-07 ...! 18,737 33,672 | —14,935 |4+ 2,797
1907-08 ... 36,469 | 15,580 | 20,889 | — 5,389
1908-09...| 10,191 1,340 | + 8,851 |+ 11,209
1909-10...| 12,549 | 11,610 | 4+ 939 |+ 1,360
1910-11...] 12,970 28,364 | —15,394 |— 6,643
1911-12....] 21,721 17,668 | + 4,053 |+ 7,106
1912-13 ...| 24,774 32,868 | — 8,094 | — 5,540
1913-14...] 27,328 15,821 | +11,507 | — 4,084
1914-15 .. 11,737 | —20,681 | 432,418 |+ 31,069
1915-16 ... 10,388 | 45,077 | —34,689 |— 831
1916-17 ..., 44,246 | ... | o
1921-22 ... 12,635 26,788 | —14,153 |— 1,552
1922-23 ... 25,236 26,172 | — 936 |4 1,088
1923-24 ...| 27,260 40,852 | —13,592 | — 472
1924-25...) 40,380 12,784 | 427,596 | 29,827
1925-26 ...| 42,611 6,180 | 436,431 |+ 8,329
1926-27 ... 14,509 31,799 | —17,290 | — 2,436
1927-28 ...1 29,363 58,636 | —29,273 |— 3,774
1928-29 ...| 54,862 141,722 | —86,860 | — 29,917
1929-30...| 111,805 203,743 | —91,938 | —102,395
1930-31...) 101,348 | ..o i oaeeees Leeaiinn

the year and subtracting amounts supposed
to have been realized on sales; (3) the sup-
posedly realized gains or losses (the latter
preceded by a minus sign) on purchases
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and sales alone—neglecting market value
of amounts held at the beginning and the
end of cach year; and (4) the total appar-
ent gains or losses on the carrying of the
hedges against the visible supply during
the year, including both gains and losscs
realized through supposed purchases and
sales, and gains and losses on the difference
in market value of the supposed holdings
of futures at the beginning and at the end
of the crop year. The data for each year
are based on a calculation like that dis-
cussed in detail for 1924-25.

The total speculative gains and losses
shown in Table 2 are represented graphi-
cally by the solid line in Chart 9, page 430,
In the accompanying text they are com-
mented on in some detail and their signifi-
cance discussed.

In the foregoing discussion, repeated
reference has been made to the hypotheti-
cal character of the computations. It should
now be noted again, as was observed in the
preliminary discussion, that the results are
hypothetical only: when viewed as gains
and losses on actual futures bought, car-
ried, and sold in the process of carrying
hedges on the visible supply. Viewed as
totals of speculative gains and losses taken
on the holding of wheat in the visible sup-
ply, whether taken by carriers of hedges
or by owners of wheat carried unhedged,
they are by no means hypothetical. The
figures may not be supposed precisely ac-
curate, for it is impossible to obtain a pre-
cise segregation of speculative gains and
losses from other gains and losses incurred
in the handling of wheat. Within the limits
of accuracy practically obtainable in such
a segregation, these figures may be taken
as an approximately exact statement of
actual speculative gains and losses taken
on the holding of the United States visible
supply of wheat. For reasons discussed
above (p. 407), minor improvements in
accuracy which might be theoretically pos-
sible would tend to show slightly larger
total losses and slightly smaller total gains
on speculative holding than are here indi-
cated, but such possible differences may
generally be neglected.

No attempt is made here to determine
what part of the total speculative gains
and losses on the holding of the visible
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supply was actually taken by carriers of
hedges and what part by owners of the
wheat who held it unhedged, nor what
part of the gains and losses taken by
owners holding wheat unhedged was offset
by losses and gains on forward sales of
other wheat, not owned, on forward sales
of flour, or otherwise. In the final section

III. GAINS AND LOSSES ON

The method developed in the last section
is capable of application to the calculation
of speculative gains and losses on any
commercial stocks of wheat in the United
States, if only the levels of stocks at the
beginning and at the end of each year are
known and sufficiently detailed data are
available on the increases and decreases
during the course of the year. A trust-
worthy computation of total speculative
gains and losses on the holding of all com-
mercial stocks of wheat in the United States
would be highly illuminating. The chief
problem to be dealt with in undertaking
such a computation is the assembling of
the requisite data on such stocks and their
changes during the course of each year.
The data which are finally put together and
used are not all that might be desired, but
the indications are that the results are suf-
ficiently accurate to be highly useful.

SPECULATIVE GAINS AND LoOSSES or FARMERS

Some desire may be felt for a computa-
tion of speculative gains and losses on the
holding of wheat by farmers. On the theory
that speculative gains or losses on the hold-
ing of wheat are taken by farmers in the
same sense that they are taken by dealers
or by the traders in futures to whom they
are shifted by hedging, the amounts of such
speculative gains and losses might be cal-
culated with an acceptable approach to
accuracy. FFarmers take many risks, in-
cluding price risks, but their risks are of a
different character from the price risks of
a irader. A policy of hedging by selling
futurcs as soon as the crop was harvested
and buying back the futures as the wheat
Wwas sold would not substantially change
the character of the farmer’s price risks.
It the farmer could know in advance the
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of this study, however, conclusions are
reached bearing on total speculative gains
and losses of carriers of actual hedges,
whether on the visible supply or on other
wheat or flour, total gains and losses of all
futures traders, and total speculative gains
and losses of other groups of traders carry-
ing speculative risks on wheat.

ALL COMMERCIAL STOCKS

amount of wheat to be harvested, his
speculative risk would at least be reduced
by selling futures at the time he committed
himself to raising the crop. For some
farmers in some regions this would be at
the time of planting, but in the chief wheat-
growing regions the farmer commits him-
self to the raising of a succession of wheat
crops, of unknown size, at the time he
undertakes farming in that region. In short
the speculative risk of the farmer is not on a
par with the speculative risk of the dealer
or trader and no comparable calculation of
gains and losses on speculative holding is
possible.

CHANGES IN Total COMMERCIAL STOCKS

In previous numbers of WHEAT STUDIES
we have presented estimates of total stocks
of wheat in the United States on the first
of July for each year since 1896." Subtrac-
tion of farm stocks from these totals yields
estimates of total commercial stocks as of
the first of July. For a calculation of specu-
lative gains and losses on the holding of
total commercial stocks there is necessary
also data on the course of these stocks
throughout each year. Such data by months
may be built up from statistics on farm
marketing of wheat, giving the monthly
flow of wheat into commercial stocks, and
from statistics and estimates of the flow of
wheat out of commercial stocks.

The United States Department of Agri-
culture has published for each month from

1 The best estimates for pre-war years arc those
published in WHuEgAT Srubies, February 1928, IV, No. 4,
“The Disposition of American Wheat since 1896,” p.
180. For post-war years thesc estimates have been
revised and continued upon the fuller statistical basis
available for those years in recent Reviews of the
Crop Year, most fully in Wuear Srtupies, December
1930, VII, No. 2, p. 183.
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July 1907 to June 1930, estimates of the per-
centage of total United States farm mar-
ketings which occurred in that month. The
monthly marketing in bushels may be ob-
tained by applying these percentages to the
total farm marketings for the year. Total
farm marketings for the year may be ar-
rived at by adding together wheat milled
and net exports of wheat and flour and
adding further any increase in commercial
stocks between the beginning and the end
of the year, or deducting any decrease of
commercial stocks. This calculation of
total farm marketings will omit such small
amounts of wheat as may have been mar-
keted by farmers and used by other
farmers for seed, used off the farm for
feed, or devoted to other special uses. The
amounts are in any case very small, no
detailed account could be taken of their
subsequent movement out of stocks, and
they are better left out of the accounting
entirely. The calculation omits also, of
course, Canadian wheat in transit through
the United States or stored in bond--that
is, wheat not recorded in the import or ex-
port statistics—but includes such wheat on
withdrawal for milling in bond.

The monthly movement of wheat out of
stocks (making the same minor omissions
as in the case of the movement into stocks)
consists of net wheat and flour exports and
shipments of wheat and flour to posses-
sions,’ and domestic utilization for food.
For the first two we have official statistics.
Domestic utilization may be closely esti-
mated at a daily rate of 1/365 of the annual
domestic consumption—that is, for 30-day
months, at 8.21 per cent of the annual con-
sumption; for 31-day months, at 8.50 per
cent of the annual consumption; and for 28-
day months, at 7.66 per cent of the annual
consumption. These estimates of course ap-
proximate the wheat equivalent of the
monthly consumption of flour and not the
monthly milling of wheat. In consequence,
this calculation counts wheat as removed
from stocks only when the flour milled
from it disappears from stocks; it results

1 Imports might be included with farm marketings
to measure movements into stocks, and gross rather
than net exports included in movement out of stocks.
The same results are reached more conveniently by
the method here described.
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in including with wheat stocks the wheat
equivalent of all flour stocks above the low
year-end flour stocks. This is appropriate
inasmuch as substantially the same specu-
lative risks are taken on the holding of
flour as on the holding of its wheat equiva-
lent.

The calculation of total stocks of wheat
(including the wheat equivalent of flour
stocks in excess of the low year-end stocks)
in the United States at the beginning of
each month during 1907-08 is shown
for illustration in Table 3. Total commer-
cial stocks on July 1 were estimated at
136,700,000 bushels. Total farm market-
ings during the year were estimated at
545,600,000 bushels. The percentages mar-
keted each month, as estimated by the
United States Department of Agriculture,
are shown in the third column. These per-
centages, applied to the total, yield the
figures for the next column. Monthly ex-
ports and shipments to possessions are
compiled from the reports of the Bureau
of Foreign and .Domestic Commerce. Do-
mestic consumption for the year, estimated
at 452,200,000 bushels, is divided among the
months in proportion to the number of days
in each month.

The first item for the last column is then
obtained by adding farm marketings dur-
ing July to stocks as of the first of July and
deducting exports and shipments to pos-
sessions and domestic consumption. The
stocks as of the end of July, thus calculated,
give stocks as of the first of August. This
process is repeated for each line in the
table.

The detailed calculations are not shown
for other years, but the results are shown
in Appendix Table III. The estimated
monthly farm marketings, not readily
available elsewhere, are reproduced in Ap-
pendix Table II.

SPECULATIVE GAINS AND LOSSES

The computation of approximate specu-
lative gains and losses on the holding of
total stocks of wheat in commercial hands
is now a matter of simple arithmetic. The
results are shown in Table 4, which par-
allels in form Table 2, p. 412. The computa-
tion follows precisely the same lines as the
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TABLE 3.—CALCULATION OF APPROXIMATE ToraL CoMMERCIAL WHEAT AND FLOUR Stocks MoONTHLY,
Jury 1, 1907, To JuLy 1, 1908%*

(Million bushels and percenlages)

Farm marketings Nel exports

Stocks, ﬂhiprzlllzgts to Domestic Stocks,

Month first of (per- (million posgsessions, consutmnption end of

month centage) bushels) wheat and monlh
flour '

July o 136.7 9.0 49.1 6.9 38.4 140.5
N L 140.5 14.0 76.4 10.8 38.4 167.7
Septe v e 167.7 16.0 87.3 15.5 37.1 202.4
OcCt, vt 202.4 14.0 76-4 20.0 38.4 220.4
NOV. «vvvinnerennnnserenn 220.4 8.0 43.6 21.2 37.1 205.7
DEC vv v it e 205.7 8.0 43.6 23.8 38.4 187.1
Jan. oo, 187.1 7.0 38.2 19.2 38.4 167.7
Feb, ..ot 167.7 4.1 22.4 13.4 34.6 142.1
Mar, ..o oeeiiiiini 142.1 6.0 32.7 9.3 38.4 127.1
1N 1) S 127.1 4.1 22.4 8.7 37.1 103.7
0 2 103.7 4.9 26.7 9.5 38.4 82.5
June ... i 82.5 4.9 26.7 9.5 37.1 62.3
Total ................ ... 100.0 545.6 167.8 452.2 ] ...

* Sources of data and methods of computation as described in the accompanying text; as there indicated only certain

minor elements of commercial stocks are omitted.

previous calculation of gains and losses on
the holding of the visible supply, except
that the increases and decreases in invest-
ment of actual and hypothetical carriers of
hedges have to be calculated by months
rather than by weeks. It is assumed that
the weighted average price at which the
hedges are placed and removed is the
simple average price of the four or five
calendar weeks lying entirely or chiefly
within each calendar month. Market values
of futures supposedly held as hedges
against the total commercial stocks at the
beginning and at the end of each year are
calculated, as in the case of the visible sup-
ply, on the basis of closing prices on the
last Saturday in June. It will be seen there-
fore that the price data employed are
precisely the same as those used in the
calculation of gains and losses on the
visible supply. Differences in the results,
therefore, rest entirely on differences in
volume of the stocks and differences in
their movement during the course of each
year, .

For the purpose of comparison of specu-
lative gains and losses on the holding of all
tommercial stocks of wheat with specula-
live gains and losses on the holding of the
Visible supply, it is desirable to have the
figures reduced to cents per bushel per

TABLE 4.—SPECULATIVE GAINS AND LOSSES ON THE
HoLpiNng oF ALL COMMERCIAL STOCKS OF WHEAT
IN THE UNITED STATES, BY Crop YEARs 1907-08
70 1915-16 AnD 1921-22 T0 1929-30

(Thousand dollars)

Market

value of Accumulated] Realized Total

Crop year supposed investment | gain (+) speculative
July-June | hedges, first | atend of orloss (—) | gain (+)

of year year orloss (—)
190708 ... 132,052 80,924 | 4 51,128 | — 27,533
1908-09 ... 53,391 6,971 | + 46,420 | + 43,537
1909-10 ..., 50,508 59,963 | — 9,455 |+ 11,792
1910-11...] 71,755 113,053 | — 41,298 | — 31,630
1911-12...] 81,423 65,428 | + 15,995 1 + 20,195
1912-13 ... 85,623 111,078 | — 25,455 | — 25,008
1913-14 ... 86,070 75,771 | 4+ 10,299 | — 15,284
1914-15...] 60,487 | —77,282* | +137,769 | +-118,755
1915-16 ... 41,473 151,440 | —109,967 |+ 5,845
1916-17 ... 157,285 | ... oo e,
1921-22 ...| 84,529 96,981 | — 12,452 : + 55
1922-23 ...1 97,036 113,027 | — 15,991 |4+ 7,253
1923-24 ... 120,280 137,252 | — 16,972 | — 4,197
1924-25 ...; 133,055 32,597 | +100,458 | 4+ 95,474
1925~26 ...] 128,071 59,924 | + 68,147 | 4 43,192
1926-27 ...] 103,116 128,068 | — 24,952 | — 8,978
192728 ...0 119,090 163,513 | — 44,423 | — 16,763
1928-29 ...| 146,750 323,431 | —176,681 | — 80,422
192930 ...} 243,009 441,526 | —198,517 | —226,333
1930-31 ... 215,193 | ...... | oo e
4 A negative ‘“investment” beecause supposed sales

amounted to more than the valuation of supposed hedges at
the beginning of the year plus the amount of supposed
purchases.
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month. Part of the stocks both in the visible
supply and in the total of commercial
slocks was carried for short periods, part
for long periods. For the purpose of reduc-
ing the figures to a comparable basis, one
may assume that the same amount of hold-
ing is involved in carrying 20,000,000 bush-
els of wheat for 5 months as in carrying
10,000,000 bushels of wheat for 10 months,
and that both may be described quantita-
tively as equivalent to the carrying of
100,000,000 bushels for one month. In the
following tabulation, the second and third
columns express in this way, in million
bushels, the sums of the products of the
quantilies of wheat carried in cach year,
multiplied by the number of months and
fractions of months that cach quantity was
carried, for both the visible supply and the
total commercial stocks; the fourth and
fifth columns show the speculalive gain or
loss on the carrying of these quantitics, ex-
pressed in terms of cents per bushel of
wheat carried one month; the last column
shows the differences belween figures in
the two previous columns:

Million bushels Galn or loss per hushel
Crop year

July-June Differ-
Visthle Total Visible | Total enee

190708 ....... 412.61,846.4 | —1.31| —~1.49 | 4+0.18
190809 ....... 379.111,447.514-2.96 1 +3.01 | —0.05
1909-10....... 255.7|1,489.8 | 4+0.531 +0.79 | —0.26
191011 ....... 384.411,782.9 | —1.73| —1.77 | +0.04
MI-12....... 622.311,977.2 | +1.14 | +1.02 | 4+0.12
1912-15 ....... 531.312,016.7 [ —1.04| —1.24 | 40.20
1915-14 ....... 578.511,988.5 (| —0.71| —0.77 | 4-0.06
1914-15 ....... 530.312,150.11 +5.86 | 4+5.52| +0.34
1915-1G ..., 465.712,161.2 § —0.18| 4-0.27| —0.45
Gyearav. ....| 462.2,1,873.4{40.68|40.60|—0.08
1921-22 ....... 460.412,068.0 | —0.34| 0.00 | —0.34
1922-23 ..., 430.1,2,263.3 | —0.25| 4-0.32 | —0.07
1923-24 ....... $82.612,444.3 | —0.07 | —0.17 | 4-0.10
192425 ....... 797.112,562.5| 43.74 | 4+3.73 | 4-0.01
1925-26 ....... 431.112,196.9 | +1.93 | 4-1.97| —0.04
1926-27 ....... 615.8|2,311.9 | —0.40 | —0.39 | —0.01
1927-28 ....... 802.812,432.1{ —0.47 | —0.69 | 4-0.22
1928-29 ....... 1,306.513,342.5 | —2.29| —2.41| +0.12
1929-30 ....... 1,875.114,246.0 [ —-5.46| —5.33 | —0.13
9-yearav.....| 882.4\2,651.9|—1.37|—0.80|+40.57
18yearav....| 0(42.32,262.6|—0.63| —0.22|40.41

‘When reduced to comparable terms, as
in the tabulation above, speculative gains
and losses on the carrying of total commer-
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cial stocks closely parallel speculative gains
and losses on the carrying of the visible
supply. In ten of the eighteen yecars for
which the comparison is available, specu-
lative gains or losses excceded one cent per
bushel per month and in two years cx-
ceeded five cents per bushel per month. In
no case did the resulls as calculated for all
commercial stocks differ from the results
as calculated for the visible supply by as
much as half a cent per bushel per month,
Interestingly cenough, the averages for the
nine post-war ycars show a greater differ-
ence (0.57 cent) than appcears in any indi-
vidual ycar, and the cighteen-year averages
show a diffecrence of slightly over four-
tenths of a cent. Both these large differences
result from the fact that the averages, being
weighted, are largely affected by the losses
on the extraordinarily large amounts of
holding in 1928-29 and in 1929-30, and the
further fact that in both these years an un-
commonly large proportion of the wheat
held was in the visible supply.

The largest difference between the finan-
cial results of speculative holding of all
commercial stocks and speculative holding
of the visible supply occurred in 1915-16.
This was largely a consequence of the fact
that in that year the visible supply was
built up much later than other commercial
stocks and at a time when prices were
higher. The actual and hypothetical in-
vestment of holders of hedges on the visible
supply as of the first of January was $1.09
per bushel, while the actual and hypotheti-
cal investment of holders of hedges on all
commercial stocks was only $1.04 per
bushel. Subsequent opportunities for reali-
zation on hedges actually or hypothetically
held were somewhat better for those sup-
posedly held against the visible supply (the
decreases occurring, on the whole, when
prices were higher) than for those sup-
posedly held against other commercial
stocks, bul the disadvantage of the higher
average price during the period of accu-
mulation was only partly overcome. During
the previous year, in which the results of
the two computations differed by slightly
over one-third of a cent, the weighted
average price at which hedges against the
visible supply were or would have been
accumulated was also higher than the cor-
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responding average for all commercial
stocks ($1.00 as compared with $.97) hut
a larger proportion of the maximum visible
supply was worked off during the months
of highest prices, January to May, so that
the gain on the holding of the visible supply
was larger per bushel per month held than
the gain on commercial stocks in the aggre-
sate.

¥ Despite some differences, it is notable
that the speculative gains and losses on the
holding of the total commercial stocks
show about the same relative fluctuations
from year to year as the speculative gains
and losses from the holding of the visible
supply. The data are shown graphically in
Chart 9, page 430. The similarity of the two
curves over the period for which both sets
of data are available provides a basis for
the view, discussed subsequently in Sec-
tion V, that gains and losses on the holding
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of the visible supply are reasonably repre-
sentative of speculative gains and losses on
the holding of all commercial stocks. At
the present stage the similarity is particu-
lIarly interesting as evidence that the neces-
sity of using monthly rather than weekly
data on changes in total commercial stocks
has not seriously affected the accuracy of
the computed gains and losses.

The estimates of speculative gains and
losses on the holding of wheat, arrived at
in this and in the preceding scction, give
interesting information on the fluctuations
in gains and losses from year to year. Per-
haps their chief value lies in the evidence
they provide that speculative holding of
wheat has, during the past forty-one years,
shown more losses than gains. The totals
and averages for the entire period and for
various sub-periods are discussed in detail
in Section V, helow.

IV. DIVISION OF GAINS AND LOSSES AMONG CLASSES OF
DEALERS AND TRADERS

Speculative gains and losses on the hold-
ing of wheat may fall entirely on the
owners of the wheat, or may be shifted, in
whole or in part. As noted on earlier pages,
the best practical basis for distinguishing
speculative gains and losses from other
gains and losses is provided by the criterion
of hedgability of the price risk from which
the gain or loss arises. Gains or losses are
counted as speculative if, and to the extent
that, they have been or might have been
shifted by hedging. By definition then,
proper hedging results in complete shifting
of the speculative gains and losses under
discussion. Gains or losses may also be
shifted by balancing stocks of wheat with
forward sales of flour or of other wheat.

HeEpGING AND SPECULATIVE PROFITS

Special interest attaches to the question,
what gains and losses have been taken by
traders in futures in connection with the
carrying of hedges? An answer to this
question would give likewise the total gross
fains and losses of all traders in futures
other than hedgers. It is only on the carry-
Ing of hedges that speculators in wheat, as
& group, can cither gain or losc. On all

other transactions in futures, the gain of
one speculator is the loss of another, and
gross gains and losses balance perfectly.
To determine accurately what gains and
losses have been taken by traders in fu-
tures, it would be necessary to have a rec-
ord of the changes during each year in the
volume of hedges being carried by traders
in futures. The only published records of
the sort are very incomplete and cover such
short periods that only the broadest of
generalizations may be deduced therefrom.
For the purpose of arriving at some quanti-
tative idea of past gains and losses on the

1 Of course, in the more specialized use of the term
“speculator,” on the basis of which distinction is
made among speculators, scalpers, and spreaders,
speculators as a group may lose and probably do lose
generally to scalpers and spreaders, We are here
using the term in the broader sense, according to
which all traders in futures are classed cither as
hedgers or as speculators. The terms, moreover, are
used in a functional rather than in a personal sensc:
a single individual or firm may be both hedger and
speculator if, as sometimes occurs, cash transactions
are hedged as a matter of routine, while some specu-
lating in futures is done on the side by the same
individual or firm. The rather common practice of
hedging only when adverse price movements are ex-
pected may also be regarded as a combination of
hedging and speculating, cquivalent in effect to a
formal separation of the operations through routine
hedging and independent speculation in futures.
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carrying of hedges, it is useful to start with
a rough and admittedly inaccurate suppo-
sition, obtain the results on that supposi-
tion, and then determine in what direction
the results would be altered by bringing the
supposition more nearly into line with the
known facts.

Proceeding along this line, we start with
the assumption that at all times most of the
visible supply is hedged, that at all times
there is enough additional wheat hedged to
bring the volume of hedges to a total some-
what in excess of the amount of the visible
supply, and that this total follows a course
roughly similar to that of the visible supply.
These assumptions appear eminently rea-
sonable on the theory, commonly held, that
those dealers who practice hedging gener-
ally hedge as a matter of routine. It is
known that hedging is widely practiced by
the principal owners of wheat in the visible
supply, namely operators of large elevators
and exporters. Hedging is practiced also by
a considerable percentage of millers and
country elevator operators. Millers usually
have their wheat and flour stocks fairly
well balanced by flour orders, so that stocks
of wheat which one might expect to find
hedged in the futures markets by millers
are relatively small, but it is probably true
that such mill stocks, together with other
stocks of wheat outside the visible supply
owned by dealers who practice hedging,
always exceed such stocks in the visible
supply as are owned by dealers who do not
hedge. Therefore, if all hedgers or almost
all hedgers maintained always full hedging
protection, the volume of hedges would
always exceed the quantity of wheat in the
visible supply.

On this line of reasoning one comes to
the conclusion that gains and losses of car-
riers of hedges must exceed the total specu-
lative gains and losses taken on the holding
of the visible supply. Since speculative
losses on the visible supply have on the
whole exceeded speculative gains, the con-
clusion is indicated that the carrying of
hedges by futures traders has in general
been done at a slight loss. In subsequent
paragraphs it will be shown that this line
of reasoning errs chiefly in assuming that
hedging is a routine practice. The evidence
is that a large proportion of hedgers em-
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ploy the hedge chiefly when they anticipate
a decline in prices, and carry wheat un-
hedged when they anticipate a rise in
prices. It is reasonable to suppose that the
price judgment of large grain dealers is
rather better than the average, and that
their expectations of price change prove
correct somewhat oftener than they prove
incorrect. If so, the fact that in considerable
part hedging is employed or omitted ac-
cording to the discretion of the trader means
that gains of carriers of hedges, as a whole,
are less than they would be if hedging were
employed entirely as a matter of routine
and that losses are about as large as they
would be under those conditions. In other
words, the carriers of hedges have probably
taken, over a period of years, considerably
larger losses than calculated on the simple
assumptions originally outlined.

MiLL HEDGING

A most important body of data bearing
on mill hedging has been collected during
the past six years by the Millers’ National
Federation. The pertinent data are as-
sembled in Table 5. The mills represented
in each report accounted for a percentage
of the total flour output of the country
varying from about 50 per cent in two or
three cases to about 70 per cent in the
more complete reports. The second sec-
tion of the table, expressing the data in
terms of number of days of capacity opera-
tion, provides a basis for comparison un-
affected by the varying completeness of the
returns. It is possible that the mills report-
ing are not in all respects strictly repre-
sentative of the milling industry as a whole.
In particular, it may be supposed that the
mills represented include chiefly the larger
and more progressive concerns and that
these concerns practice hedging more gen-
erally than the smaller mills. Nevertheless,
the data establish certain facts beyond the
possibility of reasonable doubt.

Comparison of the data on total stocks
of wheat and flour and the data on unfilled
flour orders in Table b reveals a striking cor-
respondence between the two. On Decem-
ber 31, 1930, stocks exceeded flour orders
by an amount that would have been ab-
sorbed in twenty-three days of capacily
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TABLE D.—SUMMARY OF StocKks, HEDGING PosiTioN, AND Rreratep Data, ror MILLS REPORTING TO
THE MILLERS’ NATIONAL FEDERATION, JANUARY 31, 1925, To Marcu 31, 1931*

| Stocks Unfilld |  Excess ‘ Open options |

flour of ! Net
Date Dally Flour orders stocks | | position

capacity Wheat (a8 Total (as over Bought | Sold Net . long?

! wheat) wheat) orders i hought2
A. DaTa As REPORTED
(Thousand bushels)
Jan, 31,1925, . ......... 1,819.2 | 74,35613,392| 87,748 58,277 -+29,471 415 18,684: (18,269) 111,202
June 30............... 1,784.0 | 25,241 | 9,824 35,065 25,469 4+ 9,596 6791 4,808 (4,129)] 5,467
Dec. 3. v 1,429.9 ) 60,277 9,717} 69,994 | 46,178 423,816 826 114,635 1 (13,809) | 10,007
June 30, 1926.......... 1,645.4 | 29,947 | 8,282 38,229 37,489 |+ 740 11,204 | 10,550 654 | 1,394
Sept. 30, 1,671.2 | 83,706,11,550| 95,256 | 113,882 | —18,626 | 35,123 9,398; 25,725 | 7,099
Dee. 31, 00 iiinn. 1,691.7 | 79,208|12,868| 92,076 94,167 | — 2,091 | 18,736} 9,148 9,588 | 7,497
Mar. 31, 1927.......... 1,419.7 | 51,808 | 9,402 61,210 | 56,220 |4 4,990 10,891 | 7.286| 3,605 | 8,595
June 30............... 1,619.0 | 33,713| 9,133} 42,846 | 33,058 |4 9,788 | 4,528 9,337| (4,809) | 4,979
Sept. 30............ ... 1,541.5 | 67,574|11,014 78,588 97,290 | —18,702 | 23,067 6,956 16,111 | (2,591)
Dee.31.. ..o, 1,758.3 | 82,437,13,631| 96,068 | 88,874 |+ 7,194 (12,317 [ 10,5701 1,747 | 8,941
Mar. 31,1928, .......... 1,828.7 | 60,258113,152| 73.410| 63,988 + 9,422 11,359 11,199 | 160 | 9,582
June 30............... 1,811.7 33,947 12,268 | 46,215 29,366 1+16,849| 5,005 12,140: (7,135) | 9,714
Sept. 30............... 1,846.4| 99,85913,342 113,201 | 142,013 | —28,812| 33,735 | 7,468 ' 26,267 | (2,545)
Dec.31........utt. 1,840.2 109,441 113,963 | 123,404 | 116,073 § + 7,331} 15,079 |13,324| 1,755 | 9,086
Mar. 31,1929........... 1,872.7 | 82,412|13,294| 95,706 | 80,219 |--15,487| 7,643112,293| (4,650) | 10,837
June 30............... 1,905.7 | 58,098(12,728| 70,826 | 55,797 415,029 12,326,11,131! 1,195 |16,224
Sept. 30............... 1,781.6 {117,400 18,044 | 135,444 | 111,685 | +23,759 | 15,038 | 20,9461 (5,908) | 17,851
Dec.31.. ... inien. 1,674.4 {109,850 | 14,449 | 124,299 | 97,753 | --26,546 | 11,506 1 19,042, (7,536) | 19,010
Mar. 31, 1930........... 1,991.11 73,456 14,651 88,107 | 80,189 + 7,91810,567, 9,609! 958 | 8,876
June 30............... 1,879.0 | 47,541,12,130| 59,671 67,854 — 8,183 14,7071 5,847 8,860 677
Sept. 30............... 1,861.3 | 114,551 13,634 | 128,185 | 101,729 | 426,456 | 21,728 26,869 (5,141) | 21,315
Dec.31................ 2,055.7 1115,785 {14,554 1 130,339 | 83,823 446,516 7,026 28,595 ' (21,569) | 24,947
Mar.31,1931........... 2,153.2 69,128f14,057 83,185 | 49,421 ! 433,764 | 7,982 22,191 (14,209) | 19,555
B. DaTa EXPRESSED IN NUMBER OF DAYS or CAPACITY OPERATION
(Days)

Jan.31,1925...........] ...... ' 40.9 7.4 48.2 32.0 +16.2 .2 1 10.3 | (10.0) 6.2
June 30........ ... ) L 14.2 5.5 19.7 14.3 + 5.4 -4 2.7 (2.3) 3.1
Dee.31.....oooviuon| ool 42.2 | 6.8 | 49.0 | 32.3 | 416.7 600102 | (9.7 7.0
June 30, 1926..........1 ...... 18.2 5.0 23.2 22.8 + 4 6.8 6.4 -4 .8
Sept. 30 ... ... i) Ll 50.1 6-9 57.0 68.1 —11.1 21.0 5.6 15.4 4.2
Dec.31................] ...... 46.8 7.6 .4 55.7 - 1.2} 111 5.4 5.7 4.4
Mar. 31, 1927..........| ...... 36.5 6.6 43.1 39.6 + 3.5 7.7 5.1 2.5 6.1
June 30.......... ... ..., 20.8 5.6 26.5 20.4 + 6.0 2.8 5.8 (3.0) 3.1
Sept. 30...............0 ...... 43.8 7.1 51.0 63.1 —12.1 15.0 4.5 10.5 (1.7)
Dee.31................] ...... 46.9 7.8 54.6 50.5 + 4.1 7.0 6.0 1.0 5.1
Mar, 31, 1928..........] ...... 32.9 7.2 40.1 35.0 + 5.2 6.2 6.1 | 1 5.2
-{une 5 1 Y 18.7 6.8 25.5 16.2 + 9.3 2.8 6.7 (3.9) 5.4
Sept, 30, ...l L, 54.1 7.2 61.3 76.9 —15.6 18.3 4.0 14.2 (1.4)
Dec.31................| ...... 58.5 7.6 67.1 63.1 4 4.0 8.2 7-2 1.0 4.9
Mar, 31, 1929..........| ...... 4.0 7.1 51.1 42.8 + 8.3 4.1 6-6 (2.5) 5.8
{une | 30.5 6.8 37.2 29.3 + 7.9 6.5 5.8 .6 8.5
Sept. 30...............] ...... 65.9 10.1 76.0 62.7 +13.3 8.4 ) 11.8 (3-3) 10.0
Dee.31............. . .. 65.6 8.6 74.2 58.4 +15.9 6.9 | 11.4 (4.5) 11.4
Mar. 31, 1930..........| ...... 36.9 7.4 44.3 40.3 4 4.0 5.3 4.8 5 4.5
J‘une 0. .. 25.3 6.5 31.8 36.1 — 4.4 7.8 3.1 4.7 -4
Sept. 30, ... ... . 61.5 7.3 68.8 54.7 +14.2 | 11.7 | 14.4 (2.8) 11.5
Dee. 1., ..o oo L. 56.3 7-1 63.4 40.8 +22.6 3.4 | 13.9 . (10.5) 12.1
Mar, 31, 1931..........| ...... 32.1 6.5 | 38.6 | 23.0 | +15.7 | 3.7 10.3 | (6.6 9.1

has
bushels per barrel.

4.6 bushels per barrel;
sold into flour,”

* Data compiled from reports of Millers’ National Federation. Capacity is reported in barrels per 24-hour day and
been converted to bushels of wheat at 4.6 bushels per barrel. Flour stocks have also been converted to wheat at 4.6
For the first four report dates, unfilled flour orders, as reported, have been converted to wheat at
for subsequent dates, the flgures under this heading above are the reported “amount of wheat
which represents the unfilled orders converted to wheat, originally at whatever ratio the mills chose to

Use, but subsequently at the uniform rate of 4.6 bushels per barrel.

¢ Figures in parentheses are net sold options.

® Figures in parentheses are net position short.
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operation. Aside from this case, the great-
est excess of stocks represenfed sixteen
days of capacity operation. These are to
be compared with total stocks which only
once fell to the cquivalent of twenly days
capacity operation, were eleven times in
excess of fifty days capacily operation, and
reached a maximum of scventy-six days
capacity operation. On September 30, 1928,
occurred the greatest excess of flour orders
over stocks of wheat and flour, an excess
cquivalent to sixteen days of capacity
operation.

This substantial balancing of wheat and
flour stocks with flour orders means, in the
first place, that the mills of the country, as
a group, have had occasion to place only
a moderate burden of hedging on the fu-
tures market. The speculative risks of the
mills have been transferred largely to flour
buyers rather than, through hedges, to the
speculators in futures. To what extent flour
buyers may hedge their forward orders is
unknown, but it seems improbable that such
hedging is extensively practiced. If so, a
very substantial portion of the carrying of
speculative risks on the wheat stocks of the
United States has been done, in recent years
at least, by flour buyers.

The correspondence shown by these data
between mill stocks and unfilled orders
seems to rest chiefly on a disposition of
flour buyers (whether with intent or not,
one cannot say) to place heavy forward
orders when wheat stocks were large and
to restrict forward orders when wheat
stocks were small. It does not appear that
the correspondence resied to a large extent
on an adjustment by the mills of stocks
to orders, for mill stocks have followed
closely, at a lower level, the course of total
commercial stocks of wheat in the United
States. Further evidence in this direction is
furnished by the fact that on most report
dates there were recorded substantial
volumes of futures both bought and sold as
hedges. This reflects the simultancous
cxistence of large excesses of stocks over
flour orders in some mills and large ex-
cesses of orders over stocks in other mills,
a condition which would scarcely bhe so
conspicuous and common if the close hal-
ance between stocks and orders for the re-
porting group as a whole resulted chiefly
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from the adjustment of stocks to orders by
individual mills.

A further fact of much interest and sig-
nificance is the tendency for the mills as a
group to be net long in the futures market
despite the fact that their holdings of wheat
and of flour are usually in excess of their
flour orders. One might expect them to he
more commonly net short in the futures
market. The result is that, taking account
of both cxcess of wheat and flour stocks
over flour orders (or the reverse) and the
net hedging position, the mills have been
net long at the time of all but two of the
twenty-three report dates for which the
data are recorded. It may be noted, how-
ever, that on only four of the twenty-three
dales did the net long position of all the
reporting mills as a group reach the equiva-
lent of ten full days of capacity operation.

In connection with the question to what
cxtent mill hedging influences the gains
and losses of futures traders carrying
hedges on commercial wheat stocks in the
United States, the most significant data in
Table 5 are those contained in the last two
columns. The fact that this group of mills,
representing over 50 per cent of the in-
dustry, was sometimes net short in total
position and sometimes net long, to the
extent on one occasion of nearly 25 million
bushels, indicates that the mills carry a
rather widely varying proportion of the
speculative risks involved in holding the
wheat stocks of the country.

The net position of the open options held
by the mills, as shown in the next to the
last column of the table, is a resultant of
both disposition of the mills to stand net
long or short, and of the balance between
wheat and Jflour stocks and unfilled flour
orders. The balance of mill hedging is
heavily on the selling side when mills are
unwilling to take risks of speculative hold-
ing and when forward orders for flour are
small relative to stocks of wheat and flour.
That is to say, when mills and flour buyers
are afraid to take the risks of a price de-
cline, hedging sales are large; and when
mills and flour buyers anticipate rising
prices and willingly carry considerable
risks, futures traders can obtain few or no
hedges to carry on mill stocks. The net
position of mill hedges for this group of
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mills, representing between 50 and 70 per
cent of 1the industry, has varied during six
years through a range of nearly 48 million
bushels, from a net short posilion of over
21 million bushels to a net long position of
over 26 million hushels.

HenciNGg 1IN 1927

A most illuminating record of hedging
practice is furnished by data compiled by
the United States Grain Futures Adminis-
tration for ten months in 1927 Analysis
of the data reveals some extraordinary de-
partures from what might be expected on
the theory that hedging is a routine pro-
cedure on the part of most of those who
practice it. It suggests that the futures mar-
ket is used by many hedgers, not as an
agency for the carrying of all hedgable price
risks, but as an agency for carrying price
risks only when price declines are definitely
anlicipated.

The hedging record provided by thesc
data of the Grain Futures Administration is
stated to cover all hedgers in Chicago
whose accounts showed at any time within
the ten-month period either a total open in-
lerest or a total volume of trading in any
one day of 200,000 bushels or more, and
all hedgers in Kansas City, Minneapolis, or
Duluth whose accounts showed at any time
within the ten-month period either a total
open interest or a total volume of trading
in any one day of 100,000 bushels or more.
With these limits, the record necessarily
omitted many hedgers. The total number
included at the four markets was 268, of
which 111 hedged in Chicago, 45 in Kansas
City, 82 in Minneapolis, and 30 in Duluth.
These four markets accounted for over 98
per cent of all trading in futures in the
United States in 1927.

Although it seems reasonable to supposc
that the accounts of many hedgers were
omitted from these compilations, especially
at the Chicago market where only those
were included whose accounts or trading
during one day at some time reached
200,000 bushels or more, it is clear that the
volume of hedging represented by these

P ' Reports by Members of Grain Fulures Exchanges,
Carl 2 (Senate Document No, 123, 7ist Congress, 2d
Session, 1930),
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smaller accounts was never very large in
Chicago and was rclatively small in the
other markets, where all accounts that at
any time excceded 100,000 bushels were
included. In the tabulatlions of the Grain
Futures Administration, the smaller hedg-
ing accounls are included in *“Class F,”
with the accounts of all other traders whose
accounts or volume of trading in onc day
did not reach the 200,000-bushel or the
100,000-bushel lcevel. In Chicago, the aggre-
gate of all short accounts of the larger
hedgers reached a maximum of 34,669,000
bushels on August 18. On the same day the
aggregate of all short accounts of the
smaller hedgers and speculators combined
was 41,927,000 bushels. By Scptember 21
the aggregate of all short accounts of the
larger hedgers had declined nearly 17 mil-
lion bushels to 17,745,000 bushels, while the
aggregate of all short accounts of smaller
hedgers and speculators combined de-
clined only about 3 million bushels. Over
the whole period covered, changes in the
aggregate of short accounts of the smaller
hedgers and speculators combined show
very little correspondence with changes in
the aggregate of short accounts which arc
purely hedging accounts. Hedging accounts
must comprise only a small proportion of
the total in the combined group represent-
ing smaller traders, and thercfore the ag-
gregate volume of hedging of the smaller
hedgers in Chicago must have been small
compared with that of the larger hedgers
whose accounts are separately classified.

In Kansas City, the aggregate of short
accounts of the larger hedgers reached a
maximum of 15,054,000 bushels on August
31. On the same date the aggregate of all
short accounts of the smaller hedgers and
speculators combined was only 3,968,000
bushels. These figures represent an in-
crease of over 10 million bushels in the
aggregate of short accounts of the larger
hedgers as compared with the correspond-
ing date two months earlicr, but a simul-
taneous decrease of over half a million
bushels in the aggregate of short accounts
of smaller hedgers and speculators com-
bined.

In Minneapolis there appears to be a
larger volume than in Kansas City of small-
scale hedging which is not separately re-
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corded in the data, bul it is slill relatively
small. On October 31 the aggregate of
all short accounts of the larger hedgers
reached a total of 18,611,000 bushels, while
the aggregate of all short accounts of
smaller hedgers and speculators combined
totaled only 7,558,000 bushels. During the
{wo months ending with that date, the ag-
gregate of all short accounts of the larger
hedgers had increased nearly 13 million
bushels while the aggregate of all short
accounts, of smaller hedgers and specu-
lators combined had increased by only 2.4
million bushels.

In Duluth the aggregate of all short ac-
counts of the larger hedgers reached a
maximum of 6,793,000 bushels on October
10. On the same date the aggregate of all
short accounts of the smaller hedgers and
speculators combined was 4,133,000 bush-
els. During the two months ending with
this date, the aggregate of all short ac-
counts of the larger hedgers had increased
more than 6 million bushels, while the ag-
gregate of all short accounts of smaller
hedgers and speculators combined had in-
creased less than 1.5 million bushels.

Such comparisons as the foregoing pro-
vide adequate basis for only a very rough
cstimate of the percentage of the total vol-
ume of hedging accounted for by the larger
hedgers for whom the Grain Futures Ad-
ministration has made a separate tabula-
tion of the data. Presumably, indecd, thc
percentage fluctuates through a rather wide
range. The evidence may be summarized,
however, in a judgment that, during the
first ten months of 1927, probably some-
thing over three-fourths of the total of all
hedging accounts was represented in the
accounts of the large hedgers, as compiled
and published by the Grain Futures Ad-
ministration.

Torar. Recorvep Hepges

When the totals for all recorded hedging
in the four chief markets of the United
States are combined, it appears that dur-
ing much of the ten-month period, Decem-
ber 31, 1926, to October 31, 1927, only a
small proportion of the commercial stocks
of wheat was hedged in the futures market.
The period opened with less than 14 per
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cent of the visible supply and less than 4
per cent of total commercial stocks ac-
counted for in the net short hedges re-
corded for the four principal markets. The
maximum recorded volume of net short
hedges was 36,751,000 bushels, reached on
the 20th of August, but the maximum rela-
tive utilization of hedging apparently oc-
curred about the end of June or early in
July. On July 2 (the Saturday nearest the
end of June) the net short hedges recorded
for the four principal markets reached a
total of 19,696,000 bushels, which was 89
per cent of the visible supply and 23 per
cent of the total commercial stocks at that
time.

The net short hedges in all four markets,
the total United States visible supply as of
the end of each week, and the total com-
mercial stocks as of the end of each month,
are shown graphically in Chart 1. The re-

CuART 1.—ToraL ReEcorpEp NET SHORT HEDGES IN
PrincipAL  UNITED STATES MARKETS WITH
UNITED STATES VISIBLE SUpPPLY AND TotaL Com-
MERCIAL STOCKS, JANUARY-OCTOBER, 1927*
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corded net short hedges as of the end of
cach month represented the following per-
cenlages of the visible supply and of the
total commercial stocks, respectively:
Percentage of

Al}

Visible Commerelal

Month Supply Stocks
Dl v e e 13.9 3.8
Jan., oo e e i 20.9 5.6
Febe oo, 28.5 8.0
MAls oo e e 29.6 8.4
N T 15.8 4.6
May «oviie it 38.2 11.0
June ...l L 89.1 23.0
July «orie 66.6 15.8
AU, o oo 22.6 6.8
)1 PPN 19.9 5.9
Oct. .t 18.4 5.9

If the recorded hedges represented some-
thing over three-fourths of all hedges in
futures markets, as we have supposed, or
anything in the neighborhood of that fig-
ure, it is clear that during most of these
months of 1927 only a small percentage of
commercial stocks was hedged in United
States futures markets at any time and the
prevalence of hedging varied greatly dur-
ing the course of the period.

Study of the net position of hedgers in
the four markets separately reveals the fact
that the Jargest changes and the changes of
most peculiar character occurred in Chi-
cago. The data are shown graphically in
Chart 2. The net hedging positions in
Kansas City and in Minneapolis followed
courses roughly similar to the courses fol-
lowed by the visible supplies in those cities.
In both markets the net position of hedgers
was at all times short except for a few days,
and in both markets the net short position
represented generally about half of the
visible supply recorded for the city. In Du-
luth the net recorded position of hedgers in
the futures markets was never large except
during July, August, and September, when
the net position was long. Information is
not at hand for a definite explanation of this
long hedging position in Duluth.

PecuLianimies in CHIicAGO HEDGING

The most striking feature in the record
of the net position of hedgers in the Chi-
cago market is the decline from a net short
Posilion in excess of 27 million bushels just
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after the middle of August, to a net short
position of less than 2 million bushels by
the middle of September. Other notable fea-
tures were the existence of a net long
position during much of January, which
changed gradually to a large net short posi-
tion in March; and a large increcase in the
net short position in May and June, despite
the fact that commercial stocks almost
everywhere were declining at that time.

Ciiant 2.—NET PositioN orF RecorpEn HEDGES IN
Four UNITED STATES MARKETS, JANUARY—
OcToBER, 1927*
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* Data from a report by the United States Grain Futures
Administration, Reports by Members of Grain Fulures Ex-
changes, Part 2 (Senate Document No. 123, 71st Congress,
2d Session, 1930), pp. 160-63, 308-11, 336-37, and 346-47.
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These peculiarities in the net volume of
recorded hedges carried in the Chicago
market are illuminated by the record by
classes of hedgers. The data are shown
graphically in Charts 3-7, which are drawn
to twice the scale of Chart 2. The great de-
cline in the net short position of Chicago
hedgers in August-September is largely ex-
plained by the remarkable shift in mill
hedges from a large net short position to
a large net long position (Chart 3, p. 424).
A substantial contributing factor was the
abrupt decline in net short hedges of ter-
minal elevators (Chart 5, p. 425) about the
end of August.

The record of mill hedges in Chicago, as
shown in Chart 3, gains greatly in signifi-
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cance when compared with the data of the
Millers’ National Federation on all hedging
of reporting mills. The circles, joined by ar-
rows where necessary with the curves in
Chart 3, represent in each case precisely
one-third of the aggregate long, short, and
net hedges reported by mills to the Millers’

CHART 3.—AGGREGATE SHORT, AGGREGATE LONG,
AND NeT PostrioNn or Reconpep MiLn Hepcrs
1IN CHI1CAGO, JANUARY—OCTOBER, 1927*

(Million bushels)
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* Data from Reporfs by Members of Grain Fulures
Exchanges, 1930, p. 155. The chart shows also by means of
circles (joined where necessary by arrows to the appro-
priate lines), corresponding data for mills reporting to the
Millers® National Federation, as given in Table 5, p. 419,
above, but with each figure divided by 3 before plotting.
Mill hedges in Chicago as recorded by the Grain Futures
Administration represent approximately one-third of all
mill hedges reported to the Millers’ National Federation.

NET LONG <

National Federation, as of the dates against
which the circles are plotted. Because of the
balancing of stocks of wheat against flour
orders, the hedging position of even a large
mill may over a long period remain below
200,000 bushels, long or short. Only ac-
counts which exceeded 200,000 bushels are
included in the Grain Futures Administra-
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tion record of mill hedging shown in Chart
3. It is probable, accordingly, that a large
percentage of mill hedges in Chicago are
omitted from that record. The fact that,
even so, the record shows the equivalent of
about one-third of all the hedges reported
to the Millers’ National Federation on dates
falling within the period of the record, sug-
gests extensive and possibly dominant usc
of Chicago as a hedging market for mills.
The uniformity with which the recorded
mill hedges in Chicago represent exactly
one-third of the total of mill hedges re-
ported to the Millers’ National Federation
suggests that the recorded mill hedging in
Chicago provides an excellent index of
fluctuations in all mill hedging.

The facts developed above, in conjunc-
tion with the data in Table 5, page 419, lead
to the conclusion that the sharp August-
September decline in net short hedges in
Chicago (and in United States fulures mar-
kets as a whole) was in large part a conse-
quence of the placing of heavy forward
orders for flour. The changes in mill hedges
clearly may be interpreted as a conse-
quence of heavy flour orders and it may be
supposed that these orders occasioned also
an increase in mill buying of cash wheat
which contributed largely to the decline in
net short hedges of terminal elevators.

Similar analysis leads to the conclusion
that the January-March rise in net short
interest, both for Chicago and for all four
markets combined, was related to the de-
cline in unfilled flour orders during this
period. In this rise, however, a consider-
able part was played by an expansion in
the net short position of exporters. The
hedging record for exporters is shown
graphically in Chart 4. The suggestion is
that the exporters were accumulating and
hedging wheat, much of which had been
held unhedged by the previous owners.
Since exporters are reputed to hedge more
consistently than many other dealers, such
an explanation appears plausible.

The sharp increase in net short interest
during later May and early June, despite a
concurrent decrease in commercial stocks,
was contributed to by terminal elevators,
by exporters, and by mills, but especially
by terminal elevators. The data on ter-
minal elevator hedging are shown graphi-
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cally in Chart 5. It is possible that this
May-June increase resulted largely from
purchases by hedgers from non-hedgers,
so that while total commercial stocks de-
creased, stocks in the hands of dealers who
regularly practiced hedging increased, but
we know of little or nothing to support
such an explanation of the phenomenon.
More weight may be attached to the theory
that in consequence of the sharp increase
in wheat prices during late April and May,
which exceeded twenty cents on Chicago
May wheat and twenty-five cents on the
new-crop futures, hedgers, especially ter-
minal elevator operators, who had been
holding substantial quantities of wheat un-

CHART 4.—AGGREGATE SHORT, AGGREGATE LONG,
AND NET PosiTioN or ReEcorpEp HEDGES oF Ex-
PORTERS IN CHICAGO, JANUARY—OCTOBER, 1927*
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Exchanges, 1930, p. 156,

hedged, became fearful of price declines

and protected themselves more fully by

additional short sales of futures.

The record of hedging position of Cana-
d_lans, as shown in Chart 6 (p. 426), is par-
licularly interesting as evidence of the fact
that even as regards the carrying of hedges,
the Chicago futures market is in part an in-
ternational market.! The sharp increase in
Canadian hedging in Chicago during April
and May was probably related to the fact
that in February and March Winnipeg fu-
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turcs had risen some cight cents relative to
Chicago futures and continued to rise grad-
ually, relative to Chicago, during April and
May. Chicago may have become a safer

CHART 5.—AGGREGATE SHORT, AGGREGATE LoONG,
AND Nert PositioN or Recorpep TERMINAL EL-
EVATOR HEDGES 1N CHICAGO, JANUARY—-OCTOBER,
1927*

(Million bushels)

15 I I i5
Aggregate
Short

10 v‘\ , _,‘\IO
5 \ '.' - ."l' .u..“\v/. 5

] " Aggregate ¥

slong | ] AT N e

) B 0
) 15
1oL o

g

2]

w

z
oz \_,r 0

&

R/

u

z

3 Jan Feb Mar Apr May Jun Jul Aug Sep Oct

* Data from Reports by Members of Grain Fulures Ex-
changes, 1930, p. 154.

hedging market than Winnipeg for Cana-
dian exporters, especially those concerned
with wheat in store at Buffalo and at other
eastern points. It is possible also that some
of the transactions recorded as hedges may
have been more in the nature of spreads.

1 The Grain Futures Administration has also tabu-
lated hedging records of Europeans’ for the first ten
months of 1927, not here reproduced, but the totals
are small and of no particular interest in the present
connection. There are grounds, however, for believing
that the hedging operations for foreign account are
larger than is commonly supposed.
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CHART 6.—AGGREGATE SHORT, AGGREGATE LoNg,

AND Nt PosimioNn or Recorpep HEDGES o
CaNADIANS IN  CHIcAGO, JANUARY-OCTOBER,
1927*
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* Data from Reporls by Members of Grain Fulures Ex-
changes, 1930, p. 157.

VARIABILITY OF HEDGING PRACTICE

That it is a very common practice for
dealers to hedge wheat stocks when price
declines are feared and otherwise to re-
frain from hedging is indicated by another
set of hedging records compiled by the
Grain Futures Administration for the
period from December 31, 1924, to April 18,
1925.* The published data show only Chi-
cago hedges in the 1925 May future except
that for December 31 and April 18 the
volume of Chicago hedges in all futures is
given. Hedges in the May future and in
all futures combined on these two dates
compared as follows, in thousand bushels:2

In May In all
future futurcs
On Dec. 31, 1924:

Aggregate short ............ 40,556 41,146
Aggregate long ............. 1,500 3,031
Net short ................ 39,056 38,115

On April 18, 1925:
Aggregate short ............ 8,153 15,360
Aggregate long ............ 2,681 5,121
Netshort ................ 5,672 10,239

1 Fluctualions in Wheat Fulures (Senate Document
No. 135, 69th Congress, 1st Session, 1926).

2 Ibid., p. 114.

3 Jbid., p. 23.
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A chart of the daily net position of hedgers
in the May future and in all futures com-
bined, published by the Grain Futures Ad-
ministration, shows that as regards net
position, at least, the data on the May fu-
ture reflects closely the hedging position in
all Chicago futures. Chart 7 shows graphi-

Cuanrt 7.—AGGREGATE SHORT, AGGREGATE Long,
AND NET PositioN or ALL REcCORDED HEepcEs 1N
Cuicaco May WHEAT, DEcEMBER 31, 1924, 1o
AprriL 16, 1925*
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* Data from a report of the U.S. Grain Futures Admin-
istration, Fluctuations in Wheat Fulures (Senate Document
No. 135, 69th Congress, 1st Session, 1926), pp. 99-101 and
101-106,

cally the aggregate long, aggregate short,
and net position of the recorded Chicago
hedges in May wheat as of December 31,
1924, and each Saturday thereafter until
April 18, 1925.

This hedging record contrasts sharply
with that for the period beginning Decem-
ber 31, 1926, discussed above., At the end
of December 1926, the net position of re-
corded hedgers in Chicago was long,
whereas on the same date in 1924 it was
short nearly 40 million bushels. Through-
out the period from December 31, 1924, to
early March 1925, the net short position of
recorded hedgers in Chicago May wheat
remained close to or over 40 per cent of
the visible supply of wheat in the United
States. This large recorded net short posl-
tion is rendered the more impressive by the
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fact that it included accounts of only 62
hedgers, little more than half the number
included in the reccord of 1927, discussed
above. Only those were included who had
had oceasion to buy or to sell as much as
100,000 bushels in a single day.

If it be supposed that the recorded net
short position of hedgers in Chicago on
January 31, 1925, represented something
under half of the net short position of all
hedgers in Chicago and one-fourth of the
net short position of all hedgers in the
United States, the total net short position
of all hedgers on that date in all markets
was 120 million bushels. The Millers’ Na-
tional Federation received reports as of
January 31, 1925, from mills representing
slightly over half of the milling output of
the country showing unfilled flour orders
aggregating 58,277,000 bushels. If the un-
filled orders of all mills totaled 110 million
bushels, 230 million bushels of wheat may
have been covered by net short hedges and
unfilled flour orders as of January 31, 1925.
The total commercial stocks of wheat and
of flour (above minimal flour stocks) in the
United States on that date were in the
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in Chart 8 (p. 428). This serics of data is
much less inclusive than the data previously
discussed, as is clear from the smaller num-
ber of accounts included, representing about
one-fifth of the number included in the
1927 record and one-third of the number in
the 1925 record. The twenty-two accounts
included in this record for 1926 were those
which at some time during the period
reached or cxceeded a position of 500,000
bushels long or short in any one future.
During most of this period in 1926 the posi-
tion of these 22 hedgers was net long, in
contrast with the heavy net short position
of recorded hedges during the weeks of
high prices in 1925.

The foregoing data on prevalence of
hedging during three separate periods and
the evidence therein that to a considerable
extent hedges are employed only when ad-
verse price movements are anticipated
lends added significance to data collected
some years ago by the Federal Trade Com-
mission. In 1918 the Commission addressed
a questionnaire to country elevators and
warchouses which included the question,
“Is it a custom to hedge your grain pur-

neighborhood of 240 million bushels. With chases?” The replies were tabulated as
a liberal allowance for error in these esti- follows:?
Reporting to Reporting only by
Total Reporting “Yes” some extent flour sales Reporting *No"”
Source number
reporting Percent- Percent- Percent- Percent-
Number uge Number age Number age Numhber } age
Elevators ..........c.ocuevn 8,217 3,437 | 41.83 810 9.86 9 0.11 3,961 48.20
Warchouses ..........ccvvnn 354 7 1.98 10 2.82 . cees 337 | 95.20
Total ........coiiiiein.n. 8,571 3,444 40.18 820 9.57 9 0.11 i 4,298 F 50.15

mates, if remains clear that on January 31,
1925, when wheat prices were at their high-
est post-war levels, virtually all the wheat
and flour in commercial hands in the
United States was hedged in futures or
tovered by unfilled flour orders.

A little over a year later, with wheat
prices sharply lower, the position of hedg-
trs was radically different. The change
ay be judged roughly from a record of
!he accounts of twenty-two large hedgers
In Chicago compiled by the Grain Futures
(Administrntion for the period from April
20 to December 31, 1926.' The data, as of the
end of each week, are shown graphically

Nearly one-fifth of the elevators and ware-
houses employing hedging qualified their
statement in such a way that it was classi-
fied under the heading of hedging “to some
extent.” The question having been framed
as it was, it may be supposed that many
clevators answered “yes” without qualifica-
tion even though their hedging custom was
not entirely regular.

1 See Major Transactions in the 1926 December
Wheat Future (U.S. Department of Agriculture Tech-
nical Bulletin No. 79, September 1928), especially
pp. 14-16 and 37-42.

2 Couniry Grain Markeling (Report on the Grain
Trade, Vol. I, September 1920), p. 213.
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Crtart 8 —AcGonrecaTE S1ont, AGGREGATE LONG,
AND NET PosirioNn orF TweNTY-rwo HEDGING
Accounrs IN Cuicago, Arrin 30 10 DECEMBER
31, 1926*
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Among flour mills a still larger degree of
irregularity in hedging practice was indi-
cated in reports received by the Federal
Trade Commission. The precise form of
the inquiry in this case is not stated. Over
half of the companies reporting (126 out
of 242) stated that they did not hedge at
all, but failure to hedge was more common
among small companies, with the result
that in terms of milling capacity the per-
centage not hedging was only 38.3. The
results of the inquiry are tabulated as fol-
lows:!

_(]upacit?' Pereentage
in barrels distribu-
per day tion
Hedging policy:
Not hedging ............. 145,335 38.43
Hedging more or less. .. ... 232,850 61.57
Total .................. 378,185  100.00
Treatment of flour contracts
by hedging companies:
Hedging all .............. 148,525 63.79
Hedging part ............ 68,175 29.28
Hedging none, though hedg-
ing wheat ............. 16,150 6.93
Total .................. 232,850  100.00
Treatment of wheat purchased
by hedging companies:
Hedging all .............. 140,625 60.39
Hedging part ............ 44,750 19.22
Hedging none, though hedg-
ing flour contracts...... 47,475 20.39
Total .................. 232,850  100.00

FINANCIAL RESULTS OF SPECULATIVE HOLDING OF WHEAT

It would be most inferesting to have sim-
ilar data on the hedging practice of term-
inal elevator companics. So far as we have
been able to ascertain, no comprehensive
data of the sort have been published.

Division oF GAINS AND Losses

If the more or less fragmentary picture
of hedging practice in recent years, which
has been pieced out from the data dis-
cussed above, is representative of general
hedging practice in the United States, a
large percentage of the speculative losscs
on the holding of wheat is shifted to trad-
ers in futures, while a large percentage of
the gains is taken by others than futures
traders. It may be that in years of losscs
on speculative holding, the losses taken by
futures traders considerably exceed the
total losses on the carrying of the visible
supply and it seems highly probable that
in years of gains the gains taken by futures
traders represent only a fraction of the
gains taken on the carrying of the visible
supply.

If traders in futures took the equivalent
of all of the gains and all of the losses on
speculative holding of the visible supply,
the results over the forty-one years under
review would have shown a net loss, neg-
lecting commissions and other expenses.
Over no ten-year or even five-year period
within the forty-one years would they have
realized a large average gain per bushel.
It is fairly clear that in fact traders in fu-
tures must have taken at least a larger
percentage of the losses than they did of
the gains. In consequence, their losses must
have substantially exceeded their gains
over most periods of moderate length.

Others who have participated in gains
and losses on the speculative holding of
wheat are grain dealers, millers, and flour
buyers. Millers, though they carry stocks of
wheat and of flour which are usually more
than the equivalent of the total visible sup-
ply and sometimes more than double the
amount in the visible supply, appear usu-
ally to take but a small part of the specula-
tive gains and losses. Their stocks of wheat
and of flour have usually been fairly well

1 Effects of Fulure Trading (Report on the Grain
Trade, Vol. VII, June 1926), p. 45,
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palanced by unfilled flour orders. On the
few occasions on record when mill stocks
have exceeded flour orders or orders have
exceeded stocks by large amounts, the
greater part of the excess, as recorded in the
reports to the Millers’ National Federation,
has been hedged.

Most of the speculative gains and losses

on the holding of wheat which have not.

bheen shifted to traders in futures have
heen taken by grain dealers and by flour
huyers who have placed large forward or-
ders for flour. There is a prevalent opinion
that the practice of placing heavy forward
orders for flour is to a considerable extent
a recent development. However this may
e, it appears that during the past six years
the volume of such orders has represented
the cquivalent of from around one-third to
two-thirds of the total stocks of wheat in
commercial hands in the United States. If
the unfilled flour orders reported to the
Millers’ National Federation be raised to
100 per cent (on the basis of the ratio of
wheat and flour stocks of reporting mills
to the corresponding stocks of mills report-
ing to the United States Department of
Commerce as of the same date, and the
ratio of produclion of the latter to total

Uniled States flour production) and com-.

pared with the estimated total commercial
stocks of wheat and of flour, the following
relations are shown, in million bushels and
in percentages:
Estimated
unftlied

flour orders,
as wheat

Total Percentage
commercial  unfilled
stocks of  orders to

wheat and  total stocks

flour
1925 June 30 ...... 38 87.6 44
Dee. 31 ...... 90 241.7 37
1926 June 30 ...... 54 78.0 69
Sept, 36 ...... 189 262.3 72
Dee. 31...... 153 231.1 66
1927 Mar. 31 ...... 104 170.4 61
June 30 ...... 58 85.8 67
Sept. 30 ...... 180 264.0 68
Dee, 31...... 135 252.1 54

429

Total
commercial
stocks of

Estimated
unflljed
flour orders,

Percentage
unfltled
orders to

as wheat wheat and total stocks
flour
1928 Mar. 31 ...... 97 194.0 50
June 30 ...... 43 104.3 41
Sept. 30 ..., 229 337.3 68
Dec. 31 ...... 175 337.3 52
1929 Mar. 31 ...... 113 276.1 41
June 30 ...... 78 201.5 39
Sept. 30 .. ..., 171 458.7 37
Dee. 31 ...... 142 404.9 35
1930 Mar. 31 ...... 112 306.8 36
June 30 ...... 160 228.2 44

It appears that, broadly, about half of
the speculative risks on the carrying of
commercial wheat stocks in the United
States during the last six years has fallen
on flour buyers. The proportion has varied
considerably from time to time and the
data are available only for dates so far
apart and over such a short period of years
that it is impossible to judge whether the
speculative gains taken on forward orders
of flour excceded the speculative losses
during this period, or the losses exceeded
the gains.

Dealers in cash wheat carrying stocks
unhedged appear commonly to stand sec-
ond in importance as carriers of specula-
tive risks on wheat price changes. At times
dealers hedge such a large proportion of
their stocks that futures traders, to whom
they transfer the risks through hedges, take
second place and the dealers take a low
third place. The available evidence, though
very limited in scope, suggests strongly
that dealers are fairly successful in choos-
ing when to take price risks and when not.
It is probable that dealers have on the
whole profited from such speculative hold-
ing of wheat as they have chosen to under-
take. If so, they have profited by taking
gains on occasion, when gains were to be
had, and shifting a considerable proportion
of losses to traders in futures.

V. SUMMARY AND CONCLUSIONS

In summarizing the results reached in the
foregoing pages and developing some of the
conclusions to which they lead, attention
may be directed first to the data showing
for cach crop year 1907-08 to 1915-16 and
192122 to 1929-30, the total gain or loss on

the speculative holding of all wheat and
flour in the United States. The results are
shown graphically in Chart 9 (p. 430) by the
broken line with the scale at the right. Dur-
ing the nine years 1907-08 to 1915-16 there
were four years in which speculative hold-
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ing showed a loss. The largest loss was 32
million dollars in 1910-11; the total loss
for the four ycars of loss was 99 million
dollars. The largest gain was 119 million
dollars in 1914-15 and the total gain in the
five years of profitable holding was 200 mil-
lion dollars. For the nine years as a whole
there was a gain of 101 million dollars.
This total gain was realized parlly on the

FINANCIAL RESULTS OF SPECULATIVE HOLDING OF WIIEAT

During the nine post-war years, 1921-99
1o 1929-30, there were five years of loss and
four of gain. The largest loss was 226 mil-
lion dollars, in 1929-30. The five yecars in
which holding was unprofitable showed 4
total loss of 337 million dollars. The larg-
est gain was 95 million dollars, in 1924-25,
Gains in the four years of profitable hold-
ing totaled 146 million dollars. The nine

CHART 9.—SPECULATIVE GAINS AND Losses oN THE Horping or WiraT AND FFrour N taE Unime
STATES, BY Crop YEARS, JuLy 1884 1o Juni 1916 anp Jury 1921 ro Juni 1930*
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holding of some wheat for short periods
and partly on the holding of other quanti-
ties for longer periods. The total amount
of holding was equivalent to carrying 1,686
million bushels of wheat for ten months.
The gain therefore represented an average
of 0.6 cent per bushel per month.

post-war years as a whole showed a total
loss of 191 million dollars. The holding
during the nine years was equivalent o
carrying 2,387 million bushels for ten
months and the average loss on this hold-
ing was 0.8 cent per bushel per month.
The gains and losses given above art
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totals for approximately all trading in
wheat futures plus total gains and losses
on approximately all holding of unhedged
wheat or flour in commercial channels, in
so far as the latter gains or losses might
have been avoided by hedging. Holders of
wheat and flour take some price risks which
arc not hedgable; gains or losses on such
risks are not included. Gains or losses inci-
dent to the holding of wheat on farms are
also omitted. The gains and losses shown
are net gains or losses in the sense that in
cach figure gains of some individuals are set
against losses of others. They are gross
gains or losses in the sense that no account
is taken, at this stage in the calculations, of
any costs of carrying the risks, such as
commissions paid by traders in futures, in-
terest on funds deposited as margins, or
cxcess interest paid by holders of unhedged
wheat or flour in consequence of failure to
hedge. '

In the nature of the case, the above-
mentioned figures cannot claim precise
accuracy. They have been given only in
millions of dollars and each figure may be
in error by a million dollars and some of
the largest figures may be in error by 3 or
5, or possibly even 10, million dollars. For
the principal purpose which these figures
may serve, such errors are negligible. The
chief source of error is one which tends to
result in exaggerating the gains and in min-
imizing the losses. In so far as the figures
are in error, correct figures would show
smaller average gains and larger average
losses.

Another set of data makes possible the
calculation over a much longer period of
annual gains and losses on that portion of
the speculative holding involved in carry-
ing the visible supply of wheat in the
United States. Gains and losses on this por-
tion of the total appear to be fairly repre-
sentative of total gains and losses. The
results of this calculation for years begin-
ning with 1884-85 are shown graphically in
Chart 9, opposite, by the solid line, for which
the scale is at the left. Different scales arc
used for the two curves for convenience in
comparison: 20 million dollars of total gain
or loss is represented by the same distance
on the chart as that which represents 10
million dollars of gain or loss in the repre-
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sentative partial scries. The dotted line,
plotted also to the scale at the left, shows
for each year, 1884-85 to 1915-16, the total
calculated loss indicated by the representa-
tive partial series from 1884-85 to the year
in question; and for cach year, 1921-22 to
1929-30, the total calculated gain or loss
indicated by the representative partial
series from 1921-22 to the year in question.

From this chart it appears that the twelve
years from 1884-85 to 1895-96 as a whole
were years of heavy losses from speculative
holding of wheat. The representative par-
tial series shows losses totaling 75 million
dollars for these twelve years. During the
eight years 1921-22 to 1928-29 the total
gains and losses averaged 3.3 times as large
as the gains and losses shown by the partial
scries.* During the earlier nine-year pe-
riod, 1907-08 to 191516, the total gains and
losses averaged 3.9 times as large as thec
gains and losses shown by the partial se-
ries. Applying these ratios to the twelve-
year period 1884-85 to 1895-96, the total
loss for the period may be estimated at
250 to 300 million dollars.

During the twenty years, 1896-97 to 1915-
16, gains were somewhat more frequent
than losses. The partial scries shows a total
gain of 15 million dollars for the eighteen
years, 1896-97 to 1913-14, which, with a
30-million-dollar gain in 1914-15, brings the
gain for twenty years to 45 million dollars.
This, with the 75-million-dollar loss of the
first twelve years, gives a loss over thirty-
two years of 30 million dollars. Applying
the previous ratios, the loss on all specula-
tive holding of wheat during this 32-year
period may be estimated at around 120
million dollars.

In connection with these cumulations of
gain and loss over periods of several years
it should be especially noted again that the
major errors to which the calculations are
subject are in the direction of overstating
gains and understating losses. Such errors
are probably unimportant in individual
years but may be relatively important in
totals for long periods of years. The actual
total loss on all speculative holding of

1 Data for 1929-30 are omitted in calculating this
ratio inasmuch as the relation betwecn the two
scries in that ycar was clearly cxceptional and un-
representative.
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wheat during the thirty-two years 1884-85
to 1915-16 can scarcely have been less than
120 million dollars and may have been con-
siderably greater. The actual total loss on
all speculative holding of wheat during the
nine years 1921-22 to 1929-30 may have
been in excess of the 191 million dollars
shown directly by the series for total gains
and losses.

GAINs AND LosSES BY CLASSES OF SPECULATORS

It is especially interesting to examine the
gains and losses of different classes of spec-
ulative holders of wheat. The segregation
of the totals into their parts cannot be
made with entire accuracy, but certain
useful approximations are possible.

During at least the six ycars and more
since January 1925, the most important
group of carriers of speculative risks on
the holding of wheat in the United States
has been a group not commonly thought of
as important speculators, nor ordinarily
given much consideration in connection
with the holding of wheat. During this pe-
riod something like half of the total gains
and losses on speculative holding of wheat
has been shifted to those flour buyers who
have made a practice of placing heavy for-
ward orders for flour. It is impossible to
determine with confidence whether these
flour buyers have taken a larger proportion
of the total speculative losses than they
have of the gains or a larger proportion of
the gains than they have of the losses.
Probably the best guess is that they have
taken about one-half each of the gains
and of the losses since 1925. If so, they
have taken since 1925 much heavier losses
than gains, for during this period total
speculative losses far exceeded total specu-
lative gains.

Speculative gains and losses not taken by
flour buyers have been divided between
wheat dealers and millers who have held
wheat unhedged, and traders in futures
who have carried the hedges of other wheat
dealers and millers. The evidence is clear
that many dealers and numerous millers
follow a practice of hedging wheat stocks
owned only when they anticipate a price
decline, and holding unhedged when they
have hopes of a price advance. On the

FINANCIAL RESULTS OF SPECULATIVE HOLDING OF WHEAT

whole dealers and millers appear to have
been fairly successful in this policy of se-
lective hedging. In consequence, one may
judge that dealers and millers have taken
a larger percentage of total speculative
gains than they have of total speculative
losses. Probably their speculative gains
have, in general and over a long period of
years, considerably exceeded their losses,
despite the fact that speculative losses on
the holding of all wheat have exceeded
speculative gains.

Speculators in futures who carry the
hedges on hedged wheat are, separately and
individually, able to choose when to take
speculative risks and when not, but as a
group they are left only the choice of the
price at which they will assume the risks.
The millers and dealers who hedge deter-
mine what volume of hedges will be placed
with futures traders. Futures traders, there-
fore, literally take whatever is left. They
arc the residual claimants. If flour buyers
have taken about equal portions of gains
and of losses and if millers and dealers
have been successful in taking a larger
portion of the gains than they have of the
losses, it follows that futures traders carry-
ing hedges have taken a larger proportion
of the total losses on speculative holding
of wheat than they have of the total gains.
Since, during the forty-one years under re-
view, speculative losses have considerably
exceeded speculative gains, it appears that,
over this period, futures traders carrying
hedges must have taken losses greatly in
excess of their gains. Probably their losses
have heen of about the magnitude of the
losses on the carrying of the visible supply
(the representative series of Chart 9) and
their gains much less than the gains on the
carrying of the visible supply.

ResuLts or Furures TRADING

Except in connection with hedges, every
purchase of wheat futures by one specu-
lator is accompanied by an equal sale of
wheat futures by one or more other specu-
lators and every sale of wheat futures by
one speculator is accompanied by an equal
purchase by one or more other speculators;
every gain by one speculator is accompa-
nied by an equivalent loss on the part of
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onc or more other speculators and every
loss by one speculator is accompanied by
an cquivalent gain on the part of one or
more other speculators. All the gains and
all the losses taken by speculators as a group
are those which are taken on the carrying
of hedges. The foregoing conclusion that
speculators in wheat futures have lost heav-
ily, over a period of years, on the carrying
of hedges, significs that speculators as a
group, and neglecting commissions and
other costs, have ‘lost heavily on all their
frading.

The financial results of speculation in
futures have been discussed in terms of
gains and losses arising solely out of price
changes, no account having been taken of
the expenses of trading in futures. Gains
and losses of futures traders, cxpressed
thus, are directly comparable with the gains
and losses on hedgable price risks realized
by grain dealers and flour buyers who
chose not to hedge their price risks. This
comparison has just been made. More im-
portant, these gains and losses of futures
traders may be traced back to determine
at whose expense the gains were made and
to whose benefit the losses accrued.

The fact that, over the forty-one years
under review, speculative holding of wheat
was done at a loss indicates that, after al-
lowing for costs of holding, the weighted
average Chicago price at the time farmers
sold was higher than the weighted average
price in the same market at the time con-
sumers bought. In so far as the net losses
on speculative holding were taken initially
by cash wheat dealers, millers, flour dealers,
and bakers, it may be that the losses on
speculative holding were absorbed, at least
partially, by widened margins. It is doubt-
ful that they were fully absorbed in that
way, for the competition of dealers and
millers who hedge and therefore take little
or no speculative loss tends to keep margins
too narrow to cover speculative losses in
addition to other costs. In so far as the
losses on speculative holding were taken by
Speculators in futures, they cannot have
been ahsorbed in increased margins, for
speculators in futures have no opportunity
for such shifting of losses. Futures trading
m the United States, over the forty-one
Years under review, must therefore have re-
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sulted in a narrowing of the spread between
the weighted average price received by pro-
ducers and the weighted average price paid
by consumers.

It is clear, then, that there exist no large
profits of speculators, as a group, which
may be supposed to have been made at the
expense of cither producer or consumer.
On the contrary, speculators in futures, as
a group, have lost money. They have pro-
tected hedging dealers and millers from
losses which would otherwise have fallen
on the dealers and millers, and the compe-
tition of such dealers and millers has prob-
ably held margins of others at a level pro-
viding little or no allowance for losscs on
speculative holding and no room for a
charge for risk-taking or to cover any excess
cost incident on failure to hedge.

Over the forty-one years under review,
hedging of all the wheat in the visible sup-
ply would have saved owners of the wheat
losses from price changes averaging close
to 0.6 cent per bushel per month on wheat
held. In individual years savings in consc-
quence of routine hedging would have heen
great. In other individual years dealers
would have made more by not hedging.
During the twelve years 1884-85 to 1895-96
hedging would have resulled in average
savings of about 114 cents per bushel per
month on all wheat held in the visible
supply. During the next twenty years, hold-
ing unhedged would more commonly have
proved profitable; hedging would have re-
sulted in foregoing an average gain of %
cent per bushel per month held. The thirty-
two years ending with 1915-16, taken as a
whole, would have shown an average gain
from hedging of about 0.2 cent per bushel
per month held.

The eight years 1921-22 to 1928-29 would
have shown neither appreciable gain nor
loss from hedging the wheat in the visible
supply, but in 1929-30 hedging would have
saved an average of about 5.5 cenls per
bushel per month on all wheat held in the
visible supply. For the nine years 1921-22
to 1929-30, as a whole, the average gain
from hedging would have been about 1.4
cents per bushel per month.

Against the savings resulting from hedg-
ing—for example, the 41-year average of
0.6 cent per bushel per month—must be
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set certain costs. The usual commission is
now 1 cent per bushel for non-members
of the grain exchange and 14 cent for mem-
bers. These charges cover both the placing
and the removal of the hedges. Over the
41-year period, therefore, the routine hedg-
ing of stocks of wheat would have paid for
itself except on stocks carried for only a
fraction of a month. The hedger in addi-
tion enjoyed freedom from substantial
risks and may have been able to borrow
more freely and on better terms. Selective
hedging probably showed somewhat better
returns than routine hedging would have
shown, but the advantage is more prop-
erly ascribable to successful speculation
than to hedging.

The general showing of avoidance of
losses, on the average, in consequence of
hedging of stocks of wheat does not neces-
sarily imply the foregoing of gains, on the
average, in consequence of hedging of net
forward sales. Hedging of all stocks would
have resulted in gains because stocks to be
hedged have been larger, on the average,
in periods of declining prices than in pe-
riods of rising prices. Hedging of forward
sales, as frequently practiced by exporters
and by mills, has resulted in the foregoing
of gains only in case forward sales have
been larger, on the average, in periods of
declining prices than in periods of rising
prices. Evidence is lacking to indicate
whether this has been the case or not.

NEeT Losses or Furures TRADERS

‘When account is taken of the costs of
trading in wheat futures, the financial re-
sults make a very different showing than
when no account is taken of such costs.
Omitting such costs, speculators in wheat
futures, as a group, must have lost heavily
between 1884-85 and 1895-96, when total
losses on speculative holding of wheat were
large, and may have regained some of this
loss during the next twenty years, chiefly
in one year, 1914-15, when gains were
made on the speculative holding of wheat
in the United States. During the eight years
1921-22 to 1928-29, speculators in futures
may have broken even, or lost moderately,
still neglecting costs, and in 1929-30 they
must have lost very heavily.

FINANCIAL RESULTS OF SPECULATIVE HOLDING OF WHEAT

Speculators in futures have lost in addi-
tion commissions paid and other expenses
of conducting trading which, between
1921-22 and 1928-29, averaged in excess of
15 million dollars a year. During the eight
years 1921-22 to 1928-29, trading in wheat
futures on all United States markets aver-
aged 13.3 billion bushels a year. Of this
average, perhaps 2 billion bushels repre-
sented trading by hedgers' and about 11.3
billion bushels, trading by speculators, in-
cluding scalpers and spreaders.

As noted above, the commission rates on
futures trading that have been charged at
Chicago and at most, if not all, other mar-
kets in the United States since 1920, are
1 cent per bushel to non-members and
1% cent per bushel to members. Members,
however, may perform for themselves all
or part of the operations performed by a
commission house for its clients: they may
pay nothing in the nature of a commission,
or they may pay only a brokerage charge
of 15 cents per 1,000 bushels,? only a clear-
ing charge of 25 cents per 1,000 bushels, or
both, or they may pay the $1.25 per 1,000
bushels member’s commission. On the basis
of an investigation of the amounts of trad-
ing done in the various ways the Federal
Trade Commission estimated that the av-
erage commission or other proper charge
on all trading in all grains in Chicago, at
the rates in force since 1920, was close to
the member’s commission rate of $1.25 per
1,000 bushels, or % cent per bushel.* This
calculation included an allowance of 15
cents per 1,000 bushels for costs of mem-
bers performing for themselves all opera-
tions connected with the transactions.

At this rate, the cosf of 11.3 billion bush-
els of trading annually would be about 14
million dollars per year. To this should be
added for completeness certain expenses
for interest on margins, for telegrams, for

1A liberal estimate, based on study of records
published by the U.S. Grain Futures Administration.

2 This rate applies to lots of 5,000 bushels or multi-
ples thercof; on smaller lots the brokerage charge 1§
25 cents per 1,000 bushels.

3 More specifically, the Commission arrived at Phc
figure of $6.96 per 5,000 bushels without allowing
for the higher rates on lots of less than 5,000 bushels,
for which they made a rough upward adjustment of
costs as calculated from the rate of $5.96 per 5,000
bushels. See Effects of Fulure Trading (Report on the
Grain Trade, Vol. VII, February 1926), chap. iv, Sec. 7.
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rental of tickers, for membership in grain
cxchanges, and federal taxes. It is not
worth while to attempt a close estimate of
these expenses, but it is clear that they
would bring the post-war average annual
direct outlay by speculators in futures to a
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figure in excess of 15 million dollars. It ap-
pears, therefore, that speculators in wheat
futures taken as a group have in the past
carried the risks of price changes on hedged
wheat and have received no reward for the
service, but paid heavily for the privilege.

This study has been prepared by Holbrook Working with
the assistance of Adelaide M. Hobe and P. Stanley King
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TABLE 1.—SPECULATIVE GAINS AND LosSES oN THE HoLDING OF WHEAT IN THE UNITED STATES, AMOUNT
or HoLpING, AND GAINS AND Lossts Per BusuEeL Per MoNTH BY Cror YEARS,

1884-85 To 1915-16 anxp 1921-22 To 1929-30*

Number of bushels held Galn or loss per bushel
Total gain or loss one month per month
(million dollars) (million bushels) (cents per bushel)
Crop year
July-Juno On all In all On all
On vigible commercial In visible commerelal On visible commerelal
supply stocks supply stocks supply stocks
1884-85.......... — 2.8 431.9 L L. —0.65
1885-86G.......v.t. — 16.0 556.6 | ....... —2.88
1886-87........... — 5.7 592.2 1 Lo — .95
1887-88........nt — 2.0 416.3 | ... — .48
1888-89.........t — .6 36.4 | ... — .17
1889-90........... + 9 281.2 | ... + .30
1890-91........... — .8 245.1 | ... — .34
1891-92........... — 8.7 389.0 ... —2.23
1892-93...... et — 11.7 732.8 | ... —1.59
1893-94......vetn. — 18.8 821.7 | ... —2.29
1894-95........... + 1.5 842.8 | ... + .17
1895-9G....cvvnnen — 10.5 638.6 | ... —1.64
1896-97.......cvt + 4.6 5%6.1 | ..., + .87
1897-98........... + 9.5 313.3 | ..., +3.03
1898-99.......cuttn + 2.3 253.8 | ... 4+ .90
1899-00........... — 1.1 551.7 | ...l — .20
190001........... — 9.5 610.2 | ....... —1.56
1901-02........... - .8 467.3 ] ... — .17
1902-03.........0 + 3.1 380.5 | ....... + .83
1903-04........... + 4.9 277.5 | ... +1.75
1904-05........... + 3.3 268.4 | ....... +1.23
1905-06........... — 2.6 336.6 | ....... — .77
1906-07........... + 2.8 434.1 ] ....... + .64
1907-08........... — 5.4 — 27.5 412.6 1,846.4 —1.31 —1.49
1908-09........... + 11.2 + 43.5 379.1 1,447.5 +2.96 +3.01
1909-10........... + 1.4 + 11.8 255.7 1,489.8 + .53 + .79
1910-11.....c0eees — 6.6 — 31.6 384.4 1,782.9 —1.73 —1.77
9111200 eees + 7.1 + 20.2 1622.3 1,977.2 +1.14 +1.02
1912-13........... — 5.5 — 25.0 531.3 2,016.7 —1.04 —1.24
1913-14........... — 4.1 — 15.3 578.5 1,988.5 — .71 — .77
1914-15.......ect 31.1 +118.8 530.3 2,150.1 +5.86 +-5.52
1915-16........e0 — .8 + 5.8 465.7 2,161.2 — .18 4+ .27
1921-22.........0 — 1.6 + 1 460.4 2,068.0 — .34 .00
1922-23. ... .ot + 1.1 + 7.3 430.1 2,263.3 + .25 + .32
1925-24........... — .5 — 4.2 682.6 2,444.3 — .07 — .17
1924-25........... -+ 29.8 + 95.5 797.1 2,562.5 4-3.74 +3.73
1925-26........... + 8.3 -+ 43.2 431.1 2,196.9 +1.93 +1.97
1926-27........... — 24 — 9.0 615.8 2,311.9 — .40 — .39
1927-28........... — 3.8 — 16.8 802.8 2,432.1 C— 47 — .69
1928-29........... — 29.9 — 80.4 1,306.5 3,342.3 —2.29 —2.41
1929-30. .. ...oune —102.4 —226.3 1,875.1 4,246.0 —5.46 —5.33

* Data computed as deseribed in Sections IT and III above. Gains are preceded by a plus (-+) sign, losses by a minus

(—) sign.
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Dots (....) indicate figures not calculated owing to lack of necessary data,



APPENDIX 437

TABLE IL—ESTIMATED UNITED STATES MARKETINGS OF WHEAT BY FarMERS, MoNTHLY, JULY 1907 TO
JuNE 1916 anp JuLy 1921 to JUNE 1930*

(Million bushels)

Crop year ’ ‘ '

July~June July 1 [ Aug.1}8ept.1; Oet. 1| Nov.1| Dec. 1| Jan. 1} Feb. 1} Mar.1] Apr.1| May1 | Junc1 | Total
1907-08.....oonvinnt 49.1| 76.4| 87.3| 76.4] 43.6| 43.6 | 38.2 | 22.4 l 32.7 | 22.4 | 26.7 | 26.7 |545.6
190809 .. ..oovviint 82.8| 72.2| 89.4| 66.7, 56.1| 44.4 | 27.8 | 33.3 | 27.8 | 22.8 | 16.1 | 16.1 | 555.5
1909-10. . .ovvvnninns 58.1| 69.1| 98.7) 92.9| 58.1| 46.5 | 34.8 | 28.5 ) 28.5 | 18.0 ; 23.8 | 23.8 :580.7
1910-11.coevvinias, 66.2) 91.8| 79.0| 63.4| 46.2 | 44.5 | 33.4 | 24.5 . 26.7 | 20.6 | 28.4 ; 31.7 {556.1
91112000 85.7] 79.7| 88.4| 69.0| 45.3| 34.5 | 30.7 | 29.1 | 19.9 | 18.3 | 19.9 | 18.3 |538.8
1912-13. ..ol 53.7| 87.31103.7|102.4| 68.3| 54.4 : 37.9 | 31.0 ! 22.1 | 22.1 | 24.7 | 24.7 |632.3
1913-14..ccovinnnn 98.9 ! 81.3| 8.8| 77.7| 58.8 | 46.1 | 40.6 | 29.1 | 25.5 | 17.6 | 21.2 | 23.1 1606.7
1914-15. ..o 136.9 | 103.2 | 121.2 | 97.8| 80.6 | 58.7 | 89.9 | 4.6 ; 25.8 | 36.0 | 21.1 | 16.4 ;782.1
1915-16. . ..ovinnl 59.4] 92.0|120.6)121.3|103.7 | 92.0: | 56.9 | 56.9 ] 31.8 | 32.6 | 39.3 | 30.1 ;836.5
1921-22...00iiinnes 143.0 | 136.3 | 122.8 | 79.4 | 50.9 | 40.4 | 33.0 | 36.7 } 29.2 | 24.0 | 26.2 | 27.0 |748.9
192223, .....0e 104.7 | 122.4 { 100.4 | 84.9 ' 60.8| 52.3 | 38.9 | 36.1 | 30.4 | 26.2 | 24.0 | 26.2 ‘[707.3
1923-24. . .ooinninnt 81.8|107.5 | 102.0 83.6| 58.0 | 37.9 | 28.1 ; 29.3 { 20.1 | 17.7 | 22.6 | 22.¢ . 610.6
1924-25...c0vininn, 96.4 ] 140.3 | 124.0 1 102.8} 61.0 ) 39.7 | 37.6 | 29.8 ‘ 17.7 | 11.3 | 22.0 | 26.2 |708.8
192526, ....coveene 84.6|107.8 1 108.3 | 63.2| 49.9| 40.6 1 27.3 | 23.2 : 17.4 | 17.4 | 16.8 | 23.2 |579.7
1926-27.....00iiiitl 155.0 1 144.3 | 93.8| 71.1| 41.2| 35.5 | 32.7 | 32.7 | 25.6 | 17.1 ! 22.7 | 39.1 {710.9
1927-28. ..o vinitll 110.4 | 133.4 | 140.5| 90.3 | 55.2 1 40.2 | 32.3 | 29.4 ! 21.2 | 17.9 , 17.9 | 22.2 [ 717.0
1928-29.......oiit L 134.0| 139.2 | 127.3 , 86.8 | 52.4| 40.4 ; 28.4 | 32.2 | 25.5 | 18.7 | 19.5 | 44.2 [748.6
1929-30.......oell 182.6 1 160.1; 92.3| 55.4| 380.8| 30.8 ; 20.5 | 19.2 : 15.7 1 16.4 | 17.8 | 42.4 1684.1

* Total marketings for each crop year are estimated from the relatively accurate data on disposition. They are taken
as equal to wheat requirement for domestic flour consumption, plus net exports and shipments to possessions of wheat
and of flour as wheat, plus increases in total commercial stocks of wheat or minus decreases in commercial stocks.
This method results in omitting such relatively minor quantities of wheat as are marketed and used as feed or as seed
by other farmers, or for commercial purposes other than milling. Crop year totals are distributed among the months on
the basis of estimates of percentages marketed monthly, as published by the United States Department of Agriculture.

TABLE III.—ArProXIMATE ToTralL COMMERCIAL STOCKS OF WHEAT AND OF FLOUR AS WHEAT IN THE
UN1TED STATES, MONTHLY, JULY 1907 10 JULY 1916 AND JULY 1921 TO JULY 1930*

(Million bushels)

Crop year I . I ’ J

July-June July1 | Aug.1|8Sept.1 Oct.1| Nov.1| Dec.1 | Jan.1 | Feb.1 | Mar.1| Apr.1} May1 |Juncl
1907-08.. e 136.7 | 140.5 | 167.7 | 202.4 | 220.4 | 205.7 | 187.1 | 167.7 | 142.1 | 127.1| 103.7 | 82.5
190809, ..ovevvvinnen... 62.3 | 97.8|114.5| 147.7 | 157.8 | 164.2 | 158.4 | 139.5 | 131.9 | 115.3 | 97.0| 69.6
1909-10. . ..o 45.4| 59.5| 80.1|127.91167.2(173.9171.5|161.8 |151.2 | 136.5 | 111.0| 90.3
1910-11. ..o 72.7 ] 96.01143.11177.5]193.6 | 194.6 { 191.2 ; 177.8 : 161.6 | 142.9 | 119.8 ; 102.5
P12, 91.9 [ 131.3 | 160.6 | 199.4 | 219.5 | 219.6 1 206.2 | 190.9 | 178.9 | 152.9 | 127.8 | 103.8
M2-13.. 80.7 | 91.2]129.2177.0|218.2 | 231-1{230.7 | 214.7 { 200.1 | 173.0 | 145.3 {118.4
1913-14. .. ove e 95.0 | 140.2 | 152.4 | 182.3 | 206.3 | 21G.1 | 210.9 | 201.8 | 186.8 | 164.7 | 135.7 | 105.1
914-15. ..o 77.3 ) 142.8 1 177.2 1 226.9 ) 257.7 1 272.5 | 252.7 | 219.2 ! 195.1 | 151.3 | 118.1} 77.6
915-16. . oo 40.7 | 47.1| 77.9|132.5(190.4 | 235.4 | 265.8 | 260.7 | 259.5 | 225.9 | 196.1 [ 173.7
916-17. .o 5 U I e O P R T R
921220 67.3 | 140.8 1170.5 | 215.8 | 231.1 | 225.6 | 213.4 | 195.2 | 185.5 | 163.1 | 138.7 1 112.3
1922-23. . 0o 84.6| 133.3 | 177.8 | 208.5 | 230.7 | 238.3 | 236-6 | 223.1 { 211.2 | 191.0 | 171.0 | 141.4
1923-24. ..o 116.1 | 146.1 | 193.4 | 234.5 | 261.2 | 272.6 | 259.4 | 237.2 | 221.9 | 194.3 | 166.1 [ 142.0
1924-25. ... 115.0 ] 164.0 | 242.2 | 287.5 | 295.9 | 282.3 | 257.1 | 241.0 | 223.6 | 183.9 | 143.2 | 111.9
1925-26. ..ot 87.6 [ 121.9 | 176.3 | 232.0 | 247.0 | 249.8 | 241.7 | 222.4 | 203.3 | 171.7 | 142.2 | 105.8
192627, 00 ov i 78.0 | 171.7 | 239.0 | 262.3 | 268.9 | 251.1 : 231.1|209.4 | 196.2 [ 170.4 | 131.5 | 98.4
1927-28. .. 85.8 | 141.5 1 204.3 | 264.0 | 276.5 | 265.2 1 252.1 | 230.2 | 215.7 | 194.0 | 162.8 | 130.8
1928-29. ... oo 104.3 | 190.0 } 273.0 | 337.3 | 354.2 | 351.2 | 337.3 | 315.7 | 301.7 | 276.1 | 245.6 | 207.3
1929-30.. .. oo 201.5 | 327.6 | 427.0 | 458.7 | 455.5 | 429.3 | 404.9 | 368.3 | 340.0 | 306.8 | 274.2 | 238.9
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* Estimated as deseribed in Section III above. The estimates omit the minor elements of wheat in commercial stocks
but destined for use as sced or as feed, or for commereial use other than milling, and the wheat cquivalent of the low
July 1 flour stocks. They omit alse Canadian wheat in transit or held in bond—that is, not included in either import
or export statistics—but include wheat withdrawn for milling in bond.
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